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tfn^i/^an investigation of the fate of Marx’s doctrine, two interrelated 
"^seK^lpquestions may be examined. The first relates to the problem of 
'"^^fttf'^cificity of the postcolonial world and the problems of simply 
‘applying’ theory bom in the west to conditions so very different. The 
.second set has to do with the ways in which Marxism’s canonisation 
itself led to the destruction of the emancipatory potential - both in 
its theory and in the organisational forms mediating its practice. 33 

Putting a Price on Fertilisers 

'Fhe Hanumantha Rao Committee’s reconunendations on pricing of 
fertilisers were rejected by the industry on the ground that a uniform 
pricing policy could not be applied to an industry .so heterogeneous. 
Taking into consideration some of the arguments of the industry it is 
possible to work out a modified formula following the long-range 
marginal costing principle. 57 

Pages from the Past 

“It is impudence to believe that our venture will close the gap between 
administrative knowledge and public ignorance or apathy. But our main 
attitude will be governed by our faith in the function of knowledge in the 
resolution of crisis and by our conviction that common men and women 
in India are more than a bundle of reflexes like Pavlov’s dogs." 8 

From the very first issue The Economic Weekly became a duality. 
Comments often cheeky on economic and political developments filled the 
first half and the .second half was taken over by the academic crowd. 
This unusual coexistence of the mundane with the highly abstract 
created the ambiance of an unstable equilibrium which threatened to 
break down any moment. It did not, and half a century has elapsed. 10 


Who’s to Revive Urdu? 

What is the point of constantly 
.stressing that the Urdu-speaking 
community and the Muslim community 
arc virtually one and the same? The 
defence of the rights of Muslims 
and the promotion of Urdu are 
not the concern of Muslims alone. 44 

Gender Politics 

To set a new agenda for gender 
politics, there is need to engage with 
social forces of caste and patriarchy 
in a much more explicit manner. 24 

Uneven Gains 

The Kyoto protocol will allow 
international trade in permits for 
emission of greenhouse gases. 

Will this really act as an incentive, 
or will it only benefit developed 
countries? _17 

Flashpoints 

Caste clashes in Tamil Nadu have 
acquired simultaneously communal 
overtones indicating the emergence 
of a new configuration of politics 


Citizens and Government 

Given the non-transparcncy of 
governmental agencies, the judiciary 
remains the only recourse to citi7.cns 
to compel these agencies to function 
re.sponsibly. A .study of environmental 
litigation in Calcutta. _^ 

Unrealistic Scheme 

The concept of student loans for higher 
education is based on unrealistic 
a.ssumptiuns, especially that strong 
links exist between education and 
employment in the labour markets 
in the developi ng countries. _W 

Louis Dumont 

His work on India will stand as a 
monument against the bogey of 
Orientalism created and published by 
scholars who are unable to resist the 
temptations of popular acclaim. 14 

More Than a Foray 

It is logical in the context of stated 
American policy to read the recent 
air-strikes against Iraq as an elet" 
of a broader strategy, rather Ih- 
s a punitive foray, ', 


LETTERS TO EDITOR 


50th Anniversary of 
The EW and EPW 

ON the 50th Anniversary of the first issue 
of The Economic Weekly {EW) it is once 
again fitting to honour Sachin Chaudhuri, 
the founder and first editor of that journal, 
which later became the Economic and 
Political Weekly (EPW). Sachin was one 
of the great men of the generation that 
founded an independent India, and the 
institutions that contributed to its contin¬ 
ued democratic and intellectually open 
character. As an individual he embodied 
the wide range of Bengali interests and 
intellectual achievement. One of his suc¬ 
cessors, of an equally wide range of in¬ 
tellectual interests, is Amartya Sen, the 
Nobel Prize winner of this year. It is a 
fitting, even if an unplanned coincidence, 
that the award ot that prize to Amartya .Sen 
should be in the same year as the 50th 
anniversary of the lirst issue ot that unique 
journal. 

An excellent short history and apprecia¬ 
tion ol Sachin Chaudhuri's founding ot 
the journal and its history is presented by 
Terence Byres in a .seqtion of a recent 
book. (Terence J Byres, ‘The Creation of 
The Tribe of Pundits Called Economists': 
Institutions, Institution Builders and Eco¬ 
nomic Debate’. The section on Sachin 
Chaudhuri is on pp 66-73 of this Chapter 2 
of the book. The Indian Economy: Major 
DelmU s since Independence, (ed ) Terence 
J Byres. Delhi, Oxford University Press, 
UWK.) Byres gives in this names of some 
of the leading Indian economists, who 
both encouraged Sachin to found the 
journal and contributed thereafter to it. 
There have been many more Indian and 
foreign economists, visiting or working in 
India, who contributed to the magazine, 
first attracted by Sachin Chaudhuri’s vi¬ 
sion and broad range ol interest, and then 
by Krishna Raj. But the magazine is more 
than an academic economic journal. It has 
always presented major contributions by 
non-economists, including political scien¬ 
tists. anthropologists. srKiologists and 
historians, and has devoted special issues 
to such matters as the role of women in 
India. 

Anothei major characteristic of the 
magazine has been its interest in matters 
of policy and its el foils to mnucnce actions 
of policy-makers and the thinking of the 
intelligent and interested layman. While 


it is editorially left-wing it has always 
presented interpretations and policy-sug- 
gc.stions from other points of view. 
Bhabatosh Datta, writing in 1967 on Sachin 
C'haudhuri's editorship, points out that 
the magazine combines “the virtues of 
topical journalism on the lines of The 
Economist and those of a high grade 
research journal. It was a still greater 
achievement to marry this all together in 
hamioney...” (quoted in Byres, p 69). I 
agree with him and the compari.son, and 
also with Daniel Thomer, who wrote of 
the journal as “of world rank” and unique 
(ibid, p 67). It is indispensable for scholars 
mi India throughout the world. 

The EPW retains this quality and in- 
dispensability under the editorship of 
Krishna Raj May it continue to do so for 
the next 50 years to complete its century. 


Chennai 


CiiORor. RostiN 


West Bengal Economy 

1 READ the special issue of EPW on the 
West Bengal Economy (November 21 -28) 
with great interest. I have the following 
comments to offer on the issues covered 
in various papers presented in the is.sue; 

(1 1 The process of de-industrialisation 
in West Bengal after independence is 
sought to be explained partly by factors 
such as the policy of freight equalisation 


for coal and steel which led to an erosion 
of location-based cost advantages eiyoyed 
by units in West Bengal. But explanations 
given for lack of new investments in West 
Bengal in upcoming areas of industry are 
inadequate. 

(2) The role of non-institutional credit 
in the transformation of the agriculture 
sector in West Bengal is notable. Rather 
than viewing non-institutional credit as a 
medium to be replaced by institutional 
credit it would be a more positive ap¬ 
proach if this medium of credit supply to 
medium and small farmers is nurtured and 
promoted. One factor that should be noted 
in this connection is that loans taken by 
small farmere are generally small in size 
and the interest burden on them on this 
account constitutes only a small compo¬ 
nent of their total costs of operations due 
to the low capital intensity of their opera¬ 
tions. Therefore high interest rates paid by 
small farmers arc nut loo much of a burdqr 
on them as is supposed to be. 

(3) The credit-deposit ratio of banks in 
various states in India is found to be lowei 
in semi-urban areas as compared to rural 
and urban areas. This is an unhealthy trend 
because it is in the semi-urban areas that 
the maximum potential of rapid economic 
growth exists in India. But public policies 
discourage How of credit to .semi-urban 
areas in our country. 
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Holy Busybodies 


W ITH friends like the Swadeshi Jagran Manch and 
the Hindu Jagran Manch, BJP leaders may well 
conclude ruefully, they need no enemies. For all the Vajpayee 
government’s congenital problems stemming from its fragile 
Lok Sahha majority and its disparate, indeed chaotic, compo¬ 
sition, its severest headaches in economic policy-making 
have been caused by the activities of the votaries of ‘swadeshi' 
within its own extended family, as was forcefully driven home 
in the course of its frantic scramble to introduce the bills on 
patents and the insurance regulatory authority in the final 
^ phases of parliament’s winter session last month. Around 
the same time more or less, the Hindu Jagran Manch hy its 
doings in the desperately poor, predominantly tribal Dangs 
district of Gujarat was making sure that the start of the new 
year would be nothing if not explosive for prime minister 
Vajpayee and his BJP colleagues in the government. The 
situation is not altogether unique, of course. It is nut uncom¬ 
mon for political parties with heavy ideological baggage to 
find themselves, on assuming governmental responsibility, 
quickly tested and found wanting by ideologically pristine 
conscience-keepers. A parallel, though not an exact one of 
course, is the aggressive censoring which Left governments in 
this or that state have had to put up with in the past at the hands 
of their ultra-radical cohorts. 

By the distressingly awesome scale of communal 
mayhem this country has got used to, last month’s events 
in Ahwa and elsewhere in the Dangs district must appear 
mercifully minor. There has been no loss of life, physical 
injuries have been few and, reflecting the economic condition 
of the area and the people, destruction ot property has been 
limited. The communal clashes around Suratkal near 
Mangalore in Karnataka about the same time involving, more 
typically, Hindus and Muslims have taken a far heavier toll in 
all these respects. The Vishwa Hindu Parishad and other 
Hindu organisations as well as some BJP leaders, including 
the Gujarat chief minister, have alleged that the disturbances 
in the Dangs district have been ‘blown out of proportion’. If 
this has happened, the Hindu outfits have only themselves to 
blame. It is they who have been shouting from the roof-tops 
about the international conspiracy, involving the CIA itself 
for good measure, which they read into the activities of 
Christian missionaries in the Dangs and .some other tribal 
areas and the conversions which by most counts do not run to 
more than some thousands. 

It is not, however, the scale of the distuitianccs which is 
most material from the standpoint of the state and central 
governments’ functioning. The governments have the 


unequivocal responsibility to maintain law and order. 
They also have a duty to ensure that individuals and 
groups arc not deprived of their constitutional right to freedom 
of faith and worship. In the present instance, in large part 
no doubt becau.se the situation in the Dangs has become 
the focus of so much attention, the central government has 
acted with a measure of alacrity which is not always in 
evidence in similar circumstances: the prime minister and 
the home minister have been categorical in their condemnation 
of the violence directed at the missionaries, the home ministry 
dispatched a team of officials led by one of its special 
secretaries to the affected areas and the prime minister himself 
is to pay a visit to thc.se areas. The Gujarat government, 
after a brief initial show of petulance, has fallen in step; it 
has submitted a report on the Dangs situation as demanded 
by the state governor, the concerned district officials have 
been transferred and details oflhe action taken to maintain 
law and order in terms of arrests made, etc, have been made 
public. 

While it is imperative that the pressure of public opinion 
on the governments in Delhi and Gandhinagar be sustained, 
there is the other side of the matter - that situations such as that 
in the Dangs arc also a reflection of social realities which 
while they are affected to a lesser or greater degree by the 
political attitudes of the governments of the day have far 
deeperroots. Conu-oversy surrounding the work of missionaries 
in different parts of the country is hy no means something 
new. To recall a telling example, in the Dahanu area of 
Maharashtra some years back it was the Left parties which had 
had occasion to look askance at their activities and .some very 
similar-sounding formulations about conspiracies hatched in 
the west were then aired. In the case of the recent Gujarat 
events newspapers have reported the views of two prominent 
Gandhian workers of the area who evidently intend to submit 
a memorandum to the central government staling that the 
situation in the Dangs was a “reaction to conversions”. The 
suggestion has been made in Gujarat and Maharashtra - 
where too an ominous ‘reconversion rally’ was organised the 
other day in a tribal part of Nashik district by an outfit calling 
itself Vishal Hindu Sammelan - that legislation should be 
enacted to regulate conversion as has been done in .some other 
states such as Madhya Pradesh. Whether this will assist the 
administration in its paramount task of maintaining law and 
order and contribute to safeguarding the citizens’ right to 
religious freedom from being encroached upon by ‘forced 
conversion‘ and ‘forced reconversion’ alike deserves 
consideration. 
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SCFENCE CONGRESS 

Unscientific Approach 

THE recently concluded 86th session of the 
Indian Science Congress appears to have 
etched more firmly the lines of division bet¬ 
ween the pursuit of science and its ethical 
dimensions. More i.s the pity. For the current 
dilemma among .scicntist.s is by and large 
how to integrate ethical norms and consider¬ 
ations with their worldview of scientific 
endeavour as an inherently progressive one 
even if it appears, in the interim, harmful. 

That the Science C'ongress chose to focus 
on biotechnology and bioscience is not 
surprising. After the green revolution years, 
bioscicnee, as applied to agriculture, is once 
again m focus. All over the world bio¬ 
sciences have conic out of stagnation and 
of playing second fiddle to the physical 
.sciences, es.scntially because of the new 
technologies in the field which have opened 
up new I'ronticrs of knowledge growth and 
of commercial gain. In the US and in many 
countries ol Europe much for the funding 
for research in health and agriculture is 
being sunk into biotechnology. Apart from 
the $3 billion human genome project - 
aimed at se(|uencing the 3 billion base pairs 
of nucleotides which make up the human 
genome - other massive projects are under¬ 
way. One .such IS reportedly the researching 
of the genome ol a small plant similar to 
the musiaid which is looked upon as the 
future mode,l foi genetic engineering. In 
UK ihe deparinic'it of trade and industry 
has launched in 1W4 a prograniinc under 
which pi I vate businesses have been granted 
1.5 million pounds for research in biotech¬ 
nology. And contrary to public impres- 
siiiiis. the biggest funders in biotechnology 
are governnieni agencies and not Ihe cor¬ 
porations that will eventually .stand to gam. 

It IS in keeping with the.se trends that the 
central gos ernmeni is projecting hioscience, 
and biotechnology especially, as ihc new 
Ihnisi area. As ihc prime minister pointed 
out while inaugurating the Science Con¬ 
gress. India needed to concentrate on iwo 
knowlcdge-hascd sciences - information 
technology and hioscience and biotech¬ 
nology - and both areas, according to him, 
afforded multiniillion dollar opportunities 
even as they benefit the people. With the 
inmisier lor human resource development, 
Murah Manohar Joshi. announcing a new 
scheme that would fund on a priority basis 
research projects identified in 21 thrust 
areas most ol which arc in the field of 
bioscicnces, it was not extravagant of the 
sccrcl.irytoihcdepanmentot biotechnology 
to seek Rs 15.000 crore for a 10-year 
plan of dcselopmeni in the area. The posi- 
green rcvoluiion eta had to merge with the 
‘gene revolution' m the coming century, 
with agricultiiriil universities developing 
expcrti.se in molecular biology and acting 
as nodes for co-ordinating other research 


groups. With this focus, the Congress fea¬ 
tured luminaries such as James Watson, the 
di.scovcrer of the DNA, among others. 

Biotechnology has prompted wide-rang¬ 
ing public debate all over the scientific 
world on crucial ethical and ideological and 
philosophical issues. As a result, govern¬ 
ments and scientific associations have had 
to take time to examine issues that have 
conventionally been ‘outside’ science and 
evolve guidelines that have undergone 
several revisions and reviews. These de- 
huics have been a prominent feature of the 
growth of this area of science, as perhaps 
has not happened in any other area in modem 
limes. It is therefore curious and rather 
unnerving that there was hardly any serious 
focus on these issues at the Science Con¬ 
gress. Eminent speakers detailed the suc¬ 
cesses; Indian Council of Agriculture 
Research’s pest shield for cotton farmers, 
the International Centre for Cienetic Engi¬ 
neering and Biotechnology’s breakthrough 
in identifying and introducinginto rice and 
tobacco plants two key genes which help 
them to withstand stress, of brinjals and 
tobacco which could be bred to resist pests, 
of decaffeinated coffee thatretains the ‘south 
Indian’ flavour, and so on. Others spoke 
of the need for accepting that in the era of 
‘rnegascicnce’, reasonable IPR regimes arc 
necessary. Many were the pleas for future 
areas of development: for using embryo 
tiansfer technology in cattle to improve 
productivity and improve cattle quality in 
terms of both meat and milk to be compa¬ 
rable to ‘world standards’ and to project the 
scope of growth in pharmaceuticals using 
recombinant technologies to produce third 
generation designer drugs. Bui Indian sci¬ 
entists working m this area appear to be 
undisturbed by the issues that have for 
many scientists posed irreconcilable ethi¬ 
cal dilemmas and driven them out of bio¬ 
technology. 

Not only was there no space for such 
discu.ssions, hut in fact 'green lobbies’ 
advocating cautionary approaches towards 
biotechnology or opposing il appear to have 
been singled out as obstacles in the path 
of the glorious progress of modern science. 
One would suppose that the Indian Science 
Congress took shape historically not only 
to provide a platform for announcing 
scientific results but as a forum for widc- 
rangingdiscussions across disciplines. This 
would presumably mean that issues that 
concern scientists and have a bearing on 
their work should find space in the agenda 
of the Congress. The 86th Congress, by 
hilling to gr~pple with the issue and in fact 
dismissing ethical, environmental and 
human concerns has failed in its objectives. 
An opportunity for opening up an informed 
public debate has been lost. This can only 
give rise to extreme reactions to develop¬ 
ments, instead of promoting reasoned 
debate. The Congress has also fail^ to stand 
hy young scientists who, having to perhaps 


face the dilemma of balancing the excite¬ 
ment of working in a leading e^ of the 
science enterprise widt the ethical issues 
related to the products of such research, are 
being forced to choose one or the other and 
whichever way they go it is a loss to sci¬ 
entific growth and development. 

> 

MAHARASHTRA 

Omissions of Commission 

WHILE the Justice J D Gundewar Com¬ 
mission has, as expected, severely indicted 
the sub-inspector of the state reserve police 
force, Manohar Kadam, for the wanton 
firing which resulted in death of 11 daliu 
at Ramabai Ambedkar Nagar in Mumbai 
on July 11, 1997. the findings of another 
commission headed by Justice S S Dani to 
investigate the death of 114 Gowari tribals 
in Nagpur on November 23, 1994, leave 
many questions unanswered. The Dani 
Commission has not only exonerated the 
then chief minister Sharad Pawar and his 
three cabinet colleagues from respons¬ 
ibility for the incident but has found the 
police lathicharge that day to have been 
“fully ju.stified as well as adequate’’ for,, 
taking control of a potentially nasty law and 
order situation. The question then is were 
the tribals who had assembled in large num¬ 
bers outside the vidhan sabha that day and 
had been wailing for over five hours to 
place their 10-year old grievances before 
a government representative themselves 
responsible for the tragedy? By labelling 
the incident as 'unforlunale' and refraining 
from identifying the agency or the people 
responsible for the tragedy, the Dani 
Commission has failed (o discharge its 
responsibility making a cruel mockery of 
justice. 

The Dani Commission’s logic in absolv¬ 
ing the government authorities and the police 
does not stand up to .scrutiny. It argues that 
since the Gowaris were killed as a result- 
of the stampede and not in the lathicharge, 
the police cannot be blamed for the hap¬ 
pening. It completely overlooks the se¬ 
quence of events which led to the stampede. 
■The facts, as have been well documented, 
arc that the stampede began in fact when 
the police started to wield their batons after 
removing the barricades. The gathering had 
begun, quite expectedly after waiting for 
lung hours, to surge towards the barricades 
in the hope of meeting a government of¬ 
ficial who they thought was in an approach¬ 
ing car with the official red-light In the 
circumstances, to suggest that the police 
action was justified and in fact helped to 
prevent a ‘cata.strophe’ is, to say the least, 
absurd. By de-contextualising the Gowari 
deaths from the flow of events, the com¬ 
mission has left many a probable culprit off 
the hook. 

It still remains beyond comprehension 
why the then chief minister Sharad Pawar 
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or any of his cabinet colleagues did not 
deem it necessary to take some time off 
from the legislature proceedings to attend 
to the lung pending grievances of the tribe. 
That the then chief minister had no inkling 
of what was happening outside the pre¬ 
cincts of the vidhan sabha is hard to believe, 
because the norm is for the chief minister 
to be briefed every morning about the 
happenings in the slate. Moreover, the police 
deposed before the commission that they 
had contacted the then CM's personal 
secretary to explore the possibility of him 
being available to meet the gathering. By 
failing to interrogate the personal .secretary, 
the commission stands guilty of not com¬ 
prehensively probing into the incident. 
Clearly, the resignation of Madhukarrao 
Pichad, the then minister of tribal affairs, 
in the wake of the Gowari tragedy was a 
token gesture of a beleaguered government 
which had to face elections in few months. 
Now even Pichad stands cleared of the 
charges. By turning a blind eye to the eallous 
indifference shown by those in power to 
the adivasis' demand and to the ruthless 
treatment meted out by the police to the 
victims of the stampede, the commission 
has failed to deliver justice. 

irPTAR PRADESH 

Caste War in BJP 

WITH a reputation for toughness, it is nut 
surprising that UP chief minister Kalyan 
Singh has rubbed [Kiwerful interest groups 
within iuid outside his party the wrong way. 
The Uttar Pradesh Loktantric Congress 
(UPLC) and the Jantantric Bahujan Samaj 
Party (JBSP), the BJP’s coalition partners 
in the state had issued veiled threats of an 
alternative political formation in the state 
a few months ago when the special task 
force (STF) of the state police uncovered 
links of eight ministers to the slain mafia 
don Sri Prakash Shukla. Six of these min¬ 
isters belong to the UPLC and the JBSP. 
And now by dismissing education minister 
Ravindra Shukla for mishandling the 
‘Saraswati vandana' i.ssue. Kalyan Singh 
has taken on political heavyweights closer 
to the BJP. Besides providing the rival 
camp in the state BJP with a rallying point, 
Kalyan Singh’s action has incurred the dis¬ 
pleasure of the Sangh parivar. 

The Sangh parivar is annoyed for two 
reasons. First, the minister was removed 
over an issue which in fact is the brain-child 
of one of the parivar outfits and the parivar 
expected the concerned minister to be 
def^ended rather than axed in the wake of the 
controversy over the issue. Second, Kalyan 
Singh’s action came at a time when the 
parivar was making out a case that the BJP’s 
debacle in the assembly elections in the 
three north Indian states was a result of its 
failure to push the hindutva agenda with 
sufficient vigour. Having had to beat a hasty 


retreat over Saraswati vandana at the edu¬ 
cation ministers’ conference in Delhi not 
long ago, the sacking of the UP minister over 
the same issue amounted to flouting the 
writ of the Sangh parivar in its own bastion. 

With the Sangh parivar thus ruffled, the 
upper caste lobby within the BJP has re¬ 
activated itself. Ever since the murder of 
BrahmaduttDwiwedi, Kalyan Singh's main 
upper caste rival within the party, rivalry 
between the upper castes and the back¬ 
wards has been sharp in the UP BJP. Sakshi 
Maharaj, a BJP MP from Farrukhabad and 
a caslc-fellow of the chief minister recently 
accu.sed upper caste party leaders of plot¬ 
ting to eliminate him and the chief minister 
with the helpof Om Prakash Shukla, brother 
of Sri Prakash Shukla. In fact the STF investi¬ 
gation ordered by Kalyan Singh into poli¬ 
ticians’ links with Sri Prakash Shukla was 
aimed more at upper caste leaders within 
his own party than at the UPLC or the JBSP. 

The resounding defeat in the elections to 
the Vidhan Pari shad from the graduates' 
and teachers’ constituencies and the sharp 
fall in the BJP’s vote share in the Agra 
assembly by-election have provided an 
impetus to the upper caste BJP leaders’ 
campaign against the chief minister. The 
sacking of the education minister has been 
u.scd to bolster their argument that the 
educated and the upper castes arc drifting 
away from the party. Kalyan Singh’s ri¬ 
poste has been to raise the spectre of fresh 
elections in which backward caste support 
would be crucial for the BJP. 

INDlA-vSRI LANKA TIES 

lYade Diplomacy 

IT would be far-fetched to believe that the 
recent ‘fa.st track’ trade agreement with .Sri 
Lanka would make a dramatic impact on the 
nature of trade between the two countries, 
or Sri Lanka's balance of payments for that 
matter. The significance of the treaty lies in 
the fad that it is a diplomatic manoeuvre 
to change the nature of relations between 
the two countries. For India, it is part of 
an attempt to transform its image in the 
region: at the lca.st a confidence-building 
move that became imperative in the after¬ 
math of the nuclear tests, but in a larger 
perspective a reflection of the direction 
taken in S AARC towards creating and sus¬ 
taining regional markets, partnerships and 
alliances. And for that credit must go to the 
political leadership in the two countries. 

For, in the days and weeks before the 
treaty was actually signed, there was con¬ 
siderable opposition, not so much to the 
idea of a treaty as to the nitty-gritty of its 
contents. In Sri Lanka although the oppo¬ 
sition did not want to appear to be blocking 
the move, there were misgivings that Presi¬ 
dent Chandrika Kumaratunga in her eager¬ 
ness to build bridges with India might allow 
Sri Lanka to be hemmed in with too many 
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rcstridions. The anxiety was hardly un¬ 
reasonable, considering the current im¬ 
balance in Sri Lanka's bilateral trade with 
India. And in India there arc doubts whether 
this country would benefit frtim such an 
agreement, or for that matter whether one 
was needed at all given India's commit¬ 
ment to do away with import restrictions 
on 2,000 products of export interest to .Sri 
Lanka and other neighbours. Most impor¬ 
tantly, would the agreement al.so lead to Sri 
Lanka being allowed to import tea in bulk, 
a long-standing demand from Sri Lanka, 
and a prospect which is viewed with ap¬ 
prehension by the Indian tea industry'.' 

With the two heads of government keen 
on signing at least a draft agreement, the 
treaty took shape, though Sri L.anka had 
many safeguards written into it. The treaty 
will cover a large number of products. India 
has agreed to bring import duty down to 
zero with respect to some 1.000 items over 
a span of three years. In return Sri Lanka 
will eliminate tariffs on 900 Indian goods 
within eight years. The list of products will 
be drawn up in the next three months. A. 
number of qualifications have been incor 
porated in the agreement. Concessions are 
to be limited to 25 per cent on textiles, an 
item of interest to India. Some textile items 
-silk and silk waste, carpels and other textile 
door coverings, articles of apparel and cloth¬ 
ing accessories - have been placed in a .so- 
called negative list. India is to allow a 50 per 
cent margin 6l preference on imports from 
Sri Lanka except on items in the negative 
list. Both countries have agreed to give 100 
percent tariff concession on specified items, 
lists of which arc to be drawn up. 

One contentious issue was the indigenous 
value addition clause or the country of 
origin rule which assumes importance in 
regard to preferential tariff treatment. 
Minimum value addition of 35 percent has 
been agreed upon, but if the raw material 
is sourced from either of the two countries 
minimum value addition need be only 25 
per cent. The agreement also provides other 
safeguards: if any prtKluci which is given 
preferential treatment is imported into either 
country in such quantities as to “cau.se nr 
threaten to cause serious injury” to industry 
in the importing countiy, that country may 
suspend the preferential treatment with pi ior 
consultation, which too may be dispen.scd 
with in critical circumstances. .Such with¬ 
drawal of preferential treatment is also valid 
in the event of balance of payment.s diffi¬ 
culties. Also, both countries arc permitted 
to restrict imports when prices arc inllu- 
enced by unfair trade practices like subsi¬ 
dies or dumping. 

Much depends on how these qualifica¬ 
tions are interpreted by each country. But 
given that both countries, for their particu¬ 
lar purpo.ses, need to strengthen regional 
ties, the India-Sri Lanka trade agreement 
is likely to be projected as a model for the 
SAARC region. 
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Light Without Heat, 

rpHE existence of an indep»idcnt weekly i 

deal prinuurily with economic problemi < 
the nounhy, and then, with the broad pi 
litlcal onos in so far an they issue out of the fo 
incr, is 0 dour need. At prenent economic dlicu 
Sion in India suffers from grievoua defects. I 
paucity is deplorable. On the eve of Induetri 
Revolution, each nation of the West, led k 
England, produced enormenw literature in th 
shape of pamphlets and rcpofUi nn wMch maste; 
minds built their syntenw and gave lead. 
impact ol a new ocoiiQinie order on India Uuro 
up our first bBt(di of economists; and they su« 
ceeded in zxialdng tbeir paifial but honest am 
lysis popular on ihc political platforiuu 

Since then our cennomie devMopment ha 
gono ahead; the character of Tndo-Brltlsh rth 
tion has changed; the second rovolutimi of iSnf 
land has helped India’s Industrial growth to th 
point where it does not oompete with Aag^hund 
production of capital goods; capitalism of a e« 
tain type has coma to stay, and yet it has bee 
starved of the necas wa r y strength and opporll 
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ttities to expand; our agriculture, 
gradually shedding its feudal obligations 
tttd subsistence commitments, is well on 
die way to become a food-industry; our 
terms of trade, balance of payments, 
avenues of export are taking new lines 
making hay of mercantilist doctrines 
which a defensive political anitude, the 
anti-a.spect of anti-British Imperialism, 
was bound to foster. That such 
momentous developments have ncM been 
adequately reflected in Indian thought 
on the subject is an unfortunate but 
noticeable fact. 

The objective situation has fairly 
ripened hut beyond a general awareness, 
prodded by the highcostof living, nothing 
of significance has emerged. Even the 
discussion on Sterling Balances has 
proceeded more on the ba.si$ of political 
denial of a moral right than on economic 
grounds. The governmental deal on that 
count is taken at best to be one of 
Cameralist arrangement of two 
administrations, one whose national 
exi.stcncc depends upon export of capital 
goods to buy her primary imports, and 
the other making a virtue of necessity 
and resenting it. On the other side, many 
who are eagerto take the next step forward 
have vague notions of what that one 
should be. Public control. State 
management. nationalisation, 
.socialisation, managerial revolution, such 
words and more arc bandied about 
without responsibility to their 
connotations and mutual differences. A 
verbal miasma hangs like a pall over our 
progressive thought. Wishes are great 
drives, but economic thinking is surely 
more than wish-fulfilment. 

And yet Indian intellect docs not .seem 
to have diminished in the course of our 
national struggle. True that the accent 
has been on the transfer of political power. 
Equally true that our traditional 
metaphysical angle got the support of a 
moral view of means to achieve political 
ends. It may also be held that Gandhiji’s 
understanding of the material-rural core 
was brushed asidxe by 
parliamcntarianism. leaving the detritus 
of no.stalgic villagism and anarchistic 
decentralism to a few who called 
them.selves Gandhian economists. May 
be that our scholars could not work off 
the unreality they had imbibled in London 
or Cambridge and would not understand 
the realities of the evolving situation. 
Still, it is hard to believe that the paucity 
of genuine economic discussion is solely 
traceable to the general features of Indian 
intellect orto adeterioration in the mental 


quality of those who presumably possess 
it. Men and women there still are in the 
country who can, if given data, think 
about the country. 

Therefore, a more plausible reason, 
call it an additional reason if you like, 
.seems to be the absence of data. The 
Government had criminally neglected 
their collection and analysis. When they 
did not, the reports were published late, 
and not easily available. That state of 
affairs continues in the main. It is an 
open secret that India’s delegates to 
International Conferences arc the least 
equipped of all. We have no production, 
no wage, no investment censuses. So 
when our delegates demand foreign aid 
or press for favourable terms in a trade 
pact, they cannot produce Hgures and 
lean upon ‘Asian’ sentiments. Similarly, 
when our ministers spread the slogan 
of “Produce or Perish", we are left in 
blissful ignorance of the extent of 
production necesasary to bridge the gulf 
between the present supply and the 
optimal one, between the level of wages 
and the level of prices. No wonder that 
all manner of prejudices rush into this 
vacuum. One such is the bogey of the 
spiral; another is the quantitative 
explanation of inllation; and a third is 
labour's slow-down. These are examples 
of positive ignorance, - alas, so useful to 
vested interest' The partial ones are 
probably as great in number. 

About Government publicity the less 
said the better. The Government have 
whatever facts there arc in the country, 
and let as concede, all the best brains to 
boot; but they are singularly di.sintere.stcd 
in the dis.semination of information on 
which the public can build their own 
opinions. Once a Government begins to 
mistrust the role of information in the 
shaping of events, it depends on publicity, 
that is, on the crystallisation of emotions. 
Besides, there was a time when this 
technique worked well. Now that the 
men who run the Government have 
earned the country' s gratitude by winning 
independence for it. they have a limited 
choice of emotions to draw upon. The 
sense of national unity is one, but it is 
not enough. To think that it is so, is a 
contribution to the crisis in confidence. 
Probably the democratic approach 
towards the people, that which does not 
exhaust itself by considering them as 
legs ofdcad frogs, to be excited by currents 
of appeals for unity, sacriflee, trust, 
patriotism, etc., but takes them as human 
beings capable of understanding 
complicated problems in the context of 


their interests and aspirations, - this 
approach can resolve the present tension 
between the Government and the people. 

Those who are clo.sely following the 
proceedings of the Constituent A.ssembly 
have noted with regret the initial attitude 
of mistrust of the people which the 
lawyer-framers and sponsors of the 
Constitution have betrayed. As if 
fundamental rights were a matter for the 
lawyers; as if ordinary men and women 
just cannot understand the implications 
of freedom! It is not a question of Hindi 
or Hindustani or Urdu. That controversy 
clouds the issue; wicked men have 
suggested worse things. The iitsue is 
simple; are the people to be treated as 
intelligent human beings or not? 

More serious is the invasion of ve.sted 
interests in this vacuum between facts 
and understanding. Nearly all our 
journals belong to powerful pressure- 
groups, some of whom run theireconomic 
weeklies. They arc ably conducted; 
they are 'subtle', ‘dispassionate* and 
‘detached’; they carry the weight of 
learning and information. But a clo.se 
.scrutiny reveals their onesidedness. 
While one prcs.se.s for an open alliance 
with the American bloc, without 
mentioning and explaining the 
implications of the American Foreign 
Assistance Act of 1948 (E.C.A.). 
particularly its sections 112, 115 and 
118, another publishes the meaningless 
statistics of man-days lost by sirikc.s 
without analysing (hem or showing their 
relation to the curve of production, or 
even their proportion to man-days lost 
by legally prevcntiblc factors, like 
accidents, lock-outs, play-off and 
sickness. In short, .such weeklies arc like 
the Irishman, always 'agin' the 
Government; its foreign policy of 
'neutrality', its ‘half hearted economic 
policy’, and its ‘appea.sements‘. The 
crisis in conridcncc is well advertised 
there; only that confidence is a two-way 
traffic is hardly suggc.stcd. 

It is impudence to believe, much less 
to claim, that our venture will close the 
gap between data and analysis, between 
'idministrativc knowledge and publii. 
ignorance or apathy. Wc will try our best 
to do so. But our main attitude will be 
governed by our faith in the function of 
knowledge in the resolution of crisis and 
by our conviction that common men and 
women in India are more than a bundle 
of reflexes like Pavlov’s dogs. In this our 
readers will have the assistance of some 
of the best men in the country, outside the 
offtccsofGovemmentandbusiness firms. 
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Fifty Years Ago 

A»hok Mitra 

OF Ihe Chaudhuri brothers, the fourth and 
youngest. Sankho, the sculptor, was away 
in Paris. The rest of the brothers were in 
Mumbai (nee, Bombay). The second 
brother, Debu. held a comfortable assign¬ 
ment with n multinational company 
assembling and distributing electronic 
products. The third brother. Hiten. was a 
gadfly, with varied business tiuercsls- 
production and distribution of films, export 
and import of raw as well as semi -processed 
cotton, presiding over an engineering 
concern producing small tools and 
equipment, managing a printing press, and 
so on. The eldest brother, Sachin, was a 
purca patriarch. The brothers adored him 
and were in awe of his .scholarship and 
intellectual powers. He had lived the lile 
of a nomadcversincc he disappeared from 
Dacca in 1927 after faring disappointingly 
in the nia.ster's examination in economics 
His performance in the examination was 
no reflection on his scholastic talent. His 
Iriend and classmate A K Das Gupta used 
to recall Saclnn Chaudhuri's countic.ss 
e.scapades: he rclused to sit for the examina¬ 
tion in the year it was due, 1926, and em¬ 
barked on a Bharat darshaii instead and 
scampered back ti' Dacca even as Ihe next 
year’s examination schedule was announ¬ 
ced. He did not even know the syllabus. 
So what, sang-froid was sang-froid. When 
the results were announced, Sachin Chau¬ 
dhuri. It was seen, had just scraped through. 
Half-dejected and half-embarrassed, he 
chose, to decamp from Dacca. 

Debu and I liten had meanwhile nestled 
in Bombay and. after an interval of some 
months, Ihe senior brother joined their 
.sometimes .separate, sometimes joint 
household. Sachin Chaudhuri simply pot¬ 
tered around. His charm, his wit and Ihe 
sharpness of his mind drew in no time a 
fltKk of friends and advisers, politicians, 
journalists, social philanthropists, a hand¬ 
ful of ecoiiomi.sts too. Sachin Chaudhuri 
himself did nut take his economics 
seriously, but others did. D Ghosh, wtio 
was jt the moment on the economics faculty 
of Ihe llniversity of Bombay, took the 
initiative to arrange a university research 
fellowship for Sachin. TTie .scholarship 
money came in handy while he would 
stand rounds of drinks for acolytes in 
Churchgate i estaurants. Economic re.sean;h 
otherwise, he had not the least doubt, was 
not his cup ol tea Sachin Chaudhuri 
imported the Bengali adda into Bombay. 
He perhaps look a proprietary pride in the 
fragility of Ihe adda. There was no 


ostensible means of livelihood, for the 
research fellowship could not obviously 
be renewed, and in any case the money 
it offered was small beer. Hiten introduced 
him to Himansu Rai and Devika Rani. 
Both were bowled over. Sachin became, 
of all things, the manager of Bombay 
Talkies. Whether precisely on account of 
Ins appointment, or sheer happenstance, 
Bombay Talkies soon downed its shutters. 
.Sachin Chaudhuri was a free bird once 
more, even though the friendship with 
[7evika Rani endured. 

At that juncture, Sachin Chaudhuri was 
a vagabond par excellence. The man 
nonetheless continued to have a fearsome 
icputation - on account of the clarity of 
his writing, the range of his scholastic 
mierc.sts and Ihe depth of his political and 
economic commentaries during exciting 
sessions in newspaper ofliccs and Apollo 
Bunder cates. His links with friends in 
academia such as A K Das Gupta or B N 
Ganguli did not .snap and they did not ever 
give up the dream of encouraging him 
back into serious economics Sachin 
( haudhuri, however, had diverse pas.sion.s 
- and circles of friends and acquaintances 
straddling the spectrum of academia and 
politics and business would alt compete 
to shaic an evening's company with him. 
By now he was known as a confirmed 
liachelor. His sartorial style - white ‘khadi’ 
dhoti and kurta, and an occasional 
chaddar' or shawl - was passport to the 
nuKst exclusive places and mansions. The 
horrors of partition could not quite drain 
away the euphoria of independence, and 
.Sachin Chaudhuii's hero, it goes without 
saying, was Jawaharlal Nehru. Flitcn had 
a way of sidling into famous households, 
including the Nehru hoaschold. Sankho's 
wife. Ira, had family links with theNehrus. 
Sachin Chaudhuri had occasion to meet 
Nehru, both before and after independence. 
But he kept his distance; he was no job 
or licence seeker. 

As the cliche goes, destiny nonetheless 
was awaiting him. SiK'io-cconomic dyna¬ 
mics apart, accidents too play a role in the 
shaping of hi.story. A few months after 
independe ce, the government in New 
Delhi decided to pick a trade delegation 
to visit Europe and North America to 
explore the pmspccts of expanding the 
country’s foreign trade. Hiten Chaudhury 
found himself a member of the delegation, 
which was led by a well known Indian 
economist who believed in maintaining 
friendly connections with prominent 


^usiness families in Delhi, Calcutta 
Bombay and Madras. Whatever the 
rea.sons, Hiten Chaudhury took an im¬ 
mediate dislike of the economi.st leader of 
the delegation; he was, in Hiten’s view 
shallow to the core; such men. given theii 
prejudices and preconceived notions 
would he dangerous presences in any arena 
it would be monstrous if .such men woulc 
have the ear of the nation’s leaders anc 
assist them to shape their economic ideas 

Hiten Chaudhury returned with an idet 
fixe. He knew the depth of his senioi 
brother’s intellect and the range of hi.< 
.scholarship. He must be persuaded to start 
an economic journal, pronto, to prevent 
the genre of mischief-doing individual; 
such as Hiten Chaudhury’s dcicgatior 
leader was capable of. Hiten’s enthusiasrr 
bubbled over. He found the New Jack 
Printing Works (address: Globe Mills 
Passage, Off Delisle Road) at hi s disposal 
he would persuade his clo.scsl busines; 
partners to .set up a joint-stock venture, he 
had already arranged for e>ffice premi.ses 
for the journal in a by-lane veering ofl 
from Apollo Street, he had his very wide 
contacts in the advertising world, it wa.< 
now for the .senior brother, the patriarch 
of the family, to give his con.sent to be 
editor after all. filling the pages of Ihe 
journal with thoughtful, attractive piece; 
of writing would pose no problem forhim 
he had his academic friends who had stayeei 
loyal to him from his Dacca University 
days, he had acquaintances within the fold 
of the uni versityfaculticsonc after another, 
he could bank upon constant help and 
support from the research staff of, foi 
instance, the Reserve Bank of India, sc 
what was he hesitating lor? All he had tc 
give up was the oflcn-weary-sounding 
column for the Evening Standard. But he 
had a kingdom to gain. 

'Fhe rc.servation Sachin Chaudhuri fell 
was not difficult to comprehend. He wa; 
wedded to his vagabond living, now he 
was being asked to enter into a com¬ 
mitment, a commitmenr to be regular and 
responsible. The fear of entrapment wa.i 
genuine; at the same time, the allure ol 
grand adventure into the hitherto un¬ 
explored terrain of tendering advice on 
cnicial issues to the nation's highest from 
an independent pulpit could hardly be 
ignored. The brothers, and friends, hemmed 
him in, and Sachin Chaudhuri succumbed. 
The Economic Weekly was born. 

That event took place exactly 50 years 
ago. The transformation of The Economic 
Weekly'mtaEconomicandPolilicalWeekly 
occurred nearly 17 years later. The EPW 
represents a continuum of what the EW 
hoped and dreamt. This reverie of the 
circumstances of the latter’s birth has 
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therefore a certai n relevance for the present 
generation of the journal’s acolytes. From 
the very first is.sue. The Economic Weekly 
became a duality, and that characteristic 
has not ceased to be over these 50 years. 
Sachin Chaudhuri's cronies from coffee 
bars and Dalai Street - Journalists, stock 
tipsters, political workers of different 
shades and hues, some outright bums - 
took honorary lease of the first half of 
every i.ssuc of the journal; comments, often 
cheeky, on current political and economic 
developments, on fluctuations in share 
prices, on who was conspiring against 
whom in New Delhi’s South Block or 
Bombay's Maniralaya, on the reasons a 
particular block of industrial licences went 
to indu.strial hou.se A rather than to 
industrial house B, and other gossip of 
similar ilk. 'Fhe .second half of the Weekly 
was taken over, through a gradual process, 
by the academic crowd from the univer¬ 
sities and rc.scarch institutions. This un¬ 
usual coexi.stence of the mundane with the 
highly abstract created the ambiance of an 
unstable equilibrium, an equilibrium which 
threatened to break down any moment. It 
did not. and half a century has elapsed 
without much murmur of dissatisfaction 
from any quarter. Perhaps the only other 
instance of a weekly publication daring to 
cram its pages with diagrams and 
mathematical formula is the Ekonomist 
from the Netherlands, and yet that journal 
too has not had the temerity to carry 
non.sen.se veise and piclonal cartoons as 
The Economic Weekly has done in its 
various phases. The first instinct of an 
aspiring .social scientist in the subcontinent 
was to get him.self or herself published not 
in a so-called scholarly journal, but in The 
Economic Weekly. At the same time, 
parliamentary debates have taken place in 
the two august houses on the basis of a 
report or a comment in the EW or EPW. 
Ever since Jawaharlal Nehru made it a 
habit to flaunt a copy of The Economic- 
Weekly on his desk, the snob value of the 
journal has spread and spread, ministers 
and ci vi I servants have regularly subscribed 
to the journal while scrupulously ignoring 
the Hurry of advice strewn in its pages. 

But, then, Sachin Chaudhuri exuded a 
magnetic charm. Part of this charm was 
a Chaudhuri heirloom. Once the journal 
got floated, with Hitcn Chaudhury 
unobtrusively taking charge of the cra.ss 
details of management, the crowd flocked 
either to the Weekly's cramped offices in 
the Dalai Street neighbourhood orto Sachin 
Chaudhuri’s digs at Churchill Chambers. 
Old friends, and new one.s, foregathered. 
Within the space of a few months The 
Economic Weekly became a cau.se. Its 
editorial notes were idiosyncratic, often 


naughty, often cocking a snook at the 
cstablishmentwalias, but it never strayed 
away from the moorings of the civilisation 
Tagore had preached or the formula of 
tolerance Nehru expiated upon. It was 
therefore almost inevitable that D PMukeiji 
from Lucknow would contribute The 
Economic Weekly's first editorial article, 
‘Light without Heat ’, in the inaugural issue, 
and was followed soon after by A K Das 
Gupta with his rigorous piece on the theory 
of black-market prices. One had to wail 
only a while before Sachin Chaudhuri’s 
retinue of admirers from the world of 
sociology and anthropology invaded the 
journal's pages. 

To run a weekly journal, though, you 
needed a team to do the sustained work 
of deciding on themes to focus, writing, 
copy editing, proof reading, liaising with 
the press, keeping channels of com¬ 
munication open with the post office and 
distribution outlets. A vagabond, a near 
kindred soul, almost as contemptuous as 
the editor himself, A Fernandes, .soon 
turned up and was named the office 
manager. The impressionist style he 
adopted while taking caie of the journal’s 
administrative side matched Sachin 
Chaudhuri's haphazard modalities of 
editorial living. 

Who kept Sachin company while he 
used to pul the paper together, week after 
week, in that early phase? There is always 
a danger that in naming names, memory 
would play a trick or two and some names 
would be lost in the melee. Much 
enthusiasm was imported i nto the ramparts 
of the editorial office by the ever-ebullicnt 
B V Kri shnamutt i from the Bombay School 
of Economics and Sociology. Perhaps 
Sripad Rangnckar and Ramdas Honavar 
too were around, unobtrusively helping 
Sachin Chaudhuri to put together an 
editorial note .on monetary theory or 
international trade. There was the devoted 
crowd of young scholars and college 
teachers who made a beeline for The 
Economic Weekly office once their daily 
official chores were ended: Hannan 
E/ekiel, Ravi Hazari, a few others. They 
contributed rough first drafts of notes, the 
editor honed them into shape, their 
gratitude knew no bounds. And how does 
one forget the Reserve Bank crowd; K S 
Krishnaswainy, his mind always a haven 
of maturity and his knowledge of 
economics mounting guard over the 
effervescence of quite a few young cubs. 
K N Raj freshly arrived from Ceylon, 
where he had done a stint in financial 
journalism, and his accumulated experi¬ 
ence in this area, alongside his fondness 
for adapting Keynesian prc.scriptions for 
tackling emerging Indian situations. 


contributed to the essential flavourof what 
The Economic Weekly was. Others who 
were drawn in would include the sprightly 
Dhatma Kumar, bitterly complaining that 
the editor under-assessed the quality of 
her economics merely because she had, 
according to him. *a pretty head’; the gender 
battle was obviously on that early. .Should 
not one also mention Anand Chandavarkar, 
Vinoo Bhatt and Deena Khatkhate? 

What about the Calcutta crowd though? 
Su,shil Chose, Sachin Chaudhuri’s friend 
from his down-and-out days, would send 
in weekly notes on share price movements, 
and the editor would take meticulous care 
with Ghose’s copy. The second brother, 
Debu, had several drinking cronies in 
Calcutta whose flair for writing modish 
prose was well recogni.scd. One of the 
early ones to join The Econcmtic Weekly 
stable was Niranjan Majumdar. who 
innovated the Calcutta Diary for the Weekh 
and, a Kingsley Martin admirer, signed his 
pieces with the nom-de-plume Flib¬ 
bertigibbet. Samar Sen, the poet, always 
a lazy writer, could also be persuaded to 
contribute, his contributions becoming 
more regular once he encamped in 
Moscow. Nirmal Kumar Bose, the 
Gandhiitc .sociologist, would chip in now 
and then with an article, and soon a signi¬ 
ficant slice of The Economic Weekly was 
captured by M N Srinivas and hisdi.sciples. 

The Delhi School of Economics was 
yet to find its feel, but The Economic 
Weekly had succeeded in generating awe 
inside the .superstructure of officialdom. 
Several young economi.sts and civil 
servants would contribute anonymous 
pieces to the Annual and Special Numbers 
of the journal and, once the i.ssuc was out, 
it became a guessing game among.st the 
contributors - as well as others - who had 
written which particular piece. I'herc is 
also the famous apocrypha concerning the 
government’s chief economist at that time, 
J J Anjaria. Anjaria, God's good man, was 
a cautious conservative who would not be 
hu.stled intt) views. A raw recruit in the 
economic division in the mini.stiy of 
finance had sent an otiose note to Anjaria 
suggesting the directions along which the 
country’s monetary policy ought to be 
forthwith reformulati^. Anjaria read the 
note and nervously shoved it in a bottom 
drawer of his.secretariat table. After wailing 
a full three months for an opportunity to 
discuss the contents of the note with 
Anjaria. the apprentice economist mailed 
the piece to Sachin Chaudhuri, who 
promptly printed it as the week’s main 
editorial article. Chintaman Deshmukh, 
the finance minister, apprenily read it 
with avid interest and wanted to have 
Anjaria’s assessment of it. The entire 
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economic division was summoned in no 
time to Anjaria's chamber and long 
commentaries were despatched from the 
division to (he llnancc minister’s office, 
here and there endorsing Sachin 
Chaudhuri's editorial sermon, here and 
there entering a demure caveat. 

Such tolklorc was the product of the 
time. The Economk Weekly was a forum 
which accommixtated each and every point 
of view, reflecting (he ethos of the im¬ 
mediate post-independence years. Eco¬ 
nomists at that point of time did not mind 
coexisting with colleagues who professed 
faith in a dilfercnt structure of values. 
Bach and all were welcome to .send (heir 
musings to The Economic Weekly. Some¬ 
times the major editorial pieces contra¬ 
dicted each other. They were bound to. 
since they were written by persons with 

COMMENTARY 


altogether crmtraiy approaches to Kfe. Utis 
kind of phenomena did not worry Sachin 
Chaudhuri, nor did they worry the journal’s 
devotees. 

The dialectics was elsewhere in arriving 
at a decision on what shape the journal 
should take in the future. Sachin 
Chaudhuri, the instinctive anarchist, was 
full of dista.ste for method and orderliness. 
He refused to submit to accountability. 
Close friends drew up plans about how 
The Economic Weekly was to be run as 
a successful finaiKial newspapfcr, with its 
uniqueness fully preserved, if only it were 
organised along sound business principles. 
I'hc very idea was anathema to Sachin 
Chaudhuri. He wanted The Economic 
Weekly to remain a small-scale operation, 
a cottage craft so to say, and always in the 
maelstrom of a financial crisis. Hiten 


A Russo-Sino-Indian Strategic Triangle 
Signals Missed in India 

Tan Chung 

hi the Russo-Sino-Indian triangular alliance propo.sed hy Russian 
prime minister Rrimakov, what is happening now is progre.ss only in 
Russo-Indian and Russo-Chinese relations without a corresponding 
advance on the Sino-Indian side. How China and Russia have quickly 
developed their relations after three decades of hitter quarrel has 
useful pointers for India-China relations. In this context, there have 
been .some significant cues from China which have not been 
understood and appreciated in India. 


THE Russian prime minister Primakov’s 
proposal fora Ru.s.so-Sino-Indian triangular 
allianceduringhisindia visit in December 
IW8 has aroused considerable inter¬ 
national interest. The proposal is both 
progressive and reactive. Progressive 
because it is futuristic, pointing to a future 
direction which is both feasible and 
desirable. Reactive in the sen.se that it 
came immediately in the wake of 'Desert 
Fox’, out of Russian frustration and resent¬ 
ment against the arrogance of (he unipolar 
power that disregards the .sensitivity of the 
(inited Nations and the sovereignty ol 
another country. The proposal signifies 
the urge for a multipolar international 
system with reliable checks and balances. 

The triangular idea is not new. Even at 
the beginning ot this century, Lenin had 
wished that the peoples of Russia. India, 
and China uniic together to ensure the 
success of a world revolution against 
imperialism. Lenin mooted this triangular 
alliance on the basis of the numerical 


strength of the three peoples as well as 
their anti-imperialist potential. This idea 
of i..enin had an impact on Jawaharlal 
Nehru. In his article entitled ‘Why India 
Supports China?’ dated Aiigu.st 21,1938, 
Nehru wrote that the “national freedom 
movements in India, China" could fight 
the fascists, adding that “there is Soviet 
Union which has definitely discarded 
imperialism". He concluded the article by 
observing: “In the unity of these forces lies 
the answer to the ia.scist challenge” 
tSetected Works of. Jawaharlal Nehru, 
vol 9, pp 209-10). 

The world is like a .stage, and there are 
always so-..-ic countries playing the major 
roles. In the past, some European powers, 
particularly Britain, had occupied the 
central stage for a long time. They were 
replaced by the US during the entire 20th 
century. In the 21st century, the US will 
still be in the central stage while we.stem 
Europe is emerging as another United 
States, the United States of Europe. 


*Chaudhuri had sleepless nights, but the 
patriarch was unwavering in his deter¬ 
mination. So the debate was adjourned - 
and resumed after some while, for yet 
another inconclusive adjournment. 

That in fact encapsulates the history ot 
The Economic Weekly and, subsequently, 
the Economic and Political Weekly in the 
course of these 50 years. 

A footnote to end this rambling semi- 
reverie. Raj and Romesh Thapar, tremen¬ 
dous friendsof the journal in a later period, 
had not begun to visit Churchill Chambers 
in the early SOs. Krishna Raj too joined 
the paper, as an occasional corre.spondent 
from New Delhi, only in 1958. He moved 
to Bombay two years later. Perhaps one 
of these days he could be persuaded to 
describe the view from the bridge as he 
saw it. 


However, the centre of gravity of the world 
is shifting to the eastern hemisphere which 
will, somehow, marginalise the importance 
ot united western Europe. .Surely, new 
roles will come to the central stage in the 
21.St century, particularly the eastern pun 
of the Eurasian continent. The propo.sed 
Russo-Sino-Indian triangle is one natural 
outcome of such a global devclopme.it. 

No one is frightened by ihc word 
‘alliance’ or ‘axis’ as we know that their 
erstwhile versions during the two world 
wars arc a thing of (he past. But. com¬ 
bination ol forces and collaboration among 
nations will continue, and there is the 
possibility of a chain ol alliances like the 
symbol of the Olympic Games with five 
rings strung together. The Ru.s.so-Sino- 
Indian ring, il formed, would be .strung 
together with other rings. It would neither 
be anti-US, nor anti-smaller neighbours 
Judging from the civilisational background 
of the three countries - particularly India 
and China - such a triangular alliance 
would act as a magnet that can attract 
others to its side. 

Though, right now, there i.s no sign ol 
such an alliance and one will not take 
place at lca.st in the next two to five years, 
it is possible that a .semblanceof an alliance 
may gradually appear, vi/., the three 
countries not only improve their bilateral 
relations progressively. but begin to act on 
the international stage with co-ordination, 
co-operation and collaboration. There will 
be two dimensions. On the po.sitivc side, 
closer economic co-operation and trade, 
increasing trilateral eon.sultation.s in 
international fora, and even an engage¬ 
ment in strategic areas, such as trading 
in sensitive, dual-use technology and 
materials not prohibited by international 
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ia«K[. eic. un me neganve siae, mere wouia 
be an increasing reduction and even 
elimination of distrust and suspicion, let 
alone hostility, resolving outstanding 
disputes, replacing confrontation with the 
approach of amicable dialogue and 
negotiation. 

Just as ‘Dc.sert Fox’ was the immediate 
provocation, if not prime mover, of 
Primakov’s proposal, the continuing 
arrogance of the unipole and the expansive 
mood of NATO, if not the new btirn Euro, 
etc, would create an exogenous push for 
the formation of the triangle. This, of 
course, does nol eclipse the essential truth 
that such an alliance has to he a love 
marriage, not arranged. It would he 
different from the triangular affairs in real 
life where one party’s love is another’s 
jealousy or hatred - love should prevail 
among all the three. What is happenning 
now is only progress in Russo-Indian and 
Russo-Chine.se love-making without a 
corresponding advance on the .Sino-Indian 
side. From an architect’s viewpoint even 
thi.s is encouraging since two of the three 
dimensions of the triangular alliance arc 
already taking place. Only if the India- 
China dimension arrives will the triangle 
be completed. 

How China and Russia have quickly 
developed their love affair after three 
decades of bitter quarrel may point to the 
possible direction India-China relations 
can develop. Here. 1 wish to highlight 
something in China' sreceni developments 
which has not been understood and 
appreciated in India. Before his visit to 
Indiain November 19%. Chinese president 
Jiang Zemin had already obtained a 
cQn.sen.sus among the ruling elite that India 
was extremely important for China in the 
long run. that the Chinese government 
should stiift frimi its earlier position of 
tilting towardsPakistan in its foreign policy 
vis-a-vis .South Asia. T wo high-level visits 
took place in the last couple of years. Jiang 
Zemi n's visit to India was followed by that 
of the sixth highest Chinese leader, Wci 
Jianxing. who was here in December 1997. 
When Zhu Rongji became China’s new 
premier in March 1998, he told a PTI 
correspondent that he would like to learn 
from A B Vajpayee, meaning he would 
like to visit India soon. Unfortunately, 
such signals have not been picked up in 
India and the Jiang Zemin regime was nol 
given a chance to march in stride in 
improving relations with India before 
Pokhran fJ. If that had happened, the pte-sent 
stalemate in India-China relations would 
have been averted. 

From a long-term point of view, much 
will depend on how India can enter into 


c.nina s siraiegic senenia wnicn may oe 
deticribed as three concentric circles. In 
the innermost circle is China's economic 
development on which is built the prestige 
and survival of the Communist Party of 
China (which is celebrating its golden 
jubilee in governing the largest nation¬ 
state on earth this year). Here 1 must remind 
my readers that 20 years ago, Deng 
Xiapoing, the supremo of China, had 
effected a 180 degree turn in China’s 
strategic thinking by conceiving that the 
danger of a world war had receded and 
China was nol threatened by anybody. 
T'his drastic reversal in strategic thinking 
resulted in China’s decision to integrate 
her economy into the mega-circulation of 
the world-c,s.sentially the capitalist world. 
China will nol shift from this lop priority 
(of rapid development of her economy) in 
her strategic .schema because, on the one 
hand, she has achieved great success, and, 
on the other hand, she is still having a 
herculean task in pnwiding 22 per cent of 
humanity (her own population) with only 
6 per cent the world’s natural resources. 

In the middle circle is China's unfinished 
ia.sk of reunification of the country, and 
presenting and preserving one strong and 
stable China in the family of nations. Right 
now, the Chinese government is patient 
enough in waiting, hoping to have Taiwan 
hack through a peaceful process. But it 
also would not tolerate any attempt to 
secede Taiwan from the mainland. 

Finally, in the outer circle lie China’s 
ideological concerns, ie. .socialism, .soli¬ 
darity with the third world, maintenance 
of world peace, and a quest for an equitable 
and just world order. 


inuia assumes eminent imponance in 
this Chinese strategic schema only in the 
outer circle right now. India, of course, is 
important vis-a-vis China’s unification, 
and so is Pakistan. Friendship and mutual 
trust with Pakistan is essential for China 
to maintain stability in Xinjiang just as it 
is essential for China to befriend India to 
maintain stability in Tibet. India’s im¬ 
portance to China’s economic develop¬ 
ment, though marginal, has a great potential 
to increase, waiting for the two countries 
to di.scovcr their mutual complementarity 
and to identify avenues to build their 
synergic relations. In the last five years, 
India-China trade has registered a fast 
growth rate. If this rate continues there 
will be a cumulative quantum jump over 
a period of time. There arc increasing 
forces in both countries to push their mutual 
trade and economic collaboration to a 
higher level. 

When India enters in a big way into the 
core of economic development in China’s 
strategic .schema, China will spare noeffort 
to strike a strategic partnership with India 
just as she is doing with the U.S and Russia. 
Everything boils down to that. Of course, 
the love affair cannot be one-sided if, in 
her own wisdom, India decides to maintain 
a C(K)I di.stance with her giant neighbour 
and pa.sl close friend and cultural cousin 
(in hi.storical times) in the years to come, 
no shadow of Primakov’s proposal will 
emerge on the horizon. While some may 
heave a sigh of relief at such a prospect, 
others may feel pain in the heart. It is for 
the right-thinking Indian mind to locate 
and weigh China in India’s true national 
intcrc.st without emotion and prejudice. 
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OBITUARY 

Louis Dumont (1911-98) 

Andre Beteille 


Already hy the 7960.V Louis Dumont had formulated an ambitious plan 
for a lifetime of unremitting intellectual effort. The aim was to contrast 
on the plane of values - rather than of social morphology or social 
action - societies based on holism and hierarchy with those based on 
individualism and equality, in short, traditional India and the west. 


WHEN Louis Dumont quietly passed away 
at the age of 87 last November, the world 
of scholarship lost one of the most remark¬ 
able antlmipologists oi our time. Dumont 
had a long and productive .scholarly life, 
and his great opus was the result as much 
o( patient and unremitting work as of a 
fertile and penetrating intelligence. When 
I was his guest in Paris brietly in 1966. 
his students and yemnger colleagues 
complained that he was an exacting task¬ 
master. But the mo.st exacting demands 
that he made us a scholar were on himself. 
He had hardly any life outside the world 
of scholarship. 

Although he had earlier published a 
monograph. Im Tara.\tiue, on a folk fe.sti val 
itt France, his real apprenticeship as an 
anthropoligtsi began with his fieldwork 
among the Pramalai KallarofTamil Nadu 
in 1949-,‘>0. 'fhe result of the fieldwork 
was published in a detailed monograph, 
one of the nehe.st of its kind, in iTcnch 
in 1957. An English translation of it had 
been commi.ssioned hy the University ol 
Calilornia Press in the early I960.S, and 
1 asked him in 1966 when it would be 
available m prim He shook his head 
ruefully, saying that the translation was 
full of defects, some of which he patiently 
pointed out to me. In the event the project 
was abandoned, and his readers in English 
had to wait lor another 20 years for the 
publication by Oxford University Press in 
Delhi ot A Smith Imlian Suhca.sie. This 
was a pity hccau.se hy then his reputation 
as a theoretician had diverted attention 
away from his earlier empirical work. 

Dumont's reputation us a theoretician 
was e.stahlished with the publication of 
his magi.stcrial work on caste. Homo 
hiemrchicus. in French in 1966 and in an 
English translation in 1970. The ground 
for the scholarly reception of Homo 
hit ran hu iis had already been prepared. 
He had started in 1957. in association with 
David PoetH-k who had been his pupil at 
Oxlord, the publication of the influential 
journal. Contrihutumsio hiituin Sociology. 
For nine years he used the pages of the 
journal toexpound patiently and systema¬ 
tically, through reviews, commentaries and 


original articles, his distinctive approach 
to the study of Indian society. He had also 
given a preview of his larger plan in a.short 
work published in 1964 with the title of 
Lit civilisation indienne el nous. 

Through the 1950s and 1960s, Dumont 
explained methodically and tirelessly that 
the .study of Indian .society had important 
lessons to offer to students of European 
undolher stK'ieties. As its subtitle indicated, 
Im civilisation indienne el nous was offered 
us an essay in comparative sociology. He 
argued that the point of the comparison 
between India and Europe was nut that 
they were similar but that they were dif¬ 
ferent. He was critici.sed by many, includ¬ 
ing myself, for stressing the difference 
too much, but he always maintained that 
it was the difference and not the similarity 
that made the comparison intellectually 
stimulating. 

When Dumont began his scholarly 
apprenticeship, anthropologists were 
engaged mainly in the .study of simple, 
small-scale societies. The anthropological 
study of complex civilisations had barely 
begun. His own work from the I96()s 
onward made a substantial contribution to 
its development. He argued consistently 
that the real understanding of Indian society 
liiy at the confluence of ethnography and 
Indology. Detailed ethnographic invc.sti- 


gations of tribal and peasant communities 
were indispensable, but those investi¬ 
gations would lack depth unless they were 
informedby an understanding of the design 
of Indian civilisation as revealed by a 
study of the classical texts. 

Already by the 1960s Dumont had 
formulated an ambitious plan for himself. 
It was a plan for a lifetime of unremitting 
intellectual effort. The aim was to contrast 
on the plane of values - rather than of 
social morphology or social action - 
societies based on holism and hierarchy 
with those based on individualism and 
equality, in short, traditional India and the 
west. Homo hiemrchicus, published in 
1966 was followed by Homo aequalis in 
1977; an English translation of the latter, 
which appeared simultaneously, was 
entitled From Mandevilic to Marx. As 1 
have already indicated, Dumont main¬ 
tained that the insights he gained from the 
study of India enriched and deepened his 
understanding of his own .society. 

The 1970s saw a gradual but definite 
shift of Dumont's interest away from India 
to Europe. In 1966 he not only published 
his last major work on India but also 
retired from the editorship of ronrr//»M//<;/i.T 
to htdian Sociology. Homo O'lfualis was 
followed in 198.1 by Essaissiirl'individua- 
lisme. The last book, published in 1994, 
was also a collection of papers with the 
title of L 'Ideologic allemande. the same 
as that of the famous work by Marx and 
Engels. There was no doubt a conscious 
irony in the choice ol title tor, although 
he had read Marx closely, Dumont was 
no Marxist. 

While he benefited much trom a brief 
period of service at Oxford, where he 
succeeded M N .Srinivas as Lecturer in 
Indian Sociology. Dumont was distinc¬ 
tively French in his intellectual style no 
Ic.ss than in his intellectual concerns. There 
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are obvious parallels with the work of 
Levi-Strauss to whom he dedicated an 
early work on the Kallar, and they had both 
been pupils of Marcel Mauss at the College 
de France. But Dumont’s own intellectual 
project owed a great deal also to the 
- inspiration of Alexis de Tocqucville. For, 
as I have pTMiited out elsewhere, the contrast 
between Homo hierarchicus and Homo 
ecqualis resonates with echoes of the 19th' 
century master’s contrast between 
aristocratic and democratic societies. 

It will be disingenuous for me to pretend 
in an Obituary that I agree with all the 
conclu.sioiis reached by Dumont in his 
work, for I have expressed many disagree¬ 
ments with it in print in the course of the 
last 30 years. But this much can and must 
be said, that I learnt more from my dis¬ 
agreement with Dumont than from my 
agreement with many other scholars of 
lesser intellectual vitality: and this is surely 
true of countless others. 

Dumont’s work - andeven more his life 
- has been an example for me in more than 
: one way. When he entered the study of 
’ Indian .society, many other anthropologists 
from overseas also began their work on 
India. Those others, particularly the ones 
from the IKS, worked with much larger 
resources, both of funds and ol manpower 
Dumont's resources in those respects were 
paltry as 1 learnt when I went to lecture 
at his centre in 1966. He had only a couple 
ol students, a secretary u'ho also became 
his student, and a small library-cum- 
seminar room which hud to be looked up 
when the secrctaiy went out for lunch. But 
even though he worked on a shoestring 
and virtually single-handed, what he 
produced has surpassed in its intellec¬ 
tual intluencc the combined work ol all 
the Amenean anthropologists with their 
manifold resouices. In India, where large 
iunding for research is simply not avail¬ 
able, or available only at some cost to the 
researcher’s autonomy and integrity, 
anthropologists and sociologists have 
much to learn fiom Dumont’s example. 

When Dumont began publishing his 
works i n the 1950s. India occupied a mi nor 
place in the icsearchesof European anthro¬ 
pologists. British anthropology, which 
had then a strong international pre¬ 
sence, was dominated by Africanists 
who allowed the Indianists only a small 
voice in the profession. This changed in 
the succeeding decades. Dumont’s work 
could not be ignored by even the man¬ 
darins of British anthropology, and it 
is largely due to the impact of that work 
that the younger generation of British 
anthropologists working on India have 
been able to take their rightful place in the 
profession. 


Like many others of great intellectual 
power who are devoted single-mindedly 
to their intellectual task, Dumont was 
often intolerant and abra.si vc in his manner. 
As a scholar, he disdained popular acclaim. 
But he also had a deep humility in the 
face of his intellectual task. He viewed 

TAMIL NADU 


SOUTHERN TAMIL NADU has witnes¬ 
sed yet another bout of clashes between 
the backward caste thevars and the dalits 
during the fiisl week of October. The 
clashes have resulted in 11 deaths (about 
half of it in police firing), and large-.scale 
looting and arson. Though this is the most 
recent in a .scries of clashes in this region 
between the two. the clash is qualitatively 
diflerent. I'orthefirsttimc.lheea.slecla.shcs 
have acquired simultaneously a communal 
oveilonc indicating the emergence ol a 
new configuration of politics in the slate 
The immediate pretext for the clash was 
a conference called during the first week 
of October by the Thevar Federation led 
by Shanmugaia Pandian, a known hisiory- 
shecter who is emerging as a belligerent 
leader of the thevars. The specific agenda 
ol the conference was todemand the repeal 
ofanti-untouchabilily act and the abolition 
ol reservation for the dalits and the Iribals. 
While the agenda of Inc conference is 
blatantly anti-dalit. the actual trouble start¬ 
ed with the proviKali ve posters and gralfiti 
put up by the thevars which challenged 
the dalits loan armed confrontation. Depic¬ 
tions of bleeding dalits at the hands of 
knife- and bomb-wielding thevars pointed 
toiheintentionofthcconfcrence.'ITte pro¬ 
test against these posters and graffiti by 
the dalits led to clashes between the two 
castes in Thirupullani. In the police firing 
that followed two dalits were killed. The 
events at Thirupullani had a cascading 
effect and the dalits resorted to 'road roko’ 
in many parts of the district. Vehicular 
traffic was considerably disrupted and the 
thevars who were on their way to the 
conference were detained and attacked by 
. the dalits. 


the achievements of Indian civilisation 
not only with respect but also with humil¬ 
ity. His work on India will stand as a 
monument against the bogey of orientalism 
created and publicised by .scholars who 
arc unable to resist the temptations of 
popular acclaim. 


While the cvenl,s so far resemble most 
caste clashes in this region, the counier- 
attack by the thevars had a new and 
important dimension. They targeted the 
Muslimsalongwiththc dalits. Specifically, 
commercial establishmeiitsof the Muslims 
were either looted or toiched by the 
marauding thevars, who got thcii logistic 
support in the form ol food, liquor and 
transportation Irom the thevar bigwigs 
belonging, it would appear, to the 
AlADMK. In all, 183 .shops were either 
liHited or gulled, and Kainanalhapurain 
town alone 85 shops bore the briiiii of such 
attack. The Ramaiiaihupuram District 
Chamber of Commerce estimated the 
financial loss at over Rs I crorc The 
pattern ol looting and attack on Muslim 
shops has a close resemblance to the 
Coimbatore riots last year that was led by 
the Hindu communal outfits .such as the 
Hindu Munnani and Hindu Makkal Kalchi. 
Tellingly, the posters of the Thevar 
Federation carried the symbols ol ‘Om’ 
and the lotus. 

In this context, it is important lo note 
that a mouth priorio the thevar conlen^nce 
in Ramanathapuram, the dalits represented 
by the Pudiya Tamilagam (Pf) organised 
a conference again.st untouchabiliiy in the 
.same town. Mcmliers of the T.miilnadu 
Muslim Munnetra Ka/.hagam (TMMK). a 
new parly which is growing m populaiity 
among the Muslims rivalling the main¬ 
stream aiidiathermaciivcMu.slim League, 
took an active part in the conference 
symbolising the newly-emerging solidarity 
among the dalits and the Muslims in the 
state. While the PT and the TMMK have 
jointly campaigned against the notorious 
Prevention of Terrorist 


New Caste Equations 

J Jeyaranjan 
Anandhi S 


The new political equation emerging in Tamil Nadu is, thus, informed 
hy two contradictory tendencies. While the dalits' alignment with the 
Muslims is prohlematising the Hindutva ’s agenda of co-opting the 
dalits as Hindus, the anti-Muslim politics of the backward caste 
thevars is making available a new territory for Hindu communal 
mobilisation. The future course of politics in Tamil Nadu may depend 
critically on which of these trends will assert. 
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Activities Bill, the FT continues to take 
up the issue.s of minorities such as the rape 
of nuns in Madhya Pradesh. 

Though this alliance between the dalits 
and the Muslims is not on a Tirm footing 
yet and in wrought with difficulties, the 
BJP and the Hindu Munnani demanded 
a ban on the PT conference, fearing the 
consolidation of such an alliance. Alter 
alt, conversion to Islam by the dalits has 
a long history in Ramanathapuram district. 
During die 193 ()k, a large number of dalits 
from thi.s area chose Islam as their path 
toemancipation fn>m their low caste status 
within Hinduism. Mecnakshipuratn 
conversionof the 198()s was the best known 
instance. Such conversions continue till 
today. 

Alongside this alliance between the dalits 
and the Mu.slims. one of the main areas 
of struggle by PT is to gain for the dalits 
access to ritual space in Hindu festivals 
which has so far been denied to them. A 
recent instance of this is the chariot festival 
at Kandanthevi where the dalits have 
Jemanded the right to draw the chariot lor 
tome distance along its course as do the 
hevars. Though there was a court order 
jpholding the dalit's right to do so, the 
government, instead of conironting the 
ihevars cancelled the festival it.self. 
Likewise, a demand by the dalits during 
the Shanbagavalli AmmanTemplc festival 
at Kovilpalli led It' violent clashes earlier. 
The politics of the PT, while challenging 
the Hindu exclusivity ol the upper and 
backward castes, isquestioningthe location 
of the dalits within Hindui.sin. 

It would he misleading to view the Thevar 
F'cderaiion's utiuck on the Muslims, along 
with the dalits. in the recent clashes at 
Ramanathapuram as only a rc.spon.se to the 
politics of the PT. The thevar mobilisation 
has for long been overlaid with a latent 
Hindu communaltsm which is now sur- 
tacing. The central icon of thevar mobili¬ 
sation is the late Muihuramalinga Thevar, 
a Congressman who became the founder 
leader of the Forward Bloc inTamil Nadu. 
If Muihuramalinga Thevar isoften presen¬ 
ted as a nationalist who combined patrio¬ 
tism and spiritualism in equal measure m 
his politics, his .spiritualism was distinctly 
Hindu. While it hud all the trappings of 
folk spirituality of backward castes, it 
never partook inacritiqueoi hrahminism. 
Instead. Thevar's politics had an unti- 
Muslimcdge. Inthe 1930s. he was respon¬ 
sible for inciting the Hindus against the 
Muslims m Abiramam village which led 
to violence against the Muslims who were 
prevented fmm cultivating their lands. The 
statues of Muthurnmalinga Thevar which 
dot the southern landscape of Tamil 
Nadu are suffu.scd with this Hinduness; 


his followers go in pilgrimage to his 
memorial at Pasumpon village which has 
been converted into a place of worship 
and where he is also deified. The pilgri¬ 
mage is often preceded by a month-long 
ntual fasting. Thevars also dedicate hens 
and sheeps to the Muthuramalinga Thevar 
memorial as if it is yet another Hindu 
temple. 

This process of deification of Muthu- 
ramatinga Thevar was given state patron¬ 
age in 1992 when the AIADMK govern¬ 
ment under J Jayalalitha decided to cele¬ 
brate his dcaih^irth anniversary which 
Ulls on 31 October, as a state function 
in Pasumpon village. The activities around 
the icon of Muthuramalinga Thevar which 
expanded to an unprecedented .scale and 
acquired a new intensity following the 
stale patronage .suited wel I the AIADMK’s 
politics ot bringing the backward castes 
under the .spell of Hindu communalism. 
In appropriating Muthuramalinga Thevar, 


who combined in him both a thevar caae 
identity and a Hindu religious identity, for 
her politics, Jayalalitha always insisted on 
and highlighted his so-called spirituality. 
Though the present DMK government 
has given up the state function at 
Pasumpon on Thevar’s anniversary, it is 
a miserably Insufficient intervention in 
reversing the new ideology of combining 
caste and religion set in motion by the 
AIADMK. 

The new political equation emerging in 
Tamil Nadu is, thus, informed by two 
contradictory tendencies. While the dalits' 
alignment with the Muslims is 
problematising the Hindutva's agenda of 
co-opting the dalits as Hindus, the anti- 
Muslim politics of the backward caste 
thevars is making available a new territory 
for Hindu communal mobilisation. The 
future course of politics in Tamil Nadu 
may depend critically on which of these 
trends will asitert. 
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International lYade in Emission 
of Greenhouse Gas^ 

Costly Bargain for Developing Countries 

Deb Kumar Bme 

International trade in permits for emission of greenhouse gases as 
formulated in the Kyoto protocol is nofto the advantage of 
developing countries. The pressure likely to he mounted by the 
developed countries on the developing countries to accept the 
proposals should he resisted. 


CLOUD is gathering over the debate on 
the means ot abatement ot global emissions 
of greenhouse gas. The Third Conference 
of Parties (COP-3) to the Framework 
Convention on Climate Change was held 
in Ky«)to in December 1997, to reach an 
agreement to limit greenhouse emissions 
by the participants. There was no unanimity 
among all the 160 nations participating in 
the conference The industrialised nations 
finally agreed to commit themselves to 
binding targets tor reduction of the 
emi,s.sion of six gieenhouse ga.se.s within 
a specifted period. The industrialised 
countries, signatories to the protocol listed 
in the Annexune-I, were required to reduce 
overall greenhouse ga.sos by at lea.st 5 per 
cent below the level observed in 1990, to 
be averaged over the period from 2008 to 
2012 [Bolin I998|. The protocol marked 
a significant advance on the prevailing 
mindset which disputed the need for 
positive action to address the problems of 
climate change. 

The developing countries, the non- 
Annex I parties, however, did not agree 
to bind ihem.selves into legally enforcible 
conimitmcnts as they did not have the 
wealth and resources to implement the 
measures according to the protocol. The 
group of 77 cciuntrics and China sub¬ 
sequently reiterated at the Bonn meeting 
of the subsidiary bodies on UNFCCC in 
June 1998 that there must be no new 
commitments, voluntary or otherwi.se, 
imposed on the developing countries. 
But the Annex-1 parlies held that the 
protocol will not be effective without their 
partici()alion. The US have expressed 
unwillingness to ratify the protocol un¬ 
less the developing nations were signatory 
to it. 

The conference considered the modality 
for implementation of the protocol. The 
US suggc.stcd an ingenious approach to 
adopt inceniivc-bascJ method of trading 


of emission between nations with green¬ 
house gas emission at different levels. The 
US maintained that reliance on free market 
mechanism for emission trading would be 
the chcapc.st way to meet the targets. A 
different view was expres.sed by a number 
of participants who advocated imposition 
of mandatory measures such as energy 
taxes to restrain the level of emission. 
E-.venlually, the proposal for trading of 
emi.s.sion was agreed to by the industrialised 
nations [Jacoby et al 1998). 

In emission trading system, i f any country 
could reduce her emission discharge level 
below the target assigned then the 
difference could be converted into trade¬ 
able permit and .sold to another country 
which might need it to meet the deficit in 
meeting the targeted level of emission 
di.schargc. Under emission trading regime, 
the country, or even companies, can pur- 
cha.se lesscxfiensi VC emission permits from 
the countries that may have more permits 
than they need |Smith and I.aimbcrt 1998). 

The conference decided to establish a 
'clean development mechanism', a fund 
to which developed Anncx-I countries can 
contribute financially. Developing non- 
Anncx-I countries can benefit from 
financing of approved project activities 
which wouldeffcci reduction incmission, 
either by way of improved pollution 
abatement technologies or by extending 
sinks, i e. ab.sorbcnt.s for pollutants, like 
alforestation projects. Anncx-I countries 
can then use certined emission reductions 
from such projects to contribute to their 
compliance with part of their emission 
limitation commitment. 

Emi.ssion reductions achieved through 
this mechanism can begin in the year 2000 
to count toward compliance in the first 
commitment period (2008-2012). Specifics 
on how this mechanism will operate will 
be developed and clari fied at the November 
1998 conference of the parties. 


The principle when applied to inter¬ 
national trade, however, raises .several 
is.sues which have to be addressed carefully. 
They have particular relevance to the 
developing countries. We may explain the 
system of trading permit with an example 
[Kumar et a) 1998). 

Consider two indu.stries operating 
emi.ssion contml technology withdi fferent 
cost structures. The Figure pa'senied here 
shows the pr^sition for the two industries 
where the amount of emission underconirol 
is shown along the horizontal axis and the 
marginal cost for emission control 
mcasua'd along the vertical axis. However, 
forconvenienceof exposition, we measure 
the volume of emission abated along the 
x-axis from opposite directions for the two 
industries. Unitsofemission contained by 
industry I is measured from left to 
rightwards and conversely tor industry 2. 

Industry I having more efficient 
technology, slope of the marginal cost 
curve MC| is always lower than MCj for 
indu.stry 2. If a uniform emission charge 
perunit volumcol pollutant. P„. isimpo.sed 
on both the industries, eaili will control 
emission up to the level where their 
marginal costs equal the emission charge. 
Indu.stry I will operate at the level OX| 
and industry 2 at the level ot O'x^. 

If, on lh« other hand, it is desired to 
introduce a condition to achieve the same 
level of abatement of emission on both the 
industries, they would be obliged to operate 
their activities at the same level. It is 
apparent that the cost ol operation of 
pollution control will now be different for 
the two industries. In the present instance 
the regulatory authority can impo.se the 
condition for reduction of emission by 
volume '/iOO'. at X lor both industries. In 
the figure both the indu.stries will now be 
operating al the level Ox. Marginal cost 
for industry I at Opj will be less than the 
cost Opj incurred by industry 2. 

At this point, the possibility of trade 
between two parties opens up. If the 
objective is to reduce emission by the 
given volume of OO’. it could be achieved 
more economically by re-allocating levels 
of emission control bclwecn thet wo. Since 
industry I canrcduceemissionaiacheaper 
rate than industry 2. the total cost of 
emission control can be reduced by trading 
in permits for reduction of emission 
between the two. Op, being larger than 
Op,, industry 2 would be gaining if it 
could trade with indu.stry I. Industry I can 
reduce its high cost operation for meeting 
the target level of emission control by 
purchasing permits from industry I lor 
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sharing its huiden of emission control 
up to the level X* where the cost of emis¬ 
sion control IS same tor both ot them. 
Any move away from the point x* along 
the x-axis would be involving higher 
co.st ot emission control lor industry 2. 
Industry I, in its turn, could be gaining 
by sale ot permits up to x*. where its 
marginal cost meets the price ottered by 
industry 2. 

Tlic advantage of trade of emission 
discharge permiisbetwecn industrialistiscd 
and underdeveloped economies is not 
lielptui to the developing economies. The 
quota for cmisMon ol CO, can be 
equivalent to hoi Juig international as.sets. 
It would be i>ossible tor the developing 
economics locon vert the permit inloeapital 
for investment to accelerate economii 
development. The Imeol argument lollows 
that lor the comparative advantage m 
international trade. 

It may he seen t hat the trading in emission 
permits absolves the developed countries 
trom controlling their own emi.ssion by 
passing on the burden to the developing 
countries The latter slaiuls to benefit as 
long as they continue to emit gases in the 
air above the avciage level, while the 
developing economies are requiretl by 
virtue ol trading emission permits to keep 
their emission below the aveiage level 
Since emission ol gases is a luin-iion ol 
the level of industrial activities, the trade 
impo.se.s a cap on it. 

The developing eountries can increase 
the capacity to absorb ga.scous emi.ssion 
at global level by extending the torest 
areas on their land. This is the concept ot 
sinks which ab.sorb the greenhouse gases 
The developing tounlries arc encouraged 
to raise the capacity of the sinks. Earning 
of foreign exchange i hrough the extension 
of sinks permits, it is argued, import of 
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capital goods to raise inausinai capaciiy 
of the country. 

Extension of forest areas in an agrarian 
economy has serious policy implications 
toi the pattern of land use. .Prospects for 
earning of foreign exchanges through the 
extension of forest as suggested under 
Kyoto protocol would conflict with the 
objcctiveof export of agricultural products, 
li may be ob.servcd that the afforestation 
in ihc.secountries is already underpressure 
from extension ot agricultural land. With 
a high man-land ratio in the third world 
countries, large extension of rQrc.st areas 
is likely to affect the land uite pattern 
adversely. 

Sustainable development of forest 
calls for an active involvement of ptwr 
inhabitants in the fringe areas. The villagers 
ill the forest areas collect wood from the 
trees to sell them in the market to augment 
their meagre income. It is necessary to 
create opportunities for-them to earn 
additional income to keep them away 
trom destroying the forest. Foreign 
exchangeseamed from extension of forests 
under Kyoto protocol have little prospect 


ot reacning uic innauiuuns in uie luiest 

areas. 

International trade in permits for 
emission of greenhosue gases a.s 
formulated in the Kyoto protocol does 
not work out to the advantage of the 
developing countnes. One should be wary 
of the pressure that is likely to be mounted 
by the developed countries on the develop - 
ing countries to accept the proposals for 
tradeable permits in emission of 
greenhouse gas. 
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An Autonomous Social Development Organisation 
in Orissa requires dedicated Professionals for its 
Outreach Programmes 


SECTOR SPECIAUSTS: WATERSHED MANAGEMENT / GEN¬ 
DER / MICRO FINANCE / SUSTAIN¬ 
ABLE AGRICULTURE / INNOVATIVE 
EDUCATION 

Young result oriented Post-Graduates with a minimum of 
2 years experience in the relevant field & a strong sense 
of commitment are especially encouraged to apply. The 
Job involves Designing & Organising these activities in 
the remote tribal areas of Orissa. 

RESEARCH MANAGERS : SOCIAL DEVELOPMENT I GENDER / 
PANCHAYATI RAJ 

Post-Graduates (M.Phil) with a minimum of 3 years 
experience in Advocacy Research Design, Planining, 
Analysis and Management. Candidates with demonstrated 
interest in one of the above areas should apply. 

WOMEN CANOiDATES ARE ESPECIALLY ENCOUR¬ 
AGED TO APPLY 

Interested candidates may apply with a structured Curricu¬ 
lum Vitae accompanied by one page note on their reasons 
to serve in a Social Development Sector within 15 days to: 

POST BOX - 105, BHUBANESWAR - 751 001 
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I^tudent Loans as the Answer to Lack 
of Resources for Higher Education 

Jandhyala B G Tilak 

Student loan programmes, as the answer to the problem of lack of 
public funds for higher education, are based on a questionable 
philosophy and unrealistic assumptions and are being launched in 
many developing countries with exaggerated expectations. 


IN view of the continuing and rather 
deepening financial crisis in higher 
education in many developing countries, 
many governments plan to rely upon 
student loan programmes. Student loans 
are also viewed as an effective antidote 
to the regressive effects of the ‘necessary 
evil’ of steep increases in student fees. 
Countries which do not have student loan 
programmes have begun introducing it; 
and countries that already have it arc 
revitalising it. As a result, very few coun¬ 
tries are left where such piogrammes do 
not exist But the student loan programme 
IS based on an inherently dangerous 
philosophy and unrealistic assumptions 
and IS being launched with exaggerated 
expectations. 

The inajoi expectations of governments 
with regard to student loan progiamines 
are: (a) huge funds can be mobilised in 
a short imie. wiih the repayments if loans 
by the graduates, (b) governments can do 
away with budgetary allo<;ations for higher 
education and eventually withdtaw from 
tinanemg higher education and (c) higher 
education can be made seif-linancing with 
the revolving hinds. 

I'hc .student loan programmes arc also 
based on several unrealistic assumptions: 

(a) demand lor higher education will not 
get adversely aflected; (b) poor will have 
enough access to loans and thereby to 
higher education; i c) loan amounts can be 
fully recoveied in a reasonable period; and 
most importantly (d) well developed educa¬ 
tion credit markciscxisl m the developing 
countries Further, it is also implicitly 
assumed that strong links exist between 
education and employment in the labour 
markets in ihe developing countries. 

The concept ot student loans has a strong 
appeal. (ai Student loans arc regarded as 
‘equitable’ as they appear to hold out the 
promiscioihe student that you can boirow 
money when you cannot pay for highet 
education on your own and repay when 
you cm’ I’hat is. access to higher education 
IS not ixst'icted by the inability to pay. 

(b) Student loans are considered an ‘effi¬ 
cient’ mechanism of mobili.suiion of re 
.sources, as they have a huge potential of 
generating ihe badly needed financial 
re.soun.'es from the ’direct bcneficiaiics' 


of higher education, (c) Governments in 
developing countries can save huge public 
expenditure on higher education and 
reallocate it in favour of primary education. 
Other arguments arc al.so made in this 
context, which arc al.so generally made in 
caseofprivaic financing, such as(d).sludent 
loans nut only increase access to higher 
education but al.so. more importantly, 
reduce regrcssive distribution of public 
resources; (c) they prevent wasteful expen¬ 
ditures as only the needy will take loans; 
and (f) student loans improve internal 
elficicncy as students with loans would 
be ‘diligent’ and more serious about their 
studies. 

The experiences of many developing 
and developed countries in the past has 
shown that the.se are elusive gains. The 
experience has also shown that there are 
serious weakncs.ses associated with the 
siiideni loans, (a) The experience of 
countries with regard to recovery of loans 
IS very poor. Several studies of the World 
Bank and others have shown that the 
highest rate of recovery was 67 per cent 
in Barbados, hut in many countries it was 
below 40 per cent, and in some countries 
the rate ol recovery was in fact negative 
as the real rates of interest were low and 
even negative. It was estimated that it 
would lake 14 years to recover 50 pei cent 
ot the loan amounts in advanced countries 
such as UK. Cost of administration of 
loans is very high, if not prohibitive, in 
some countries. It was also found that 
l.iunching of student loan programmes in 
developing countries require huge initial 
funds <e g. an estimated Rs 1,(KM) crore 
in India lor higher technical education). 
Access to loans is guided more by the 
ability to repay (measured in terms of 
mortgages, .security and collateral arrange¬ 
ments for repayment) than either by 
educational ment or by economic need o! 
the students. As a result, the loans turn out 
tobe highly regressive, severely rc.stricting 
the access of the poor to higher education 
.Student loans could also be a deterrent to 
women’s acce.ss to higher education. I luge 
loan burden*- may not necessarily make 
students more diligent and serious and 
may in fact contribute to growth in .some 
avoidable social problems including 


mental stress and suicides. Finally, the 
psychological factors as.sociated with 
student loans cannot be ignored. The 
risk and uncertainty associated with 
higher education would make people 
psychologically reluctant to take loans for 
higher education. 

Apart from the practical gains and losses 
- wherein the latter seem to outweigh the 
former - the concept of student loans is 
based on a dangerous philosophy. It is 
based on the principle that ’he (she) who 
benefits frxim higher education must pay’. 
The principle is based on a very narrow 
view of the ‘beneficiaries’ ol higher educa¬ 
tion. It is not only the students, but also 
their families, the employers, the govern¬ 
ment, and Ihe society at large who benefit 
from higher education. The ’externalities' 
a.s.vK:ialed with highereduculion, including 
’dynamic’ externalities, am acknowledged 
to be huge. 

While private financing ol higher 
education shifts the responsibility from 
the government and student Ices shift the 
responsibility to households, student loans 
shift the responsibility entirely to indivi¬ 
duals - from parents to children which 
might in the long run weaken family bonds. 
Generally the present generation makes 
investments forthe beiiefi! of future genera¬ 
tions. The philosophy of siudcnt loans is; 
let future generations invest now for their 
own futur. I’hc pieseni gene-.ition need 
not take any respoiisibilily ol ihc future. 

In short, the philosophy ol siudcnt loans 
docs not recognise (he ’.social’, ‘public’ 
(or quasi-public) and 'merit gornl’ nature 
ot higher education It treats higher 
education like any pri vate good and educa¬ 
tion financing and. say. car financing arc 
treated in the same way. That highereduca- 
(ion is an indi.spen.sahle intellectual social 
investment is no more regarded valid. 

The concept of student loans does not 
also recognise the uncertainty of the 
rclationshipbctwcen higher education and 
jobs It is wrong to assume that the link 
between highcreducation and occupations 
IS cither perfect or even strong. 

To conclude, the concept of s.udeni 
loans for higher educalion has inherent 
weaknesses, as it docs not lecogmse the 
basic character of higher educalion. its 
phiio.sophy is dangenius lor society, the 
gains claimed arc elusive, (he assumptions 
behind it unrcah.slic and, i-mpiiically, it 
has not proved to be a leasible solution 
to the problem of inade(|uatc resources for 
higher education nor an antidote to the 
regressive effects of incrca.ses in fees. It 
may indeed be a deterrent to the growth 
of higher educalion 

I Based on Ihc uuUior’s prest'iifiiiion ai ihc Worid 
Oinft-rence on lliglicr Brlurutinii Paas, October 
IV'IK I 
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IHAQ 

^Terror Bombing’, Starvation and 
Mechanical Force 
• us Prescription for Good Governance 

S M Menon 


The lessons of the eight years that have passed since the Gulf War 
are that American designs on Iraq, if they do iwt collapse at the 
moment of conception, will, at their moment of fruition, only engulf 
the entire region in a phase of violent instability. Since the well-being 
of Israel is a fixed and immutable basis of US policy in the region, 
the continuing denial of Iraq’s sovereignty is a necessary component. 


‘TERROR BOMBING’ is a phrase lhal 
was introduced into the vocabulary of 
warfare by Air Marshal Sir Arthur Harris 
- a terminological innovation for which 
(he chief of Bombing Command in the 
Royal Air Force during the second world 
war is just ly I amou s. Not one to rest content 
with verbal creativity, Harris endowed the 
concept with body and substance through 
a scries ol destructive incendiar)' airraids 
on civilian populations in (iermany. 
culminating in thedesiructionof Dresden. 
It was an example (hat the I IS emulated 
with gieat success in Japan, until closing 
out the argument in its own way, at 
Hiroshima and Nagasaki. 

Harris hud learnt his craft on the training 
grounds ol Britain’s colonial possessions. 
As a young squadron leader in the RAF, 
he provided a memorable description of 
an aircampaign in Iraq in 1924; “ 1’hc Arab 
and Kurd... now know what real bombing 
means in casualties and damage; they now 
know that within 45 minutes a full-si/.cd 
village (vide attached photos) can be 
' praciieally wiped out and a third of its 
inhabitants killed or injured by loin or five 
machines.” To maximise the salutary 
yield of aerial bombing, said the man who 
wasknown inlaterlifcas ’Bomber’ Harris, 
It was essential that casualties should be 
of sufficient scale to produce “a real as 
opposed to a purely moral effect”. 

A colleague of Harris in the Iraq 
operations of the 1920s had a rather more 
benign account of his experiences: "Air 
control is a marvellous means of bringing 
these wild mountain tribes to heel. It is 
swift, economic and humane, as we always 
drop warning messages some hours before 
wc .start to ’lay eggs’ on their villages, so 
that they can clear out... An eastern mind 
forgets quickly, and if he is not punished 
for his mi.sdceds straight away, he has 
forgotten all about them, and feels his 
punishment is not merited if delayed.” 

The ways of imperialism may have 
changed over the years, (hough in their 


overt and lacit rationali.sation, the recent 
air I aids on Iraq show that the more things 
change, (he more they remain the same. 
By modern canons of political correctness, 
which even the leaders of the imperial 
nations have to abide by, it is simply im¬ 
permissible to stigmatise an entire people 
III the manner of (he air power cnthu.siasts 
of (he I920.S. The ,sub.stilutc rationale is 
the demonisation of an individual - first 
it was Gatnal Abdel Nasser of Egypt and 
then Yasser Aralat of Pale.stinc. Towards 
the latter part of his career as the embodi¬ 
ment of theological evil, and prioi to his 
domestication by the west, Aralat had to 
share (he limelight with Muammar al- 
Gadaffi of Libya. And just as Gadaffi was 
subdued towards the late-19K0s, .Saddam 
llus.scin of Iraq presented himself to the 
west its little less than the devil incarnate. 

During the war hysteria of November 
1997, which was the prelude to the attacks 
pist over a year after. Edward Said, the 
distinguished Palestinian scholar and 
political analyst, made an observation that 
would appear eoinmonplacc to a sensitive 
audience: “a morbid, obsessional fear and 
hatred of the Arabs has been a constant 
theme in US foreign policy since World 
War II.” This, in .Said’s view, fuses with 
another uniquely American sensibility in 
determining policy towards the wc.st Asian 
region: an obsessive morality and a 
'puritanical /.eal’ which decrees “the 
sternest possible attitude towards anyone 
deemed to be an unregcncrate sinner”. 

The.se generalisations arc particularly 
appropriate in the context of the recent air 
strikes. To recapitulate .some of (he rhetoric 
emerging Imm Washington and Ixmdon 
during the lecent air strikes, .Saddam 
Hussein had proven him.scif “a serial 
breakerof promi.sc.s”, “a threat to his people, 
the region and the world”, and “an enemy of 
civilisation”. The only language he under¬ 
stood was “the language of force” applied 
in a “devastating and sustained” manner. 

The didactic qualities ol air power arc 


of course an old theme in impcriali.sm’s 
civilising mission. The pontiff of modem 
American conservatism, columni St George 
F Will, put the point well as the first bombs 
began tailing on Baghdad during the Gulf 
Warof 1991. More than u punitive purpose, 
.said Will, the bombs embodied an educa¬ 
tional mission, which invited the Arab 
people to participate in the potential re¬ 
wards of a civilisation that was capable 
of such awc.somc technological prowess. 
Iraq has now suffered a second visitation 
of that technological prowess. But the 
underlying sensibilities were perhaps best 
expressed by the coarsened American sailor 
who daubed a ‘Happy Ramadan’ mes.sage 
on the .side of a cruise missile just as it 
was loaded onto a bomber aircratt. It was 
a gesture that revealed all the hollowne.ss 
of official pmtestations from the U.S, that 
the bombing of an Arab nation w iis being 
carried out in a manner (hat was ‘.sensitive 
to Islam’. 

Consistently, official pronouncements 
on Iraq in the U.S have tanked high on 
moral po.sturing, though not on subtlety 
or finc.s.se. From literally a few days ol I IN 
.Security Council resolution 661, which 
laid out the terms ol the ceasefire in the 
Gulf. American oflicials have bra/cniy 
put forward Ihcir own agenda to ensure 
(he removal of the Saddam 1 lussein regime. 
But the UN would not call lorthe collective 
scit-effacement ol the ruling clique in an 
autonomous nation - even il it was a 
nation defeated in the modern world’s 
only ‘holy war', which united all permanent 
members of the Security Council in 
common cause. The I I.S has hence utilised 
every ambiguity of phraseology and 
leveraged its own position as the arbiter 
ol global economic well-being, to intro¬ 
duce liesh conditionalities at every .stage 
into the cea.sefirc resolution 

A llavour ol this American stratagem 
was conveyed by U.S secretary ol stale 
Madeleine Albright in a lecture, at Cieorge- 
lown University in March 1997. Albright 
was at pains to all inn that American policy 
towards Iraq was part of a “broail commit- 
incnt to protect the security and territory 
of friends and allies in (he Gull”. From 
the beginning of Operation De.sert .Storm 
until the present, .said Albright, American 
policy towards Iraq had been “coiisisient, 
principled and grounded in a realistic and 
hard-won understanding ol the nature of 
the Iraqi regime”. And as il these virtues 
had not been enough, it had also been 
bolstered by “bipartisan support at home, 
and general approval in the region". 
Albright learnt the hard way. while 
travelling the circuit of Arab capitals in 
November 1997, that her presumptions 
were grossly misplaced. There was little 
approval in the Arab world for the 
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AiiiuiKMii {laiK y tt!K- luwoTUK Iraq, wnii»i 
had , rnnc- beyond rational 

•.auolasc'.i !;■ h. realm of Ihcolo- 
uu at MiMi.i V .V Bui that realisa¬ 
tion wa.‘. is'il Ur away as Albright 
unburdened lier.self ot opinions at 
Georgetown liniversity. An American 
audience poses few inconvenient ques¬ 
tions, which made il easy for Albright to 
stitch together a perfectly hirarre logical 
concatenation. 

It was tar from clear, said she, that an 
Iraq which complied with all the Socunty 
Council demands on weapons of mass 
destniction would merit the lifting of the 
punishing regime of trade sanctions it had 
suffered since I ‘>90. Before these were to 
be considered, said the American secretary 
ol .state, Iraq nceilcd to “prove its peaceful 
intentions", which it could only do by 
“complying with ail ol the Security Council 
resolutions to which it is subject”. But was 
It really “possible to conceive of .such a 
government under Saddam lius.scin”? 
An evaluation of Iraqi comiuct revealed 
to Albright that "Saddam Hussein’s 
intentions will never Ik peaceful”. Clearly, 
the ceasefire resolution, which was 
object! vcly.evenil unreasonably, phrased, 
has been trunslormed into an inslntment 


tor me ua s own uiiiiaienii agciiua in iiaq ' 
and the region. And it is logical in the 
context of stated American policy, to read 
the recent airstrikes - carried out without 
a reference to the UN, on the ba.si$ of an 
extremely specious report from UN 
weapons inspector Richard Butler - as an 
element of broader strategy, rather than 
merely as punitive forays. 

Stirring at the basis of the regime of ‘air 
control' is the notion that explosive force 
applied from the air can influence political 
events on the ground. Various official 
spokesmen made it apparent during the 
recent airstrikes, that their ultimate aim 
was to weaken Saddam Hussein’s key 
constituencies - such as the Republican 
tiiiard military units - and if possible, to 
goad them into a decisive coup attempt. 
This resurrects a military doctrine that was 
applied in all its variants in the Vietnam 
operations, onlytofailevety test of military 
eificacy One of the principles that was 
applied was that of ’interdiction’ bombing 
to choke off the corridors ol guerrilla 
operation in Vietnam. The large number 
of civilian casualties that rc.sullcd only 
made the US more permissive as far as 
’saturation bombing’ was concerned. And 
then, even if the ba.se inhumanity of the 


v;aipci uuiiiuiii^ iii viciiiajii wcic uwr- 

looked, the results in purely military terms 
were dismal. In 1967, US secretaiy of 
defence Robert McNamara summed up 
the lessons learnt from the application ot 
the various bombing doctrines; “As to 
breaking (heir wi II. I have seen no evidence 
in any of the many intelligence reports that 
would lead me to believe that a less selec¬ 
tive bombing campaign would change the 
resolve of the North Vietnamese leaders or 
deprive them of the support of the North 
Vietnamese people.” 

Sir Robert Thompson, a veteran of 
Britain’scolonial wars of the i950s, deve¬ 
loped upon this as.scssmcnt. The single 
most important feature of guerrilla warfare 
in a predominantly rural setting, he pro¬ 
nounced, “is its immunity to the direct 
application of mechanical and conven¬ 
tional power". This was a chastening ap¬ 
praisal. but it only provoked the political 
thcori.st Samuel Huntington to add what 
he thought was an important qualification: 
“11 ’the direct application of mechanical 
and conventional’ power lakes place on 
such a ma.s.sive .scale as to prrxlucc a mas¬ 
sive migration from countryside to city, 
the basic assumptions underlying the 
doctrine of revolutionary war no longer 
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operate. The Maoist-inspired rural 
revolution is undercut by the American- 
sponsored urban revolution." 

This was the doctrine and the sensibility 
that underwrote the US’s massive 
campaign of chemical warfare in Vietnam 
^ - perhaps the greatest unaccounted war 
crimeof the post-second world war period. 
The lethal toxin Agent Orange was dumped 
on Vietnam in ma.ssive quantities, to strip 
its jungles of all foliage. In the fevered 
imagination of American technological 
jingoi-sm, this would expose the population 
that was otherwi.se sheltered in the jungles 
to the application of "mechanical and 
conventional power”. On the ground, “an 
accelerated pacification programme” was 
inaugurated as a complementary measure. 
Entire villages were cleared and their 
residents herded into urban centres under 
American supervision. “Forced-draft 
urbanisation and moderni.sation”, said 
Huntington i n the exultation of discovery, 
would rapidly bring the country “out of 
the phase in which a rural revolutionary 
movement can hope to generate sufficient 
strength to come to power". 

The IIS went through a prolonged 
process of learning in Vietnam. By tho.se 
standards, the mission of uir power in Iraq 
is relatively uncomplicated. Unlike 
Vietnam then. Iraq is a highly urbanised 
and industriali.scd society, who.se civilian 
intrastmeturo is vulncrahle to the appli¬ 
cation of "mechanical and conventional 
power" in a manner that rural hamlets arc 
not. The I'Wl bombing campaigns by the 
U,S and its allies did a comprehensive job 
of demo I i shi ng the count ry ’ s i nfra st mciuie. 
But the political events that have followed 
this appliL ation of mechanical power have 
not conloi ined to American expectations. 
The regime icmains in place, still able to 
k .summon up the residual dcllancc to beat 
back Richard Butler’s crude efforts to 
penetrate its innermost recesses, still able 
to cock a snook at the western powers by 
challenging and engaging the aircraft 
patrolling the aerial exclusion zone' 
illegitimately imposed towards the northern 
and southern reaches of Iraq. 

The US is the long-tenn loser from this 
uneasy stalemate. Popular opinion in the 
Arab world is now alienated, and friendly 
regimes have been undermined by a tide 
of rc.scntment at the continuing suffering 
in Iraq. Unsurprisingly, assassination has 
presented itself to the fevered American 
imagination as a quick and painless way 
out of the limbo - an aspiration that the 
American media gave free vent to during 
the crisis over the UN weapons inspec¬ 
tions in November 1997. The following 
sampling of media comments, liberally 
paraphrased from the magazine Mother 
Jones, conveys a .sense of the pathological 


blood-lust that Iraq seems to excite in US 
policy circles: 

Newsweek, on November 17 ran a story 
headlined Take him down’. It left little 
room for ambiguity - either about the 
target of this exhortation or about the 
inexorable direction of the force of gravity 
- the headline was run right next to a 
photograph of Hussein and a downward- 
plunging arrow. 

Thomas Friedman, foreign affairs 
columnist for the New York Times 
(November 6), invoked a divine purpose 
for the American military’s technological 
prowess; “Saddam Hussein is the reason 
God created crui.se missiles ...So if and 
when Saddam pushes beyond the brink, 
and we get that one good shot, let’s make 
sure it’s a head shot." 

Geirrge Stcphanopolous, a former intimate 
of the American president and now a TV 
news analyst, argued on ABC’s ‘This 
Week’ (November 9): ‘This is probably 
one of those rare cases where assassination 
i.s the more moral course...we should kill 
him' Sam Donaldson, co-host of ‘Tliis 
Week’ (November 9). chose to enter a 
caveat; it was not morality alone that was 
invoked in the case at hand, since inter¬ 
national legality could provide the rationa¬ 
lisation for an American mission of assassi¬ 
nation. We should kill Saddam, he said, 
but ‘under cover of law’. The act would 
pass the scrutiny of international legality, 
and the US could ‘do business with his 
succcs.sor’. In re.sponsc. Bill Kristol. ABC 
news analyst, commented that the pro¬ 
position sounded ‘good'. And this fca.st 
of concord was joyously rccci vexlby Cokic 
Rolierts, co-host of ‘This Week ’, and endor- 
,sed for appropriate further action; “Well, 
now that we’ve come out for murder on this 
broadca.st, let us move on to fast-track...” 
Other forums showed an awareness of the 
logistical difficulties involved, though not 
for the legal and ethical issues. Here is 
Jonathan Alter in Newsweek, November 
17: “It won't be easy to lake himout. ...But 
we need to try, because the only language 
Saddam has ever understood is force." A 
fortnight later. Newsweek chose to dignify 
the theme with a strongly affirmative 
headline to its editorial column; “Why We 
.Should Kill Saddam". 
Whatcverelemcntsof sobriety there may 
have been in the midst of this babble only 
suggested that a relapse into insanity would 
be a welcome prospect. An illustration 
was Laurence Eagleburgcr. former 
American secretary of stale, who appeared 
on the same show in which Stephanapolous 
made his impa.ssioncd plea for a surgical 
assa.ssinntion. Eagleburgcr took the cool 
and detached view - he upbraided his 
young and impetuous colleague for the 
advocacy of political assassination as an 
instrument of foreign policy and urged 
that the crisis arising from the stalled arms 
inspections in Iraq should be dealt with 


through a massive .show of air power in 
Iraq, indeed, nothing less than a reprise 
of the brutal aerial bombing campaign that 
the US unleashed during the Gulf War. 
He was convinced that a second visitation 
of American air power would ensure Iraqi 
compliance with even the most irksome 
conciitions imposed by UN weapons 
inspectors. And in the final reckoning, the 
destruction wrought from the skies would, 
he said, provide an inducement for dis¬ 
gruntled elements within the military to 
get rid of Saddam Hussein and bring in 
a leadership more amenable to western 
tutelage. 

ITiat a.ssault has now taken place, though 
one year later than the US wanted. Its 
immediate effect i.s that the UN di.sarma- 
ment mission in Iraq - pursued with 
maniac vigour and little regard for truth 
by the Australian diplomat Richard Butler 
- is dead. The regime of President Saddam 
Hussein remains in place, its legitimacy 
underwritten by the efficacy with which 
it has managed a situation of acute domestu; 
stress and international isolation. In a nation 
enervated by sanctions, the regime .seemed 
a push-over for any application of military 
force. Yet, two identifiable American 
efforts tooverthrow Saddam Ilu.s.sein have 
failed. The Iraqi National Congress - a 
creation of British and American intel¬ 
ligence - sought to launch a major military 
offensive from the northern region. This 
initialivccoilapsed in disunity anddisarray 
in 1996. Shortly afterwards, the Iraqi 
National Accord, which sought to foment 
a military coup from the security of the 
Jordanian capital of Amman, suffered 
ignominous rout at the hands of the Iraqi 
intelligence .services. 

The new intrigues that the US adminis¬ 
tration has dreamt up in league with its 
worshipping acolytes in Britain, remain 
unknown as of now. Military power on 
an awesome scale has been deployed in 
the region. And it is also germane, that 
the U,S has .substantially rai.sed its 1999 
military budget in direct response to the 
unresolved dilemmas of west Asia. Brute 
lorcc, the world is reminded, remains an 
option when un.subtic intrigue and coercion 
by starvation fails. But it anything, the 
lessons of the eight years that have passed 
since the Gulf War arc that American 
designs on Iraq, if they do not collapse at 
the moment of their conception, will at 
their moment of fruition, only engulf the 
entire region in a phase of violent instabi¬ 
lity. And since the well-being of Israel is 
the fixed and immutable basisofUSpolicy 
in the region, few alternatives .seem 
available, but a continuing denial of Iraq's 
.sovereignty and the bottling up of regional 
tensions through the naked display of 
armed power. 
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PERSPECTIVES 


An Agenda for Gender Politics 

Wandana Sonalkar 


Patriarchy in India starts with the control of women or men in the 
family hut works in such a way as to perpetuate caste hierarchies,’ 
and the preservation of caste is the basis for the functioning of this 
patriarchy. Will the passage of the Women‘s Reservation Bill as it is, 
as a first measure, without a wide-ranging di.^cussion of the 
underlying caste h'.yues really empower women in the struggle against 
patriarchy in the social and political specificity of present-day India ? 


TWO issues»)!' genilei politics which aa’ 
cuirenlly being debated are, firstly, 
reservations lor women in parliament and 
state legislatures, and secondly, Ihc 
ongoing debate over the Unitbrm Civil 
('ode. K'lninists have taken up a nearly 
unanimous position supporting the pro¬ 
posed 81 St Amendment to the C onslilution. 
which seeks to reserve scats for women 
in the said bodies. On the second issue 
also, alter a considerable amount of con¬ 
troversy and disagreement, a kind of 
con.sensus has been reached on giving 
priority to lighting lor women’s rights 
within the Iramcwoikol enisling personal 
laws, rather than pushing for a Unilorm 
Civil Code at present. 

Both I he con.sensus in one ca.se and the 
unanimity in the other are, 1 feel, very 
problematic' they have become possible 
only because the scope of the debate has 
been limited in two ways. Firstly, the 
perception oi the history ot the issues 
being debated is usually narrow, with the 
assumption that teininisi politics in India 
really began alter l‘)7.S, events predating 
this are mentioned only cursorily. This 
leads us tti the other question of who are 
the feminists, whtim are we speaking lor 
and by what authority'.’ In general, this 
means that inarguing fora greater concern 
with feminist ts.sues in contemporary 
politics (and to argue thus is of course an 
urgent need), the broader political context 
within which we operate is often forgotten. 
This paper tries to explore some of the 
questions (hat should he addrcs.sed in this 
regard. 

Both the specific issues mentioned 
above: leservalions for women, and the 
linilonn Civil Code, arc concerned with 
the very nature ol Indian democracy, and 
its lunctioning in today's context. It is 
.significant ihat ilie women's movement is 
today debating these issues, as it means 
that we have leachcd a stage ol maturity 
which makes such an mtcrvcniinn in the 


broader democratic proccs.s both possible 
and neccssaiy. But then we must remember 
tiiat our history is not only the history of 
the post-1975 women’s movement in India. 
One important scries of events in that 
hi.story is Ambedkar’smotion in parliament 
l»r a Hindu Code Bill (HCB) when he was 
law minister, the defeat of the motion and 
his subsequent resignation. Ambedkar's 
insistence on a codification of Hindu per¬ 
sonal laws has a double signillcance which 
IS relevant to the current conlrttvcrsies. 
One, the Constitution which outlined a 
concept of citizenship and basic human 
rights did not touch on the religious life 
of the majority of Indians, while religion 
(that is. tor the majority, Hindui.sm) was 
nevertheless a site forthe preservation and 
reproduction of inequalities among Indian 
cili/ens. So. side by side with the Con¬ 
stitution which deals with the political and 
economic rights of citizens, a .specific 
codification of Hindu personal laws which 
targeted the inequalities in the religious 
practice ofeiti/ens was es.senlial. Secondly, 
s uc h a cod i ficat ion shou Id. i n Amhcdkar’ s 
opinion, precede the movement towards 
a '.secular'. Uniform Civil Code. Later on. 
some of the laws contained in the proposed 
Bill were passed as .separate acts. 

Since .some of the opponents of the 
propo.sed 81st constitutional amendment 
have brought up the i.s.suc of reservations 
lor non-upper caste women within the 
reservations for women in parliament and 
state legislatures, the question of caste and 
gender as aspects ol the citizen-subject 
has been brought to the fore. Mo.st of the 
feminists arguing for re.scrvations have 
attacked c dismissed this argument 
(epitomised in the statements oi Sharad 
Yadav) as patriarchal and motivated - and 
they arc not entirely wrong in this, if one 
liKiks at the records of the parliamentary 
debates that took place during 1997 after 
pnmc mini.stcr IK Gujral put the issue of 
reservations for women on the agenda of 


the Common Minimum Programme. ‘ But 
in fact the point raised here touches on the 
fundamental question of the constitution 
of the citizen-.subject. and here the consi¬ 
derations that weighed with Ambedkar in 
his moving the Hindu Code Bill are still 
relevant, even if the political context is 
different now; because they have some¬ 
thing to do with the essential nature of 
Indian .society. If we look at Ambedkar’s 
concerns in this light, we can take is.sue 
with the arguments put forward by most 
of the feminist pro-rcservationists. In the 
process, we may be able to reach a clearer 
idea of our priorities in today's political 
context. 

Ambiidkak and Hindi' Cook Bti.L 

Ambedkar has gone on record as saying 
that he considered his work on the Hindu 
Code Bill to be as important as his parti¬ 
cipation in the formulation of the Indian 
Constitution. The Constitution views the 
citizen as a secular subject, and the right.ii 
of citizenship arc restricted to the spheres 
of public politics and economic activity. 
But he insi.slcd Ihat it was not sutliciont 
to recognise the right to political and 
economic equality in a ’secular' space 
defined in the Constitution, us long as 
inequalities among citizens, especially and 
particularly on the basis of caste, continued 
to be entrenched in the religious life of 
the Hindu majority. We mu.sl remember 
that at this time Ambedkar had not yet 
moved to the point of embracing Bud¬ 
dhism, although he had considered this 
option. He saw the Hindu Code Bill as a 
basis for (he reform of Hindu society. 
Although he certainly did not believe that 
this reform could be carried out through 
legislative fiat alone, he sought to lay 
down some minimum principles 'within 
Ihc legislative framework of personal laws. 
For this purpose he made a study of the 
Mitakshara and Dayabliaga systems of 
Hindu laws governing marriage, divorce 
and inheritance, as well as looking at the 
practices of smaller communities within 
the Hindu fold. He considered that the 
most progressive principles in the existing 
Hindu codes should be incorporated into 
the ’modern’ Hindu Code Bill. 

Ambedkar insisted on enshrining in the 
Hindu Code Bill some basic tenets on 
which there should he no compromise: the 
right to divorce for the woman, the out¬ 
lawing of polygamy forthose married under 
Hindu law. and the granting of some 
unconditional rights of inheritance for 
widows and daughters were among these. 
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He also insisted on ihe recognition of 
intercaste marriages as valid under Hindu 
law. Although a Special Marriage Act 
which contained such rights and freedoms 
for those wishing to enter into a civil 
marriage contract was already incxi.stcnce 
before l')47, only a small minority of 
persons actually opted forthis. Ambedkar'.s 
concern was that titese minimum tenets be 
put into the Code tor Hindu personal laws, 
so that women entering i nlo mamage based 
on religious practice should have the 
benefit of the.se rights. 

The record of the debates on the Hindu 
Code Bill in the Lok Sabha between 1947 
when the motion was tabled, and the time 
ot Ambedkar's resignation as law minister. 
sIkiws the violence of the opposition of 
orthixlox forces to these proposals. It is 
interesting to nolo that these forces 
ariiculalcd their reactionary positions on 
the que.siion of caste as well as gender; 
it wasof course said that giving the woman 
the right to divorce would destroy the 
traditional lamily. etc. In addition. 
Ambedkar was subjected to sarcastic 
attacks lorirying tube a modern Manu'.’ 
Uiiderlying this was a reference to his 
caste. Although Nehru supported 
Ambedkar m the beginning, he gave in 
underpressure Iroin the reactionary forces 
as general elections drew near. Among 
Ambcilkar's supporters were some eminent 
women MPs When the.. women look 
issue with Ambedkar over the scope of 
inheritance t ighis granted to women under 
the bill, his reply was ihal he did not see 
the Hindu Code Bill as a tinul answer to 
the question ol women's rights; it would 
be the task ol luiure political movements 
to extend the scope ol these lights and to 
push lor the enacimeni of new laws ’ 

Tins eursory account of some ol the 
central aspccis ol Ambedkar's molion ol 
the Hindu ('ode Bill and some ot the 
reactions lo it should be adequate lor us 
to understand the relevance ol lhal debate 
to the current one. What is important is 
that behind Ambedkar's efforts to put the 
bill ihrough parliament is his vision that 
women are central to the figlu again.sl the 
casiesysiem. lhal thesubjugaiionof women 
is central to the tunctiomng ot (he caste 
sy.slcm. lhal women are. in his words. Ihc 
gateway to the caste system. Thus the 
hraitininical lorees that uphold ca.ste must 
take control of these gateways in order to 
perpetuate the system ol ca.sie hierarchy 
and caste oppression. The need to enact 
a juridical code that provides for emanci¬ 
pation ol women in Ihc areas of mamage. 
divorecand inheritance iscssential hccau.se 
side hy side with a Constitution giving 
political and economic rights to citizens. 


titerc must be a progressive Code which 
allows for revolutionary change in Hindu 
siKieiy, in religious practice. To put it 
differently, he saw the need for a reform 
of Hindu civil society - an essential 
charactcri.stic of which is that it is divided 
on die basis of caste - side by side with 
a Constilutioii that established a 'mtxicrn' 
and secular’ political society. And he .saw 
the emancipation of women as central to 
that reform. 

The point here is not whether the 
adoption of Ihc Hindu Ctxlc Bill as pro¬ 
posed by Ambedkar would have been 
suificicni lo bring about the emancipation 
ol w'omcn. But we may ask why the bill 
was opposed with such virulence witen he 
moved It. whereas most ot the laws con¬ 
tained in it were, just a few years later, 
passed without any such hitter opposition'.' 
('ould it he that Ihc proposal ol a reformist 
I li iidu Code was .seen as a direct challenge 
to the patriarchal and casle-ba.sed Hindu 
order, while separate laws were not seen 
as such a challenge'.' (Ot course, even 
where such laws have been adopted, their 
violation is the norm' take, for example, 
the issue of interca.stG marriage.'*) Fhcrc 
would have been a diflercnt juridical 
history if such a Ctxlc had been adopted. 

I .awyers fighting ca.scs for women again.st 
a patriarchal Hindu stx'ial order would 
have been able to appeal to certain pro¬ 
gressive principles on which the Code was 
based. One underlying implication of this 
v’ould have been that the distinction 
between the public and pnvaie spheres of 
lilc would have been detmed differently. 
T hat is, instead of relegating religious hie 
to a private sphere, and allowing religion 
based personal laws lo govern those areas 
ol the private that arc recognised us 
encroaching on the public sphere - on Ihc 
occasions of marriage, divorce and 
inheritance - there would have been a 
recognit inn I hat certui n pri nci pics of social 
reform are to he applied to the private 
sphere as well. Let us not forget in this 
context one of (he most powerful slogans 
of the early years of the contemporary 
Icminist movement; “the personal is 
political''. 

rhe above paragraph is not intended as 
an exercise in what might have been', ft 
aims to bring out the radical nature of 
Ambedkar'saltempt toget the Hindu Cixic 
Bill passed in paiiiamcnt. That hill 
recognised the intrinsic link between caste 
and patriarchy in Indian society. and aimed 
lo lay down a juridical basis lor a future 
struggle against both, rhe granting of full 
adult franchise to women at the time ol 
national independence - radical though 
this was in comparison to the late dates 


at which many European nations granted 
votes to women - and the inclusion of the 
principle of equal pay for equal work for 
men and women in the Directive Principle.s 
of the Constitution are inadequate from 
the point of view ot this struggle and have 
indeed been shown to be inadequate by 
subsequent developments. 

The point that Ambedkar recognised 
was that the ca.ste sy.siem is perpetuated 
by endogamy; at one point he advocated 
intcrcatite marriage as the only programme 
of action that could lead lo Ihc elimination 
of caste. Later on, it seems that he saw 
the inadequacy of this line of action taken 
on its own: yet even tixlay it is an act that 
is perceived by the forces upholding the 
ca.stc system as a threat lo the prevailing 
order and invites the .severest punishment. 
The imposition of the rule of caste endo¬ 
gamy entails the control ot women's sexual 
behaviour and in fact all aspects of their 
s(x;ial behaviour by the pairiarehal caste 
panchayal. Tiie Hindu ("ode Bill entailed 
a dear dedaration (hat the law ol the 
panchayal would be limited in imlepcndent 
India, that this Code lorthe I Iindu majority 
would hold precedence over patriarchal 
caste panchayats or undedared caste aul ho- 
rilics. It is no wonder that it invited such 
hitter opposition from the ddendersofihe 
(raditionabHindu social order. 

Cash, ano Gi ndi k in Indian .Si w in y 

Caste IS perpetuated through endogamy, 
but then it operates through a number ol 
social and economic institutions and 
ensures, tirst and loreiiiost. that the 
domination ol the upper castes and the 
.suh.scrviencc ot the lowest castes is 
preserved. Women ot Ihc lower ea.sic.s 
remain at the boiloni of (he hierarchical 
order, they h.ive no right lo privacy or 
dccision-making and no right ol piolection 
against .sexual exploitation. This can be 
seen in the question pul by a judge to 
Bhanwari Devi when she went lo court 
against her upper caste rapisi.s “How far 
apart wore your legs when the rajw took 
place ' " The practice of lasle builds up 
what Pierre Boiirdicu culls a 'doxu'. a set 
ol shared hdicfs and nomis within a 
community which condition I he bdiaviour 
ot its members without being openly 
declared. A nicmhcr violating 'lie rules ol 
the doxa invites social sand ions ol various 
kinds, including llie most violent. Bui the 
doxa operales on <in unarticulaied level 
apart (roni one's consciously declared 
beliefs. This level is different Imm the 
hrcudiun concept of the unconscious which 
refers to the fomiation ol (lie individual 
personality in the Ruropear. context. 
Perhaps the concept of •neiii v' as opposed 



lo janiv as usea ny .'snaraa I'aiii-' (ana 
borrowed by him from Buddhist philo¬ 
sophy) comes closer lo what we need to 
analyse (his situation. For the doxa or the 
neni V is social in content: in Indian society 
it incorporates all the aspects of caste 
identity, caste prejudice, hierarchy, and 
submission lo a patriarchal order which 
are so much a part of the lived life of 
constituiioiially equal Indian citizens. 

Fifty years alter independence and after 
the deleui oi the Hindu Code Bill, (he.se 
realities of Indian society arc pushing 
themselves into the political arena. 'Ilie 
result is a disruption of the consensus on 
(he secular and democratic basis of Indian 
political life, which existed for some 
decades alter 1947; the disruption makes 
riHwii (or the coming to power of the BJP 
by detaiili. so to speak. Nivedita Mcnon 
(1997). ((^r example, voicing what she 
calls her ambivalence on the question of 
iescrv.itionsforwomcnm parliament, says 
“We may need to think in terms ol quotas 
within quotas - OBC within women's 
quotas, woman's (juntas within all others 
and so on - .md most certainly of how to 
ensure the possibility that newer groups 
can always present themselves to be 
recognised" The need for a pluralist 
approach is iniportani w hen we are .seeking 
lo exicnd the scope of our democracy, as 
Menon implies in the quoted passage. 
Those who sec themselves as a group 
si'eking political representation should 
have the chance to do .so. the openings for 
this should be built into our political 
institutions But do 'women' really con¬ 
stitute such a group in reality'.' Don't ca.ste 
gioiips have more claim to being 
marginalised categories with a .social 
cohesi veness and common modes ol being 
oppressed, which entitles them to seek 
political lecognition as a group'.’ 

The issue is not jusi one ol identity 
jiolitics. .1 term now used without imich 
clarity lo describe the contemporary 
phenomenon ol (he political a.sserlion ol 
various niaiginalised social gioups which 
identify themselves on the basis ol caste 
or community (dalils. Muslims, adivasis, 
OBCs). AmlK'dkai's concern here is with 
the social inequalities that perpetuate 
themselves in spite of legislation to the 
contrary. in spite of the declared 'secular' 
jiolitics of the major political parties - 
even those on die left.'' Femini.sis are, or 
should be. lanuliar with this. It is the 
lenuuisi movement that coined the slogan 
"the jieisonal is poliiical’'. Ambcdkar 
wanted, through the HC-B. to redefine the 
sphere ol the private in a sysiematic way, 
lo pul progiessive values into the sphere 
of religious piaciice and establish a basis 


lor Changing me exploitative social 
prac(ice.s that, in fact, from a part of the 
Hindu's religious life. This could not be 
achieved by the stray laws that we now 
have banning untouchability or legiti¬ 
mising the right of temple entry to dalits. 
I'hc HCB was an attempt to assert that the 
personal is political. 

Politics always involves an assertion of 
rights and the demand for their legiti- 
niisation in .social practice. These rights 
may appear at times insubstantial in 
content, but (he process of assertion is a 
challenge to the prevailing doxa. and 
therefore important. In recent years wc 
have been witnessing an upsurge of 
political activity on the part of oppressed 
social groups in India. Two examples from 
the recent history of Maharashtra may 
illustrate this point. One is the movement 
lor the renaming of the Marathwada 
University in Aurangabad, Maharashtra 
as Dr Babasaheb Ambedkar Marathwada 
U.iivcrsity. which spurred a mobilisation 
of dalit youth and in 1978 called forth a 
series of violent attacks on dalits in villages 
throughout Maharashtra. The other is the 
demand hei ng posed by some dalit women 
and later taken up by the RPT under the 
leadership of Prakash Ambcdkar, that 
necember 25. the day on which Ambcdkar 
publicly burned the Mann Stnriti in 1927, 
be declared as Indian Women’s Liberation 
Hay. A woman aciivist from one of the 
communist parties responded to the latter 
demand by saying, “How long will we go 
on lighting on issues of identity politics'.’ 
We have to address the real economic 
issues." The two examples cited above 
clearly repre.scnt challenges to the pre¬ 
vailing doxa; this is evidenced by the 
reaction of the defenders of the traditional 
order. Though the demands arc symbolic 
in nature, as long as the doxa is real, the 
siaiggles lo achieve them are also real. 

Anotherexample: wccaii recall the near- 
uiianmiily of (he press in condemning the 

P Singh government when it sought to 
put the recommendations ot the Mandal 
('ommission into practice. One would have 
thought that the Mandal Commission had 
committed the sin of creating caste divi¬ 
sions where none existed. While reserva¬ 
tions in government and semi-govemment 
lobs have a definite role for members of 
tlie backward castes in creating a bit of 
space for iinward mobility, the violent 
passions that appeared to agitate (he anti- 
reservatioiiists were surely wildly out of 
proportion to (he actual threat to the Job 
opportunities of upper-caste students, 
especially at a time when the total number 
of jobs in the public sector was stagnant 
and expected to dwindle in the future. 


nere too, wnai was oeing inreaiencu was 
an un.stated right, a part of the doxa; the 
right of the upper castes to dominate in 
the administration and in education. On 
the other hand, the BJP faces no such 
problem when it takes up the issue of 
women's reservations. The opposition lo 
the hill is now taking shape around a 
different set of issues, with the demand 
for reservations for OBC women within 
the reservations for women in parliament. 

Let us turn at this point lo the argument; 
and the logic used by feminists to support 
the demand for reservations for women in 
parliament. Kiran Moghe, member of the 
CPI(M) and an active functionary of the 
party's women's wing in Maharashtra, 
says in her Marathi pamphlet quoted above, 
“TTiere is definitely a difference between 
a caste woman of the landlord class .ind 
a dalit woman agricultural labourer 
(emphasis mine). But on the other hand 
her exploitation as a woman at the hands 
of men is something that cuts across all 
ca.stes and classes. That is to say . the 
oppression suffered by a woman zamindar 
or a woman agricultural labourer at ihc 
hands of men (of her community) in the 
family or in society is one and the same; 
on that level their sufferings arc the same. 
Hence the debate over whether all woncri 
are equal or not is meaningless and 
unnecessary (pamphlet written by Kiran 
M(jghe published by CP1(M), Maharashtra, 
1997). 

I'herc are at least two problems in this 
argument. One is that the categories of 
class and caste are conllaied and (he 
implication is that whatever difference 
there is between the dalit woman 
agricultural labourer and the caste Hindu 
woman from a zamindar family exi.stsimly. 
or * fundamental ly', becau.se one is labourer 
and the other a landowner. It ignores 
entirely, for example, Ihc sexual exploi¬ 
tation suil'ered by a dalit woman because 
of her position in the villagecastc hierarchy. 
For example, Muktahai Sarvagod (1983), 
in her book Mitlcli Kawade recounts how 
a young widow of the (non-dalit) mali 
ca.ste could live her life in her village with 
dignity even though she hud no land and 
three chi idren: she rccei ved help and moral 
support from membersof herca.stc. Adalit 
woman in the same position would not 
have had this freedom. 

Secondly, Moghe refers lo exploitation 
of the woman by men of her own com¬ 
munity. in the family and in society, as 
if her relations with men of other com¬ 
munities don't matter. This is a serious 
mistake in understanding the nature of 
oppression suffered by women of different 
Classes, and especially castes, under a 
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pttriarchal sy;.tem. In fact Moghe betrays 
ignorance of the concept of patriarchy, 
which is linked up to the way in which 
power over women is articulated in the 
family first, and then in society at large, 
through the hierarchical structuring of that 
scKiely. The reality is that the upper caste 
ramindar woman will have women and 
men servants to lighten her work in the 
home, an economically deprived woman 
from the middiccastes will have the support 
of caste kin in better circumstances (see 
above); whereas the dalit woman has no 
social defence against .sexual and other 
exploitation from upper caste men in her 
village. And although each of these women 
may live within a patriarchal family struc¬ 
ture. that structure also serves to reproduce 
her position in the caste hierarchy. 

We have been arguing that the nature 
of patriarchy in India is intimately hound 
up with the institution of caste, and that 
Anibedkar was always sensitive to this. 
All this has a bearing on the demand for 
reservations lor women in parliament in 
the present political conjuncture. If the 
isue of reservations for women is seen as 
a demand empowering women against 
domination by men per .\e, this amounts 
loabstrnciing theciti/.en-subjcct both from 
the reality of the scKial space that he/shc 
inhabits, and also from the present 
aniculalion of our denuKTacy. if. on the 
other hand, we are .sensitive to both thc.sc. 
we can easily sec that the demand for 
quotas within quotas, and the demand that 
the details of these be worked out before 
reservations arc granted to women is more 
than a delaying lactic being used by 
chauvinist men of the nol-so-badly-olf 
middle castes. 

There is. therefore, an attempt by the 
spokespi*rsons of the ‘women’s move¬ 
ment' (within and outside left political 
parties) to use this issue as a rallying point 
for women as a category on a national* 
scale. However, a.^ Madhu Kishwar points 
out (In discussion with Jaya Jaitly in 
‘Samvad’. The Timex of India. August 15, 
they have not been successful in 
mohi lismg the support, in any appreciable 
number, of the women they claim to speak 
for. Al.so, wc find, during the dahates on 
this question, in the argument that OBC 
men are insincere m bringing up the issue 
of re.sci v'ations for ‘their’ women, the idea 
that oppression of women by men of their 
own community is the fundamental reality 
of women's oppression in India, cutting 
acro.ss classes and ca.stcs. 

I have argued above that this line of 
thinking stems from an essentially incorrect 
understanding of how patriarchy operates 
in Indian society. Patriarchy in India starts 


with the control of women by men in the 
lamily but works in such a way as to 
prepetuatc caste hierarchies; and the 
preservation of caste i.s the basis for the 
functioning of this patriarchy. Will the 
pushing through of the bill as it i.s. as a 
first measure (as it is said), without a wide- 
ranging discussion of the underlying caste 
issues, really empower women in the 
struggle again.st patriarchy in the social 
and political specificity of present-day 
India? Or would it not be better to use this 
occasion as the starling point of a debate 
on cu.stc. gender and the nature of political 
icprcscnialion? Yadav had to apologi.se 
publicly for the patriarchal tone of his 
comments in parliament; this is a positive 
outcome. Wc are also currently witnessing 
a critical juncture in the dynamics of 
political representation, with the caste non- 
elite in various regions of the country 
attempting to find new inodes of political 
articulation. The re.sulting in.stahility in 
tile functioning of parliamentary insti¬ 
tutions cannot merely be dismissed or 
deplored as a deterioration of the political 
climate. The women’s movement must tiy 
and engage with these realities and relate 
to them in the context of its past gains and 
i(s programme for the future. The debate 
on reservations has not till now given them 
much thought, but it is a welcome develop¬ 
ment that some debate on the i.s.suc of 
rc.servations within reservations has now 
been initiated.^ A certain delay in the 
implementation of a bill providing more 
seats lor women in parliament appears to 
be tolerable, if wc are going to give serious 
attention to a long-neglected set of political 
issues. 

If we remember the political context in 
which the bill emerged in the first place: 
the earlier (73rd and 74th) constitutional 
amendments which made it mandatory to 
reserve at least onc-third of the seats for 
women in local elected bodies, had been 
introduced as a move towards decentra¬ 
lisation of power. This was the broader 
perspective within which women actually 
living and working in villages, towns and 
cities were given the opportunity to act a.s 
political rcprc.sentativcs on the local level. 
Women’s organi.salions have welcomed 
t his as a potentially empowering provision, 
and have worked to give support to women 
elected in this set-up. The entry of women 
into local political bodies has at times 
been manipulated by the male-dominated 
political parties, and in .som; situations the 
elected women have been neutrali.sed or 
even sexually humiliated. But this is only 
to be expected, since these amendments 
have made it possible for the first time for 
women from the lower strata of society. 


women of all castes, to participate in large 
numbers in a political proce.ss from which 
they have hitherttt been excluded. 

The logic of decentralisation of power 
does not apply to the issue of reservations 
for women in the national and .state level 
elected bodies. This demand has been taken 
up with enthusia.sm by the left political 
parties, or the women (who arc present in 
a minority) within them, and later on b) 
the‘autonomous’ women’soij,. a.sations. 
Meanwhile the Xlsl Amendment became 
the 84lh Amendment (without substantial 
changc)and the BJPdcclaredlhat i( would 
get it passed through parliament. Almost 
all these pro-rc.servalionists found a ready 
target when male OBC politicians brought 
up the issue of rc.servations tor OBC 
women, cxpres.sing themselves in openly 
patriarchal language. So wc have the major 
argument being pressed (exemplified in 
Kiran Moghe above) that oppression of 
women by their men cuts across all ca.sics 
and classes. 

To sum up this stage of the argumom: 
the demand for rc-servations for women m 
parliament, as it is being argued by 
feminists (who suddenly find lhcm.sclvcs 
in the company of the BJP), glos.scs over 
the fact that, in India, patriarchy operates 
through caste, reproduces caste hierarchies, 
and also use*, caste divisions to perpetuate 
itself. Wc are merely saying that the cate¬ 
gory ‘women’ does not have sutficieiil 
unity to represent itself us apolitical group 
cutting across class, caste and community. 
though this may also he true in the prc.sent 
conjuncture. Rather, the point being made 
is that the mode ol oppression of women 
in this .society is .so intimately hound up 
with caste that both issues have to be 
addressed together, especially when one 
IS talking about reservations in parliament, 
an issue that will affect the functioning 
of politics on the national level and 
therefore touches on the nature ol the 
citi/.en-suhjcct. li the propo.scd con.slitu- 
lional amendment is directed towards 
expanding the right.s of citi7cns to emanci¬ 
pation from social oppression - which is 
presumably what it intends to do - then 
let us rccali how Ambcdkar hud u ndcrsiood 
the question more than 50 years ago. The 
defeat of his bill at that time has unfortu¬ 
nately meant that the questions he raised 
about the nature of cili/enship in India 
have largely been neglected since then. 

Recently there has also been a demand 
for reservations for Muslim women: this 
has been spearheaded by .Shahahuddin 
and some educated Muslim women have 
supported it. However, there arc constitu¬ 
tional problems involved in granting re.ser- 
vations to Muslim women, which do not 
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iir/vt* III the ease of OBC women. Some 
;ire asking the question: why reservations 
lor Muslim women or OBC women, when 
Muslim men ant/ OBC men do nol have 
rcserviitinns ' li will nol do to cull these 
anot/iei set of 'delaying laclif.s". The poini 
lainmakinglliroughout i.silial much wider 
pohlical and oonsliUilionul qiic.slions aa* 
invoivctl in the issue than was leali.sed at 
lirsi, and that Ambcilkar wa.s sensitive to 
many ol them. We need to take a second 
look at what he was saying, not necessarily 
to take his word as final. In tact, .some 
innovative alternatives have alsohecnpro- 
posed. such as the possibility ol multiple- 
seat eonstiiuencies: why nol elect one man 
and one woman Ironi every con.stiluciicy ' 

In any case, the number ol memheis in the 
Lok .Sabha has remained constant since 
indepemlence. while the population repre¬ 
sented by them has increased several 
limes.’ 

I'SIIOKM C'lVll C'ODI- 

Anibedkar's speeches and writings at 
the time ot Ins moving the Hindu Code 
Bill al.so have a bearing on ihe dehale over 
the I hnloi m {’i\ ilCode (I 'CC), especially 
among leimnisis fivon at that lime the 
delenders ol the brahminical Hindu 
.social Older cried against Ihe relorm ol 
Hindu peisonal laws protesting that the 
Muslims should be loreedloadopta I’CC 
Ambedkai was siiongly against this; he 
gave Ihe highest priority to Ihe lelorm and 
codilicaiionol Hiiulu personal laws which 
allecied Ihe ma|oriiy ol cili/ens. then, as 
now. Hindu tundamenlalisis tried to 
present the I f’C as a necessity lor ihe 
‘miHlemisatioir ol the Mustimcommunlly. 
But Ambedkai was veiy clear in saying 
that unless the Hindu community adopted 
a code that included a cohesive set ol 
piinciples loi lediicing caste and gender- 
based inec|iialiiies in personal law it had 
no right lo insist on imposing a HCC on 
Muslims. 

Talking about the c oneepl ol the secular 
.state, he saicT "(it Mines not mean that we 
can abolish leligion. it does not mean that 
we .shall not ude i/iio (oii.sit/cruiion (my 
emphasis, he doesn't say respect') Ihe 
religious sentiments ol the pi'ople But. 
taken together with his aiiempt lo reloim 
.md liinil the sco|H.’ ol Hindu religious 
aiiihoriiy. his statement is (|uite diflereni 
liom whai sei ulansm has come to mean 
locl.iN .1 neiiiiality ot (he stale vis-a-vis 
religion mvii .is ilie private concern ol 
iiulividii.vis Besides the lact that this 
nciilralilv c in be coinproiuiscd. this con¬ 
ception ol seciil.iiisni can support the 
glow III ol lelivious liindamentalism in 
both the ma|oriis and minority eom- 


nwnilic.s. Amhedkar, on the other hand, 
while arguing lor the Hindu Code Bill in 
parliament. wa.s questioning the division 
between public and private space which 
m/orm.s the Indian Con.stitution; it i.s 
because religious authority al.so has its 
oppressive .social e/Tecl.s - going beyond 
the private .sphere - very especially in 
relation to ca.ste and gender, that he 
considered a codification of personal laws 
lor the majority community tube essential 
as a supplement to the Con.stitution. If the 
Hindu Code Bill had been pa.s.scd. the 
debate over the I ICC would. 50 years later, 
have had a very different content. 

Among feminists, there i.s now a broadly 
accepted position that, in.stcad of working 
towards a I ICC at present, it is tactically 
more important to fight for justice for 
women within the scope of existing laws 
and also of existing customary practices, 
where they provide more protection to 
women, while working for a reform of 
iliflerent perstmal laws. It is recognised 
that Hindu personal laws arc not necessarily 
more progressive than Muslim laws in this 
I especl. but "all personal lawsdiscriminute 
.iganisl women".*’ .Some feminist groups 
have attempted to lormulatc a ‘gcndcr- 
pist' civil code as an ultimate goal to move 
towards in a longer persepctive, even while 
they accept the tactical position outlined 
above. NivedilaMcnon. in the article cited 
above summarises the content of these 
.illcmpts. 

We are not interested here in the 
dilleicnces between various groups on 
I his issue. The question ol putting on the 
li.-minisi agendaevena 'longerpcrspeclive' 
ot woiking towards a set ol gender-just 
laws. It seems to me. sui ters Irom the same 
i.uilly vision as ihe approach that has been 
i.iken to Ihe issue ot women's reservations. 

In regard lo the minority religious com- 
muiiiliestloquoie Menon again).''’"retorm 
within ivrsonal laws with tlie co-operation 
( 1 1 community leaders i s preferable to legis¬ 
lation by the stale", in order lo "negotiate 
(he maximum possible space lor women 
as individuals within their communities". 
This IS a tactical position that admits, in 
clfect. that the fcmini.st movement' has 
not SO far been able to mobilise large 
numbers of Muslim or Christian women 
\> ithin its told. But has it really done so 
lor Ihe majority of Hindu women cither'.' 

1 toes Ills attempt to work out a ‘gender- 
iust' civil code grapple at alt with the 
lealilies ol how patriarchal oppression 
bmclions in our .society'.’ It is .striking that 
Amhedkar's position on the UCC i,s never 
cited in any ol these di.s-cussions. If this 
attempt to work out a code is to become 
more than an academic exercise, it must 


look at the history of the women \ 
movement from a less self-centred ain>ie 
The defeat of the Hindu Code Bill wu.san 
important event in that history whose 
significance we must examine, befom we 
can work out .some politically correct and 
'gender-just' code. Even today, adiva.si 
women are not covered by Flindu personal 
laws, which loaves them without any 
legal defence against certain kinds ot 
exploitation. It would, in fact, be more 
relevant at the present juncture for the 
fcmini.sts to rc-open the question of a code 
of personal laws for Hindus, hecau.se that 
would really touch on the i.ssue of the 
spheres of public and private, of caste 
di.scrimination and its relationship with 
the patriarchal oppression of women; 
issues which affect women oflhc minority 
communities as well. 

This brings us back to Ihe other question 
posed at the beginning of this paper; who 
arc the fcmini.sts, and by what authority 
do we claim lo speak for the majority ol 
Indian women'.’ The leminist movement 
in India in recent times began in the 107()s. 
Initially an offshoot ol the movement in 
the west, it naturally first allrucled English- 
speaking. urban women who more likely 
than not were middle class and uppereastc 
In fact, the women’s liberation movement 
in the we.sl al.so look a long time lo spread 
beyond the limited worldof white, middle- 
class women with higher education. In 
India, howcvei, one could argue lhai social 
barriers arc even more rigid and social 
inequalities even more stark in relaiion lo 
caste than they are in iclution to race in 
the developed world. Indian Icmiiiisislroin 
the very start tended to. say. yes. we are 
oppressed by patriarchy, hut our poorer 
si.stcrs Irom the working class and ihe 
villages are much more oppressed. Some 
women, motivated by such perceptions, 
actually went out to the villages, slums, 
forests and mines and organi.serl different 
sections ol women there in stniggles lor 
their economic and other rights. Thca' arc 
.some such feminists who now have ex¬ 
perience of this kind of work stretching 
back over 25 years. Also, iherc were 
lawyers, journalists, writers and academics 
who took up arms 'against palriaa'hy on 
many fronts. International Women's Year 
in 1975 sparked olf a large number ol 
research undertakings by the government 
and academic institutions where women 
were the explicit subject ot research. Some 
women made their academic careers in 
this field. And then, over the la.si 15 years 
or.so. has come a new eropof NGOstluing 
'prorc.ssional siK'ial work with a focus on 
gender issues. 'Gender' has - almost - 
become a universally accepted part of 
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acHdemic ami jouraaiisiic vocamiianes. 

ibiMse of us- who cal] ourselves feminists 
in India also carry on struggles with the 
men close to us for assertion of our rights, 
for an extension of freedoms. Tlicsc 
struggles are real, they have their impact, 
f ilwy change the environment in which the 
next generation of women live their lives. 
But in themselves these .struggles do not 
engage with the forces of patriarchy tin 
a social scale. Educated uppcrcaste women 
are granted freedom to work and move in 
society with relative case, as long as they 
respect the hroad rules ot caste and class 
endogamy , minor violations on their pan 
are also accepted. But the dalit or adivasi 
woman in ihe village is still seen as nut 
having any rights. When upper caste, 
educated, middle class women panicipatc 
in hiiildmg orguni.salions for a.sscning the 
rights of such women, they still carry their 
casle identity into Ihe -field’; they can deal 
with biireauctals. judges and the police, 
wtiileadulil womangoing lolhescolllcials 
with Ihe same demands is still, in the India 
of IWK. Ill real tianger ol being raped. 
When the uppei caste leminisls venture 
into the villages and slums now with the 
.iddiiion.il bai king ol loieign lunds. Ihcir 
ogams.iiions may become more siis- 
lainahle bin is iheir inlervcniion any 
longei r.iilieal or capable ol challenging 
the slalus c|uo.’ 

niisisesseMli.illyaeall lot iniros[ioction. 
What we aie saying is ihal die lamiliar 
kinds of leininist initialives taken in such 
a f taeiiiied soei.il coniext are ollcn iieuira- 
lised. Iheir iinpael lar less than whai we 
have hoped I liave Hied lo show Ihal die 
imlialives aie Iheniselves based on a 
liacliiredeoncepiionol whal the women's 
movenieiii is I dunk Ihal -wc’ have lo 
realise dial ihis Iraeiured .social coiiicxi 
also spliiM lilt selves in some fiindamenlal 
.sense, lo go bcyoiul this split wc have lo 
engage wiih die social forces ol caste and 
palnarcliy in a iiuich moreexplieit manner 
Let's pul this 0-1 our agenda 

Notes 

1 .Sec-.c e. KiiiiiiMoi'he'cpamphIcldn Marathi 
Illy lral 1 ^l.lnnh> iiii Ihe isciie ol icsi-iv.iiions 
III! wcimi-ii in p.irliaiiienl ’ Firsily. llie (.IHCs 
ac a gioiip h.no iiiiiii UKlay deiiiamlcil 
iLcci'i'il vt.iis in Icgisl.tlive hoilies This 
iee»tiinien(l.iiMin diK-c nm rieiin; among Ihe 
iiutij jMiinislisieilhv iheManJnlOiminisMun 
III onlor III iiiipioM’ ihc olualion ol Ihe t)BCs 
in light ol then many sulTcrings. Ol eiiiirsc. 
il i\ possihle Ihal a eoriain suclion of sociciy 
may make such a demand all of a sudden ~ 
hill n IS no coineidenee Ihal Ihe demand is 
expressed laily m tlie eunlexi ol Ihe Women's 
Reservations Bill " 

2 Ainhedkar saw the Miwii Smnli as a 
hi afnninieal lexi that embodied tfie subjugation 
orwomenihroughiheeaslesysiciu Aceording 


to mm. Manu lepiescnis Hk histonciti downlhll 
of women from the higher status they enjoyed 
in ancient India It ha.s been argued [e g. Lata 
Mani 1989] that this view of the hrohminical 
senpiurcs. e.speeiafly ihe Mimti Sinriii. os the 
lufidieal basis tor the subjugation of women 
IS Itself the product of a discourse initialed 
in colonial times, when Ihc British rulers 
look issue with certain Hindu praeliccs like 
'sail' and child marriage. Thai discourse, 
which comprises the arguments of the Bnlish 
and Indian pro-reformers, is itself histo¬ 
rically siiuaicd and should not he left un¬ 
questioned. II IS true that Ambedkar saw his 
HCB us a challenge to the law of Manu. 
hut. as mcnlioned above, he did in hts druf- 
ling of Ihc bill draw on a multiplicily of 
Hindu lexis and also on cusiomary pr<ietiees 
of smaller eommunilics. looking for the most 
progressive eleincnis therein His ob|celive 
was to incorporate inlo the eixle principles 
Ihal were rclaiivcly cmuneipaiory for women 
as well as being in snine scn.se Hindu in Iheir 
genealogy 

1 Although Amhcdkui hiin.scll gave a ceiilral 
place lo his work on the HCB. leinarking Ihal 
lie had aceepied Ihe ixisi of taw minisler in 
the Nehru government only lot ihe purpose 
of bringing il into law. his efforls lor the 
einanci|ialion ol women wcie not confined lo 
this. From his hiirnmg of the Miiiw Sinriti in 
1927. tohisaddiess lodalil women at Ihclime 
of the leiiipic entry moveiiieiil. we can see 
Amhedkar as a eoiisisienl champion of 
women s lights, and especially ol Ihc rights 
ot d.ilil women who sultei the worst alioeities 
of painurehy and ilw easie syslein This loo 
musi he legaidcd as a pan ol ihc history ol 
Ihe women's movcmcnl m India IPraliina 
l^udeslll 1997) 

I the Hindu Muiriage Act passed in I9.XS does 
v.ihdale inlercasie marriage and mamages 
viol.iiingcusionnu'yh.insonmarnages between 
s|iccilie calegones ol km in eenaiii eommu- 
miles Bill It IS Ihe 'law-' ol Ihe casle panehayal 
lh.ii lulcs 111 inosi such cases Violenl punish 
inciils foi couples infringing ihc caste norms 
aiv slill eominon in north India, and do occur 
III other pans ol ihe coiinliy also |Prem 
Cluiwdluiry 1997) 

X See Kishwar (1997), however. Madhu 
Kishwar's posiiioii on Ihe issue includes 
ic'|V.iting Ihal Ihc ma|or obslaeie lo OBt' 
woiiwn eiilering politics is the allitiide of ihcir 
men 

') For example. Ihe Nalionul Assoeialion of 
Women's Organisations held a debate in 
Hyderabad on .Sepleniher 16 and 17. which 
ailraeled a much larger altcndanee than the 
orguniscis had antieipalcd No consensus 
c-iiieigcd. bui there was a signific-ani number 
ol women dcniuiiding dial casle uspeels be 


given much moK serirnix thnughl. and ilui 
they are relevant even in the case of Mixsiin 
women 

7 Gail Onivedt has made this sugge.siion in . 
recent newspaper article 

8 Ambedkar, eollceicd wiirks. Volume 14 

9 Nivcdita Mcnon (I997i meulions how a 
joiirnahsi who takes a loi.dly anii-leininisi 
pcxsiliun on another issue ithc .leeiisaiion nl 
sexual harassment made by I A.S oltleer Kiipun 
Dciil Bajai against her senior IPS eolha-aguc 
KPS Gill lean, however qtiiie easily come oui 
in favour nl reservations lor women 

10 Nivedila Morwn (I998l surveys a wuk- lieic 
and brings out some ol ihe problems u 
pniducing "aeeouiils ol hiiiii.in righls oi 
'eili/eas's rights . or. indeed, ieminisi oi 
progressive narratises al ihis hisloiie.i 
lunciuie"; hut herown (losiiitiooii ihe lenitmv 
consensus' on the I >t’(' leinains unele.u Shi 
iellsusthatihiseon.sensusialksal»>ui 'workmj 
on setting up a conipielieiisise gemler-ius’ 
framework ot rights covering not pisi ,uea> 
already eoveied hv |K-rsonal laws, hul also Ihc 
'public' domain ol woik icie.iehes equal 
wages, inaic-iiiily henel'iis. eic) which shoulii 
he available lo .ill eili/ens Wheiv these l.tws 
do nol eonlhe: with |x-rsonal laws, they shoiiUI 
be auloinntically applicable, and wla-re ihey 
do eonnicl. il should lie o|m;ii lo individual 
citi/ens lo make- the choice ' 
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Chowdhuri. Prem |I997' Tinloumg C'uliiiial 
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1997 
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Puhlications. Pune 
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REVIEWS _; 

Limits of Economic Analysis 

Sugata IMarjit 

Analytical Development Economics: The I^ss Developed Economy Revisited 
by Kaushik Basu; Oxford University Press, Delhi, 1998; pp 361, Rs 495. 


KAUSHfK BASU’s AnalviitalDcvelot - 
ment Eennomu's is an extended and 
modified version of his earlier textbook 
on dcvelopmeni. It is now well known 
that Basu s earlier text hasbccnahit with 
both siudeiils and teachers of development 
economics in India and abroad. His was 
the first clean, classroom treatment of 
development economics. The profession 
needed a text badly to teach students how 
to u.se modern analytical tools to focus 
on traditional and contemporary develop¬ 
ment problems. The new and extended 
version includes two additional chapters 
on growth and development and the 
international debt problem. Both of these 
chapters arc lucidly written, the models 
are well explained and the simple yet 
rigorous presentation ol burning issues 
charms the readers. 

Chapters 2 and 3 on the vicious circle 
of poverty and growth and development 
elaborate the age-old arguments in terms 
of recently developed structures. Among 
several papers written on the topic. Basu 
choo.ses the ones which should appeal 
most to the students. One particular 
issue missing in the di.scussion has to 
do with the problem of regional I'ivcr- 
gence and growth, an issue of monu¬ 
mental significance for large developing 
nations. 

The chapters on inllaiion and growth 
and foreign exchange and trade retain 
mo.st ol the analysis available in the earlier 
edition. Basu's emphasis on Kalecki is 
noteworthy since many of the macio 
theorists in the west have failed to 
evaluate the true value of Kalecki's work. 
While the text gives a detailed account 
of the international debt problem, an area 
in which Basu has made notable contri- 
huiions, the chapter on foreign exchange 
and trade seems to be a bit out of date. 
Both the ‘two-gap' model and the .so- 
called 'transfer-problem' arc not the issues 
economists arc currently bothered with. 
The conllici ot multilateralism and 
bilateralism in world trade, liberalisation 
of trade and investment policies in the 
LDCs. trade-related intellectual property 
rights, multinationals, etc, are topics of 
growing interest. These somehow do not 


feature in the text. The paradoxical 
theorem on aid and welfare does not 
highlight the fact that in a two-agent 
setting, with usual preferences, if the 
Walrasian equilibrium is unique and 
stable, paradox cannot be the outcome. 
However, in a three-agent .set-up hi lateral 
transfer may lead to donor enrichment. 
The example Basu provides did come 

II ndcr severe criticism in the trade I iterature 
on the transfer paradox. There is a whole 
issue ot the Journal of Development 
Economics discussing the problems 
associated with ‘Chichilinsky Pro¬ 
position*. Also it seems that the chapters 
are in need of a more explicit empirical 
orientation. 

Basu's treatment of migration, un¬ 
employment and the rural economy is 
impeccable. Osmani's collusive theory ol 
unemployment is a welcome addition to 
the section on surplus labour. Basu makes 
the task of a lecturer fairly ea.sy by 
developing the details of a chapter with 
tlic vision of an outstanding teacher. Yet, 
Ml spite of being the most important 
development economics text of the 
contemporary world, it fails to draw our 
attention to some of the issues which 
shape the economic destiny of millions 

III the third world. 

It is surprising that we never come across 
any di.scussion on the formation of state 
and making of economic policy in the 
text. Neither do we confront a scenario 
where an economist is visibly worried 
about the implementation of a policy, its 
adverse impact on the dominant influential 
political/social wing, its eventual dilution 
or disappearance. Hardly a .section is 
devoted to the issue of governance, 
incentive .structure, social norm, institu¬ 
tional constraints as manifested in the 
problems of centralised planning and/or 
decentralisation, etc. To some extent 
limitations ol the mainstream treatment 
of developmental issues are recognised in 
the little concluding note on the identi¬ 
fication of 'power' and its impact on 
resource allocation. But this appears as 
an appendage of the main content. Lewis's 
seminal piece on surplus labour. Sen's 
work on poverty. Stiglilz's contribution 


on efficiency wage have indeed clari¬ 
fied and'enlightened complex issues- 
isolating logic from rhetoric, serious 
discourse from slogans and 'good' theory 
from ‘bad’ theory. Since economics can 
never aspire to give a definitive answer, 
prescribing good judgment is the most 
that can be suggested. Yet development 
economists in general fail to come to 
terms with the 'post-modern' nature of 
the problems. If modernity is synonymous 
with the inclusion and pragmatic applica¬ 
tion of analytical tools - mathematical or 
other - 'post-modernity' calls for identi¬ 
fying the right problems tor a contem- 
poraty discourse. It is .seldom the case 
that textbooks on development or write¬ 
ups in top development journals deal at 
length with the formation of economic 
policy, setting up of the agenda, imple¬ 
mentation and hegemonic influence. 
Textbooks on development economics 
evolve around a traditional paradigm - is 
policy A the right one for target X. or 
should policy B be adopted'.’ Hardly 
anyone que.stions how policy A has come 
to be formed and how policy B. with all 
its textbook merits, pragmatism and 
rmes.se will neverbe adopted in a particrlar 
country. 

It is not the understanding ot the policy 
it.scit that matters, it is the problem ol 
implementation, in particular social, eco¬ 
nomic and cultural resistance to a parti¬ 
cular policy, which should be fcKused in 
greater detail. A policy which fulfills 
reasonable criteria can be a disaster when 
tabled as a bill in parliament. A policy 
that belies every inch of common sense 
economics may be accepted whole¬ 
heartedly becau.se politicians love it. 

It is true that every book is wntten with 
a purpose. Kaushik Basu's attempt, to 
make students of economics familiar with 
the problems of development, is remark¬ 
able. It is a book like this that gives 
development economics a well-deserved 
respectability in the profession. At the 
same lime, the book is constrained by the 
narrowness of the discipline. It struggles 
to come out of the recognised domain by 
throwing in chapter 15, 'The Limits of 
Economic Analysis*. Basu's own work 
on power, corruption and social norm do 
not find their proper places in the text. 
However, we may conclude oi an 
optimistic note. One may hope that 
sometime in the future, in some later 
editions of the book, the author will 
traverse beyond the mundane and fulfil 
the promise of a mure adventurous text. 


V) 
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From Welfare to the Good Life 

Sarah Joseph 

Theorising Welfare: Enlightenment and Modern Society by Martin O'Brien 
and Sue Penna; Sage Publications, London, 1998; pp viii + 248, £45 (cloth), £ 14.99 
(paper). 


THIS is <me more of the many introductory 
texts which have come on the market in 
recent years. The book discusses a wide 
range of theories and political perspectives 
which the authors teel sue of relevance for 
understanding the organi.sation of welfare 
in contemporary capitalist societies. It 
makes no claim to originality except in the 
manner in which it places the concept of 
welfare in the widest possible political and 
philosophical framework and locates 
important contemporary writings within 
the different perspectives which arc dis¬ 
cussed. It I were to place it within the 
classification well understood by students 
in India - guidcfxmk. tcxtbixik. reference 
book - I would place it among the text- 
b(M>ks. which is where the publishers also 
have located it. 

For the benelit ol readers who may not 
understand the significance of the above 
cla.ssificaiion. let me explain that students 
would define guidebiMtks as books which 
follow course contents fairly closely, and 
which obviate the need lor further reading, 
perhaps even the need to attend classes. 
Tliey re(|uire neither .sophisticated language 
skills nor much understanding since they 
are oftcri leanit by role. The only skills 
needed are ol cutting and pasting, skills 
similar to those performed by any word 
processing programme. Such books are 
obviously based on .secondary material 
and they try not to espouse any particular 
political nr philo.sophical perspective. 
There is a lirm belief among students that 
guidebooks are the key to success in ex¬ 
aminations. Fven successful IAS candi¬ 
dates have been heard to boast about exclii- 
.sively relying on them. However, every 
reader cannot hope ' or equal success and 
altlKiugh Students might blame 'the system' 
for their lack of success, it is likely that 
cla.s.s-bascd skills such as language skills, 
and general knowledge and social poise 
probably provide that crucial extra. 

At the second level, tcxtbtwks would b 
distinguished by being less closely linked 
to particular syllabii, by sometimes ex¬ 
pressing preference for a particular per¬ 
spective. and by requiring greater language 
and analytic skills than guidebooks. 1 
would not here discuss the extra-ordinary 
and continuing success of books like 
Samuclson on economic theory which fall 


outside the mainstream of textbooks. 
Reference books would be those which 
make a substantial contribution to the 
subject di.scussed. In the life of many 
students in India tixlay, all three may be 
supported by a floating pool of notes and 
tutorials which have scored high marks in 
the past. Even if publishers and teachers 
may not always know how to classify a 
book, students work with this classification 
quite ca.sily. It is interesting to note that 
of late some students have entered the 
market as producers of books based on 
their notes and readings. It is good to think 
that our educational system docs not at 
least kill entrcprcnurial talents! But this 
IS a digression. 

The authors of Theonxinn Welfare have 
defined welfare “as a label for a complex 
and unstable mixture of relationships, 
experiences. proces,ses and structures”. 
V'irtually every institution and process in 
contemporary capitalist .societies is in¬ 
volved in the provision of welfare they 
maintain, from wasteland management to 
industrial production to the regulation ol 
lamily life. I'hus it is not welfare in the 
sense of the Beveridge plan which they 
discuss hut welfare as anything which 
contributes towards well-being or happi¬ 
ness. The book claims an interest in 
expanding the potential for welfare by 
helping us understand the welfare impli¬ 
cations of different philo.sophical and 
political - perspcc'ives. Liberalism. 
Marxism. Neo-Liberalism, Po.ststructura- 
lism. Political Economy. Political Ecology 
and Po.st modernism constitute the broad 
headings under which theories and welfare 
policies have been di.scussed. 'Pie wide 
framework of analysis is both a strength 
and weaknes.'- of the book. On the positi'vc 
side, it relates the discussion of welfare 
to contemporary developments and takes 
into account the new internal and external 
challenges facing the state ttxlay. Internal 
changes which have taken place in con¬ 
temporary capitalist societies include 
changes in the techniques and organisation 
of industrial production which arc summed 
up as post-Fordism, changes in the orga¬ 
nisation or disorganisation of capitalism, 
and the decline of the traditional working 
class. External changes include changes 
in the role and functions of the .state in 


an era of global capitali.sm. While the 
sheer range of theories discussed is 
impre.ssi ve, a negative consequence is that 
this often leads to some tedinusne.ss for 
the reader. Further, it also di lutes the cutting 
edge of the concept of welfare. If virtually 
every social process affects welfare, and 
the focus on redistribution and equity is 
removed, welfare would lose much of its 
value either as a goal or as description of 
a particular kind of state. 

A formidable array of theories and 
debates has been discussed in the book. 
One can only admire the capacity of the 
authors to summarise complex debates 
though it is not entirely exegefical. 
Interesting and critical comments are 
interspersed with chunks ol summary. For 
instance, the limits of Keynesian policies 
and Beveridge’s approach arc clearly 
discussed and the welfare state in Britain 
of the post-war years is succintly described 
as a “technocratically supervised distri¬ 
bution ratherthan a redistribution .system”. 
Marxi.sts have for long mainiaincd ju.st 
this but now this view is put forward by 
the authors as liberal wisdom as well as 
common .sen.se though they draw different 
lc.s.sons from this to the Marxists. Welfare 
policies in contemporary European 
societies arc di.scus.sed in the book with 
reference to the changes which have taken 
place in capitalism. Writers like Claus 
Offe and iohn IJrry are quoted to argue 
that there has been a shift of interest in 
tho.se societies from issues of poverty and 
need to quality of life issues and that the 
concept of welfare has changed ac¬ 
cordingly. Moreover, changes in capita¬ 
lism have meant ihai slates have had to 
dcvi.se new strategies to deal with the new 
i.ssucs which arc dominating the politics 
of European societies. Although the 
argument that the issues ol ivdi.stribulion 
and poverty removal are irrelevant may 
provoke some resistance in countries like 
India some aspects of the ci ilique of tradi¬ 
tional welfarism in the book raise*, important 
questions which have not been adequately 
addressed here. The charge that the ever- 
escalating demands tor welfare can only 
promote environmental degradation is a 
serious one. The wcllarc state originated 
in capitalist societies and drew its resources 
from profits made in the market cither 
through the direct involvement of the state 
in priKluction or throi:-;h taxation of prt)- 
ducers. I'his increased pressures lor 
innovation and development which have 
had a disastrous effect on (he non-human 
environment. 1'hc hope was that the state 
would he able to regulate production to 
minimise environmental degradation hut 
the figures quoted by the authors indicate 
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it)4i even ihc Oerman state, which hoK ti’^ 
rctutively gwxi Fecord in this respect. haK 
ivccn quite inelicctive in controlling 
industry. The pntspccts lor developing 
soeioiH's arc ominous. It might seem that 
the logical an.swur.s would be in the 
direction ol pursuing a'distrihutiun more 
vigorously while at the same time trying 
to change the htgh-coiisutnpiion notions 
of well are which have captured the 
imagination ol people all over the globe. 
But the authors content themselves with 
delineating the problems a.s they perceive 
them without eoing into possible .solulions. 
Their mam thesis is dial theories ol the 
wellare state were grounded in the 


enlightenment belief in a manageable and 
predictable uni verse hnd the possibility of 
individual and collective progress and that 
present day developments in capitalist 
societies challenge this worldview, 
mplucing It with a multiplicity ofeompeting 
and intersecting visions of the gttod life, 
riu- hook has tried, with rca.sonable 
success, to explicate the implications and 
s< icial costs ol these dillercm perspectives. 
Ii IS dense with rctcrcnecs and summaries 
of theories hut it also draws attention to 
some important issues concerning wcitare 
today. It could prove u.sclul for those 
mtcrcsied in (he field although the cost 
may put otf individual buyers. 


Publicists and the People 

G P Deshpaiidc 

Prints and Politics: ‘Shibao’ and the (.'ulturc of Reforms in late Qing China 
by Joan Judge' .Stanford University Press, Stanford, California, IW6: pp xiv + 
2Vf), price not stated 


Tlin. uorld ol Sinologv was always 
la.scmalmg (tneol the many reasons why 
il has been so is the emphasis dial world 
ha.s placed on China's and Chinese 
iniellceiiiai aspirations I'hc lole that 
laneuag' pl.iv' in nnuleinis.dion and 
modernio 's lU'scr lost sight ol. The hook 
under leview is one ol that large body of 
work 111 .'\siun hisuirv which diH's take the 
business ol language and modelnity 
seriously. 

Thisisasiudy ol aChmescdaily5/;//wo 
which means The Times cxcepi that the 
paper ilsell chose lo translate Shibao a.s 
'The hiisiern Times' presumably to 
di.stingui.sh Ilsell Iroin the London or New 
York Times I'his newspaper was toiinded 
m l*iri4 in Shanghai and conlinucd its 
puhiicaiioiinll I'it'J This, however, is not 
a study m louinahsin it is lalher a study 
ol the •the pi ml' as a mediaied’ medium. 
In (he lute I ‘hh and early 20lh cemury this 
mediiution played a sigmlieam tolc in 
modernising .Asian Socielies. The people 
mostly respoiisihic lor this were those 
who belonged to rhoiixdenn .shehni or 
'middle level ol society'. It is remaikahlc 
how much the same plienomenon is to he 
seen m die late I dih and early 20lh ecniurv 
India In tact, there was a daily newspaper 
in Pune which was called Kal the exact 
syiionsn. ol Shilmo One docs not know 
d oui hisioiiography «)l the times has 
addressed ilsell lo the problem ol 
.-/ifMigricue shehiii as uiuch as Chine.se 
hisioriogiuphv has done The conimuilies 
and ihi oigaim umiy oi du; Chinese 


societies are rarely questioned. In India 
they usually arc. 

It IS. however, not only the dionittkiif; 
nan which was important. It was its 
lelormism that led to a lot ol significant 
journalism in Ihc early phase It was a 
lunctionol that reformismihat Ihc question 
ol “reconciling China’s cultural heritage 
sviih a new mode oi polities, the one 
sviih which the late Qing publicists 
struggled in their editorials" acquired 
cciuraliiy. it is u eontmmng debate in 
('hinu. As late as the 80s ot this century. 
Joan Judge points out. intellectuals like 
Su Wet. lor example, recommended 
''iciti.sonmg the foreign idea of civil 
society altogether and cncouragc[dl 
Chinese intellectuals instead to search 
lor 'new ideological sources’ fnrmChina's 
own Icg-acy" (p 203) In that sense the 
history ol ettfly Chinese journalism is the 
history ot creation of ideas which seem 
III have had u remarkuhic endunng power 
III China. 

barly Chinc.se journalism acquired 
Hus stains not only because it advoca¬ 
ted a setol ideas It alsosuwdby theeom- 
tnon people and their struggles against 
oppressive economic and political 
policies. An article in Shibao published in 
in It) made imcrc.sting distinction 
between rioters (liianmin) and rebel 
bandits It was eu.stomary to 

dismis:. all opposition, ollcn violent, to 
goNcrnmeni policies a.s rioting ot the 
bandits. In a sense Shibao was the first 
lournut to have distinguished between 


j;rebel1i rioting and banditry. The 
most fascinating chapter of the k^k is 
the one on 'The Common People's 
Causes' naturally reflected in Shibao 
(pp 120-39). 

This book is divided in three sections. 
The first .section (pp 1-75) discusses the 
rise ot the new middle realm, a reference 
It) which has already been made The 
.second section cliscus.ses the relation¬ 
ship between "(he publicists and 'the 
people’ " (pp 79-140|. The pubiici.s(.s are 
presented us the Conlucian noble men 
{fiinzi). These noble men worked on the 
assumption that "the people could be 
iranstormed... I rom the dependent .subjects 
to the creators o( theirowtidestiny''ip 81 1 . 
Il is true, us the author points out. that 
who the people are was never made clear. 
The noble men went on articulating and 
at times shaping the demands and 
aspirations of the 'people'. These noble 
men were certain who the 'system' 
benefited. It was 'corrupt officials' w'ho 
made "the livesof the people increasingly 
difficult". Most writers ol Shibao seem 
to have taken for granted who the people. 
were or who constituted the people. Joan 
Judge, however, has not pursued this line 
ot enquiry. The third pun di.seii.sses the 
publicists in Iheir role versus the power 
holders (pp 14.3-204). This part naturally 
discusses the role ol the press and the 
1911-12 revolution in China, easily the 
most usclul and pcreeplive section ol the 
work. 

The hook is full ot euitoons and 
illustrations, a major pun ol any lively 
journalism. Looking at these euitoons. I 
often wondered if Indian newspapers t m 
Indian languagcsihut isicarnedsueh lively 
eanoons in their pages. Probably not. The 
an of canooning is new to India. Political 
canooning is even more .so. The Chinese 
calligraphy adds its own charm to the 
exercise. A gtnid example ol the same is 
the canooii(dated August 8. I908)giv'ing 
us two views ot tlie national a.s.senbly 
{j>in>/t(n| 'by simply presenting the two 
characters kiio and hio in ihiek or light 
.sirokc.s. 

On the whole. Ihcrclorc. this biMik is 
a significant addition lo (he Chinese 
Studies. It IS weak on political anulysi.s 
because quite oticn Joan Judge states u 
position without going into the political 
implications of the same. The fault must 
be of the times wc live in. The post¬ 
modernist world is also a post-political 
world. Inadvenently. Judge has given a 
good example ol it. In the introduction 
itself, she ideniillcs Lenin as “the chief 
Bolshevik agitator'* (p 4). Docs one ntied 
to say more? 
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Marxism and The Postcolonial World 

Footnotes to a Long March 

Aditya Nigam 

Whar i.\ it that Marx can still offer ns? Why hark hack to him and his legacy? Why not abandon him 
altogether and construct our very own theories? Such queries can he answered hy asserting simply, that 
the major resources that can provide even the starting points of a new emancipatory theory lie within the 
tradition of Marx. More importantls. just as the 'original Marx’ is lost to us, so is the 'pre-marx' era of 
human thought. This es.\ay attempts to open up the space for a reconstruction of a new emancipatory vision 
for the 'third world’, which cannot but draw heavily on marxism, even if it is marsism reincarnated. 


THIS puper IS as inucli ahiiut (he post- 
colonial world as it is about marxism. 
More importantly, it is about the relation¬ 
ship about (he (wo. I use (he term 
■postcoUmial'' here to reler to something 
more than a mere temporal marker - as 
more than something that comes alter the 
end ol colonialism. Rather, it rcl’crs to (he 
entire region of the Three rnntinents- 
since the beginning ol' its encounter with 
colonialism, and through it. theirencoiin- 
ler with modernity, it iherelore points 
towards that wluile range ol' conditions 
(hat murk it out as distinci Irom the tirsi 
world - political, economic, psychologi¬ 
cal and cultural II' colonialism was the 
dominant agent of modcniily in these 
societies, it was certainly no the only one. 
A certain marxism, particularly alter the 
Russian levolution of 1917. bc-camc a 
potent loicc through which the cmancip 
atory ideals ol the secular-mtxlcrn imagi¬ 
nation cniered this worUI. And yet then’ 
remains a eoniinuous tension between 
the high discourse of modernity entailed 
in it and the existential situation ol this 
world, which becomes complicated by the 
day. 

hie end of thi- 20ih century marks the 
end of a gigantic emancipatory projecl. 
probably the largest ever in history (hat 
wascarried out in (he name of that marxism, 
which met its end with the collapse of 
'actually existing socialism'. What I will 
henceforth refer to as 'canonical marxism' 
reprc.senis the demi.se of a certain vision 
of freedom, its rapid degeneration into its 
very obverse - a massive project of social 
engineering, of tiying to lit the whole 
world into One Past and One Future. In 
its entirely misplaced effort to efface all 
diftcrence, it ended up. in the process. 
clTacing it.sclf.^ 

The project of erasing difference began 
from within. In order to be able to cast 
(lie world in the single mould ol the vision 


ol the Third International and its inheri- 
lors. it was first necessary to erase differ¬ 
ence from within its own ranks: its own 
s..’|f had to be reconstituted, in a manner 
of speaking. What 1 call tlw 'footnotes' 
to marxism are precisely those elements 
of its self, tho.se currents ol thought (hat 
comprised its rich variety before the onscM 
ol orthiHloxy. that were waylaid and pushed 
lo the margins. As a matter of lad. loot- 
notes' still have some existence on the 
page of the text, some visibility within its 
overall existence. To that exieiil. the 
expunged parts of the communist sell are 
more like 'endnotes' - pushed beyond the 
Irontiers of visibility which we can see 
only after the chapter is closed (or the 
book'.'). They are what Javeed Alam has. 
Ill the context ol the philosophical tradi- 
iionsofinralcrnity. called the unembodied 
surplus' of (he tradition (Alam forlhcom- 
ingl. Thccommunist/niarxist .self (hat was 
expunged and thus pushed outside the 
text, as ii were, has kepi reappearing in 
dilferent ways indiflcrent limes and places, 
always kce.ping the llainc alive, though it 
has occasionally had to disguise itself in 
conventional modes of appearance. From 
the council movements of (he early de¬ 
cades ol (he ceiilury in Burope, to (he 
various shades of the New Belt students’ 
upsurge in the late 196()s. off and on. there 
has been a revival ol some strands of the 
unorthodox traditions. F.vcn alter the 
collapse, the iilca of a communist future 
continues to survive m very dilferent ways 
and continues to inspire struggles in large 
parts of the world, especially the Three 
Cuntinents, including India. 

I do not intend here to recover ail the 
lost voices - the ‘endnotes' of marxism 
- for they were tiw) context-spcci I it and 
cannot help us in any significant way 
today, except of aiursc, to highlight to us^ 
our own history, to help us understand 
bow one '.sell' - the critical sell ■ ol 


marxism was killed. In this essay. I only 
wish to open tip the space lor a reconstruc¬ 
tion of a new emancipatory vision for (he 
'third world', which cannot but draw 
heavily on marxism, even il it is marxism 
reincarnated. 1 am aware, in me maniK'r 
of the Marx of the (Jrundri.\.\e that ihe 
search for origins, for the 'real' Marx is 
a liilile one. l oroiie thing, he is inacces¬ 
sible For aiiolher. (he world that has 
traversed a century and a half since then 
denianils much more than he can ofler. 
Atici all, it was Marx who coiisiantly 
reminded us that ideas can never have 
traiishistorical validity, dial (hey arise 
V. iiliin given .siK'io-hisiorical coiilexts and 
bcionie meaningful within them. 

What IS It then that Marx can still offer 
us.' Why hark back to him and Ins legacy'.' 
Why noi abandon him altogether and 
construct oui very own theories'.' One can 
respond to such a query by asserting .sim¬ 
ply. that the major re.sotirces that can 
provide even the starling poinis ot a new 
emancipatory theory he within the tradi¬ 
tion of Marx. More im|K)rtanily. just like 
the 'original Marx’ is lost lo us. so is the 
'pre-marx' era of human thought The 
tradition ol Marx permeates Ihe very world 
we live in and the very air we breathe, to 
borrow an expression from ('asmnadis 
(19K7). Any new vision musi tlierelore. be. 
can only be based on an immanent critique 
ol ‘actually cxi.stiiig marxism' and if Marx 
himself allows us the resources to build 
that critique, we can only welcome it. 

An idea ol the unprecedenied theoreti¬ 
cal and cultural diveisity and richness of 
the tradition can be liatl from even aeurstiry 
look ai Ihe v.arious streams of thought (hat 
have been innucnced and inspired by the 
vision and Ihe thought of Marx 
Kolakowski’s majestic Main Currents of 
Monism provides a glimpse ol dial tra¬ 
dition. I say ‘glimpse' because that ac¬ 
count loo is incomplete and tails (ocapiure 
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the developments in the non-western 
world. Bven Kolakowski's otherwise 
brilliant account that consciously tries to 
retrieve the lost currents within marxism 
falls prey to the widely held belief that 
theorising about Europe and the west is 
theory while theorising about the back¬ 
ward colonics must form part of some 
area-specific cmpirical/practical pursuit 
(‘area studies' in the contemporary aca¬ 
demic world). Nevertheless, the volume 
does give a sense of the ways in which 
marxism m its youtli. us a revolutionary 
thcory/vision was adapting itself to the 
conditions where it was taking roots, and 
thus engaging with the complicated va¬ 
riety of the situation. 

Ill this essay, I wish to explorc through 
an investigation of the fate of Marx’s 
doctrine, two inler-rclalcd sets of ques¬ 
tions. The tirst .set of questions relates to 
the problem of the specificity of the 
prisicolonial world and the problems of 
simply ‘applying’ theory horn in the west 
to conditions so very dilfercnt. This prob¬ 
lem is further complicated. I will argue, 
because underlying the theory there was 
always the Hurocentrie assumption of the 
invincibility of the west, thanks to its 
’higher level of development’/ ‘advanced 
iniKlc ol production' and its being pos¬ 
sessed ol the magical wand ot .Science and 
Rca.son - that is History (F-uture History?) 
embodied. The sec. huI .set of qucsiii ms has 
lo do with the ways in which marxism's 
canoni.sation itsell led lo the destmciion 
of the emancipatory potential - both in its 
iheory and in the organisational forms 
mediating its practice. 

Also related to the first .set ol questions 
is 'he entire Indian debate on secularism 
and modernity. I will not go into that 
debate here, but suflice it to note that .so 
far it has been framed in terms of the stale/ 
community and Iradiiion/modernity di¬ 
chotomies. While the Indian debate re¬ 
veals rich insights into the questions at 
issue, it remains caught within its own 
terms. .So for instance, the entire body of 
writings deals with secularism (and mo¬ 
dernity) being colonial impositions and 
ihcrefore stale-centric - for critics and 
supporters alike. The question then really 
hinges on the nature ol colonial interven¬ 
tions in Indian stK'iely. Many critics ot 
secularism would argue that the fact ol 
col .iuul iiuposilion should alert us lo its 
iniK-u-ni limitations, while many .secular¬ 
ists base been arguing dial as the colonial 
stale merely hiiili on processes (and re¬ 
sources) within precolonial society, it did 
not really introilucc a fiinilamcnial rup¬ 
ture. 1 shall merely poiiii out here that there 
was at least one more route through which 


the .secular-modem imaginary entered 
.societies like India’s: this was the route 
of marxism which had neither the burden 
of the stale nor the colonial legacy to 
shoulder and which should therefore have 
made it different in its approach form that 
other secularism. As it happens, the fate 
of left-secularism and state-secularism 
actually converged as the going became 
tough. This. I will argue, had something 
to do with the profound rupture - an 
cpisiemic rupture - introduced by the 
canoni.scd versions of marxism.-'^ 

There is one more problem that lies 
somewhere between the first and the 
second. Marxism travelled eastwards 
through the agency of the Comintern - the 
codified canon embodied - or through its 
con.stilucnt ‘sections' like the Communi.st 
Parly of Great Britain (CPGB), in the case 
of countries like India. There is therefore, 
u complicated dynamic in the way the first 
problem is it.scll mediated by the .second 
circumstance. One of the problems of 
'applying theory’ in this fashion is that not 
merely the cultural but also the politico- 
hi.storical context and specificity of the 
countries where the ‘application’ is in¬ 
tended gets ignored. What happens if the 
application is undertaken through the 
mediation of a highly ccnlrali.sed and rigid 
structure like the ("ominlcm, therefore, 
w'lll form a part of the following discus¬ 
sion. 

I 

On the l.5()th anniversary of The Coni- 
ninnist Manifesto, there is a fundamental 
question that needs to be asked. In order 
to po.se the question I will first quote a 
pas.sage from one Tricontincntal marxist; 

In a book publishc'd by the Argentine 
historian Gustavo Bey haul concerning the 
problem of race in Latin America, for 
example, we find a number of interesting 
references to Engels among otherx. In an 
article published on January 2.'t, 1848 in 
tlic Deutsche Zeitunft and another pub- 
1 1 shed i n February 1849 i n thcNewZeiumg, 
Engles discusses the war of 1847 between 
ilie United Slates and Mexico. He refers 
quite unambiguously, to the positive cha¬ 
racter of American expansion in Mexico, 
insofar as it rcpre.senls the expansion of 
an advanced civilisation...This could be 
extended even, let us say. to cover Viet¬ 
nam a cen II y later fAbdel-MaIck 1981). 

Abdcl-Malek's ironic remark pointing to 
the fact that a century later the same could 
undci no circumstances be extended to 
Vietnam says .something abrtul the pro¬ 
found change, the radical alteration of the 
terms ofdiscour.se that had already taken 
place in marxism during the intervening 


c^titi^. Was this simply because thenature 
of capitalism’s expansion underwent a 
qualitative change with the appearance of 
imperialism? Or was it the ca.se that with 
the appearance of Lenin’s imperialism. 
The Highest Stage of Capitalism, the basis 
was laid for the complete transformation 
of marxist discourse? There are any num¬ 
ber of quotations that can be marshalled 
from the writings of the founders of 
marxism and Abdcl-Malek (1981:81-82) 
has furnished .some of them to show how 
19th century marxism shared a common 
ground with Orientalist discourse - in fact 
was largely located within il.^ What is 
relatively uninve.stigated is the transfor¬ 
mation referred to above. 

In 1848, The Communist Manifesto 
proclaimed: 

The btturgeoisic has subjeded the country 
to the rule of the towns. It has created 
enormous cities, has greatly increa.sed 
urban population as compared with the 
rural, and has thus re.scucd a considerable 
part of the population from the idiocy of 
rural life. Just as it made the country 
dependent on the towns, so it has made * 
barbarian and semi-burburian countries 
dependent on the civilised ones, nations 
of peasants on the nations of bourgeois, 
the cast on the west" [Marx and Engels 
I982:.39J. 

Notice that the tenns ‘rural population', 
‘country' ‘barbaric and scmi-barbaric 
countries’ and the ‘cast’ arc all analogous 
categories - repositories of idiocy (the 
lack of Reason?), embodiments of a past 
that was unproblematically and unadultcr- 
atcdly ‘barbaric', which otten enough, it 
undoubtedly was. Since then, things have 
changed significantly, so that today, if at 
all marxism survives it docs so in the 
Three Continents. Its long march has tra¬ 
versed not merely one and a half centuries, 
it has moved from the west where it was 
born, to the east which it saw as the habitat 
of the barbarians and the irrational, and 
where it found its most enduring resi¬ 
dence.^ 

If in the I99()s, the only hope of all 
shades of marxists resides in the Three 
Continents, I shall suggest, once again 
taking the cue from Abdcl-Malek. that 
what happened in this peritxi to maixist 
theory, crucially, was the displacement of 
the historical/cconomic dclcrminist prob¬ 
lematic and the centrality acquired by the 
‘.specificity of the political’. If the 
celebratory tone of the Manifesto was 
predicated upon the ‘higher technological 
and cultural/civilisational levels’ of capi¬ 
talism (that made it the ‘uncon.sciaus tixil 
of history’). the Lenini.st-Maoist moment 
of marxism’s development privileged the 
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political - the revolutionary potential of 
the oppressed peoples and the peasantry 
t'f the colonial world and. in its later form, 
of the ‘third world’. There are major ten- 
.sions on this point in the writings of Lenin, 
whose initial faith rested on the west and 
subsequent to the October revolution, 
specifically on the European proletariat 
which would be the standard-bearer of 
world revolution. Weshailencountersome 
of these later in the discussion. The Maoist 
movement, on the other hand, in the enun¬ 
ciation of the contradiction between ‘na¬ 
tional liberation struggles and imperial¬ 
ism' as the central and focal contradiction 
of the epoch, (at the time of the Great 
Pniletarian Cultural Revolution), repre¬ 
sents the complete displacement of the 
cconomistic problematic. The fact that the 
Chinese people were ‘poor and blank’ 
became the virtue, the source of their 
revolutionary energy. The subsequent, 
completely bizarre form in which this 
expres.scd itself in the .so-called Three- 
Worlds Theory, also represents to an extent 
ihecxtensionofthe same dynamic -though 
that has a lot to do with the specific nature 
of power-struggle within China and ex¬ 
ternally, with China‘s battle for supremacy 
within tiu' international communist move¬ 
ment with the Soviet Union. The populism 
of the postulate of the ‘convergence of 
interests of the US and the U.SSR' wa.s- 
probably meant to rally the movements in 
the Three Continents with pure rhetoric, 
unable as China was to compete with the 
U.S.SR in supplying arms to them. That 
should not however detract us from as¬ 
sessing the tlieoretical significance of that 
rhetoric. Nor need that lead us to any 
concession in assessing the disaster that 
was the Cultural Revolution. 

II 

A ME’nioooi.oc.irAi, Dftour 

Before going into the .specific substan¬ 
tive issues of the problem, it is necessary 
to clear certain methodological points 
.straightaway. Frrim within the writings of 
Marx, it is possible to sift out pa.ssages 
and quotations supporting di f ferent metho¬ 
dological standpoints - from the extreme 
hi.storicism and humanism of a Lukacs to 
the extreme anli-historici.sm, anti-human¬ 
ism and structuralism of an Althus.ser. 
Irom the economism/economic determin¬ 
ism of the Second Inlernulional and Stalin 
to the ‘politics in command' of a Mao 
Zedong. As I indicated in the beginning, 
it is not possible to extricate ‘the real 
Marx’ from this bewildering array of in¬ 
terpretations. Since we always read texts 
Irom our own specific hi.storicul locations. 
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it is simply necessary to specify my Marx. 
As will be seen, this Marx is closer to and 
influenced by Althusser’s though, in some 
a'spects, very dilTerent. My main differ¬ 
ence with Althusser here is that unlike him 
I do not consider the search for an authen¬ 
tic moment in Marx either fruitful or valid. 
I'hcrc cannot be a neat pcriodi.sation that 
says that after one particular point there 
is a scientific and mature Marx, who alone 
we can look up to. 

In the famous 1857 Intnxiuction, sub¬ 
sequently published in the Crundrisse. 
Marx conducts an elaborate discussion on 
the 'method ot political economy’. He 
says. 

Bourgeois society is the most developed 
and the most complex organisation of 
production. Tlie categories which exprcs.s 
Its relations, the comprehension of its 
structure, thereby also allow insights into 
tlic structure and relations of production 
ol all the vanished social foi-mations out 
of whose ruins it built itself up, whose 
partly still unconquered remnants are 
carried along within it, whose mere nu¬ 
ances have developed explicit significance 
within anatomy contains a key 

to the malomy of the ape. The intimations 
of higher development among the subor¬ 
dinate animal species, however, can he 
utuler.Ktood only after the higher develop¬ 
ment IS already known. The bourgeois 
economy supplies the key to the 
ancient...But not in the manner of those 
economists who smudge over all histori¬ 
cal differences and see bourgeois relations 
in all forms of society. One can understand 
tribute, tithe, etc., ifone is acquainted with 
ground rent, but one must not identify 
them... IMarx 1973; 10.5 J (emphasis added) 
It would therefore, be unfeasible and wrong 
to let the economic categones follow one 
another in the same sequence as that in 
which they were historically decisive. I’heir 
sequence is determined, rather. h\ their 
relation to one another in modern hotir- 
geois .society, which is precisely the opjto- 
site of that which .seems to he their natural 
W<T...libid:l07J (emphasis added) 

This is the premise that informs much 
of the Crtmdrisse and much later. Marx 
remarks once again that. “(I)n order to 
develop the la ws of bourgeois economy.. .it 
is not necessary to write the real hi-sto'y 
of the relations of production” tibid:46()j. 
What Marx underlines here is that the past 
is always available only through the 
present: that it is only through the catego¬ 
ries of thought produced in the present, 
through the language we inhabit that we 
can really make sense of the ‘facts’ that 
constitute the past. That therefore, the 
possibility of return to Ihc origins is not 
only historically closed, it is also cpislc- 
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mologically absent. To elaborate. Marx is 
here anticipating the postmodernist/ 
poststructuralist lhcsi,s that there is there¬ 
fore a radical uncertainty abtiul the past 
(‘the myth of origin’) for then? will be as 
many pasts as there arc presents; that at 
every turn of the present we rcdi.scover 
and reconstruct our narratives of the past. 
The piTe.sent. however. Marx hiin.self tells 
us, is never available as Tnith. lor there 
is always the ‘truth’ of the pmlctariat 
against the ‘truth’ of the bourgeoisie. To 
a certain Marx of the I9fh century, this 
problem of truth is re.solved through the 
resort to a metaphysical teleology; the 
proletariat as the embodiment of the truth 
of universal history. If that recourse is not 
possible to our Marx, the pmblem of truth 
is destined to remain unresolved. There 
arc bound to be contending claims of truth 
and correspondingly, contending con.struc- 
tions of the past. This is tme as much of 
Marx himself for this way of reading Marx 
is also possible only in this present - the 
present of the decline of certainties of jhc 
univcrsalist discourses ol the past. 

If the impossibility of knowing the past 
Irom an archimedean point was already 
evident to Marx, why did he nc't pu.sh his 
point further and become the first 
postmodernist'.' Marx him.self would prob¬ 
ably forbid .such a question but let us 
venture Oigucss. It is interesting to see that 
he was aware ol some of the uses to which 
h'S argument could have been put and 
grapples painlully with the possibility in 
later passages. Having demolished in no 
uncertain terms what Allhus.ser would call 
‘the hi.sloricist fallacy’, he is faced with 
the following dilemma; In the context of 
bourgeois society, would he not, even if 
by default, be playing into the hands of 
(the arguments of) bourgeois eeonomi.sts 
who considered its categories (and bour¬ 
geois economy itscIO as eternal/natunir.' 
This is how he poses the question; 

Although it is true...that the categories of 
bourgeois economics possess a truth for 
all other forms of society, this is to be 
taken with a grain of salt. They contain 
them in a developed or stunted, or cari¬ 
catured fomi, etc, hilt always with an 
e.s.scntialdifference. The so-called histori¬ 
cal presentation of development is 
founded,...on the fact ihat die l.'iiesi form 
regards the previous ones .is steps leading 
up to itsell, and since ii is only rarely and 
only in quiic specilie conditions able to 
critici.se it.sclt...it always conceives them 
onc-sidcdly. The Chri.stian religion was 
able to be of assistance in reaching an 
objecti VC of earlier myihologicson/v when 
It own .self-criticism had been atcom- 
plished to a certain degree...Likwise. 
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biiurgcoij. ixanomics arrived at an unde^ 
standing »l Icudul. ancient. nricnUil cc«>> 
nnmics only aftvr the self-criticism cf 
howgrois society hut! heguii (ihid:l()6|, 
j (ctnphasiK added) 

t The tension is evident; it is true that 
1 bourgeois economics holds a truth for all 
• other forms, but how can that be? It inu.st 
; therefore he with an essential dilfercncc. 

, Yet, is that the Icnstun? Probably not. 
More likely, it is a tension between the 
Marx ol out reading and the other Marx 
- the seeker ol truth. There is therefore 
a conllalioii ol two oiders ol truth. In the 
vcr\ liisi sentence ol the pa.s.sagc, ‘it is 
true' relers to a historical/coniexiual/con- 
tingcnt truth but in the same seiiienee. the 
rclercnce that these categories possess "a 
truth for all other lorms oi society", ap¬ 
pears a.s an eienial. tianscendetital truth 
that lus own relleciions show to he im¬ 
possible. 'That Is why he has to clumsily 
.slate that this is revealed in a one-siilcd 
and carieatiired loriii. 

The last pass.ige however also reveals 
to us an iMiportaiii hut rel.itively 
untheorised wiicgoiy ol Marx that is ol 
(.entral imporiance in the priHluciion ol 
knowledge. This is the calegoryol 'sell- 
criliiisoT Ol what can also be called the 
iiumaneiu ciilii|ue What precisely is this 
'self-eiilcisiir and what does it help re¬ 
veal? .Siiiely this sell-criucisiiKannol mean 
that suddenly, one line ilay. ('hrisiianiiy 
or houigeois economics became (thiough 
some change ol heart.') more scll-rellex- 
ive It makes moie sense to sec this sell- 
crilicisin a.s ihe bieakdowii ol the 
hegemonic discourse within which past 
loims had Ix-en constituted in spccilic 
ways that lusiilied the hegemony ol fbe 
hegemonic lorces. It ('hnstianily or bour¬ 
geois economics had to make KHun lor 
accominoilating more cmpathetic waysol 
understanding paganism or pre-bmiigeois 
l(H'ius,tl waspiei isely hecauseol ihisbreak- 
dnwnol theirhcgeini my. Charateristically. 
it is in these nioiiients ol break that spaces 
are created lonc-a-.sessing/ re-appiehend- 
ing objects/loims/taicgories rendered 
invisible by the striiclureol Ihe hegemonic 
discouise 

Now. what applies to the uiscourse of 
Christianity or bourgeois economics, must 
apply equally to any discourse including 
Marx'sown. which in its subsequent Irans- 
lormaiions. beiaine as theologically rigid 
as say, Chrisiianny. I am especially think¬ 
ing ol the inarxisin ol Ihe Secoiul and 
Third Iniein.iiionaK It must equally 
iiU|Hiiiaiitl\ . apjiK to Ihe discourse ol Ihe 
Hnlighlenmeni. in winch Marxism consti¬ 
tuted a momeiii ol sell criticism. The 
pieseni coniiiiKiuie. th.ii ol the posisoviet 


world and Ihe collap-sc of the hegemony 
of canonical marxism and of Enlighten¬ 
ment di.scourse affords us pn!ci.scly the 
opportunities of recon.stituting the pre- 
modcm/pre-capilahst forms within Ihe new 
liiscourse of •.self-criticism". Since every 
negation is always-aircady an affirmation, 
let there be no illusion that this sclf-crili- 
cisni of the postmodern conjuncture would 
not also be bound to he predicated upon 
a series of repressions - of certainties of 
iini vcrsalism. ol self-transparenl/transcen- 
dentul subjectivities, ot the search for 
origins, to name a lew. 

Ill 

In 1848. when the Mantfesto was pub¬ 
lished. the west was the centre of the world 
.ind the world revolution, and the ea.st 
I igiircd in the document - as in many other 
pronouncements of the founders of 
marxism - as a mere remnant of the past. 

I have already quoted some of the relevant 
p.issages above. Not only arc they steeped 
III Orientalist common sense, they are also 
billy in line with the metaphor of darkness 
and light that is the central organising 
piiiieiple ot the (mhghtenment. I have 
however quoted these passages not to say 
that Miux was an Orientalist or racist. The 
point IS piecisciy the reverse: Even for a 
revolutionary like Marx, it was not pos¬ 
sible to apprehend these forins/lomiations 
by stepping outside the discursive hori/.on 
III lus times.'* What were different soci- 
eiies, ditlerent cultural configurations 
located outside the physical space of the 
l.nlightenment. became translormcd and 
constituicd as temiiorally prior - as relics 
ol the past whose dissolution had to he 
welcomed as they represented backward¬ 
ness. The ciLst was backward because of 
Its superstitious bclicis in religion, magic, 
soicery and the like; never mind if nialh- 
emalics. print technology and gun powder 

the three major powers ol modernity and 
coloniaiism were discovered/invented in 
Ihe east. Il had lo wail lor the west to 
civilise It. to bring it lo light. 

l einando Claiidin il‘.)7.‘>) has. in his 
studied and exiiemely well documented 
account of the Communist movement, 
pointed to the degeneration of the marxist 
doctrine under Stalin. He has .shown how, 
in eountry alter country, it was the needs 
ol Ihe Soviet stale and Stalin, that were 
ll•sponsil e for turning Ihe defence of 
luai.xism anJ the internal revolutionary 
snuggles into a subordinate position to the 
defence of the Centre ol World Revolu¬ 
tion. This centre, according to him was 
once the Comintcni that had already 
become Ihe insinimeni ol .Soviet foreign 
policy intctesis but Ihe problem was that 


even that entailed aome mediauny forms 
like consultations with leaders of some of 
the important panie.s, particularly those 
who were repre.sented in the executive 
committee of the Comintern (ECCI». 
Claudin argues convincingly that it was 
the need to do away with these minimum 
impediments to the complete annexation 
of the communi.st movements in different 
countries to Soviet interests that led to the 
Comintern's dissolution and its replace¬ 
ment by the Soviet .state as I he new centre. 
Claudin argues here as a niurxi.sl and his 
argument is radically different from Ihe 
type of cold war writings that were once 
the .staple of western marxology. 

In the history of theComintem. he shows 
how the problematic category of the "east' 
appeared as a crucial one through succes¬ 
sive struggles within. He shows that Lenin 
him.scif was till as late us I 12. a European 
at heart. In his article on the "Awakening 
of A.sia’. written in the wake of Sun 
Yalsen’s revolution in China. Lenin wnitc 
welcoming the revolution- 

Docs that mean ..Ihiit the inatenalisi west 
has hopelessly decayed and that the light 
shines only Irom the mysiic. religious 
east? No. quite the opposite It means that 
ihe east has definitely taken the western 
path, that new hundreds of millions itf 
people will Irom now on share in the 
struggle for ihc uleaK which the wesl has 
already worked out lor iiself ICiaudin 
I975:.‘i0| 

There is a long liistoiy to Ihe way in 
which l.oniu came to reappraise the siUi- 
alion and theon.se Ihe ri.se ol imperialism, 
especially alter Ihc revolution and ihe 
formation of the Comintern, when he 
actually had to deal with the question of 
the "backward nalionnlilics' within Soviet 
Union and in the world at large. Much of 
that history' is well docuinenled and need 
not be recounted here. I shall merely 
reeounl some of Ihc telling instances 
below. Claudin'saccountcicarly maps the 
changes in Ihc altitude of the Comintern. 
He claims that the First Congiess almost 
completely ignored the question of Ihe 
colonics and 

expres.sed very clearly theiradiiional ideas 
that were strongly roolal m the minds of 
Ihe marxisis; "The cnianeipaiion of the 
colonies is possible only in coiijtinciion 
with the emuiicipalion of the ineimpolii.in 
working class. "The workers and pca.sant.s 
not only of Annain. Algiers and Bengal, 
but also of Persia and Armenia, will gain 
the opportunity ot mdependeni existence 
only when the workers ot tnglaiul and 
h ranee htiec overthrown Uoyd George 
and Clemenceau...' jCluudin 1975:2461, 
(emphasis added) 
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Ctaudin argues (hat three things hai^nccl 
between the First iuwl the Second Con¬ 
gresses that put the ‘national and colonial 
question* on the agenda. First, (he ebbing 
ol'the proletarian revolutionary tide in the 
west. Second the upsurge in the colonics 
and third, the sharp rise ot the national and 
colonial que.stion inside the Soviet Union 
[ibid]. 

The Second Congress, which was at¬ 
tended by many delegates from the colo¬ 
nics. saw the almo.st complete reversal ol 
the ahiivc position in the stand taken by 
these representatives like M N Roy. 
Claudin quotes the report of the Congress 
Commission on the National and Colonial 
Question, which said that “Comrade Roy 
defends the idea that the fate of the revo¬ 
lutionary movement in Furopc depends 
entirely on the course of the revolution in 
the east" |ibid:2471. Roy was. of course, 
basing his argument on the idea that as 
long as the imperialist powers continued 
to extract supcr-prolils Irom the colonies 
they wouki never enter into a terminal 
crisis ol capitalism. Lenin countered Roy 
by rclcrring to the tact that "(l)ii spite of 
die lad that the proletariat m India num¬ 
bers five million and there are .17 million 
landless peasants, the Indian communists 
have not succeeded in creating a commu¬ 
nist party.. 77i/.\ Uut atone shows thatCom. 
Hoy's views an lo a lart’i extent un- 
foianletr (emphasis addedi |ibid'248| 
(’learly I.enm was hilling below the hell 
by pulling forward this entirely non-lheo- 
relical argument. This fad really showed 
nothing so far as the question at i.ssuc was 
concerned. 

The Third ('ongress. held a year later, 
completely bypassed the issue due lo 
ceitain strategic requiremenlsof the I JS.SR 
I will not go into the details ol thc.se 
requirements but sul I ice it to note that Roy 
had to protest against it while making his 
rcpi>ri on Intlia. w here the mass movement 
was reaching unprecedented heights. I 
quote: “I have been allowed live minutes 
for my ivport. As this theme cannot be 
dealt with adequately even in an hour. I 
wish lo employ these five minutes lor an 
energetic protest." He went on to remark 
that "the way in which the eastern ques¬ 
tion has been dealt with at this Congress 
IS puiely opportunist and is worthy rather 
ol a'Congressofihe Second International."*' 
In the lilth Congiess. the issue was raised 
loreefully by the Japanese Communist 
Party delegate Sen Katayama and Ho Chi 
Minh (then Nguyen Ai Quoc). 

It is iiiiere.stirig in this context, lo 
note that at the l ourlh Congress. Tan 
Malaka of the Indone.siaii CP narrated the 
story of the CP s collaboration with an 


oragani-sation called the Sarckat Islam. 
He said: 

...We collaborate with the Islami.sts... 
Between 1912 and 1916, this union had 
one million members, perhaps it had three 
or even ftnir million. It was a very large 
proletarian union which sprang up spon- 
taneoiisK .aid was very rcvolulionaiy. Until 

1920 we lollaborated with this union...In 

1921 we siiiceeded in making Sarekat 
Islam adopi i>iir programme and it went 
into the villages agitating for control of 
production and for the watchword: 'All 
powci to the piHir peasants and to the 
prolctanat. However, a split oceurred in 
1921, owing to the tactless criticism of the 
leaders of the .Sarckat Islam. The govern¬ 
ment and its agents made use of this split, 
and also of the decisions of the Second 
Congress of thcCominlcm, to light against 
Pan-lslamism. 

In the niid.st of this narration Miirchlcwski. 
w ho was at the Chair, interrupted: “Your 
1 line IS up". To this Malaka replied, “I have 
come from India, it look me 40 days to 
come here" and coni inued amid.st applause, 
to express what can only he described as 
the most crucial exi.sicntiul crisis of a 
tommunisi of the colonial world: "thev 
(the Sarekat Islamists) are with us 'with 
their stomach' (to use a iio/iular e.xpres- 
sum) hut with their hearts they remain with 
the Sarekat Islam-with their heaven which 
li e cannot give r/ic/ii."(cmphasis added) 
(Clandin l97.‘):Noic 87, Chapter 41 
It this was the situation in (he colonies 
in the rest ot the world, the situation inside 
the U.SSR was no different - in fact, it was 
more complicated. Claudin writes of the 
.Muslim peoples ol central Asia: “Tsarist 
colonisation hud taken in these regions ..an 
Algerian’ lorm: settlement by Rii.ssian 
colonists (peasants and also some work¬ 
ers). who inevitably acquired a colonialist 
nicnialiiy. When Bolshevik power was 
established in the heartland of Russia, this 
Ru.ssian minority...at once became 'So¬ 
viet' and Irom its ranks were recruited 
manyofthe Bolsheviks' whowcrelotakc 
over (he leading functions in the new 
institutions." In 1920. Lenin .sent one of 
his closest collaborators, Safarov, to study 
the problem and C'laudin remarks that 
.Safarov was to write some years later Inal. 
It was inevitable that the Ru.ssian revolu¬ 
tion should have a eokiniah.st character in 
rurkestan. IlicTurkesliini working class, 
numerically small, had neither leader, 
programme, party nor revolutionary 
tradition.. I InderTsarisi colonialism, it was 
the privilege of the Russians lo belong to 
the mdustriiil pmlctanal. For this reason, 
the (til uilorship of the prolelaiial look on 
a ixpii ally rotonuilisi charactei |Claiidiii 
I97.‘):2.‘i6-.‘>7| 
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At the famous Baku Congress of the 
Peoples of the East, Narbutabekov from 
Turkc.stan made the following impassioned 
plea: 

Wc. ..have faith in our. .leaders of the world 
prolctanat - comrades Ixnm, Trotsky, 
Zinoviev and others, hut all the same we 
must stalc...wha( wc want, and the voice 
of the Muslim workers anrl the peoples of 
the east must be heard...Evuryonc knows 
that the cast is utterly ditfcrcni from the 
west and its interests arc different - thus, 
rigid application ot the ideas ot Commu¬ 
nism will meet with resistance in the 
cast...They (the leaders] should come and 
sec for themselves what is happening in 
our country, what exactly the local au¬ 
thorities. whose policies drive the work¬ 
ing masses away from the Soviet power, 
are up to...(l)n shedding our blood on the 
Turkestan tronis against the enemies of 
.Soviet power, wc bound up our lives closely 
with the working masses ol the whole of 
Russia and the accusations of chaux’inist 
tenilencies made against Turkeslani lead¬ 
ers must he dropped. .1 tell you comrades, 
that our Turkestani masses have lo fight 
on two fronts. On the one hand, against 
the evil mullahs at home, and on the other 
against the narrow nationalist inclina¬ 
tions ol local Europt'ans (emphasis added) 
(ibid: Note 85. chapter 41. 

Notice the use of terms like 'our coun¬ 
try' antk'local Eumpeans' . Notice also the 
fact that already (he complexity of conflict 
between Iwal cultures and high ihetiiy 
was being played out - the laller talking 
the language ot uiiivcr.sulism while the 
former were asserting their ineradicable 
difference. In fact. Narbiilakeiov’s,speech 
shows how (heir idea of universalism was 
predicated precisely on the recognition of 
difference - otherwise the fear was that 
in (he name of universalisin. local Euro¬ 
pean nationalism would ride rough.shod 
over them. Hence, the fight on twti fronts. 
Between him and Tan Malaka. we sec the 
really repressed vtiices ot marxism, the 
(races of which we would find ditllcult to 
retrieve. The long history of marxism'.s 
sojourn in the cast in fact, can be seen as 
one of continuous struggle between these 
two imperatives, between the dictates of 
a theory which talked an abstract language 
but was steeped in European traditions 
and therclorc dismissive nt other tradi¬ 
tions and. the imperatives ot making their 
own revolution whicli could not afford 
to adopt an insirumcnialisi attitude, let 
alone be sell-deprecatory about their 
own cultures. 

Most of the time however, as Abdel- 
Malck (1981:86) rightly observes, the 
commuQ^ts from the colonies “were less 
concerned lo expound theses than to say: 
wc cxis To some extent, Roy did try 

"I 



to theorise but then, in his theoieticat 
prcdelictions he was more European than 
most other colonial marxists. His theori¬ 
sations therefore, were mainly confined to 
a.s.sening the importance of the eastern 
question and to demonstrate that it could 
not be made politically subordinate to the 
ta.sks of the communists in the west. Of 
all the Tricontincntal marxists. it was Mao 
T.S'Ctung who went furthest in his effort to 
theorise though, as we shall .see ihe.se 
efforts too fell far short of the require¬ 
ments It may be useful then to look at 
some of his forays into theory. 

IV 

Three concepts .seem to be ol crucial 
importance to Mao I'.setung's attempt at 
dealing with the app'icalion of marxism's 
predominantly European theoretical para¬ 
phernalia and the rigid imposition of the 
Comintern's code. First, the ‘law of un¬ 
even development' as an absolute law. 
Nothing 111 the world develops ah.solutely 
evenly ', he proclaims jMaoTsclung 1997: 
Vol I, p ^ t6| Through this assertion. Mao 
in an almost in.stinctivc fashion .subverts 
the metaphysical positivist desire of find¬ 
ing laws and regularities governing hu¬ 
man societies - much of which baggage 
marxism had itsell inherited through the 
Second and the Third Internationals. 
.Second, he makes what is his central 
conceptual move through his enunciation 
of the ‘particulariiy and universality of 
contradiction'. The universality of the 
contradiction is simply the idea that ‘con¬ 
tradiction exists in the development of all 
thmgs‘; that ‘it is preci.sely in the particu¬ 
larity ol the contradiction that the univer¬ 
sality resides' IMaoT.sclung 1977: Vol 1, 
p .^Ib]. Universality, .says Mao, is ca.sicr 
to understand hecau.se ‘it has been widely 
recognised' since Marx. Engels. Lenin 
and Stalm. but “the particularity ol con¬ 
tradiction IS still not clearly understood by 
many comrades, es[)eciully the dogma- 
ti.sts.""’ 

Notice here the second major subver¬ 
sion: If universality of contradiction was 
to a certain marxism, the universal appear¬ 
ing, a/o a certain niarxi.st Hegel.*' ineach 
particular and each particular representing 
a mere moment of the universal. Mao in 
one stroke, completely reverses its mean¬ 
ing. The particular now becomes the only 
way in which the universal can appear. 
This IS Mao's famous law of contradic¬ 
tion. This notion is the second universal 
truth. The two siatements together consti¬ 
tute what Mao calls ‘the universal truths' 
of Marxism, thus holding on the idea in 
words but inteipreiing it in a way that 
practically denies it. In his rendering then. 


this is universality, but one which has no 
attribute of its own; it acquires every¬ 
where the attributes of the particularity. 
That is why Mao can ask: “Why is it that 
the Chine.se revolution can avoid a capi- 
tali.st future and be directly linked with 
socialism, without taking (he old histori¬ 
cal road of western countries..?*’ and 
answer: “The sole reason is the concrete 
conditionsof the time" [MaoTsetung 1977: 
Vol I. p 341). 

By making these moves Mao is further 
able to complicate notions of subjecti¬ 
vity and agency handed down by the 
inicriialioniils Contradictions exisi. ai 
cording to him, not only between the 
exploiters and (he exploited, but equally 
importantly, ‘among the people'. In the 
concrete conditions of China, he refers to 
“contradictions within the working cla.ss, 
contradictions within the peasantry, the 
contradictions within the intelligentsia, 
the contradictions between the working 
class and the pcasantry”.ctc (MaoTsetung 
1977: Vol V. p 385). 

It is true that Mao never theoretically 
billows through and works out the ideas 
of subjectivity and agency in the light of 
llicsc formulations but all through his 
practice wc can sec (hat he is acutely aware 
ofthe implications of the above. It is easy 
to .sec that, pul this way, simplistic notions 
like a ‘class-in-itsclf turning into a ‘class- 
(or-itsclf - another specilically 19th cen¬ 
tury Europcanisni-became impossible to 
conceive. For, having already posited the 
contradiction within the class, it is neither 
possible to simply derive class conscious¬ 
ness Inim cla.ss po.sition, nor think of a 
single unified will of a class - expressed 
through a single party. Nccdle.ss to say, 
attributing a 'tclos' of Hi.story to that is 
well-nigh impossible. 

In case we had any doubts. Mao goes 
lunher. True, he docs pul ‘contradictions 
nmong the people’ in the category of 
iioii-anlagonistic contradictions' as op¬ 
posed to ‘antagonistic' ones among the 
exploiters and the exploited. Yet. these arc 
not fixed categories which can only be 
resolved in one particular way, consonant 
with (he larger telos. ,So he argues that one 
can easily turn into the other. "(T)his con- 
iiadiction between the two classes (the 
national bourgeoisie and the working 
class), if , mpcrly handled can be trans¬ 
formed into a non-antagonistic one and he 
resolved by peaceful methods" [Mao 
Tsetung 1977; Vol V, p386]. On the other 
hand, “(I)n ordinary circumstances, con¬ 
tradictions among the people are not 
aniagonistic...hut if they are not handled 
properly...antagonism may ari.sc” (Mao 
Tsetung 1977: Vol V, p 3911. 


The phrase ’if handled properly’ then 
leads us to the third concept of Mao’s; 
politics in command. Nothing but ttw 
limiting conditions arc provided by the 
economy and the logic of production. The 
rB.st depends upon politics, upon how forces 
are rallied, how alliances are struck, how 
struggles are conducted and what 
organisational forms mediate each of these. 

We must however, be cautious while 
understanding the use to which Mao puts 
these concepts. He wanted to puncture the 
rigidly structured and codified canon of 
(he Comintern and create the space for his 
own activity. The political task of accom¬ 
plishing the Chinese revolution demanded 
a partial rejection of that canon but in the 
balance of world forces then existing he 
could not afford to become another Tito 
- excommunicated by the communist 
world. It was to create this space that the 
idea of a particularity that not just ex¬ 
pressed the essence of the universal but 
was an entity in its own right, beeme 
important. The theoretical/philosophical 
task that followed from Mao's initiative, 
at once bolder and more conservative than 
Ijjnin’s. was never undertaken, either by 
him or by his successors. In many ways 
therefore, Mao remained a believer in ‘the 
universal truths of Marxism-Leninism' 
even though he often enough chose to 
detlnc them in the above manner. Today, 
wc surely can read these conceptual moves 
made by him in a more radical way. 

This caution is ncccs.sary in order to 
understand that because the theoretical/ 
philosophical implications were never 
followed through into an alternative 
theorisation of the specificities of (he 
colonial world/cast. marxism ever, its 
Maoist incarnation, remained within the 
larger framework of po.st-F,nlightenmcnt. 
often positivist, thought. It was therefore 
easy for it to slip back into the canon and 
in the case of China, into the high mod¬ 
ernist paradigm that rules it in the post- 
Mao phase. 

It is important therefore to underline 
here that to create a space for a different 
practice and an alternative theorisation is 
no substitute for an alternative theory. In 
order to accompi ish that latter task, a further 
step is required; It is not enough to say 
that 'our history' is different from theirs; 
we must move towards a reconstruction 
of this history on its own terms. However, 
that is not our concern in the pre.sent essay, 
but I wish to .state here that when I say 
‘on its own terms’ it is not once again a 
search for the pristine, precoloniaj histo¬ 
ries that 1 am suggesting. Nor am I sug- 
gc,siing that all responses of the nationalist 
leaders and intelligentsia to colonial 
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modernity that were based on some sort 
of dialogue with it. were a priori illegiti¬ 
mate. The search, on the contrary, must 
be based on an effort to understand why 
they related to colonialism in the way that 
they did. 


In thi.s sa'tion I will brietly look at the 
formative history ofthc Indian communist 
movement, which presents an interesting 
counterpoint to the Chinese case, for it is 
a movement that remains essentially 
hegemonised by the Comintern and the 
cUissical paradigm. Yet, in a peculiar way 
Indian c<tmmunism too reveals the exis¬ 
tential angst of other colonial commu- 
ni.sls. 

It needs to be underlined that by the time 
marxism came to India, it had already 
undergone its first major metamorphosts. 
To the hundreds of youth who joined the 
communist movement in the country in 
the second and thiid decades of this ccti- 
tury. marxism was an anti-imperialist 
doctrine of liberation from colonialism. 
That much was already self-evident. Its 
hostility to colonialism was a logical 
extension ot it hostility to capitalism as 
such. On this issue eastern marxism did 
not seem to suffer from any internal 
contradiction Many ofthc youth who felt 
attracted towards the communist movc- 
meiu were nationalists to begin with, driven 
by a passion lor a new. free India. Others 
were believers in Islam and anti-British, 
who wanted to tight for the Khilafat. For 
many oi them though, their religiosity 
dut^s not seem to have been articulated 
with their nationalism. The.se arc points 
that are often overlooked when, all tmi 
easily the communists today arc accused 
of having been the carriers of an alienated, 
westein oriented way of thinking. There 
seem to be many more layers of compli¬ 
cation than arc visible at llrst sight, as we 
shall sec later There was certainly some¬ 
thing internal to communism too. that 
happened in later years that also trans¬ 
formed Indian communism to its subse¬ 
quent aitenated form. 

The first generation of Muslim youth 
who went and joined M N Roy and be¬ 
came the co-founders of the communist 
party in Tahskent, were in fact 'muhajirs' 
- self-exiled or on 'hijraf Roy writes of 
them that 'they were not even national- 
i.sts'. He then goes on to add: 

My preliminary efforts with the educated 
minority produced greater results than I 
expected atu! wanted Most of them trans¬ 
ferred their fanatical allegiance from 
Islam to Oww/rnm.r/ntemphasis added). I 
had not spoken to them at all about Com¬ 


munism. I had only told them that driving 
the British out of India would be no revo¬ 
lution, if it was succeeded by replacing 
foreign exploiters by native ones. I had 
to explain the social significance of a 
revolution: that, to be worthwhile, a revo¬ 
lution should liberate the toiling masses 
of India from their present economic 
position. Instinctively idealists, they 
readily agreed with my opinion and jumped 
to the conclusion that if the revolution had 
to liberate the toiling mas.ses, it would 
have to be a Communist revolution (Roy 
1084:4641. 

Note the significant expession here: The 
mohajirs ‘transferred their allegiance to 
communism’. Let us ju.st dwell on this for 
a moment. What had Roy expected and 
wanted from fanatical religious youth who, 
he was convinced were not even nation¬ 
alists? All that he did was to explain to 
them that merely driving the British out 
would amount to nothing unless the toil¬ 
ing petiple were liberated from their ex¬ 
ploited position. From this the mohajir 
youth concluded that this could only be 
through a communi.st revolution. .Some¬ 
thing is clearly missing from Roy’s ac¬ 
count. That the idea of a communist revo¬ 
lution was in the air; it was there already 
in the .stories that were told in hushed 
tones, that narrated how the hated land- 
owners and rulers had been overthrown 
in Russia, led by a larger-lhan-litc messiah 
called Lenin. Only lurther scholarship can 
reveal the extent to which the story of the 
■evolution was acquiring a mythological 
character. One thing seems certain: the 
stories of these early years did not yet 
reveal communism to be a godless, irre¬ 
ligious creed. And for the believers ol 
Islam, to whom the world - the Creation 
- was greater than any nation, the idea of 
a revolution that sought to tran.scend 
national boundaries may have really 
seemed very attractive. How else do we 
make sen.se of the wholesale transfer of 
allegiance that Roy talks of.' The story of 
I'an Malaka, of the initial collaboration 
between the .Sarckal Islam and the com¬ 
munists, the tale of Narhutabekov - all of 
them point in the direction of a conclusion 
that at least in the early years, conversion 
to communism did not involve anythin^ 
more than the adoption of a new political 
vision of how to recast the world. It cer¬ 
tainly did not entail the epistemological 
rupture, the abandonment of old ways of 
making sense of the world and the ^op¬ 
tion of the standpoint of High Rationalism. 

If this was the frame of mind of the 
muhajir-tumcd-communiiits, those at home 
were not from ‘western educated elite’ 
cither. Muzaffar Ahmed, one of the 
founders ofthc CPI at home, has described 
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his own situation in his pre-communist 
days, in his autobiography: 

I would be suppressing the truth if I were 
to say that I was never involved in any¬ 
thing communal. I used lo participate in 
meetings and organisations raising the 
.specific demands of Muslims. I was also 
a religious Muslim at that time. Even if 
I did nut offer namaz five times a day, I 
did fast throughout the entire month of 
Ramzan (Ahmed 1981:7). 

In fact. Muzaffar Ahmed further ex¬ 
plains that later, during the 1920s, given 
his “the state of mind... and the thrill that 
was associated with the terrorist move¬ 
ment” it was not entirely impossible that 
he joined a terrorist revolutionary group. 
But there were major hurdles in the way. 
The terrorist rcvolutionarie.s drew their 
inspiration from Bankimehandra’s 
‘Anandamath '. I'hi.s biHik wa.s full of com¬ 
munal hatred from the beginning to the 
end. Its basic mantra was the song 
Bandemataram... How could a monothe¬ 
istic Islamic youth recite this mantra? 
(tbid:9]. 

Ahmed say.s this even as he records his 
deepest respect for the Icrnirists (this is 
the term he consciously u.ses). Notice here 
that even though the monotheistic Muslim 
youth found it difficult to chant the Hindu 
mantra, he did eventually become a com¬ 
munist suliscqucntiy - Islam did not stand 
ill the way. I suspect that for leaders and 
political activists like him, communism 
would have been the first station in the 
route to Rationalism and atheism. 

Saroj Mukherjee. one of the stalwarts 
ofthc Bengal communists who joined the 
CPI in the thirties, also begins his auto¬ 
biography with the concerns that am mated 
some of the youth who joined the com¬ 
munist movement at that time. 

We wanted the treedom of the country. 
We wanted lo usher in an arrangement 
wherein the people could live in happiness 
after driving nut the British rulers. In what 
misery do the workers, peasants, the people 
of the villages and indusirial ureas live! 
We wanted an end to that state i/l affairs 
and to build a happy and prosperous 
country...This was the thought that we 
were obscs.scd with (Mukhopadhyay 198.5; 
Vol I. p 71 

Clearly, the concerns that brought these 
youth of diverse pcrsua.sioiis to the com¬ 
munist movement were similar. They were 
nationalists in a rlificrent way - in the 
.sense that (hey wanted the happiness of 
the people who constituted the majority 
of the ‘nation*, namely, the poor, loilng 
people. Their nationalism hud nothing to 
with any prior ‘Indian essence’. And a 
precondition to this happiness was the 
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freedom Irom forei(!n rule. Alternatively, 
they wcrorcligHiusy inclined 'internatioA' 
aliNts' - the Khilatatists- who once again 
wanted the revolution of the toiling 
ina.ssc.s' and Ihcrctorc managed to free 
themselves of the narrow religious eon- 
cerns tor the sake of the larger cause. In 
other words, to them al.so. their Islamic 
allegiance presented no harrier in the 
transition to communism 

How do we understand this translbi illa¬ 
tion an cpisicinological leap - troin 
nationahsm/iehgiosity to communisin ’ I 
would suggest that in the early years, the 
transition lioin nationalism and religion 
did not involve any rupture. The rupture 
IS located precisely in the transition Irom 
comnuinisin to Kationahsm. As a political 
imaginaiy. coininiinisin provided the 
hulTcr heiween two worlds: as a selt-pro- 
clamied Weltanschauung, it became the 
agent of I ligh Reason and ol the ideology 
ol Progiess.'- I'oi the moment I shall use 
'communistir (with lower case c) to denote 
the Inrinerand '('oininunisin' (with capi¬ 
tal C) to denote the philo.sophy. 

I do not think that the straightlorwurd 
dichotomy of liadilion/modernity is very 
helpful here. For. as lute us the turn ol the 
20th century, colonial modernity was 
already the condition of existence and 
everything, nationalism and religion in¬ 
cluded. was marked by its presence. There 
was no longer any 'innocent preeolonial 
self in existence any more. And yet there 
IS a enieial leap involved here The com 
nuinist (that is. pre-C'omnuinisi) ideas ol 
nationalism and religiosity were deeply 
engaged in a dialogue with tradition and 
the past. In a mannci ol speaking, they 
represented altempts to cope with colonial 
moderniiv liom within the ground of a 
iradtlion that was already meradieahly 
lodged within it and Ihereloro conditioned 
by It The rupluie or leap to C'ommunisin 
meant a closure ot that dialogue - a move 
to a ground that was tirmly located within 
ihcepistcmologieal world ol western, post- 
Enlightenment rationalism. The eommu- 
iiists in India, piobably. did not just en 
counici the slnlt in the ('ominicrn's po¬ 
sition that Tan Mulaka had expericnecd 
with all his being. To them the exciting 
story ot the workers’ revolution in Russia 
presented a picture that was very dilfereiil 
Irom the one that the ‘backward peoples' 
ol Turkestan and Soviet central Asia were 
beginning lo experience. The meaning of 
the revoiuiion was differently Icit within 
and without I am not sugge.sting that lo 
the people ot SomcI central Asia the 
revolution bi'oughi only disasier. Farfmm 
it. I am only siiggetamg that the diffea'iit 
slory that was beginning to unfold there 


was al that time nut acce.ssible to those 
who later became communists in India. To 
them the dream of a happy. pro.sperous 
and explodation-frcc nation was at hand 
and the USSR showed them the way to 
It . Since Ihc question of Pan-Islamism had 
already been ’re.solved' by the Comintern, 
to the Indian communi.sts it - and the 
religious quc.siion in general - was already 
handed <iown as received wi.sdom. unlike 
Malaka. for whom it remained an open 
question having the hacking of a different 
experience. 'Ilte leap tor the Indian com¬ 
munists therefore, was one into this 
worldview - not the one being defended 
hv Malaka or Narbutabekov. How this 
leap became possible is a matter ol further 
research and investigation. 

I will icntalivcly suggest that a pan ot 
the explanation may be rimled in Ihc 
ontological condition of the colonial .suh- 
jeei - a condition shaped by a colonial 
model rnty that was both oppressor as well 
as the mirror that revealed lo him/her the 
pathologies ol the precolonial past. It is 
within that general ontological condition 
that wc can situate the immcn.se appeal 
of a modern emancipatory project like 
siK'iutism or communism which simulta¬ 
neously declared its hostility to colonial- 
tsm/imperialism and lo the oppressions of 
iIk past. It is probably within this larger 
can vus that the transition tolhc comintern- 
led communism becomes possible, even 
though Ihc aelualisation ol that possibility 
IS a more eomplex process 

According to Tunisian writer Albert 
Memmi (1965). Ihc con.slilution ol colo¬ 
nial subjectivity is marked by (a) Ihc social 
and historical mulilulion ol the coloni.sed 
and (h) what I will call alter him. her 
I'lilturnI schi/.ophrcma. lie delineates two 
moments ol the con.slitulion ol this sub- 
leci. when he talks of two historically 
possible ways of realising this .subjccliv- 
iiy. The first moment ol this constitution 
IS mimetic, lor the colonised native here 
mimics and emulates the colonial master. 
I or Memmi. of course, the mimicry is of 
a iliffcrcnt kind, taking place as it does 
III the violent context ol the a.ssimilution 
ol colonised p«>pulations under French 
colonialism. This may also happen, I will 
suggest, hy way ol the colonised subject 
dcllning her political project of emanci¬ 
pation 111 terms of the larger theoretical 
and cpisicinological criteria of the west. 
Ill terms of its philo.sophy and its achieve¬ 
ments as the cinhodiincnt of progress and 
modernitv - what Partha Chalicrjce has 
called (he Thematic of nafionali.sm. It may 
also happen in a second, more subtle way 
of llic nalivc/coloniscd .subject reca.sting 
her/his own rcMgiou.s/spirilual apparatus 


in Of der to summon it to provide the ethical 
and therefore cpistcmic. justifications for 
redefinitions of Selfhood and enable it to 
play a new political role. 

The second moment of this constitution 
is actually already beginning to emerge in 
the above dc.scription - that of the a.sscr- 
(ion of their difference. For. this could 
never be based on the complete rejection 
of the Self. Even the former category of 
responses, represented by the mudemisis 
who celebrated the idea of the eventual 
triumph of Reason and Science, were 
responses from the .same gniund as that 
oftho.se who seemed to entirely reject the 
west. What attracted tlicm to ideas of 
socialism/liberalisni wa.s the idea ol a 
modern India that was not merely politi¬ 
cally independent but also free of .social 
oppression. Where the two differed and 
parted ways was the way in which they 
as.scs.sed the strengths ot Ihe colonial power 
and what they considered crucial to their 
sense of SelflicHid - in other words, what 
they considered the iiidispciisahle and the 
relatively di.scardnblc aspects ol thciMra- 
dilion. For those who privileged the wc.st's 
achievenicnis in material. scicniiHc and 
modern terms, the road to salvation lay 
to u large extent, in the lirsi option pointed 
out by Memmi. The communists clearly, 
would fall in this category On the other 
hand, tho.se who thought that the wc.st’s 
political and armed might was the key \o 
Its strength, also sought lo masculinise 
and militarise ihcirown ‘religion’ (like a 
Vivekananda or in a dittcrciit way. a 
Savurkar or a Golwalkari. while holding 
on lo the notion that it was still spiniuully 
superior to the Europeans The reasons 
why different social groups and sections 
made diflcrciit choices have deeper his¬ 
torical reasons, which wc can hardly go 
into here. Suffice it to note that there was 
nocssential Indian Self and difterunt people 
understood their 'indianness' in radieatty 
different ways. One of the key mediating 
factors was the attitude (he players held 
towards the violence and oppression of the 
old order and the stake each of them had 
in precolonial social arrangements. The 
caste oppression of the brahminical order 
. for instance. en.surcd that the entire range 
of backward caste and dalit leaders did not 
take the second option. To them the <‘id 
order was an unmitigated evil that had to 
go. This circumstance itself was what made 
all the difference. In Europe and the west, 
the ideas of the phi losophcs of the Enlight¬ 
enment were rooted in the struggles within 
their respective societies and so the choice 
was a more straightforward one between 
the old and Ihc new. In India and much 
ol the colonial world, the rejections of past 
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violences went along with the need to 
redefine the Self in relation to a set of new 
ideas that were tied to the west that was 
actually colonising it. 

In the context of Indian communism, it 
is this that provides the key link. The 
as.sertion ot the universal condition - "All 
men [without markers] arc born free and 
equal" - beaimes the basis for challeng¬ 
ing the indigcnrsts/rcvivalists who claim 
a special status in the name of their dif¬ 
ference and who seem to be wanting the 
freedom to revive a hated past. The tran¬ 
sition from communism to communism 
takes place in this context. It may be 
worthwhile to study the specific contexts 
in which the early communists, much like 
the early social reformers and the leaders 
of the ‘backward classes', found a more 
secure ally in the modern liberal/socialist 
doctrines coming from the west 

What further complicated the situation 
in the context ol the Indian communist 
movement was that it became totally 
unrellexive by virtue of its complete 
dependence on the (.'omintern and the 
Soviet Union, not merely for its ideologi¬ 
cal-theoretical nourishment hut aLso its 
tirganisational co-ordination. The prob¬ 
lem. it .seems, is not where a particular idea 
IS born bin whether it has the capability 
to adapt to ditferent conditions which. 1 
have been arguing so far, was the case with 
marxism but which was preci.sely the 
casualty ol its canonisation. 

Mu/.al far Ahmed narrates how the work 
of the rPI began ai four different places 

- Calcutta, Madras. Bombay and Lahore 

- in the country around the .same time. "It 
was not as it the initiators met and decided 
to start work ..In each place it started 
independently. They did not even know 
each other." He goes on to explain how 
in these circumstances, and given the large 
distances within India, each of thc.se four 
groups maintained .separate/independcnl 
contact with the Comintern lAhmed 
1981:621. 

Symptomatic of the control of the 
Comintern over the Indian Communist 
Party was the first Manifesto of the Party 

- tilled ‘‘Manifc.sio to The Delegates of 
the XXXVI Indian National Congress". 
The dcKument was written and printed in 
Moscow by M N Roy and approved by 
Lenin and Stalin. It is interesting that the 
people who drafted and approved the 
docuinent had no day to day touch with 
the movement in the country. Mikhail 
Borodin had gone to Madrid to attend a 
conference and brought with him a pile 
of Indian papers for Roy, who submerged 
himself in them to eventually produce the 
document. The Manifesto is full of 


unsought advice to the Congress. It further 
displays the most elementary lacl, of 
political sense in that it shows no appre¬ 
ciation of the dynamics of political dia¬ 
logue: why should the delegate to the 
Congress .se.ssion take this unasked for bit 
of advice seriously when they do not even 
know, let alone trust those who are hand¬ 
ing it out? The tone of the advice is often 
derisive in the extreme. For in.stancc, it 
says: “.Several thousand of noisy, ir¬ 
responsible students and a number of 
middle class intellectuals followed by an 
ignorant mob momentarily incited by 
liinaticism, cannot be the .social basis of 
the political organ of a nation.”'^ 

On the positive side, the document does, 
try to expose the ‘freedom first’ argument 
by emphasising that there can be no genuine 
Iroedom without the toiling people and 
their demands figuring centrally in the 
movement. But then the document pro¬ 
ceeds: 

How can the Congress expect to arouse 
la.sting popular enthusiasm in the name of 
the Khilafat and by demanding the revi¬ 
sion of the treaty of Sivres? The high 
politics behind such slogans may be easy 
for the learned intellectuals...but it is 
beyond the comprehension of the masses 
ol'thc Indian people who have been steeped 
in Ignorance not only by the foreign ruler, 
but by our own religious and social 
institutions...Their consciousness must be 
artnised first of alUThey must know whiii 
they aic fighting for. 

In the event, ol course, it was clear what 
the mas.ses under.sltxid and what they did 
not, who in their perception, was talking 
‘high politics' and who was not? The 
document is therefore, more important 
becuii.se it completely tailed to understand 
the meaning of what it called ‘high poli¬ 
tics' and ‘abstract idealism’. For instance, 

II says: 

The programme of the Congress has to be 
denuded of all scntimcnlul tnmmings; it 
has 10 be dragged down from the height 
of abstract idealism; it must talk of the 
things indispensable for mortal life ol the 
common human being., the object fur 
which the Indian people will fight should 
nut be l(K>kcd tor somewhere in the un¬ 
known regions of Mesopotamia or Arabic 
or Constantinople... 

Recall Malaka's lament that “with their 
hearts they remain with the Sarckat Islam 
- with their heaven which we cannot give 
them”. The inability to understand the 
meaning of the peoples’ heaven, the 
construal of all spirituality/religiosily as 
ignorance is centrally linked to the epis¬ 
temological leap into the world of post¬ 
enlightenment rationalism. 1 mu.stempha- 
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sise that I am not talking of communists 
not being religious but simply of being 
unable to understand the world of those 
who arc religious. In other words. I am 
talking of the closure, the diremption 
entailed in this leap. It they could not 
understand the religious mind, nor could 
they understand the force of nationalism. 
I will not go into the details of that aspect 
as that has been written about in lair amount 
of detail.’'* It is also idle to argue about 
whether involving the Khilafat sentiment 
was a correct or an incorrect move on 
Gandhi's part. Surely its correctness or 
othcrwi.se cannot be judged on the basis 
of purported outcomes. In any case, what 
I am underlining is the crossing of a 
particular epistemological threshold on 
the part of the communi.sts. 

That the influence of the Comintern was 
not simply ideological, made matters 
worse. The minimum autonomy that the 
Indian communists displayed was also 
repeatedly undermined. Mti/aflar Ahmed, 
a devoted follower of the Comintern line 
narrates an incident which is illustrative. 
In a conference held in 1926, one of the 
items on the agenda was the chimge in 
name of the Labtmr Swaraj Party. In his 
words: " It was decided in the delibera¬ 
tions ot the conference that the name of 
the Labour Swaraj Party wou Id be changed 
to ‘The Bbngal Peasants’ and Workers’ 
Party’. Some ol us present in the 
Krishnanagar Conference did not how¬ 
ever, raise the issue that as a class the 
workers' name should come first. There 
would have been no use rai.sing the issue 
bi'torc the ‘juaju' and 'kri.shak' (tenant 
and (wasant | repie.sc.tituli vcs. Wc said that 
in the traditioiiofu.sage of words in English, 
Workers' should come first, as there are 
less letters in this word. .Our argument 
was not accepted by a majority of the 
delegates” [Ahmad I98I;.I401. The fri¬ 
volity of the argument reveals the pathetic 
state of mind in which this proposal may 
have been put forward. In the third con¬ 
ference of the PWP ol Bengal, held in 
Bhatpaia in March 1928, the Communi.sls 
managed to gel the English name of the 
party changed to Workers’ and Peasants’ 
Party but the Bengali name remained what 
it was [ibid;348|. 

There can be no other explanation for 
thisde.spcratc behaviour cxcejH tear- the 
fear of ridicule and disciplinary action by 
the Comiiiiern. If Ahmed himsell did not 
feel compelled to press for a change of 
name at the Krishnanagar conference 
bccau.se it would not have cut ice with the 
peasant delegates, what cl.se was the 
desperation about? Marxist orthodoxy 
decreed that there could be only one party 
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toaclass. Only ihe Communist Patty cottU 
represent the working class and only one 
class could be represented by any party. 
What then was this business of two-class 
parties? The mystery is uncovered many 
many years later, in 196(), when Mu/.affar 
Ahmed writes to Clemens Palme Duti, 
through his brother, Rajni Palme Dull to 
seek .some clarification regarding the 
expulsion ol M N Roy from the Comintern. 
“As regards Roy’s cxpul.sum...’’ replies 
C P Dutt, “(B)y the end of 1927. Roy had 
already con>e under heavy criticism for his 
policy in China...Then came his discred¬ 
iting in connection with India. Apart from 
the decolonisation theory, he was attacked, 
firstly because he liad given exaggerated 
reports about the strength of the Commu- 
nist Party of India and his influence there 
and. secondly, because he was attempting 
to build a Workers and Peasants Party as 
a kind of alternative to the Communist 
Party...Roy answered the criticism that it 
was wrong to form a political party on 
a 2-cIass basis by saying that what was 
required in India was not merely a 2- 
class party but a multi-class party” [ibid; 
4021. 

Characteristically, Ahmed, even while 
publishing this damning letter refu.sed to 
draw the conclusion that he ought to have 
in his memoirs. After all, it is abundantly 
clear from his accounts that the formation 
of the PWPs and the WPPs were no 
conspiracies hatched by Roy. all of them, 
including Ahmed believed in the need for 
forming them and m my view, rightly so. 
The subsequent dissolution of the WI’Ps 
can now tie seen in perspective. It may not 
be entirely out ot place to mention that 
with the accession to power by Hitler and 
the turn in the Coniinlcrn’s line in 193,‘i. 
in its Seventh Congress. when the world¬ 
wide tactical shift was towards formation 
ot United fronts. Indian communists were 
to see sermonising in a very different 
direction. The well-kntiwn ‘Dutl-Bradicy 
Thesis' authored by R P Dutt and Ben 
Bradley of tlie CPGB, directed the forma¬ 
tion of a ma.ss anti-imperialist front - in 
fact of the transformation of the ('ongress 
Itself into a multi-cla.ss party! 

The glimpse of the Indian communist 
movement that we see here gives a dia¬ 
metrically opposite picture from the 
Chinese one. particularly the phase after 
the a.scent of Mao. The history of the 
ChincscCommuiii.st Party before that phase 
is also of cour.se replete with instances of 
sharp struggle against the disastrous at¬ 
tempts to impose ihe ('ominlem’s line. 
The struggle against what was known as 
the group of 2S Bolsheviks or the ‘Re¬ 
turned students’ (i e, leturned from Mos¬ 


cow) has been officially recogni.sed by the 
C'CP. Mao himself has said on occasion 
that the CCP could make the Chinese 
revolution successful by going against the 
wishes of Stalin. 

What the above di.scu.s.sion highlights 
then is something more than mere 
ccntrali.sation of command within the 
C’omintern. The suppression of local 
initiative goes hand in hand with the hard 
choice that the communi.sts of the colonial 
world were presented with: a choice 
between two epistemological worlds. It 
was a choice within which is located the 
linal leap of Indian communists. It would 
however, be an oversimplification to say 
that force atone was responsible for this 
transformation. There is an elaborate 
myihology through which the hegemony 
of the Comintern is establi.shcd. This 
mythology has a peculiarly theological 
structure where the world is divided be¬ 
tween believers and non-believers: 'Those 
who arc not with us arc against us”. The 
learol excommunication is as stnmg within 
this world as it is in any other religion. 
In the event, the canonisation of faith has 
all the other attributes that go with reli¬ 
gion: a .set of sacred texts, a pantheon of 
gods, a Papal authority and the mythology 
that sustains the faith. Reason is finally 
sublated into its opposite and in a typically 
Hegelian ‘auhfcbung’, if there ever was 
any. a synthesis of the rationalist religion 
occurs. It is the stranglehold of this 
mythology to which even Mao submits in 
the end, when he makes his existential 
choice of remaining within the fold of 
believers - his constant fear of becoming 
another Tito, recurrent in so many of 
his writings and speeches ensures this 
choice. 


VI 

In conclusion, I would like to draw 
attention to one of the fust footnotes of 
Marx ’ s doctrine - written by Marx himself 
and all but erased by his followers. I am 
referring to Marx’s correspondence with 
Vera Zasulich - the Russian Narodnik- 
tiimcd-Marxi.st. In 1881, Teodor Shanin 
tells us. Marx spent three weeks agonising 
over a reply to Zasulich's letter, during 
which he wrote four drafts puzzling over 
Ihe issue of the Russian peasant com¬ 
mune .. He tried to understand the decline 
of the peasant commune not as an absolute 
law of hi.story but as a historical contin¬ 
gency [Shanin 1983:13-147). Recovered 
after his death, it was sent by Engels to 
the Group for the Emancipation of Labour 
(of which luminaries like Plekhanov and 
Zasulich were members) for publication. 
After a long silence of seven months, they 


replied to Engels saying that tliey would 
publish it once they got it amsiated into 
Russian. They never did. Finally it was 
published in 1886, in Vestnik Nomdnoi 
Voli (Vol 5). The only positive response 
to the letter, the Japanese scholar Haruki 
Wada informs us, was from among the 
Populists (Narodniks). They were discov¬ 
ered, according to Wada, in 1911 by 
D B Riazanov who with Bukharin’s help 
managed to decipher them in 1913. One 
full decade later they were again discov¬ 
ered accidentally by a Menshevik called 
B 1 Nikolaevskii and published in 1924. 
In 1926, Riazanov published them sepa¬ 
rately libid;41-42]. Writing as the defender 
of what was already a canon, Riazanov 
said that the letter and its drafts repre¬ 
sented a decline in Marx’s scholastic 
capability (ibid:42J. Both Wada and Shanin 
have documented in detail, the turmoil 
that Marx was undergoing and the small 
but signincant changes he was making in 
fresh editions of his earlier writings. In the 
French edition of Capital published in 
I87S, for in.stancc, he deletes one para¬ 
graph on primitive accumulation that .says 
that in different ways, the same pr(x:x;.ss 
is going on in different countries eveiy- 
wherc. 'The new passage restricts the scope 
of his theoretical generalisations to west¬ 
ern Europe libid:48-49). 

It is this passage from the French edition 
that Marx quotes from in the letter to 
Zasulich and remarks; “Hence the ’his¬ 
torical inevitability’ of this movement is 
expressly limited to the countries of wert- 
em Europe” [McLellan 1977:576). Fol¬ 
lowing the outbreak of the Russo-Turkish 
War sometime in 1877, Marx wrote to F A 
Sorge: 

This crisis IS a new turning point for the 
history of Europe. Russia...has for a long 
penod been on the brink of revolution. All 
the factors for this ate already present ...The 
revolution this time starts from the east, 
that same east which we have so far re¬ 
garded as the invincible support and re¬ 
serve of counter-revolution" [Quoted by 
Wada in Shanin 1983:55-56). 

In other word.s, the canonisation of Marx 
deprived later marxists of the most crucial 
insights that could be had from the way 
in which he was grappling with ‘the prob¬ 
lem of the east’ - for which we had to wait 
for the Leninist and Maoi.st moments of 
reformulation of theory. *1116 critical spirit 
of Marx that is repeatedly in evidence 
throughout his life and seen in this dramatic 
epistxle, was the first to be killed. In order 
to preserve the canon and the icon Marx, 
thecriticalphilosophcrhadtobckilled first. 
The recoastitulion of the com-munist self 
began with the (re)construction of Marx. 
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Notes 

[I am sralefui to Rajecv Bhaisav, NivcditaMenon. 
Ravt Sundorain, Subodh Varma. Charu and Mukul 
for their comments on on earlier draft of this paper 
and for ongoing useful discussions and criticisms 
I also wish to thank Nandtni Gooptu and Akbar 
Zaidi fortheircritical comments. The errors remain 
mine,] 

1 As will be seen, my use of the tenn is very 
different from certain fashionable usages in 
the vast and burgeoning lilerulure on 
'postcolonialily' in literary and cultural 
studies, which valorise so-called hybndity 
and the domain of tlie third world diasporic 
intellectual - the Tnigrant-a.s-cxilc’. 

2 I take the expression from Abdcl-Malek 
Nauon and Revoliumif Volume 2 of Sot nil 
Ditilecifs. The Macmillan Press, London and 
Basingstoke, 1981. whose work I will keep 
referring to in this essay. This idea has also 
been used by Cuban communists in their 
notion of the ‘Tricontinciital’ The three con¬ 
tinents arc of course. Asia, Afnca and Latin 
America 

t I must .st.ne that in saying this I do not mean 
to reduce llic entire history of marxi.sm to this 
phcnoiiK'non. but that it is this a.spect of this 
marxism, that concerns us here 

4 There is need to define the subieci 'us' lieie 
There are two senses in which I use the word 
To the extent that my examination ol marxisi 
ideology is both, a speciric way of inter¬ 
rogating the larger univcrsalislic radical 
project xs well as the ideological pioicct of 
imulcmily whithin which wc arc ail willy 
nilly implicated, this we/us represents both 
the iiiudcm suh|cct m its ahstractest sense and 
the radical dissenting curiciils within it As 
I will argue. I believe that no nidic.'il vision 
m conleni|>orury sociely can pretend to be 
unioiK lied .uid iinshaped by marxism Hence 
also, the ua-ihashr'd use of the terms 'we' and ‘us’ 

5 I am aware thal the canonised versions built 
on certain lesoiirccs that already existed 
wilhin I9ih ccnliiry marxism. However, this 
was not the ine\liable direction marxism 
ought lo have taken - aher all. ul any point, 
tlien: arc multiple |x>ssibilities ol future tidvance 

6 It IS noi my intention In go into the type ol 
argumeni thal Ai|a/ Ahmed (In Theoiy - 
Clatsr\. Notions. Literatures, Oxford 
University Press. Delhi. 1994) makes against 
Edward Said, in defense of Marx. Ahmed’s 
project IS. I believe, fundamentally different 
from mine, foi he seeks lo teafflnn the punly 
of marxism and defend the Orthodoxy against 
all kinds of perceived 'attacks'. The purpose 
of his stndciit defense is the iiwre reiteration 
of faith among a fast dwindling sect, the 
shrillnes of whose rhetoric is in direct 
proportion lo the .shnnking of its ground 
outside In his pnlcmic with .Said and others. 
Ahmed repeatedly underlines that this 
assertion of ihcOrcintalist trappings of Marx's 
wntings are 'hosed almost always on that 
.same passage..' tp 14. for instance). The 
passage in question is from Marx's articles 
on India -- “hi.s journalistic ob.servattoiis" as 
Ahmed puls it, about colonialism being the 
unconscious tool of history. I have therefore, 
used very different passages and quoted from 
scholars who loo, do not depend on a single 
isolated passage. 

7 The disparaging tone in which a defender 


of orthodoxy tike Ahmed tallts of the 
'metropolitan Left’ con surely leave no doubt 
that marxism (the pure and pristine one) is 
passe there The hopes of many western 
marxisis too rest on the inarxists of the Three 
Continents. 

8 This, one would have thought, is historical 
materialism at its best. 

9 Ibid, p 249 Claudin depends for most of the 
documentary eviitences on the best source so 
tar available on the issue, namely. Carc’e re 
d' Encau.sse and Stuart Schmm (1 9tS)Marxism 
and Asm, Allen Lane The Penguin Press. I 
have used both but most references here are 
lo Claudin 

to Ibid, pp .TIS-16. The reference to the 
dogmatists is to the section wilhin the Chinese 
Comiiiuni.si Party which wanted to mecha¬ 
nically replicate the Comintern’s line. 

11 Kaieev Bhargav has drawn my attention to 
the fact that this too was not the 'real' Hegel, 
but tiK Hegel seen through the lens of I9lh 
century marxism 

12 I am emboldened lo nmke this provocative 
claim diawing on the very contemporary 
expcncncesalso The lived marxism espoused 
by the millions ul cadres and followers of the 
communist parties in India even today, is no 
more than the political imaginary of 
communism, which they believe was wrecked 
due to wrung practices but which still retains 
Its .-ittraction. precisely as an imagined future 
This has nothing lo do with the High Theory 
of marxism propagated as 'Weltanschauung' 
and as philosophy, in party (oumuls. 

11 The document is reproduced in Mu/affar 
Ahmed, op cit, all quotations from CPI 
documents, unless other wise mentioned, are 
from this text. 

14 For a leccnt account, the interested reader 


may see Sanjay Seth, Ritirmi Theory mt' 
Niitioiuilist Politics - The Cwie nfColonltii's, 
India. Sage Publications. New Delhi. 1995.' 
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Urdu in India since Independence 

Ralph Russell 

Whal ails Urdu in India today? It is government apathy as much as lack of private, non-government action. 
While the elite proponents of Urdu wait for somebody else to do something about the promotion of Urdu, 
there are many things which individuals or small groups can do. Those who love Urdu need to shake off 
the feeling of persecution and use the factors that work in favour of Urdu, 


THE link language of everyday commu¬ 
nication in India continues to be. as it was 
before independence, one which is as much 
Hindi as it is Urdu It is true that since 
independence the government ha.s shown 
apathy and worse towards Urdu. But the 
proponents of Urdu focus almost exclu¬ 
sively on the injusticesdonc to Urdu. They 
too often call upon somebody else - such 
as the government - to do something 
in.stcad of doing it themselves. They have 
tailed to take advantage of tactors that 
favour Urdu. The defence of Urdu re¬ 
quires an increase in the number of people 
who have a command of it. The first step 
is education. But one need not depend on 
government-run Urdu medium .schools. 
Those who havi- a command of Urdu can 
start teaching it in their own neighbour- 
hiKxIs. Confining Urdu to the Persian script 
also works against its spread. There is a 
large readership for Urdu works written 
in Devanagari script and also for Urdu 
works introduced through English. 

In I949-.S{) I spent the greater part of 
my study leave at Aligarh.* In those days, 
in the area regarded as the heartland ol 
Urdu. UP and to a lesser extent Bihar, the 
state govcrnnienis were doing everything 
possible to dcstioy it. This was achieved 
by an absurd interpietation of the ‘three 
language tormula' devised by the govern¬ 
ment ol India. This recommended that in 
every stale three languages should he taught 
in the scIukiIs - (1) die language of the 
slate (which would normally be the mother 
tongue ot the majority of its inhabitants) 
(2)anothcr modern Indian language (Hindi 
would often be chosen where the first 
language was not Hindi), and (3) one other 
language. A g.iod deal of elasticity was 
envisaged in the implementation of this 
formula, and in UP IJrdu. the language of 
most inhabitants of UP after Hindi, could, 
and should, have been cho.sen. The UP 
government decided in.stcad to declare 

* t am a latuiui m Urdu al Ihe School of Oriental 
and African Studies in the University of 
London I have been in India on onc-yeur study 
lenve three imies. the last of which was in 
l%,S. I>unn)! iliese I hud an opportunity to 
observe at close quarters whal was going on 
in the world ot Urdu Mv other souives are 
ncws|)a|icr articles and correspondence with 
lieopio connected with llie piomulion of Urdu 


Sanskrit a modern language, and the teach¬ 
ing of Urdu in the schools - it had been 
taught in all UP schools before indepen¬ 
dence - was discontinued. On the whole 
that situation has continued ever since, at 
any rate until fairly recent times, when I 
understand some minor changes have taken 
place in the situation. In the first years of 
independence the main reliance of those 
people in the Urdu field who wanted to 
preserve Urdu as far as it could be pre¬ 
served, to allow lor its development and 
to counter the policies being pursued 
against it was to rely upon the sympathies 
lor Urdu that existed at the level of the 
government of India. Nehru, who spoke 
Urdu well, wa,s in favour «»f doing .some¬ 
thing to support it and was oppo.sed to the 
policies of the UP government; but the 
centre was not in any position to dictate 
the course which UP government should 
follow, and the best it could do was to pro¬ 
vide funds and other .suppon for organi¬ 
sations manned by the supporters of Urdu. 

Let me consider the measures taken by 
central government over the last two 
decades or so. The government of India, 
at any rale from Indira Gandhi’s time 
ttnward, had its own reasons for doing 
something to support Urtiu. There were 
political considerations motivating this, 
which did not necessarily have much to 
do with .sympathy for Urdu. A committee 
was .set up in 1972, headed by IK Gujral. 
to consider how the cause ol Urdu could 
be advanced. The report of the committee, 
which amounted to more than 250 pages, 
was presented in 1975 and 187 recom¬ 
mendations were made. This report was 
‘put on ice' and the main reason for this 
was the vigorous opposition of Jagjivan 
Ram to anything being done for the cau.se 
of Urdu and Indira Gandhi's desire not to 
alienate him in the political situation which 
obtained al that time. However, in due 
course the Gujral report was laid before 
parliament. Then, successively, two com- 
iniilces were set up to look once more at 
the situation of Urdu - one headed by Ale 
Ahmad Suroor “a .sub-committee to ex¬ 
amine the recommendationsorthc...Gujral 
Committee" (set up in 1979; reported in 
1983) and one headed by Ali Sardar Jafari 
(set up in February 1990; reported, with 
unusual promptnc.ss, in September 1990). 


The Jafari committee discovered that 95 
per cent of the recommendations made ir 
the Gujral report had not been adopted 
The state government of Bihar, and shortly 
afterwards that of UP, recognised - or 
paper - Urdu as an official language ol 
their respective .states. 

Som Anand, in an article written in 1992 
says that quite substantial financial .sup¬ 
port was given to Urdu, but that the situ¬ 
ation in the Urdu-speaking community 
was such that it had not been able to make 
proper use of the support which was given 
He says the government ol India make^ 
considerable efforts to help the Urdu press, 
but the Urdu newspapers arc in no positior 
to derive any benefit from this. The Unitec 
News of India (UNI), at the instance ol 
the government of India, decided to star! 
an Urdu teleprinter service for the news¬ 
papers with a grant of .several lakh rupees 
from the government. The UNI offered 
this service to 40 Urdu newspapers, but 
this offer has not yet been taken up. But 
this is not the only difficulty. To get such 
a service operating, you need good trans¬ 
lators, and these are not available. The fa-1 
is that the new generation of Urdu speak¬ 
ers has grown up at a time when Urdu is 
not taught, so how could you expect tc 
find young people who know Urdu well'? 
And on top of that, in the .so-called Hindi 
area of northern India, the standard ol 
education in English has also declined 
very considerably. The result is that Urdu 
translators who arc employed by the Urdu 
newspapers know neither gtxid English 
mir gotxl Urdu. 

What could individual Urdu speakers oi 
small voluntary organisations formed by 
them have acted to combat the dangers 
that Urdu was facing? One thing that they 
could have done was ensured that thcii 
own chi Idren learnt to read and write Urdu. 
If the .schools were not providing for theii 
education, the parents thcm.sclves could 
have provided it, and by and large they 
did not. Even in Urdu-speaking families 
people who were generally devoted to 
Urdu and whose children were also inter¬ 
ested in Urdu, had not taught theirchildren 
to read and write it. Urdu for.them was 
simply the language of the home. Many 
of them enjoyed Urdu poetiy; they would 
go to mushairas and most of them could 
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understand what was being said. I remem¬ 
ber seeing a young relative of the late 
Habibur Rahman writing down in 
Devanagari script Urdu verses which 
appealed to her. On another occasion 1 met 
Ismat Chughtai. She told me that her 
daughter could not read and write Urdu. 
So one asks the question, why not? Why 
didn't the parents make .sure that their 
children could read and write Urdu? It 
seems to me that whatever the difficulties, 
it was, and is. primarily the responsibility 
of people who love Urdu and Urdu litera¬ 
ture to iurange for the teaching of Urdu 
and Urdu literature themselves. They could 
and they should do that; and if I am not 
mistaken, they are not doing it. 

It should be obvious that the basic thing 
that needs to be achieved for the defence 
of Urdu is a considerable increase in the 
numbers of people who have a command 
of it, not simply Urdu coll(K|uial speech, 
but the Urdu which enables one to read 
and appreciate Urdu literature. Anyone 
who is concerned with increasing the 
numbers of people who arc competent in 
Urdu can do something practical about it 
without any external support at all. In 
many immigrant communities in coun¬ 
tries like Britain people want their chil¬ 
dren to acquire a much better knowledge 
of what some people call their heritage 
language than is provided for in any official 
provision in the schools and the educa¬ 
tional system They act accordingly. That 
i.s. they themselves set up classes, hire 
rooms or meet in .suitably sized nxims in 
their own houses and impart some instruc¬ 
tion to their children. And there is abso¬ 
lutely no reason why Urdu speakers in 
India shouldn't do the same. 

Obviously, there arc some spheres in 
which nothing very substantial can be 
done by individuals or small-scale volun¬ 
tary organisations. There arc bodies estab¬ 
lished 111 the states and at the all-India level 
to promote the cau.se ot Urdu. 

It .seems to me that in order to make a 
fair as.sessmeni pf what these bodies have 
done - or failed to do - we need to know 
a great deal more about them. The que.s- 
tions I would like to ask arc; what is the 
extent of government funding; what is the 
constituiion/terms of reference; who arc 
the members of its governing body, and 
how arc they chosen; docs it issue regular 
reports of its activities, if so, how often, 
if not. Urc there informal accinints of its 
work available. 

I learnt through correspondence in 1996 
with the chancellor of Jamia Millia that 
“[Anjuman i Taraqqi i Urdu] is not en¬ 
tirely dependent on government funding. 
It gets a govcmmcni grant of Rs I ..10 lakh 
annually from the Delhi Administration 


Its income from rent of itsown multistoried 
‘Urdu-Ghar’ is more than sufficient for its 
needs. It has a general body of 40 members 
and elections are held eveiy five years. I 
doubt if they have any regular system of 
reporting to govemmenL" He also wrote 
that the“lTaraqqi Urdu Bureau] iscntirely 
dependent on government funding. Re¬ 
porting to government does not appear to 
be regular. The Bureau is pa.ssing through 
a ‘retiring’ phase.” 

As I wrote in an article in the Indian 
Review of Books (September 15-Novem- 
ber 15,199.S), one of the most disappoint¬ 
ing features of the picture is the idleness 
and ineffectiveness displayed by those 
who have seen themselves as the trustees 
and leaders of the Urdu-speaking commu¬ 
nity. Substantial resources were from very 
early days made available by the central 
government to organisations established 
to support and promote the interests of 
Urdu. But the record of these organisations 
is a far from impressive one. In 1949-.5() 
I spoke personally to some of those who 
sat on the governing body of the Anjuman 
i Taraqqi i Urdu and urged them to draw 
up a coherent plan of activity and proceed 
to implement it. 

One thing I drew attention to was the 
tact that we did not have good, accurate 
texts of even the greatest Urdu classics. 

I gave (hem the example of the Oxford 
Classical Texts of the great Latin and 
(ireek authors, saying that the sole aim of 
those who prepared these texts was to 
publi.sh as accurate a text of each author 
as it was possible to c.stahlish. If the 
Anjuman i Taraqqi i Urdu did nothing but 
that, it would be an enormously valuable 
service to the cau.se of Urdu. Twenty years 
later its total achievement in this field was 
the publication of one such text, Imtiyaz 
Ali Arshi'seditionofGhalib's Urdu verse. 
I'hcre were other ambitious projects alleg¬ 
edly started but never proceeded with, or, 
it proceeded with, never completed; and 
work done in connection with these pro¬ 
jects which could and should have been 
published without impairing the success 
of the projects as a whole, never appeared. 

I well remember a conver.sation I had 
with Ale Ahmad Suroor in 1965.1 urged 
that a plan to publish all of Ghalib's writings 
in good, reliable texts should be initiated 
at once .so that these could appear in the 
centenary year, 1969. All that did appear 
was a disgracefully produced reissue of a 
volume of Ghalib’s letters first published 
in the 1930s. In (he same conversation he 
told me that he had received a glossary 
of the vocabulary of Nazir Akbarabadi. 
which he had asked Maikash Akbarabadi 
to prepare. I said, “Publish it now. It can 
still be used as material for the full-scale 
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Urdu-Urdu dictionary you are planning”. 
He rejected the idea. And 30 years later 
we have neither a full-scale dictionary nor 
the glossary. I was told in later years that 
Maikash's glossary had been lost. 

Ra.shid Hasan Khan, in an interview 
with Ather Farouqui says; 

The Taraqqi Urdu Bn.ird [Bureau] long 
ago planned to produce a comprehensive 
Urdu dictionary in four or five volumes. 
Some extremely famou.s people...(who?) 
were cho.scn for this task and one volume 
was allotted to each. For years together 
regular payment was made lo these people, 
and each was given an assistant. Years 
later it was learnt that work on the dic¬ 
tionary had not been completed. When the 
time came for them to render account of 
what they had done, these revered gentle¬ 
men returned their matcnals in the same 
stale as they had received them...no work 
is now being done. There is an urgent need 
for an Urdu dictionary, but after 10 years 
ofcontinuouscffortlhcTaraqqi Uixiu Board 
has to this day not been able to compile 
one...Granted, a conci.se dictionary has 
been printed. I read it...and lound not a 
single page in which there were nut one 
or two mistakes of one kind or another. 
The University Grants Commission made 
a plan fur a hi.siory of I hdii lilcraliire in 
four substantial volumes. An appropriate 
grant forthis purpose was given to Aligarh 
Muslim University. At linst the University 
prepared an excellent plan, and the details 
they pref.cntcd convinced me that this 
history of Urdu literature would be a work 
of really high quality. Nine writers, all of 
them very well-known and highly re¬ 
garded, were involved in the project. The 
first volume was to cover the period from 
the 12th to the 17th century AD. When 
the first volume appeared I read it - and 
you cannot imagine rny astonishment. ..All 
Its references were completely unreliable, 
nor could one rely on the accuracy of the 
passages quoted. I wrote a detailed review 
of it at the tune...This was reproduced in 
a number of [lenodicals and was much 
talked about. As a rc.sult ail copies of this 
first volume were taken off the market and 
piled up in Aligarh, and a statement was 
issued that it would be corrected and then 
re-issued. To this day no corrected edition 
of the first volume has appeared, and neither 
have the remaining volumes (Akhhar i 
Nau, December 2-8, 1988). 

Atiq Ahmad Siddiqi tells us in his article 
‘Status of Urdu in India’ “ihe [Taraqqi] 
Bureau for the Promotion of (Irdu set up 
by the central government has brought out 
about 7(X) uscle.ss bwiks; most of them are 
translations. Similarly, Sahitya Academy 
and National Btxik Trust, both govern¬ 
ment organisations, have brought nut a 
large number of useless Urdu txKiks (The 
Nation, Lahore, October 4. 1993). Later 
in the article he is similarly critical of the 
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Urdu academics that were established in 
many states and which have been “ren¬ 
dering so-calied useful services”. 

Shamsur Rahman Faruqi in his inter¬ 
view with Athcr Farouqui says that 
teachers at the university level started a 
retrograde strategy to save their jobs. Urdu 
teachers convinced university authorities 
that .since enrolment in Urdu was dwin¬ 
dling seriously, it was ncce.ssary that even 
tho.se students who did not read Urdu at 
any level whatsoever, or inferior .students, 
should he granted admission if they wi.shcd 
to study I Irdu as a subject in BA or MA 
This resulted in the intake of incompetent 
candidates as Urdu students. These in¬ 
competent people, having obtained their 
degrees, joined the Urdu departments as 
teachers. 'Then followed the illiterate line 
of students tatigin by these illiterate teach¬ 
ers. It seems that now this phenomenon 
of generations of illiterates after illiterates 
will never come to an end” {The Nation, 
Lahore, July 8, 1994), 

Not only did the champions of Urdu fail 
to do what they should have done on their 
own initiative, they failed to do what they 
had promi.sed ~ and what they had been 
paid - to do. To crown it ail they them¬ 
selves look active steps which in Shamsur 
Rahman Faruqi's words “proved very 
hannful lor Urdu”. I think it regrettable 
that Rashid Hasan Khan docs not name 
all the distinguished people whom he 
characterises in harsh (and tully justified) 
words. The.se people do not do.serve the 
pnitcction of anonymity - they need to be 
thortiughly exposed. 

1 am well aware that dissatisfaction with 
the role played by bodies like the Anjuman 
i Taraqqi Urdu and the Taratjqi Urdu 
Bureau commonly leads people to wash 
then hands of them In that this leads to 
the formation of organisations that make 
it a policy to refuse to accept government 
funding and free themselves oi all obli 
gation to gtwernments and their ptilieics. 
Tlnsilissatisl'action is welcome. Suchcom- 
pletel) iiulepeiuleni oieanisalions are 
indeed necessary The M.uil.ina A/ad Re 
search and lidiK.iiional f oiiiiil.iiion vsas 
one such. I leaint from a letter that "the 
Maulana A/ad F'oiinJation was registered 
in 1989...From the very firsi day it has 
been our policy not to accept any kind of 
help I rom the government of India, so that 
government policies cannot influence us 
either diiectlv or indirectly To continue 
the work of an organisation run on the.se 
principles is extremely difficult, but we 
are putting up with all such difficulties... 
The Muslims of Sikandai ahad arc the .sole 
.source of our lunding” Another letter 
said, “From the very outset it was resolved 
that the ntembers of the Foundation would 
not accept employment by the govern¬ 


ment of India, would not accept metabet- 
ship of any governmental or non-govem- 
n^ntal committee and would not e.stablish 
any rclation.ship. direct or indirect, with 
the government of India. Members would 
not accept any financial assistance from 
the government of India, or any grant, or 
any prize. They would also as far as possible 
try to abstain from taking part in any 
.seminar or mushaira connected in any way 
with the government of India. As far as 
possible they would refrain from publish¬ 
ing anylliing they write in Urdu periodi¬ 
cals partly funded by the government.” 

The foundation has also been running 
I wo Urdu medium junior high schools in 
Sikandarabad. The only othcrUrdu schools 
in UP are run by the Aligarh Muslim 
I iniversity. In the.se two schools both Urdu 
and English are available as the medium 
of instruction, and most parents choose 
the English medium fur their children, 
although the level of proficiency in English 
of the.se children is such that this is an 
intolf'rable burden for them, even though 
tlic level of English used is extremely low. 
In short. Urdu medium is at its last gasp 
in both the.se schools and within a few 
years this so-called Urdu medium will 
cease to be used. 

Athcr Farouqui writes in an article in 
tile Economic and Political Weekly: “At 
a tew placcsUrdu medium primary .schools 
are run by local btxlics where teachers 
were appointed...Most of the people 
app«>intcd...lhc so-called Urdu teachers, 
generally do not even understand what is 
meant by the term Urdu medium... There¬ 
fore. in IIP. Urdu education means teach¬ 
ing Urdu as a subject. It is unfortunate that 
few ot the .so-called Urdu teachers in UP 
can even read the books in Urdu .script 
meant for primary classes. It has also been 
observed that the Urdu teachers in UP arc 
engaged in their family occupations like 
agriculture and milk dairies and go to the 
school once or twice a month.” 

Dissatisfaction with government-spon¬ 
sored organisations is justified, and the 
rolling up of independent bodies to defend 
I' I till and assert and campaign for its rights 
is a welcome development. But it should 
by no means follow that no further interest 
should be taken in government-sponsored 
initiatives. If associations and bureaus and 
academies set up to advance the cause of 
Urdu are not doing so satisfactory, this 
needs to be * rid in organised public criti¬ 
cism of them. and. even more important, 
plans of activities which they should be 
carrying out need to be worked out. and 
widespread campaigning initiated and 
sustained to prc.NS these bodies to adopt 
these plans. It follows that bodies like the 
Maulana Azad Foundation should simi¬ 
larly have a coherent programme of ac- 


Avi^ which they should publicise, and 
for which they should enlist practical 
support on as large a scale as possible. The 
same applies to approaches to the govern¬ 
ment of India. 

The protagonists of Urdu seem to me 
all too often to call upon somebody else 
to do something instead of doing it them¬ 
selves. and that there is a historical back¬ 
ground to this attitude, formed in the 
centuries when Muslims constituted the 
ruling elite of India. Shamsur Rahman 
Faruqi, who is himself a member of the 
UP Urdu-speaking elite strikes a rare- and 
welcome - note when he says in his inter¬ 
view (in English) with Ather Farouqui 
published m the Lahore paper The Nation 
on July 8, 1994: "The Muslims of Uttar 
Pradesh., .have a sense of superiority, which 
I consider quite stupid reaIly...The UP 
sharifzada will never do for himself any¬ 
thing that he can command, persuade or 
cajole anyone else to do for him.” 

There is a proposal that the teaching of 
Urdu should be taken on as one of the main 
tasks of the religious foundations, the 
madrassas and so on, which are primarily 
established for the imparting of Islamic 
learning. I do not think that there is any 
point in this at all. In the first place, why 
should the job be handed over to other 
people. The champions of Urdu arc look¬ 
ing for someone else to do work which 
they ought to be doing themselves and 
which they arc not doing. In the second 
place, there never has been the least 
evidence that these organisations are in¬ 
terested in the teaching of I Irdu. or at any 
rate in teaching it to any very worthwhile 
level. These madrassas have functioned 
continuously both before independence 
and throughout the whole period since 
independence and not one ol them has 
ever shown the least interest in teaching 
Urdu to the level which would introduce 
their students to Urdu literature. Tlicy are 
concerned with religious questions and 
only with religious questions It is not in 
the le,ist likely that they will undertake 
this task on anything like a large .scale. 
As tar as my experience goes there is no 
reason to assume that the attitude of the 
teachers in religious institutions has 
changed much since the time of Ashraf 
Ali Thanavi when, almo.st a hundred years 
ago now, he wrote Bahishti Zevar He has 
a chapter in Part Ten in which he lists all 
the kinds of books which women should 
not read. But two things have to be .said 
about that. Firstly that we want women 
to be able to read everything that men can 
read. Secondly, the disapproval of the 
kind of literature which Ashraf Ali Thanavi. 
censures obviously extends to the htera • 
ture which men read. In Bahishti Zevar. 
he lists among other books that should not 
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be lead: “divan aur ghazalon Id kitaben*' 
“divans and books of ghazals" - in other 
words, virtually the whole of Urdu poetry 
and certainly that pad of Urdu poetry 
which is the most valuable: the Indar 
Sabha. the story of Badr i Munir, that is 
the story of the masnavi of Mir Hasan: 
Dastan i Amir Hamza, Gul i Bakavali and 
other books. Tc* expect people who are 
dedicated to religious teaching to teach 
people to read some of these best works 
of Urdu literature seems to me quite 
unrealistic. 

I come now to what I think the protago¬ 
nists of Urdu should do. I do not object 
to them .saying that other people, like the 
government of India, state governments 
and so on, ought to be doing this, that or 
the other, and should be pressed to do so. 
I do not object to them ^y ing that we should 
try and get teachers in religious institu¬ 
tions to take up Urdu. I do not object to 
ihe.se things, hut they should pay far more 
attention to what they thcm.selvcs should 
do, regardless of what other people are or 
arc not doing. Tlicrc are .some important 
activities in which all protagonists of Urdu 
need to engage thcm.selvcs and all others 
whose support they can obtain. One such 
is the production of Urdu materials in the 
Oevanagari script. It would be extremely 
helpful to people who know Urdu but who 
cannot read the Urdu script and to the 
cause of Urdu generally if Urdu leaching 
materials and works of Urdu literature 
were published in the Oevanagari script. 

All organi.salKms - government-spon- 
soicd aiul voluntary -- ought to consider 
the implications toi them of the fact that 
many L'rdu speakers know Urdu but do 
not know the Urdu script. They are anx¬ 
ious to read Urdu, but they can only read 
it it Urdu literature is presented in the 
Dcvaiiagari .script. In my opinion it should 
be entirely within the remit of the gov¬ 
ernment-funded organisations to produce 
texts of important and popular i 'rdu au 
thors in Oevanagari script. They should 
not wait for other people to do this. If they 
arc concerned with the advancement and 
promotion of Urdu they should provide 
for the needs of those Urdu lovers who 
know Urdu and want to know more about 
it and to be able to read more of its lit¬ 
erature. but do not know the Urdu script. 

Publications of Urdu works in ihe 
Devanagari script, of course, serve a wider 
audience than that which I have just 
described. They serve the audience of Hindi 
speakers who do not know Urdu hut arc 
interested in what Urdu literature has to 
■ offer. I think that Hindi speakers offer the 
next most favourable audience for Urdu 
literature after that of Urdu speakers them¬ 
selves. True that there are people - .lome 
people " in the Hi ndi speaking community 


wto are the most vociferous opponents of 
Uiyu, but it would be a great mistake to 
think that all Hindi speakers share their 
attitude. There are among Hindi speakers 
.substantial numbers of people who do not 
want to make Urdu their first language, 
hut are nevertheless interested in getting 
access to what Urdu literature has to offer. 
This is proved by the number of publica¬ 
tions of Urdu works issued by Hindi 
publishers in the Devanagari script. Quite 
numerous selections from popular Urdu 
poets ate being published by Hindi pub¬ 
lishers. I know that in her later years, 
according to what she herself told me, 
Ismat Chughtai could always find a pub¬ 
lisher for her stories in Devanagari before 
any Urdu .script version was published. 
And Muhammad Umar Memon of the 
University of Wi.sconsin, US, tells me that 
almost all of Manlo's works arc now 
available in Devanagari. My experience 
i.s that champions of Urdu arc for the most 
part simply unaware that this i.s going on 
and even if they are aware they take an 
attitude towards it more or less of indif¬ 
ference - and they certainly should not. 

Already in the early 1950s there was a 
multi-volume publication called Shrr-o- 
Sukhan. This was a comprehensive selec¬ 
tion of Urdu poetry prc.scnted in the 
Devanagari script with, at the bottom of 
the page, explanations in Hindi of the 
meanings of Urdu words which the editors 
thought their readers would not otherwise 
understand. A periodical published in 
Allahabad, Urdu Sahitya. presented con¬ 
temporary writing in Urdu in Ihe 
[>cvanagari .script and with explanations 
of difficult words. An anthology ot Urdu 
verse in English was published in 1995. 
I'his IS a bilingual brmk with Urdu text 
on the left-hand page and the English 
tianslation on Ihe right-hand page. At the 
suggestion ol the publishers Urdu text is 
presented in the Devanagari .script. Again 
lilts IS clear evidence that there are more 
people who want to read I 'ldit piKtity iii 
Devanagari script than in the Urdu script. 
Masterpieces of Urdu Ghazal from the 
Seventeenth to the Twentieth Century 
published in 1990 gives the Urdu text in 
the Urdu .script on the left-hand page and 
on the right-hand page an English trans¬ 
lation and then a transliteration or tran¬ 
scription of the Urdu text written in roman 
letters. There arc two other collections - 
Masterpieces of Urdu Rubaiyat and 
Masterpieces of Urdu Nazjm. 

Rahi Masum Rasa in a .stimulating 
interview in Akhhar i Nau (February 9- 
15, 1990) said that unle.ss the classics of 
Urdu literature were published in the 
Devanagari script they would cease to 
exist for future generations. He also said 
that Urdu speakers should discard their 


traditional script and adopt Devanagari 
instead. My own view is that there should 
be no compulsion to adopt the Devanagari 
script, but equally there should be no 
opposition to those who choose to do so. 
Every .support should he given for pub¬ 
lication of Urdu works in Devanagari as 
well as in Urdu .script editions. 

Adoption of Devanagari was also one 
of the recommendations oi the Gujral 
Committee report; “There is a strong case 
for publishing Urdu books in Devanagari 
script...The diwans of Urdu poets and the 
anthologies of Urdu poetry in Devanagari 
script have sold in thousands, in our 
opinion, the experiment should be ex¬ 
tended to cover fiction and humour also." 
llte Surmir sub-Committee rc{)eated this 
recommendation adding that “the govern¬ 
ment should earmark some fund.s” fur this 
purpose (Recommendation no 84). And 
the Jafari Committee reiterated all this. 
These recommendations were very wel¬ 
come ones. What one would like lo know 
is whether the goveniment. or the organi- 
.satiuns e,siahlishcd to promote Urdu, have 
tideen any notice of them. Ali Sardar Jafari, 
the chairman of (he third of the three com¬ 
mittees. had already taken an admirable 
initiative many years ago in producing 
Devanagari editions of Ghalih and Mir. 

One important, and much to he desired, 
consequence of making as much Urdu 
literature as possible available in Deva¬ 
nagari is that it would do .something to 
hinder the efforts of Hindi chauvinists lo 
expel from contemporary Hindi what they 
falsely call ‘un-Indian' elements. Urdu in 
rXwanagari .script will help lo maintain in 
Hindi Ihe use of much vcKahuiary which 
i.s still, despite all the clforts of the Hindi 
chauvinists, common to the two languages. 

There is another constituency of Urdu 
literature, that of those who can only 
approach Urdu literature through the 
mixiium of English. My own two hooks 
wriilcn in collahonuion with Khurshidul 
Islam. Three Muyhal I'm ts il'KsS) and 
Ghuhh. Life otul Lettns (I9()'>) were 
ineuni tor people in the l .nglish .speaking 
world. When they were a year oi two ago. 
they sold quite well, obviously here in 
India. The publishing firm Rupa is anxious 
to publish English translations of works 
of Urdu literature. 

It is not only puhlislicrs' realisation of 
the existence ol tins wider audience for 
Urdu literature in English that has made 
them ready to publish books like these. 
.Since the rise of the women's movement 
and since the emergence of a strong anti- 
raci.st movement in the west, rcspcciahlc 
publishers arc frightened of being seen as 
in any way conforming to the values of 
racism or anti-feminism and one of the 
interesting results oi (his has been that 
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Asian woman who has tnuisiated firom 
Urdu, .stands a very good chance of having 
your translations accepted for publication 
in the UK and the US especially if it is 
women's writing that she has translated. 
This IS a digression, but I wanted to make 
the point because even if there arc quite 
iortuitous reasons which have not got 
anything to do with the value of Urdu 
literature, but which nevertheless make it 
possible for Urdu literature to be pre¬ 
sented to a wider audience, we .should not 
hesitate to take advantage of such factors 
There is another, I think increa.singly 
important, audience for Urdu literature 
presented in Finglish in the second and 
third generation iinmigranis from Urdu 
speaking ureas into ihe English speaking 
and the English knowing world and there 
are substantial numbers of such people 
both in North America and in Britain, and 
to a lesser extent in other European coun¬ 
tries. In short, there is a much wider 
audience for books pre.senting Urdu lit¬ 
erature in ILnglish than there was, say, 'M) 
or 40 years ago. There was published in 
England, Tlw Hook of Modern 

Urdu Hovirv, selected and translated by 
Mahmood Jamal (UJS6). and in India a 
Penguin book on Cihalib (Pavan K Varma. 
Ghidih: The Man. The Times, 1989) and 
numbers of translations of Fai/„ including 
Tlw ReheTs Silhouette: Selected Poems. 
translated by Agha Shahid Ah. 

Those organisations which arc crmcerned 
with the pioinotion of Urdu need to be 
concerned with ail these audiences and not 
simply with the audience ol tho.se who arc 
already able to read the Urdu script. For 
example, the Anjuman i Taraqqi i Urdu 
ortheTaraqqi Urdu Bureau, needs to give 
support, including if necessary tinaiicial 
support, to any of those bodies, voluntary 
bodies, publishers, others, in this country 
and in other countries who are doing things 
which help the advancement of lirdu. 

In my readings I Itave noticed that the 
extracts Irom the English and Urdu press 
are lull of all the injustices done to Urdu, 
and there is very little else The account 
they give is perfectly accurate, and the 
greater part of this paper too has liccn 
devoted to them. But that is not the full 
picture. There are factors which are 
working in favour of I irdu and these too 
need to he described if an accurate, lull 
picture is to he presented. 

Waheed ud-Din Khan says in an article 
My conipl.iint is not against the national 
press, bill against the Muslim prc.ss. At 
present all Musinn newspapers arc trading 
in protests, eonipl.iints and the community 
suffering. It is a I act that the present Muslim 
journalism is pioiesi journalism, not con- 
siriiclive joiiinalism in any way This is 


the main problem. I may bellowed to say 
that the Muslim intellectual class itself is 
devoid of any positive thinking. Then, 
how can they work to promote positive 
thinking among ordinary Muslims? What 
are the Muslim newspapers doing? They 
arc indulging in convincing the Mu.slim$ 
that they arc an oppressed and deprived 
minority for whom all avenues of living 
and progress are closed. The reality is that 
problems and opportunities arc always 
there in the world. The correct approach, 
therefore, is to find out the opportunities 
lurking among the problems and urge the 
l>euple to utilise them while overlooking 
the problems. The correct formula is to 
‘starve the problems, feed the opportuni¬ 
ties' (The Nation, Lahore, July 9. 1993). 
Then there are distortions - dishonesty,* 
to be quite blunt - in the picture presented 
of the hi.siorical context within which the 
problems facing Urdu have to be seen. 
Perhaps because Ather Farouqui’s thesis 
is the longest sustained treatment of the.se 
problems that I have read, I find him more 
guilty of these than most. His attacks on 
Hindu and Hindi chauvinists arc fully 
warranted, but he greatly exaggerates the 
weight they carry on the Indian political 
iind cultural scene. On the other hand he 
t.ind most other writers) arc silent about 
the equally pernicious (and much more 
long-.sianding) Muslim chauvinism which 
is widely prevalent in the Urdu speaking 
community. Writers correctly assail the 
I'ttar Pradesh government for declaring 
I lindi as the sole official language of the 
state. By exactly the same logic they should 
assail the government of Jammu and 
Kashmir for making Urdu its sole official 
language, when, as Syed Shahabuddin 
points out in his article in Mainstream 
Annual IVSS: “Urdu is the official lan¬ 
guage of the state and the medium of 
instruction and yet declared as mother- 
tongue in 1971 or in 1981 as a hou.sehold 
l.inguagc by a very .small proportion of the 
population who regard Kashmiri or Dogri 
or Hindi as their language". But I have 
never heard of any Muslim who takes the 
pro[)cr stand on this question. 

Ather Farouqui argues, sometimes 
openly, and sometimes by implication, 
that Urdu speakers who have supported 
Congress or have con.sented to serve in 
government-financed organisations have 
'sold out' to the enemies of Urdu. No 
doubt .some of them have, but again this 
is much tov. simplified a picture. In par¬ 
ticular his attacks on those Muslims who. 
long before independence was won, were 
with the C’ongrc.ss. are quite unwarranted. 
I'odcscribe Hayatullah Ansari as one “who 
raised the slogan of Urdu but who in fact 
had no interest in the welfare of Urdu and 
Muslim.s" {The Nation. Lahore, July 15. 


1^4), is completely unjust. He writes, “I 
considerthe 20-lakh-signatutes movement 
started by Dr Zakir Husain as an extremely 
unrealistic, escapist movement. Naturally, 
it did not yield any re.sulf'. In what way 
“extremely unreali.stic. e,scapist’'? And why 
“naturally”? It is quite fair to say that the 
signatures campaign did not achieve the 
result it aimed at. but this does not mean 
that it was of no significance. 

Wahecd-ud-Din Khan’s advice is to 
‘starve the problems, feed the opportuni¬ 
ties', or, in other words, build upon the 
factors which help the cause of Urdu. 
Three of these have great significance. 
First, despite the efforts of the Hindi 
chauvinists the lingua franca, the 'link 
language' of everyday communication, 
continues to he. as it was before indepen¬ 
dence, one which is just as much Hindi 
as it is Urdu. This is evidenced by Teach 
Yourself Hindi (1989). On a typical page 
of the vocabulary provided at the end of 
the book, out of 73 entries 54 are words 
of this kind and there arc only IK words 
at the mo.st which would perhaps not be 
undersUKHi by Urdu speakers. .Secondly,, 
ihe immensely popular Hindi films could 
equally accurately be called Urdu films. 
The Gujral Committee in para 140 of its 
summary of its conclusions rightly says 
that “the major contribution of tilms is that 
they have not allowed any barriers to grow 
between Urdu and Hindi”. These two 
factors alone indicate that spoken Urdu is 
a language widely understood by millions 
of Indians, many of whom are not Mus¬ 
lims. Thirdly, interest in Urdu and its 
literature (e.spccially its poetry) is wide¬ 
spread among very large numbers of people 
who do not know the Urdu script and have 
only a partial understanding oi the literary 
language. I therefore quarrel with Ather 
Farouqui’.s view that Urdu is now essen¬ 
tially the language of the Muslims. And 
this is nothing new; Urdu always was 
essentially the language of the Muslim.s. 
notwith.standing that before independence 
it was also the language of much greater 
numbers of non-Muslims than it is now. 

I do not fundamentally disagree with Ather 
Farouqui on this point, hut in the light of 
the positive factors I have spoken of. what 
is the point of constantly stressing that the 
Urdu speaking community and the Mus¬ 
lim community are virtually one and the 
same? Such a stress obscures the imptrr- 
tant point that the defence of the nghts of 
Muslims and the defence and promotion of 
Urdu is not the concern of Muslims alone. 
The.se things arc the concern of all those 
who uphold the declared ideals of indepen¬ 
dent India, and Urdu speakers need to reach 
out to all of them and work in harmony 
with them for these common ideals. 
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Courts, Civil Society and Public Sphere 

Environment^ Litigation in Calcutta 

Hans Dembowski 

With the help of public interest litigation cases regarding environmental problems of Calcutta, the article 
locates the city's problems of governance not so much in civil society as in the public sphere. Though the 
city does po.vsess a criss-crossing structure of .social web independent of the state, its citizens lack democratic 
trust in government agencies which remain inaccessible and unaccountable to their grievances. In such 
circumstances, the judiciary happens to be the only arm of government, providing rudimentary relief to 
citizens. Given the intransparency of the doings of other government agencies, the judiciary remains the 
only recourse to compel these agencies to function responsibly and thus stage a .semblance of public .sphere. 


THIS is an essay in the sociology of 
governance.'It deals with the division of 
power between the administrative and 
the judicial branches of government and 
their interaction with society at large. 
My Tindings ate based on empirical cases 
of public interest litigation concerning 
environmental issues in the Calcutta area. 

These cases, of course, must be seen in 
the context of ‘judicial activism’. This 
phci-iomcnon has, in the words of Upendra 
Baxi (19‘)4; 143) “transformed the Supreme 
Court OF INDIA into a Supreme Court 
FOR INDIANS". Scholarship generally 
regards judicial activism as a reaction to 
government lawlc.ssncs.s [Baxi 1994,1996; 
Bcteille 19971. This fits in with a general 
notion of'.state erosion' in India [Rudolph 
and Rudolph 19K8; Kothari 1989. 1995; 
Kohli 1990; Sudarshan 1990], 

Indeed, the policy arena of urban and 
environmental affairs in Calcutta is ridden 
by a striking lack of trust. Citizens do not 
trust bureaucrats, petitioners have little 
faith in the judiciary, various NGOs eye 
one another with su.spicion. Charges of 
corruption and incompetence are rampant. 
If a sense of trust does evolve, it is in 
individual persons. Unlike in Germany, 
my home country, there seems to be no 
tnist in institutions or organisations per 
se. Of course, this has historical roots in 
colonialism. However, this diagnosis is 
not of much help when dealing with current 
problems of governance. 

The theorem of ‘Indian Commu- 
nitarianism' [Joseph I997[ attempts to 
tackle this phenomenon as a consequence 
of the multi-religious, multilingual, multi- 
caste and multicultural fabric of south 
Asian .scKiety. Authors as Sudipta Kaviraj 
(1991), Partha Chatterjee (1995, 1997) or 
T N Madan argue that a notion of civil 
society and national citizenshipcan hardly 
arise in such adi verse setting. In a nuLshell. 
their argument is that senses of loyalty are 
with one’s immediate community which. 


in Him, is perceived to be competing with 
other communities in an all out struggle 
for dominance and even survival. This 
makes it unlikely to reach cnmpromi.se as 
the result of reasoned deliberation. 

My findings do not support this theorem. 
In the context of environmental litigation 
m Calcutta, problems of governance do 
not so much arise in ‘civil society’ as in 
the ‘public sphere'. As these terms are 
often used interchangeably (Chandhoke 
I995J, the distinction needs some 
elaboration. 

The core meaning of ‘civil siKicty' 
according Ralf Dahrendorf (I996;237) is 
the “criss-crossing network” of various 
non-slate in.stituiions; Families, religious 
groups, trade unions, clubs, market boards, 
etc. Civil .society depends on civil liberties 
such as the freedoms of speech, of 
assembly, of as.sociation, of the press. The 
emphasis is on this .social web's indepen¬ 
dence of the state. In Calcutta, such a criss- 
crossing structure docs exist. 

Accordi ng to Craig Calhoun {1993:273), 
“public sphere” stands for an “arena of 
deliberate exchange in which rational- 
critical arguments rather than mere inheri¬ 
ted ideals or personal statuses could deter¬ 
mine agreements and actions”. By defini¬ 
tion, this has to involve the state. Govern¬ 
ment data must be available and reliable 
forthe public sphere tooperate, there mu.st 
be ways to make the authorities account¬ 
able. Without a minimum of governmental 
ti an.sparency and respoasi veness, i here can 
be no effective public sphere, and civil 
.siKiety must remain politically impotent. 
Ihe inclusion of government agencies in 
the bargaining and negotiating networks 
of civil society is so typical of western 
countries, that the distinction of public 
sphere and civil society has become 
blurred. 

In Calcutta, however, these pre¬ 
conditions for democratic trust in a public 
sphere hardly exist. While there is freedom 


of press and open public debate, govern¬ 
ment agencies remain inacces.sible and 
unaccountable. Legislations arc not 
enacted, vital data remain classified, policy 
.statements arc not followed up by actions. 
In this context, civil society remains 
fragmented. I will argue that - to a limited, 
but not irrelevant extent - high court and 
Supreme Court have been giving citizens 
some leverage over the administration 
and are thus providing u rudimentary 
sense of public sphere. Public iiilere.sl 
litigation inspires hope for relief but, so 
far, docs not warrant trust in democratic 
governance. * 

The judiciary is itsclt bedevilled by the 
same phenomena of ‘state erosion' as the 
administrative branch of government. Pro¬ 
ceedings arc slow and appear to be erratic. 
There is a generalised suspicion ol corrup¬ 
tion and collusion, exacerbated by intrans¬ 
parency. On November 24,1997, the local 
pages of the Asian Age carried a report 
according to which the .Supreme Court 
w.as investigating charges of corruption in 
the Calcutta High Court. Particularly its 
administration was said to regularly 
demand bribes in order to list cases. 

The Calcutta metropolitan area faces 
tremendous environmental challenges. Air 
and water pollution, sanitation, drainage, 
noi.se, traffic congestion and waste disposal 
arc all issues of serious concern. I'his has 
been amply dcKumcntcd on behalf of the 
state government [CMDA 1990, 1992, 

1 996; State Planning Board 1990; Ghosh 
1991; CEMSAP 1995|. The undisputed 
cause of these problems has been un¬ 
planned growth over three centuries. In 
1990. the asse.ssment of the Calcutta 
Metropolitan Development Authority 
(CMDA) (page 9.1) read; “The chaotic 
sprawl that had plagued the metropolis 
during the last four decades will have to 
be checked with determination.” 

The CMDA must it.self shoulder some 
of the re.sponsibilily. It had already been 
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establiNhcJ for two decades when this 
statement went into print. Nonetheless, 
the CMDA had not been successful in 
devising and implementing rational urban 
planning. According to Chinmoy 
Mozumdar (1998), politicians and 
bureaucrats had turned the CMDA into an 
“ideal environment for open corruption”. 
The result was that “the Master Plan for 
the CMD area is .still not charted even 
though the CMDA was statutorily 
e.stablishcd 27 years ago to do the same”. 

Systematic outline development plans 
are also required by the Wc.st Bengal Town 
and Country Planning Act of 1979. Urban 
planning is too lundamental an issue and 
the C!MDA is loo powerful and well 
equipped an institution to excuse this 
serious shortcoming with straits of staff 
and finance. Rather, this is an obvious 
example of govenimeiital mismanagement. 

This assessment sets the stage for the 
first two sections ol my essay. They will 
present summarised as.sessmenls ol two 
major complexes ol environmental 
litigation in the C!alcut(a area. I1ie.se are 
nut comprehensive aceouiitsof all relevant 
aspects. Rather. I will only attempt to 
highlight the most striking features. The 
third, concluding .section will return to the 
more general issuesol civil society, public- 
sphere and urban governance in Calcutta. 

I 

The Howrah Matter 

Howrah is the oldest indiistnal town in 
Asia. It tops the ollieial list of “critically 
polluted areas” in India (AsuinAf;e, March 
17, 1998). Unlike Calcutta, the colonial 
era's “city ol palaces”. Howrah has always 
been a town of bleak workshops and dismal 
huts. Alter a century and a half ot 
industrialisation, lile in Howrah is still no 
betterthan what Fnedrich Ungcls described 
in his 1844 classic, Conditifin of the 
Working Claxx m England. 

The We,St Bengal Slate Planning Board 
(1990) reckoned there were over 570 large 
units ol metal- and .steel-based industries 
in Howrah. Other important industries 
included plastics, paints and jute. The 
estimated numberot basically unregulated, 
small-scale industrial units was 32.(KM) 
(etimpared to only 42,(K)0 in the much 
larger Calcutta C'urporalion area and a 
total of 1.50,000 in the metropolitan 
district) 

Many of these industries arc polluting. 
This is exacerbated by the fact, that there 
is no sysieinatic zoning ol residential, 
commercial and industrial quarters in this 
city ofat least one million people Howrah’s 
history is one of unplanned growth. 
Aecoiding to liK-al bureauerais, Howrah 


has less than 5 per cent roadspace 
(compared to 6 per cent in Calcutta and 
an international standard of around 20 per 
cent). Roads are congested and full of 
pot holes. Garbage piles up along the 
roadsides, '[here is hardly any underground 
sewerage. Wastewaters are channelled 
through open drains that frequently clog 
and overflow. Howrah has very few public 
parks and hardly any open space. Recently, 
there has been a building spree. Many new 
residential high-rises in central Howrah 
add to the general .sense of congestion. 

As early as 1966, the Howrah Improve¬ 
ment Trust (page xi) declared the city to 
he “a town planner’s headache”. The 
reasons were “acute congestion, lack of 
adequate drainage system, housing 
shortage, ab.scncc of proper road align¬ 
ments and other deficiencies in the matter 
of water supply, .sewerage and community 
facilities”. Twenty-six years later, the 
CMDA stated categorically that the city 
had "been deprived ot the basic facilities 
and infrastructure from very early days”. 
All mca.sures taken so far had been “utterly 
inadequate". Accordingly, the CMDA 
called for stringent and enforced urban 
planning; 

If the growth is allowed to occur without 
any planned intervention it is likely that 
the spatial structure will be distorted with 
ma|or deduction of open space.grcen areas 
and wetland. This would have very serious 
elTcel on environment, lliis should be 
prevented by all means. Unplanned urban 
giowth in future would also aggravate the 
present damages that are being created by 
unscrupulous promoters in permitting high 
rise development with consequential 
densi ficalion of already congested parts of 
the city. This trend should be stopped to 
save the city |CMDA 1992:9]. 

The CMDA demanded massive infra¬ 
structure investment. Measures should 
include 

- conservation ol greeneries, parks, 
open spaces and water fronts: 

- tree plantations; 

- nature and wetland con.servation: 

- ecologically balanced wa.ste water 
disposal; 

- safe and hygienic disposal of all solid 
wastes; and 

- environmental impact asses.sment.s for 
all major projects. 

.Such policy statements were not 
lollowed up by action. Rather, even in 
1997. the 'Land U.sc and Development 
Control Plan for the Howrah Municipal 
Corporation’ only existed as an un¬ 
published draft. 

This urban malaise is the setting of the 
’Howrah Matter’, a legal case which 


resulted from a writ petition by an NGO 
called, Howrah Ganatantrik Nagartk 
Samiti (GNS). The association had been 
started after Indira Gandhi’s emergency 
rule by founder secretary Subhas Datta, 
a chartered accountant. Members include 
lower middle class Bengalis as well as 
Hindi speaking migrant labourers. 

The GNS is rooted in the non-marxi.st, 
socialist tradition of the Jayaprakash 
Narayan movement. From its very begin¬ 
ning. it campaigned for better civic 
amenities but also against police atrocities, 
bad conditions in the local jail or poor 
postal services. It also took up foreign 
issues with rallies in support of Taslecma 
Nasreen or the Chinese students' demo¬ 
cracy movement. Basically the GNS is a 
civil rights organisation that gut involved 
in environmental issues because of im¬ 
mediate, every day exposure to grievances. 

For almost two decades, the GNS relied 
mostly on rallies, memoranda and 
.seminars. There were also incidents of 
civil disobedience in the tradition of the 
freedom movement. But until the GNS 
turned to the Supreme Court i n Apri11995, 
these campaigns had resulted in little else 
than paper and occasional police beatings 
and attests. 

The writ petition in the Supreme Court 
was not the first GNS attempt to move the 
judiciary. There had been several cases of 
public interest litigation in the Calcutta 
High Court. Most of these had been 
fnistrating experiences. For instance, the 
high court had stayed plans to build a 
commercial complex in Bcllilious Park in 
the late 1980s. The case was never .settled. 
Tlie private invcstoreventually shied away 
from the project during the long-drawn 
proceedings. Subsequently the local 
authorities had allowed the once beautiful 
park to decay and become an informal 
garbage dump. 

The most spectacular GNS case in the 
high court concerned the I lo wrah Maidan, 
the city's central park. The GNS had, in 
early 1989, filed a petition again.st the 
construction of a massive auditorium at 
this location, arguing that the maidan 
served .social and envinmmcntal needs. 
The high court stayed the project. In 1991 
it ruled that there could be no pennission 
to build the auditorium as long as a civil 
defence remained on the maidan’s eastern 
end. This camp .should be removed and 
its .space be made a public park again. This 
was what an expert report by the All India 
Institute of Hygiene and Public Health had 
suggested. 

The authorities ignored the judgment. 
Construction woric went on with the civil 
defence camp still in place. In early 1995, 
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« high court judge therefore found the 
mayor and the district magistrate of Howrah 
guilty of contempt of court. Again this had 
no consequence. Both officials appealed 
to a division bench. The case did not come 
up for hcari ng and construction conti nued. 

For Subhas Datla's GNS, taking state 
authorities to the h igh court had thus pro ved 
afutilcexcrcise. In 1995, the GNS secretary 
decided to go to the Supreme Court. In 
the writ petition, he stated that the earlier 
GNS matters had been “delayed by the 
usual process of the high court’’ with the 
result that the civic authorities had in the 
meantime caused “permanent obstruction". 
The petition suggested that the high court 
needed a specialised ‘public interest 
litigation bench' to guarantee 'speedy trial’. 

The writ petition itself was a massive 
piece of work, it listed many complaints 
concerning Howrali’s lack of civic ame¬ 
nities. These issues were argued on XI 
pages. Including evidence provided in the 
annexures. this document filicd439 pages. 
The petition asked the Supreme Court to 
order the authorities. 

- to re.store all greeneries, 

- to stop the felling of trees, 

- to systematically monitor and prevent 
pollution, 

- to cancel illegal allotments of public 
property to private firms, 

- to clear garbage in Howrah 
(particularly from the fish market). 

- to pi (Wide wholesome drinking water, 

- to stop disposal ol untreated sewage 
in the Hoogly river, 

- lomuintain all public parksfincluding 
the Maidan) properly, 

- to keep the police morgue in a clean 
and hygienic manner, 

- to stop the unplanned growth of high- 
ri.se buildings, and 

- to submit ail documents relating to 
urban development. 

The Supreme Court accepted the matter 
(Howrah Ganatantrik Nagarik Samiti vs 
the State of West Bengal). It .soon passed 
another stay order concerning the - by 
now almost finished - construction of the 
Maidan auditorium. This time, the 
authorities obeyed - apparently fearing 
the apex court might hold officers guilty 
for contempt of court. 

On April 4, 1996. the Supreme Court 
passed a judgment ba.sed on the notion that 
environmental issues were “to be given 
utmost priority by the courts” in India. The 
Supreme Court itself claimed to be 
overburdened with such matters. This 
resulted from the fact that specific 
legislation was hardly implemented on 
either central or stale levels. Concerning 
Howrah, the order stated that this complex 


matter would better be dealt with by the 
Calcutta High Court “because of the 
distance and various other problems”. The 
high court was directed to esublish a 
special bench which would “con.sider and 
deal with environmental and pollution 
control matters including the present 
petition”. 

Two months later, the new division bench 
(soon to be called the 'green bench’) took 
up work in the high court. In September, 
its two judges paid an official visit to 
Howrah. On site, they found most of the 
claims made by the GNS to be correct. 
Since then, proceedings have been going 
on slowly but continuously. Unlike earlier 
GNS ca.scs in the high court, they have 
led to visible results on the ground floor 
level. The most striking single issue of the 
Howrah Matter was the terrible condition 
of the police morgue. For years, dead 
bodies had simply been piling up in the 
backyard of a police station in central 
I lowrah. In the early 1990s, up to several 
hundred corpses could be found rotting 
underthc open sky. Occasionally, vultures 
would carry limbs from the compound and 
even drop dead flesh on city streets. 
Newspapers had reported, neighbours had 
staged rallies, the GNS had tried to 
pressurise the administration. Never¬ 
theless the .scandal had continued. 

In the summer of 1996, the two judges 
ot the green bench visited the morgue. 
Many court sessions later, in early 1997. 
they pas.scd a comprehensive judgment. 
'I'hcy ruled that the dead bodies would 
have to be cremated at least weekly. There 
would have to be an airconditioned rex^m 
to store the dead instead of leaving them 
t*) rot under the open sky. Cremations have 
.since taken place regularly. By November 
1997 there was a new morgue building. 
In the summer of 1998, it finally had an 
operational ae system. 

Undeniable progress was al.so made in 
the case of Howrah's fish and betel markets. 
These had fur decades been held on a 
provisional site clo.se to Howrah station. 
India’s biggc.sl wholesale market for 
seafood had neither an adequate system 
of garbage clearance nor of drainage and 
waste water di.sposal. Accumulating waste 
had blocked an entire road to traffic. An 
earlier high court order to open it had been 
of no avail. Daily flocxls, caused by melting 
icc. exacerbated the dirty mess. Vendors 
use icc to cool the fish. 

This situation seemed all the more 
scandalous as a new market complex had 
been built years before. But it had never 
been used because of several pending 
litigationsconccming stall allotments, 'die 
green bench took up this matter, .settled 


the legal disputes and ordered the fish 
market to relocate and clean up the area. 
By late 1997, the vast majority of Bsh 
vendors had moved to the new complex. 
The formerly blocked .street was open to 
traffic again. There were still problems 
with drainage but they were not as severe 
as they had been at the provisional .site. 
A .small fraction of the fish stalls and the 
betel market had yet to rcloc'atc to a 
completely new site. 

The green bench al.so took up the question 
of the auditorium on the Howrah Maidan. 
In early 1997, it argued that this project 
should be finished because much money 
had already been invested. The judges did 
not punish anyone for contempt of court. 
Even though they would have had pcrl'ect 
reason to do so, they did not assert the 
authority of the judiciary. Rather they 
legalised facts which had been accom¬ 
plished against explicit orders of the high 
court. The judges did, nonetheless, insist 
on the removal of the civil defence camp 
- which subsequently occurred. Also they 
strictly outruled any commercial use of the 
auditorium or its conversion intoacincma 
hall as had happened with an curlier 
corporation-run auditorium. 

On another large part ot the Maidan, a 
stadium had come up. Subhas Datta had 
also challenged this scheme in the writ 
petition, emphasising that the outer side 
of the galleries had been rented out as 
commercial shops. There was reason to 
believe that these businesses had bribed 
officers. The green bench did not hear this 
matter in its first IX months. Nonetheless 
the city authorities had - on their own 
initiative - unhx'kcd the gate to the playing 
field. By the .summer of 1997, this area 
and the plot of the civil defence camp were 
accessible again. Before the green bench 
look up work, the entire Maidan had been 
closed to the public. 

The green bench further interfered to 
some effect with two informal, large-scale 
garbage dumps. Bcllilious park and a vast 
.space underneath the .second I Icxigly bridge 
had been systematically abu.scd as landfills 
by city ctmiraclors. Alter respecti vc orders 
of the green bench, this practice was dis¬ 
continued in 1997. However, these places 
were not turned into well-inamtained 
public parks as had also been demanded 
by tlie judges. 

For the GN.S. such successes arc un¬ 
deniable. However, moving the court is 
no easy road to relief. All locations need 
constant nuinitoring. While court orders 
are now normally adhered to in at least 
symbolical way, they are rarely enacted in 
a literal sense. Taking the state to court 
remains a repetitive, cumbersome and 
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piecemeal pmeess. Oruund floor succeu 
tends to be of an only partial nature. 

Moreover, the green bench did not tackle 
several serious issues during its first 18 
months. Thc.se included 

- the uncontrolled growth of high-rise 
housing in the city centre. 

- everything relating to waste water 
di.sposal through open drains, 

- the provision of safe drinking water. 

- dust, air and noise pollution due to 
traffic on ill-maintained, narmwroads. 

More generally speaking, the green 
bench had not dealt with the i.s.sue of urban 
planning. It had not tackled the core pro¬ 
blem of Howiiih's (and the entire ag¬ 
glomeration's) environmental crisis as 
diagnosed by the CMDA itself in 1990 
and 1992. 

Progro.ss in the Howrah Matter may 
remain slow - but n is not limited to this 
city. Alter the case of the Howrah morgue 
was dealt with, the similarly terrible 
condilionsol other iiHirgucs in West Bengal 
were brought to the attention of the high 
court. In the summerof 1998, court .sessions 
concerning the comprehensive number of 
almo.sl 50 morgues in the state were being 
prepared. The green bench had set a 
precedent in Howrah on what was no 
longer to be considered .icccplable and 
now seemed ready to apply the new 
standards to all of West Bengal 

Another elTeci ol the Howrah Matter 
has been that more and more citizens 
approach the green bench, often after 
seeking advice and support from Subhas 
Daita. riiey have discovered that the mere 
threat of going to court may now .set the 
local adnnnisiraiion in motion. In Howrah, 
where citizens had hardly ever seen the 
local government us anything but a corrupt 
network of self-serving thieves, the green 
bench has introduced the principle that the 
government has duties to perlorm. Today, 
.several dozen major cases (many ol which 
argued by Subhas Datta)arc pending before 
this judicial bixly. They tell of the" rising 
interest in using public interest litigation 
to establish a .scn.se of public sphere in 
West Bengal 

Nevertheless, efforts to sue the govern¬ 
ment or polluting industries may still be 
in vain. .Some cases were not accepted by 
the green bench. Others, simply were not 
listed in spite of having been accepted, 
tiven for regular observers, the decisions 
of the green bench seem unpredictable and 
almost ciraiic. 

Summarily, it will have become evident 
that the green bench has given citizens and 
their organisations st'ine leverage over the • 
local government. This is the place were 
high-ranking officials may be forced to 
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publicly elaborate on their bureaucracies' 
doings. While public interest litigation 
still does not inspire trust in the branches 
of government, it does give rise to hope 
for relief from grievances. This will also 
become apparent in the second major 
complex of environmental court activism. 

II 

The Disputes over tfie 
East Calcutta Wetlands 

Calcutta is located on the western end 
of the Ganges delta. The landscape to the 
city’s east and south-east is dominated by 
ponds, swamps and low lying, flood-prone 
land. In a general sense, all this territory 
consists of wetland area. It is not fit for 
urbanisation. Briefly summarised, t he main 
reasons arc; 

Water. Most of the land is flooded in the 
rainy .sea.son. Effective drainage would be 
difi icult and very expensive. On the other 
hand, provision of drinking water would 
also be problematic. Groundwateris scarce. 
.Should too much be extracted, theaquifiers 
are likely to become saline (Sinha 1985, 
1988]. 

Hindiversity. There are many varieties of 
birds that breed in the cast Calcutta 
wetlands. They depend on these biotopes 
(Ghosh 1991], The multilateral Ramsar 
('onvenlion (to which India adheres) calls 
- lor their protection. Environmentalists arc 
campaigning for this goal internationally. 
Waxte recycliitf’: A massive waste re¬ 
cycling scheme has informally come up 
III large parts of the wetlands. Vegetable 
I .inns have been using composted garbage 
asfertiliscr .since the endof the last century. 
In the I93()s local pisciculturists began 
growing fish in urban waste waters. The 
schemes basically .serve as a giant biolo¬ 
gical treatment plant for organically con¬ 
taminated garbage and waste waterlFuredy 
1987. Ghosh and Sen 1987; Ghosh 1991; 
Cihosh 1993,1996). Whilccxpertsacknow- 
lodge some problems of food contamina¬ 
tion (for instance with heavy metals), they 
in principle believe this system to be a 
very good solution for a mega-city in a 
developing country (CEMSAP 1997). 
Livelihood: The wetlands have a two-fold 
relevance for poor people’s livelihood. 
One: they provide employment for 10,000 
of villagers involved in agriculture and 
pisciculture. Two; fish and vegetables from 
the wetlands arc among the cheapest in 
Calcutta’s markets. Transport costs are 
minimal us prixluction takes place on the 
city limits [Ghosh 1993; IWMED 1995]. 

Accordingly, government plansoutrulcd 
eastern and south-eastern expansion of the 
metropolis for decades (CMDA 1990; State 
Planning Board l990,Dasguptactal 1991]. 


Nontifeless, the state government had also 
pursued one project that did not confirm 
to this policy. The township of Salt Lake 
City had been built on reclaimed wetlands. 
With ample space and good commercial 
facilities, it is now one of the agglo¬ 
meration’s fancier neighbourhoods. 

However, the experience of this town¬ 
ship also shows that the above-mentioned 
concerns are to be taken seriously fChatto- 
padhyaya 1990]. There are problems of 
hooding as well as that of provision of 
drinking water. The growth of Salt [jike 
City has led to a loss of fish ponds and 
agricultural land. Villagers were uprooted 
and dislocated [Chattopadhyaya 1990; 
Kundu 1994]. 

With the exception of Salt Lake City, 
(he Wc.st Bengal authorities have generally 
protected the wetlands. However, the 
government is not organised in a way that 
would allow it to deal with the issue effi¬ 
ciently. In 1988, seven departments of the 
state government, along with its waste¬ 
lands development hoard and four bodies 
of the central government had stakes in 
these wetlands. They covered areas in the 
Calcutta corporation and twoncighbounng 
di.stricls. I.,arge sections, but nut all. fell 
within the competence of the CMDA. 

This fragmentation of governmental 
juri.sdiction led to .seriou.s management 
problems as a.s.se.sscd by the Institute of 
Wetland Management and Ecological 
DcsignirWMED 1988;9|. This expert body 
was set up by the state in the early 1980s. 
but it never obtained the statutory powers 
needed to fulfil the tasks defined by its 
name. It basically remains a research 
institute. 

In the late 1980s, it was becoming 
obvious that official governmental policies 
concerning ea.st Calcutta were no longer 
to be taken at face value. By 1991, the list 
of newspaper reports about development 
projectson Calcutta’s cast side had bmime 
quite long. The construction of the eastern 
metropolitan bypass hud made (he area 
easily acce.ssiblc. It had become attractive 
for real estate speculation. This was in 
stark contrast to (he well-argued (and 
documented) reasons not to urbanise this 
territoiy. 

A network of environmentally minded 
bureaucrats began to feci that they were 
loosing the inner-governmental struggle 
to protect the wetlands. They briefed urban 
NGOs and motivated them to start a 
campaign to raise awareness. TheseNGOs, 
however, could not mobilise a mass 
movement. In the wetland area, social 
strife and labour unrest made concerted 
grass root opposition to development 
schemes unlikely. With both overt and 
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covertsupport from individual bureaucrats, 
the urban NGOs Tinaily decided to take 
the mauerto court. In early 1992, a pressure 
group called PUBLIC (People United for 
Better Living in Calcutta) filed a writ 
petition in the high court. 

PuBLir vs THE Statu of West Bengal 

PUBLIC based its demands on the 
expertise of its bureaucrat allies. Several 
photocopies of governmental documents 
were annexed to tlie petition. mo.st of 
which were not normally available in 
public. The court was asked to direct the 
authorities to protect the wetlands. They 
should set up an institution for this purpose. 
The petition included a map of the ‘wa.stc 
recycling region' which had been drafted 
by the 1WMED .some years before. For the 
first time, the term ‘cast Calcutta wetlands' 
was legally equated with the ‘waste 
recycling region’. This u.se of the term is 
confusing as not all wetland areas arc 
covered by the ‘wxste recycling region’. 

The high court accepted the case 
(PI IBLIC vs the State of West Bengal) and 
began to look into the matter. Proceedings 
went on fast. It became evident that the 
petition was in tunc with central govern¬ 
ment’s wetland protection policy and the 
international Ramsar convention. It also 
turned out that the state government had 
not finalised any development plans for 
the mooted piojecls. 'These included 
(among othci-s) a world trade centre, a 
permanent ground fur trade fairs and 
exhibitions, a new 7iM and a south-ward 
expansion of Salt Lake City. 

On .September 24, 1992, high court 
justice UmeshChandra Banerjee delivered 
the First majorjtidgmcnl on the matter. He 
ritled that the wetlands were “a gift of 
nature". He defined it as the court’s job 
to “strike a balance between development 
and environment”. According to him, 
wetlands could only be reclaimed for 
development projects that would benefit 
society at large. In principle, a world trade 
centre and a permanent fair ground would 
fall in this category. Both were likely to 
serve as motors for eastern India’s 
industrial and commercial development. 
The wetlands, on the other hand, were 
stated to be too precious to be sacrificed 
for a mere township. 

The ruling did not simply permit any 
projects. Rather it stressed that the 
authorities had not come up with any 
detailed plans. This meant that the 
proposals were still in ‘‘a state of fluidity”. 
’The judgment also emphasi.sed that the 
CMDA itself had not approved of eastern 
urban expansion in its 1990 document. 
This was considered to be crucial as the 


CMDA was the responsible planning 
authority. 

The judge decided to give the state one 
year’s time to return to the high court with 
detailed plans concerning a world trade 
centre and an exhibition ground. For these 
two schemes, an area of almost 190 acres 
could in principle be earmarked in the 
wetlands. However, no other development 
projects would be permitted in the area of 
5,500 hectars outlined by the map of the 
waste recycling region. For PUBLIC, this 
was a major succe.ss. 

In retrospect, however, it is clear that 
this judgment opened all the other areas 
on Calcutta's eastern fringes to 
development which, as stated above, also 
qualify as wetlands. The judgment also 
failed to provide an authority with 
encompassing powers to manage the 
wetlands. Finally, the high court had not 
paid attention to urban planning as defined 
by the West Bengal "Town and Country 
Planning Act (1979) with its emphasis on 
outline development plans. 

Within the next 12 months, the private 
company. Development Con.sultant.s Ltd 
(1X?L), approached the high court with 
detailed plans for a world trade centre. It 
was acting on behalf of the state govern¬ 
ment. Another year later, on November 
30.1994, justice Banerjee passed a second 
judgment concerning the world trade 
centre. It repealed the notion of “striking 
a balance between environment and 
development” and alotted 73 acres of 
wetland territory south of Salt Lake City 
for the world trade centre. As there had 
been no further application to build a 
permanent exhibition site, this aspect was 
dispo.sed of for good. 

PUBLIC, however, immediately ap¬ 
pealed again.st the world trade centre 
deci.sion. Procedings have since been 
dragging on slowly. In early 1998, the core 
facility was being built on the borders ol 
the disputed area with DCL prepared to 
extend the complex into the waste recycling 
region as soon as so permitted by the court. 
7'hc area in dispute amounts to less than 
I per cent of the protected area. Its rele¬ 
vance for the ecological balance should 
not ho exaggerated. Rather, it is important 
to stress that the high court rulings have 
remained consistent since the very begin¬ 
ning. Rumours among Calcutta’s environ¬ 
mentalists accuse the high court of having 
reversed its initial anti-government stance 
by later permitting the project. 

M C Mehta vs the Union of India 

In the mean time, another case affecting 
lire east Calcutta wetlands was being dealt 
with in the Suprenw Court. This was the 


‘Ganga Matter’, filed by Delhi-based 
environmental lawyer Mahesh Chandra 
Mehta in 1985 (M C Mehta vs the Union 
of India). Initially, this case had concerned 
the tanneries in Kanpur. L.ater. the scope 
was extended to cover all industrial 
pollution of the Ganges. 

On December 12, 1996. the Supreme 
Court passed a comprehensive judgment 
concerning the Calcutta tanneries. Their 
ca.se had been dealt with in the Supreme 
Court for a period of almost four years. 
Apparently, both the slate government and 
the tannery owners had been dragging 
their feet. After ail, the tanneries arc an 
important factor of Calcutta’s economy. 
'I'hcy employed .some 10-15.tK)0 workers. 
At least another I ,(M),(X)0johs in the leather 
trades depended on them. Neither 
employers nor cmployetl were in favour 
of moving. 

Nonetheless, in 1992 the stale govern¬ 
ment had proposed to set up a new leather 
complex at Karaidanga, roughly 20 km* 
east ol the city centre. In its final judg¬ 
ment, the Supreme Court ordered to do 
so by September 1997. As there was no 
space to set up adequate effluent treatment 
schemes in the traditional tannery 
neighbourhiMKls of I'angra. Tapsia and 
Tiljala, these businesses could no longer 
be allowed toViperate there. The new leather 
complex would be equipped with a 
common treatment plant. The staiegovem- 
ment would bear some of the costs and 
the tannctics would later pay for its services 
so that this .solution was considered to be 
financially viable. 

The Supreme Court was dealing with 
the issue ot pollution. It did not delve 
systematically into que.stiun.s of urban 
planning and of wetland protection. The 
result is that, according to PUBLIC and 
others, the leather complex IcKation at 
Karaidanga is within the waste recycling 
region. The tannery owners had brought 
up the argument of the high court ruling 
in the Supreme Court. The slate govern¬ 
ment denied that the protected area would 
be affected. However, individual members 
of the bureaucracy still claim that the place 
is indeed judicially protected territory. 

The Supreme Court’s decision was not 
implemented in time. By Christmas 1997. 
only a half do/cn businesses had shifted 
to Karaidanga. However, large-scale 
construction works were underway and 
progressing fast. The road to Karaidanga 
was being widened. While some people 
in the leather industries believed relocation 
would take another ten years, the recent 
developments did suggest that the state 
government was eager to get ahead with 
the project. 
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problematic, this is highly ambivalent. On 
the one hand, tannery effluents are 
contaminated with toxic heavy metals. 
They will no longer be channelled into the 
wetlands. This practice has long since 
affected the safety of food production in 
the wa.ste recycling region. In this sense, 
the relocation of the tanneries seems 
desirable. 

On the other hand, there has been no 
environmental impact assessment 
deserving the term. The leather complex 
will need water. It is unknown how this 
will affect the delicate ecological balance 
of the wa.ste recycling region. Additional 
traffic on a by now widened road through 
this protected area is, of course, also no 
blessing for a fragile environment. 

Most disturbingly, the question has not 
been legally resolved whether the leather 
complex and waste recycling region 
overlap or not. The map used in the high 
court Judgment is of inadequate scale to 
determine this. PUBLIC approached the 
high court in for a clarification. The 
NGO made titc .serious charge that slate 
agents were guilty ol contempt of court. 
One might expect the high court to as.serl 
its powers by dealing with PUBLIC'S 
accusations alter having a.s.sunicd the 
authority to protect a certain area of the 
wetlands in repealed Judgments. 
Nonetheless, the matter was kept pending. 

The Supreme Court, on the other hand, 
had only dealt with the wetland question 
briefly and was apparently shown a 
different map rather than the one u.sed in 
the high court. Neither map is publieally 
available, fhey arc included .somewhere 
in unpublished court files. Even the 
Geographical .Survey of India maps of the 
area have been unavailable throughout the 
1990s. Therclore, the issue remains totally 
intransparent. This undermines the 
authority of the Judiciary. The situation 
inspires rumours and speculations hut not 
trust in any branch of government. The 
general public is deprived ol verifiable 
information. 

This docs not mean that the high court's 
piotcclivc ruling had been totally 
unclfcctive. With the possible (and 
noteworthy) exception of the leather 
complex, all other new con.struction 
projects in the wa.ste recycling region have 
been discontinued In spite of rampant 
rumours about massive real estate 
speculation going on m the waste recycling 
region, the are? seemed fairly well 
protected in the winter of 1997-98. This 
had. however, required constant 
monitoring by PUBLIC. The NGO had 
brought several projects to the high court’s 
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without further judgments. 

Such succes,s may well be related to the 
fact that wetland protection was always 
also the goal of some people within the 
government. In a certain sense, PUBLIC 
had been representing them in court. They 
could not be involved themselves in a 
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government. 

Indeed, after the high court ruling of 
1992, the environmentalist network in the 
bureaucracy was making some headway 
again. The state government officially 
proposed to the central government to 
declare some wetland areas in east Calcutta 
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as being of both ‘national’ and 
‘international iinportance‘. This would 
legally imply conservation. However, 
neither proposal has .so far been finalised. 

SlJROJlT SrIMANI V.S THE STATE OF 

West Bengal 

The exclusive protection of the waste 
recycling region has one major drawback. 
Those ca.stcm fringes of thecity not covered 
by the high court’s order have since been 
expo.sed to rapid, inadequately planned 
urbanisation. This was highlighted by a 
third case of public interest litigation 
(Surojit Srimani vs the state of West 
Bengal). 

In May 1995, an informal group of 22 
friends wrote a letter to the chief justice 
of India begging the Supreme Court to 
control C’alcutta's eastern sprawl. This 
appeal again mentioned several state 
goventment documents as evidence. The 
Supreme Coun did not take up the matter 
but referred it to the high court. Here it 
was first heard by a single bench in the 
first half of 1996 and then transferred to 
the new green bench in the summer of that 
year 

The pctitioner.s listed a sericsof projects 
coming up near the eastern metropolitan 
bypass. Tlie.se included aconvention centre 
and exhibition hall (‘Science City’), a 
craft's village, a lilm training centre, new 
townships luitl industrial cstatc.s. a ho.spital, 
a fivc-slar-hotel and an energy park. The 
petitioners also pointed out that thct’MDA 
itself had not published the outline 
development plan demanded by the West 
Bengal Town and Country Planning Act 
(1979). The CMDA it.sclf had not recom¬ 
mended the area around the eastern metro¬ 
politan bypass for urban growth in its 
programmatic document of 1990. Accord¬ 
ing to the petitioners, the authorities were 
thus ‘systematically violating' state norms. 

The green bench did not pay much 
attention to these arguments. This is 
remarkable. Justice (Jme.sh Bancrjee, its 
senior member, had in his 1992 ruling 
regarded the CMDA document of 1990 as 
legally binding This paper had not referred 
to the waste recycling region but had found 
all of Calcutta’s east unfit for urbanisation. 
Now, (his paper was declared a policy 
statement rather than a planning document 
of binding nature. 

The petitioners demanded that the 
authorities elaborate on why their asscs.s- 
ment of the geographical conditions had 
changed, but the green bench did not hear 
the matter anymore. Rather, it accepted an 
unpublished CMDA paper as legally ade¬ 
quate plan. This had apparently been draf¬ 
ted in haste (and quite likely ux> late, when 


construction was already going on). Short¬ 
comings of urban planning, so crucial for 
the agglomerations environmental crisis, 
again stayed untackled by the judiciary. 

What caught the judges’ attention was 
something else. ‘Science City’, by then 
almost completed, had been built on a 
former garbage dump. There was a risk 
of methane accumulating and catching 
fire. To deal with this danger, the green 
bench ruled on October 11, 1996 that the 
levelsof methane in the airof tlie compound 
would have to be measured every six 
months. Sadly, this is useless from an 
engineering point of view. Methane is 
dangerous when accumulating under¬ 
ground but not when dis|iersed in the air. 
I'hc green bench had thus passed an order 
which only symbolically tackled the risk 
involved. The green bench paid less atten¬ 
tion to the science city than its senior 
member, sitting alone, had paid to the 
environmentally less problematic world 
trade centre. 

As in the Howrah matter, positive 
consequences of public litigation arc 
undeniable in the case of the ea.st Calcutta 
wetlands. The waste recycling region has 
been quite effectively protected. The 
liinneries are being forced to do something 
about their effluents. However, the 
geographically incorrect, legal equation 
of ‘wetlands’ with ‘Waste Recycling 
Region’ diverted attention from the i.s.sues 
of urban planning. The possible conflict 
between the judgments of the high court 
and the Supreme Court remains irritatingly 
unresolved. 

IV 

Conclusion 

Thcca.se studies suggest that thejudiciary 
as a whole is muddling through rather than 
applying an overarching, consistent body 
of law. This is exacerbated by the fact (not 
elaborated on here) that changes of judges 
may radically change the course of 
proceedings. Imlividual bench members 
dealt thoroughly with some issues and 
seemed eager to dispo.se of other questions 
quickly. 

Even aspects of strictly procedural nature 
are surprise-prone. Appeals to the .Supreme 
Court resulted in session before a new 
environmental bench in the high court 
which, in itself, was a radical innovation 
of (he normally not speciali.scd higher 
Indian judiciary. Neither judicial tier has 
been ovcractive. They did not assert their 
authority by punishing officers for con¬ 
tempt of court, even though both occa¬ 
sionally (with good reason) threatened to 
do so. Enforcement of judgments remains 
unpredictable and erratic. 


It would be wrong to simply blame 
individual judges for this state of atTairs. 
Their task of setting administrative 
shortcomings straight is daunting. As has 
been scholarly discussed, environmental 
legislation is often not realistic in India. 
consi.stingmoreof pnipagandist promises 
than of pragmatically impicmentable 
programmes [Khator 1991; Gudgil and 
Guha 19951. 

In this context, it is worth keeping in 
mind that environmental challenges arc 
always among the most difficult any polity 
faces. This is the reason why they are good 
test cases to investigate questions of 
governance in general. Finvironmental 
matters affect economy, culture, social 
habits and security, traditions and (he 
di.stribution of incomes. Even in countries 
much richer than India (Germany for 
instance), the policy arenas arc haunted by 
fancy rhetoric followed up by merely 
symtxilical, ineffective measures. 

However, the gap between what is’ 
official legislation and what occurs on the 
ground floor level seems to be particularly 
wide in India. This is related to the 
shortcomings of the public sphere. Forthe 
citi/ens ol the Calcutta metropolis, both 
thejudiciary and (he administration appear 
as two almost-ub.solutc powers which 
occasionally Compete for dominance. For 
non-govcmmcntal activists, it is all but 
impossible to check cither ol them. They 
remain beyond reach and highly 
intransparent. 

This has many aspects. One is the fact 
that buthcommonlyu.se a foreign language, 
English. Moreover, administrative as well 
as judicial (lies arc kept secret. Only (he 
must innovative judgments arc reported in 
the law journals. Many important court 
documents remain publically inacce.ssiblc. 
The same is true of relevant government 
reports and papers relating to urban 
planning and environment. Occasionally, 
they may leak out. In (his context, it 
becomes a per.sonal favour if bureaucrats 
or judges take up any particular cause. In 
everyday life, it is not an inalienable, 
reliable right of the people to be heard by 
the authorities. 

Ju.st as legislations or policy statements 
arc not always followed up by action, .so 
court rulings are not necessarily 
implemented. This is again not simply the 
consequence of personal wrong-doing or 
inaimpctence. Many government agencies 
are inadequately .staffed, equipped and 
organised to do their jobs properly. 

For instance, the Wc.st Bengal Pollution 
Control Board only has a technical staff 
of 25 to check pollution in a .state with 
almo.st as many people as reunited Germany 
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4cveithcless. the green bench relies on 
his agency's reports. By trying to make 
he .state Pollution Control Board its 
n vestigating agency, the. high court judges 
lave increa.sed its workload and added to 
IS already overburdened agenda. Con- 
equemly. Pollution Control Board repems 
ire often of a rather dubious quality. 

As far as the CMDA is concerned, a 
nuch more powerful institution, there are 
)thersystematic problems. It is not respon- 
itble to the democratically elected muni- 
:ipal bodies it is supposed to plan for 
lather, the CMDA reports directly to the 
;hicf mini.ster who is dealing with a much 
m.sterclectoralc than the municipal bodies 
;onccrned. The CMDA is ihus removed 
rom its immediate political constituency. 

Moreover, the CMDA is entrusted with 
Kith devising and implementing urban 
danning. This eliminates an important 
itageofcontrol. Consequently. theCMDA 
s not performing either task sati.sfyingiy. 
'orthccitizensol the metropolitan district, 
he CMDA is not .so much a democratic 
nsl itui ion serving the public as an authority 
veilding arbitrary, almost ab.solutist. 
lowers. 

This sense of intransparcncy in what 
hould he an elcmcni of the public sphere 
s reflected by a lack of trust and co- 
iperalion among the various NCiOs. 
Jtcreotypically, other NCiOs are accused 
>f being inconipelent and corrupt, of not 
laving any grass rtxits contacts and not 
icriously caring about the environment. 
)ilfcreiu groups eye one another with 
uspicion. Others might only he trying to 
;ain an unpioportionate claim to fame or 
le angling for loreign f unds. This weakens 
:ivil society in confrontation with the 
'ovcrnmcnl and lurther reduces the sense 
if public sphere. Closer co-operation 
for instance in order to monitor the 
mplementation ol court orders) would 
essen the Nfif)s’ woikload. 

Ol course, it is difficult to bridge all 
;aps stemming from divisions of caste, 
'cligion. language, etc. But there is a 
lerious argument against explaining the 
irobicinalic aspects of Calcutta's civil 
iocicty along the lines of Indian com- 
nunitarianism: the people involved in 
lublic interest liligalions aie almost 
;xelusively upiier caste. English speaking, 
.‘ducalcd. middle class Bengalis. Most 
udges and government officers share this 
fiackground Apparently, they face irc- 
mciulous problems of co-operation within 
their own social stratum. Perhaps there 
would be a .strongoi sense of lru.sl in civil 
society if interaction with government 
bodies was more reliable 
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in any case, enhance the political potential 
of civil society. The empirical evidence of 
Calcutta thus .supports the programmatic 
approach of the Berlin-based network 
‘transparency International', which, after 
the mcKicI of Amnesty International, wants 
to tackle corruption and criminal govern¬ 
mental negligence. To put it another way, 
the undeniable problems of (at least for¬ 
mally) democratic governance in Calcutta 
seem to he typical of an arrogant, post¬ 
colonial attitude displayed by state agen¬ 
cies. They do not simply derive from the 
problems of a multicultural siKial fabric. 

In this .sense, my modest advice to 
individual Judges who want to improve 
governance by using their considerable 
personal power would be to make bureau¬ 
cracies more tran.sparent. They could order 
officers to publicly elaborate on the doings 
of their agencies and then take them by 
their word. The judiciary can not solve all 
technical, ecommic, social and other ques¬ 
tions related to environmental problems. 
But it has scope to provide more trans¬ 
parency and more responsibility - in the 
very literal sense of making those in charge 
respond. If successful, this might over the 
long run not only inspire hope but also 
encourage trust in the democratic state. 
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New Fertiliser Policy: A Practical Approach 

Sa^fay Kumar 

The fertiliser industry rejected the report of the Hanumantha Rao Committee on pricing of fertilisers on 
the ground that a uniform pricing policy cannot be applied to an industry that is so heterogeneous in its 
structure due to various factors which were exogenous to the industry. This article examines the arguments 
of the industry. It also examines the recommendations of the committee and tries to meet some of the valid 
criticisms of the industry and work out a modified price following the long-range marginal costing principle. 
The new price will improve the acceptability of the report and encourage new capacity addition. 


IN the light ofthc recommendations of the 
Hanumantha Rao Committee on fertiliser 
pricing policy and reactions of the fertiliser 
industry, there are .some questions which 
need further discussion. The discussion is 
imperative because fertiliser is a key 
industry having large investments and use 
of fenili.ser is key to increasing foodgrain 
production. But large subsidy on fertili.ser 
may not be sustainable for a resource- 
starved government. The following ques¬ 
tions arc relevant in this re.spect: 

- Can there be a uniform price for a 
heterogeneous urea industry? Is the het¬ 
erogeneity of the industry not a product 
of the RPS? Docs LRMC pricing address 
issues relating to efficiency and viability? 

- Should there be an exit policy? What 
can be the elements of an exit policy? 

- Study of re.source co.sl of the fertiliser 
indu.stry indicates absence of comparative 
advantage. Docs this imply that India 
should adopt a pragmatic approach to the 
objective of assured supply by reducing 
its domestic production and import either 
through long term buy-back arrangements 
or .set up joint ventures abroad for buy¬ 
backs? But given the uncertain external 
political conditions, how sustainable can 
this be? 

- The committee recommended .structur¬ 
ing of the exi.sting and the future industry 
on natural gas and, in its absence, on LNG. 
But so far there has not been any progress 
in the work relating to making LNG 
available. Is LNG the feedstock for a distant 
future? What steps should be taken to 
mobilise the huge funds and backward/ 
forward linkages required for setting up 
LNG facility? Is naphtha a better option 
than LNG, given a marginal aifference in 
the energy efficiency between the two and 
the additional huge investment required 
for .setting up LNG facility? W'hat are the 
comparative trade-offs between the two? 

In this paper an attempt has been made 
to. understand the implications of the 
Hanumantha Rao Committee’s report for 
the domestic production of urea, which at 
present i.s urider the administered price 
regime. The paper also analyses some of 


the criticisms of the report by the industry 
and sugge.sts changes that may be needed 
to take care of some of the valid criticisms. 

Overview of Fertiuzer Industry 

The Indian fertili.ser industry has grown 
rapidly over (he years. It has supplied the 
bulk of the growing demand for fertilisers. 
From a very high level of 80 per cent of 
import in 1966-67. imports have gone 
down during the last few years. At present, 
the self-sufficiency level in fcrtili.ser pro¬ 
duction is 86 per cent. Production of urea 
in 1951-52 was 63,000 tonnes, which 
increased to 194 lakh tonnes in 1997-98. 
The NPK consumption in the country in 
1950-51 was only 69,000 tonnes, which 
incFca.scd to roughly 14.5 million tonnes 
in 1996-97. High level of domestic pro¬ 
duction and consumption has enabled 
the country to achieve substantial increase 
in foodgrain production. From 74 million 
tonnes of foodgrain production in 
1966-67, production in 1997-98 was close 
to 195 million tonnes. 

Large increase in consumption as well 
as production of fertili.sers has largely 
been possible through concerted policy 
push by the government to subsidi.se con¬ 
sumption. The producer pricing system in 
1977 ba.scd on cost-plus approach called 
Retention Price-cum-Subsidy Scheme 
(RPS) encouraged indigenous production 
and made it possible for the government 
to provide fertilisers to the farmers at 
affordable price.' Availability of fertilisers 
tothefarmers was ensured through asy.stem 
of reimbursement of incurred freight cost. 
Ihough the freight cast reimbursement 
system is considered concomitant with the 
RPS, it is a separate scheme called equated 
freight scheme. Though laudable in terms 
of achievement of goals, the subsidy outgo 
on account of fertilisers increased from 
Rs I70crorein 1980-81 toRs8,350crore 
in 1997-98. 

The economic reforms started in 1991 
called for review of industrialisation policy 
in the cmmtry. The regulatory system, 
which hitherto prevailed in the fertiliser 
sector, needed it to be replaced by a policy 


based on evaluating make-buy option! 
based on relative costs of imports aiK 
dome.stic production of urea. Further tht 
budgetary subsidy over a period of timt 
since introduction of the Retention Price 
Scheme had grown to more than half ol 
the central government spending on agri¬ 
culture and to about I per cent of GDP 
This put the government budget undei 
unacceptable strain. 

A .start was made by the government ir 
August 1992 to move away from the highly 
regulated system and reduce the subsidy 
by decontrolling phosphatic and potassic 
fertilisers. Partial decontrol of fcrtiliisei 
sector led to sharp incFea.se in the prices 
of P and K fertilisers. Since nitrogenous 
fertilisers became relatively cheaper, a 
sharp fall in consumption of P and K 
fertilisers further skewed the none-too- 
favourablc NPK balance prevailing be¬ 
fore the decontrol. The NPK ratio prioi 
to decontrol was 5.9;2.4:1 (the accepted 
ideal ratio being 4:2:1). This became 
9.5:3.2:l after the decontrol. Freeing ol 
imports brought down the prices of DAP, 
but made (he domestic industry unviable. 
The government was forced to introduce 
a system of subsidisation on the basis ol 
sales, called ad hoc concession scheme. 
This scheme was aimed at reducing the 
prices paid by the fanners. The scheme 
was to be initially for one year with a 
provision of Rs 340 crore. Later on it was 
extended and its .scope was also widened 
to introduce differential subsidy on 
domestic production and imports. 

lire above changes did not re.sult into 
containmcntoffeitili.scr.subsidy-in 1991-92, 
the subsidy on P and K fertilisers was 
Rs 1,326 crore and the same in 1997-98 
was Rs 2,052 crore. Halting, contradictory 
and incoherent changes resulted in policy 
uncertainty impairing further growth and 
investment in the .sector. To take a ftesh 
look at the problems of the ferti liser sector, 
the government instituted an Expert 
Committee under C H Hanumantha Rao, 
former member. Planning Commi.ssion, to 
suggest either an alternative pricing mecha¬ 
nism or corrections for removing some of 
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the deficiencieK of the existing pricing 
system. The committee submitted its report 
in April 1998 and recommended far- 
reaching changes. 

RPS In ExiSTiNCi Urea Units 

The committee, while noting the posi¬ 
tive aspects of the RPS system in provid¬ 
ing secure environment for investment 
and production, found a number of defi¬ 
ciencies in the cost-plus approach and 
recommended discontinuation of the same. 
The committee Icit that some units had 
been understating their nameplate capa¬ 
city to take undue advantage of the pricing 
system. The bassis for suspecting such a 
po.ssibility lay in the exceptionally high 
rates of capacity utili.sation achieved by 
the uniis.^ The incentive was that if a unit 
achieved a higher capacity utilisation it 
could substantially raise its return on net 
worth as the capital charges receivable by 
the units were fixed at 12 per cent post- 
tax ROR on net worth at 90 per cent of 
capacity utilisation. Though there was no 
justification for CRC (capital related 
charges) payments above the as.scssed level 
as the plant recovered its full investment 
at this point, the committee concluded that 
the present system of CRC conferred a 
differential return. It rewarded high cost 
units with high CRC even if they were 
inefficient m other terms so long as they 
pnxluced above assessed levels of pro¬ 
duction. 

The committee observed that the scheme 
relied on claiming and pnrving the costs 
and there was no approach for adopting 
a normative basis for pricing which could 
lead to an energy efficient industry. There 
was no incentive for innovation or incen¬ 
tive to encourage energy efficiency.’ The 
di.scouragcmcnt to adopting energy effi¬ 
ciency measures arose because the pro¬ 
ducers' price was calculated on the basis 
of historical cost ilata. If historical data for 
consumption of fecd.stock or fuel were 
high, the unit's price was higher. Any gam 
of innovation or adoption of energy ef¬ 
ficiency measures were mopped up even¬ 
tually, di.scouraging such measures. 

The committee also felt that the cost- 
plus content of the RPS affected the 
decision-making process of the govern¬ 
ment for fixing prices also. Since the cost- 
plus approach resulted in an ever-increas¬ 
ing subsidy bill with no po.ssihility of a 
cap, most of the decisions were taken with 
a view to containing the subsidy in an 
arbitrary and ad hoc manner. This style 
of decision-making pul industry to undue 
hardship and resulted in cases of under¬ 
recovery. The committee lelt that theca.ses 
of undcrrecovery were only to the extent 
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of 2 to 3 per cent. But the industry felt 
that the underrccovery was much more 
than that, coupled with delayed payments.'* 
It is therefore to be understo^ that the 
distortions pointed out by the committee 
were inherent in a cost-plus approach and 
it may nut exactly be worthwhile to es¬ 
tablish cause and effect relationship. 

RPS did not envisage any exit policy 
for inefficient units. The emphasis was on 
production, rather on the cost of produc¬ 
tion. A study-’ of the resource cost of the 
industry suggests that about 10 per cent 
of the current urea production is 
uneconomical at import parity price^ of 
US $ 163 per MT and should therefore 
he replaced. Most of the units, which are 
uneconomical, are based on naphtha and 
coal. (In fact all coal-based units are 
uneconomical, their retention prices being 
more than Rs 10,(K)0 per MT but the total 
quantum of production from these units 
arc very low; the units being sick.) 

Unrestricted entry of high cost produc¬ 
ers and inability of old or sick units to 
generate surpluses to modernise them¬ 
selves led to creation of a heterogeneous 
industry. I'he committee also felt that “RPS 
militates against economic efficiency” and 
there was need for adoption of normative 
project co.sts and operational efficiency 
norms to bring about significant gains in 
productivity and competitive' fertiliser 
prices which encourages cost reduction 
efforts. The committee therefore recom¬ 
mended a uniform producer’s price on the 
basis of long range marginal costing 
(LRMC) principle for the urea units and 
calculated prtxiucer’s price of Rs b.O.SO 
per MT for all the existing gas based units. 
The committee also e.stabli.shcd that the 
most efficient feedstock for production of 
urea is natural gas and in its ab.scncc 
liquefied natural gas (LNG). For the 
existing iucl oil. naphtha and coal based 
units, it recommended a fuel based com- 
|icn.sation called feedsUKk differential cost 
reimbursement (FDCR) for a period of 
five years. In this period the committee 
expected these units to restructure them- 
-selvcs. In a way, this w^s an exit policy 
t«>r the nen-gas-based units. 

For the new units, the committee was 
of the view that only gas-based and LNO- 
based units should be set up. Since the cost 
of pniduction from these units was to be 
in the range of Rs 7,(X)0 per MT for gas. 
and Rs 8,300 per MT for LNG, the com¬ 
mittee suggested that the government 
should review its policy from time to time. 
In ca.se it wanted to attain a particular self- 
.sufficiency level of production, it could 
give appropriate incentive for setting up 
of plants. 


‘ Response of FAI 

The Fertiliser Association of India (FAI) 
rejected the recommendations of the com¬ 
mittee.^ The association felt that the com¬ 
mittee gave a .simple solution to a rather 
complex industry. The complexity of the 
industry arose from usage of different 
feedstocks made available to the industry 
at various points of time during its growth. 
Feedstock .sources determined the loca¬ 
tion choices of the plants. These factors 
were largely exogenous to the industry. 
The industry felt that the government, 
which so far had a major role in guiding 
the growth of the industry, should not 
abdicate its role without providing a 
viable alternative. The FAI contended 
that the recommendations, if accepted, 
would hurt 65 to 70 per cent existing 
domestic production. On the recommended 
prices this production would become 
unviable. Thi.s may not be appropriate 
given the huge outgo of foreign exchange 
required to make good the shortage from 
the international market. Reduction in. 
fertiliser consumption due to disturbance 
in production would also have an adverse 
effect on foodgrain production, the FAI 
argued. 

Industry felt that there was no flaw in 
the RPS. The problem was in the way it 
was implemented. The FAI stated that the 
commitiee mi.sjudgcd the problem of 
implementation as a flaw in the system 
and recommended its dismantling.** If 
however some of the problems of the 
existing RPS are corrected to bring in 
proper implementation to minimise de¬ 
lays and arbitrariness, RPS could still be 
the right system, the FAI suggested. The 
FAI also demanded rctiirns as available 
in other indu.stries, particularly in power, 
for the objective of attracting investment 
and creating an efficient industry 

Hei’erckjEneods Spri'ctdre of 
Urea Indus try 

The industry rejected the uniform pricing 
mechanism for urea on the grounds that 
it disregarded the heterogeneous character 
of the urea fertiliser industry with plants 
differing widely in respect of feedstock, 
vintage, location, technology, investment 
co.st, financing pattern, etc.’ The industry 
argued that it was these factors of feed¬ 
stock. vintage, location, technology, etc, 
which led to differences in the cost of 
production. But then the sector had some 
very modem plants also whose consump¬ 
tion ratio was comparable to any world 
cla.ss production facility. These are some 
of the recently commissioned plants, like 
Tata Chemicals at Babrata, Chambal 


Economic and Political Weekly January 9, 1999 



HKitiiiseni at Gadepan and OswalFertilisers 
at Shahjahanpur. 

While existence of efficient units can¬ 
not be overlooked, it is some of the very 
old plants, like Duncan's plant at Kanpur, 
FACT'S plant at Cochin, coal-based planks 
of FCI and plants of HFC (HFC and FCI 
are two sick PSUs in the fertiliser sector), 
whicharccauseforwony. These are almost 
fully depreciated plants with very low 
capital related charges, in the range of 
5-7 per cent of the retention price. Their 
retention prices are in the range of Rs 
9,000 per MT to Rs 10.000 per MT. Thus 
most of the costs of the.se plants are going 
towards variable co.st and conversion 
charges, leaving little to generate surplus 
for carrying out investment which can be 
used to bring about energy efficiency. 
These plants would not have survived in 
a market system. They survived because 
the RPS did not cnvi.sage any exit policy. 
Any cost of production was supported in 
this cost-plus pricing regime, .so long as 
the unit could produce fertilisers. This 
dispensation therefore has resulted in a 
number of plants having wide diversity in 
the feedstock choices, energy efficiency, 
etc. A market system or a unifonn pricing 
system in some manner would have en¬ 
forced a self-correction. The question, 
which now becomes relevant in this con¬ 
text i s whether we should continue a system 
which has created a heterogeneous indus¬ 
try and let inefficient units survive. 

Exit Policy ior Fi rtii.izer Units 

The retention price scheme (RPS) has 
a unitwisc focus. F.mphasis in the scheme 
is on production and not on the cost of 
production. Absence of an exit policy let 
high cost units he part of the .sector and 
put a premium on inefficiency. An appro¬ 
priate exit policy would have kept check 
on units with high cost of production and 
made the .sector efficient. High co.st of 
production is due t > the following one or 
more reasons: 

- high consumption ratio, 

- use of energy inefficient feed.stock. 

- existence of very old vintage plants, and 

- large workforce. 

In RPS urea fertiliser units are given 
normative life period of IS years. An exit 
policy in the scheme should have had a 
mechanism whereby units which are above 
IS years and are producing at high costs, 
have to go out particularly if their produc¬ 
tion is not significant. A quick study of 
retention price data shows that the capital 
related charges in respect of old units are 
very low as compared to the new units. 
However because of theit old technology 
and vintage, their variable co.st is very 


high. The old technology has also contri¬ 
buted to the excessive deployment of 
workforce in these units. Though there is 
inefficient utilisation of energy, the reten¬ 
tion prices of these uniu are still compa¬ 
rable with thecorresponding retention price 
of a prospective new plant because of 
lower CRC. The question In this context 
therefore is of trade off between an old 
inefficient plant and an efficient new 
plant. The incremental cost consideration 
may be an answer in this respect, as 
continuation of such units leads to 
avoidable wastage of natural resources. 
Since a replacement plant of an ohl plant 
will normally have gestation period of 
three years before production can be 
expected, such old plants should be 
allowed only for that period leading to 
eventual exit. 

One of the important reasons for intro¬ 
duction of exit policy is to have energy 
efficient production. The committee con¬ 
cluded that gas ba.sed production is the 
most energy-efficient followed by units 
based on naphtha, FOfLSHS and coal in 
that order. It also .stated that, “existing 
plants ba.sed on naphtha and FO should 
be encouraged to restructure themselves 
to move over to the cheaper fecdsUK'k”. 
The committee also .stated that “ future 
puxluction should be appropriately ba.scd 
on domestic natural gas and LNG". Based 
on this nrcmi.se it recommended fecdstcKk 
differential cost reimbursement (FOCR) 
for naphtha, fuel oil and coal-ba.scd units 
tor a period of five years. The reason for 
introducing this was to bring an exit policy 
for high cost units based on inefficient 
feedstock. The committee did recogni.sc 
the difficulty for units to abruptly switch 
over to gas or LNG, for the reasons of 
mobilisation of requisite investments and 
also due to inadequate availability of gas. 
fliving FDCR for five years was to 
accommodate this difficulty. FDCR, there¬ 
fore, is an enabling arrangement to bring 
a semblance of homogeneity in a highly 
heterogeneous sector. 

The DOF bad re,strictcd the off-take of 
urea for production at Rs 7,000 per MT 
and above in 1997-98.'“ This was to 
discourage high cost of production. 
Through this measure the government 
reserved the right to buy urea beyond 115 
per cent of the annual in.stalled capacity 
of the plant. This had two implications. 
Onethat it showed that government would 
have an option to not take any urea beyond 
a particular level of production. Second, 
tiuise units which showed a very high 
level of capacity utilisation were discour¬ 
aged to resort to gold-plating. A similar 
arrangement can also be made part of an 


exit policy, where the off-take is linked 
with international price of urea. 

Joint Ventori-; Participation Arroad 

At present India has a self-sufficiency 
level of 86 per cent. If the consumption 
of urea at the end of the Ninth Plan is 326 
lakh tonnes (without price correction)," 
the present production of 197 lakh tonnes 
(1998-99 Esl) will be able to meet only 
61 per cent of the demand. To maintain 
a reasonable level, say 70 percent, of .self- 
sufficiency, domestic supply needs to be 
augmented to 220 lakh tonnes from the 
present level of 197 lakh tonnes. The 
balance 30 percent can be procured from 
JVs (10 per cent) and imports (20 per 
cent). The Hanumantha Rao Committee 
recommended in its report that “imports 
should not be viewed merely as a residu¬ 
ary element to bridge the gap between 
requirement and indigenous production". 
The committee further recommended that,, 
“initiatives to .set up joint ventures abroad 
near sources of abundant availability of 
feedstock be encouraged as a matter of 
policy in the coming years, given the 
shortage of gas in India and growing 
demand of fcrtili.sers". 

Concessional price of gas is no more 
available to the fertiliser sector. After the 
implementation of the T L Shankar Com¬ 
mittee report, demand- side pricing is being 
progressively adopted. This is furthergoing 
to increase the cost of production. The 
government should therefore encourage 
Indian companies a.s a matter of .strategy 
for increase the aggregate supply of 
lertilisers by setting up joint ventures in 
thotie countries where gas is abundantly 
and cheaply available. Estimates'^ of ca.sh 
costs (in $ per MT) of pnxluction ba.sed 
on natural gas in .some countries arc as 
shown in Table I. 

The costs do not include cost of capital 
services. But interest rates are lower in 
these countries as compared to the Indian 
cost of capital. 

From Table I it is clear that India has 
be.st co.st advantage in forming JVs in we.st 
Asia, Bangladesh and south-east A.sia 
(Indonesia, etc). Three joint venture 
projects for production of urea in the west 
Asia arc already on the an vi I. These projects 
are the Oman India Fertiliser project in 
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Oman (14.S lakh tonnes csipacUy), nPFCO 
project in Iran (7.26 lakh tonnes capacity) 
and SPlC’.s 3.26 lakh tonnes production 
capacity in Dubai. The choice of west Asia 
is particularly better because of its vast 
proven reserves of gas and minimal tran.s- 
portation co.st to India. All the three joint 
ventures have buy-back arrangemencs. Of 
the above, the Oman project has just 
concluded its financial closure and the 
project is expected to go in production by 
the beginning of 2001. 

As .stated ahrrve 10 per cent of demand 
fuinilment through JVs will amount to 
procuring 32.6 lakh tonnes from JVs. 
Oman-lndia project is likely to give 14.5 
lakh tonnes ol urea by 2(XJ I (a.s.suming the 
project goes on the anvil now). Further 
gap can he tilled by the .SPIC (4 lakh 
tonne.s)and IFFCO-lran (7.26 lakh tonnes) 
projects. But their dales of commissioning 
are not as yet known. Taking the.se two 
projects also as committed projects, the 
gap can be bridged by selling up another 
plant of 7 lakh tonnes (a normal sized 
plant) in a suitable place with buy-back 
arrangement by 2(X)l-()2. 

It however price correction is effected 
between the three nutrients N. P and K. 
then according to the Ninth Plan working 
group report demand of urea by 2(X)l-()2 
(at the end of the Plan) will be 245 lakh 
tonnes This demand with the present 
production ol 197 lakh MTs will leave a 
.supply gap of 45 lakh tonnes only. In ca.se 
10 per cent of the demand is to be met 
Ihnrugh JVs, production from the three 
projects. Oman-lndia. SPIC and IFFCO- 
Iran, will be sufItciciU. 

A relevant question in this regard, 
however, is that if there arc investment 
opportunities in the gas abundant areas, 
is it important that supply by JVs should 
be from those tormed by Indian compa¬ 
nies only? One can always arrange to buy 
from any producer through forward con¬ 
tracts. This becomes particularly relevant 
as the long term buy-back arrangements 
from Indian JVs are not at any conce.ssional 
price but at the prevalent international 
price. Some of the perceived advantages 
of Indian JVs are; 

(a) certainty of supply by creating na¬ 
tional involvement, 

(b) forex iiitlow on account of export of 
equipment, technical services, con¬ 
struction material etc. 

(c) reduced risk of wide price fluctuation 
and flow of profit from the purcha.se 
back to the country as dividends on 
investment. 

But risks of political uncertainty and 
softening of international demand due to 
increase in aggregate supply through 


revival or start of idle capacity'-^ in the 
world may make the JVs unviable. 

The committee felt that if long-term 
contracts for higher level of imports were 
made, it would not lead to hardening of 
the international price of urea on a long¬ 
term basis. An NCAER study done in 
1994 also suggested the same.'^ In fact 
long term supply arrangement reduce wide 
price fluctuations and do not put pressure 
on port capacity which otherwise in the 
event of bunching of supplies leads to 
mismanagement. Arrangement for pro¬ 
curing assured supply could also he based 
on forward contracting. Since need for 
efllcient pricing and risk management is 
felt by lv>th suppliers and consumers, 
lorward contracting would minimi.se the 
risks of supply and volatile price fluctua¬ 
tions. Standardisation of contract terms 
can be a step in helping this arrangement 
and would also help in averting the risks 
associated with such trades. .So far Indian 
buying is not based on forward contract¬ 
ing. They are mostly from spot markets. 
This in a way firms up the international 
price if large quantities arc to be pur¬ 
chased. But if a schedule of supplies 
required is made known in advance, future 
contracting will not be difficult. It will 
also be efficient. 

LNG Availabii.h'Y 

India is short of natural gas. The Hanu- 
muntha Ran Committee recommended that 
in the light of the current relative pricing 
of different feedstock and cost of produc¬ 
tion of urea, future fertiliser production 
should be based on domestic natural gas 
and LNG. Existing plants on naphtha and 
FO should be encouraged to move to 
cheaper feed,stock. But so far LNG is not 
iivuilnblc in India.'-^ Total investment in 
setting up LNG facility is Rs 6,050 crore. 
Minimum economic size for LNG imports 
at present is 2.5 million tonnes per year, 
which is equivalent to 10 million cubic 
Mts of gas per day. This volume of gas 
is sufficient to provide gas for six urea 
plants (feedstock and fuel) with a total 
capacity of 4.6 million tonnes of urea. 

Capital Costs of LNG facility in the 
exporting country arc estimated to be 
Ks 4,050crore which includes purif ^cation, 
I iqucfaction, transport, export terminal and 
shipping. Thi^ will be equivalent to gas 
price of $ 2.6 per MMBTU. If natural gas 
is available at $ 1 per MMBTU, the 
minimum price of LNG on Indian shore 
will be $ 3.6 per MMBTU. Capital cost 
of receiving terminal and regassification 
is Rs 2,(X)0 crore. Since this supports six 
urea plants, unit capital charge is Rs 750 
PMT of urea. Price of LNG is also depen¬ 


dent on price of its substitutes. A rough 
estimate suggests that if price of naphtha 
is $ 170 PMT. the equivalent price of LNG 
will $ 4.2 per MMBTU. 

Total investment as stated above foi 
creating an LNG facility is Rs 6,030 crore. 
Such huge inve.stment is difficult to com¬ 
mit for one paiticular company given the 
resource position in the country and also 
due to the risks associated with the LNG 
facility. LNG needs committed and 
assured forward and backward linkages. 
Any breakdown in the linkages can 
jeopardise the facility. Given the prob¬ 
lems and the fact that LNG for power 
sector is in the offing in near future, there 
are two options available: (a) fetti]i.sei 
plants became partners with power plants 
in creating the LNG facility; (b) fertiliser 
plants themselves from a conglomerate 
for setting up LNG. The second option has 
the advantage of being a dedicated facility 
for fertiliser companies. But given the 
implications for overall national resources, 
a detailed study needs to he done on this. 

Since setting up LNG facility requires 
a large investment, government should 
take the lead and consider setting up a fund 
or giving one-time capital subsidy for LNG 
facility. One view can be that funds for 
LNG facility can come out ot the savings 
of not setting up naphtha plants and in¬ 
stead importing the equivalent quantity ol 
urea. This assumes that imports are cheaper 
than domestic pnxluction. (This is so in 
reality.) Total payout for naphtha based 
production every year is normally Rs 4(X1 
crore (7.26 lakh MT X Rs 5,500 PMT). 
Cost of importing 7.26 lakh MT at $ 163 
PMT is Rs 475 crore ($ 163 per MT is 
the long-term price of urea adopted by the 
Planning Commission). So there are sav¬ 
ings in a year out of not setting up naphtha- 
based production. 

.Since location of LNG plants, coastal 
or inland, would have cost implication for 
the gas at factory gate, cost of pipelines 
become important. The question of who 
should bear the pipeline cost, assumes 
importance in considering whether the 
pipeline will be a public facility or apri vate 
facility. It is learnt that the HBJ pipeline 
has presently 50 percent unutili.sed capac¬ 
ity. If that is so, cost of tran.sport of gas 
w’ill be Rs 200 per thousand cubic Mts as 
the existing pipelines are depreciated 
assets. It would be in the interest of overall 
national resource use that unutilised HBJ 
line is used for gas transportation for the 
fertiliser companies. This will also reduce 
the gestation period for availability ol 
LNG and may facilitate .some of the FO- 
based companies of NIH., in Punjab to 
switch to gas. This will be in keeping with 
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the Hanumantha Rao Committee recom¬ 
mendations. But cost implications can be 
the deciding factor in such switches. 

Uniform Prionc System 

The Hanumantha Rao Committee 
recommended uniform pricing system 
based on LRMC principle. But the indus¬ 
try debunked it on the ground that the 
fertiliser is a heterogeneous industry and 
so applying uniform pricing system would 
not he appropriate. But the basic idea 
behind any pricing principle is that the 
prices cover capital and current costs of 
efficient production in a new plant. 
Marginal cost pricing in this context is a 
good solution as it achieves the objective 
of reasonable return, comfortable liquid¬ 
ity and a hearable price for the consumers, 
besides being welfare maximi.sing. This 
also achie ves economic efficiency because 
every good or .service meets its long-run 
marginal cost. LRMC-based prices are 
also .sustainable in contestable markets 
and are incentive compatible as prices are 
external to regulated firms. A commit¬ 
tee.'^ appointed by the BICP in 1988 to 
evaluate the LRMC concept, had also 
recommended applying LRMC concept 
for price calculations for products, which 
arc homogeneous like fertilisers, cement, 
petroleum, etc. Tlie discussion paper on 
‘Administered Price Policy’ pre.scntcd to 
the Parliament in August 1986 had also 
stated that in the normal context the level 
of admiiiistcied prices .should be deter¬ 
mined on the basis of the long-run mar¬ 
ginal cost principle. It can be argued that 
for Jobbing type of work it may be difficult 
to apply the LRMC concept because 
product and product specifications vary 
which lead to different market conditions. 
This is also so because it is difficult to 
forecast the demand of jobbing type of 
work over a long period. This poses the 
problem of alliKation of investment costs, 
making it difficult to apply the concept 
of LRMC with rea.sonable accuracy. 

It is agaimst this background that the 
recommendations of the Hanumantha Rao 
Committee to replace the cost-plus ap¬ 
proach by LRMC-based prices should be 
examined. The committee worked out the 
LRMC price for the new units on the ba.sts 
of the following parameters; 

(a) The com'mittcc took the capital cost 
of the new gas and LNG based units 
at Rs 1,425.21 crore. The capital cost 
of Naphtha and FO/LSHS based units 
was taken at Rs 1,473.67 cmre and 
Rs 1,976.00 crore, respectively, 
fb) The committee adopted debt-equity 
ratioof 2:1 for the new projects. Interest 
on long-term loans was taken 15 per 


cent and interest cm short-term loans 
and post-tax return at 16.5 percent and 
12 per cent, respectively. Weigttted 
average cost of capital, therefore, 
worked out to be 18 per cent. 

(c) Repayment of long-term loans was 
takenbythecommitteetobeeight years. 

(d) The committee considered production 
to be based on 330-.stream days and 
capacity utilisation in the first year to 
be 80 per cent and in the subsequent 
years at 100 per cent. Based op this, 
the annual production for the first year 
was worked out to be 6.15 lakh MTs 
and 7.689 lakh MTs during the subse¬ 
quent years. This assc.ssed level of pro¬ 
duction is 6 per cent higher than the 
nameplate capacity of 7.26 lakh MTs. 

Based on the above parameters the 
committee recommended the following 
LRMC price as the producer’s price for 
the new fertiliser units (in Rs per MT): 

CRC Operating Costs LRMC 


Ciiis 


.70 LS 

6983 

l.NG 

4060 

42.79 

8299 

Naphtha 

4171 

5022 

919.7 

FO/LSHS 

.S482 

4845 

10727 


For the existing units of urea produc¬ 
tion, the committee recommended LRMC 
price taking into account two recently set¬ 
up grass roots plants and two expansion 
plants. On the basis of the price suggested 
by the aimmitlee, it found that only 80 
per cent of the existing production would 
be viable. The viability criterion was 
however comparison with the existing 
retention price, which may not be really 
depicting appropriate cost given the dis¬ 
tortions in the RPS. Since in this paper 
I he main focus is on the prospective gmwth 
scenario of the fertiliser industry, the 
di.scussion will be confined mainly to the 
recommendations of the committee for 
new units. 

The reason for the industry rejecting the 
recommendation of the committee was its 
asscs.sment that the parameters adopted by 
the committee were unrealistic. It was fell 
that the norms with regard to new units 
were tight and could not be considered 
really achievable if they were compared 
with the present actual ratios. If these arc 
brought to achievable norms, the modified 
producer prices may be acceptable to the 
industry. Some of such unrealistic param¬ 
eters arc: 

(a) One example of the adoption of tight 
norms is that the committee adopted 0.549 
(in ‘(XKISM^) per MT of urea as the 
consumption norm for LNG and gas-based 
production. This is considerably lower 
than even the consumption norm of TCL, 
Babrala (0.60669), which is the most 


energy efficient plant in India with mod 
cm energy .saving devices. 

(b) Another example is that the committei 
apparently kept the working capital require 
ment constant. The impact of increase it 
operating costs on the working capita 
requirements was not taken into account 

(c) The committee considered LNG as thi 
most preferred feedstock in the long term 
given the present insufficient availabilit; 
of gas and bleak prospect of gas availabil 
ity in fumre. It did not detail itself to thi 
question of availability of LNG, whici 
was .so central to the recommendation o 
the preferred feedstock. Further it consid 
ered the price of LNG at port location: 
only and did not give pipe iransportatioi 
cost for the pmjccts in the hinterland. 

(d) The committee did not make an; 
provision for dual feedstock, even thougl 
the gas is not adequately available fur thi 
existing units and the government has o 
late been encouraging the units to havi 
dual feedstock facility. 

(e) It appears that the committee did no 
include provision for incrca.se in nonna 
repairs and maintenance with aging of thi 
plant or for normal capital additions, whict 
arc needed to keep the plant in a robus 
condition. 

(f) The comdiiltee ignored the issues o 
input .sales lax, ceiling on scllingexpcnses 
need of captive power plants (CPP), etc 
in the calculations of the LRMC price. 

Other major criticisms of the rccom 
mended LRMC price for new units wen 
that it would not he able to generatt 
adequate cash for .servicing the loans ir 
the initial years of the project. The rec¬ 
ommended LRMC resulted in cash dcficii 
in the initial period because of the high 
capital cost of the project. The committet 
also ignored the need tbi higher rate ol 
return for which the indu.stry had lon{ 
been clamouring, even under the RPS 
Given the above inadequacies in the rec¬ 
ommendation of the committee, it i: 
imperative to modify the LRMC price tr 
meet some of the valid criticisms while 
being in the LRMC framework. 

MoDinrATioN or LRMC Prici-. 

Some of the alternatives, which can be 
sugge.sted for modifying the LRMC price 
ate; 

(a) Fixing the capacity utilisation at 90 
per cent from the iiid year to the end 
of the project life. 

(b) Changing the consumption norms. 

(c) Changing the rate of return on capital 
to 20 per cent. 

(d) Increasing the cqwrating cost as the 
operating expenses to cover packing 
expenses, salary and wages. 
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winsunuioies ana stores, rqnirs ana 
maintenance and selling and distri¬ 
bution expenses seems to be on the 
lower side. 

(e) Readjusting the price .so that adequate 
cash is generated for servicing the 
loan (interest and repayment) in the 
initial years of the project. 

Capacity utilisation at 90 per cent: The 
committee had taken capacity utilisation 
of new units at KO per cent in the first year 
and l(K) per cent in the subsequent years. 
I'hc assumed level of production was taken 
at 7.68 lakh MTs. This assumed level of 
production is 6 per cent higher than the 
nameplate capacity of 7.26 lakh MTs! 
Since the assumed level of pntduction is 
itself higher and the expected number of 
stream days is on the normative basis, 
capacity utilisation ot 90 per cent from 
second year onwards can be proposdd. 
This will give .some cu.shion to those units 
whose capacity utilisation is more than 90 
per cent on the assumed level of produc¬ 
tion of 7.6K lakh MTs. In absolute terms, 
any unit producing more than 6.912 lakh 
tonnes annually gets the henctll. Further 
since the basis of calculation of the LRMC 
price itself undergoes a change, the unit 
gets higher producer’s price. 

A calculation taking capacity utilisation 
to be 90 per cent and using the .same 
parameters as adopted by the committee 
shows the re.sults shown in Table 2. 

Changing consumption norms: One of 
the reasons for low cash generation and 
therefore the viability of new projects in 
the recommendations of the committee 
was adoption of very tight consumption 
norms. If wc adopt the same consumption 
norm as that of TCL. Babrala, which is 
the most recent plant with energy saving 
devices and lhu.s the most energy efficient 
plant in India, the results are as shown in 
Table 3. 

Changing the rate of return to 20 per 
cent: The committee had adopted 18 per 
cent as the weighted average cost of capital. 
If this IS changed to 20 per cent without 
changing the other parameters, the varia¬ 
tion in CRC for the two options - assum¬ 
ing capacity utilisation at 100 per cent 
from second year onwards and at 90 per 
cent - as shown in Table 4. 

Increasing operating cost: If the oper¬ 
ating expenses arc changed suitably to 
cover packing cxpcn,scs, salary and wages, 
consumables and stores, repairs and 
maintenance and selling and distribution 
expenses, etc, the variation will be as 
shown in Table 3. 

Rearranging the LRMC payoff: In the 
LRMC price mcllunlology, the unit gets 
the same price througlumi the project life. 


Unit 

At lUO Per Cent Capacity 
_UtiliMtion_ 

At 90 Per Cent Capacity 
Utilisation 

Percentage 

Variation 

CRC 

Operating Costs 

LRMC 

CRC 

Operating Costs 

LRMC 

Gas 

3968 

3015 

6983 

4322 

3017 

7339 

5 1 

1.NG 

4060 

4239 

8299 

4414 

4241 

8655 

4.3 

Naphtha 

4171 

5022 

9193 

4536 

5024 

9560 

4.0 

FO/L.SHS 

.3482 

4845 

10.327 

5972 

4847 

10820 

5.8 


Table 3 

(In 'OOOSM ' per MT af urea) 




Existing Norms 

Changed Norms 



fia.s 


0.549«) 


0.61000 



I.NG 


0.54900 


0.61000 



Naphtha# 


0.48300 


0.57000 



FO/L,SH.S 


0.66332 


0.66332 



# The norms for naphtha arc that of IPFCO Phulpur-ll. 









(Rs per MT) 

Unit 

At 100 Per Cent Capacity 

At 90 Per Cent Capacity 

Percentage 



Utilisation 


Utili.sution 


'>^ariatiun 


CRC 

Operating Cost.s 

LRMC 

CRC Operating Costs 

LRMC 


Gas 

3986 

3255 

7241 

4340 3257 

“•ywT" 

49 

LNG 

4088 

4615 

8704 

4442 4617 

9059 

4.1 

Naphtha 

4215 

5760 

997.5 

4581 5762 

10342 

0.1 

FO* 

.5482 

4845 

10327 

.5972 4847 

10820 

4.8 


* Nu change has been suggested in the FO/LSHS plants, as the comiiiiiiee considered KVLSH.S as 
tlic least preferred feedstock 


TABI.t 4 


(R .1 per MT) 


Unit 

18 Per Cent ROR 
and l(X) Per Cent 
Capacity Utilisation 
CRC LRMC 

18 Per Cent ROR 20 Per Cent ROR 20 Per Cent ROR 
and 90 Per Cent and 100 Per Cent and 90 Per Cent 

Capacity Utili.sation Capacity Utilrsation C.apacity Utilisation 
CRC LRMC CRC LRMC CRC LRMC 

Gas 

3968 

6983 

4322 

7338 4.342 

73.59 

4724 7742 

LNG 

4060 

8299 

4414 

86.55 4444 

8685 

4826 9068 

Naphtha 

4171 

9193 

4536 

9560 4565 

9589 

4960 9985 

FO/L.SH.S 

5482 

10328 

5972 

10820 .5998 

10845 

6.527 11376 

Rote: There is no change in the operating co.st 







Table 5 









(Rsi>tr MT) 

I'nil 

Existing Norms 

Changed Norm/100 Per Changed Norm/90 Per 





Cent Capacity Utilisation Cent Capacity Utilisation 


URT" 

Op Cl 

LRMC 

GRCT UpU 

LRMC 

Op Cl LRMC 

Cios 

.3968 

.3015 

6983 

.3998 3405 

7403 4.351 

.3407 7758 

I.NG 

4060 

4239 

8299 

4100 4765 

8865 4453 

4767 9220 

Naphtha 

4171 

.5022 

9193 

4224 .5910 

101.34 4590 

.5912 ■ 10.501 

FO/L.SH.S 

5482 

4845 

10328 

5491 4995 

10487 .5981 

4997 10979 

Role: The consumption norm has been chonged as given above. 






Tabie 6 









(Rs per MT) 

Unit 

100 Per Cent Capacity Utilisation 90 Per Cent Capacity Utilisation 


CRC Operating Cost 

LRMC CRC 

Operating Cost LRMC 

Gas 

4762 

3015 


7777 5707 

3408 

9116 

LNG 

4872 

4239 


9111 .5843 

4769 

106 f2 

Naphtha 

5005 

5022 


10027 6022 

.5913 

11936 

FO/L.SHS 

6579 

4845 


11424 7844 

4999 

12843 
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which may not be enough to meet the cash 
requirement during the initial years of the 
project. There is normally larger require¬ 
ment of cash in the initial years of the 
project due to high project cost, due to 
large cash outflow on account of interest 
on long-term loan and repayntent of loan. 
But this requirement is on a diminishing 
balance and is over at the end of the long¬ 
term loan repayment period, which was 
taken by the committee to be eight years. 
Therefore the LRMC price can be rear¬ 
ranged such that the cash How problem 
is taken care of during this period. This 
does not increase the overall cash outgo, 
as NPV of the project over 15 years is kept 
constant. 

But if we change average capital cost, 
consumption norms and operating ratios 
to the level suggested above there will not 
be any need to rearrange the new LRMC 
price which will be as shown in Table 6. 
This new LRMC price will make the cash 
position po.silive - in five years’ time if 
I (K) per cent capacity utilisation is adopted 
from second ycarof operation, and in three 
years’ time in the other case il 90 per cent 
capacity utilisaiion from .second year of 
operation is adopted. This cash flow would 
take care ol loan repayment, .short-term 
and long-term, dividends and dividend tax, 
corporate tax, etc. This will also generate 
enough surpluses at the end of the project 
lifetime, i c, 15 years, which will finaticc 
expansion or add new capacity. 

Apart from the above incrca.se in the 
I .RM(' price, there are certain other ben¬ 
efits, which have not been quantified here 
but are available to the units even other- 
wi.se. which should encourage new capa¬ 
city addition. For example, the committee 
adopted provision for tax by taking de¬ 
preciation on straight-line basis, based on 
15 years lite. But income tux law pro¬ 
vides for depreciation on written down 
value (WDV ) basis. This would help in 
.saving tax payment and thereby help in 
generating additional funds during the 
initial years. Further, the LRMC price 
itself would require periodical review 
depending upon change that may take 
place in the input prices from time to time, 
i’he committee has recommended that no 
compensation up to 3 per cent increase in 
input prices need he given and the unit 
should ahsttrb the increase. But this limit 
seems to he high and may put the industry 
in liquidity problems. Thus a suitable limit 
for review can be considered. 

CoNruisio.N 

An attempt has been made above to 
explain and remove some of the deficien¬ 
cies of the recommendations of the 


Hdnumantha Rao CommiRee. The above 
suggestion of modified LRMC price is 
likely to remove some of the valid criti¬ 
cisms of the report by the industry. But 
it in no way suggests that the country 
should maintain the existing high level of 
self-sufficiency in fertili.scr production. 
Tire argument that import should not be 
viewed merely as a residuary element to 
bridge the gap between demand and .sup¬ 
ply on year-to-year basis is .still valid. The 
recommendation of the committee that 
joint ventures with buy-back arrangements 
should be encourag^ to take advantage 
of the low cost of production in Gulf 
countries is another means of augmenting 
supply in an assured manner. But if 
marginal production is needed to be set 
up in the country for .some reason, the new 
LRMC price will encourage entrepreneurs 
to set up new plants which will ensure a 
guaranteed price for a period of 15 years. 
I'his price will ensure operation of the 
plants on attainable efficiency norms and 
give positive signals for future growth of 
the industry. The new capacity should be 
based on natural gas and in its absence on 
LNG. But before LNG is available, many 
steps are needed to tie up funding, hack- 
w:ird and forward linkages of procure¬ 
ment and supply, etc. 

Notes 

1 Between and I9U0. the prices of 

inputs fur fertiliser production increased 
substantially, but llicrc was no increase in 
feniliser pnce.s (sec Table A). If one compares 

TaBLL a- iNCRFASr IN PWCXS (» Fl:RTII.ISI-R 
INPITS, 1982-90 


Per Cent Increase 
in Prices 


Natural gas 

300 

Railway freight 

2(H) 

Power 

148 

Coal 

1.30 

Imported phosphoric acid 

74 


Table B' Growth in Prices or Foodorains and 
Fertilisers 



Price (Rs per 
I5f0^1 

quintal) 

iwVf 

Per Cent 
Increase 

Foodgrains 

Paddy 

105 

230 

119.0 

Wheal 

117 

225 

92,3 

Gram 

145 

4.50 

210.3 

Sugarcane 

13 

24 

84,5 

Coarse cereals 105 

205 

95 3 

Retail Price (Rs per tonne) 

Per Cent 


1980-81 1 

1990-91 

lncrca.se 

Fertilisers 

Urea 

2000 

2350 

17 5 

DAP 

3050 

36(X) 

18.0 

MOP 

(too 

I3(K) 

18.2 


the inciea.se in fertiliser prices with those in 
foodgnun prices, one finds that the growth 
in foodgrain prices have far exceeded that in 
feniliser prices. In a sense therefore, the real 
cost of feniliscrs to farmeis has declined over 
lime (see Table B) 

2 Kirit Poiikh had argued that exceptionally 
high rates of capacity utilisation in some of 
the urea uniLs is a clear evidence of gnld- 
plating(£iYwiri/Hic'fime.T, May 26. 1997) But 
a report of INC Bearing ('Retention Prices 
for Fertilisers: Failing to Catalyse New 
Investment’, November 1996) had noted that 
the capital cost of a urea plant in west Asia 
is about the same as that of the .same capacity 
plant in India 

3 Tfic Planning commi.s.sion stated before the 
Joint Comniitlcc on Fertiliser Pricing that, 
“. .The system docs not provide enough 
incentive for continued improvement in 
technological norms and energy con¬ 
sumption" .Sec Report of (he Join! Commiitce 
on Fertiliser Pricing, August 1992. 

4 The industry feels thui the committee did not 
take a holistic and ohicctivc view of th^ 
various plu.ses and minuses. Huge under 
recovcrtc.s due to heavy disallowance in 
initially fixing investment for pricing, 
repairs and inainlenancc and other operat¬ 
ing cnvi.s made a deep dent into the prufitu- 
hilily and even led to los.ses at nnnnalive 
production levels .See 'Coiiiinent.s and 
Observations Repon of the High Powered 
Fertilisers pricing Policy Review Commit tec’, 
Ferulixer Markftmn News, May 1998 

.5 ‘Pricing Policy for Urea Munufaclure'. a study 
of pricing system, make-buy options and 
feedstock and location choices by a gniup of 
economists for the Hanumaniha Rno 
Conimiticc, .September 1997 (unpubli.shed). 

6 Import price of U.S i 161 per MT was 
adopted as (he long-term price of urea by the 
Planning Commission in the Working Group 
report for the Ninth Five-Year Plan on 
fcitili.sers. 

7 'Comments and Observations', Feniliser 
Markelinn News, May 1998 

8 Ibid 

9 Ibid. 

10 Vide Notification No l2()12/l2/97-FPP-ll. 
October 13. 1998 

11 Working Group Report of the Planning 
Commission on Fertilisers foi the Ninth Five- 
Year Plan. 

12 CRU Inlemutional, and WorldNiirof’en 

.Survey, 1994. 

<3 Idle capacity in the world as per the 
FERTECON report on 'The Outlook for 
Ammonia and Urea Price.s’ is about 13 per 
cent. 

14 NCAER study. 1994 

1.5 Energy consumption for pttiductiun of one 
MT of urea are LNG and Natural Gas ,5.07 
G Cal, Naphtha 5.10 G Cal and PO 6.57 
G Cal Cost of feedstock for production of 
one tonne of uiea are natural gas Rs 2.161. 
LNG Rs 3.285. naphtha R.s 4.057. R) M 
3.921 

16 .S N Chaltopadhyuy Commillcc, B K’P, August 
1988 
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DISCUSSION __ 

On Education Guarantee Scheme 
in Madhya Pradesh 

Rahul 


GOPALAKRISHN AN and Sharma(G and 
S) have made tall claims in favour of the 
Education Guarantee Scheme (EGS) be¬ 
ing run by the government of Madhya 
Pradesh (GOMP) (EPW. September 26, 
1998). They assert that this scheme has 
gone a long way towards univcrsalising 
primary education in tribal areas at a very 
tow cost without compromising on qual¬ 
ity, while at the .same time empowering 
local communities to demand and get 
education tor their children. The reality, 
however, is considerably more dismal and 
so the rccoixl needs to be set straight .so 
as to cn.surc that the poor trihals of Madhya 
Pradesh (MP) arc not short-changed by a 
typically publicity hungry administration. 

Even though G and S have harped 
continuously that the EGS has not com- 
ptomi.sed on quality, they have not both¬ 
ered to define exactly what they mean by 
quality education. .Since they have situated 
themselves in a practical rather than an 
idealistic context and have .spoken of rights 
and equality, we can assume that quality 
education would be that which can give 
the poor, especially tribals, the expertise 
to compete and get into elite professions 
like engineering, medicine, computers, 
management and the like at the end of their 
.schooling. At the primary level this would 
mean a sound grounding in language and 
numeracy skills to start with and comfort¬ 
able proficiency in .scientific reasoning 
techniques by the time they reach class 
five. 

Unfortunately, this is non-cxi.stent 
throughout the thousands of government 
schools in the state. The reason is that the 
teachers at the primary level arc not com¬ 
petent or committed enough and arc also 
hopelessly outnumbered by the students. 
An NGO Ekiavya has. for the past decade 
or so. been trying to innovate both with 
syllabi and teaching methods at the middle 
school and primary levels to bring about 
some improvement. Despite some very 
good work, they have not succeeded much. 
The main rea.son is that most of the teachers, 
after being trained in the new methods, 
do not follow them once they go back to 
teaching the children in school. Good 
teaching is painstaking work and the 
average teacher is a government servant 
who does not like to take pains. In fact 
what he docs is conduct private tuitions 
instead. The net result is that over the years 
the quality of leaching in government 
schools hits become abysmal. It is not for 
nothing that costly private schratls. to 


which a considerable number of parents 
send their children, including G and S, 
have mushroomed all over 

The responsibility for education in tribal 
areas in MP lies with the tribal department. 
The teaching of tribal children is more 
difficult becau.se their mother tongue is 
not a dialect of Hindi and they reside in 
remote areas. So the teachers are given an 
iiicrea.se in the salary as on incentive. 
Nevertheless, the level of absenteeism 
among teachers is horrifying. Not sur¬ 
prisingly, the schools in the tribal areas 
arc in an even worse shape than those run 
by the education department. ITte teachers 
recruited for the EGS are mostly local boys 
or girls who have been forced to drop out 
of the malfunctioning formal government 
.school system at the secondary or higher 
secondary levels because that was as far 
as they could get by parroting examination 
guides. To say that such people can pro¬ 
vide quality primary education after an 
induction training of just 12 days at a cost 
of a paltry Rs 610 and on a monthly salary 
of a measly Rs 500 is to ask EPW readers 
to willingly suspend their ditibelief. 

Contrary to what G and S claim, 
panchayati raj in Madhya Pradesh has not 
empowered the local people but has for¬ 
mally extended the arm of the state into 
the villages. The sarpanch has effectively 
become the iepre.sentativc of the state, both 
for implementing the numerous pseudo- 
developmental schemes of the govern¬ 
ment and also to suppre.ss any genuine 
protest against its anti-people policies. 
Local leaders sec the posts of sarpanch, 
janpad adhyaksha and jiladhyaksha as 
liaining grounds for becoming legislators 
and parliamentarians. This is not the place 
for a detailed criticism of panchayati raj 
III MP, and so suffice it to say that the 
panchayats are in reality not free of the 
bureaucracy as claimed by G and S. So, 
like many otnerschemesbeing implemented 
by the panchayats, the EGS too has 
emanated from the chief minister's .secre¬ 
tariat. Tlie sarpanches were told to get going 
and find suitable boys or girls to take on 
the onerous responsibility of providing 
quality education to those deprived of it 
in remote areas of MP. Th^ selected 
persons then went round a hamlet collect¬ 
ing the names of those children who would 
attend the .schools and thus sprang up the 
thou.sands of schools and lakhs of stu^nts 
of the glorified EGS. A far cry indeed from 
the picture of an enlightened government 
responding to the conscious demand for 


d. 


education from empowered parents of 
deprived children that G and S paint. 

What is happening in these EGS schools, 
if they are at all running, is that children 
are learning the Devanagari alphabet and 
counting up to hundred. Insofar as previ¬ 
ously even this was not happening, the EGS 
is indeed an improvement. But to infer 
from this that this is a revolutionary new 
development that is going to finally solve 
the vexatious problem of universalising 
primary education is to grossly exaggerate 
its potential and underestimate the hurdles 
that lie ahead. It is one thing to teach 
children the alphabet and counting at just 
Rs8,500a year per school and quite another 
to equip them with a solid grounding in 
language, mathematical and scientific skills 
for the future. Like the total literacy cam¬ 
paign and the non-formaleducation scheme, 
the EGS too has begun to falter after the 
initial stages. A fact that G and S have not 
seen fit to di.sclosc in their article. 

The EGS in fact is yet another disturbing 
manifestation of the GOMP’s decreasing 
commitment towards providing true qual¬ 
ity education to the people. From 1995-96 
onwards al I recruitment of school teachers 
has .stopped and instead a Shik.shakarmi 
scheme ha.s been started in which initially 
teachers were recruited by the block level 
panchayats at a salary of Rs 600 a month. 
The recruited people went all the way to 
the Supreme Court demanding better 
service conditions. Sub.sequently, on the 
direction of the Supreme Court, slightly 
better salaries have been provided for 
those recruited recently in the newer 
version of the scheme. But there is going 
to be a vast gulf between them and the 
existing government teachers who will get 
paid in accordance with the recommend¬ 
ations of the Fifth Pay Commission. By 
palming off the responsibility of educa¬ 
tion up to the secondary level to the 
panchayat system, the GOMP is killing 
two birds with one stone. It is saving 
immensely on the cost of education while 
at the same time gaining kudos for having 
decentralised its functioning. The EGS 
has recently been awarded the prestigiou.s 
Commonwealth prize. 

These are expensive times in which even 
onions arc selling at Rs SO a kilo. Quality 
education requires a lot of resources in 
terms of time, money and genuine inno¬ 
vation. There has been a .sad lack of these 
throughout more than five decades of 
independent governance in India. Now 
things have taken a more sini.ster turn with 
the government not only washingitshands 
off providing format quality education to 
the poor but declaring that ripoffs like the 
EGS are harbingers of a new educational 
dawn for the deprived and downtrodden 
masses in the approaching millennium. 
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Corporation Bank has been ranked the No. I Public 
Sector Bank b/ the latest surveys of Business Today 
(Nov 7-21, 1998) and Business Standard (Banking 
Annual, Nov 1998). As also the inaugural survey by 
Economic Times (The Agenda, Dec 8, 1998). he fact 
that not one but three leading business publications 


have put the bank on top is a testimony to its all¬ 
round excellent perfcrniancc. What’s more. Business 
Today has ranked the bank among the top three PSBs 
for the last five years, and as the No. I for the last 
two years. To reach the top and then stay there, 
wouldn't you agree that’s a rare feat by any standard? 
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viability, operational efficiency, recovery pcrfonnancc, small fanner 
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institutional changes, we are witnessing the highly concentrated power 
of a progressively smaller number of market participants, making the 
financial system a perennial breeder of systemic risks. 95 The 
experience of the east Asian counties has underscored the dangers of 
unregulated capital mobility so long as a country docs not have the 
institutions to handle the.se flows efficiently. 213 Overview of life 
insurance operations in India and the emerging strategic issues in the 
light of liberali.sation and the impending private .sector entry into 
insurance. 203 Money, banking and finance; Special Statistics. 218 
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LETTERS TO EDITOR 


Attacks on Christian 
Community in Dangs 

THE eruption of violence in Dangs on 
December 25.1998 which ha.s caught the 
attention of (he national and international 
media i.s not a spontancou.s or sudden 
development. During the last one year 
there were 20 in.sianccs of attacks on 
Uihal Christians and their prayer halls 
carried out by the Hindu Jagran Manch 
(HJM), Visliwa Hindu Parisbad (VHP) 
and Bajrang Dal (BD) combine and backed 
by the BJP. But the government and 
the local administration had refused to take 
any action. Thc.se attacks were accompanied 
by systematic, virulent and malicious 
propaganda through handbills and .scries 
of meetings in and around Dangs. The 
chief mini.ster of Gujarat as well as the 
local authorities were informed about these 
attacks hy the local tribal Christian 
community thniugh a number of memo¬ 
randa and complaints. 

The main propaganda has been that the 
Christian missionaries and their insti¬ 
tutions are resorting to conversion of 
the gullible and innocent tribals through 
lorce and inducements. However not 
a single case of conversion through 
inducement or force has been recorded in 
Dangs to date - a fact which even »he 
government of Gujarat has conceded in 
its submissions to the National Minorities 
Commission, 

The attacks and malicious propaganda 
against the tribal Christian community 
carried out by the HJM. VHP and BD 
combine before December 25. 1998 h.ad 
already created a communally surchar¬ 
ged atmosphere in the Dangs. On hearing 
of the proposed rally on Christmas day 
by HJM the local tribal Christian com¬ 
munity and the Dakshin Gujarat Lok 
Adhikar Sangh. a civil liberties organi- 
.sation. formally requested the district 
collector not to give pennission for the rally 
on Christmas day. The.sc requests went 
unheeded and the rally and the 
public meeting were allowed to take place. 
Anti-Christian slogans and speeches 
were made by the leaders of HJM, VHP and 
BD. 

The consequences turned out to be as 
expected. After the rally and the meeting 
the activists and the members of HJM, 
VHP and BO combine went on a rampage 
in Ahwa town damaging shops owned by 
Christians and Muslims and Christian 


educational institutions. The police had 
to resort to lathi-charge and burst tear-gas 
shells. Subsequently, the members of 
Christian community and their prayer halls 
were attacked in remote and far-flung 
villagesof thedistrict by the same activists 
who had dispersed in different groups 
after carrying out the attacks in Ahwa 
town. Between December 25, 1998 and 
January 11, 1999 a total of 24 attacks on 
prayer halls, nine physical attacks on 
individuals and eight attacks on houses 
and educational institutions have been 
recorded. All the.se attacks were carried 
out during the night and involved groups 
of 50 to 60 persons and t(K)k place in 
villages where there ate few tribal Christian 
families. In .some in.stances, some govern¬ 
ment employees were involved and 
government vehicles were also u.sed. 

The constitution of peace committees 
and the visit of the prime minister does 
not seem to have had any effect on the 
activi.sts of the HJM, VHP and BD 
combine. Ifanything, the prime minister's 
call for a national debate on conversions 
has further emboldened these forces to 
intensify their anti-Christian activities in 
Dangs. These forces besides setting fire 
lo two prayer halls immediately after 
the departure of the prime minister have 


also begun intimidating the already 
terrorised tribal Christians to adopt 
Hinduism. And those who refuse to adopt 
are threatened with .social boycott, burning 
of their houses and denial of all govern¬ 
ment benefits due to them as members of 
scheduled tribes. 

The Dakshin Gujarat Lok Adhikar 
Sangh and the undersigned members 
are of the view that the attacks on the 
tribal Chri.stian community of Dangs is 
part of the broader plan of the Hindu 
fundamental forces to subdue and suppress 
the rights of the religious minorities of 
India. By this they also intend to paralyse 
the activities of the Christian missionaries 
who have contributed towards making 
the tribal communities in .south Gujarat 
conscious of their social, economic and 
political right.s. 

Paresh Choudhary, .Saiyakam Joshi, 
Prafulbhai Choudhary^ 
Madhuben Choudhary. 

Rameshbhai Vasava. 

Stany Pinto. Naginbhai Kabari, 
Jayram Gosami. 

Dakshin Gujarat Lok 
Adhikar Sangh, 

Vedchi, Valod. 
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AND 

POLITICAL 


Saving the ‘Family Jewels’ 


R educing government shareholding in public sector 
enterprises was supposed to be a way of freeing these 
enterprises from bureaucratic control and rendering them 
more viable commercially. The prolonged sound and fury 
signifying very little over what has come to be known as PSU 
disinvestment, especially in the last ncarl)’ one year of the 
BJP-led coalition government, has shown how loath politicians 
and bureaucrats are to accept any dilution of their overtordship 
of government companies. But then this was not altogether 
unexpected. What has come as something of a revelation of 
’ late is the manner in which government control precisely is 
sought to he used to steamroller schemes of .so-called 
disinvestment which have nothing to do with improving the 
business efficiency and performance of public enterprises but 
have an altogethcrdifferent objective in view; raising budgetary 
resources for a .severely cash-strapped government. 

In jusi the last few months a series of such schemes have 
been put on public view. There was the idea of fabricating a 
'special purpose vehicle’ to which a certain proportion of the 
government’s shareholding in public sector companies was to 
be transferred. This was followed by the proposal to 
‘warehouse’ the government’s shares with public financial 
institutions. Both schemes were founded on the u.sc of 
governmental mu.sclc to ’persuade’ llnancial institutions to 
put up the money to pay for the shares to be transferred from 
the government. In the event neither scheme got anywhere, 
ostensibly because the mechanics of the transfer of the 
government’s shares could not be satisfactorily worked out, 
but as much or more, one suspects, because the politicians in 
power and bureaucrats were unwilling to countenance even a 
nominal reduction in government shareholding and they were 
able to orchestrate shrill cries in political and other circles 
agaimst the perfidy of disposing of ‘family jewels’. 

Other artifices were soon devised to yield funds for the 
budget without touching government ownership of public 
sector companies. In a remarkable metamorphosis, the 
proposed legal enactment to permit companies to buy back 
their ow,n shares, which was supposed to have been mooted in 
response to the demand of industrialists and business houses 
and was ad verti.sed as a vi tal measure tore vi vc the stock market, 
suddenly came to he seen as the an.swer to the government’s 
prayers. So legislative formalities were short-circuited 
forthwith and an ordinance was promptly issued to legalise 
buy-back of shares by companies. It hardly .seemed to matter 
' that, quite contrary to the original expectations, not many 
businessmen queued up to take advantage of the measure 
which also seemed to have had little impact on the stock 




market. What did matter was that public sector companies 
could be told now to buy back their own shares from the 
government, thereby providing funds to bridge the budgetary 
gap even as government ownership of them was retained 
intact. 

And now this Wednesday, with just 10 weeks left of the 
Trscal year and desperate to window-dress the budget due at 
the end of next month, the cabinet, with the prime minister 
presiding, once again urgently turned its attention lo 
disinvestment of government shares in PSUs. A list of six 
companies was drawn up which would be asked to buy shares 
held by the government - cither their own or, as yet another 
innovation, those of other companies in the list, lo create 
cross-holding of shares, but pumping money into the 
government’s coffers in citlier case. The plans drawn up for 
just these six companies will, it has been officially slated, 
enable the government to achieve and even exceed the target 
of raising Rs 5,()00 crore from disinvestment in this fiscal 
year. It is evident that a single consideration has dictated the 
choice of the particular companies: their ability to cough up 
the cash to pay for the government’s shares. Not surprisingly, 
three of the companies arc from the oil sector and two from 
telecommunications. That these also happen to be sectors of 
the economy calling for large investments and so draining 
these PSUs, which because of their dominant position in the 
rc.spcctive industries have to provide much of thc.se 
investments, of funds lo the tune of Rs 5,()00 crore or more at 
this juncture has serious adverse consequences for growth 
docs not seem to have bothered the government. 

The prolonged muddle over the sale of the government’s 
shares in PSUs is faithfully reflected in the multiplication of 
agencies and committees entrusted with responsibility for the 
task. At this week’s cabinet meeting yet another cabinet 
committee was set up to decide on the pricing of the shares of 
companies chosen for disinvestment. Would this committee 
replace the existing cabinet body designated as the group of 
ministers on disinvestment? No, it has been promptly clari Tied 
officially, it would not, lest the ministers who have not found 
a place in the new committee should feel aggrieved. Of course, 
the so-called core groupof secretaries ondisinvestmeni continues 
to bum midnight oil. The once high-profile Disinvestment 
Commission too remains a fixture, though its chairman has 
been largely reduced to dispensing obiter dicta on economic 
policy from diverse public platforms and one of its mcmberii 
the other day di.sclosed in a press statement how he had 
stopped attending the commission’s meetings since July last. 
But does all that matter? The ‘family jewels’ are safe after all. 




SCIENCE 

Research and Ethics 

HISTORICALLY science and ethics have 
had a difficult relationship. The great 
experiments in science or medicine that 
advanced humankind's knowledge of 
nature and provided ways and means of 
harnessing its lorces tor so-called human 
good were not subjected to the queries 
which we are increasingly forcing our¬ 
selves to ask' Is the particular .scientific 
endeavour relevant? Will the product of 
the research do more harm than good? 
Who will beiiefit? How and on whom has 
a test ol the eflleacy of the particular 
solution been performed? These are not, 
let us admit, easy questions to answer. For 
there arc genuine fears of the creative 
impulse which prompts major discoveries 
or inventions, often read as having been 
serendipitous, being straitjacketed if one 
were to posit questions about the relevance 
of a piece of knowledge or lor that matter 
a product yet to emerge. Not .surprisingly 
then modem societies have waited till 
disasters take place to set in motion in¬ 
quiries on ethical issues in the field of 
science and technology. If the atomic 
bomb on Hiroshima and Nagasaki 
prompteil debate on the disastrous appli¬ 
cations ol nuclear science, the Nazi medi¬ 
cal experiments on human subjects 
prompteil in time the Nuremberg Code of 
l‘)47. This was lollowed in 1964 by the 
Declaration at Helsinki. The codification 
of ethical principles in medical .science 
has seen much development since then 
necessitated by developments in the field. 
In the 1980s. with the rapid growth of 
human genetics research and ol reproduc¬ 
tive technologies, committees were set up 
in several countries to codify ethical prin¬ 
ciples as applicable to the field. 

In India, while there has existed since 
1980 a policy statement on ethical con¬ 
siderations involved in research on human 
subjects. It has been followed more in the 
breach. Since it has been merely a .state¬ 
ment. non-compliance with the guidelines 
has not been punishable in any way. In 
fact, even the primary recommendations, 
such as the .setting up of ethical commit¬ 
tees. have been flouted in the Indian 
Council of Medical Research’s own insti¬ 
tutions. if not in letter then in spirit. The 
setting up ol a central ethical committee 
on human research (CECHR) in 1996under 
the ICMR was long overdue and rai.scd 
cxpiictaiions of a better ordered ethical 
environment lor the conduct of medical 
research involving human subjects and, 
as a fall-out. ot all research. Four sub¬ 
committees were setup under the CECHR 
for drawing up detailed guidelines for 
human genetics lescarch, transplantation 
research including foetal tissue transplan¬ 


tation: clinical evaluation of drugs; and 
epidemiological research. In late Decem¬ 
ber 1997 draft reports of the five groups 
were suppo.sedly released for wide circu¬ 
lation and sub.sequcnt national debate for 
finalisation. And expectedly, while the 
forms of democratic debate have been 
adhered to. in reality the drafts have had 
limited circulation and the public debates, 
by all accounts, have been in most cases 
finely tuned and tailored affairs. Even 
the selection of the members of the .sub- 
committee.s, it has been pointed out, reflects 
an antipathy to widening the debate on 
thc.se issues. For instance, that the members 
of the sub-committees are all metro-based 
medical practitioners or health bureau¬ 
crats has caused some comment. There is 
little or no repre.sentatinn of doctors in 
research or public health or for that matter 
social .scientists or health activists. 

Whi Ic no doubt the drafting committees 
have drawn upon the relevant codes in 
different countries, it is unlikely that they 
have even acknowledged the debates on 
some of theses is.suc.s within the women's 
and the international health movements. 
I'he issue of assisted reproduction has, for 
instance, generated much debate in the 
women's movement focused on the 
woman's health and rights. The ethical 
guidelines drawn up by the ICMR com¬ 
mittee appear to give no special consider¬ 
ation to such i.ssucs as women’s control 
over the technology noriio they even seem 
to be aware of a women’s perspective on 
health issues. For instance, at a meeting 
to consider the ethical dilemmas in testing 
microbicidcs as a new preventive alter¬ 
native for individuals who do not wish to 
u.se condoms, an international meeting 
po.sed the issue that in examining the 
ctficacy of the product .social consider¬ 
ations also need to be taken into account. 
Participants argued that “examining ques¬ 
tions related to product u.se (e g. fonnu- 
lation preferences, safety concerns and 
partner reactions) is absolutely critical to 
determining the real efficacy of a u.scr- 
dependent product like a microbicide’’. 
I'hiis was emphasised the need for scKial 
science research components to be asso¬ 
ciated with clinical research. This is an 
aspect that needs to be given .serious 
consideration atall Icvelsof research using 
or affecting human subjects. 

For tiH) long medical research has viewed 
human subjects simply as replacing ani¬ 
mal miHiels in the laboratory. In effect, 
human society, notionally, becomes a large 
laboratory with human beings as subjects 
lor experimentation. Not surprisingly, 
norms in the higher phases of clinical trials 
flounder because they encounter individu¬ 
als who arc both agents and subjects of 
social organisation and unlike animal 
models expect to have .some say and control 
over the experimentation, even if circum- 


stknees may force them to eventually 
abandon .such expectations. This is pos¬ 
sibly why the notion of informed consent 
instinctively raises the hackles of medical 
researchers and has churned up so much 
debate over the decades. The act of offer¬ 
ing the right over the process of experi¬ 
mentation, in however limited a way. to 
the 'subject' is outside the scientists’ per¬ 
ception of scientific research, conditioned 
as they have been to the rigid com- 
partmentalisation of science and .society, 
if re.scarch has indeed to be of relevance 
“for the advancement of knowledge and 
for the benefit of all membersof the human 
species and for the ecological and envi¬ 
ronmental well-being of the planet", this 
perspective must change radically. In 
the absence of such a change, mere state¬ 
ment of general principles as is available 
in the draft guidelines of the ICMR will 
he meaningless. The codification of ethi¬ 
cal norms in scientific research is the first 
step towards recognising the primacy of 
people and their societies over re.search 
objectives. As .such, the task of theCECI IR 
in formulating the ethical guidelines and 
of the ICMR in now taking forward the_ 
debate and integrating ethical principles 
in its activities has far-reachmg conse¬ 
quences. It would he a pity if the Council 
fails to broaden and sharpen the scope of 
the debate such that people arc seen not 
as subjects of research but as participants 
in the project. 

INDONESIA 

More of the Same 

Jan Itrenuin write x: 

PRESIDENT Habibie of Indone.sia lacks 
all credibility as a democratising succes¬ 
sor to Suharto's dictatorship. So far no 
rupture has come about in the intimate 
relationship with his former boss whom* 
he served fi>r long with utter loyalty and 
also with much profit for himself. Right 
from the start it was clear that Suharto had 
selected Habibie Irom among his circle of 
stooges in order to guarantee continuity 
and to conceal the crimes and fraudulent 
practices of the New Order regime. Habibie 
adopted the po.se of being a transitional 
figure and. in reaction to the call for 
Reformasi, pretended to be the inspiring 
light of the nation's Democratic Awaken¬ 
ing. During last year’s turmoil, Indone¬ 
sian students never trusted him and quite 
rightly .so. The debates held in mid- 
November in the Consultative People’s 
Assembly (MPR) ended without conced¬ 
ing the main demand of the opposition: 
to dismantle the political power of the 
armed forces. The sole protest was voiced 
by members of the only opposition party 
(PPP) who had to walk outof the assembly 
in order to get their dissent put on public 
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record. Street demonstrations were coun- 
teitd with much greater violence. The 
bosses of the dominating Golkar Party 
mobilised gangs of mercenaries to assist 
the military in restoring 'law and order’. 
In addition to a dozen students, a few of 
these mercenaries lo.st tlieirlives. A 20,000 
rupiah note was fixed to the body of one 
wIki had been beaten to death by an angry 
mob. to illastrate the underhand payments 
made by the regime to such squealers. 
Moreover, the press this time has dared 
to draw attention to agents provocateurs 
among the demonstrators who incited the 
throng to loot and burn shops and exhorted 
the .Students to storm public buildings. 
What obscure forces are behind these acts 
of pnivocation that are meant to create a 
state of anarchy? No doubt the same hidden 
hand that was instrumental in the explo¬ 
sion of violence in the middle of May last 
year. Thc.se machinations arc mentioned 
in a report written by an official team of 
investigators. Then findings arc so .sensi¬ 
tive that they have not been able to prc.scnt 
their report loi mally to the authorities. No 
^ inini.stcr or general could be found willing 
lo accept the olficial document. 

A niiiTiber o* (lolilical activists were 
detained in the slip-stream of the latest 
turbulence in Jakarta. They drew up a 
public statement protesting against the 
undemocratic proceedings in the consulta- 
iiveas.seinblv Tlioscaccu.sedolsubversion 
against the slate werc all VIPs such as 
Siikmawati .Sukarno (one of the daughters 
ol the first president tif the nation) and Ali 
Sadikin. ex-govemorof Jakarta and former 
marine commander. It was no coincidence 
ihai mat me tlelachments stood between 
military tnnips who were ready to shoot 
and the peaceliil student demonstrators 

All this signilics a lack of unity among 
the political elite and even within the army. 
Habibie has lost whatever legitimacy he 
had and pressure for him to step down is 
mounting. Although widely considered a 
political lightweight, he is nevertheless a 
.shrewd operator i ho keeps the. opposition 
divided - not such a difficult task in view 
ot the 106 parties that have registered for 
the parliamentary elections in early June 
this year - and is willing lo u.sc more brutal 
intimidation if necessary. 

Little comment has been made so far 
about the support giver to Habibie by 
agents of foreign business interests. 
Indonesia's external debt, alieady stag¬ 
gering. has lurther increased in recent 
months following the new loans extended 
by World Bank and IMF. Their bailing- 
out operation might later he seen as throw¬ 
ing giKHi money after bad. Habibie has 
exprc.sscd his gratitude for this new lea.se 
‘bf life, claiming rather naively that the 
billions of dollars handed out arc indi¬ 
cative of the restored confidence abroad 
in Indonesia's ecomimy. This 'aid' has not 


been utilised, however, to alleviate the 
growing misery of the ordinary people, 
hut to shore up the rupiah so that foreign 
investments made in the past would not 
need to be written off as bad debts. The 
monetary inflow .seems to have helped: 
the Indonesian currency is now valued at 
7.500 rps perils dollar, half the amount 
that had to be paid when Suharto exited. 
Capital gradually seems to have become 
bankable again, while labour remains just 
as redundant as before. 

Early in 1998 the IMF insisted that all 
subsidies on daily needs such as rice be 
removed, causing food riots throughout 
the country. This was the logical but un¬ 
anticipated outcome of structural adjust¬ 
ment ratherlhan a clever move to engineer 
the downfall ol a tyrannical leader. Hav¬ 
ing learnt their lesson the major aim of 
IMFAVorld Bank is now to back Habibie. 
Both agencies provide us with 'gixxl news' 
on the Asian economies. Does this also 
refer to Indonesia? Most certainly, thanks 
lo ‘ourmanin Jakarta'. Habibie rcpre.sents 
a government policy which attaches low 
priority to combating the immiseri.sation 
ofthepeople.avoidsregistrationof massive 
unemployment lor fear of fuelling unrest 
and introduces the badly needed '.social 
safety net' only on paper. More than hall 
the population was below the poverty line 
and that percentage is still increasing. The 


meltdown which was earlier labelled as 
A;ri.i»H7n, the monetary cnsi$,hasnow aggra¬ 
vated into kristai total ensis. The social 
turmoil caused by the economic collapse 
is expressed along religious and ethnic 
lines. Such conflicts which have been 
reported from different parts ol the country 
unefermine the foundation of the nation state. 

Reactions outside Indonesia to events 
in that country arc contradictory. On the 
one hand, stnmg agreement with the harsh 
dictate imposed by IMF, which was in¬ 
spired exclusively by monetary consider¬ 
ations, and. on the other hand, mute pro¬ 
tests against the brutalities suffered by 
demonstrators and dissidents. The lack of 
political stability in Indonesia will endure 
at least until the elections for a new 
parliament in four months from now. The 
only concession that Habibie has made is 
that he will immediately call a meeting of 
theCoiistitutivePeople’s Assembly in older 
to elect a new president. He considers 
himself to be the most eligible l aiididaie 
for the post. Aided and abetted by his 
foreign patrons, he mighi indeed come 
back for a new five-year term m office. 
He wants to rcali.se his dream of a New 
Indonesia where, in the next generation. 
95 per cent of ihe people will belong to 
the middle class, 2 per ceni will be super 
rich, and only .1 per cent will lag behind 
in poverty. .Some dream! 
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of Man) will be preferred. Allowances, D.A. and other benefits are admissible as per 
rules of the institute. The age of superannuation shall be sixty years or as per individual 
contract. 

Applications are also invited from NET passed Masters for ICSSR Junior Research 
including salary protected Fellowship for Doctoral Work at the Institute in Economics. 
Population, Sociology, and Social Psychology. 

Applicants with proven research capabilities in terms of publications and experience 
of independently completing research projects will be preferred. Applications should 
be submitted to the Registrar by March. 6th, 1999 on the proforma obtainable from 
him by sending a self-addressed envelop of 23 x 10 cm size affixed with postage 
stamp of Rs. 15.00 along with detailed bio-data, names of the three referees, sample 
of three best publications, academic work-plan, and SC/ST/OBC certificate. The 
directives of the ICSSR and the U.P. Government with regard to reservation for SC/ 
ST/OBC are admissible. 

Sanjeev Kumar 
Registrar 
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CURRENT STATISTICS EPW Research Fouadatioii 


DevelopiiKiuii in ihe finHncial tysiem have been nuxed While eqiiily iuues have dipoeil low. funds raised by corpomies through bond issues, private plucements in panicutar. 
have increiised shnrply. with public sector undertakings iie> ouniiiig for the bulk Banks deposits continue to grow by about 18 per cent annually Resource mobilisnlion 
by UTI iuid inhcr mutual hinds, whose operatiom are linked to the capital market, bos been poor, but NBrCs' deposits have risen from 4 psu: cent of bank deposits 
in IWO-VI to 2.' per I'em in l9%-97 Banks' assets as pcrceiuage of total assets of bonks and FIs, which hod fallen from 74 per cent in 1981 to 6? per cent in 1992, 
have generally remained unchanged since then 

Macroeconomic Indicators 


Wctghts 


Index Numbers of Wholesale 
Prices (I9KI-82= l(X)) 


Ail CoiniiHXItttcs 
Primufy Articles 
FtKxl Arlicic.s 
Non-Hixid Articles 
Fuel. Power. Light and Luhnctuiis 
Manufucliia'd PiikIuci.s 
Food Pnwlucts 
Food Inih-'x (computed) 

All CoiiiiiKidilies (Average Basis) 
(April 4 - January 2. IW) 


Cost of Living Indices 


Industrial Workers (|982=1(K)) 

Urban Non-Man Emp (1984-K.S,= 1()0) 

Agri Lab (l9Kfi-K7=l(K)) (Link factor 5 89) 


Money and Bunking (Rs crore) 


_ Variation (Per Cent): Point-to-Point _ 

Over 12 Months Fiscal Year So Far 1997-98 1996-97 1995-% 1994-9.1 


100.(8) 

(54.8 

-0 9 

5.0 

5.6 

5.7 

5.5 

.5.3 

6.9 

5.0 

■mzi 

72 70 

7b (9 

-2 8 

8.9 

4.8 

10.4 

7.0 

5.5 

7,0 

5.4 

12.7 

17.79 

447.2 

-4,7 

8.8 

5 1 

12.7 

7.8 

40 

9.6 

9.8 

11.9 

10.08 

7K9.() 

0.5 

12.0 

4.1 

9.1 

5,8 

8.5 

3.-5 

-1.9 

1.5 5 

10.66 

7b2 1 


1.2 

17.0 

-0.5 

9.4 

11.4 

16.9 

77 

2.4 

.57 04 

7.77.2 

0.2 

7.4 

4.7 

7.4 

7 9 

4.0 

4.9 

5.0 

10.7 

10.14 

.746.4 

0 7 

48 

84 

6.7 

7 0 

5 5 

14.1 

-0,7 

8.1 

27.,57 

4(17 5 

-3.1 

75 

6.1 

10.6 

7.5 

4.5 

III 

67 

10.6 

l(8).00 

752 0 


7.0 

5.3 

7.5 

4.7 

4.8 

6.4 

7.8 

10.9 


l,alcst 

Month" 


Vanation (PerCijnt): Point-lo-Point 



Month 

Latest Previous 

1998-99 






478 0 

1.2 

197 

4.9 

15.3 

4.3 

8 7 

10.0 

8.9 

9.7 

750 0 

0.9 

15.5 

5.2 

12.2 

4 1 

72 

10.2 

8.2 

9.9 

<100 

2.0 

18.7 


14.0 

» 

7.8 

10.5 

7.2 

11.1 


Variation 
r So Far 


()ver Month Over Year 


1997-98 1996-97 1995-96' 


Money .Supply (MO 
CiiiToncy with Ptiblii 
Deposit with Banks' 

Net Bonk Crcdii to (iovi 
Bank Credit to Coiiiinl Sector 
Net Foreign Exchange A.s.sels 
Reserve Money (Jan 8) 

Net RBI Credit to (.'entre 
RBI Cretin to Bks/Coinin Sector 
•Scheduled Conuncrcial Banks (Jan I) 
IVposiis 
Advances 

Non-FiHxl Adviuiccs 
Investments (for SLR purposes) 
Cotninercial lnvesiincnt.s 
Includes Ks 17.945 crore on account 


Index Numbers of Industrial 
Prnduftinn (199.4-94=100) 


General Index 
Mining and Gtianying 
Manufacturing 
Elecincily 


Capital Market 




160429 

762071 

.780122 

45.5976 

1.78098 

247(8)4 

1.50764 

24118 

687081 

744024 

.727927 

249687 

45015 


471(80.5) 
-679(-0.4) 
5(8i2(0 7) 
2.56(0.1) 
9114(2 0) 
1584(1 2) 
9245(7 9) 
7084(2.1) 
6564(77.4) 


151067(19.5) 
189.58(17.4) 
171844(209) 
62422(19.6) 
.5.7687(17.7) 
19958(169) 
756.5(816.9) 
27048(18 I) 
7944(49.1) 


100574(12.2) 

1.5246(10.5) 

8.5469(12.6) 

49.502(15.0) 

27786(5.5) 

11529(9.1) 

2077(89.2) 

16748(12.5) 

8876(57.8) 


7.7048(10 4) 
9784(7 I) 
67660(11.2) 
2908(810.1) 
25982(6 9) 
12644(12 0) 
11768(,5.7) 
6614(5.5) 
2921(22.0) 


.7.)77(().5) 1189.72(21.1) 77671(12.8) 585.5(811.6) 
6592(20) 4.7498(145) 1994.5(6.2) 2212.5(79) 

6497(2.0) 7925.7(17 6) 16729(5.2) 17866(6.6) 

161(4)1) .7472(815.9) 70978(14.2) 24850(17 0) 
1.72.7(7.0) 11106(72.8) 119.7(8,76.1) 14498(74 7) 


12.7451(17.6) 
1709.5(9 9) 
11(8)76(19.4) 
42(8X814 6) 
.55887(14 9) 
21072(200) 
26248(17.1) 
1291.5(10.7) 
2029(1.5.7)- 

99811(19.7) 
45677(16.4) 
4079(815 I) 
28192(14.8) 
1.7677(70.4) 


97841(16.2) 
17829(11 7) 
84162(17.5) 
70840(12 0) 
71659(9 2) 
27756(28.4) 
5527(2.8) 
19.74(1 6) 
l5557(-54()) 

71780(16.5) 
24.78(89 6) 
26.58(810 9) 
25771(15.6) 
4412(29.4) 


of proceeds Inini RIBs. excluding which the yeor-on-yeor growth of money supply would be 17.2 


72581(1.7 7) 
17577(17.5) 
55042(12 9) 
7576(81.5 9) 
51925(17 7) 
7109(7,4) 
25176(14 9) 
19855(20 I) 
8747(47 (>l 

469(8812.1) 
4245.5(20 I) 
44978(22.5) 
15529(10 4) 
925(6 6) 
per cent. 


October 
Weights 1998 


Fiscal Year So Far 

IW-98 


177.4(7.6) 
11.5.6(-().7) 
140.6(7.8) 
1.75 2(6.7) 


172.6(6.2) 
116.4(5.0) 
175.4(6.2) 
127.2(6.9) 


1997-98 


177,6(6.6) 

122.4(5.9) 

I4()..5(6.7) 

170(86.7) 


1998-99 So Far 1997-98 


Full Fiscal Year Averagc.s _ 

l9%-97 1995-96 1994-95 


129.(85.5) 122.7(12 8) 108.4(8 4) 

ll.5.6(-2.0) 117 9(9 6) 107.(87.6) 

171.8(6.7) 127..5(I7 8) I08..5(8.5) 

l'/1 9(7 9) 117.7(8 1) 108.5(8.5) 


End of Fiscal Year 



Fnreign Trade 


Expuns’ Rs crore 
US 5 mn 
imports' Rs crore 
US % mn 

Non-POL: US S mn 
Balance of Trade Rs crore 
US $ mn 


Foreign Exchange 
Reserves (excluding gold) 


Rs crore 
US S inn 


November 

1998 


Fiscal Vear So Far 
1998-99 TWT? 


Fiscal Year Averages 


89897(10 I) 
214.7.7(-S2) 
117948(27 8) 
28121(66) 
24094(14.8) 
-24222 
-5784 


8162.7(7 7) 
22598(5.2) 
952.54(10.4) 
26771(7.9) 
20988(17 8) 
-1.7671 
-3774 


126286(6.7) 
7798(82 6) 
151.5.54(9 I) 
40779(5.8) 
72.562(11.9) 
-2.5268 
-6799 


118817(117) 

.7347(85.7) 

1.78920(17.2) 

.79172(6.7) 

29096(-f).2) 

-20102 

-5663 


106757(28 6) 
71797(20 8) 
122678(36.7) 
76678(28.0) 
29152(28 7) 
-16725 
-4881 


82674118..S) 

26770(18.4) 

89971(27.1) 

286.54(22.9) 

22727(29 5) 

-7297 

■2724 


Jan 15. 

Jon 16. 

Mar 71. 


1999 

1998 

1998 

Month Year 

Ago Ago 

116779 
27447 

94727 

27476 

102511 

25976 

2768 21612 
778 4007 


Variation (^er 


17828 14.7.52 22176 21649 -7.702 18402 27470 

1467 1067 7607 5247 -.7690 .5640 8724 


NiiU \ (O.Su|ier.scripiiiunicialileiiiiicsnKiiuhtowhirhliguiriehiies.cg.superscnpl 11 standslorNovemher.tiOFieurninbriickeisureperi'emngcvariatinnsuverihespeciried 
or over nH‘i.»inpiii<ihle|)rrii>d III lilt- |irevi«u.s ye.u na. mil available, neg. negligible ' unchanged 
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COMPANIES 


EPW Research Foundatioa 


EXCEL INDUSTRIES 

Lower Production 

1997-98 was a difficult year for agro¬ 
chemical major Excel Industries. The slow 
down in the economy and the imbalance 
between demand and supply affected 
the company’s performance drastically. 
Cheap supplies from China which flooded 
the market only added to the company’s 
wixis. While net sales ro.se marginally by 
2.5 per cent over 1996-97, a steep rise in 
operating expcn.scs saw the company’s 
operating profit decline by 16.2 per cent 
over the same period. Disproportionate 
increases in interest (up 6.4 per cent) and 
depreciation (up 10.9 per cent) led to a 
further tall in the company’s boitomlinc. 
which declined by 33 per cent. 

With earnings per share falling from 
Rs 25.1 to Rs I6.K, the company decided 
to prune the dividend rate fmm 75 percent 
last year to 60 per cent. Book value, 
meanwhile, moved up from Rs 122.2 per 
share to Rs 132.5 per.share. The company’s 
equity share trades at around Rs 146 on 
the bourses, discount ing its 1997-98 earn¬ 
ings by 8.7 times. 

The company is engaged in the produc¬ 
tion of pesticides, phosphorous and its 
compounds, chemicals, organic manure, 
etc. While pesticides is the largest con¬ 
tributor to its total turnover, bringing in 
approximately 75 per cent of total earn¬ 
ings, phosphorous and its compounds 
account for another 21 per cent. During 
the year under review, production of 
pesticides declined from 10,131 tonnes 
last year to 9,379 tonnes, a tall of 7 per 
cent over the previous year, while that 
of phosphorous and Us compounds liw 
was lower at 13.919 tonnes (1996-97: 
14,809 tonnes). The company's perfor¬ 
mance on the sales front was also not 
encouraging. While sale of pesticides was 
marginally higher by 3 per cent, that of 
phosphorous and its compounds declined 
by I per cent. 

The main raw materials required by 
the company are inorganic and organic 
chemicals, metal and metal powder, and 
minerals During the year, the company 
managed to reduce, albeit marginally, the 
import conieiiio! raw material consumed 
from 62.1 per cent last year to 60.2 per 
cent. 

Meanwhile, the company has commis¬ 
sioned a new pesticide tbmiilation unit at 


Silvassa in the union territory of Dadra 
and Nagar Haveli to manufacture glycel 
41 per cent SL. It also plans to add fa¬ 
cilities to manufacture other formulations 
in the future. 

NOVARTIS INDIA 

High Growth 

Novartis India, the company formed by 
the merger of the life science businesses 
of HindustanCiba Gcigy and Sandoz India, 
fared well in 1997-98. While the 
company’s net sales n).se by 10 per cent 
over the previous year, operating profit 
improved by 36.4 per cent. A tall of 44.3 
per cent in interest charges helped the 
company more than double its bottomline 
over the same period. Encouraged by its 
performance, the company raised the 
dividend rate from 32 per cent la.st year 
to 40 per cent. Earnings per share im¬ 
proved from Rs 18.9 to Rs 38.9 and book 
value moved up from Rs 188.9 per share 
to Rs 213.6 per share. The company’s 
sUK'k is presently quoted at Rs 889 on the 
bourses, discounting its 1997-98 earnings 
by a comfortable 22.9 times 

The company is the second largest in 
the pharmaceutical sector after Glaxo. 
Novartis AO, Switzerland, one of the 
world’s biggest drug, crop chemicals and 
biotechnology companies, holds a 51 per 
cent stake in Novartis India. The parent 
company’s product pipeline and sub.stan- 
tial research re.sourccs are expected to 
sustain high growth for the Indian com¬ 
pany over the long term. 

Novartis India has a balanced portfolio 
of pharmaceuticals, agrochemicals, nutri¬ 
tion. seeds and eye care pioducts. 

The company has introduced five new 
products for cancer, hypertension, 
endoctrine therapy, menopausal symptoms 
and TB treatment. While the general slow 
down in the phannaccuticals indu.stry 
restricted the company’s growth in this 
segment to 11 percent as compared to 15 
per cent last year, its seeds business saw 
a growth of 20 per cent while its animal 
health business grew by 25 per cent over 
the previous year. The company plans 
to locus on its non-pharma products, 
namely, crop protection, seeds, animal 
health and vision care business, in the 
coming years. It plans to launch a range 
of biotechnology based products in seeds 
and crop protection. 


Meanwhile, for the first six months of 
1998-99. the company continued its high 
growth. While net sales recorded an in¬ 
crease of 17 per cent over the correspond¬ 
ing period last year, net profit surged ahead 
by 104 per cent over the .same period. 
Higher sales and synergies of merger 
coupled with lower interest rates helped 
the company improve its performance 
further. 'Die company continues to main¬ 
tain a leadership position in the therapeu¬ 
tics areas of transplantation, pain, tuber¬ 
culosis, gynaecology and the nervous 
system. 

NOCIL 

Shell’s Return 

Nocil, an Arvind Mafatlal group flagship, 
had been in the news - unfortunately tor 
all the wrong reasons. First there was a 
fall-out between Nocil and its overseas 
partner Shell. Then its Rs 4,600 crore 
expansion project ran into rough weather 
following cost overruns. Then in 1997-98, 
the company’s performance suffered 
.sharply. While net sales declined by 6.3 
per cent over the previous year, operating 
profit fell by 27.4 per cent. A sleep in¬ 
crease in depreciation (up 13.2 per cent) 
saw the company’s net profit tumble by 
37.1 per cent during the same period 
With earnings per share fulling from 
Rs4.9 to Rs 3.1. the company cut its 
dividend rate from 25 per cent in 1996-97 
to 10 per cent during (he year under 
review. 

Despite being the first company to have 
.set up a naphtha cracker and down¬ 
stream units in the country, Nocil failed 
to keep up with the times. Saddled with 
outdated technology and plants, the 
company decided to increa.se its capaci¬ 
ties to global levels, but was plagues 
by funding problems. The company 
suffered another setback when Shell 
decided to di,sa.s.sociatc itself from NtKil 
in 1993. What had triggered Slicll's 
decision was the unwillingnc.ss of the 
Mafatlal group to let the foreign partner 
increase its slake. 

What was needed was a thorough re¬ 
structuring of the company’s business on 
the whole. So the company came up with 
a plan. It decided to focus on its core 
competency, petrochemicals. For this 
purpose it decided to .separate its divi¬ 
sions, namely, the petnx;hcmicals, rubber 
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Ttlf Weeks Contpanleii 

(Kx Ifikh) 



KxccI 

Indiislrieti 

Novartis 

India 

NOCIL 

ftiuincial Indicators 

March 

1998 

March 

1997 

March 

199S 

March 

1997 

March 

1998 

March 

1997 

Incomc/approprialions 

1 .Net sales 

.364.31 

l‘'5.58 

6.1583 

37820 

92208 

98438 

2 Value of proiluelinn 

.1.3865 

36864 

62.360 

.39793 

93525 

96332 

3 Other Ineoiiic 

822 

908 

1987 

2335 

5844 

5517 

4 Total iurtime 

36687 

37772 

64347 

621.30 

99369 

101849 

5 Raw nvitenals/stores and 
span's consumed 

14314 

1 <084 

1.5314 

1.37.35 

43199 

41532 

6 Other nianufacluring expenses 

5890 


21266 

21183 

19996 

210.38 

7 Rcinuneraiiun to employees 

4236 

1554 

5785 

(.276 

9390 

896.3 

8 Other expenses 

6898 

6104 

I3I6I 

12490 

14524 

13440 

9 Oprmiiixii jtrolU 

5349 

6.383 

8821 


12260 

16876 

It) Intercsi 

2203 

2073 

956 

1717 

7316 

7488 

II Ciioxx firolii 

.1198 

4376 

8291 

4944 

6011 

9422 

12 l>pre<. 1 jlion 

763 

688 

14.56 

1283 

1787 

1578 

13 Profti hr/ore lii\ 

243X 

1688 

6835 

3661 

4204 

7824 

14 ra.\ provision 

600 

950 

1(8)0 

18(8) 

440 

1840 

15 atU’i un 

1833 

2738 

.1835 

1861 

3764 

5984 

16 OivideiuK 

719 

900 

1401 

1122 

1 149 

.3249 

17 Retained piolil 

1116 

1818 

2414 

719 

2415 

2735 

l.iabilities/asscis 

18 Paid-up capital 

1091 

1091 

3186 

3186 

12261 

12261 

19 Reseives .ind ciirjilus 

13461 

12243 

2(8)70 

176.17 

.3.5424 

33009 

l-ou).' lenii loans 

7102 

<893 

2720 

3805 

19397 

17422 

.’1 Shoii-ieini lo.ms 

7517 

t-.l 14 

NA 

2229 

31.345 

28177 

22 Ol which hank iHiiiowiiigs 

6567 

<234 

NA 

NA 

26840 

24172 

.n Orosk hxed asselN 

1.3768 

1 1313 

176.38 

17904 

72601 

67719 

24 Accuinulaled dcpieciulioii 

5507 

4797 

9536 

9307 

20513 

19028 

2.S Invenlones 

7238 

4894 

12356 

14295 

13209 

13928 

26 filial .isNi'ts/lutbihlics 

34627 

<2180 

43202 

43245 

1271.33 

1209.36 

Miserllancoiis items 

27 Kxcisc dills 

1 1 

16 

2716 

2901 

17810 

18995 

2K Oross value added 

93.18 

•.635 

1496.1 

12.140 

23317 

25600 

29 Toial loreipn csclumpe mcoinc 

3801 

<914 

7978 

7508 

5518 

7480 

9.- lolal roroi^ii escliant'e outgo 

613,3 

S079 

1139.3 

11254 

.3987 

9.146 

Key rinuiiciul and performnnee ratiii.s 
M liirnosei i.iiio 

(sales lo lolal asselsl ) 

103 21 

1 10 .30 

140 66 

133 70 

72 33 

81 40 

12 S.ile- lo lol.il iicl .issels (',{■) 

123 .32 

! 19 09 

244 78 

21)1) 37 

91 10 

108 .33 

(jK*SS X. 1 IIK* iHllU’fl lo 

lixfd ;i*.sclx i* i ^ 

5‘) 22 

66 44 

84 83 

68 92 

I.’ 14 

37 80 

14 Kcuiiii on invcsiliiem 

(pioss piolil 10 lolal assets) {'A ) 

9 .->4 

1 1 60 

18 .14 

1 1 43 

4 73 

7 79 

(llOX'- l«oh! lo N4llcs 
iLTtfNN iniU;!in) ('4) 

8 78 

1 ’. <1 

1 1 04 

8 53 

6 32 

9,57 

piolit lo sales {*») 

14 68 

1 7 96 

13 87 

II 18 

1.1 10 

17 14 

17 I'rotil helore las lo s.dcs {'A) 

6 68 

10 17 

10 75 

6 13 

4 .36 

7 95 

18 l.is provision k 

profit helore las (Of) 

2.i 64 

2 s 76 

4.3 89 

49.17 

10.47 

23.52 

39 Profu ufler tax to net worth 
(return on v'quily) ('4 ) 

12 70 

20 33 

16 49 

8.94 

7 89 

13 22 

40 Dividend i'i ) 

60 DO 

Is 00 

40 00 

32.(8) 

10 00 

25,00 

41 Rariiine |H'r shaie (Rs) 

16 82 

2s 10 

38 89 

18 87 

3 07 

4 88 

42 Hook value |)cr shine (Rs) 

1 32 47 

122 24 

213 55 

188 87 

38 89 

36.92 

41 P/E lalio 

8 68 

NA 

22.86 

NA 

7 17 

NA 

44 Dehl-etiuily ratio 

ladpislcd lot revuliialionl (9r) 

49 14 

44 20 

11.70 

27,88 

41 10 

38 48 

43 .Shon-lerm hank hoirowings 
lo invciitoiios i'A) 

90 73 

66 10 

0 00 

0.00 

176 47 

173.35 

46 .Snndiy creditois lo 
sundry dehlors (‘X) 

4 1 55 

71 71 

87 59 

73 17 

80.20 

99,79 

47 Total n.'iiiuiieration to employees 
to value added i’A ) 

45 36 

16 81 

.18 66 

50.86 

40 24 

33 01 

48 Total remuneration lo employees 
lo value of production ('3 ) 

11.81 

9 64 

9 28 

(0 50 

10 04 

9„3() 

^2 Gloss fixed assets rnrinalion C? ) 

8 50 

NA 

- 1 49 

-8 89 

7.21 

10 00 

.30 Growth in inventories t9i) 

-8 .31 

N\ 

-1.1 .36 

33.47 

9 20 

-16 ,16 


NA lllean^ not avaihhio 


and plastics divisions, into .separate com¬ 
panies. Shareholders of the company will 
receive 70 shares of Nocil Petrochemi¬ 
cals. l6sharesofNocil RuhbcrChemicals 
and 14 shares of Nocil Plastics tor every 
100shares held in NtK'il. The said numher 
of shares is linked to the amount ot busi¬ 
ness contributed to the total turnover of 
NiKil. 

Six years after it had pulled out of 
Nocil. .Shell decided it was time to build 
bridges again. Along with its fully owned 
subsidiary. Montcll. the Dutch company 
has reportedly decided to directly invest 
Rs 1.000 crore in the ei|uily of Nocil 
Petrochemicals over the next five years. 
The funds will enable the Indian company 
to implement its massive expansion 
programme. Shell will also arrange for 
the debt portion of about Rs 2.(KK) crore 
for funding the latter’s huge pro)cct. 
According to reports, the protect will 
entatl an investment of up to Rs 7.000 
crore at Nocil’s plant in Thane in 
Maharashtra. Shell’s high rating m the 
international debt market will enable 
borrowings at lower inteiest rales, it is 
felt The expansion project, which 
envisages increasing capacity liom 
75,000 tonnes of ethylene to 4.5 lakh 
tonnes. has*becn christened ’Lotus’ and 
is scheduled to be completed by 2(K)3. 
The Shcll-Montell combine is acquiring 
a 49 per cent stake in Nocil Petro¬ 
chemicals through a preterenlial allot¬ 
ment alter the demeigei of Nocil’s peiro- 
chcmieals business. Though Shell is 
apparently shelling out a little less than 
three times the amount it realised for its 
holding six years ago when it walked out 
of Nocil. this lime it is loming in on its 
own terms. It will have management 
control, which was the bone of contention 
earlier. 

As for Nocil’s rubber chemicals divi¬ 
sion. it is expected to be acquiied by 
ApolloTyres.l'his division hasperfttmed 
belter than others in the industry, despite 
the depressed market conditions which 
resulted in lower rubber chemicals prices. 
In fact, the division achieved a break¬ 
through in exports ol fiHMW Pli in the 
European market and e.xporls 4ire slated 
to do well for the next three years. 

NiK'i I’s share price ciinent ly niles around 
Rs 22 on the bourses, discounting its 
1996-97 earnings by 7.2 times. 

Meanwhile, for the first five months of 
the current year, I99K-99, Nocil has re¬ 
corded sales of Rs 442 crore. representing 
an increa.se. of 9 per cent over Ihi orie- 
sponding period last yeai 
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MONEY MARKET REVIEW 


EPW Research Foondatioi 


Correcting Interest Rate Distortions 

While the monetary authorities have sought to correct the distortions 
in the yield rates on f>overnnient debt, they have not addressed the 
question oj hifth interest rates on commercial sector bonds for which 
the FIs and PSUs have been mainly responsible. The situation calls 
for policy initiatives by the RBI. 


I 

High Interest Rate Regime 

ONE of the elenienl.s hindering the revival 
of the industrial cconumy and the capital 
market has been the prevalence of a high 
real interest rale regime. In this respect, 
the cause for distortion has arisen 
e.ssenlially Irom the government sector- 
the earlier unusually high cou(M)n rates 
offered on government .securities and the 
persistence of high yield rales on bonds 
floated by public flnancial insliluiions (FIs) 
and public sector iindcitakmgs (PSUs) 
ignoring the time-tested principles of 
interest rate detcrininalion based on the 
implied economic rates of return and the 
risk and term premia. When public F'ls like 
the IDBl, ICICI and IFCI mobilise liinds 
through fixed-income yielding bonds at 
high rates of interest, they tend to disioi-t 
the market in a variety of way s: they drive 
away private sector floatations of bonds, 
or they keep the rale.s high for such 
floatations; they place the equity market 
at a disadvantage, and make the projects 
financed by such funds less economic. 

Hitherto the fears of debt trap have been 
voiced only m respect ot government 
finances. Now the latest company linanccs 
data show the writing on the wall, with 
the corporates' debt servicing reaching 
close to their gniss bomiwings in I99H-W. 
RBI data on the performance of the 
private corporate sector show that interest 
as percentage ol gross profits (alter 
depreciation) has jumped from 27 percent 
in l99.i-96 to .V) per cent in 1996-97 and 
further to 42.6 per cent in 1997-9K. Their 
debt .servicing levels are estimated to have 
outstripped gross profits as against less 
than .50 percent of gross profits in the early 
1990s; III 1998-99. they may touch roughly 
120 per cent of such profits. 

Inteiestingly. while the authorities have 
sought t(^ correct the distortions in yield 
rales on government debt, they have not 
addressed the question of high interc.st 
rates on commercial,sector bonds in which 
also the culprits am the FIs and PSUs, which 
enjoy the benefits of low risk premium, 
and hence ought to re.stiain ihcm.selves in 


offering high yield rates on their floata¬ 
tions. The earlier policies of offering high 
coupon rates (14 per cent for 5-ycar loans) 
and narrowi ng of maturities (largely around 
.5-7 years), which have resulted in a serious 
debt management problem for the govern¬ 
ment. have now been corrected. The latest 
private placement for a 20-year loan with 
the RBI has been olfercd at a rate of 12.6 
per cent. The cent re ’ s loan lloalat ions duri ng 
the past one year have carried coupon rates 
r.mging from 11.10 per ceni (.5 years) to 
12.60 [vr cent (20 years). And now the 
government has reduced the interest rales 
on postal or small .savings by 0.50 to I 
percentage point frtim January I, 1999. 
The revi.scd rates ranging from 5.50 per 
cent on postal saving accounts and 11.5 
per cent on national saving certificates 
(w ith substantial tax concessions) may still 
appear attractive and continue to fetch the 
large collections as have been taking place 
in recent years. In the conlexlof the lailurcs 
of non-hanking financial companies 
(NBFCs). the accruals under small .savings 
have far outstripped the budgetary expecta¬ 
tions. Even this year, by November, the 
collections reportedly have already 
touched Rs 33.(KK) crore as against the 
budget provision of Rs 21.640 crore. Of 
these collections. 90 per cent arc trans¬ 
ferred to the state governments at a rate of 
interest of 14 per cent. Even so, they con¬ 
stitute a part of the centre’s gross fiscal 
delicit. Proponents of li.scal compre.ssion 
aitd reduction in fiscal deficits ought to 
note that accruals of small savings and 
public and slate provident funds serve also 
as a kind of .social security in a society 
with limited social .security .schemes and 
that they constitute nearly 50 per cent of 
the c'nlrc's gross fiscal delicit with only 
the other 50 per cent being financed by 
market borrowings. 

The situation, therefore, calls for an RBI 
policy initiative to coirect the di.stortions 
that have surfaced in the working of the 
financial system. Brie fly, the steps desired 
are; 

(I) a rea.sonahlc cap, say 12.5 to 13 pci 
cent, on the yields on bonds offered by 
FIs and PSUs; 


(ii) imposition of certain limits on fund: 
that FIs and banks mobi lise from the marke 
with substitute support from the primarj 
RBI for FIs and postponement of credi 
adequacy norms for banks; 

(iii) modification of the policy of dis¬ 
investment of PSU shares by encouraginj 
the PSUs to float equities directly, tnobiiist 
funds through such equities and eompie- 
mentary borrowings, and augment physica 
invc.stment, which may incidentally givt 
a boost to the capital market; and 

(iv) a vigorous focus on the expansion ot 
bank credit as also its distribution amongsi 
different sectors, particularly agriculture 
small businesses and small-scale anc 
medium-scale industries. 

Size of Debt Stock in the Economy 

As a sequel to the data published carlici 
(EPW, December 14, 1996), an aiicmpi it 
made to present the latest csiimatesof tiie .si/e 
of debt stock - sovereign and commercial 
- in the economy (Table 1). Aggregate 
debt stock so estimated has risen from r 
little over Rs 3.15,()(X) crore at the end ol 
March 1994 (or near 40 per cent of GDP; 
to Rs 4,73,0(X)crorc (or 33 per cent ol GDP). 
Sovereign and commercial debt outstand¬ 
ings have grown at a similar pace, which 
is suggested by the fact that sovereign debt 
has generally remained at about 70 pci 
cent of total debt. Thus, despite considera¬ 
ble substitution of capital market as well 
as bank funds by debt sources for corpor¬ 
ates, the share of marketable corporate 
debt in the Uital debt slock has remained 
unchanged at about 30 per cent. Also, 
intcrcsti ngly both sovereign and commercial 
debt as proportions of GDP or gm.ss value 
of industrial output have declined, suggest¬ 
ing amongst other things a moderate 
growth in funds mubili.sed by real sectors 
which in turn imply a moderate growth 
in financial assets. Roughly the annual 
average «)f grtiss financial savings of the 
household sector as percentage of GDP 
for the latest period 1995-96 to 1997-98 
at 14 per cent remains the same as it was 
during 1990-91 to 1992-93. In the final 
analysis, the high rates of interest, while 
they do contribute to a sudden growth of 
the debt market, may themselves hinder 
the wider u.sc of the debt in.sirumcnts by 
many medium-scale or even largc-.scalc 
industries in not-.so-high pnifit enclaves. 

II 

Call Money and Forex Markets 

Foi most of December the call rates 
remained fairly firm - and .stable - just 
above the 8 per cent repo rate (Graph A). 
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A iiii^ur iiiiiucncints lotiui iicn; wiu uic 
outgo (tf about Rs S.000 ciore on account 
of advance tax payments by coiporates 
that were due on Dumber IS. Ahead of 
this date banks conserved their resources 
on fear of liquidity tightening and some 
large banks withdrew lending in the call 


iiHHiusi. A\itio,aiiwsiaii wcmsui me iiiuiiui 

saw a net outflow of iunds from the banking 
system (Table 2) and thus placed pressure 
on call rates. The announcement of state 
government loans for Rs 1,612.15 crore 
on December 28 added further pressure 
even at the end of the month when the 

Taiiif I. SiZL or THE Indian Domestic Debt Market 


uaiiKs were expencncing a return now or 
funds. The ample liquidity witnessed in 
the earlier months was absent as indicated 
by the generally low levelsol outstandings 
in RBI repos. The inflows on government 
security coupons and redemptions were 
also much less during December, 'fhe high 


Debt Instrument 

Outstanding at the end of March (Rupees. Crore) 

For the latest Period (December 1998] 


R9S IW7 1995 r99r" 

imerest / 

General 

Monihy 

Prevalent 



Yield/ 

Maturity 

Turnover 

YTMs in the 



Discount 

Period 

in the 

Secondary 



Rate as Pet 

(Issues of 

Secondary 

Market 



Primary 

Past 12 

Market 

(Average for 



I.ssucs(Per 

Months) 

(Rupees. 

December 1998) 



Cent Per 


Crore) 

(Per Cent 



Annum) 



Per Annum) 

(1) 

(2) O) (4) (.5) (6) 

(7) 

(8) 

(9) 

(10) 


Broad Magnitude ul Domestic 


Debt Slock lA-i-B) 

4,72,909 

4,57.734 

4,05.527 

3,47.293 

3,15,211 

_ 

. 

_ 

_ 


(31 1) 

(.35 8) 

(36.2) 

(36 0) 

(38 9) 





A Sovereign debt (1 to 5) 

.3.31.956 

3,34.675 

2.89,972 

2.44.377 

2,19,220 

- 

- 

- 

- 

(23 2) 

(26 2) 

(25 9) 

(25 4) 

(27 0) 





1 91-day tieasuty bills 
(a) Ad hoc- 


34.130 

29,445 

23.480 

21.730 





lb) On lap 

- 

I6.6M7 

7.846 

8.0.50 

5.017 

- 

. 

- 

- 

(c) Auctions 

2 14-duy treasury bills 

1.600 

5,7iK) 

6,499 

801 

4,968 

9 54 

91 days 

2500 

8 73 

(a) Intermediary bills-* 

2.856 

l(i692 

- 

- 

- 

- 

- 



(b) Auclions" 

240 

- 

- 

- 

- 

9 13 

14 days 

410 

8 66 

1 5(>4-day licasury hills 

4 Dated governim-ni 

16.247 

8.2 tl 

1.875 

8.165 

8,386 

10.47 

.364 days 

540 

10 28 

seciinties (a+b) 

2.66,803 

2.26,317 

2.1H),(8)7 

I.6I.04I 

(.,36.669 

- 

- 


- 

(a) Central 

2,17.501 

1.83 976 

1,63.986 

1.30.908 

1.10,611 

II 47-12 60 

3 to 20 years 

8350 

II 27 

(h) Stale 

5 All approved secunlies 

49.302 

42 371 

36,021 

30.133 

26.058 

12.50 

lO’yeais 

85 

12 38 

and municipal bonds 

44,210 

4 3.5 70 

44.300 

42,840 

42,450 

10 5 

10 years 


. 

(Of which held by 
hanks and LIC) 

37.576 

3 / 0 31 

37,618 

36.416 

36,085 





B Comineicial debt (1 to J) 

1,40.953 

1.23.059 

1.|5,.555 

1.02.916 

95,991 






(20 7! 

(19 9) 

(19 61 

[21 4J 

[24 5] 





1 Ccmficalcs ol Deposit 










(CDs) (a-l-bi 

21.438 

16 913 

21.869 

10.981 

7,691 

7 75 13 00 

90 days 

55 

9 60-9.70 

Issued by 






(October) 



(a) Sch Cimmiercial Ranks 

14.296 

12.1 34 

16.316 

8.017 

5.571 

- 




(b) Financial Inslitulions 

7.142 

4 779 

5,553 

2.964 

2,120 

. 




2 Commercial Paper (CP) 

^ Corporate dehentua's and 

1,500 

646 

76 

604 

3.264 

9 45-13 50 

90 days 

477 

9 73-11 00 

bonds and PSU bonds (a+h) 

118,015 

105,500 

93,610 

91.331 

8S,03f> 





(a- Corporale debenlutcs bonds 









including floating rale 

31,470 

30,2 30 

29.370 

31.740 

28,586 

I5(K) 

5 10 7 years 

77 

9 20-10 29 

notes 









Tax-free 

(b) PSU Bonds including 










Bonds of FIs (centre 

86,545 

75.270 

64,240 

59.590 

.56.450 

13 50-14 00 

5 years 

255 

12 14-13 57 

and states) 









Taxable 

(Of which bonds and debent 

63.782 

48.7*>7 

35.387 

29,187 

23,213 






uuisianding in respeci of IDBi, 
iriCI. IR'l and RXIM Bankl 


Memorandum itein<i 


1997-‘)« !‘m.97 l99S-% 


1994-95 


1 Turnover in central and stale government securities 

1,33,182 

72.(K>7 

1.14.116 

_ 




(a) Outrighl transactions (SGL Data) 

1,10,484 

43,296 

16.788 

- 




(b) Repo transactions lOutside RRD 

2 NSE's wholesale debt market (excluding central 

22.698 

28.711 

97.328 





anil state govt sccunlies) 

(a) Market capitalisation at the end ol the yeai 

75,818 

86 990 

45.532 

29,246 




(h) Market turnover dunng the year 

26,641 

3,878 

1.880 

1 ,121* 

- 

965 

* 


- means not availabie/not relevant (a) Introduced on June 6, 1997. (h) Introduced on April I. 1997 (c) Dunng June tO, 1994 lo March .Jl, 95 

Notfx (i) Figuies within round brackets are a.<i peiL-entagc of CDP at market pnees 

Figtires within square brackets are as jieroenlage of gross output of organised manufacturing industry 
Data on sovereign debt ore from RBI sources and government of India budgets 
Approved sccunlies and municipal bonds data other than those held by banks and LIC are estimated 
CD/CP data are from RBI sources 

Corporate and PSD bonds data are estimated trom annual floatations with some a.ssumed redemptions. FI bonds and debentures data arc 
from their balance .sheets Some SLR-ielaied PSU bonds may overlap with approved sccunties 
(v) Secondary market data for all government papers are from the RBI's SGL transactions and fm commercial debt from ihe N.SE turnover data 


(li) 

Stmrres' (i) 

(II) 

(III) 

(IV) 


Bcotwmic and Political Weekly Jamiaty 16-23. 1999 


75 








Graph A: Uah y Toh-EhoQi'otauhns of Cau. 
Moni;v Rahs. DcrEMuiR l‘W8 


B 



f 

Woiking Hays 

call also proinpicd primary cloalcrs lo seek 
refinance Ironi the RBI al a fueil 0 per 
ceni - a phenometion seen afier a lonj; 
lime. Anil they slarteil repaying ihese 
borrowings lowards the month-end when 
call rales tell below K |H'r cent ahead of 
the rc|Kirlmg f riday and the year-end; it 
ruled in a range of 6 SO to ft.7S per cent 
on January I. lOW ( Tables S and 4». 

The foreign exchange remained stable 
throughout the month, with the ru|>cc rale 
trading generally between Rs 42..S6/SS to 
a dollar except on the new year day when 
it touched Rs 42 46 Overall, the month 
of December saw a slight appreciation 
of the lupee (Graph B). ,Six-month for¬ 
ward rale ruled clo.se (o 7.5 per cent. The 
market has thus remained calm despite 

r VHI.I 2 F.siimaii 


tiKAPH B' .Spot Quotations for ti« US Dollar 
INim- nOMESTir iN-rER-BANK Markut - 
Decemher IWK 



I , 

January I j 


Working Days 
reports ol widening trade deficit and 
reduced capital flows. The FlI numbers in 
paiticular have been more di.scouraging. 
()ri a net basis. Fils have withdrawn $ 629 
million m the first nine months as again.st 


an inflow of S 1.4 billion during the whole 
of 1997-98. 

Ill 

Pirimary markets 

Dated Securities 

The third and the la.st tranche of state 
government securities was sold on 
December 28 for an overall amount of 
Rs 1,612.15 crore: the 10-year bonds were 
offered a coupon rate ol 12.50 per cent. 
The original amount was Rs 1,719.50crore 
but was reduced following the Bihar 
government’s reluctance to accept the 
allocation of Rs 321.44 crore. it had asked 
this amount to be reduced to Rs 214 crore. 

The stage is set for a lurther step in 
economic rcloriiis as the state ot Punjab 
is preparing lo launch the fii.st ever auction 
ot state govenimenl paper, as against the 
fixed rate .sale until now. It is likely lo 
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OfiAHH C; ANNiiALisi-n Oailv I'Month, 3-Munth 
6-MoNni PmtWAHO Premia in PERCENTACiF. 
TOR THE US DfMlAK BV THE DOMESTJC InTFR-BaNK 
Market for IXcember IW8 



Working Days 


Grami O: Y1K1.D Curves for 364-Day 
Treasury Bills anij Dated SEfuRiTiEs; Day 
(IF Maximum Transa('Tion.s iDi-rEMBKR 8) for 


December 

Dai^ Securities '! 



Period lo Maluniy in A.seending Order 


Graph E: Yield Curves for 364-Day Treasury 
B1LL.S AND Dad d SneuRmEs - WeiCiHted 
AVLRAOI FORlyhClMBIK I9U8 



(^l- ... J-,,, - . 

Period to Muiurity in Ascending Order 


come out with » market offer of Rs 60 
crorc worth of lO-ycar bonds in mid- 
January. Market expects that it will be able 
to mobilise this amount at around I2.2.S 
per cent, compared with 12.50 per cent 
coupon on the state government loans 
lloated earlici in the month. It succc.s.sful. 
’ this experiment may pave way for other 
states with well-managed finances to 
lollow suit, reducing the rate ol interest 
on their paper and relieving a part ol the 
burden on tlunrbutlgctary resources. Other 
states in line are said to be Andhra Pradesh 
and Maharashtra which may auction their 
bonds early next fiscal. 

On December 2. the central government 
privately placed Rs 2.0(K) crore worth of 
securities with the RBI. It was a rc-issue 


of 10-year, 12.2.5 percent 2008 security. 
Stmultaneously, the RBI auctioned 
Rs 1.500 crore of .f-year .security at 11.47 
per cent yield, which was generally lower 
than the market expectations. With these 
floatations, the gross borrowing of the 
central government stoixl at Rs 80.453 
crore (budget: Rs 79.376 crorc) and net 
bornrwing ol Rs 54.617 crore (budget; 
Rs 48,326 crorc). Even with the balance 
ri'demption ol Rs 5,215 crorc. the net 
borrowing targets would he exceeded by 
Rs 1,076 crorc. The government has been 
keeping its resort to ways and means 
advances Irom the RBI at a low level 
(Rs644 crorc being the latest amount). 

There have been .some slight firming up 
of the short-term yield rates offered on 
TaiilfS: Auctions 01 I4 Dav rRiASURs Bins 


14-day (8.35 per cent to 9.13 per cent) and 
91 -day (9.37 per cent to 9.54 per cent) TBs 
but a tail in the rates on .364-day TBs 
(10.51 pcrcentto 10.47percent). Amounts 
mobilised through these TBs have 
remained at fairly high levels - Rs 800 
crore, Rs 1,400 crore and Rs 1.500 crore. 
rc.spectively (Tables 5 to 7). 

The Itonds Market 

The bonds market wasquite active during 
December 1998 with FIs and PSUs keen 
to mobilise tunds. Among the FIs. the 
more active were the ICICI and the IDBl. 
The ICICI targeted Rs (>()() crorc and IDBI 
Rs l.5(K)crore both prcteiTing greenshoe 
options of amounts equal to the amounts 
ol issue (Rs 300 crore and Rs 750 crore, 

(Aiiii)uiii III iii/w'F.v crorc) 


1 talc of 

Notified 

Bids Tendered 


Buts Accepted 

Subscnptioti 

Cut-off 

Cut -off 

Amount 

Auction 

Ainouni 

— 


— 


(Vvoivcd 

Price 

Yeild 

Oinsianding 



No 

I’.ue Value 

No 

(■'ace Value 

on RBI 

(Rii|k-c.s) 

Kua 

on Ihe Date 




1 Aiiiounli 


(Aiiumiit) 

lAiiioiint) 


(Pei Ceiil) 

of Issue 

(I) 

(2i 


i4) 

(5l 

|6) 

17) 

(8) 

(9) 

(tO) 

IW7 
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- 


55 00 

2 

5 00 

2().()(; 

98 23 

46 85 

6203 00 



(ll 

i2tKl(K)) 

(1) 

(2(KI (Kl) 


199 811 

14 951 


Dec 12 

- 

8 

S2.5 on 


- 

65 00 

99 81 

4 95 

1503 00 



(2) 

1 >(«)00) 

(2) 

(3(X) IX)) 


|99 81] 

(4 95) 


Dec It) 


1 

5 («) 

1 

S.(X) 

25 C'l 

99 81 

4 95 

1780 01) 




- 


- 


199.81] 

(4 951 


Dec 26 

- 

2 

10.00 

2 
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25 00 

99 81 

4 95 

3885 (H) 



(1) 

i:i«)(K)) 

(1) 

(2(XI(K)) 


(99.811 

(4 9.5) 


.Ian 2 l')«)8 

- 

2 

.35,00 

2 

35.00 

J(X).(K) 




t‘)‘)8 










Dec 4 

KKHM) 


265 <8) 

5 

lOO.(X) 

0 <K> 

s)9.68 

8 35 

son (XI 



it) 

|2(8)(H)) 

(1) 

12(X) (X)) 

(0 IK)) 

(99 681 

(8 35) 


Dec II 

too (H) 

11 

172.00 

6 

l(X).0() 

OIK) 

99.68 

8 35 

6(K) 00 



(1) 

(2(X) 00) 

(I) 

(2(X).(X)) 

(0.(K)) 

(99,68) 

(8 35| 


Dec 18 

1(10 IK) 

10 

71 45 

<) 

6) 45 

38 55 

99 67 

8 61 

6(K).(X) 



(1) 

|2IX)()0) 

(1) 

(200 (K)) 

(O.tX)) 

(99 671 

(8.611 


Dec 25 

1(81.00 

5 

SS.tX) 

5 

58.(K) 

42.(K) 

99 65 

9.13 

4tX) (X) 



(0) 

(0,{X)) 

(0) 

(0.(X)) 

(0.00) 

f99.65J 

(9.131 


Jan 1. I<)99 

100.00 

4 

143 (X) 

4 

l(K).(X) 

0.00 

99 65 

9.13 

200 (X) 



(0) 

(O.OO) 

(o: 

(0.(K)) 

(0.00) 

I99.65J 

(^1.3) 



higures in paientheses in col.s 3 to 6 lepa'senl nuiiilicri and amounts of non-coin|R;lilive bids wtiicli ore not included in ihe lolal. 
Figures in the siiuare brackets under cols 8 aiid 9 represent weighted average price and respective yield 
* Bracketed figures in coi 7. if any, relate to devnlvcnx:iit on primary dealers, exclusive of RBI. - No bid 
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respectively). Effective rates of interest 
offered by the IDBI have touched 14 per 
cent and those by the ICICI 13.7 per cent. 
During the current fiscal year, ICICI has 
so far mobili.sed Rs 1,770.63 crore 
including an oversubscription of Rs470.63 
crore against a target of Rs 2,600 crore 
during the year. IDBI, on the other hand, 
has collected Rs 1,342.71 crore and hopes 
to collect Rs 1,500 crorc in the latest i.ssuc. 
The IFCI has made an appearance through 
the private placement route with 5-ycar 
and 7-ycar bonds olfering 14 per cent and 
14.25 per cent, respectively. Exim Bank 
entered the market in the last week with 
a target of Rs 400 crore including a 
grecnshoc option of Rs 200 crore. The 
coupon oficred was 13.50 per cent for a 
10-year tenure. IDFC also announced its 
intention of entering the bond market to 
raise about Rs 700 crore this fiscal year 
through private placement. IL&FS 
privately placed Rs 50 crore of bonds at 
a coupon of 14.50 per cent for 12 years. 

Among the notable private sector bund 
issuers were Alpic Finance which issued 
infrastructure bonds at 15 per cent. GH 
Caps which offered a 2-ycar bond at 13 
percent and Nirma which privately placed 
a 13.5 per cent 3-year MIBOR-linked 
NCD. This IS tor the first time that the 
MIBOR-linked debentures are issued for 
such a longer maturity. Generally such 
issues are for a maximum period of IK 
months. Earlier such issues Irom GE 
Capital Services and Reliance Industries 
were of one-year malurity. Another 
innovative structuring ol coupon rate was 


reflected from the 13 per cent 364-day 
NCD from TELCO to raise Rs 75 crore 
(including Rs 25 crore greenshoe option). 
Tlie rate was at a narrow spread of 180 
basis points over government securities 
for the same tenor. The issue was closed 
successfully within two days after it 
received commitment for Rs 127 crore. 
I'hc success is attributable to the fact that 
with FIs currently offering 12.75 per cent 
fur 13 months with a 20 per cent risk 
weight, TELCO’S issue at 13 percent for 
364 days with 100 per cent risk weight 
was among the mo.st tightly-priced issue 
in recent times. The 16 per cent 7-year 
NCD from Haldia Petrochemicals was also 
in the market continuing from the previous 
month. Among the NBFCs, Infrastructure 
Lease and Finance Services (IL&FS) hit 
the private placement market with two 
options of 12-ycar bonds to raise Rs 50 


crore. On the first option, it offers 14.5 
per cent. On the other, which is floating 
rate bond and is specifically targeted at 
PF, the coupon rate would be 2.5 per cent 
above the PF rate decided by the 
government. Currently, PFs offer 12 per 
cent interest, so the rate for this paper 
would be 14.5 per cent. However, a floor 
rate of 13 per cent and a cap of 16 per 
cent has been set for this option. 

The lack of demand for funds by 
corporates has led to a curious development 
where the differential on debt yields as 
between tho.se of corporates and FIs has 
narrowed to about 25 basis points as 
compared with 75/100 basis points a year 
ago. The scarcity of good corporate paper 
has created a latent demand for such papers 
in banks, which arc willing to mop up 
high-rated corporate paper at 14.25-14.50 
per cent for five-year maturity. This 


Table 7: Auctions op 364-Day Tbeasi'ry Bii.i„s 

(Amount in rupee.i i roret 


Dale of Notified Bids Tendered Bids Accepted .Stibscriplion Cut-ofT Cut-off Aniouiu 


Auction Amount 

No 

Face Value 
(Ainountl 

No 

Face Value 
(Amount 1 

Devolved 
on RBI 
(Amount) 

Pnee 

(Rupees) 

Yield (Xilstonding 
Rale on the Dale 
(Per Cent) of Issue 

IW 

Dec 3 

21 

963 08 

10 

822.93 

- 

92 61 
[92.611 

7 98 
[7 981 

171.38 00 

Dec 17 

21 

I385.(X) 

14 

1.305.00 


92.61 
(92 62) 

7 98 
17 97] 

18388 (K) 

i>m 

Dec 2 500.00 

55 

2373.22 

8 

5(K) (M) 

0.00 

(0.00) 

90 49 
[90.50] 

10.51 

1I0..5()) 

4914.87 

Dec 16 SOO.(M) 

40 

1527 80 

5 

500.00 

().(X) 

(0.00) 

90.50 
[90 52] 

10 50 
110.47) 

5314 87 

Dec 30 500 (X» 

25 

II KICK) 

14 

5(K).(X) 

0 00 
(0.00) 

90.52 

[90.551 

10 47 
[10 44] 

5769 87 


- not available. Figures in the square brackets lepie.sem weighted average price and the rcvpeciive yield. 
Figures in brackets represent devolveitienl on Primary Dealers (PDs). 


Farlf 6; AurrioNs or 91 -Dav Treasi'rv Bills 


(Amount in riipeex i rore) 


Dale of 

.Noll lied 

Bills Tendered 

Bids Accepted 

Subscription 

Cut-off 

Cut-off 

Amount (Jutsiaiidiiig 
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Price 

Yeild 

on the Date of Lssue 



No 
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No 

Face Value 

: on RBI 

(Rupees) 

Rate 



— 




(Amount) 


(Amount) 

(Amount) 


(Percent) 

Total 

With RBI 
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(1) 

(2) 

(«) 

(4) 

(5) 

(6) 

(7) • 

(8) 

(9) 

(10) 

(ID 

(121 
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300 (H) 

6 

41 2S 

4 

6 25 


98.23 

7.21 
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5().()() 
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(2) 
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198.27) 

(7 04) 
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5 

43,(H) 

- 

- 
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3 
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1 

1 (8) 
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7.21 

3900 (X) 
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.3606 (8) 



(2) 

(I25(K)) 

(2) 

(125(8)) 

(8().(K)) 

[98.23] 

[7.21] 




Dec 26 

150.(8) 

2 

.30 (8) 



- 

98.2.3 

7.21 

3750.00 

244.00 

.3506.(8) 



(2) 

(175(8)) 

(2) 

(I5().(X)) 


[98.2.3] 

[7.21] 




Jan 2. 1998 

1.50 (M) 

3 

22 (8) 

- 

- 
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7.21 

.3650.00 

244.(X) 

.3406.(K) 



(2) 

(228..57) 

(2) 

(2(X) 00) 


[98.23] 

[7.21] 
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Dec 4 

4(K).(H) 

20 

1170 00 

6 

4(X).0() 
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97.71 

9..37 

58(K) 35 

743 45 

5056.90 
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(25 (Ml) 

(1) 

(25 (K)) 

(O.tX)) 

[97.71] 

(‘)..37] 




ITec 11 

4(M) (H) 

17 
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16 

4(X).00 
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97.69 
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[9.46] 
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12 

323.50 

12 

.323.50 
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9.46 
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[9.46] 
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6 

68 (K) 

4 
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(50 (8)) 

(1) 
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(16(8)) 

[97.66] 

[9.58] 
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KMXK) 

9 
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5 
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0.00 

97.67 

9.54 

5670 35 

.345.95 

5.324.40 



(0) 

(0 (8)) 
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(0 00) 

(0 00) 

[97.67] 
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Figures in parcnilicsL". m cols 3 ui 6 repre.scni numbers and aii.ounLs of non-competitive bids which are not included in the total. 
Figures in the square brackets under cols 8 and ^ represent weighted average price and respective yield 
• Bracketed figures in col 7. if any. relate to devolvemeni on primary dealers, exclusive of RBI. 
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Apknhx Tabu Si-condarv Market Oerations in Government Pafer RBI s SGL Data 


[AmouM in mpers < rore) 

Desdnpcions _ Week ending t>eceiiiber 1998 Yield lu Mjtuntv on Actual Tniding _Toul loi the Month 
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lompan-s wiin per ceni or lutJi ana 
ICICI aiul 14.25 per cent lor JFCI. 

Other ln\trument.s 

As per (he data released by (he RBI, 
commercial papi*r issues (otalled K.s 902 
crore and Rs 786 entre durinp the lortnljtlit 
ending December 15 and December .11. 
respectively, which were somewhat lower 
than those in the recent past. 7'hc rate ot 
interest Ianged Irom 9.45 percent to 13 50 


per cent weie ai.so .somewnat tower man 
111 the early part of the year. 

1'hc data on certificates of deposit (CDs) 
were only till October 2.3.1998. As on that 
(late, total outstanding amount of CDs 
issued by commercial hanks was Rs 6,214 
crore, ul which CDs totalling Rs 6.39 crore 
were i.vsucd during tlie latest lortniglttand they 
were the lowest for .some recent fortnights. 
'I he rate of inlciTe.st nutged fnwii 8.25 per cent 
to 13 per cent, .showing a declining (rend. 


IV 

Secondary Market 

Dated Securities 

With the banks' attention fixed on (he 
movements in the call money market, prices 
and yields on government paper largely 
rcmiiincd unchanged. 7'raii.sactions were 
concentrated in I l.40percent2(KX}. 11 .55 
per cent 2001 and 11.78 per cent 2(K).3 
papers. The yield curve showed a nonnal 
gently upward sloping behaviour (Graphs 
D and B). Though the secondary market 
transactions in dated securities during 
December {Rs 8,348 crore) were slightly 
larger than lho.se in November (Rs 7,908 
crore). such dealings in 9l-day and 364- 
day TBs were considerably less in 
December (Rs 2,500 crore as against 
Rs 5.565 crorc and Rs 539 crore against 
Rs 2.331 crorc. respectively) 

Though the RBI has been ailopting an 
aggregative open market operations policy 
so as to olHoad .securities obtained due to 
.support to market bonowingsby the govern¬ 
ment, the si/e of OMOs iluring December 
(at Rs 598 crore) w as very moderate com¬ 
pared withNovemhei'tRs 3,934cnire)(Ajipen- 
dix Table). I'p to Novembei. the OMOs 
have aggregated about Rs 18.000 cioiv. 
Ouistanding.s under RBI's repo wimhiw 
remained low (Table X). Repi i transactions 
outside RBI were at a normal pace 

Gilt Fund 

The launch ol liisi-evei gilt relatetl 
mutual lund was reported to have receix ed 
good rcspon.se Irom the inai kel T he Kotak 
Mahindra Asset Management Company's 
K-GiltrcceivedRsXOcioreol hiiitls which 
wi II he 111 vested in gilts. A success! ul pi'iloi- 
mance by K-Gilt could lead to a widening 
of retail market in gilts which is one ot 
the stated objectives ol the RBI. On the 
day the fund clo.seil for public subscription 
the sponsoring company w.is seen to have 
picked up (he zero coupon 1999 security 
on a large .scale. Whi le one can understand 
(he tendency of the lund to look at .short 
(enure paper, this may not serve the piir- 
pn.se ot the authorities to widen the market 
by inspiring players to look ul papers of 
dilTcrent maturities across the spectrum. 

Commen Uil Bonds 

The tempo ol trading in P.SD bonds 
remained high during December but that 
in other commercial papers was sluggish 
(Table 9). Amongst F.SU bonds, tax-free 
bonds have iittractcd si/.eable trading at 
Rs2ll crore as compared with taxable 
bonds at Rs 44 crorc. 

ly I' Hrasaiilh. Raliq t- Aii.sari and Nandiiii 
Scnguplu have undertaken ihc .slati.stivul 
coinpilaliuns liv this note | 
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COMMENTARY 


Attacks on Minorities and a National 
Debate on Conversions 

Walter Fernandes 

There is a pattern in the recent attacks on minorities anti the use of 
religion in a political and economic power struggle. But the situations 
are different. In Gujarat it is an attack on tribal efforts to protect 
their identity or free themselves from poverty. In Karnataka it is 
competition between powerful groups. And in Orissa it is division 
among the subalterns exploited by ve.sted interests. Conversion 
Junctions as a convenient tool to divert attention. 


THE beginning of 1999 has been marked 
by a double legitimation of the attacks on 
the minorities, particularly Christians in 
Gujarat and elsewhere. In late December 
Ashok Singhal of VHP complained that 
the Nobel Prize to Amartya Sen is a 
Chri.stian conspiracy meant to open more 
missionary' schmtls and convert the piwr 
through them. "Thc-se Nobel Prizes were 
only intended to give sanction to 
Christianity to spread its base in the 
country” (The Indian Express, December 
27. 1998). The second is the reported 
.statement of Prime Minister Vajpayee that 
there should be a national debate on 
conversions. These statements come in 
the wakeof attacks (mChri.stian institutions 
in Gujarat and communal tension in 
Karnataka and elsewhere. Both divert 
attention from the issue of poverty as a 
vested interest. 

One secs a pattern in the.se attacks and 
in the u.se of religion in a political and 
economic power .struggle. But the situa¬ 
tions aie different. In Gujarat it is attack 
on the tribal efforts to protect their iden¬ 
tity or free themselves from poverty, in 
Karnataka it is competition between 
powerful groups andin Orissa, it isdi vision 
among the subalterns exploited by the 
vested interests. Conversion functioas as 
a convenient tool to divert attention. 

CoNviiRsioNS Today 

One knew that these attacks were guided 
by ve.sled interests. But for the first time 
those providing it ideological or other 
support came out openlv to state their 
position. However, those using the bogey 
of conversions do not seem to know that 
the number of Christians has been 
declining. The 1991 Census shows that 
they are 2.3 percent of the total population 
against 2.6 per cent in 1981. Had there 
been massive conversions, it would be 
difficult to explain this decline. High 


literacy among Christian women and 
greater urbanisation seem to explain it. To 
limit oneself to the rural areas, in 1991 
tumale literacy was S6.9 per cent among 
Christians. 23 percent among Hindus and 
23.9 per cent among Muslims. 

On the other hand, one cannot deny that 
there are some conversions, mainly but 
not exclusively in the north-east, where 
more often than not they take the form of 
'sheep stealing* from one Christian 
denomination to another. Elsewhere in 
India, aggressive religious propaganda is 
made mainly by Born Again Christian 
fundamentalist groups that claim to have 
founded several lakh churches. According 
to a news item (The Indian Express, January 
4. 1999), a book recently published in 
L,ondon states that 6,00,000 churches 
should be founded in India, one in every 
village, in order to make Christ present 
ill the country. A closer scrutiny reveals 
that what they call churches are in reality 
families in which they hold prayer 
meetings. Most of the.se families do not 
even join them later. They claim to have 
SIX million adherents in the country. A 
realistic estimate seems to he around two 
millions, most of them got through ‘sheep 
stealing*. So the numbers themselves are 
not big. But the exaggerated claims can 
provide fodder to tho.se who want to exploit 
the issue. 

Studies indicate that many such 
fundamentalist groups were founded in 
ilie 1970s and funded by the American 
Eastern Establishment as a counterweight 
to the anti-Vietnam turmoil. In that sense 
they are Christian counterparts of other 
*charismatic’ movements like Hare 
Krishna and Zen that became popular in 
the west as well as in the Indian middle 
cla.s.s [D’Epinay 1983:44-47]. They 
diverted attention from the social issues 
by satisfying individual psychological and 
emotional needs. The warmth and 


companionship they provide seem to 
compensate for the absence of an emotional 
component in roost established religions 
whose rituals tend to be dry and formal. 
Besides, they provided security to the 
younger generation that was growing up 
in an atmosphere of uncertainty and 
unemployment. Focusing on meditation 
and the other world prevented them from 
turning their insecurity into protest 
[0*Donnell 1983]. That may explain why 
most adherents of the.se fundamentalist 
groups come from the urban middle class. 

CONVKRSION AS PkorcST 

On the Other hand one cannot minimi.se 
the role of conversions as protest by the 
.subalterns. Studies on the late 19th and 
early 20th century conversions in India 
show that they were primarily among the 
dalits and tribals. The mis.sionary who 
needed numbers approached these classes 
after he failed to get dominant caste 
adherents [Grafc 1990:82-83). The 
subalterns were open to receive his mcs.sagc 
if he responded to their aspirations in the 
context of the destabilisation caused by 
colonialism. On one side the Bhakti 
movement that could have provided the 
‘untouchables' with the social space they 
required in their search for equality had 
ended but its spirit was .still alive among 
them. On the other, the colonialist co¬ 
opted the dominant classes into the 
administration. Colonialism does not 
involve the foreigner ruling the local 
masses directly but through locally 
dominant classes. To admini.stcr India, the 
British needed collaborators from thc.se 
castes and clas.ses (Misra 1961 ;49-.31). In 
the context of the end ol Bhakti movement, 
providing them with opportunities ol 
English education and admi nistrativc posts 
was equivalent to choosing the dominants 
over the subalterns. It .strengtliened them 
further. 

Be.sidc.s, in order to take control of land 
for colonial purposes, the British also intro¬ 
duced new land laws ba.sed on the eminent 
domain and individual ownership. These 
changes weakened the jajmani system in 
regions where their prc.sencc was the 
strongest. Jajmani had provided material 
security to the agricultural labourers and 
other subalterns, mostly from among the 
'untouchables* but had left them with a 
very low social status. The weakening of 
jajmani deprived them of material security 
without in any way adding to their social 
status IFemandes 1996:l32-.34]. 

These changes also freed the dalits from 
the system that had till then deprived 
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them of the possibility of upward mobility* 
Now they were free to seek liberation 
elsewhere if such an agency could be 
found. Most of them did not. So they 
ended up as bonded labourers or as 
indentured labourtransponedinslave-iike 
conditions to plantations in India and other 
British colonies (Sen 1979:8-12). A few 
like the mahars found upward mobility by 
joining the British army or by com¬ 
mercialising their traditional products 
[Cohen 1969). 

Religiouschangc functioned as one such 
mtxle of upward mobility. To the converts 
it was not merely a religious event but also 
a search for equality, as such a political 
act. So in the late 19th and early 20th 
centuries dalits in many parts of India 
made the option of turning their caste 
movements into conversion movements 
1 Aggins and Lochan 1989:142-43). There 
were mass conversions to all denomina¬ 
tions that they perceived as preaching 
equality. They joined religions like Islam. 
Christianity and Sikhism that gave them 
the hopeof liberation from their oppressive 
state. For example, dalits on the Pakistani 
side of Punjab joined Islam and tho.se on 
the Indian side joined Sikhi.sm at the turn 
of this century and not in the Mughal age 
(Sharma 1976:219). 

One finds an analogous process among 
the tribals. In Iharkhand. for example, the 
Permanent Settlement 1793 turned the 
traditional tikhedars (till then tax 
collectors) intoramindars.Tribal land, the 
very centre of their identity, began to be 
alienated to the /amindars. At that stage, 
the Belgian Jesuit Con.stans Lievens who 
studied their land laws and helped them 
to save their land came to be viewed as 
their saviour. Mass conversions followed 
[de Sa I97.‘>). In the north-east. 
Christianisation of the tribals was arcaction 
to the efforts to sanskritisc them. They 
viewed Christianity as an alternative to 
sanskrilisation sustained by the dominant 
classes [Downs 1983:3). Studies [eg, 
Oddie 1978:30-36) al.so indicate that the 
missionary did not always understand their 
aspirations. Mass conversions were got 
more by tho.se from northern F-urope who 
had to some extent internali.sed the 
egalitarian ideology of the 18th and 19th 
century political revolutions than by thn.se 
from .southern Europe that had experienced 
neither the Reformation nor the political 
revolutions. The former viewed caste as 
the very antithesis of equality and rejected 
it though later they came to a compromise. 

Im-. Dominanis and .Soiialturns 

In most cases dalits did not succeed in 
attaining equality, particularly in states 
likcTami INidu and Andhra IVadesh where 


tlie ISthcenturysudraconvertshad moved 
upward and filled the vacant spaces in the 
caste hierarchy within the institution 
[Hudson 1993). That notwithstanding, this 
process continues to our days though in 
a limited form. According to a news item, 
10,000 dalits in UP are threatening to join 
Islam if their grievances are not remedied 
(The Times of India, December 22,1998). 
Also the Meenakshipuram conversions of 
1981 fall in this category. Those who 
embraced Islam were dalits with good 
education and government jobs through 
SC reservations. But the dominant castes 
continued to treat them as 'untouchables’. 
Dalits viewed religious change as a way 
out of the impasse. Discussion started on 
whether they should become Muslims or 
Christians. At that stage, three Christian 
tamilics among them are reported to have 
said that their ancestors had embraced 
Christianity in search of equality but they 
had not attained it. So they were becoming 
Muslims. That cast the lot in favour of 
Islam [Augu.stinc 1981). 

Whether the subalterns attained their 
objective or not, the dominants like the 
mira.sdars in Tamil Nadu and zamindars 
ill the north perceived the conversion of 
tliei r bonded and other labourers as a threat 
to their power. They accused the 
missionaries of fermenting disorder, 
forgetting that "the conversion was caused 
by agrarian unrest, but it was not at the 
bottom of the conflict as the landlords 
liked to maintain, thus turning the issue 
upside down” [Schverin 1978:52). The 
situation remains unchanged. 

In most cases the missionary also 
attended to the material needs of the 
converts particularly their education. As 
a result, that literacy is the highest in tribal 
regions where the church is active is 
obvious from census figures. Also my 
experience substantiates it. I have been on 
the recruitment boards of some auto¬ 
nomous in.stitutions. During the last few 
years I have interviewed about 1,000 
.SC/ST candidates for their reserved seats. 
Apart from the mecnas of Rajasthan who 
arc a .somewhat prosperous group, the 
remaining tribal candidates having a po.st- 
g raduatc degree i n the social sciences came 
trom only (wo regions, Jharkhand and the 
north-east, both of them having a large 
num,.er of church-run educational 
institutions. I am yet to interview a tribal 
candidate from other regions. Dalit 
applicants come from the four southern 
states, the mahars of Maharashtra and the 
wankars of Gujarat. There was none from 
the Hindi belt. Christians are a minuscule 
minority there and inadequate effort has 
been made to educate them. Besides, 
Christians arc denied SC privileges, as 


»ich cannot apply for these jobs even 
when they are educated. 

Studies also indicate that literacy among 
dalits is relatively high in regions like 
Tamil Nadu that have witnessed a process 
of political or religious conversion 
movements. In Tamil Nadu dalit Hindus 
have been able to take advantage of the 
reservations. Since Christians are denied 
these privileges, the educational status of 
dalit Hindus is better than that of Christians 
[Kananaikil 1990). In most other regions 
dalits are denied access to education. For 
example, studies in eastern UP show that 
the dominant castes make it a point to send 
their own children to school. But they 
ensure that no school is built in the village, 
lest their labourers gain access to it and 
then either leave the village or demand 
better wages and working conditions 
[Jetley 1977:56). 

Little wonder then that literacy becomes 
a threat to people with a vc.sted interest 
in poverty. So those running schools for 
them are accused of forced conversions 
or fermenting di.sorder. In fact, Christians 
run institutions both for the rich and the 
poor. Of the 108 cases of attacks on 
Christian in.stitutions reported in 1998, 
one is not aware of any on schools meant 
for the rich, many of them frequented by 
the children of the powerful. Conversions 
also become a mode of diverting attention 
from such a vested interest. Little wonder 
then that Prime Minister Vajpayee wants 
a national debate on conversions but not 
on growing poverty and illiteracy. He a.id 
other BJP leaders have only dissociated 
themselves from the attacks but have not 
condemned them. 

Besidc.s, the recent events have to be 
seen as a continuum from (he past and as 
an important step towards fascism. No 
fanaticism can succeed without a new 
demon at every stage. One can find a 
parallel with Iraq. To ensure its ongoing 
control over the oil resources, the US at 
first demonised Iran then Libya and now 
has to keep demonising Saddam Hussein. 
Similarly the fascist forces in India found 
ademon in the Sikhs in the 1980s, Muslims 
in the early 1990s and arc now turning 
their attention to Christians. Myths are 
created and propagated for this purpose. 
In 1984 rumours were spread that Sikhs 
celebrated the a.ssassination of Indira 
Gandhi [Kothari 1985). In 1992 it was the 
myth of a mosque built over a temple. 
Now it is forced conversions [Sanghvi 
1999). This process should also be seen 
as integral to the electoral battle and the 
effort of the Sangh parivar to ensure that 
the RSS ideology is not sacrificed by the 
BJP-led government, for its short-term 
needs [Vyas 1999). 
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A 'dialogue* of sorts may be held with 
the newly found enemy, as the RSS leaders 
did with representatives of Christians, on 
December 18. l998.TheefftHtoftheRSS 
atthis ‘dialogue’ was only totry toconvince 
the Christian side that they were in fact 
indulging in forced conversions. Not 
discussion was held on this issue. Such 
dialogues only have a propaganda value. 
But it is clear that the events of the last 
few months have been well planned. 
Otherwise one cannot explain 108 attacks 
on Christian in.stitutions in one year, S8 
of them in Gujarat [Das 1999]. 

Most such attacks have been on insti¬ 
tutions meant for the poor. The exception 
is Karnataka where some Church run 
schools were told to install an image of 
Saraswati before the end of November 
1998 and begin the day with ‘Saraswati 
vandana'. Otherwise they would have to 
pay the price. In districts like Dakshina 
Kannada (with Mangalore as its head- 
quarterslcompetition has traditionally been 
between three dominant groups, Cathulic.s 
who have held administrative and execu¬ 
tive job.s, the Konkanas (goud saraswai 
brahmins)controlling trade and commerce 
and the land owning bunts. In recent 
decades, new groups from the tl-shing, 
toddy tapping and Muslim communities 
have come up as a re.sult of jobs in the 
Gulf, smuggling and trade. Tension has 
thus arisen for control over land, trade and 
other benefits. Party vote banks have been 
built around the.se communities and the 
BJP has gained strength. 

In R Udayagtri in Orissa it is division 
among the subalterns. For many decades 
moneylenders have used the dalits (Pano) 
as their agents to exploit the tribals in the 
village. As a result, there has been tradi¬ 
tional rivalry between the two. A majority 
oi Chri.stians in Phulbani and Gajapati 
districts arc panos. The vested interests 
and political parties have communali.sed 
and exploited this division. Several 
churches were destroyed in Phulbani in 
1992 in what was in fact a land struggle. 
In 1998, the Sangh parivar allegedly used 
this rivalry to get the tribals to attack the 
panos [Sethi 1998]. 

CHAttl-NGE FOR THE FU njRH 

Where does one go from here? The first 
step is to recognise the problem as political, 
not religious. The second is to identify 
one’s friends and allies. One notices a 
major change in the latter. As late as 1997 
ca.ses like the parading naked of Fr 
Christudass at Dumka and the murder of 
^ Fr A T Thomas were ignored by most 
human rights acUvistsoutside Bihar. They 
were seen as of concern to Christians 
alone. The major change in 1998 is the 


active participation of a large number of 
.secular-mind^ human rights activists in 
protests against the attacks. They viewed 
ii as of concern to every Indian. 

The seOond major change is in the role 
of the Left. Even before Gujarat reached 
the front page, other events had created 
an atmosphere for the type of propaganda 
one witnessed there. For example, the BJP 
government of Delhi declared that since 
during the communion service about half 
an ounce of wine is u.sed to commemorate 
the La.st Supper of Jesus, churches are not 
religious houses but places of entertain¬ 
ment. As such they should be taxed as 
commercial centres. Before Chri.stian 
leaders could get their act together, the 
Left made a political issue of it and got 
the government to withdraw the order. 
After the rape ca.se in Jhabua and after the 
Gujarat events too, the I.^ft was prominent 
in extending its support. After the Nashik 
ultimatum to ‘missionaries’ the Left took 
an active part in the demonstration held 
in Mumbai. 

That is a major change from the 1981 
C'PM politburo resolution that cautioned 
its cadres against interacting withChri.stian 
activists for fear that it may be a reactionary 
ploy. Two years later the RSS journal 
Manihan published an article stating that 
Liberation Theology is one more tool 
('hri.stians have found, to attract the poor 
and baptise them [Agarwal 1983]. Its 
position has remained unchanged since 
then. But there has been a better under¬ 
standing between progre.ssivc Christians 
and the Left. The two have worked together 
on some issues without necessarily 
agreeing on every point. Besides, the new 
thinking generated by the Second Vatican 
Council of Catholics and the 1972 Nairobi 
meeting of the World Council of Churches 
played an important role in the under¬ 
standing of evangelisation as liberation 
from poverty and exploitation. The 
Liberation Theology that grew among the 
subalterns of Latin America and the 
Philippines made an impact also on other 
continents of the south. In this approach, 
the Gospel is viewed as the proclamation 
of Jesus the liberator. An unjust society 
is sinful. Evangelisation would then be 
liberation of the oppre.ssed from this social 
sin, unlike in the past when focus was on 
individual sin. Evangelisation is thus 
understood as proclaiming the liberative 
messageof Jesus. Bapti.sm isnot its ultimate 
objective [Alfaro 1986]. 

These changes provide the first building 
block of a new secular alliance. The third 
block has to be the coming together of the 
minorities. In building it, Christians have 
to acknowledge that they have not taken 
an active enough part in communal matters. 


Till about 1980 most of tl«m viewed 
communal riots as of concern to Muslims 
and Hindus alone. Many did bring relief 
to the victims but did not show adequate 
solidarity. Like the relations with the Left, 
the 1980s saw changes in the attitude of 
many Christians towards the minorities. 
The ongoing involvement of several of 
them in social action and advocacy with 
the oppressed and activists of different 
persua.sions has had a salutary effect on 
both sides. Among other changes one may 
mention that after the 1984 massacre of 
Sikhs in Delhi, Christian leaders brought 
their adherents together for a reflection on 
the events. After the demolition of Babri 
masjid, the Church apex bodies were 
among the first to issue statements of 
concern and solidarity with Muslims. 

Thus much has happened since the 
1980s. But many more steps need to be 
taken for all the minorities to form an 
alliance with the .secular and democratic 
forces. There is a danger of these moves 
being limited to a few stKial and human 
rights activists and a section of the 
leadership. Efforts have to be made to 
reach the masses. It is because fasci.sm can 
be stopped only through a .strong alliance. 
It cannot he done through a national debate 
on the pretextthe criminals use to legitimise 
their action! The guilty should be punished. 
Simultaneously a broad based secular 
alternative has to be found. That is the 
challenge of the progressive forces. 
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STRANfiE terminologies like Bt and 
terminator are in the air and with it there 
is rampant confu.sion.Bt.stand.sforhaciilus 
thurcngcnsis which as the name suggests, 
is a kind ol bacteria, much like the bacillus 
that causes leprosy or tuberculosis. The 
tenninator technology is the mon.sirous 
new genetic tool by which you can design 
seeds with in built .sterility. The two are 
not related except lor the fact that they are 
both genetic creations. Both happen to be 
in the news together and are linked together 
because of coincidence and confusion. 
Trials ofagenetically altered cotton variety 
(Bt colton) conducted by the American 
company Monsanto have provided the 
(rigger because Monsanto also happens to 
own the terminator technology. What then 
exactly arc the.se things’.' 

The Bt technology which wasdcvelofied 
about 10 years ago is designed to confer 
di.sca.se resistance to certain crops against 
pest attacks. The es.scntially simple 
technology has involved cutting out a gene 
trtim the hug called bacillus (huringensis 
and using the tools of recombinant DNA 
to transfer this gene not into another 
bacillus but across the species barrier into 
a plant, in this ease a cotton variety. Thi.s 
transcending of the species barrier, makes 
the gene very foreign to (he cotton genome 
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and therefore this colton becomes a 
Iransgenic variety. The reason why this 
approach is being tried in plant types, and 
not just cotton, is bccau.se il provides an 
opportunity to build a biological pesticide 
into the plant itself. 

Colton pest.s, specially bollworm are a 
major problem, as the spate of recent 
cotton farmer suicides have shown in the 
most tragic way. Much of the chemical 
pesticide on the market is adulterated or 
spurious and therefore not effective. The 
in-built pesticide approach is very 
attractive lortwo reasons. One, the fanner 
IS not .sold short by unscrupulous pc.sticide 
dealers and two. the environment is spared 
(he toxic burden of chemical sprays 
leaching into the soil, air and water and 
poisoning them. However, as always in 
something that sounds so good, there could 
he catches which we must watch out for. 
But r St how does the Bt resistance work? 

The B*. gene once ensconced in the cotton 
genome proceeds to do exactly what it did 
in the bacterial genome, namely, produce 
a toxin as a by-product of its metabolism. 
Small concentrations of this toxin course 
through the sap of the cotton variety. When 
the dreaded boll worm, the must pernicious 
pest of cotton alights on (he plant and 
proceeds to drink (he sap, it is .supposed 


to get a dose of the toxin and drop dead. 
That is the rationale and the design of the 
experiments on Bt disease resistance. Hiat 
is what Monsanto has created: a cotton 
variety called Bollgard, which because it 
is carrying the Bt gene is suppo.sed to 
provide resistance to bollworm. What if 
any are the pitfalls in such an approach? 

The flrst question mark on the Bt mode 
of pe.st resi.stance is that the gene construct 
which was effective in providing resistance 
appears to be breaking down. This means 
that it is not producing the toxin in the 
cotton plant as it was originally intended 
to do and therefore not conferring resis¬ 
tance to bollworm. The second way in 
which the Bt resistance is failing is by 
creating bollworm strains that are 
becoming resistant to the Bt toxin and not 
being affected by it. 

The other danger that is po.sed by the 
Bt cotton and all other transgenic varieties, 
is the danger of the foreign gene escaping 
from the original transgenic plants where 
they were put and moving into related 
plant species. This is pos.siblc via cross 
pollination. The pollen cells of the trans¬ 
genic plant contain the foreign gene like 
every cell of the transgenic plant docs. 
During pollination, pollen carrying the 
foreign gene can fertilise other plants that 
are not transgenic. So. if my neighbour has 
chosen to grow a tran.sgcnic variety and 
I have not, I cannot protect my crop from 
pollution with the foreign gene because 
there is no way of controlling pollination. 

The other thing that can happen is that 
the pollen can fertilise and therefore 
transfer the foreign gene into related and 
wild species. Since the transgenic- 
technology is so new, we do niH know 
what effects foreign gene.s like bacterial 
genes can have if they start nioving from 
species. Once they are out in the field, we 
cannot control them. There is seripus 
apprehension on this score. Scientific 
studies have shown that pollen can be 
transferred acro.ss very large distances and 
can transfer the foreign gene into plants 
growing far away. The dangers of gene 
pollution of this kind are therefore very 
real and that is the rea.son why testing for 
traasgcnics in the field has to be conducted 
under strictly controlled conditions which 
are specified in biosafety protocols 
designed for these varieties, "rhe bio.salety 
regime includes safeguards like physical 
containment, covering the field with plastic 
sheets during pollination and land tracts 
isolating the experimental plots from 
farmers' fields. In addition to this, data 
needs to be collected from the field 
constantly to sec whether the foreign gene 
has escaped from the experimental plots 
to neighbouring fields. 


What Is Bt and What Is Terminator? 

Suman Sahai 


Trials of a frenetically altered cotton variety (Bt cotton) conducted by 
the American company Mosanto which also happens to own the 
terminator technology have provided the trigger linking the two 
because of coincidence and confusion. The two are not related except 
for the fact that they are both genetic creations. 
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iTo return to Monsanto and its transgenic 
tests, the company should be penalised for 
its cotton trials not because the variety 
contains the terminator gone but because 
the company has flouted all biosafety 
regulations. This could mean much more 
than endangering farmers’ crops in nearby 
fields, such negligence could carry the 
foreign gene, gcxxiness knows where and 
with what consequences. This is a very 
grave offence. It may not be far fetched 
to accuse Monsanto of being callously 
negligent in their field trials because they 
think they can get away with cutting comers 
and doing shoddy tests in India which they 
would not dare to do in their home country, 
the US. 

In India awareness about the new 
developments in genetics and agriculture 
is very poor, specially in rural areas. Never 
mind the farmers, what is shcKking is the 
utter ignorance of the scientists and .scien¬ 
tific institutions working on the new areas 
in genetics and biotechnology. It may be 
recalled that just a few months ago. the 
experimental plots with standing crops of 
a tran.sgenic variety had destroyed in the 
field in Delhi since safety regulations were 
not being complied with. This was 
incidentally at a reputed national facility. 
Apart from biosafety requirements, 
transgenics cannot be tested in the field 
without the informed con.sent of the 
region's farmers. Monsanto has been 
conducting its tests without taking local 
famiers i nto confidence or informing them. 
This IS an obnoxious attitude apart from 
being a dangerous one, Monsanto’s licence 
to test Bollgard cotton should be 
cancelled for thc.se rca.sons. 

TLRMINArKR SeI-.O 

Now to come to the terminator. This 
technology is also based on a genetic 
constmet. Here two gene .sy.stcms have 
been brought into play to pmduced seeds 
with an in-built mechanism that aborts 
development of the embryo so that 
germination cannot take place and the 
seed is rendered sterile. The .self- 
destructing seeds are actually hybrids 
produced by hybridising two transgenics. 
each containing one of the two gene 
sy.stcms. It is interesting that even when 
the two gene systems arc brought together 
in the hybrid seed they are viable and can 
germinate. Inordertocontrol the induction 
of .sterility, a chemical switch has been 
built ill. "This switch can be activated by 
soaking the seeds in tetracycline. Once the 
tetracycline soaks into the seed tissue, it 
switches on one of the gene systems which 
sets in motion the chemical process which 
will abort the embryo. So in practice, the 
seed company can produce as much of the 


seed as they want and just before selling 
ii to the farmer, they cun treat the seeds 
with tetracycline to switch on the sterility 
inducing gene system. 

When the farmer buys this seed from 
the company, he can grow one crop from 
it but the seed that sets in his crop when 
It matures, will not have the ability to 
germinate. The farmer will thus not be 
able to save viable seed from his crop for 
the next sowing and will be forced to 
return to the seed company for new seed. 
1'his c.stablishcs total contnil of the .seed 
company on production and sale of .seed. 
The terminator technology is miles ahead 
of the patent system in c.stablishing the 
monopoly of the multinational seed com¬ 
panies on the .seed markets of the develop¬ 
ing world. The avowed goal of multina¬ 
tional companies is to capture the vast 
potential of the seed business in India and 
C 'hina and the countnesof .south and south¬ 
east Asia, all burgeoning agricultural coun¬ 
tries with growing seed markets. 

Ai prc.seni the terminator gene system 
IS being tried out in cash crops like cotton 
and tobacco. In this context it is alarming 
that Monsanto with its big take in cotton 
varieties has bought the Delta and Pincland 
company, co-owners along with the US 
government of the terminator technology. 
This means that Monsanto now owns die 
terminator gene systems and if it does not 
tiavc a terminator cotton today, it almost 
certainly will have one tomorrow. This 
must be anticipated and Indian agriculture 
policy must take the rcqui.site legal steps 
to cn.sure thiit Mon.santo cannot bring 
terminator cotton into India cither for 
testing or for commercial use. 

Cotton and tobacco however arc only 
the first focus of the tenninator sy.stcm. 
In principle this sterility inducing 
mechanism can be incorporated into any 
kind of crop. The next round of crops that 
arc to be tried out arc essential lood crops 
like rice, wheat, pulses and millets. If the 
terminator technology should be success¬ 
fully transferred into these crops (and there 
appears to be no reason why it cannot), 
the implications for global sustenance 
and fiMKl security could be quite horrific. 
Rice and wheat are the staple food of three 
quarters of the world's population. With 
pul.scs under the terminator hammer, all 
aspirations of adding nutritional security 
to rudimentary food security, would fly 
out of the window. For, tho.se who argue 
that no one is compelled to buy seeds 
from MNCs and those who wish to. can 
continue to get their seed from wherever 
they arc getting them today, do not 
understand the fundamentals of plant 
breeding, seed production and the practice 
of agriculture. 


With the new breed of controlling 
instruments like patents and terminator, or 
for that matter, the transgenic and the 
hybrid, the control of the seed company 
over .seed pnxiuclion is eompleie, to the 
exclusion of any participation by the 
farmers. With these instruments of control 
playing in tandem with an inexplicable 
and highly dctrimenial science policy that 
is coming into force in India and other 
developing countries, the farmer will be 
painted into the corner for e.ssentially two 
reasons. The first is the fact that public 
.sector institutions like the Indian Agri¬ 
cultural Research (lARI) or the stations 
of the Indian Council of Agricultural 
Research (ICAR) that arc the centres of 
agricultural re.search and plant breeding 
arc facing tremendous cuts in their re.search 
budgets. These centres produce new 
varieties of all crop types constantly. These 
new varieties are available to the farmers 
who produce seed and disseminated. The 
farming community has thus emerged a.s 
the nation's large.st seed producer and 
distributor, producing over X5 per cent of 
the country's seed requirement. 

Now with .severe reductions in re.search 
funds, the capacity of public institutions 
to breed new varieties wi II also be severely 
diminished. In time they will cease to be 
the primary.sourcc of new varieties. This 
space will he occupied by private seed 
companies, specially foreign seed 
companies who have been clamouring for 
entry into developing country seed 
markets. When pnvatc seed companies 
become the primary suppliers of new 
varieties then certain things will happen. 
First, the farmer as seed producer will 
disappear. Second, the range of varieties 
produced in each crop will decrea.se. 
causing even worse genetic erosion than 
we are facing Unlay. This will happen 
hecau.se production in seed companies is 
guided by profit margins, not the 
compulsion to provide a range of 
reasonably priced seeds As past experience 
has shown, MNCs produce just one or two 
varieties and then push them on the market. 

The other thing that will happen is that 
the farmer's source of new varieties will 
increasingly become only the private seed 
company. How will this happen, ft needs 
to be understood that crop varieties 
growing in a specific area do not grtiw 
there successfully for ever. A particular 
variety which has been producing good 
results for the last few years could suddenly 
lose Its disease resistance and become 
su.sccptiblc to pests. The soil and water 
conditions could change, salinity may 
increase or waterlogging take place. 
Deforestation in nearby areas could change 
the microclimate. Many things happen in 
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tatuie that can cause die collapse of a 
variety which had been well adapted and 
growing successfully. 

When this happens, the variety needs 
io be replaced and another one brought 
in which can reintroduce the characteri.stics 
3f yield and disease resi.slance. Given the 
Tact that the public research institutions 
ire getting pushed out of the business, the 
source for new varieties will increasingly 
become the private seed company. Once 
this happens, they will sell their seed on 
their terms and the farmer's choice will be 
restricted to buy i ng from the seed company 
or giving up agriculture. In this fashion, 
the imperative of varietal replacement in 
the field will eventually force the farmer 
to turn to private companies for seed. 


THE Factories Act was enacted in India 
in I8KI. after the demand raised by 
Lokhande and his colleagues, to stop child 
labour and prevent accidents in factories, 
rhere was a provision for guarding the 
‘otating parts of machine in this act. Tlius 
.he history of Section 21 of present 
Factories Act l‘)4H dates back 115 years. 
In spite of this provision hundreds of 
workers still get maimed and die due to 
ack of adequate machine guard. Society 
s not mature enough to implement a 
:entury-old provision. 

The implementing authority for Factories 
Act is the state government. The labour 
ministry appoints labour commissioners 
under whom is chief in.spector of factories 
ind his team. In Gujarat there arc 96 
nspectors working in 14 offices. The 
ntemational Labour Organisation (ILO) 
standard is one inspector for every 150 
actorics. There are 22.000 registered 
actorics in Gujarat. As perthc.se standards, 
jujarat would need 1^ inspectors in all. 
factory inspectors in Gujarat arc also 
issigned the responsibility of imple¬ 
menting the Payment of Wages Act, 
Maternity Benefits Act, equal pay for equal 
work rules, rules for disabled per.son 
employment, part of Environment Pro¬ 
tection Act and a few other. The Factories 
Act is in 11 chapters and 120 sections; the 
itate government has enacted the Gujarat 


If the terminator technology is allowed 
to enter India the consequences could be 
mayhem in Indian agriculture leading to 
reduced availability of food and possible 
starvation deaths. This is no far fetched 
doomsday .scenario. It is known that pollen 
carries the foreign genes of transgenic 
crops across large distances and transfers 
ii into other crops. The terminator gene 
through the method of cross pollination 
could reach all kinds of crops in all 
kinds of places, inducing large-scale 
sterility. If one keeps in mind that the 
terminator application is planned for 
staple food crops, large-.scale sterility can 
only have one consequence: imperilled 
tixxl .security and near certain .starvation 
deaths. 


factory rules comprising over 114 rules 
and .several sub-rules and schedules. Thus 
the job of a factory inspector is definitely 
a challenging one. The lack of budget 
allocation is a major obstacle in the 
development of this regulatory authority. 

An evaluation of the implementation of 
the act can be done by looking at the 
number of accidents/incidents/injuries/ 
fatalities on one hand and the number of 
prosecutions and extent of punishment, on 
tlie other. Implementation of legal provision 
IS di rectly related to awareness, knowledge 
and the commitment of the society in 
general and factory inspectors in particular. 
P(M>r infra.structure for implementation 
makes the law a useless piece of the 
Constitution. The major objective of the act 
is to prevent accident and injuries or lower 
the number of such cases. Unfortunately, 
•he law is not utilised for this but is used, 
to .some extent, to frame charges after the 
accident/incident has taken place. 

Prcsrnicd here is a study of prosecutions 
initiated by the Factory In.spectorate, 
Baroda in 1995 for violations of provisions 
for health and .safety in the Factories Act. 
In all 140complaints were filed in criminal 
court against 97 factories. 

Fatal Accidents: As per the Factory 
InspectorateOffice(FIO) 15 fatal accidents 
were registered in 1995 in Baroda. Of 
the.se the FIO initiated prosecutions only 


ineig^ cases. PresumaMy.inthereinaiiiing 
seven cases, fatal accidents took place 
even though a law was not violated. ‘Ibus, 
in 47 per cent of cases the law has not 
helped to prevent the accident. Is the 
present law poortothisextent?Toexamine 
this, details of each accident would be 
necessary, which is not available. 

Among the eight cases for which 
complaints have been filed, two ate for not 
fnoviding personal protective equipments, 
two cases are about violation of Section 
32(c) which is about safety of workplaces 
at a height. One case is about the lack of 
machine guarding while another has 
violated the provision regarding testing of 
pressure vessels. There is no information 
about one case. There are 11 cases against 
seven factories. 

As per Section 88 and rule 103, certain 
accidents have to be notiHcd to the FTO 
within the stipulated time period. Defini¬ 
tions of 'factory', 'manufacturing process' 
and 'worker' are given in the act. PTRC 
collects clippings from local newspaper 
about worik accidents. All the accidents 
(Kcurred during manufacturing process 
arc taken cognisance of by the FIO. 
‘Construction’ is not considered to be part 
of 'manufacturing prtx;css' by the HO. 
Based on clippings we have prepared a li.st 
of fatal accidents in Baroda in 1995. It is 
possible that all the workplaces in our list 
may not be registered factories. But. if we 
look at the list, it includes names which 
are certainly registered factories, e g.Indian 
Petro Chemicals (IPCL), Paragon Engi¬ 
neering, Modem Pctrordls. Fatal accidents 
in these units are not included in the li.st 
of fatal accidents prepared by the FTO. All 
of these did not occur during 'construction'. 
At lea.st five fatal accidents can be added 
to the official list of fatal accidents. (See 
Annexure Tables I and 2.) In respon.se to 
an article published in Gujarati, the FIO 
clarined that all fatal accidents even those 
occurring during activities other than 
manufacturing (as defined in the act) like 
construction, are taken note of. After 
investigation fatal accidents which have 
occurred in non-manufacturing period are 
labelled as 'non-lcgal', while others arc 
labelled ‘legal’. No action is initiated for 


Table F Type of Inousthy 


Industry 

No of 

Prosecutions 

Chemical/Paint/R uhber/ 
Pesticidc/Pharmaceutical/ 
Soap and Detergent 

45 

Engtneering/Battery 

27 

Eleclnual/Electmplating 

4 

Textile . 

2 

Wood/Tobaeco/Food 

4 

Unidentified 

15 


Health and Safety at Workplace 

Loopholes in Law 

lagdish Patel 

Mthough the Factories Act provides for adequate health and safety 
nonitoring at the workplace, its implementation has been consistently 
toor and inefficient. A survey of the pro.secutions conducted under the 
ict in Gujarat. 
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Tabu 2 


Industrial Area 

No of Units 
Prosec uied 

Goiwa/Pnuapnagar/Sardar Estate 

and other city aieo-s 

14 

Makarpura 

23 

Nondesari 

24 

Savli-Monjusar-Tundav-Gothdu 

10 

VaghodiB 

9 

Karjon-Por-Menpura 

3 

Anlchol-Umoraya-Bhayati-Bil 

Chhani-Dasralb-Moksi-Poicha- 

4 

Rania-Petro 

7 

Ishwarpura-Goradhia-Samiala 

3 

Table .3 

No of PnEsecutions 

No of Units 

1 

69 

2 

19 

3 

5 

4 

2 

5 

2 


‘non-lcgal’ accidents. Non-legal accidents 
are not taken account of in the ofTicial data 
on accidents. Using this ruse some 
employers probably get an ‘advantage’. 
For example, in IPCL a worker fell down 
and died. This is not in the officiai list. 
In another incident a worker died during 
fabrication at Modern PctroMll.s; this t(X), 
do not find a place in the official list. 

There are 250 industrial units in Gujarat 
identified as Major Accident Hazard 
(MAH) units, out of which .S5 arc in Baroda 
district. It is natural thatFIO keeps aclose 
watch on thc.se units to prevent major 
mishaps. As per the officiai list, no fatal 
accident took place in any .such unit, though 
aur li.st includes one such unit. During the 
year 1995, FIO fi led 16 complaints agaiast 
nine MAH units for various violations - 
three are for failing to provide shower near 
storage of acid/alkali, two are for absence 
of local exhaust system to prevent free 
movement of toxic gases/dust in the work¬ 
place, and one for not providing a guard 
on the moving parts of a machine. It is 
notewonhy that lourcomplaints are against 
public .sector like GSFC. 

It would be interesting to know which 
violations are taken seriously enough by 
the PIO to lodge criminal complaint or 
which violations prompt action from the 
PIO. In all. there arc 140 cases. Ch IV of 
the act has provisions for .safety consisting 
of 20 different sections. Of these eight 
sections have attracted 56 cases. In addition 
57 ca.se.s are registered for violation of 
Gujarat factory rules. Of these 31 are for 
differentschcdulcsofrule 102,12 cases for 
violation of Rule 60 and 20 for Rule 61. 

Rule 61 refers to pressure plants. Sub¬ 
rule 61(6) is about testing of pressure 
plants at regular intervals and te.st certificate 
to be kept in Form No II. Out of 20 cases. 


14 are for the violation of this sub-rule. 
All 12 cases filed for violation of rule 60 
are violations of sub-rule 60(2). This sub- 
rule provides for testing of chain pulley 
block, rope and other lifting tackles and 
tire certification in Form No 10. A news- 
report (July 3, 1994) gave details of 114 
prosecutions against 52 factories in 
Ahmedabad region. The majority of the 
cases were for the violation of the same 
.Section 21, rule 60 and 61. Under rule 102 
tlie state government has declared some 
of the processes as dangerous! FIO, Baroda 
lodged 31 complaints for violations of 
provisions made under this rule. Out of 
these 10arcforlackofshowernear.storagc/ 
handling of acid/alkali (Schedule 12-5), 
while 10 others are for Schedule 24. which 
is about safety during wclding/cutting. 

Some 56 complaints pertain to eight 
different provisions of the act. Of these 
26 are under Section 21. 17 for 21-i-4b 
and nine under 2l-i-4c; 10 cases are for 
violation of .Section 37-i-c which provides 
for effective covering of all sources of 
spark to prevent fire. A large number of 
injuries and fatalities happen as a result 
ol fall fnrm a height Section 32(C) provides 
lor giving adequate protection to those 


working at a height - five complaints have 
been registered untkr this section. 

A newsreport published in Indian 
Express, Augu.st 23, 1996 gave details of 
385 prosecutions against 85 factories 
registered in a period of six months in 
Saurashtra region. Excerpt: “...The fcKus 
is now on the small pottery units, which 
includes the floor and wall tiles manu¬ 
facturers, which employ child labour. 
Many factories do not even have a single 
fire extinguisher or proper first aid boxes 
for use in case of emergency. In the small 
chemical or dye units, workers move 
around bare feet in chemical wa.ste and 
residues resulting in skin disorders and 
loss of .semsation...” Thus here is a new, 
welcome trend in the priorities of the FIO. 

Which industry is a major violator or 
which industry is targeted by the FIO? 
Though the information based on which 
this study is done does not name the type 
of industry or product, wc have tried to 
classify the list from the name of the 
industrial unit. In 15 ca.scs the name waS 
not .suggest! ve of the nature of the industry. 
In the remaining 82 units, 45 are chemical 
units including chemical, pharmaceutical, 
paint, rubber, detergent, .soap, etc (Table I). 


ANNfcximr. I. Fatai. Areiwuvrs Recorded by Fit) 


Name of (he Unit 

No of Prosecutions 

Violation Charged 

Amber Sugar, Menpura 

2 

Sec 61 C/61-I-C 

Fibre .Steel, Makaerpura 

1 

Sec 7-a-2-a 

liidu.strial Oxygen 

- 

No prosecution 

Pappu Product, Sardar Estate 

1 

Sec 2I-I-4B 

Lakhanpal National, Makaerpura 

1 

Sec 32-C 

Satyodev Chemicals, Bhayli 

1 

Rule 102 .Seh 12-4 

Jaybharat Steel, Purbandar 

- 

No prosecution 

Jambu Organics, Poicha 

2 

Sec 32-C Rule 103 

Standard Pesticide. Nandesa 

3 

Rule 102-Sec 15-12 

Asia Brown Boweri, Mancja 

_ 

No prosecution 

Gujarat Refinery 

- 

No prosecution 

Dynamic Rubber, Vaghodta 

- 

No prosecution 

Pnya Tiles, Purbander 

- 

No prosecution 

Puniab Steel. Baroda 

- 

No prosecution 

A mar Sugar. Bharthaiia 

•f 

No information 


Annexure 2: Fatal Accidents in 1995, Reported in Newspapers 


Name of the Unit 

Injury 

Fatality 

Rea.son 

Sugar Factory, Menpura 

1 

1 

- 

Indian Oxygen, Korjan 


1 

Cylinder Burst 

Paragon Ind, Nandesari 

- 

1 

Fall of object 

Gujarat Quin, Tundav 

- 

1 

Affected by gas on 5-10-94 

Shrinathii Plastic, Purbander 

- 

1 

Fire 

Modern Petrofllis, Porbandcr 

2 

1 

Pipe broken during fahricaliun 

Satyadev Chemicals, Bhayalt 

2 

1 

Acid splash 

Sorabhai Chemical 

- 

1 

Monkey jumped on him 

Sarabhai Chemical Poicha. Savli 

- 

1 

Fall from height 

PVC Plant, IPCL 

- 

1 

Fall from height 

Asia Brown Boweri 

- 

1 

Fall from height 

J.iybharat Steiel. Probander 

- 

1 

Electric current while taking bath 

Darshana Fabneation, Wadi, Baroda 

- 

1 

Electric currnct 

A mar Auiorikshaw. Pratapnagar, Baroda 

- 

1 

Shirt entangled in lathe machine 

ftymic, GIDC, Waghodia 

- 

1 

Bums 

Mamara Factory, Savli 

- 

1 

Sari entangled in machine 

Punjab Steel, Baroda 

- 

1 

Iron Rod pierced stomach 

Sugar Factory, Karjan 


1 

Fell in hot pan 

Rupal Sugar, Kaijan 


1 

Sari of 13 years old girl entangled 
in machine 
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Out ot 97 factories found violating the 
act, 24 are situated in Nandesari area and 
23 arc in Makarpura industrial area. 
Industrial units in the city area like Gorwa. 
Pratapnagar, Sardar Estate, etc, account 
for 14 cases (Tabic 2). 

Out of 97 factories. 69 account for only 
one complaint of violation while 19 have 
been slapped with two violations. There 
are two units, both engineering which 
account for live violations at a time: four 
units have been visited twice in a year and 
both the times they were found to be 
violating various provisions. Out of these, 
three units were found to be violating the 


same provisions as observed during earlier 
visit (Table 3). 

The information base of this study does 
not contain a complete list of inspections 
carried out by HO, Baroda in 1995 for 
health and safety. It gives information of 
visits with reference to the prosecutions 
only. We compared these dates with our 
list of accidents as reported in the news¬ 
paper. Newspaper had reported 21 cases 
of fire in factories, only two units have 
been prosecuted by the HO - some of the 
major fires which took place in 1995 are 
the fire at Kohinoor Flour Mill, Gorwa. 
Bahubali Chemicals, Nandesari and 


naphtha tank of Gujarat Refineiy.No action 
has been initiated against any of these units. 

News clippings list 42 accidents. In 
33 accidents no prosecution has been 
filed by the HO. In the remaining nine 
units, 12 violations are observed by 
HO and complaints have been lodged 
accordingly. 

There is noclear information on whether 
violations were observed during routine 
inspection visit or during the visit after 
accident. Whilecomparingtheintbrmation 
with that of news clippings, mtmy gaps 
are seen which may for two reasons: 
Either all the accidents are not reponed 
by the newspaperor someof the violations 
were observed during routine visit of the 
inspectors. Detailed research work is 
ne^ed here. 

The logical end of any prosecution is 
puni.shment, though punishment is not the 
ultimate aim of the whole exerci.se. Out 
of 140 cases again.st 97 factories, verdicts 
were passed in nine cases against five 
units at the time of collecting information. 
Fines imposed ranged from Rs 1,400. to 
Rs 5,000. 

Framing charges is an important feature 
of any prosecution. Future course of legal 
action is directed by the charges framed. 
It would be important to know the ertunt 
of punishment suggested by the law. 
Section 92 reads: •'...Provided that where 
contravention of any of the provisions of 
Ch IV or any rule made under .Section 87 
has resulted in an accident causing death 
or serious bodily injury, the fine shall not 
be less than Rs twenty-five thousand in 
the case of an accident causing serious 
bodily injury". Afterthis amendment, four 
fatal accidents took place in Ankleshwar 
industrial area, in four different industrial 
units. All four units were prosecuted by 
local FIO. All four were found guilty by 
therourt. Two of them were fined Rs 5,5lX) 
while two others were fined Rs 3,000. The 
charge against ail four was violation of 
Section 7.' On the contrary, in a complaint 
of violation of rule 102, Schedule 12-13 
against Gujehem Oi.stillers, Bilimora, the 
court verdict was a fine of Rs 3,(KX) with 
one month imprisonment, even though 
this was not a case of accident or injury. 
Recently, in an accident in Ahmedabad, 
a worker lost three of his fingers, the 
occupier was fined Rs 50,(XX). 

Workers and other social organisations, 
universities, researchers and media have 
failed to generate an atmosphere conduct ve 
to demanding that violations of provisions 
for workers* health and safety are con¬ 
sidered seriously and the culprits are 
adequately punished. 

As per the need of the time, laws are 
amended, if enough pre.ssure is generated. 


A.NNTXlIRr VlOI.ATI()N.S (Ih pACTORIfeS AfT AND RULES 


Section 

Descnpdoii 

No of 

Prosecutions 

21(1) 4b 

F'encing of machinery - every pan of (ran M/c 

17 

21(1) 4c 

do- -every dangerous part of any ixhcr machinery 

9 

2K(I) an 

In every factory every hoists and lift shall be properly maintained 
and shall be thoroughly examined hy a compeienl person at least 
once in every penod of six months, and a register shall be kept 



containing the prescribed piirticiilarls of every such examination 

2 

28( 11 c 

the inaximiim safe working load shall be plainly marked on 
every hoist or lilt, and no toad Ircuicr than such load shall be 



carried thereon 

2 

2 K(l)e 

Interlocking system (or gate o( cage to be provided 

1 

3()( 1) 

notice indicating maximum safe working peripheral speed of 
grindstone or abrasive wheel, the speed of shaft and diameter 



III the pulley necessary lo secure such safe peripheral speed 

1 

32 (Cl 

Safely of the person working ai height 

3 

3.3( 1) 

Vessel, sump. tank, pit or opening in the ground lo be .securely 



covered or fenced 

3 

36(2) b 

Work permit to he issued for working in confined space 

1 

.37(1) c 

execution or elleclive enclosure ot all possible sources of ignition 

10 • 

4()( 1) 

Inspector can specify measures foi building safety 

5 

Rule (il(6) 

Form no 11 

14 

K 61(1) and (2) 

PRovisions for pawsure plant 

6 

R 60(2) 

Exiimmation of hnist/lift in lorin No 10 

12 

R 24(3) 11 

Sjiecification of accident m stipulated lime period lo the inspector 

2 

R 3(4 3) 6b 

Guard lo the circular saw u.scd in woodworking 

1 


Annixi'w 4 Vioi .\noN of Various Schedui.i s of Rule 102 of Gujarat Factories Rules 


.Scheduie No unii .Siih-Rule 


No of 

Prosecutions 


12. Munipulratioii of ucids uikulis 

(5) water I'aciliiy - arrangement of shower 
tf>t t’atilionary notice 
OK Blasting Regulation.s 

(2) Prohihition of sand blasting 

24: Welding/ciitling operation with use of LKi/Acclylene/Argon 
(2) I Gas cylinders not to he stoivd in the ro>)ni where welding/ 
culling ts being done 

(2) 7 Equipment - Fire extinguisher to he piovided near weldong/ 

culling place 

(^) 2 Place of welding/cutiing to he enclosed by stationery or 
portable screen 

(3) S Log hook ot examination of equipments and register of 

trained workers lo he maintained 

(3)7 

(3) 3 

1.3' Manulaciiire and Manipulation of Dangerous Pesticides 
((>) Efiicient exhaust draught lo be used 
03 Mamiraclure and repair of electric accumulators 

(2) Detimlions 

11 ) Prohibition relating lo employment of women and young persons 
10 : Manulaciiire of chromic acid or manufacture or recovery of the 
bichromate ot sodium, potassium or ammonium 

(4) W.ishing facilities 

11: M.’iiuifaciuic or mampiilaiion of carcinogenic dye intermediate 

(3) Exhaiisi diaught to be provided 


12 


II 


10 

2 
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After the Bhopal tragedy in 1984, the 
Factories Act was amended in 1987 while 
Gujarat Factory Rules were amended in 
1995. While looking at the list of violations 
observed by FIO. one can note that the 
amendments are not translated into action. 
ProvisKMis in Section 41-B, 41-C and 41-H 
are given weightage by Section 94 which 
provides tor Tine and imprisonment for 
violation of these sections. Section 41-F, 
too, is important for the health of workers. 
Not a single complaint is registered for 
these violations. There is urgent need to 
bring idxiut change in attitudcofinspecting 
staff. The status of occupational health is 
extremely poor in this country. ITtcre arc 


THE centrepiece of Association of 
South'F.a.st Asian Nations (ASEAN) co¬ 
operation IS the idea of consensus and 
non-involvemcnt in the internal affairs 
(read politicslofmembcrstatcs. But. while 
the spirit of consensus where decisions 
pertaining to ASEAN are arrived at and 
adopted following agreement of all member 
slates appears a sound principle rctlccting 
broad democratic ideals, that concerning 
non-invol vcnient is not. To be purportedly 
not taking a position on an issue is in fact 
to have taken a position. In the ca.se of 
south-ea.st Asian politics this would mean 
a tacit support lor the ruling government 
of the day with contradictory effect for 
regional integration. That is, on the one 
hand while the idea ol non-invoivcment 
appears to have provided the impetus for 
regionalism, it appears to be on the other 
hand t<i be hindering the process of expedit¬ 
ing greater integration as governments 
pursue their own nationali.st agendas. 

Following decolonisation at the end of 
the .second world war, the objective of 
securing national independence was the 
main concern of the countries in the region. 
Here, two factors - communi.sm and the 
national ambitions of the newly 
independent states - came to be viewed 
as threats by governments in the region. 
These two factors provided the impetus 
for regional co-operation in ASEAN. 

Conceived as a social and cultural 
as.s(Kiation ASEAN was .seen as a vehicle 


some provisions for notification of occu¬ 
pational diseases like Section 89 and 
rule 104, but not a single violation has 
been filed. There is an urgent need for 
monitoring workplaceenviruniii«it. Right 
now there is only one industrial hygiene 
laboratory in the state. The number should 
he increased to four - one each for four 
zones, vi/.. Surat, Banxia, Ahmedabad and 
Rajkot. 

Note 

I Charges of viokalion of Section 7 if proved do 
not utiract fine as heavy as charge.s of violation 
of provisions of Ch IV or Section VI. Perhaps, 
charges framed under Section 7 are deliberately 
done so to help culprits. 


which would help enhance understanding 
and promote friendly co-operation in the 
region. In this period, competition between 
countries resulting from the national 
ambitions of respective countries tended 
to receive slight attention as ASEAN’s 
main concern was with keeping communist 
expansion in check. Thus, for example, 
the military annexation of East Timor by 
Indonesia was conveniently ignored as 
were ongoing contradictions in Malaysia- 
Singaporc relations following the latter’s 
split from the federation in 1965. 

In the post-cold war period the 
contradictions which underlined relations 
between states in the region resurfaced 
and while they tended to he shrouded in 
the rhetoric of ASEAN consensus, they 
have nevertheless become patent in the 
wake of the economic crisis which has 
come to affect the region. Following 1997, 
the once touted Asian tiger economies arc 
experiencing an alignment of sort and arc 
in the throes of becoming harmless puppies. 
Cione was the Midas touch of their 
governments and with it their sense of 
confidence. The ‘Asian values’ debate, 
which the boom years had spawned and 
was set to challenge Weber's thesis in 
Economy and Society and the Protestant 
Ethic as well as di.scourses on Orientalism 
and the post-colonial diticourse school 
spawned by it, has become a dead letter. 

Henceforth, the aim of securing national 
interest has become paramount and 


countries which are seen as profiting at 
the expense of their neighbour becoming 
the object of disdain. The external threat 
has been packaged anew by governments. 
Turning to the Malay world. Singapore 
has unfortunately become the focus of 
much of the di.scuntcntment and even been 
blamed for exacerbating the crisis. 
Singapore’s advanced infrastructure 
undoubtedly ensured that i t was well poised 
to capitali.seon the region’s modernisation 
which was spurred by foreign capital. That 
is. with its modem infra.structurc (both in 
the physical and .services sectors) foreign 
capital interests intending to penetrate the 
region invariably u.scd Singapore as theii 
regional base, (lliis was also assisted by 
Singapore’s ability to package itself as an 
island of calm in a sea of uncertainty.) 
Thus the modernisation ol the Malay world 
had greatly contributed to Singapore’s 
economic wealth. 

At a time when the region was econo¬ 
mically the most dynamic in the world tbc 
advances Singapore made tended to be 
marginalised. For its part, Singapore ha.s 
come to see the crisis as stemming from 
sy.stcmic problems inherent to economics 
.such as Malaysia and Indonesia where 
the nationalist objective tocrcatc a national 
bourgeoi.sic has among other things given 
rise to unsotind di.sbursemcnt of loans, etc. 
At the same time, it is also easy for the 
Singapore authorities to point out that il 
is its advanced .status, economic anc 
political stability and needs that has helped 
expedite its neighbours’ modemi.sation. 
I'his notwithstanding, the fact that the 
economic crisis has come to knock on the 
door of politics (to u.se Trot.sky ’ s commcni 
on the kulaks entering the door of politic; 
of the Soviet state in (he 1930s) such 
that the democratic states in .south-east 
A.sia, Malaysia and Singapore, .stand apart 
as the two countries which are yet to 
experience leadership change, the bogey 
of external threat has resurfaced and con¬ 
tributed to acrimonious debates betweer 
them. 

As of July last year (the time when the 
economics began their downward slide) 
three issues proved contentious. The firsi 
was related to Singapore’s relocation ol 
its customs and immigration facilities tc 
Woodlands just across the cau.seway from 
Johore - Malaysia’s .southern most state 
- with repercu.ssions lor rail-bound 
passengers travelling to and from the 
republic. Since (he construction of the 
causeway and the rail link which rar 
alongside it from Johore to Singapore 
rail-bound passengers travelling to anc 
from the republic would embark anc 
disembaik at the Malayan Railway anc 
following independence Malaysia! 


ASEAN Co-operation: Reconsidering 
Non-Involvement 

Vejai Balasubramaniam 

While the principle of non-involvement has provided the impetus for 
regionalism within ASEAN, it is also hindering the greater integration 
of the member countries as governments pursue their nationalist 
agendas. 
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Railway terminus at Tanjong Pagar (also 
known as the Tanjong Pagar Station) 
located at what is now prime land close 
to the heart of Singapore. The Singapore 
authorities had already made mention to 
their counterparts in Malaysia of the 
decision to relocate andhigh level meetings 
had been held over the past two years. 
Most of lhc.se meetings were inconclusive, 
during which time the Singapore autho¬ 
rities had gone ahead with infrastructure 
development in WoiKlIands. while keeping 
their Malaysian counterparts informed. But 
when the date of actual relocation ap¬ 
proached in May the Malaysian authorities 
voiced their disapproval. 

That the authorities in Malaysia had 
been silent stemmed in largemca.surc from 
their concern over the economy which had 
begun to face a .severe battering. The 
country was posting the worse economic 
growth rate since independence; the 
Malaysian ringgit had depreciated by .some 
60 per cent against the greenback and was 
continuing its downward slide: Malaysians 
were transferring funds to Singapore banks 
which were oflering lucrative interest rates; 
unemployment figures were set to rise as 
companies saddled with large debts began 
to downsi/c; the region was experiencing 
a net outflow of foreign funds. All these 
factors had created a sense of uncertainty 
in the polity used to almo.st three decades 
of positive growth and rising standards of 
living. 

In attributing the economic slide to 
money market speculators, the Mahathir 
administration sought to interpret it as part 
of the machinations of the latter's inter¬ 
locutors in the west. No explanation was 
given as to why. apart from that the west 
was envious of the country’s progress and 
ambitions. In such a scenario, it was but 
a short step tor the authorities to view 
Singapore's relocation of its customs and 
immigration facilities to Woodlands with 
disdain. Once again patriotism was 
whipped and Singapore seen as being 
insensitive and disrespectful of Malaysia’s 
interest.' In the ensuing standoff both 
Singapore and Malaysia were intransigent 
with the former sticking with its decision 
to go ahead with the relocation in May and 
the Malaysians standing firm in not moving 
from Tanjong Pagar. That the authorities 
in both countries could feel that the other 
was being unreasonable has roots deeper 
than the crisis. Singapore depends on 
Malaysia for much of its fresh water supply 
with obvious implications for the need to 
maintain cordial relations But at the same 
time it is this dependence which it sees 
as rca.son lor Malaysia’s intransigence and 
l(H)l-dragging on issues which it feels arc 
pcitincnt. Fo' Malaysia, Singapore is seen 


as an exploiter and one who has gained 
far more economically at Malaysia's 
expense and it is in this light that its plan 
to relocate the CIQ faci lities to Woodlands 
is viewed. In a .scenario where both 
countries are facing significant economic 
challenges the hardline position adopted 
by the authorities on both sides of the 
cau.scway did much to divert attention on 
the pressures exerted on the governments 
by international finance institutions and 
organisations. Of late govc>nments in the 
region have come to face pressure for 
greater transparency and democracy in 
administration as the key to emerging out 


of the present crisis. The patnuu&in 
engendered by the contention in Malaysia- 
Singapore relations did much in helping 
the authorities package themselves as 
defenders of national pride and interests. 

This notwithsunding the crisis had 
important long-term implications foi 
regional co-operation. In bringing to the 
forefront once again the issue of exploita¬ 
tion, the Malaysian authorities have begun 
to campaign assiduously among importers 
and exporters to divert trade from 
Singapore to Port Klang and have it trans¬ 
formed into the regional shipping hub. 
The implications of this for Singapore 
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wncn nas moiiioiuiiy pnyea me roie as 
the region's shipping bub nvhite obvious 
too means that rather than enhancing 
regional co-operation ami capitalising on 
comparative advantage there will be 
increased duplication with implications 
for the allocation of scarce resources. 

Another measure adopted by the 
Malaysian authorities was desigi^ to 
undermine Singapore’s position as the 
regional financial centre. To this end policy 
was formulated to end trading in .selected 
blue chip shares of Malaysian companies 
and repatriate the stocks of Malaysian 
ringgit deposited in Singapore banks and 
financial institutions by making the ringgit 
not tradable overseas and stocks of the 
currency kept overseas worthless paper. 
Both measures were rationalised as helping 
to provitte the much needed capital by 
increasing depo.sits in Malaysian banks 
following the return of capital as well as 
to shore up the Kuala Lumpur Stock 
Exchange. Released at the same time was 
former prime minister Lee Kwan Yew’s 
long awaited memoirs. Although the 
Singapore authorities had alluded to it as 
personal and not an official document, its 
reference to communalism and racism on 
the pan of political leaders in Malaya and 
the release of the book at such a time no 
tloubt would have appeatoi more than a 
coinc idence to say the least. 

As expected, this set the next stage in 
the contention with the announcement by 
the Malaysian ministry of defence on the 
subject of Singapore military aircraft 
straying and trespassing into Malaysia’s 
airspace. (Incidentally among the per¬ 
sonalities Lee had taken a swipe at in hi.s 
memoirs was the father of the present 
minister of defence of Malaysia.) In view 
nf the proximity between Singapore and 
Malaysia, planes of the Singapore Air 
Force have had a tendency to stray into 
Malaysian airspace quite often without 
securing prior ot ficial permission. In view 
of Malaysia and Singapore together with 
Mew Zedand. Australia and the UK being 
members of the Five-Power Defence 
\greemeni (FPDA) such incursions used 
to be tolerated. Henceforth, however, no 
such incursions would be acceptable 
without official sanction. 

While these economic and political 
measures were set afoot, things were 
;oming to a head in Malaysia following 
the sacking of Anwar Ibrahim, Mahathir’s 
heir apparent, from the cabinet as deputy 
prime minister and minister of finance and 
as deputy president of the United Malays 
National Organisation (UMNO).^ This 
:harismatic leader had attracted a large 
foUowing and hiti summary sacking drew 
large demonstrations in Kuala Lumpur. 


Arguaoiy, me Muiumr aominisiniion was 
now facing its greatest challenge. More 
iinpottam was its potentially divisive effect 
on the mass of Malay supporters in Uk 
country from whom UMNO draws its 
electoral base. 

The source of the problem between 
Mahathir and Anwar can be traced to 
differences on how to handle the economy. 
Among the charges levelled against Anwar 
was treason, implying he had co-operated 
with an external power to undermine the 
country and its administration. To be sure 
tliere were policy differences between 
Mahathir and his deputy on the subject of 
the 'night' economic policy to deal with 
the cri,sis. Anwar’s position was closer to 
that of the IMF which advocated a regime 
of tight monetary policies, the effect of 
which was felt by middle and lowcrincome 
groups who now had to deal with higher 
interests on loans as well rising cost of 
li ving; and by businesses under the control 
of sections of the nascent national 
bourgeoisie-^ which was spawned through 
government policy introduced in 1970. 
Mahathir on the other hand came to see 
in the IMF's strategy a recipe for di.saster 
(the reference to the IMF as the 'kiss of 
death’ by the Cuban leader Fidel Ca.stro 
comes to mind). Accordingly he favoured 
a more relaxed monetary policy, that is, 
the easy availability of credit as the best 
guarantee of taking the country out of 
recession, and the need to come to the 
assistance of the Malaysian 'zaibatsu’ 
under the control of the national bour¬ 
geoisie as 24 per cent of their profits were 
channelled to the national coffers through 
taxes. The fact that Anwar was chairman 
of the IMF’s Committee on Development 
could explain the relationship between his 
economic policies and those of the Fund. 
But to infer from this that he was co¬ 
operating with foreign powers was quite 
a big step hence it was not with treason 
that he was formally charged, but with 
sexual oflences. 

The once militant firebrand who wa.s 
seen as leading Malaysia into the 21st 
century is accused of being abisexual who 
engaged in extramarital sex and had used 
his position to enlist the co-operation of 
the police in extracting statements from 
his partners denying them - an offence 
which carries the chaise of corruption. 
With Anwar out of the way and Mahathir 
assuming the finance portfolio a more 
relaxed Keynesian type economic policy 
minus the social welfare dimension has 
been introduced. 

This seemingly internal political 
development was to have important rami¬ 
fications for Singapore which prior to the 
Malaysian political crisis had stated its 


intention toonng Malaysia’s trade policies, 
such as those mentioned above, before the 
World Trade Organisation. Reeling under 
the possibility of a fresh round of retal iatoiy 
measures from Malaysia following the 
live interview carried by CNBC in 
Singapore with members ot Anwar's 
family. Singapore authorities extended 
their co-operation to police officers from 
Malaysia who had gone to the republic to 
question CNBC and promised to assist in 
gagging the media based there. But, as 
mentioned earlier, its apparent non¬ 
interference approach is for all intents and 
purposesasuppoit forlhcMahathiradmini- 
stration and this appears to place Malaysia- 
Singapore relations on a more amicable 
footing. Yet the fact that the concept of 
non-involvement is double-edged cannot 
be denied and will therefore continue to 
underlie the dialectics of ASEAN co¬ 
operation.'* It is time that ASEAN realises 
that the best guarantee to prosperity lies 
in greater regional economic co-operatiOn 
and removing unnecessary competition 
among member states and this entails 
proactive involvement in their national 
interests. The economic crisis affecting 
the region has not only entered the dwr 
of politics of south-east Asia but is also 
begun pressing for a change in ASEAN 
co-operittibn. 

Notes 

1 Indonesia loo shares a similar view with 
Malaysia which can be seen in the lndone.sian 
president Jusuf Hahihic'.s coinmcni that 
Singapore “is nol a friend in need” Sec Asian 
Wall Stnel Journal, August 1948. 

2 In Malaysia's communal political .set-up. 
UMNO is the leading memher of the ruling 
Bansan Nosional (National Front) coalition of 
14 political patties. The leader of UMNO is 
the chairman of Barisan Na.sional and holds 
the post of prime minister For a discussion 
of politics in UMNO, see A B Shamsul. ‘Battle 
Royade: The UMNO Elections of 1987’, 
Snutheast Asian Affairs. Singapore: institute 
of Southea.si Asian Studies. 1988: Fan Yew 
Teng, The UMNO Drama: Power Struggles 
inMataysia, Kuala Lumpur: Egret Pufications, 
1989; Vejai Balosubrainaniani, ‘Vole for Unity: 
Malaysia's Ninth (jeneral EIcciinn’, Eeimoinie 
and Political Weekly, June 10, 199.S 

3 For a discussion on a.specls of ihe role of 
government in creating the n.'ii ional bourgeoisie 
written from the standpoint of rent capitalism, 
see Gomez and Jomo, MaUivua's Political 
Economy: Politics, Patronage and Profits, 
Cambridge Univcisily Press, (Cambridge. 1997. 

4 Indonesian presideni Jusuf Habibie expressed 
his hesitation to attend the APEC summit in 
Kuala Lun^Hiron November lA, 1998.Habibie 
and Anwar are known to he close allies While 
this would indicate the emergence of a 
contention in Malaysia-Indonesia rel,itions, 
the Malaysian authorities, however, had issued 
a statement denying any such po.s.sibility for 
concern of embarrassment in the event Habibie 
did not attend the summit. 
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REVIEWS 


Making Sense of Conflict 

Rowena Robinson 

Social Conflict edited by N Jayaram and Saiish Saberwal; Oxford University Press, 
Delhi. 19%; pp 563, Rs 645. 


SOCIAL CONFLICT edited by Jayaram 
and Saberwal is a welcome addition to the 
.series, Oxford in India Readings in 
Sociology and Social Anthropology, who.se 
general editor is 7' N Madan. Jayaram and 
Saberwal remind us in their introduction 
that sociology must confront conflict. For 
a long time the perspective on conflict in 
the sociaf sciences tended to have very 
little realism about it. The early 
preoccupation with order in the social 
sciences tended to locate conflict 
negatively, us being incompatible with 
structure, temporary and aberrant. 
However, conflict clearly needs to be 
recognised and grappled with empirically 
and theoretically. Di.scourscson modeniity 
al.so tended to .see conflict - particularly 
communal or ethnic conflict - as being a 
thing of the past, something that would 
disappear with lime and ‘development' or 
get reconfigured in ‘class' terms. No such 
thing happened, of course, and social 
.scieiitiMs .soon had loconi ront and explain 
the (Kciirrencc ol communal and ethnic 
conflict in modern times. Indeed, conflict 
can become an entry point through which 
the nature of contemporary .society may 
be tindei stood This book draws on work 
in anthropology, sociology, history, 
political science and p.sychoanalysis. Most 
of Its papers are published pieces, but 
there arc new articles by Bjorn Aim and 
Saurabh Dchc. 

In India, we see the clash of cultural 
codes and countless dislocations attending 
industrialisation and urban growth, 
colonialism and the clash of western anti 
Indian codes. Uneven development has 
led to the fni.stration of aspirations and 
.sometimes stirred them beyond the limits 
of the feasible. Ideologies of protest and 
revolt, of everyday resistance, feed into 
the study of conflict. In the book, the 
different structural domains - of work, 
politics, laiiiily and culture - are viewed 
as each generating its own set of conflicts. 
Interpersonal anti inter- and intra-group 
conllicts are represented and thcie is a 
scctitm tin ctinflici re.solutiun. 

This hook is far too wide-ranging to 
pennit here a detailed description and 
jj^nalysis ol each of its 26 e.s.says. I will 
prcs,i"'i^*^'y‘-'‘’''*''*''^t'lsscctit)nwisc, probing 
deepet' specific issues and essays 
occastona.'l) The book is divided into five 


sections; family, political conflict, work, 
culture and conflict resolution. One must 
consider this a fairly provisional kind of 
division for Jayaram and Saberwal are 
certainly not suggesting that ‘conflict 
resolution’ is a separate domain altogether 
from the spheres of work, culture, politics 
or the family. Nevertheless, it is also 
obviously possible to empirically 
disi inguish and appropriate to analytically 
locus on the strategies and modes of 
resolving contlict and also view the shifts 
and changes in these. 

The hook brings together old and more 
recent pieces. There is T N Madan’s work 
on the family dating back to 1965, Charles 
Morrison's 1968-69 publication on 
lawyers, (lalanter’s 1972 essay on 
indigenous law and Jeffrey's 1976 work 
on the nayars of Kerala along with papers 
and excerpts frtim the 1990s. 1 am a little 
surprised, however, that the editors found 
nothing for the entire period of the 1950s 
and half of the 1960s to reproduce here. 
Feuds, factions and caste conflicts 
preoccupied many early writers including 
Bailey, S C Dube, Srinivas, Beals and 
others. Perhaps such pieces were not 
included hccau.se the editors felt they were 
easily acce.ssible elsewhere. Still, a sense 
ol the past of the study of this subject 
needed to be inculcated by showing early 
concerns, some of which, indeed, have 
now retreated from contemporary 
practitioners' minds, but certainly merit 
greater attention. This is even more true 


for a series that seeks to ‘introduce tin 
subject to the interested reader' and ti 
capture ‘diversities of approach'. 

The First section on the sphere of th< 
family contains five essays including ai 
excerpt from Madan's classic study of thi 
Kashmiri pandits. The partition of thi 
patrilineal, joint household forms the foca 
point of Madan’s andRizvi's papers, whili 
Jeffrey looks at the disintegration of thi 
‘taravad’ among the matrilincal nayars 
Ramu’s paper raises interesting question 
regarding marital interaction and day ti 
day relations in urban, single and dua 
earner, middle class nuclear families. Thi 
modem urban family is still an under 
rcseaahed area in the discipline and then 
is much we need to know regarding thi 
kind of role transformations ant 
negotiations that take place in suci 
households. 

Chandra’s interesting paper on the nov 
famous Rakhmabai case .sutfers front somi 
of the ill-effects of elision, which most o 
the other papers al.so necessarily beat 
Extraction for the sake of brevity, in the 
instance, has meant that the paper does no 
explain why this case came up before th« 
courts at all. Rakhmabai. against whon 
her husband Dadaji brought a case foi 
restitution of conjugal rights, belonged t( 
the pachkalshi caste. In a ca.se like this 
the caste ‘panchayal’, had Dadaji appealer 
to it. could have ordered Rakhmabai t< 
join him or pay a fine. The husband wtiult 
thus have got compensation and the 
marriage would have been dissolvct 
according to caste norms. 1 lowe ver. Dailaj 
did nut choo.se this option. He took dircc 
recourse to the English legal system in tht 
hope, probably,of obtaining Rakhmabai’: 
property, which the ca.ste panchayat woult 
not have given him but the British court: 
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came up in conflict against British 
interpretations and legal principles. 

The section on the cultural sphere has 
seven articles, ranging in theme f^rom caste 
to labour and communal conflicts. The 
papers range historically from the late 
19th century to the present and attempt to 
reflect the variety of approaches used to 
study violence from the p.sychnanalytical 
(Kakar)to the detailed empirical and miem- 
analytical (Phadnis, Aim) to the symbolic 
and discursive (Das, Dirks). The relation¬ 
ship between ritual and resistance is 
explored in Dirks' article on the subject 
which queries the axiom that ritual is .solely 
patterned activity, a mechanism for the 
production of social order. He argues that 
rituals provide a means for the articulation 
of community rank and power and they 
often (xxasion more conflict than harmony 
or consensus. 

Veena Das' essay actually connects up 
with her work on the cultural rights of 
communities, which .she has articulated 
elsewhere and which could have been a 
benellcial addition to this volume. It is 
important because it focu.ses on one of the 
most critical areas of recent political 
mobilisation in India. In the paper included 
in the hook. Das analyses Sikh militant 
discourse and the ways in which it defines 
self and others, both Hindus and the state. 
The paper, however, is linked with larger 
concerns, which are worth recording here. 
The question of cultural rights, as Das 
argues, brings up issues of contestation 
and contlict not only between the state and 
community, hut also between communities 
and between the individual and the com¬ 
munity. Law and history are experimented 
with in the attempts made by communities 
to shape their identities in relation to each 
other i n the contempi^rary political culture. 
Das articulates another need: for com¬ 
munities to become a vitalising force in 
shaping the public culture by retraining 
from the attempt to establish complete and 
hegemonic control over their members 
thus permitting the resistance and ex¬ 
periments which could create new forms 
and which are the xine qua non of human 
freedom. 

The .sections on the political sphere and 
work sphere are achronicle of the varieties 
of conflicts pre- and post-independence 
India. Industrial and agrarian tensions arc 
focused on (Ramaswamy and van Wersch, 
Beteille and Oommen). Agrarian social 
structure and change still remains a 
generally under-exposed area in the dis¬ 
cipline. It is good to have Beteille’s seminal 
work represented here and Oommen’s 
skillfully researched paper. It is a pity, 
though, that we have no reproduction from 
Chakravarti's pioneering work on the 
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of confrontations such shifts in power 
given rise to in the agrarian set-up. 

The chronicle of conflict charts the 
changing political history of India, the 
shifts in sources and bases of power, the 
nature of political elites, contestation 
among those elites for the control of vital 
political resources and the relationship 
between local, regional and national, 
micro- and macro-level political arenas. 
The analysis of the dynamics of conflicts 
intersects with an attempt to understand 
its translation into the lives of people - 
the experiential level of conflict for those 
involved (Kakar and Chowdhry). Ca.ste, 
c lass and party all get charted in this section 
on political conflict. 

The final .scctionisoncontlict resolution 
and perhaps the most exciting section of 
the book in terms of prospects for further 
re.search. As the editors rightly point out 
in their introduction to the section, “while 
we have excellent anthropological reports 
on indigenous modcsof resolving conflicts, 
comparable accounts of how modem courts 
handle disputes arc hard to find". 

The argument regarding the alien 
character of western legal in.stitutions has 
often been made (Cohn). What some of 
the paper show, however, is not only the 


'IHIS is a book about small capitalist entre¬ 
preneurs in selected countries of Asia and 
Europe. It brings together studies carried 
nut in six Asian countries, namely, India, 
1'hailand, Malaysia. Indonesia, South 
Korea and China. This set of studies is 
followed by a section containing three 
papers which di.scu.s.ses entrepreneurial 
behaviour in the Netherlands during the 
17th and the IKth centuries and in con¬ 
temporary Italy. They provide a .summary 
of the nature of small entrepreneurs in 
Europe. The three stated objectives of this 
book are: (I) to study the role of new 
emerging business groups operating in 
provincial and rural areas; (2) to provide 
a different perspective on the nature of 
capitalist development in Asia today; 
and (3) to contribute to the process of 
developing a common theoretical frame¬ 
work that will facilitate objective com¬ 
parative studies in future. Theeditors bring 
out the necessary elements of such a 
framework in the intrixluctory survey. On 
the basis of this survey editors favour an 


.'■iicci ieiiiK.iiy UI me western cuiiipiex aiiu 
the way it has survived, indeed even thri ved, 
in India but also the ways in which western 
legal forms have lost their foreignne.ss and 
become uUerly and inextricably domestica¬ 
ted (Morrison, Kidden). Dube looks at the 
ways in which disputes get refashioned as 
they move through the judicial prtKcss 
from the moment of their inception in 
familiar areas of village life, kinship, 
neighbourhood and affinal connections. 
The paper, which looks at two disputes 
fromChhattisgarhofthe 1920sand 19.30s, 
uses the dispute.s to enter into the play of 
village relationships. Exploring the gap 
between the laconic language of the 
judgment and the rich texture of the witnes¬ 
ses' depositions permit.s entry into the 
patterns of relationships, of fellowship 
and enmity, of the variability of everyday 
village life. Another interesting paper 
(Morrison) is on the social origin of the 
professional group of lawyers. The paper 
analyses the court structure as a social 
space. It Imks not at disputes hut the entire 
system of social relations and forms Of 
interaction that arise among professional 
lawyers in district courts. All in all, this 
is a good bcMik. A little expensive perhaps, 
though don't let that pul you off Certainly, 
eveiy .social science library should have it. 


approach which integrates political and 
economic structures and an understanding 
of cultural context with a human agency. 
.Such a model should enable individual 
action (the innovating, risk-taking entre¬ 
preneur) to be related to the macro¬ 
economic processes that constitute 
development. 

Upadhya (Chapter 2) traces the emer¬ 
gence of the caste group kamm.'is as a 
prominent regional capitalist class in 
coastal Andhra Pradesh. Kammas are found 
to enter 'modern' businesses such as 
industry and construction. The retail and 
whole.sale trade remains in the control of 
traditional old business communities 
(example, komatis). Caste, it Is argued, is 
a major means of con.solidating class 
positions. Caste-ba.sed networks are 
instrumental in ensuring business success. 
Bu.sine.s.s associations play an important 
role in networking strategies of 
entrepreneurs. Political struggle tocontnil 
one such association (Vapi Industrial Area) 
is described by Goiter (Chapter 3). Here, 


Small Capitalists and Entrepreneurs 

K V Raina.swamy 

.Small Business Entrepreneurs in Asia and Europe: Towards a Comparative 
Perspective edited by Mario Ruttan and Carol Upadhya; .Sage Publications, New 
Delhi. 1997; pp 334, Rs 395. 
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technocrat first generation attrepfeMura 
attempt a formalisation of access to 
government superseding contact through 
friends, caste fellows and corruption. 
Through their political contacts they can 
control labour problems better, get 
generous subsidy .schemes approved, and 
construct a common effluent treatment 
plant to reduce pollution. The holding of 
political office in Thailand (Chapter 4) 
gave brickyard owners access to local 
labour which was in short supply. They 
are disproportionately successful in 
obtaining funds from the provincial 
admincstration todcvelop infrastructure in 
their district. The need to nurture and 
develop political contact is greater in the 
context of local nationalism as in the ca.se 
of Chinese businessmen in Malaysia 
(Chapter .S). Iron founders in central Java 
(Chapter 6) have u.sed the control of co¬ 
operative societies to improve their 
economic returns. The rapid growth of 
private entrepreneurs in China under the 
liberalised regime is fostered by kinship 
lies and those of connections with officials 
(ChapterK). In a sampleof 1,440cnlcrpriscs 
more than .37 per cent of the owners’ 
closest relatives and 42 per cent of their 
friends arc found to be officials. Access 
to information regarding policy changes 
is better for tho.se with official connections. 
In brief, networks are found to be crucial 
lor the functioning of small businessmen 
whatever be the basis for building up 
network (caste, clan, kin, and ethnicity). 
The objective for its use is shown to be 
similar across the selected countries. 
Networks may be viewed, following 
Bourdieu'stheory. as social capital, which 
people mobilise through their social 
relations. ThesucccssofindastrialdistTicts 
in Italy (Chapter 10) is clo.sely connected 
to the use of networks, which promotes 
colleclive efficiency. 

What have we learnt about the 
entrepreneur and the craft called 
entrepreneurship in rural areas in these 
selected countries ? Can we regard caslc- 
based networking and agricultural surplus 
as sufficient conditions for the emergence 
of small capitalist class? Personal trust 
based on caste as in Indian networks is 
exclusive. This can block collaborative 
relationships across communities as in 
Agra footwear industry (Economics of 
Collahoration: Indian Shoe Makers in 
Between Market and Hierarchy by Peter 
Knornnga. Sage Publications, New Delhi, 
1996). What factors help or hinder 
entrepreneurial activity in a situation of 
rapid localised agricultural growth? The 
selected counincs differ widely with 
respect to state policies. How do different 
social systems create an enabling 
environment for small business in rural 


and urban aieas? DiiTetences between 
economic systems are mote appealing than 
similarities. Contrast the repmled lack of 
interest in political activity, absence of 
business diversification trend and paitner- 
ship among producers in Punggi (South 
Korea) textile industry with that of indus¬ 
trialists in Indian industrial estates. W^at 
explains suchdifrerences?These questions 
are not adequately answered in the book. 

Of the three stated objectives, the first 
objective is apparently met as the case 
study approach leads to description of the 
IcKal piDcessesat workindetail. Is network 
logic different betu^n or common to 
countries and cultures? Do they (different 
ha.ses of net woricing) lead to different out¬ 
comes in terms of performance. Editors 
cite a paper by Biggari (page 31) but none 
of the contributors mentions this work. 
Large firms dominate industrial structure 
more in Korea than in other countries. 
Foreign firms are prominent in Malaysia 
not so in India. Presumably, different 
ownership and size structures - important 
elements of economic structure - will have 
differential impact on the formation and 
elTtcacy of small business class. How and 
why?Thc$e questions are not posed in this 
set of studies. 

The outline of an alternative perspective 
on the nature of capitalist development in 


Asia remains uncletf. Axey itttempt to 
fornnilate an integrmed framework needs 
to be preceded by a discussion of defini¬ 
tional issues. Can we reg^ an iron founder 
in Java or bridemaker in Thailand as an 
innovative and risk-udung entrepreneur, 
affecting and affected by social and 
technological change in a rapidly indus¬ 
trialising society? The rerin entrepreneur 
in the case studies seems to he loosely used 
to refer to the owner of a stnall-sctde hut 
growing and successful business or to a 
self-employed person. We may note that 
neither of them necessarily involves in 
any innovative activity. 

The usefulness of this book lies in 
focusing attention on the small entre¬ 
preneur. In the decade of structural 
adjustment small business is likely to be 
subject to various external shock.s. In 
Thailand brick producers are threatened 
by the entiy of large-scale export oriented 
enterprises (page 140). How the small 
capitalists as a cla.ss respond to this change 
is an important subject for .study. The role 
of different institutions, cultures and 
economic policies in easing the possible 
negative impact is not well understood. 
The importance of networks (or small 
entrepreneur development, as de.scrihed 
in this book, can be factored into 
development policy. 
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Hedge Fund Terrorism and 
Regulatory Inertia 

DNGhodi 

In the international financial system, following rapid consolidation 
and institutional changes, we are witnessing the highly concentrated 
power of a progressively smaller number of market participants. This 
has made the financial .system a perennial breeder of systemic risks. 


THE spectacular bail-out of the Long- 
Term Capital Management hedge fund 
set off more ripples than the debacle itself. 
Orchestrated by the Federal Re.serve this 
late night rescue has embarras.scd all those 
who arc busy preaching the doctrine of 
market discipline the world over. James 
Leach, chairman of the US Congress house 
committee, saw in (his rescue action a loss 
of the moral authority of the US and 
observed during the course of evidence¬ 
taking of Federal Reserve chairman: “The 
Fed’s intervention comes at a time when 
our government has been preaching to 
foreign governments, especially Asian 
ones, that the way to modernise is to let 
weak institutions fail and rely on market 
mechanisms rather than insider bail-outs. 
Tlie long-tcrnt benefit to the market would 
perhaps have been greater and more lasting 
than any temporary disruption to the US 
economy." However, more than the moral 
hazard issues, it is the nature ot operations 
of the hedge funds and their interface with 
the regulatory authorities (hat are upper¬ 
most in the mindsoi those concerned with 
the .stability of the international financial 
system. 

Hedge fund operators are the cream of 
Wall Street investment bankers, a class of 
financial elite par cxccUeme. They are 
limited partnerships, free from any 
regulatory restrictions normally applicable 
to traditional mutual funds. The hedge 
funds can buy stock... bonds, commodities 
(such as gold and oil) and international 
currencies, can invest in futures and 
options, putting up a small portion of the 
securities' value in order to buy or sell. 
They arc free to borrow to invest. Their 
strategy is to notice and exploit small yield 
and price discrepancies in bonds and 
currencies with puigrammed buying and 
selling based on certain assumptions about 
the future. There are various estimates of 
their numbers and resources; they range 
up to $400 hi llion comprising some4,000- 
S,(X)0 unregulated hedge funds. Arguably 
the size is not large in relation to resource 
flows in the financial markets, but then 
size has to be .seen in some perspective. 
Viewed in relation to their exposure in the 
emerging markets, this is more than the 


World Bank estimate of the outstanding 
bond market debt of the developing 
markets. This is also more than double of 
the combined equity market capitalisation 
of Thailand, South Korea and Indonesia 
at the start of the Asian crisis in June 1997. 
In Thailand alone a single hedge fund had 
reportedly taken an exposure of about 20 
per cent of the country ’ s official re.serves. 
All these figures are without taking 
leverage .support provided by banks and 
investment institutions. 

All hedge funds cannot be painted with 
a single brush. There are a large number 
of low-risk-low-lcverage funds which 
udvcrti.se themselves as market-neutral. A 
good number of funds which dominate the 
market arc no ordinary players; they are 
the Machiavellics in the financial game 
strategics of today, taking advantage of 
arbitrage opportunities across a wide array 
t)f market instruments all over the globe 
wherever these exist and creating such 
opportunities wherever possible, not 
hesitating to act in conceit to .see that their 
speculative bids succeed. Either singly, if 
It is a large fund, or by the pooling of 
resources of several small funds, they can 
play about with the economies of small 
and medium countries, bringing them to 
tlK brink of bankruptcy. Hedge fundscamc 
to widespread public attention when 
(icorge Soros, the guru of hedge funds, 
.sold an estimated 10 billion pounds short 
in 1992 and netted a profit of 2 billion 
pounds. His fund as well other funds had 
been betting heavily in the bond and 
currency markets. .Some of the con¬ 
sequences are history now. 

The moves of hedge funds are closely 
guarded secrets. This secrecy is their.stock- 
in-trade. They .set their own rules of the 
game and hchavicHiral transparency. Issues 
of morality crop up in the execution of 
their business strategies. This psycho¬ 
logy is captured pithily in a recent inter¬ 
view given by George Soros: 'There 
are collective interests that don't find 
expression in maiket values. These 
collective decisions and even individual 
decisions must involve the question of 
ri ght and wrong. I think markets are amoral, 
but mural values are necessary to prevent 


theirexcesses and inequities.” Elaborating 
further on the way he conducts his own 
busine.ss in the competitive maiket, he 
clarifies: “Because I consider the market 
amoral, I am concerned as a businessman 
with being a successful competitor in these 
markets. At the .same time, I recognise 
that I am also a human being and as a 
member of society must be concerned 
with moral issues. But if I allowed moral 
considerations to influence my invest¬ 
ment decisions, it would render me an 
unsuccessful competitor. And it would 
not in any way influence the outcome 
because there would he someone else 
to take my place at only a marginally 
different price.” (Interview of George 
Soros with Jeff Madrick in ‘Behind the 
Financial Crisis’, New York Review of 
Books. January 14. 1999.) 

The regulators in the US virtually kept 
their hands off, retying, so it .seemed, on 
the reputation of the fund managers as 
proxy for their own surveil lance. The fund 
managers have been enjoyi ng unrc.strained 
freedom of operation. Information avail¬ 
able with different regulators, as it now 
comes out, was far too inadequate for the 
kind of survei lluncc needed for overseeing 
the impact and consequences ol their 
decisions on the .stability of the financial 
markets. The debacle set off a wake-up 
call for the regulating community. The 
observations made by the regulators arc 
revealing. It appears that there was no 
filing requirement for the hedge funds to 
report the extent of their borrowing with 
the Securities Exchange Commission. The 
Federal Deposit Insurance Corporation 
made an Indirect admission that it had not 
been reviewing commercial banks’ hedge 
fund positions. The Commodity Futures 
Trading Commission admitted (hat (he 
reporting on borrowing against swaps was 
inadequate and had serious loopholes. 
Currently, the US regulators have started 
investigating the transactions of hedge 
funds with several large Wall Street bankers 
in early 1998. In an ironical twi.st .some of 
the hedge fund managers are now shifting 
the blame to them for being generous with 
their leverage support. The u.se of leverage 
has been an accepted market practice, 
notwithstanding its highly destabilising 
risk implications. The world now knows 
that Merril Lynch. J P Morgan, Goldman 
Sachs and Travellers Group, the elite of 
the America’s financial powerhou.ses, a 
few dozen other global heavyweights and 
an array of state entities called strategic 
investors were part of the game; they either 
did not know what risks they were taking 
or were comfortable with the high-risk 
activities. Indeed in hindsight it does stand 
out as an extraordinary combination of 
myopic decision-making by the lending 
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institutions and open-ended Torbearance 
by regulatory authorities. 

Tltc earnings of hedge funds, at least in 
many cases, were between 35 and 40 per 
cent: the market knows how that son of 
money could be earned only by leverage; 
and the Federal Reserve (FED) would have 
to do a lot of persuasive explaining to 
convince the market why it could not have 
opted for pre-emptive inspection and 
instilled .sanity in those banks and in.sli- 
tutions which were on a dizzy spree of 
imprudent lending. FED could not but 
have been aware, even during the last four 
and five years when things were looking 
rosy that the collap.se ol even a medium 
sized hedge fund can pose a threat to the 
stability of the world’s biggest economy. 
Were they in the dark? 11 .so, it is a terribly 
worrying thought. 

Perhaps it is some consolation that the 
FED chairman admitted that there was a 
regulatory failure. He toldaC’ongre.s.sional 
hearing that the hedge funds arc not 
“technically regulated in the sense that 


banks are regulated but they are under a 
fairly significant degree of surveillance”. 
He was reluctant to use the sledge hammer; 
that would be inconsistent with the 
commitment to preserve and nourish the 
creativity of the free market mechanism. 
He advised caution against rushing into 
a regime of direct control on the basis of 
one incident. In te.siifyingbefore the House 
Banking Committee, the FED chairman as 
well the organisations which track the 
operations and performance of hedge funds 
expressed the apprehension that detailed 
regulation and control would drive the 
hedge funds offshore outside the US 
juri^iction. Clearly FED would not ignore 
the lesson of the late 1960s, - the adverse 
con.sequenccs of the interest equalisation 
tax which created the giant euro dollar 
market and virtually Uxik the market away 
from Wall Street. With tighter scrutiny 
and control over hedge funds there could 
he .shifts of multi-trillion dollarhedge funds 
and derivatives business to accommodating 
offshore centres. At a time when a large 


pool ot surplus lunas is waning to ne 
profitably invested and the increase in ri^ 
appetite from a large community of high 
net worth individuals is driving the market 
towards high-risk financial lending, the 
FED could not but take cognisance of the 
vital interests of the Wall Street investing 
community. 

The FED'S attitude is no consolation to 
regulators in small and medium countries. 
They are perplexed as to how they can 
contain and neutralise the decisions of 
international fund managers who come 
under the jurisdiction of the Federal 
Reserve as it seems unwilling to accept 
its respon.sibility of taking care of their 
concerns as well. Will FED move to contain 
the forces in their own countries which 
have the potentialities of acting as great 
destabilisers of the international financial 
system? This seems highly unlikely. 
Throughout the Asian crisis the western 
policy establishment had been playing 
down the role of the hedge funds. Tliey 
put the blame on the countries themselves; 
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vnej are victims or tneir own tony, iney 
chose tobe the targets: a falteriiig economy, 
a banking system riddled with bad debts, 
fiscal irresponsibility and low order of 
reserves. The high levels of dollar debt in 
the corporate balance-sheets of three Asian 
countries and, in the case of Russia, the 
fall in oil prices and the failure to collect 
taxes were clearly indicative of vulner¬ 
ability. Naturally, therefore, speculators 
.succeed, so runs the argument, only when 
they see opportunities in policy wealuiesses 
and ways tocontainthe ‘ferocious tieasts*, 
as Mahatir calls these hedge fund operators, 
have to be found by the victim countries 
themselves; they have to correct their own 
policy weaknesses. True, the hedge fund 
managers or the investment bankers were 
not responsible for creating conditions 
which made the countries their targets and 
if the countries had the foresight and 
courage to set right their fundamental 
macroeconomic deficiencies, they could 
have avoided their evil eyes. 

While some of the deficiencies in these 
countries arc of their own making, it needs 
to be rccogni.sed at the same time that in 
a world economy moving towards more 
openness and integration, they need the 
support of a stable environment; they see 
how fragile this stability is and how 
defenceless they could be again.st attack 
form even a single hedge fund. It is this 
sense of insecurity which forced Malaysia 
to impose capital controls. In Hong Kong 
the attack was mounted by hedge funds 
irorrowing shares and selling them on the 
assumption that prices would fall before 
they were returned and then engineering 
a fall in share prices by .selling Hung Kong 
dollars which under the currency board 
system produces an automatic ri.se in 
interest rates. The Hong Kong Monetary 
Authority decided to counter the specu¬ 
lation against the currency peg by 
purchasing as estimated $ IS billion of 
shares on the Hong Kong .stock market. 
In the pntcess the government has saddled 
itself with shareholding of about 7 to 11 
per cent of .several key Hong Kong com¬ 
panies in telecom, information technology 
and airlines. The considerations that 
weighed with it have been tran.sparently 
explained by the Hong Kong Monetary 
Authority. “The aim of the intervention is 
not to prop up the stockand futures markets. 
Our action is targeted at currency mani¬ 
pulation that took advantage of the auto¬ 
matic adjustment mechanism of our 
currency board system to produce extreme 
conditions in the interbank market and 
high interest rates, in order to profit from 
a short position in stock index futures. We 
wish to send the very clear message to 
those manipulating our currency for this 
purpose that they may stand lose money 
instead. But if there werenocurrency mani- 
pulation, there would be no such interven¬ 
tion." (Joseph Yam. chief executive of the 


Hong fkong Moireury Autnoniy in nis 
statement ‘Why We Intervened', Asian 
Wall Street Journal, August 20, 1998.) 
Malaysia’s imposition of capital controls 
and Hong Kong’s intervention have 
worries for the international investing 
community; they apprehend that many 
developing countries may be driven to a 
withdrawal syndrome. Hong Kong could 
ward off the threat because it was an 
exceptionally strong position to do so; it 
is not a prec^ent which others can follow. 

Currently, after the LTCM debacle, 
hedge fund operators are on the defensive. 
Ihey are not as strident now in their blame- 
the-victim approach and are searching for 
ways not only to protect their turf but to 
bounce back. In a bizarre twist, George 
Soros argues that "the pain at the periphery 
has become so intense that individual 
countries have begun to opt out of the 
global capitalist system and with the 
i liability of the global monetary authorities 
to hold it together, the world capitalist 
system would tend to disintegrate. The 
prospects are dim because the G-7 countries 
have ju.st failed to intervene in Russia, but 
the con.sequcnccs of that fall out may 
.serve as a wake up call. There is an urgent 
need to recognise that financial markets, 
far fnim tending towards equilibrium, are 
inherently unstable. A Niom-bu.st sequence 
can easily spiral out of control, knocking 
nycr one economy after another. Thus in 
finding a remedy, ‘market discipline’ may 
not be enough. There is also a need to 
maintain stability in the financial market.” 
( The Crisis of World Capitali.sm', Asian 
Wall Street Journal, 16, 1998. 

Soros makes the same argument in his 
b<M)k published in December 1998.) His 
reform agenda is forakind of Inremational 
Credit Insurance Corporation to guarantee 
loans made to periphery countries. (His 
proposal, made in August 1998 to forestall 
(he Russian meltdown, for an aid package 
of $ IS billion by G-7 and IMF did not 
fi nd favour; his own hedge fund lost money 
in the Russian crisis.) The new proposal 
is to protect investors again.st losses without 
i nterfering with movement of capital flows 
and to help preserve freedom in capital 
market operations. In a recent article in 
The Financial Times (Januaiy 1, 1999) 
Soros has mooted yet another proposal: 
transform the IMF to act as an international 
central hank and as the lender of the last 
rc.sort. In essence the in.stitutional arrange¬ 
ments proposed are intended to secure 
protective cover for imprudent lenders and 
monetary accommodation for reckless 
speculative operators, to save them from 
the consequences of their own folly; they 
skirt around the basic issue of regulating 
and controlling the operations of hedge 
funds and high-risk financial trading 
operations. 

In the international financial system, 
following rapid consolidation and insti¬ 


tutional changes, we are witnessing the 
highly concentrated power of a progres¬ 
sively smaller number of market parti¬ 
cipants. Driven to make profit in a short¬ 
term time horizon, they play about with 
massive leveraged finance, building up 
complex trading relationships all over the 
globe for all kinds of products, com¬ 
modities and services, taking trading 
positions at a moment’s notice and un¬ 
winding them with no less alacrity. Ail 
these have made the financial system a 
perennial breeder of systemic risks. There 
is little evidence that political leaders of 
the western nations, in G-7 and other 
international gatherings, arc coming to 
grips with the impact and consequences 
of the transformation of the nature and 
character of the forces driving global 
finance. The emperors and high priests 
of finance of today are talking of sophisti¬ 
cated bail-out mechanisms, perhaps 
stronger life-boats, a little more spacious, 
a little more accommodating to the peri¬ 
phery countries, launched with more 
cleverness and finesse. But all that would' 
leave untouched the core i.ssue. As the 
sources of instability arc imbedded in (be 
way in which the managers ofhedge funds 
and allied investment bankers manage their 
global finance portfolios, the key industrial 
nations have to address this issue if they 
wish to preserve the spirit of enterprise 
and frcedom<and an internationally open 
economy. 

G-7‘s call for greater information 
sharing, transparency and harmonisation 
of some supcrvi.sory practices would not 
remove the sources of instability in the 
creditor and debtor countries and assure 
a safe and sound global financial system. 
The debtor nations have to be effectively 
brought into (he discu.s.sions. As Jeftry 
Sachsargucsin an article in The Financial 
Times (Novembers. 1998). “G-7 decla¬ 
ration for all its advances still reflects a 
haughty disregard (or the rest of the 
.world. They are called upon to support 
the G-7 declaration, not to meet for joint 
problem-solving. That summit should be 
a dialogue for the rich and poor together, 
not just a community of the rich pretending 
to speak for the world. “Even with the 
bestof leatterships. however, international 
monetary reform would be a slow process 
of analysis, evolution and consensus- 
building. There are entrenched structural 
problems and a brand new architecture of 
international reform is nowhere in sight. 
The most we can hope tor is to recognise 
the urgent need to contain and regulate 
the predatory activities of financial 
buccaneers in the Wall Street marketplace. 
That would be some contribution towards 
restoring some semblance of sanity in the 
financial markets. The new barbarians 
have crossed the gate and arc inside the 
arena. Wilt Wall Street and (heir regulators 
succeed in disciplining them? 
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Financial Progranuning and Stabilisation Policy 
Options for Macro-Economic Adjustment 

M J Manohar Rao 

The paper initially discusses the real and monetary aspects of short-run structural adjustment using a 
flow-of-funds methodology. Based upon such a framework, it then specifies an analytical basis which is 
capable of integrating the financial programming model of the Fund with the financial requirements approach 
of the Bank in a manner which removes the existing dichotomies between the real and financial sectors 
of the economy. The merged model, which defines monetary, external, real and financial sector equilibrium, is 
then used to prescribe feasible stabilisation policy options for the Indian economy over the current fiscal year. 


I 

Interest in Structural Adjustment 
Programmes 

TOERE are several reasons for the current 
interest in macro-economic adjustment 
throughout the developing world. Macro¬ 
economic adjustment, which broadly 
compri.scs stabilisation and structural re¬ 
form policies, is required whenever im¬ 
balances persist between aggregate do¬ 
mestic demand and aggregate domestic 
supply. 'Phis imbalance could be gener¬ 
ated by exogenous shtKks. such as eco¬ 
nomic sanctions or natural events, 
niscquilihria could also be generated due 
to distortions on account of un.sustainabic 
domestic p»)licie.s However, as long as 
foreign re.sourccs arc available, .such a 
situation of excess demand can be sus¬ 
tained, albeit at severe economic co.sts, 
.such as rising external debt, high inflation 
and stagnant growth. Eventually, how¬ 
ever macm-economic adju.stment, in terms 
of reducing ah.sorption as well as improv¬ 
ing the balance of payments (BOP) situ¬ 
ation, would be needed in order to rectify 
the deteriorating situation. 

However, reaching a sustainable BOP 
and simultaneously achieving high growth 
is proving to be more difncult than pre¬ 
viously anticipated. Even in the once high 
performing east Asian economies, growth 
has been elusive despite implementation 
of moderate to inten.si vc economic reforms. 
After over five years of ‘shock therapy’, 
several countries of ea.stcm Europe, suh- 
.Saharan Africa and Latin America have 
yet to show signs of satisfactory growth 
leading development economists to dub 
the 1980s as the ‘lost decade’. Although, 
in response, adjustment programmes have 
widened their .scope to include policy- 
based investment projects and .sector 
adju.stment programmes, Burki and 
Edwards (1996) note that what most 
countries essentially require are ‘.second 


generation reforms’ aimed at modernising 
tire state and reforming institutions, includ¬ 
ing moving towards independent central 
banks, the judiciary, regulatory bodies and 
budgetary proces.scs. Some, if nr^ most. 
ofthe.se aspectsaie part of the reform agenda 
of most developing countries. 

Adjustment is thus now seen as an 
ongoing process with reforms impacting 
upon all aspects of economic life. Broader 
issues include not only sustainable develop¬ 
ment and poverty reduction but a major 
shift in the economic systems of the 
developing countries towards a markel- 
Iricndly orientation. There is now a con- 
sen.sus that over-centralised planning and 
overt-protectionism are fundamentally 
wrong. While there has been no conver¬ 
gence of views on the efficacy of competi¬ 
tive markets in economic development, 
the debatable issues currently are not state 
versus market, orintervention versus lai.ssez- 
faire, but the speed of reform, the comple¬ 
mentarity between markets and govern¬ 
ments and the appropriate transition to the 
con'cct macro-economic balance that 
would determine a less rocky road to reform 
and a more effective path of development. 

II 

Analytical Framework and 
the Use of Models 

There are three reasons for specifying 
the analytical framework used in reform 
efforts. First, policy makers need to un¬ 
derstand the main relationships between 
instruments and largeLs so as to make 
judgments as to where and how fast the 
economy is likely to move in the short 
to medium term. Second, models ensure 
tite consistency of policy measures and 
provide a framework by means of which 
trade-offs can be coherently discussed. 
Thirtl, there isaceitain .symbiosis between 
models and policy-making: in effect, the 
specification of models depends upon the 


policy-makers’ statement oi economic pro¬ 
blem!*. preferences and priorities; and. in 
turn, policy-makers depend upon mrxlels 
to provide information regarding future 
scenarios. Thus, in the formulation of any 
structural adjustment programme, politi¬ 
cal pr<x:c.s.scs and technical analysis arc 
closely related, and to the extent that there 
is a certain amount of discipline involved 
in the overall design of an adjustment 
programme, economic policy-making 
generally draws upon economic mtxlels 
or frameworks implicitly or explicitly. 

An integrated system of national 
accounts is necessary for the macro- 
economic appraisal of any economy. Such 
a framework of income and flow-of-funds 
account.s indicates the existence of vari¬ 
ous identities amongst the recorded mag¬ 
nitudes in the economy which can be u.seful 
in assessing the effects of policy-changes. 
By thcimclvcs. however, these identities 
arc an ‘empty box’ and need to be supple¬ 
mented by relations that indicate the typi¬ 
cal reactions of some of the variables 
included in the accounting framework to 
changes in other variables. The.se behav¬ 
ioral relationships can then be combined 
with the identities in order to form a 
schematic quantitative repre.sentation, or 
model, of economic processes involving 
the accounts, or variables, that define the 
economy in question. Such economic 
models provide the quantitative frame¬ 
work required for forecasting and policy 
pre.scription. They can be u.sed in two 
distinct modes: first, the positive mode 
which assesses the consequences of a.s- 
.sumed changes in the exogenous vari¬ 
ables, determined independently of the 
procc.s.scs illustrated in the model, and on 
the magnitudes of the endogenous vari¬ 
ables which arc determined within the 
model; and second, the programming mode 
which determines the changes in policy 
variables (instruments) required in order 
to achieve the desired changes in some of 
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the endogenous variables of the model 
considered to be the objectives (targets) of 
economic policy. Financial programming 
involves the use of models in this second 
mode because it attempts to determine the 
appropriate setting of the policy instru¬ 
ments against the backdrop of the eco¬ 
nomic situation and the desired outcomes. 

However, it should be emphasised that 
economic models, being mathematical 
representations of economic theory, do 
not capture all the complexity of econo¬ 
mic reality. ITiey often possess the under¬ 
pinnings of paradigms, which manifest 
themselves in differences in the underly¬ 
ing a.ssumptions. speci flcation of equations, 
direction of causality and manner in which 
thcmodel isclo.sed. While economic theoiy 
does provide guidelines as tar as the first 
three aspects arc concerned, there is noth¬ 
ing to fall back on as far as mixlel closure, 
which is the specification of the binding 
constraint, is concerned except the 
features of the economy under consider¬ 
ation. For example, is the economy con¬ 
strained by domestic savings, credit 
creation or availability of foreign ex¬ 
change? Depending upon which constraint 
is binding, the model yields qualitatively 
dilfercnt results. These pitfalls need to be 
fully grasped i n the specification and design 
of any adjustment programme. 

Oltn ( IIM-S AND iNSTRIIMI-NrS 

Not all structural adjustment program¬ 
mes emphasise the .same objectives al¬ 
though It is possible to discern a set of 
‘core objectives'including the achievement 
of external and internal balance as well 
as adequate economic growth. However, 
very often, the government pursues other 
objectives as well that may .it times conflict. 
One well-known analysis [Musgrave 19591 
classifies ;.ree tunctions of the govern¬ 
ment troin an economic standpoint: in 
addition to the stabilisation function, there 
arc also the lunctions of allocution and 
di.stribution. In .such a context, the pursuit 
of allocational and distributional objec¬ 
tives may impede the adoption of stabili- 
.sation measures; for example, fiscal cuts 
may he postponed becau.se the govern¬ 
ment is unwilling to reduce food .subsidies 
reflecting its di.stributional priority; or it 
may be unwilling to eliminate credit con¬ 
trols reflecting its allocational priority. 

Be that as it may, the problem of con¬ 
flicting objectives is not confined only to 
the trade-offs that exist between the 
stabilisation. alliKation and distribution 
objectives For example, while it is ac¬ 
cepted that price stability is a necessary 
condition for achieving adequate economic 
gniwlh, in certain cases, the inllationary 


process seems to take a life of its own and 
it is very difficult, even with appropriate 
demand-management policies, toeliminate 
this 'inertial inflation' without inflicting 
a protracted period of stagnation upon the 
economy. In such a context, perhaps the 
greatest problem is forecasting the 
dynamics of policy efforts to reduce infla¬ 
tion. This is especially tnieof a gradualistic 
approach, where the results depend 
crucially on expectations generated by the 
credibility of government policies. 

In most adjustment programmes, targets 
set for the objectives are open-ended, i e, 
they arc regarded as floors or ceilings 
rather than as point targct.s, since it is 
perceived that there is no apparent cause 
for concern in over-performance. Never¬ 
theless, this is not always true. For ex¬ 
ample, greater-than-targeted output growth, 
il not directed towards export orientation 
or import substitution, may conflict with 
the inflation target or result in a violation 
of the BOP constraint. Thus, once a tar¬ 
geted .set of objectives has been achieved. 
It may be best to avoid over-performance, 
as there could be trade-offs amongst 
objectives. If. however, it is apparent that 
over-performance is inevitable, then it 
might be best to re-design the entire struc¬ 
tural adjustment programme in order to 
align the revised targets appropriately. 

In any nuHlel, intermediate targets link 
the ultimate objectives and the policy 
instruments. For example, the BOP could 
be an intermediate target linking rc.serve 
accumulation (ultimate objective) with the 
exchange rate (instrument). In .some in¬ 
stances. these intermediate targets them¬ 
selves are regarded as targets, and the 
ultimate objectives arc not made explicit 
but arc implied in the desired values of 
(he intermediate targets. In such cases, a 
choice might need to be made between an 
intermediate target that is highly corre¬ 
lated with the ultimate target but bears 
little relationship with (he policy instru¬ 
ment. and one which is strongly influ¬ 
enced by policy but has a weak association 
with the ultimate objective. Needless to 
say, the eventual choice of ultimate ob¬ 
jectives, intermediate targets and policy 
instruments, apart from being coastrained 
by the stage of development of economic 
institutionsandthenileof planning, would 
be larg-'ly dictated by the circumstances 
under which the adjustment programme 
is being formulated. 

Considering the fact that the framework 
of most stabilisation and structural adju.st- 
ment programmes is a blend of two ex¬ 
tremely influential appmaches to macro- 
economic analy.sis, i e, the financial pro¬ 
gramming approach developed by the 


Intemationai Monetary Fund (IMF) am 
the financial requirements approach de 
veloped by the World Bank, it is essentia 
to consider our analysis on broadly simila 
lines if one has to fully grasp the overal 
implications of any reform process. Tha 
money and monetary policy play key role: 
in determining BOP outcomes, and there 
fore clearly also in the deiiign of adjuiit 
ment programmes, does not necessaril} 
make such adjustment programmes *mon 
etarist' in character. The concentration or 
monetary flows in such programmes car 
he justified on several grounds, ranginj 
from the theoretical view that the BOP ii 
essentially a monetary phenomenon to th( 
more pragmatic reason that data on mon 
ctary variables contain important macro 
economic information and arc rclativcij 
more accurate and timely than data on rca 
variables. 

By stressing on the theory underlying 
stabili-sation policies, it is hoped that the 
paper will dispel the popular misconcep¬ 
tion that (he approach to the design ol 
structural adjustment is based on the parti¬ 
cular view of the economy or. more impor 
tantly. on the convictions of any singk 
school of thought. In this context, while 
mo.st discussions on macro-cconomii 
stabilisation have assumed that fiscal 
austerity, competitive real exchange rates 
sound financial markets and dcregulatior 
provide the conditions for a resumption 
of growth. Dombusch (1981) has argucc 
that there is a ptrssibiliiy of stabili.satior 
resulting in stagnation because structura' 
adjustment is only a necessary hut not n 
sufficient condition for growth. 

Needle.ss to say. even if the current 
.stabilisation policy that has been initiated 
in India does result in the resumption ol 
growth, there is little as.surance that such 
a resumption will not translate itself once 
more into rising current account deficits 
and the subsequent run on rc.scrves as was 
witnessed during the late 1980s. The.se 
past trends in the Indian economy have 
raised several interesting, albeit unan¬ 
swered, questions regarding the optimal 
mix of stabilisation policies that need to 
be pursued in orderto avoid the possibility 
of such a recurrence. 

As all these is.sues have not yet been 
fully recogni.scd by orthcxlox economics, 
the. paper discus.se.s the real and monetary 
a.spects of short-run structural adjustment 
using the flow-of-funds methodology. 
Based on such a framework, the paper sets 
out an analytical framework capableof inte¬ 
grating the financial programming model 
of the Fund with the two-gap model of the 
Bank in a more meaningful manner than 
has been hitherto attempted so as to remove 
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the existing dichotomies between the real 
and the tinancial sectors of the economy. 

The policy issues, then, that will have 
to be studi^ within the Indian context 
need to be related to the following ques¬ 
tions; (I) What are the essential steps 
to ensure monetary stabilisation? and 

(2) What policy co-ordination measures 
are necessary toensure sustainable growth 
without rising inflation or increasing 
current account deficits? In such a context, 
any designof policy for the Indian economy 
will have to evaluate the following three 
elements in order to decide which of these 
are most likely to play a central role in 
the long-run success of a stabi I isation elfort 
measured in terms of a rapid smooth 
transition to growth. These arc; (I) the 
desired levels of inflation and interna¬ 
tional reserves, (2) the optimal levels of 
domestic credit and the exchange rate, and 

(3) the appropriate levels of capital flows. 

Ill 

Elements of a Macro-Economic 
Accounting Framework 

As mentioned earlier, this section ini¬ 
tially di.scusscs the elements of a macro- 
economic accounting framework. The 
framework is based on five accounts cor¬ 
responding mughly to the macro-economic 
identities which link together; (I) the 
national accounts, t2) the govcrnincnl 
sector, (3) the non-financial private .sector, 

(4) the balance of payments sector, and 

(5) the monetary system. These would be 
the minimum elements of a consistency 
framework. 

The government sector includes all levels 
of government (central, state, district and 
local) as well as public corporations funded 
through the government budget. The non¬ 
government (private) sector is simply a 
grouping of households as well as the 
private corporate sector. Thus, it is an 
aggregation over all households, all non¬ 
government owned eiiterpri.ses, self-em¬ 
ployed people, etc. Tlie monetary sy.stem 
identified in the consistency matrix in¬ 
cludes the entire banking sy.stem (includ¬ 
ing the central bank) and other public 
savings institutions. These financial insti¬ 
tutions play a key role as middlemen for 
tran.sactions involving the acquisition of 
as.sets and liabilities. The central bank 
issues currencies and often holds the 
international reserves of a country, which 
are detennined by its BOP situation. It is 
only because we are interested in the role 
of the monetary system as an intermediary 
for channeling .savings from one group of 
transactors to another does such an aggre¬ 
gation become relevant. However, any 
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study that, among other things, is con¬ 
cerned with how the activities of the central 
bank affect money supply through com¬ 
mercial banking regulations, such as cash- 
reserve ratios, statutory liquidity ratios, 
bank rates, and so on, would require further 
disaggregation. 

The accounts can be presented in two 
ways. One can either present them as 
individual accounts or integrate them 
through a matrix of income, expenditure, 
saving, and asset and liability accumula¬ 
tion. Although the individual accounts 
give a comprehensive presentation of the 
Hows in a consistent framework, it is 
helpful to integrate the accounts so that 
they arc mutually consistent. For this, a 
useful device is a matrix of sources and 
uses for the four sectors plus the national 
accounts. The matrix can be seen as a 
combination of a llow-of-lunds (FOF) 
matrix and a social accounting matrix 
(SAM). The FOF methodology empha¬ 
sises the equality of sources and uses of 
lands, distinguished between the current 
and capital accounts, while the SAM 
approach presents the standard macro¬ 
economic identities (savings-investment 
and income-expenditure) in a form that 
shows the participation of each economic 
sector in the economy. The SAM was 
iiaditionally used for analysis of the real 
economy, as in general equilibrium mod¬ 
els. and thus covered only real variables. 
However, it has recently been extended 
to cover real and financial interactions as 
well [Easterly 1989). 

The matrix |Rao and Nallari 1996) has 
the advantage that it captures the essence 
ol both the SAM and FOF approaches. 
The matrix, which is presented in Table I, 
has the appealing feature that the row 
sums must be equal to the sum of the 
corresponding columns. This allows us to 
verify that the accounts are consistent. 
Like the SAM, it also presents the main 
macro-economic identities in a transpar¬ 
ent way. Thus, the first row is the con¬ 
ventional GDP identity from the expen¬ 
diture .side, while the first column is the 
GDP identity from the income side. The 
tenth row and tenth column provides the 
savings-investment identity. As in the FOF 
approach, the matrix stresses the identity 
of sources and uses, distinguished be¬ 
tween the current and capital accounts. 

The upper left hand 5x5 corner of the 
matrix presents the current account trans¬ 
actions of each of the five sectors. The 
remainder of the matrix records the capital 
account transactions for each sector. The 
connecting link between the two is the 
saving of each sector, shown as a 5 x 5 
matrix in the lower left-hand side of the 


overall matrix. Thus, the first part of the 
matrix records the identity of current 
sources and uses, where the latter includes 
savings. The second part of the matrix, i e, 
the lower half and the right half and their 
intersection, shows the financing identity 
of each .sector, with their borrowing shown 
across the row and their a.ssct accumula¬ 
tion down the column. This is the identity 
of capital sources and uses, with savings 
again as the balancing item. 

Since the row sums mu.si equal column 
sums in this matrix, this implies that 
investment plus financial asset accumu¬ 
lation must equal savings plus financial 
liability accumulation. This is another form 
of the familiar identity which states that 
saving minus investment equalsner finan¬ 
cial asset accumulation for each sector. 

CliRRI-NT ACCOIINT 

Table I presents the transactions of an 
economy in the form of a coiisi.stcncy 
matrix. The first row and the first column' 
(the national accounts) depict the produc¬ 
tion account of the economy. As pre.sentcd, 
the national accounts group the activities 
of all producing units together. Thus, they 
include the production of all incorporated 
cntcrpn.scs (including financial institu¬ 
tions), unincorporated entcrpri.ses, produc¬ 
ers of government services, and produc¬ 
tion by households, regardless of the type 
of gtHxl or service produced. 

Across row 1, the table describes how 
goods and .services that arc currently 
produced domestically (Y) or imported (Z) 
in the current prixluction period are used 
for government consumption (Cg), private 
consumption (C^), exports (X), and gross 
investment of the government and private 
sectors (I^ and 1^); that is, the acquisition 
of physical assets as di.stinct from the 
acqui.sition of financial instruments. This 
describes the expenditure approach to the 
estimation of GDP. The value added 
approach to the estimation of GDP is 
adopted in column I wherein the value at 
market prices of current domestic pro¬ 
duction is broken up by identifying the 
typc;s of incomes t hat are generated through 
the sale (plus own consumption) of 
domc.stic production. Tlie.se incomes are 
in the form of; (i) net operating surplus 
of the public sector (05^); (li) deprecia¬ 
tion of capital engaged in public sector's 
pnxJuction (D^); (iii) net indirect taxes, 
i c, indirect taxes (Ti) less subsidies (Sb); 
(iv) wages and net profits of the private 
sector; and (v) depreciation of capital 
engaged in private sector's production (Dp. 
The sum of (i), (ii) and (iii) mentioned 
above yields Yntp^, i e. the share of the 
govcmmentscctorinGDPatcurrent maiket 
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pnces: and that of (tv) and (v) yields 
Ynq»p. i e. the share of the private sector. 

Row 2 and column 2 of Table 1 depict 
the current transactions of the govern¬ 
ment. Across row 2 the sources of gov¬ 
ernment income (Y^) are identiricd. These 
ore: (i) gross income accruing to the 
government from GDP at factor cost at 
current prices (Ympg): (ii) direct taxes 
(Td) which comprise corporate taxes (Td^,), 
direct taxes as paid by households (Td|,) 
and mi.scellancous receipts of government 
administrative departments (MR); and 
(iii) net ofticial transfers that the govern¬ 
ment receives from external sources 
(NTR^.g). Column 2 describes current 
government expenditures (CEXP^,) as the 
sum of; (i) government consumption of 
currently produced gtwds and services 
(Cg), which is the cost of providing gov¬ 
ernment .services, (ii) net payments trom 
the government to the private sector 
(NPgp). which includes net transfers to 
domestic households (N'FR ) and inter¬ 
est paid to households on uiimcstic debt 
(INTj,p), and (iii) net investment income 
accruing to the external .sector from the 
government (INV^^) of which the interest 
ihai the government pays on its external 
debt (INTg^J lorms a major component. 
Government savings (8^) - at the inter¬ 
section ol row 6 and column 2 - is the 
dilferenco between government income 
(Yp) and expenditure (CfiXPg). 

Row .1 and column -) describe the ac¬ 
counts ol the non government (private) 
sector. Across the row the sources ot 
income of ptivate households (Yp) are 
identilied as: (i) gross income accruing to 
the private sector from GDP at factor cost 
current prices (Ympp) (iii net payments 
received by the private sector from the 
government (NP^jp). and (iii) net external 
receipts ••'( the private sector (NERep) 
comprising net transfers payments from 
the external to the private sector (NlR^.p) 
plus net factor payments from abroad 
(NFPpp). Column 3 describes the disposal 
ot private sector income as the sum ol 
(i) private consumption (Cp), (ii) payment 
of direct taxes (Td). and (iii) net inve.st- 
ment income accruing to the external .sector 
from the private sector (INVp,.) of which 
the interest that the private sector pays on 
its external borrowings (INTp,.) forms a 
major component. Private savings (S^), 
appearing at the intersection of row 7 and 
column 3, is the item that balances the 
current expenditures of households 
(CEXPp) and household (private .sector’s) 
income (Yp). 

Row 4 and column 4 depict the current 
account balance. Entries in row 4 show 
the sources of income accruing to foreign 


residents. These include (i) net investment 
incomes accruing to the external sector 
from the government sector (INV ) and 
the private sector (INYp^), and fii) the 
proceeds of the domc^ic economy’s 
imports of goods and services (Z). Pay¬ 
ments of principal on the external debt 
(amortisation) arc recorded in the capital 
linancc accounts, i e, 'below the line' (see 
rows and columns 6 through 9), and are 
thus not included in the current account. 
Column 4 indicates that foreign residents, 
ill turn, purchase the exports of the 
economy (X) and make transfers (current 
as oppo.scd to capital transfers) to the 
government (NTR^jp), as well as make 
transfers and net factor payments to the 
private sector (NTR,.„ + NFP„„ = NER,._). 
The savings of foreign residents in their 
dealings with the economy - identical to 
the current account deficit of the dome,stic 
economy (CAD) - is the balancing item 
bet ween current extcmal expenditures and 
loreign exchange receipts. 

As a pure intermediary, the monetary 
system has no independent (own account) 
current revenues and expenditures. As 
previously pointed out, the revenues of 
tmancial institutions (service charges. 
intere.st on loans, and earnings on invest- 
meiii made with deposits or premiums) 
le.s.s the costs (intere.st on dcpo.sits orclaims 
paid) constitute the value added of insti¬ 
tutions within the monetary system as 
producing units. This value added is in¬ 
cluded in the production account of the 
domestic economy as income to house¬ 
holds or to the government. Row 5 and 
column 5 arc therefore empty. 

Cawiai, Actou.vt 

While rows and columns I through 5 
describe the current accounts of the 
economy, rows and columns 6 through 9 
de.scribe the correspondi ng capital account 
transactions, i c, the linancing of asset 
acquisition by the government, the private 
sv'ctor and the external sector through the 
intermediary of the monetary system. 

In row 6 gross savings of the govern¬ 
ment (S^) and new borrowings from the 
monetary system (6DC^), net direct bor¬ 
rowing from the private sector (5NDBg). 
and foreign borrowing (5NFB ) are used 
to linancr as.set acquisition by tne govern¬ 
ment, 1 e, gro.ss public .sector investment 
(Ip). Public sector investment is of three 
forms: gross fixed investment (including 
|)hysical a.>sct.s, inventories and working 
capital, as well as intangible non-flnancial 
as.sct.s); investment in financial as.set.s in 
the form of loam, to the private sector; and 
the acquisition of foreign assets. The last 
two items have been netted out of govern¬ 


ment borrowings from the private sector 
and foreign borrowings of the govern¬ 
ment, respectively, and therefore these 
items do not appear as separate entries in 
the matrix. 

Row 7 and column 7 deal with the 
private sector. Gross private sector sav¬ 
ings (.Sp). borrowings by the household 
from the monetary system (8DCp), and net 
new private borrowings from foreign 
residents (8NFBp) arc u.sed to finance gross 
private .sector investment (Ip), net lending 
to the government (SNDBg). and holdings 
of new issues of dome.stic currency, de¬ 
mand as well as time deposits issued by 
the monetary system (5M). 

Similarly, in row 8 and column X, the 
savings of foreign residents or the current 
account deficit of the domestic economy 
(CAD) plus the proceeds from the acqui¬ 
sition of new foreign a.s.set.s (accumulation 
of international reserves) by the monetary 
sy.stem (8R) are used to finance the net 
foreign borrowings of the government 
(8NFB ) as well as the private sector' 

(SNFbJ). 

Row 9 and column 9 deal with the 
monetary system. As an intermediary it 
acquires liabilities in the form of new 
domestic currency i.ssucs, demand deposits, 
time deposits, and other liabilities such as 
treasury bills^ and so on (5M). It, in turn, 
acquires as.sets in the form of loans to the 
government and the private sectors (SIXTg 
and 8D(’p), and net foreign assets or 
international reserves <8R). 

Row 10 and column 10 deal with the 
savings-inve.slmcnl link at the macro- 
economic level and indicate that domestic 
savings, i e. the sum of government sav¬ 
ings (Sp) and private savings (Sp), plus 
foreign savings (CAD) must finance total 
investment, i e, the sum of government 
investment (Ig) and pn vatc investment (Ip). 

In effect, therefore. Table 1 summarises 
the current and capital account transac¬ 
tions of the four principal tran.sactors in an 
economy, and can be used to demonstrate 
that the national income identities are no 
more than a .series ot budget constraints. 

IV 

Fiow-of-Funds versus Market 
Equilibrium 

The link between .savings and investment 
of each sector and its associated financial 
transactions with the other .sectors must 
be clearly understood so that appropriate 
financial policies, based on reliable and 
consistent macro-economic forecasts, can 
be formulated and executed. In this con¬ 
text, flow-of-funds accounts arc c.s.sential 
prerequisites for the formulation of any 
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financial pitogramme as they fonnthe basis 
for ensuni^ consistency 
The procedure in formulating a finan¬ 
cial programme is therefore to constnict 
flow-ot-funds matrices for each year so 
that the pattern of Hnancial transactions 
' IS discernible Based upon such patterns. 
It IS usually possible to fill in the elements 


of the flow-of-fiinds matrix for a future 
period, consistent with each sector’s sav¬ 
ings and investment behaviour, and the 
monetary and fiscal policies likely to be 
in force Since the flow-of-funds matrix 
also depends on financial conditions which 
can be influenced by financial policies and 
which interact with the behaviour of in¬ 


come and expenditure flows, the construc¬ 
tion of such a consistency matrix often 
involves an iterative procedure until over¬ 
all consistency is achieved 
In Tables 2 I and 2 2, we have projected 
the flow-of-funds matrices tor the Indian 
economy for 1996-97 and 1997 98 using 
the latest available data All estimates in 


Table 2 t Ojnmstcni y Accountinci Matrix r» ti* Indian Economy ott Year (1996 97) 


Sources (Across) 
and Uses (Down) 


Current Account ot 



National Oovernmeni Prisatc External Monetary Government Private External Monetary Total 
Accounts Sector Sector Sector Sector Sector Sector Sector Sector Investment 


Total 


National 

accounts 

(Rl) 


191127 

78/9SS 

X= 

148417 

Government 
sector (R2) 

2''70'?C2 


T.r 

46781 

NTR = 
I4S7 

Private 

sector 

(RU 

10^842 

W(fS4 


NER,p= 

42711 

External 


Z= 

INV 

19 f 6 

INV^. 

7S81 


sector 

(R4) 

I9667S 


Monetary 

sector 

(RS) 





tmtl Hoirotunn^ of 




Oovernmeni 
sector (R 6 ) 


24^61 



Piisa'c 




'•p 


sector 

External 

(R7) 



109028 

CAD= 

sector 

(RK) 




15819 

Monel.iry 






sector 

(R9) 





Total savings 
(sum ol previous 


24^61 

10^028 

rAD= 

15819 

4 rows 

T otal 

(RIO) 

1471649 

118170 

II4K6I; 

208444 

Non Y - 

1 276974 

g = 7 S per cent n = 

6 4 pci lent 

e = 6 1 per 


I 0 I 997 2S^IT» t49n0 I47S649 

S18S7() 
1148617 
208444 


6NDB = 

6NFB = 

6Dr = 


50942 

1998 

107^4 

l()99Q-’ 


6NEB = 

6Dr = 



29119 

111^ 

169511 



6R= 




17298 

ini'! 

i>M= 




79456 



79456 




149110 


109997 S69S1I T)n7 794S6 1491)0 


Tabi r 2 2 CoNsisrrNt s AtcouNTiNo Matrix k>r thi- Indian Economy thf Year (1997 98) 


_ C urrent A ccount of __ 

Sources (AcrossI (Cl) (C2) (( 1) (C4) (CS) 706) 

ind Uses (Down) Niliunal Gosrrnment Private External Monetary Government 

Accounts Sector Sector Sector Sector Sector 


N mon.il 



( = 


X= 

1 = 

1 = 

1= 

accounts 

(Rl) 


212154 

882841 

164444 

118554 

245660 

184214 1661655 

Gnsirnnicni 



Td 

NTR,p= 




sector 

(R2) 

11^99 


55126 

1105 



171110 

Private 


\ 5S 

NP.„=- 


NER,„= 




sector 

(Rl) 

I(k'«>842 

110^77 


42141 



1282511 

External 


7= 

INV = 

INV = 





sector 

(R4) 

219441 

2299 

10905 




212647 


Monetary 
Sector (RS) 

Samifis and Boiriiwmg\ of 


Capital Account ot _ 

(C 7) (C8) (C9) tC 10) 

Private Cxiemat Monetary lotal 

Sector Sector Sector Investment 


Government 

S = 



6NnB.= 

8NFB = 

SDC = 


sector 

(R6) 

260OO 



6921^ 

141() 

19889 

128441 

Private 



5 - 



6NFB = 

8I)C = 


secter 

(R7) 


11^59 



11207 

51940 

420806 

External 




CAD= 



8R= 


sector 

(R8) 



24555 



12082 

16617 

Monetary 





8M= 




sector 

(R9) 




105911 



105911 

Total savings 

S = 

S = 

CAI>= 





(sum of previous 

26000 

111659 

24555 




184214 

4 rows 

(RIO) 








Total 

1661855 

171110 

1282511 

212647 

118554 420806 

16617 

I0S91I 

184214 


Note Y = I 444 412 g = S I per cent x = S 0 per cent e = 4 7 per cent 
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incsc laoics on; ai rupees CTOie at currem 
prices. Based upon these projections, we 
will attempt to identify changes, if any, 
in financial patterns which could be con¬ 
sidered responsible for the economic slow¬ 
down in 1997-98. 

In both the tables, reading across rows 
provides the sources of finance for each 
sector while reading down columns indi¬ 
cates the u.ses of finance. Ex-post, each 
sector’s deficit must be financed and. as 
such, the sum of the rows is always equal 
to the sum of the columns. Ex-ante, the.se 
sectoral balances become constraints for 
modelling .sectoral behaviour, be it finan¬ 
cial or non-financial. It is these constraints 
that will be included while specifying 
the financial programming model that 
follows. 

The fundamental difference between the 
flow-of-funds and the market equilibrium 
approaches while formulating a model is 
that sectoral balances arc treated as con¬ 
straints in the former while the latter treats 
market equilibria as con.straints. In the 
case where market forces and instant¬ 
aneous adjustments co-exist, these two 
types of constraints arc equivalent since 
when all sectoral accounts are balanced, 
all markets must be cleared. However, any 
market impertcctions and lag adjustments 
would create a situation where sectoral 
balances arr not equivalent to market 
equilibria. Forinstance, when credit ration¬ 
ing is in force, the money market cannot 
he in equilibrium by definition. The re- 
.sultingdisequilibnum in the money market 
mast co-exisi with the di.scquilibriuni in 
at least one other market in the economy. 
In such ca.ses, sectoral balances yield more 
reliable constraints. 

Financial Patierns 

Based upon the tlow-of-funds matrices 
presented in 'fables 2.1 and 2.2, as well 
as the supplementary inlormation on GDP 
at current market prices (Y). the growth 
rate of real GDP (g). the inflation rate (n), 
and the exchange rate depreciation (c), the 
following patterns emerge: 

(1) All event which had a profound 
influence on the pattern of financial trans¬ 
actions in 1997-98 was the sudden fall 
(even in absolute terms) in net transfers 
from the external sector to, both, the 
government sector (NTReg) as well as the 
private sector (NTRep) which decrea.sed 
from 3 ft per cent of GDP in 1996 97 to 
3.0 per cent in 1997-98. 

(2) With tax receipts (Td)coveringbarely 
50 per cent ol net payments by the govern¬ 
ment to the private sector (NPgp) in 
1997-98, and with government consump¬ 
tion (Cg) increasing from f>0 per cent of 


nxai goveinmcni revenue r ig; in lyyxj-yi 
to 63 per cent in 1997-98, public sector sav¬ 
ings (Sg) decrea.sed to 1.8 per cent of GDP 
in 1997-98 from 1.9 per cent in 1996-97. 

(3) Although there was an across-the- 
board reduction in direct tax rates in 
1997-98, total direct tax revenue (Td) as 
a fraction of GDP actually increased from 
3.66 per cent in 1996-97 to 3.82 per cent 
in 1997-98, definitely as a result of a wider 
tax base and probably (if the ‘Laffercurve’ 
hypothesis is to be accepted) because of 
better tax compliance. 

(4) Consequently, private disposable in¬ 
come (Yp-Td) decreased from 86.3 per 
cent of GDP in 1996-97 to 85.0 per cent 
in 1997-98; while private savings de¬ 
creased from 28.1 per cent of private dis- 
pcKsable income in 1996-97 to 27.2 per 
cent in 1997-98. 

(5) Despite this fall in the savings rate, 
there was no perceptible increase in pri¬ 
vate consumption (Cg) which remained 
stagnant at about 72 per cent of private 
dispo.sable income in 1997-98. The ques¬ 
tion then arises as to where private dis¬ 
posable income was being 'dispo.sed’ off. 

(6) In this context, it needs to be noted 
that 1997-98 was marked by a sudden 
increase in interest payments by the pri¬ 
vate .sector on account of its external 
liabilities (INVpe) which amounted to 
almost Rs 11,000 crore (which was I per 
cent of private disposable income). While 
we arc still conjecturing at this stage as 
to what ctHild be the rcason(s) for the down¬ 
turn in demand which has characterised 
the best pari of la.st year and this year as 
well, it is pus.sible that this massive out¬ 
flow of private sector re.sources (which 
could otherwise have been used to aug¬ 
ment its consumption plans) is one of the 
prime rea.sons. 

(7) Despite the fact that the exchange 
rate depreciated by more than 10 per cent 
(on a point-to-point basis) in 1997-98, the 
current account deficit (CAD) worsened 
further from 1.2 per cent of GDP in 

1996- 97 to 1.7 per cent in 1997-98 which 
could be an indication that the economy 
IS still operating on the envelope of shift¬ 
ing ‘J-curves’. In such a case, the further 
depreciation of the rupee in 1998-99 would 
continue to mask improvements in the CAD. 

(8) While capital flows as a proportion 
of th^ CAD (5NFB/CAD) was almost 2.1 
in 1996.97. it decreased sharply to 1.5 in 

1997- 98, partly as a fallout of the south¬ 
east Asian economic meltdown. As a re¬ 
sult, re.serve accretion (AR) was much 
lower in 1997-98. 

(9) In an effort to pre-empt the economic 
downturn, the RBI decided to stimulate 
the economy via a strong burst in domestic 


Vicuii W1UVII iiiwicaacu 

from 4.9 per cent of GDP in 1996-97 to 

6.5 per cent in 1997-98. Consequently, 
monetary growth was of the order of 17.6 
per cent in 1997-98 as against 16.2 per 
cent in 1996-97. 

(10) Despite this increase in money 
supply and despite the fall in the teal 
growth rate from 7.5 per cent in 1996-97 
toS.I in 1997-98, the fact that the inflation 
rate was only 4.8 per cent in 1997-98 as 
against 6.4 per cent in 1996-97 is a mute 
testimony to the sheer extent of depressed 
demand which persisted in the economy. 

(11) The direct beneficiary of the credit 
expansion was the private sector whose 
‘entitlement’ (ADCJADC) increased from 

50.5 per cent in 19^97 to 57.5 per cent 
in 1997-98. With limited scope for money 
financing of the fiscal deficit, the govern¬ 
ment was thus forced to meet a large part 
of its needs from the market. Thus market 
borrowings (ANDB ) increased from 4.0 
per cent of GDP in 1996-97 to 4.8 per cent 
in 1997-98. 

(12) Consequently, the ratio of financial 
asset creation (ANDBg + AM) to GDP. 
increased from 10.2 per cent in 1996-97 
to I2.2percentin 1997-98; while the ratio 
of self-flnanced private investment (Ip/Sp) 
decFea.sed from 77.4 percent in 1*^96-97 
to about 73.6 per cent in 1997-98. 

(13) Such a pattern of money-financing 
(AM) and debt-financing (ANDB ) tocover 
fiscal deficits implied that the distri¬ 
bution of private sector a.s.set formation 
was skewed much more towards financial 
(non-productive) rather than physical (pro¬ 
ductive) assets. Thus, while in 1996-97, 
the ratio of financial asset creation 
(ANDBg+AM) to phy.sical asset creation 
(Ip) in the private .sector was about 35:65, 
this ratio changed adversely to 42:58 in 
1997-98 signalling a crowding-out of- 
private sector physical investment. This 
could also be a reason as to why growth 
decreased so substantially in 1997-98. 

V 

Growth-Oriented Financial 
Programming: A Conceptaal 
Framework 

Ba.scd upon the key elements of the 
consistency accounting framework dis¬ 
cussed above, we now specify a growth- 
oriented financial programming model. 
Nominal income (Y) is equal to Py where 
P is the dome.stic price level and y is real; 
output. The money market is assumed to; 
be in equilibrium, implying that real money I 
sUick (M/P) equals real money demand i 
(Md/P) which is assumed to be a function; 
of real income and the nominal intere.st 
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rate (i). The velocity of money (v) is 
assumed to be equal to real output divided 
by real money demand. Nominal money 
supply (M) is related to nominal income 
with the velocity of money being given 
endogenously. Nominal money supply is 
given as the sum of domestic credit (DC) 
and foreign exchange reserves (R). The 
change in reserves (AR) equals the .sum 
of the trade balance (X-Z) and other capital 
flows (AF). Investment (1) is the sum of 
dome.stic savings (S) and foreign savings, 
the latter being .synonymous with the 
current account dellcit (Z-X). Real output 
is a function of real investment (I/P) with 
the incremental output-capital ratio (k) 
assumed to be a constant. 

Therefore, the theoretical mixlel is given 
by the following 8 equations: 


Y = Py 

(5.1) 

M/P = Md/P = Ay«c-'P 

(5.2) 

V = y/{Md/P) 

(5.3) 

Mv = Y 

(.5.4) 

M = DC + R 

(5.5) 

AR = (X - Zl -t- AF 

(5.6) 

I = S + (Z - X) 

(5.7) 

.\y = kll/P) 

(5.8l 


The above model will now be com¬ 
pressed into a 4-equation core, explaining 
growth, inllation. reserves and the interest 
rate by incorporating important modifica¬ 
tions in the inoslcl 

MoNI-.'IARY .S|-,CI0R F,Q|i||.IBRI|IM 

.Substituting eq (5.4) into eq (5.5). tak¬ 
ing first-differences, and using eq (5.1) - 
which indicates that AY - (g -i- n) Y( -1) 
- yields (he following equatiirn for tnon- 
etary sector equilibrium; 

AR = (l/v) (g+Tt) Y(-l) - AIX" (5.9) 

where g is the real growth rate, i e. 
g = Ay/;!-l); K is (he inflation rate, i e. 
K = AP/P(-1)-. and Y(-1) is the lagged value 
of nominal'incomc. The income veliKity 
of money (v) is provided exogenously in 
the above formulation by spccilying that 
the income elasticity of real money de¬ 
mand is equal to unity (a = I) in eq (5.2). 
This implies that: 

V = l/Ac-‘P (5.10) 

In order to measure foreign exchange 
reserves in tenns of foreign currency units, 
eq (5.9) above has to be changed to reflect 
the valuation effects of exchange rate 
changes on the balance sheet of the bank¬ 
ing system. Tlie .sIikR of foreign exchange 
reserves in domestic currency units (R) is 
equal to the nominal exchange rate (E) 
limes the stock of foreign exchange re- 
' .serves in foreign currency units (R*), i c, 

R = ER* (5.11) 


Therefore, changes in the domestic value 
of foreign exchange reserves may arise 
cither due to changes in the exchange rate, 
changes in the stock of foreign exchange 
reserves in foreign currency units, or both. 
Therefore; 

AR = E(-1 )AR* + R*(-1 )AE (5.12) 

which is obtained by ignoring the .second- 
order interaction term, AEAR*. 

Substituting eq (5.12) into eq (5.9) and 
solving the resulting expression for AR* 
yields after simplification: 

AR* = (l/v) Y*(-l) Jt + (l/v)Y*(-l) g 
-Il/E(-I)1ADC-R*(-I)c (5.13) 

where Y*(-l) = Y(-l)/E(-1), i e, nominal 
income in the previous period expre.ssed 
in terms of foreign currency units, and 
c = AE/E(-1), i e. the rate of change of the 
exchange rate. 

Eq (5.13) can be re-written as follows: 

AR* - (x(l)jt - a(2) g 

= -a(3) ADC - (x(4) c (5.14) 


where g is the growth rate of real output 
(y), e is the rate of change of the nominal 
exchange rate (E), it is the domestic 
inflation rate, and ic^ is the foreign infla¬ 
tion rate. 

Substituting eqs (5.12). (5.16), (5.17) 
and (5.20) into eq (5.6) and solving the 
resulting expression for AR* yields after 
simplification; 


AR* = -bZ*(-l) 71 - mZ*(-l) g + |E*(-1) 
+ X*-(l-b)Z*(-l)-R*(-l)|e 
+ AF*+ [X* -Z*(-l) 



- (l-b)Z*(-l)itfJ 

(5.21) 

Eq 

(5.21) can be re-written as 

follows: 

AR* 

+ B(l) n -I- B(2) g 



= B(3) e - 1 - AF* -r B(4) 

(5.22) 

where 


B(l) 

= bZ*(-l) 

(5.23a) 

B(2) 

= mZ*(-l) 

(5.23b) 

B(3) 

= IF*(-I) + X* 



-(l-b)Z*(-l)-R*(-l)l 

(5.23c) 

B(4) 

= (X* - Z*(-l) 



- (I-b)Z*(-l)Hfl 

(5.23d) 


where a(l) = a(2)=(l/v)Y*(-l) (5.15a) 
a(3)=l/E(-l) (5.15b) 

a(4)=R*(-l) (5.15c) 

Exthrnal StrroR Eoint.iiiRniM 

Exports in domestic currency units (X) 
is equal to the nominal exchange rate (E) 
times the value of exports in foreign 
currency units (X*), i e, 

X = EX* = (E(-l) -I- AEIX* (5.16) 

In a similar fashion, the change in the 
domestic value of foreign borrowings is 
given by: 

AF = £(■-1 )Ar>* -I- F*(-1 )AE (5.17) 

Imports in domestic currency units (Z) 
IS equal to the nominal exchange rate (E) 
limes the value of imports in foreign 
currency units (Z*), i c, Z = EZ*. The 
latter, in turn, is equal to the foreign price 
level (P,) times the volume of imports 
(QZ). i e. Z* =P, (QZ). The import volume 
equation is given by; 

QZ = Ay’"(EPf/P)-^ (.5.18) 

where m and h arc positive parameters that 
measure the elasticity of the volume of 
imports to real output and to the relative 
price of importables, re.spectively. There¬ 
fore. we have: 

Z = Ay'"E<'-‘’'P*>Pf'''‘'> (5.19) 

Logarithmic differentiation of eq (.5.19) 
with respect to time and its subsequent 
discrete-time rcpre.sentation yields: 

Z = [l +mg-i-(l-b)c + b 7t + 

(1-b) Jtf] Z(-l) (5.20) 


Real Sktor Eyt'ii ibriijm 

We now assume that real output (y) is 
determined by a Harrod-Domar type 
growth equation given by: 

y = (l-d)y(-l) + k(I/P) (5.24) 

where k is the incremental output-capital 
ratio, d is the traction ot capital stock 
depreciated each period, and (I/P) is real 
investment, i e. nominal investment (I) 
divided by the price level (P). 

In terms of the growth rale (g), eq (5.24) 
can be written as; 


g = 


k 


(I/P) 

y(-i) 


- d 


(5.25) 


We now replace y(-l) by Y(-l)/P(-l) 
which is Its definitional equivalent, and 
then replace P(-l)/P by l/d-i-ic) which 
follows from the definition of the inflation 
rate, i e, it = IP/P(-1)1 - 1. 

Eq (5.25) can then be written as; 


g = 


. H/Y(-l)] 

(1 + Jt) 


- d 


(5.26) 


It is now assumed that nominal savings 
(S) are a linear function of nominal in¬ 
come (Y) and the nominal interest rate (i). 
Therefore, we have: 


S = sY + 1 1 (5.27) 

where s is the marginal propensity to save, 
and 1 measures the re.spon.sivcness of sav¬ 
ings to the intere.st rate. 

Taking first-differences of eq (5.27), 
writing it in terms of S, and using eq (S. I) 
yields: 

S = S(-l) + s(g + 7t)Y(-l)-nAi (5.28) 
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Substituting eq (S.6) tnloeq (S.7) yields: 

I = S + AF - AR (5.29) 

Substituting eq (5.28) into cq (5.29) 
above yields the following relationship 
between investment, growth, inflation, 
interest rate.s and reserves: 

I = S(-l) + s(g+n) Y(-l) + lAi 

+ AF - AR (.'5.30) 

Replacing AF and AR by their current 
representations which are given by 
eqs <5.17) and (5.12). res|)ectively, yields: 

I=:S(-I)+ .s(g+jc) Y(-l) +iAi 

+ Et-DAF* + F*(-I)AE 
E(-I)AR*-R*(-I)AE (5.31) 

The growth equation, eq (5.26). when 
simplified by setting tig={), yields: 

g = k[im-l)l - d(l+7t) (.5.,32) 

Substituting eq (5.31) into eq (5.32) 
above yields: 

g = ks(-l) + ks(g+n) + k[(*/Y*(-l)|Ai 
+ k| l/Y*(-l )|AF* + klF*(-l )A'*(-I )1 e 
-kllA^’t-DIAR* - k{R*(-l>nf*{-l)| e 
- d - dJt (5.33) 

where i* = i /E(-1). This can be written as: 

yfDAR* + y(2)rt + Y(3)g - 7(7)i 

= - y(8)i(-l) + Y(4)e + 7(5)A1-* 

+ y(6) (5.34) 

where Y(l)= ytS) = k/Y*(-l) (5.35a) 
7(2) = d - sk (5.35b) 

7(3) = I - .sk (5.35c) 

7(4) = kfF*(-l) 

- R*(-I))A'*(-1) (5.35d) 
7(6) = ks(-l) - d (5..35c) 

7(7) = 7(8)=kli*A'*(~l)1 (5.35f) 

Financ'iai. SinoR Eqoii.ihkicm 

Once the process of linancial liberalisa¬ 
tion gels under way, policy-makers arc 
faced with quite a diftcrent .set of i.s.sue.s 
because the focus ot attention shifts away 
from inve.stigating the effects of freeing 
interest rates to examining how interest 
rates ought in tael to be determined. It is 
obvious that the process of determination 
of interest rates will he signillcantly dif¬ 
ferent under alternative degrees of open¬ 
ness of the capital account of the BOP. 
For example, in the ca.se of countries with 
a fully open capital account, some form 
of intere.st arbitrage will hold, with domes¬ 
tic interc.st rate.s depending on world in¬ 
terest rates, expected devaluation, and 
perhaps sonic risk factors. In contra.st. in 
countries with a completely closed 
economy, open economy factors will 
obviously play no role whatsoever, and 
the nominal interest rate will depend only 
upon expected inlhition and the prevailing 


conditions in the domestic money market. 
Most (teveloping countries, however, do 
not fall in either of the.se two categories, 
so that interest rates will in general depend 
both on domestic as well as on foreign 
money market conditions. From a policy 
perspective, it is important to determine 
the way in which these different factors 
actually affect domestic interest rates, 
bccau.se the success of any growth-oriented 
adjustment programme depends critically 
upon an appropriate interest rate policy. 

Inthiscontcxt. Edwards and Khan (1985) 
proposed a framework for empirically 
analysing the determination of nominal 
intere.st rates in developing countries. Their 
model combines features of both closcd- 
and open-economy characteristics and 
specifically examines the respective influ¬ 
ences of domestic monetary conditions 
and foreign factors on interest rates. The 
ensuing discussion is carried out with 
special reference to their framework. 

Interest rates in a dosed economy: 
Following the standard Fisher approach 
and ignoring, the effects of taxation on the 
relation between expected inflation and 
the nominal interc.st rate [Darby 1975, 
'fanzi 19751, we can specify the nominal 
interest rate (i) as equal to: 

i = r + (5.36) 

where r is the real (ex-ante) rate of interest; 
and is the expected rate of inflation. 

The real rate of interest can be specified 
as: 

r p - XEMS -f (0 (5.37) 

wliere p is a constant representing the 
long-run equilibrium real rate of interest; 
F.M.S repre.sents the excess supply of 
money: X is a parameter (X > 0) and O) 
IS a random error term. According to 
eq (5.37), the real rate of interest deviates 
from Its long-run equilibrium level p only 
it there is a monetary disequilibrium in the 
tonn of an excess demand for or supply 
of real money balances. This relation has 
been termed as the ‘liquidity effect’ in the 
literature [Mundell 1963]. Introducing this 
liquidity effect into the model allows the 
real rate of intere.st to be variable in the 
short run. As such, even though the Fisher 
equation, eq (5.36) is assumed to hold 
continuously, the possibility of slow 
adjustment of the real interest rate (given 
by X) implicitly allows for the po.ssibility 
of a delayed response of the nominal 
intcre.st rate to monetary reform. 

The excess supply of money by; 

EMS = In m - In m** (5.38) 

where m (= M/P) is the actual money stock, 
and m** is the desired equilibrium stock. 


-The long-nm equilittriuni demand foi 
money is assumed to be a function of iht 
expected rate of inflation (R*), the equi' 
librium nominal rate of intere.st (p -i- n”; 
- rather than the current nominal interes 
rate (i) - and real income (y). It is therefon 
given by: 

In m** = a(0) + a(l) In y 

-a(2)[p+Jt*1-a(3)Jt® (5.39 

The model is then clased by assuming 
that the .stock of real money balance: 
adjusts according to: 

Ain m B [In m** - In m(-l)l (5.40; 

where Ain m = In m - In m(-l); anc 
B (0 < B £ I) is the coefficient of adjustment 
Substituting eq (5.40) into eq (5.38] 
yields: 

EMS = (l~B)[lnm(-l)-lnm‘'l (5.41: 

Interest rates in an open economy: If th« 
economy is completely open to the re.s( 
of the world and there arc no impediment: 
to capital flows, domestic and foreign 
interest rates will be clo.sely linked. Ir 
particular, if there are no transaction cost: 
and all agents are assumed to be risk- 
neutral, then the following uncovered 
interest arbitrage relationship will hold: 

i = if -I- e' (5.42) 

where if is the world intere.st rate (for a 
financial a.ssct of similar characteristics), 
and e*’ is the expected rate of change of 
the exchange rate, i e, c* = Ae®/e(-l). 

If we assume that, because of frictiore 
arising from transactions costs and infor¬ 
mation lags, domestic interest rates re¬ 
spond with delay to changes in the foreign 
rate of interest or in exchange rate expect¬ 
ations, then eq (5.42) can be re-written in 
a partial adju.stment framework as follows: 

Ai = 0 [(if -t- e'l - i(-l)l (5 43j 

where 0 is the adjustment parameter, 
0 0 ^ 1. If the dome.stic financial market 
adjusts rapidly, the parameter 0 will tend 
towards unity. Conversely, a small value 
of 0 would imply slow adju.stment of the 
domestic interest rate. In terms of the 
domestic interest rate, cq (5.43) can be 
written as: 

i = 0 [if -t- e'=J -t- (1-0) i(-l) (5.44) 

The general case: Having examined 
interest rate determination undertwo polar 
cases related to the degree of opennc.ss of 
the economy, it is po.s.sible to vi.suali.se that 
both open as well asclo.sed economy factors 
will affect the behaviour of domestic inter¬ 
est rate.s, at lea.st in the slioit run. Under the 
circum.stances, we a.s.sume that the equa¬ 
tion for the nominal interest rate can be 
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specified as a weighted average of the open 
and closed economy expressions. Denot¬ 
ing these weights by xg and (l-xg), and 
combining eqs <5.36) and (5.44), we obtain; 

i a y |6{if + e®} + (1-0) i(-l)l 

+ (l-y) fr+7t“) (5.45) 

where the parameter y can he interpreted 
as an index measuring the degree of 
financial opcnne.ss of the country with y 
ranging from 0 (completely closed 
economy)to I (completelyopeneconomy). 
Thus, given the data, it is possible to 
determine tlic degree of openness of the 
financial sector for a given economy, and 
this e.stimated degree of openness will 
pnwide some information on the actual 
degree ofintegrationof the domesticcapital 
market with the world capital market. 

.Substitutingeqs(5.37), (5.41 )and(5 .39) 
into eq (5.45) above, we obtain the fol¬ 
lowing expression lor the nominal intere.st 
rate for a semi-open economy: 

I = 6(0) + 8(1) [i, + e®l + 5(2) In y 
- 5(3) In m(-l) + 5(4) rt® 


-t 5(5) i(-l) + f. (5.46) 

where the composite parameters are given 
l>y: 

5(0) = (l-y)|p+)L(l-B) 

{a(0)-a(2)p)l (5.47a) 

5(l)=y0 (5.47b) 

5(2) = (l-v)A.< 1-B)a( 1) (5.47c) 

5(3) = (l-y)X(l-8) (5.47d) 

5(4) = (l-y) (l-X(l-8) 

la(2)+a(3)|] (5.47e) 

5(5)=v(l-6) (5.47f) 


and e is a random error term. Eq (5.46) 
s quite general becau.se it not only incor- 
xiratcsclosed- and open-economy features, 
t also al lows the possihi lily of slow adjust- 
nent on both domestic and foreign sides. 

The integration: We now have to for- 
nally integrate the nominal intere.st rate 
ietermination equation, given by eq (5.46). 
nto the framework of the model deve- 
oped above. In order to do so, we initially 
simplify eq (5.39) and assume that the 
ncome elasticity of the demand for money 
s unity, i e. a(I) = I. In such a case, from 
X]S (5.47c) and (5.47d), it is seen thatd(2) 
3 d(3), and real income and lagged money 
balances can be combined into one com- 
wjsite term.-i e. (In y-ln m(-l)l. while 
:stimating eq (5.46). 

Therefore, eq (5.46) can now be re¬ 
written as: 

=■5(0) +5( 1) [if + e] + 6(2) (In y - In m(-l)] 
+ 5(2) [In y-ln m(-l)] 

+ 5(4) It + 8(5) i(-l) (5.48) 

where we have set it® = n and e* = e, and 
he error term e has been dropped. 


Considering that; y s (l+g) y(-l) and 
v = y/m, i e, velocity is the ratio of real 
income to real money stock, eq (5.48) can 
be further simplified to yield the following 
expression: 

i= 5(0) + 5(1) nf + e]+ 6(2) g 
+ 5(2) in v(-l) + 8(4) it 
+ 8(5) i(-l) (5.49) 

where v(-l) is the income velocity in the 
previous period. 

It is thus obvious that the above equa¬ 
tion is easily capable of being integrated 
into the merged framework as the intere.st 
rate is seen to be influenced by two of the 
three targets of the merged model, i e, 
inllation (n) and growth (g), as well as by 
an instrument, i c, exchange rate changes 
(e). 

Eq (5.49) can be re-written as: 

8(4) It - 5(2) g + i = 8(5) i(-I) 

+ 8(l)c+5(6) (5.50) 

where: 5(6) = 8(0) +8(1) i, 

+ 8(2)lnv(-l) (5.51) 

STRlirrURE OI THE iNTt-ORATOJ MoDEL 

The structure of the integrated mcxlel, 
comprising eqs (5.14), (5.22), (5.34) and 
(5,50), is .set out in Table 3 below. 


VI 

Monetary Stabilisation with Growth 


The Model 


The structure of the growth-oriented 
financial programming model, compris¬ 
ing eqs (5.14), (5.22), (5.34) and (5.50), 
can be set out in matrix notation as fol¬ 
lows: 


1 -0(1) -0(2) 0 


AR* 

1 B(l) B(2) 0 


K 

Y(l) 1(2) y(3) -Y(7) 


g 

. 0 -6(4) -5(2) 1, 


i 

0 0 0 0 


AR*(-l) 

0 0 0 0 


s(-I) 

0 0 0 -y(8) 


g(-l) 

. 0 0 0 8(5), 


, i(-l)j 



—0(3) 

-A(4) 

+ 

0 

B(3) 


0 

7(4) 


0 

8(1) 


0 


+ 

fi(4) 



7(6) 



5(6) 



0' 


ADC 

1 


e 

7(5) 


AF* 

0 




...( 6 . 1 ) 


which can be written as; 


A(0) X = A(I) x(-I) + 8(0) u + 7,(0) 

( 6 , 2 ) 


Tabij- t: .SiRiif-ri’iii-. omir lm>ciRAThu Approach 


Targets. 

AR» 

change in foreign exchange reserves 


It 

rate of inflation 


g 

real growth rate 


1 

nominal interest rale 

Lagged Target; 

i(-I) 

nominal interest rate in the previous period 

Instruments 

Aixr 

change in domestic credit 


e 

rate of change in the nominal exchange rate 


AF» 

change in foreign borrowings 

Rxogenous 

X* 

exports 



foreign inflation rate 


'f 

foreign interest rate 

Predetermined 

Y»(-l) 

nominal income in the previous period 


Z‘(-l) 

nominal imports in the previous year 


R*!-!) 

stiKk of foreign reserves in the previous period 


F*(-l) 

.stock of foreign buirowings in the previous period 


E(-l) 

nominal exchange rale in the previous period 


s(-l) 

savings propensity in the previous period 


v(-t) 

velocity in the previous period 

Parameters- 

V 

velocity of money 


in 

tnai^inal propensity to import 


b 

import response to exchange rate changes 


s 

marginal propensity u> save 


k 

incremental output-capital ratio 


d 

depreciation rate 


1 * 

savings response to intere.st rate changes 


holey. (I) Domestic crcdilfA DC) is measured in billions of rupexis, white income (Y*). expons 
(X*). imports (Z*). foreign capital inflows (F*) and foreign exchange reserves (R*) are all 
measured in billions of US dollars. (2) The predetermined variable, E(-1), is the lagged value 
of the average nominal exchange rate which is deflned in terms of rupees per US dollar, while 
the instrument (e) is the rate of change of the exchange rate, given by e = AE/Et-I). (3) The 
domestic interest rate (i) is proxied by the I -year term depo.sit rate while the foreign interest 
rate (ip is proxied by the I-year LIBOR. (4) The domestic inflation rate (it) is measured by 
the average wholesale price index while (he foreign inflation rate (xp is measured by the US 
consumer price index 
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where x s [AR* 7 Cgi]'isa( 4 xl)target 
vector; and 

u = [ADCe AF*r is a (3x1) 
vector of instruments; 
z(0) s (4x 1) vector of exogenous 
and predetermined vari¬ 
ables; 

and A(0), A( I) and B(0) are appropriately 
dimensioned matrices of time-varying co¬ 
efficients. 

To apply the above theory for the Indian 
economy to obtain stabilisation policy 
options for 1998-99, we require data on: 
(I) the three instruments. ADC, e and AF*, 
for 1998-99; (2) the three exogenous 
variables, X*, w,- and if. for 1998-99; 

(3) The eight predetermined variables. 
i(-l), Y*(-l), Z*(-l), R*(-l), F*(-l), E(- 
I), s(-l) and In v(-l), for 1997-98; and 

(4) the seven parameters, v, m. b, s, k. d 
and t*. All the.sc are given below;' 


ADC 


1145 


Y*(-l) = 

336.5 

e 

= 

0.15 


Z*(-l) = 

51.1 

AF* 

sr 

6.0 


R*(-l) = 

29.4 

X* 

= 

45.0 


F*(-l) = 

94.4 


= 

0.02 


E(-l) = 

37.16 

‘f 

= 

0.06 


s(-l) = 

0.266 

i(-l) 


0.11 


In v(-l)= 

0.3784 



v 

= 

1.41 




m 

= 

4.2997 




b 

= 

1.4838 




s 

= 

0.26 




k 

= 

0.2176 




d 

S 

0.0183 




i* 

S 

357.92 



The above data set. along with eqs 
(5.15). (5.23). (5.35), yields the estimated 
parameters of eq ( 6 . 1 ) which can then be 
used to solve the m<Klel in its positive, 
programming and option modes. 

The Positive Moiji-. 

The estimated parameters of the model 


are given below: 




ad) 

= 238.65 

B(4) 

= 

-5.6056 

0 ( 2 ) 

= 238.65 

Y(l) 

= 

0.000647 

a(3) 

= 0.0269 

7(2) 

= 

-0.0383 

0(4) 

= 29.40 

7(3) 


0.9434 

K( 1 ) 

= 75.82 

7(4) 

= 

0.0420 

B( 2 ) 

= 219.71 

7(5) 

= 

0.000647 

B(3) 

= 134.72 

7 ( 6 ) 

= 

0.0396 


y(7) = 0.2315 
Y( 8 ) = 0.2315 
S(l) = 0.0540 
8(2) = 0.9430 
8(4) = 0.0686 
8(5) = 0.4594 
8 ( 6 ) = -4).0214 

Substituting these values into eq ( 6 .1) 
yields the estimated forms of the matrices 
A(0), A( I), B( 0 ), as well as the vector 
z(0). Solving eq (6.2) for x yields the 


following positive mode of the integrated 
system; 


X =s Ax(-l) + Bu -t- z (6.3) 

where A = A(0)’'A(1) (6.4a) 

B = A(0)"'B(0) (6.4b) 

z = A(0)"'z(0) (6.4c) 


whose estimated form is given by: 

AR*] [OO 0 -12.159] fAR*(-l) 
n = 0 0 0 -0.1623 Tr(-1) + 

g 00 0 0.1113 g(-l) 

i loo 0 O. 5533 JI i(-l), 

-0.007082 97.12439 0.73682]fADC' 
0.000078 0.54823 0.00289 e 

0.000005 -0.01807 0.00020 AF* 
0.000011 0.07457 0.00039JI 

-8.77698 

+ -007820 (6.5) 

0.04142 

0.01377 , 

The ex-ante forecasts of the four targets 
(AR* Jt, g and i) for 1998-99 can be 
obtained by setting; (i) the lagged target 
variable at its historical level for 1997-98 
given above, i e. i(-l) = 0.11; and (ii) the 
three instruments at their predicted 
levels for 1998-99 given above, i c, 
ADC = 1145, e = 0.15 and AF* = 6. This 
y ields: AR* = 0.77, k =0.0924, g = 0.0584 
and i = 0.1001, implying a re.serve accre¬ 
tion of about $0.8 billion, an inflation rate 
of about 9.2 per cent, a growth rate of 
about 5.8 per cent and an (equilibrium) 
interest rate of about 10.0 per cent. All 
these forecasts, which are inherently plau¬ 
sible. testify to the robustness and stability 
of the merged framework and .suggest that, 
despite the misgivings of several Fund and 
Bank economists, e g. Reinhart (1991), 
regarding the useiulne.ss of such an ap¬ 
proach due to the inherent in.stability of 
some of its key parameters, it could provide 
a robust framework for designing growth- 
oriented stabili.sation policy packages. 

In Table 4. which is based upon the 
estimated form of the matrix A(0)~' B(0) in 
eq (6.4b), the elements of each column 
represent the total impact of the concerned 
exogenous variable, as a result of setting 
it at its predicted level given above, upon 


the corresponding target. The sum of the 
differential impacts of these three policy 
settings (inclusive of the lagged target 
variable and the intercept term) provides 
the overall forecast of the concerned 
target variable. The results suggest that: 
( 1 ) domestic credit is a powerful instru¬ 
ment as it has a considerable impact on 
reserves, inflation and growth; ( 2 ) devalu¬ 
ation, although inflationary, has a poten¬ 
tial for increasing reserves without caus¬ 
ing any considerable contraction in out¬ 
put: and (3) capital inflows are inflation¬ 
ary and their impact on output expansion 
is insignificant. The results also indicate 
that a 15 per cent nominal devaluation, by 
increasing the rate of inflation by 8.2 per¬ 
centage points, would result in a real 
devaluation of about 6.8 per cent. 

The pROGRAMMiNfi Mode 

The excess of targets (AR*. Jt, g, i) over 
instruments (ADC. e, AF*) makes it im¬ 
possible to solve the model in its pure, 
programming mode. However, heuristic 
guidepost solutions for deriving a ‘robu.st' 
policy can still be obtained. To do so, we 
pre-multiply eq (6.3) by its tran.spo.se, i e, 
B'. and solve the resultant expression in 
terms of u obtaining: 

u = B*x - z* ( 6 . 6 ) 

where B* = (B’Br'B’ (6.7a) 

z* = (B'B)‘’b'IAx(-1) + z 1 (6.7b) 

which will exi.st considering that the in¬ 
verse of B'B exists. However, it needs to 
be noted that the .set of policy response 
functions constitutes only a 'heuristic' 
version of the programming mode be¬ 
cause although it docs prescribe the levels 
at which the three instruments should be 
set on the ba.sis of the four desired targets, 
this policy setting will be unable to attain 
all the targets simultaneously and there 
will be a certain amount of deviation 
between the desired and realised targets. 
However, the ensuing policy prescription 
will be the most “robust" one inasmuch as 
the sum of squared deviations between the 
desired values of the four targets and their 
respective realisations will be minimal, 
i e, it will correspond in a sense to the least 
squares estimator of u (Rebonato 1996]. 


Table 4; Dietereioial Impacts of the Policy Settings 


Contribution of: Impact on. 



Domestic 

(ADc = 114.S) 

-8.11 

0.08<).t 

0,0057 

0.0126 

Exchange rate 

(e = ().I.S) 

14.37 

0 0822 

-0.0027 

0.0112 

Capital inflows 

(AF* = 6 0) 

4.42 

0.017.3 

0.0012 

0.0023 

Lagged interest rate 

(L, =0.11) 

-1..74 

-0.0782 

0.0122 

0.0137 

Exogenous factors 


-8.78 

-0.0179 

0.0414 

0,0609 

Total 


0.77 

0.0924 

0.0584 

0.1001 
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Using the estimated matrices A. B and' 
z specified in eq (6.S) above, and setting 
i(-I)sO.I I, we obtain the following esti¬ 
mated form of eq (6.6). 

ADC 
e = 

AP 

-37.16 7426.9 28220.7 636.37] fAR* 

0 1.1871 -17.701 0.39.34 n 

I -8.S.089 2604.52 -45.7381 g 

Jl i. 

1224.5 
-1.0346 

134.42 (6.8) 

Thus, it is seen that domestic credit is 
inversely related to reserves and posi¬ 
tively related to both inflation and growth; 
exchange rate depreciation is po.sitively 
related to inflation and interest rates and 
negatively to gmwth; while capital Hows 
are positively related to reserves and 
growth and negatively to inflation and 
interest rates.^ The programming mode 
implies that target values for reserve 
accumulation (AR*), the inflation rate (n), 
the growth rate (g) and the interest rate 
(i) must initially be assigned in order to 
obtain the corresponding instrument 
values. Setting AR* = 2.0 (i e. a reserve 
accumulation of $ 2 billion), n= 0.09 
(i e, a 9 per cent inllation rate), g = 0.06 
(i e, a 6 per cent growth rate) and i = 0.10 
(i e. an equilibrium interest rate of 10 per 
cent), we solve eq (6.8) above obtaining; 
ADC = 1126, e = 0.1187 and AF = 11.6. 
This implies that dome.stic credit expan¬ 
sion would have to be constrained to about 
Rs 1.126 billion, the.nominal exchange 
rate should be allowed to depreciate by 
just about 11.9 per cent above its average 
level of Rs 37.2 per US dollar in 1997-98 
and capital intlows should be of the order 
of around $ 12 billion. Apart from the fact 
that the current exchange rale depreciation 


ADC= -37.16AR*+7426.9if+28220.7 g 
+ 636.37 i - 1224.5 (7.1a) 

c = 1.1871 ft - 17.701 g + 0.3934 i 
+ 1.0346 (7.1b) 

AF* s 1.0AR*-85.089It + 2604.52g 
- 45.7381 i - 134.42 (7.1c) 

Based upon the results of the previous 
section, the objective now is to design a 
feasible growth-oriented stabilisation 
package and obtain guicteiines regarding 
' the spectrum of alternative ‘robust’ policy 
options which can attain the desired 
objectives. 

As such, we continue to target a 6 per 
cent growth rate and a 9 per cent inflation 
rate. Therefore, setting g^.06 andics0.09 
in eq (7.1) above yields: 

ADC= -37.16 AR* + 636.37 i 

+ 1137.12 (7.2a) 

c = 0.3934 i + 0.0794 (7.2b) 

AF* = 1.0 AR* - 45.7381 i 

+ 14.19 (7.2c) 

The above system which is now u.sed 
to determine 'robust' policy options com¬ 
prises a .set of three equations in five 
unktK)wns which implies that any two of 
them (except the combination e and i) can 
be targeted exogenously and this would 
yield solutions for the remaining three. 
However, an exchange rate alignment 
perspective would suggest that the ex¬ 
change rate ought to be determined endo¬ 
genously and, as such, we shall not target 
it a priori. Therefore, with two degrees of 
freedom and with only four variables to 
choose from, this implies that we have six 
alternative stabilisation options. The re¬ 
sults of these alternative simulation exer¬ 
cises are provided in Table 5. 

The resulLs clearly indicate that there 
exists a wide spectrum of alternative, and 
more importantly, feasible policy options 
which arc capable of attaining the desired 
objectives (of a 6 per cent growth rate and 


a'^ per cent inflaticm rate). Option # I is 
essentially a base run scenario which 
indicates that if the interest rate and re¬ 
serve accretion remain in the neighbour¬ 
hood of dteir current projections, then the 
nominal exchange rate must be allowed 
to depreciate by about 12.3 per cent. In 
such a case, the desired level of 'tedit 
expansion would also be unaltered vis-a- 
vis its initial projection although the 
optimal level of capital inflows could turn 
out to be very high. 

Although Options # 2 and # 3 both target 
zero reserve accretion (AR* = 0). they 
provide an interesting .study in contrasts. 
While the amount of credit expansion is 
almost identical in both the options, the 
former calls for a much higher level of 
capital inflows ($ 9.6 billion), a reduction 
in the interest rate (to 9.9 per cent) and 
a lower level of exchange rate deprecia¬ 
tion; while the latter invokes a lower level 
of capital inflows ($ 8 billion), an increase 
in the interest rate (to 13.6 per cent) and 
a higher rate of exchange rate deprecia¬ 
tion. However, going by the recent treirds 
in exchange rate movements, it .seems that 
the latter option is the more feasible one. 

Option # 4 is essentially a ‘cold turkey’ 
strategy as it invokes the classic Fund 
prescription of a strong dose of credit 
restraint and devaluation, coupled to a 
substantial increase in the interest rate. 
While reserve accretion is certainly im¬ 
pressive at almo.st S 1.9 billion, it would 
require additional capital inflows to the 
extent of$ 10.1 billion (almost on the lines 
of an IMF ‘bail-out’). 

Options # S and # 6 are the most inter¬ 
esting ones because they ate basically 
‘gradualist’ strategies that are diametri¬ 
cally oppo.sed to the Fund prescription set 
out above. Both advocate strong credit 
expansion, a milder dose of devaluation, 
and a moderate increase in the interest 
rate. More importantly, they do not need 


has already overshot this optimal level, 
the above policy package calls for an in¬ 
ordinately high level of capital inflows 
which, apart from being improbable in the 
current economic milieu, could be highly 
dest-abilising. We thus have to treat the 
above instrument setting as unfeasible and 
therefore revert to the option mode of the 
system. 

VII 

Designing Alternative Stabilisation 
Policy Options 

In order to obtain greater insights into 
the trade-ofts implicit in designing growth- 
oriented siabili.sation policy, we expand 
eq (6.8) above obtaining’ 


Tabu .S; Stabiu.s \nns Policy Omions for MACRO-EcoNoMir Aojustmew 


Option 

ADC 

c 

AF* 

AR* 

• 

#1 

1170 

0.1227 
(Rs 42 .34/$) 

102 

I* 

O.ll* 

#2 

12 m)* 

0.1183 
(Rs 42.01/$) 

9.6 

0 * 

0.0988 

#3 

1223 

0.1327 
(Rs 43.08/$) 

8 .0* 

0 * 

0.135.3 

84 

11.30* 

0.1.30.3 
(Rs 42.92/$) 

lO.I 

1.9 

0.13* 

#.S 

127,3* 

0.120.3 
(Rs 42.18/$) 

7..3* 

-1.9 

0.1045 

#6 

1314 

0.1266 
(Rs 42.6.3/$) 

6 .0* 

-2.7 

0 .12* 


Nfttes: (I) In each option. Ihc two starred figures are the values fixed exogenously for the concerned 
variable. The .3-equation system was then solved for the remaining three variables: f2)The 
figures in parentheses below each esiimale of e indicate the average corresponding exchange 
rale that must prevail over the .second half of 1998-99. 


112 


Economic and Political Weekly January 16-23, 1999 



to be financed by large capital inflows 
adthough they do entail a drawdown of 
reserves. The last option, which seems the 
most feasible one in terms of implemen¬ 
tation. broadly suggests that the average 
exchange rate should be contained at 
around Rs 42.63 per US $ over the second 
half of 1998-99. while the interest rate 
should be increa.sed marginally to around 
12 per cent. This would allow the desired 
growth and inflation targets to be achieved 
with a much lesser requirement of capital 
inflows ($ 6 billion), although it would 
involve a higher-than-projected level of 
reserve drawdown ($ 2.7 billion). 

Thus, it is seen that by integrating the 
interest rate into the merged framework, 
the extended model is better suited for 
analysing alternative stabilisation options 
as it exploits the underlying comple¬ 
mentarity between monetary reform and 
growth-oriented adjustment programmes. 
The mo.st important lesson learnt from 
the.se exercises is that there exist policy 
options that, despite being oppo.sed to the 
conventional thinking on this subject, arc 
feasible and sustainable as they do not 
involve excessive reliance on foreign 
borrowings and/or reserve depletion. 

» 

VIII 

Conclasions 

The attractiveness that characterises the 
financial programming framework of the 
Fund and the financial requirements frame¬ 
work of the Bank is that they require little 
data to work with and arc relatively easy 
to utilise. However, these two models 
per se do not contribute much to an un¬ 
derstanding of the complex policy re¬ 
sponses that arc required to design a 
stabilisation package that will simulta¬ 
neously eliminate macro-economic im¬ 
balances (in the form of BOP disequilibria 
and rising inflation) as well as raise the 
growth rate. 

The composite model prc.scnted here 
represents a synthesis in technical terms 
of these two sub-models and not only 
carries forward their appealing simplicity 
and their potential flexibility, hut is also 
better equipped to investigate issues in¬ 
volving growth-oriented adjustment. More 
importantly, the merged model endog¬ 
enously eliminates unattainable growth 
paths, and therefore the planner does have 
the option of modifying the instruments 
in order to achieve the BOP and inflation 
targets consistent with the remaining set 
of feasible growth trajectories. So, if used 
flexibly and with the neces.sary care, the 
merged model is capable of drawing at¬ 
tention to the possible trade-offs which 


policy-makers have to face while design¬ 
ing stabilisation growth-oriented pro¬ 
grammes. However, it needs to be noted 
that while the merged model does yield 
very useful insights into the basic relation¬ 
ships between the BOP, inflation and 
interest rates that would need to be taken 
into account while designing programmes 
in which growth is an explicit objective, 
the pre.sent version repre.sents only a natural 
first step in the search for an integrated 
framework within which growth-oriented 
adjustment issues can be analysed. 

All this highlights the need for sound 
financial policies to back growth-oriented 
adjustment programmes in order to create 
an atmosphere of confidence in the future 
of an economy and its management. 
Without such confidence, savings willtend 
to be transferred abroad and private inves¬ 
tors will either postpone or cancel domes¬ 
tic capital investments. One of the unfor¬ 
tunate consequences of weak confidence 
in macro-economic management is that 
domestic interest rates would have to be 
rai.sed to very high levels to avoid capital 
night but, at such levels, borrowings for 
productive purposes could well be dis¬ 
couraged leading to a dampening of eco¬ 
nomic activity. 

Therefore, changes in interest rates and 
other financial reforms must be co-ordi¬ 
nated with the policy actions that are part 
of the stabilisation programme. The ex¬ 
periences of a number of developing coun¬ 
tries with financial reform seem to suggc.st 
that this co-ordination is especially vital 
during the early phases of the adju.stment 
programme. In particular, certain combi¬ 
nations of policies can be potentially 
destabilising for a financial system un¬ 
dergoing major structural change. For 
example, if a large fiscal deficit is being 
financed through excessive market bor¬ 
rowings by the government, then there 
could be limited scope for the .successful 
implementation of a sound interest rate 
policy or a financial reform programme. 
The nsc in intere.st rates that would be 
as.sociated with sueh a fiscal deficit could 
potentially lead to destabilising changes 
in the flow of funds in and out of the 
financial system as well as between dif¬ 
ferent types of financial institutions or 
instruments. The inability to control fiscal 
deficits is often considered to be one of 
the most important factors that contribute 
to the failure of growth-oriented adjust¬ 
ment programmes and, as such, until the 
fiscal accounts can be brought under 
control, major financial reforms may have 
to be deferred. 

While all these potential pitfalls make 
the process of monetary reform and finan¬ 


cial liberalisation a rather hazardous one. 
they should not be viewed as a rationale 
for maintaining high negative yields on 
domestic financial instruments and an 
inefficient financial system. While growdi- 
oriented adjustment programmes often 
warrant a sharp incrca.se in interest rates, 
very often such an excessive i ncrease could 
affect investment and create problems with 
capital flows. In such a situation, it may 
be more appropriate to adju.st interc.st rates 
gradually as the new stabilisation and 
financial reform policies take hold. For 
this to be successful, however, the public 
would have to believe that the authorities 
were committed to carrying out the re¬ 
forms based on realistic objectives. If such 
a perception is established, then the 
maintenance of positive yields on domes¬ 
tic financial instruments would strengthen 
dome,stic savings and the finaiK'ial system. 

With many developing countries irre¬ 
vocably committed to liberalising their 
domestic financial systems, the twin is¬ 
sues of interc.st rate and exchange rate 
determination, in general, and ihe manner 
in which they can be expected to behave 
in the changed environment and respond 
to domestic and foreign influences, in 
particular, is becoming increasingly im¬ 
portant. Only when the behaviour of in¬ 
terest rate^ and exchange rates is well 
understood will it be possible to predict 
their effects on key macro-economic 
variables such as BOP, inflation, savings, 
investment and, above all. economic 
growth. After all, to affect these variables 
is the real purpose for which all 
liberalisation policies have to be designed. 

Notes 

[This IS a revised version of the paper piescnted 
by the author at the workshop on ‘Fuluie Directions 
for the Indian Economy. Macro-economic Issues 
Relating to Finance and Capital’, held at Ihe 
Gokholc Institute of Politics and Economic, Pune, 
from December 4-6, 1998.] 

1 All the seven parameters of Ihe mottel. as well 
a.s the five coefficirnts of the inle.\'st rate 
equation, were cstiiiiated using the Kalman 
niter time-varying parameter imxiel [Kao and 
Singh I99.S] and based upon annual time senes 
data on the Indian economy over the penod 
1985-86 to 1997-98 The following structural 
equations were invoked during the estimatioq 
process: (i) Eq (.5 10) wa.s used to c.stimate'^:. 
(ii) Eq (S.I9) was used to estimate m^^d'^', 
(ill) Eq (5.26) was used to estimate k/atid d; 
(iv) Eq (5.27) was used to estimate ^'diid t; 
and (v) Eq (5.48) wi^'uscd to estindite 8(0). 
8 (IX ^2) S(4),„and 5(5) which, using eq 
(5.51), yielded 8(6).' 

2 That thm is no relidionshi'p between ARi and 
e is an important corollary of such a merger 
and needs to be explained . To do so, assume, 
fdk simplicity, that the imports function is 
given by: Z=Z(-l)+mAY - bAE. Substituting 
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this into the external sector financial constraint 
given hy. AR = (X--Z) -f AF. and rewriting it 
in lerms of AE yields: 

AE =(l/b)AR - (l/b)X + <l/b)Z(-l) 

+ (in/b)AY - (l/b)AF (a) 

Hq (a) implies that to increase AK by one unit, 
the increase in AE should be (l/b). Eq (a) is 
valid for the programming mode provided 
all iLs explanatory variables arc cither target 
or exogenous variables, and the latter set of 
variables are not affected by exchange rate 
changes. In the merged model, as AF is an 
instrument, it can no longer remain on the 
nghl-h:uid-sitlc of cq (a) and must be replaced 
appropriately To do so, substitute the invest¬ 
ment con.sirami given by I=.S-i-AF-AR. into 
an output equation given siinplistically by. 
AY = kl. and rewrilc the resulting equation 
in leniis of AF to yield: 

AF = (l/k)AY - S + AR (b) 

Eq (b) implies that lo increase AR by one unit. 
AF should be increased by one unit However, 
from cq (a), this implies that Ihc decrease in 
AE should be (l/b) Therefore, the requisite 
change in the exchange rate is seen to be /.eto. 
as the devaluation in the exchange rale required 
to increase AR by one unit is exactly offset 
by the revaluation that will lie required as a 
result of llie lonscqiienl increase in AF The 
basic siabilisalion implication of the result is 
that, once the large! inflation and growth roles 
are spccilied. the desired change in the 


exchange rale is uniquely determined, and any 
subsequent changes in desired reserves will 
have to be met either by changes in domestic 
credit or foreign borrowings. 
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Inflation Thi^eting 

Issues and Relevance for India 

R Kannan 

Some developed countries have practised inflation targeting as a part of monetary policy during the I99()s. 
Price stability is needed to create a stable and non-inflationary environment for resource allocation. Stable 
price expectations are necessary for long-term contracts. Successful inflation targeting requires credibility 
of the enforcing agency, u.sually the government and the central hank. Credibility in turn requires that the 
target he chosen carefully. This article reviews inflation targeting experience so far and analyses the issues 
related to it. It argues for developing an inflation model for India. Inflation targeting in India should watt 
until financial sector reform agenda is accomplished. 


INFLATION targeling is a pnxluct of Ihe 
I ‘)9()s. New Zealand and Canada wea* Ihe 
first to adopt an explicit target path lor 
prices followed by Ihe UK, Finland. Israel, 
Spain and Sweden. In the literature ot 
monetary economics, inflation targeting 
has an important position. The gain in 
popularity ot inllation targets can perhaps 
best be seen as a .step in the evolution ot 
monetary policy regimes in countries 
which have baiilcd to achieve or at least 
to maintain monetary and price stability 
over a period ol time. A number of coun- 
tiies have in the past pursued monetary 
aggregate targets or exchange rate targets, 
or both, as an intermediary goal along the 
path to medium-lcrm intlationary control 
The experience with .such intermediate 
targets had its disappointments. The an- 
nouncemeni of a specific goal lor ml lation 
IS nothing hut an attempt to anchor infla¬ 
tionary cxpi'ctation and develop a mea¬ 
sure ol conlidence in the conduct ol 
monetary policy in much the same way 
that monetary and exchange rate objec¬ 
tives were designed to do. 

It IS iniportaiil to mention that unlike the 
adoption ot monetary targets in the mid- 
1970s. inllation targeting practices had 
not been much influenced by academic 
discussion. Indeed, while inflation target¬ 
ing is obviously a manifestation ol the 
principle of long-run monetary neutrality, 
theie is a paucity of academic literature 
on operating monetary policy with ex¬ 
plicit inflation targets, compared with 
discussion on monetary targets, nominal 
GDP targets and exchange rate targets. 
Since in rndny circum.stances the announce¬ 
ment of inflation targets is a relatively 
lecent phenomenon, no country has yet 
operated with an inflation target through 
an entire businc.ss cycle. 

The intellectual routs of inflation targets 
are much older. Alfred Marshall (1887), 
Knut Wicksell (1898) and Irving Fisher 
(1922) were early advocates of a price 
level target for monetary policy. The 


operationalisation of price stability target 
in actual monetary policy arrangement has 
been subject to periodic changes starting 
from the classical gold standard through 
the monetarist idea of targeting of the 
money supply to the recent direct com¬ 
mitments by central banks to low and 
stable inflation. The gold standard was, 
by Its very nature, a system designed to 
maintain the value of money in the long 
term, since the value of gold was expected 
to icmain .stable. Gold was, therefore, 
accepted as a standard unit of account and 
the national currencies were pegged to it. 
llic eventual abandonment of gold as the 
universal measure of value in the 1910.s 
happened in a situation where the value 
ot gold vis-a-vis most commodities was 
rising sharply and hence maintenance of 
the gold standard seemed to lead to serious 
deflation in many countries. Alter Ihe 
second world war, the influence ol 
Keynesianism de-emphasised the idea of 
price stability as the main goal of mon¬ 
etary ptilicy. The most recent develop¬ 
ment which has taken place in the I99()s 
IS the idea of targeling inflation directly 
which has become increasingly attractive 
worldwide and a number of central banks 
have actually made a formal commitment 
to low inllation. 

The basic reason lor adopting price 
stability as the primary objects of mon¬ 
etary policy is to create a stable and non- 
inflationary environment for resource 
allocation and to stabili.se price expecta¬ 
tions which is an essential requirement for 
long-term contracts. In general, price 
stability refers to a situation where money 
maintains its purchasing power hence the 
first inclination would be to a future price 
level target as the goal that is most con¬ 
sistent with the concept of price stability. 
However, with the passage of time, most 
economics and policy-makers opt for 
inflation targeting as the goal of monetary 
policy to emphasise the stabilisation of the 
rate of inflation permanently at a low 


level. We must be very clear that there are 
fundamental theoretical and practical dif¬ 
ferences between price level targeting and 
inflation targeting. A low inflation target 
does not guarantee price stability in the 
long term. Even an annual rate ot inflation 
ol 2 per cent means that prices will double 
in 36 years, i e, within one generation. 

Inflation targeting has its origin from 
two important issues The first is the 
pmbicm of credibility. Explicit commit¬ 
ments have been made in order that the 
private .sector will be convinced to the 
authorities’ good faith and make a low 
inflation equilibrium sustainable and at¬ 
tainable at minimum cost. The .second 
problem is known as ‘policy engineering’ 
which refers to the task of bringing about 
price stability. After episodes ol exchange 
rate targeting and monetary targeting, the 
inflation target embodies the wi.sdom of 
Milton Friedman (1975) who demonstrated 
that It was optimal to target tlie final variable 
directly rather than via an intermediate 
target. Inllation targets are therefore a 
mixture of the solution to the problem ol 
how best to convince economic agents 
regarding the authorities’ good intentions 
and to the problem ol how best to carry 
them out. 

Inflation targeting has found widespread 
acceptance in recent years. But the em¬ 
pirical case supporting them remained 
rather flimsy. It is useful therefore to 
compare the performance of an inllation 
target against that of other potential 
monetary policy strategics. In general, 
economic literature suggests three strat¬ 
egies. viz, inflation and GDP targeting, 
nominal GDP targeting and monetary 
targeting (Bryant ct al 1993). Inllation and 
GDP targeting is simply a hybrid intlauon 
targeting which places a non-zero weight 
on the stabili.sation of output relative to 
the trend. Such a rule would be consi.stent 
for those authorities having an optimal 
rate of inflation which guards against the 
significant real co.sts associated with too 
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rapid disinflation. Nominal GDP target¬ 
ing could be considered a slightly more 
restrictive variation of this rule which 
places equal weight on the stabilisation of 
inflation and output relative to their target 
value. The experiences of countries indi¬ 
cate that if supply shocks are more preva¬ 
lent, nominal GDP targeting is the better 
monetary policy response. Monetary tar¬ 
geting was given up by many countries 
consequent to the financial liberalisation 
process and higher volatility found in 
money velocity. 

This article is organi.sed in four sections. 
Section 1 gives a brief account of intlation 
targeting practices in various countries 
and the issue.s a.s.sociatcd with the.se 
practices are discus.scd in Section 11. 
Factors contributing to its relevance for 
India are discus.sed in Section III. 

I 

Experience of Other Countries 

An Inilalion target was first adopted in 
New 2U:aland in 1990 under policy targets 
agreement between the governor of the 
Reserve Bank of New Zealand and the 
minister of finance. Canada followed this 
approach in 1991, Israel in December 1991. 
UK in October 1992. Sweden and Finland 
in February-March 1993, Mexico in Sep¬ 
tember 1994 and Spain in November 1994. 
Although Au.stralia has had a quantitative 
inflation objective, it is very difficult to 
precisely date its introduction. Some of 
the industrial countries, which continue to 
adhere to intermediate targets, have re¬ 
cently sought to clarify their price stability 
objectives numericaly. For example, within 
Eunipc, Gennany. France, Italy and Por¬ 
tugal have all specified in quantitative 
terms their medium-term inflation goal. 
Each of these countries also had a recent 
history of relatively high inflation and had 
previously adopted intermediate targets 
such as monetary or exchange rate targets. 
After switching to inflation targets, their 
inflationary rates fell sharply and in some 
cases more rapidly than what the authori¬ 
ties had expected fTablc I, Graph). 

Although practices adopted by these 
countries are not identical, one could see 
a number of commonalities in terms of 
target, transparency and credibility mca- 
.surcs (Table 2). The targets are typically 
defined in terms of an inflation range 
about 2 to 3 percentage points wide de¬ 
pending upon the degree of openness and 
the strength of monetary policy transmis¬ 
sion channels, etc. Given the lags in the 
transmission process, monetary policy is 
tightened if inflation is projected to over¬ 
shoot the target and eased if inflation is 
projected to fall below the target. To 


increase transparency and to Iwlp focus in 
containing inflationary expectations, and 
also to enhance the effectiveness of 
monetary policy, many inflation target¬ 
ing countries release official inflation 
foreca.st.s .several times a year. Attempt 
is also made to boost the credibility of 
the target by explicitly announcing 
the accountability of the central bank 
executives. 

The adoption of inflationary targeting 
in Australia in the second half of 1993 was 
the result of a joint commitment by the 
central bank and the government, 
Australia’s inflation objective was ini¬ 
tially adopted by the Reserve Bank uni¬ 
laterally with the government endorsing 
this policy later. The timeframe over which 
the underlined inflation is to be measured 
and the acceptable extent and duration of 
deviations from the central bank tendency 
are not precisely specified due to stochas¬ 
tic behaviour of prices and the difficulties 
involved in forecasting inflation. Hence 
2 to 3 per cent should be interpreted as 
a broad central tendency for inflation thick 
point rather than as a narrow target band. 
While 2 to 3 per cent objective was not 
openly announced, it is increasingly found 
in the Reserve Bank policy statement and 
other public utterances over the past couple 
of years. 

In the case of Spain, the adoption of 
inflation targeting was partly institutional 
and partly technical. On the institutional 
front, the Bank of Spain attained autonomy 
in June 1994 and price stability objective 
was put in place and the Bank of Spain 
was given statutory responsibility to pursue 
it. Hence, the new monetary policies frame¬ 
work aimed to improve transparency in 
the setting up of monetary policy and to 
bol.ster credibility. At a technical level, the 
adoption of inflation target coincided with 
the abandonment of broad money aggre¬ 
gate due to increasing incidence of unpre¬ 
dictable broad money velocity shift, con¬ 
sequent to financial liberalisation and the 
entry of Peseta into the exchange rate 
mechanism in 1989. There had been 


periods in which it was difficult for the 
central bank to reconcile the desirable 
course of monetary aggregates with the 
Peseta’s positions within the established 
bands. 

The introduction of stabilisation pro¬ 
gramme in Israel in 1985 paved thc^ 
way towards some orderliness in the con-’ 
duct of monetary policy. Since Decem¬ 
ber 1991, crawling exchange peg rate was 
in operation. An announcement of the 
explicit inflation target coincided with the 
move to a crawling peg. Indeed the infla¬ 
tion target helped ilietate the course of 
exchange rate crawl. Inflation target in 
Israel was first announced at the end ot 
1991 as a part of transition from a hori¬ 
zontal exchange rate band to a crawling 
band regime. The rate of crawl under the 
new system was determined by the gap 
between the inflation target and inflation 
among Israel’s main trading partners and 
this rate of crawl had been lowered pro¬ 
gressively, both as a means of and as a 
reflection of inflation control in Israel 
However, while the inflation target was 
initially linked to the prevailing exchangi- 
rate system, its importance for monetary 
policy has grown suKstantially. Since 1994. 
the target has been formally endorsed bv 
the cabinet. The asymmetry of the ex¬ 
change rate distribution during the period 
of crawling band is the result of dual 
objective of exchange rate policy, viz. to 
control inflation so that sensitivity to afford 
deviation from the mid point rate was 
particularly great. In a small open econo.ny 
such as Israel, exchange rale place a cru¬ 
cial role as the principal anchor for policy 

In the ca.se of UK, having tried both 
monetary and exchange rate targets since 
the I97()s, inflation target was the la.st in 
a long line of monetary regimes. The 
credibility of the authorities wa.s no doutvs 
enhanced by the publication of the Bank 
of England’s quarterly inflation report, 
which is the bank’s independent assess¬ 
ment of inflationary trends in the country. 
The publication of the minutes of the 
meeting between the chancellor and the 


Table t: AvtRACife Inflation Ratt. in Selected Economies 


Year/Couniry 

1981-90 

1990-91 

1991-92 

1992-93 

1993-94 

1994-95 

1 <195-96 

1996-97 

Aasiralia 

8.1 

3.3 

1.0 

1.8 

1.9 

4.7 

2.6 

0.8 

Canada 

6 0 

5.6 

1.5 

1.8 

0.0 

2.2 

1.6 

1 8 

Finlard 

68 

4.7 

2.6 

2.1 

1.1 

1.0 

0.6 

0.8 

Israel 

I8I.8* 

(79.9-f) 

19 0 

12.2 

10 9 

12.3 

10.1 

11.3 

9.3 

New Zealand 

10.5 

2.6 

1.0 

1.3 

1.8 

3.8 

2.3 

1.3 

Spain 

9.4 

5.9 

5.9 

4.6 

4.9 

4.7 

3.6 

2.0 

Sweden 

7.6 

9.3 

2.3 

4.6 

2.2 

2.5 

0.5 

0.2 

UK 

6.6 

5.9 

.3.8 

1.6 

2.5 

3.4 

2.5 

2.7 


Notes: I* For the period 1981-84. 

2-f For the period 1985-90. 

3 Figures for |9%-97 arc up to the third quarter. 


Economic and Political Weekly January 16-23, 199x 


116 



GltAPH Mj CHOWTH AMO INFLATION. 1979-80 TO 1996-97 



govcmoi. inter aha arc !>oine ot the steps 
initiated to enhance policy credibility, 
transparency and accountability The UK 
has chosen to target the rate of increase 
of retail prices excluding mortgaged in¬ 
terest payments Two factors weighed 
heavily in the choice of price index in the 
design of inilation target; Tirst the defini¬ 
tion of inflation under the target should 
reflect an assessment of where the costs 
of inflation lie. it should marry with the 
established thairy ; second, any credibility 
gains to be had by making the target public 
will depend on which index the public 
feels to be important. 

In the ca.se of Sweden, the Riskbank was 
Voiced to abandon the fixed rate exchange 
regime in 1992 and decided to let the 
Krona float. In a fixed exchange rate regime 


with price stability as the ultimate objec¬ 
tive, the exchange rate functioned as an 
intermediate goal of monetary policy. The 
central monetary policy indicator is then 
cross border flow of foreign cunency and 
the primary concern was then to ensure 
that the level of interest rates is such that 
the currency flows are in balance. With 
a floating exchange rate, monetary policy 
adopts some other intermediate target as 
an anchor, and hence inflation targeting 
became the anchor to monetary policy to 
contain inflation expectations. 

The Bank of Finland has so far been the 
only central bank that has announced an 
explicit inflationary target in terms of a 
single figure. A single figure was speci¬ 
fied since it was considered that it would 
provide a better guide for the formation 


ot inflation expectations, given the 
country’s inflation history and high infla¬ 
tion expectations due to substantial depre¬ 
ciation of Markka earlier. It was not claimed 
that the target should he met exactly every 
month. Because of temporary shocks, lags 
in the transmission policy and uncertainty 
about the policy deviations, temporary 
deviations by both sides were allowed 
The Bank of Finland defined the target in 
terms of underlined rate of inflation which 
is calculated from the consumer price index 
by eliminating the effects of government 
subsidies, indirect taxes, house prices and 
mortgage interest payments. These mea¬ 
sures were chosen with a view to limiting 
a number of potential disturbances, which 
would also avoid any explanation, by the 
authorities at a later stage. 
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Aspects of Inflation Target Practice 

The experience of various countries 
working with inflation target has given 
rise to some important issues, which are 
discussed below. 

Choice of Index 

There are differeni measures of inflation 
such as WPI, CPI. GDP deflator, etc. On 
theoretical grounds, the index most appro¬ 
priate for .serving as a target is that of GDP 
prices. But many econ«»mi.sts have argued 
in favour ol CPI, because CPI i.s more 
familiar, better understood by individuals, 
the method by which it is calculated is 
more precise and it is publi.shcd more 
often IFriedman 1994], However. CPI 
contains items which are subjected to 
relatively frequent supply .shocks, causing 
it to fluctuate widely. For this rca.son, 
many central banks tend to prefer the 
’underlying intlation rate’, i e, CPI ex¬ 
cluding items whose prices vary sharply. 
For example, in Canada, this applies to 
food and energy, in Britain it is the 
mortgage rate and in Finland it is apart¬ 
ment prices, the mortgage rate, taxes and 
subsidies. In the case of New Zealand, 
exogenous terms of trade shocks are 
excluded. In Israel, the monthly CPI fluc¬ 
tuates widely becau.se ot the movements 
m the prices ot housing, fruits and veg¬ 
etables and government controlled goods. 
However, Israel has cho.scn CPI as the 
inflation target for two important rea.sons; 
(i) the group of items whose prices fluc¬ 
tuate wiilely constitute 40 per cent of CPI 
so that deducting them would impair the 
credibility of the target, and (ii) indexation 
arrangements and CPI index contracts arc 
widespread in Israel and many financial 
assets arc CPI indexed. Hence the preva¬ 
lence of agreements indexed to the overall 
CPI is not sufficient to justify including 
volatile components in the target defini¬ 
tion. Indexing financial instruments to the 
CPI does not meet all the hedging needs 
of all consumers. While indexation made 
It easier to synchronise prices, price in¬ 
sertion still existed as a result of nominal 
rigidities. Hence simply announcing a low 
inflation target was not sufficient to re¬ 
duce actual inflation. Moreover indexation 
cau.sed shiK'k s to the price level to be trans¬ 
lated into a new level of inflation. How¬ 
ever. the economic literature suggests that 
indexation is a double-edged sword; it 
made price stability easier to maintain 
following lavoiirable inflation shocks but 
made it harder following adverse price .shocks. 

Alchian and Klein (1973) and later 
Goixlhait (1994) have argued that there 
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IS no good reason wny we snouia exciuae 
the price of future goods and services from 
die index. If we think consumers maximise 
utility intenemporarily, wc should .set 
policy with respect to an index that 
measures the relative price of current and 
future goods and .services. Hence they 
argued that lack of indexation in the 
economy is not a reflection of the cost of 
indexation per se. 

However, with reference to GNP defla¬ 
tor, it is important to mention that while 
this does include the price of recently 
produced a.sscts, it does not include the 
price of existing assets. Another consid¬ 
eration - one that suggests GOP deflation 
as an alternative - is that inflation targets 
are currently defined over indices that 
aggregate the prices of final goods. But 
what about transactions involving com¬ 
modities, raw materials or intermediate 
goods or labour? In principle, the prices 
that should be targeted are those where the 
c 1 st of i nflation is felt more acutely, where 
longer term nominal contracts predomi¬ 
nate. There i.s, therefore, an argument for 
including intermediate prices in the target 
measures of the price level. 

Speed of Approach to Target 

It IS important todistinguish the achieve¬ 
ment of inflation target in the medium 
term and in the short term. Usually the.se 
targets vary depending upon the period wc 
consider. For example, in the UK, the 
target has been I to 4 per cent in the .short 
to medium term I to 2..5 per cent in the 
medium term and less than 2 per cent in 
the long term. This left some flexibility 
about how rapidly the target should be 
approached. But there is a risk there. If 
the prc.scnt rate of inflation is very close 
t(. medium term objective, then, the infla¬ 
tion target would create some confusion 
in the minds of the public. 

[.evel of Target 

There is no uni form opinion even among 
policy-makers regarding the tolerable level 
of inflation. Furthermore, a question which 
often arises is; should the target be zero 
inflation or a small positive rate of infla¬ 
tion. Experience of various countries does 
suggest a need to target a positive inflation 
rate. In the case ofthc UK, RPIX inflation of 
2 [icrccni or less is regarded as tantamount 
to price stability. Once Federal chairman 
Greenspan asked a question, “What rate 
of inflation is sufficiently low that it does 
not materially enter business and house¬ 
hold financial decisions." This level in 
general is considered as price stability. 
Economic literature is also varied in this 
aspect. Some argue that 0.0 is a unique 


numocr - in Miuon rneoman s woru a 
Schelling point. Fisher (1994), Summers 
(1991) and Corden (1994) argue that 
rigidities in price estimation are sufficient 
reason to pursue a small single strict 
inflation r^er than an absolute zero. 
Summers (1991) has argued that a direct 
zero inflation regime removes the poten¬ 
tial for negative real rate of interest which 
might be appropriate at times to facilitate 
recovery. Hence Summers argued for a 
small positive rate of inflation. However, 
by far the most important fact is that no 
country has achieved absolute price sta¬ 
bility in the past SO years and even achieve¬ 
ment of low positive inflation over long 
periods has been quite rare, so our know¬ 
ledge of empirical behaviour of modem 
economies in the region of zero inflation 
is scant. The longest period of relatively 
stable low inflation in recent history 
occurred in Germany from 19.54 to 1971 
with an overall inflation of 2.3 per cent 
with a standard deviation of less than I 
per cent. However, in the la.st 3 years, 
inflation in many industrial countries lie 
in the region of 2-3.5 per cent. 

The basic rca.sons for adopting price 
stability are to create a stable and non¬ 
distortionary environment for resource 
allocation and to stabili.se price expecta¬ 
tions which is an c.s.sential requirement for 
long-term nominal wage and price con¬ 
tracts. In countries like India, price stabi¬ 
lity i.s the mo.st effective environment to 
protect the vulnerable section of the popu¬ 
lation. Some economists argue that a low 
inflation target docs not guarantee price 
stability in the long run. Even an annual 
rate of inflation of 2 per cent means that 
prices will double in 36 years, i e. within 
one generation. Moreover, it has been 
pointed out that in case of inflation tar¬ 
geting with random errors, uncertainty 
about future price level increases with the 
forecast horizon and hence price level 
targeting may be preferable (Fisher 1994]. 
If the target is to be the price level, 
periods of inflation will have lobe matched 
not by disinflation but by deflation 
and such deviations arc inherently 
costly. Historically, inflation .stability is 
more common than price level stability, 
although typically it occurs at low rates 
of inflation. 

While a target of zero inflation has often 
been suggested, arguments in favour of 
low positive inflation have also been put 
forward recently. Moreover it is argued 
that inflation should be targeted at its 
current rate because loss of economic 
output that accompanies a reduction in 
inflation is greater than any potential 
benefit (Gordon 1990). Summers (1991) 
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suggested that a long-term goal of 2 to 3 
per cent inflation is preferable on the 
grounds that the loss from low positive 
rate of inflation is likely to be small and 
that there is no evidence of instability 
resulting at low rate of inflation. Fisher 
(1994) suggested a range of 1 to 3 per cent 


Country Starting Inflation 
Date Target 


as the optimal rate of inflation because, 
first, it may be useful for the real rate of 
interest to be negative; secondly with 
positive productivity growth, a stable price 
level would imply declining nominal 
wages; and thirdly, measures of inflation 
are biased upwards. 


Width of Target Band 

The hand’s width must he sulTicient to 
encompass the impact of shocks to the 
price level which occur in the interval 
between setting of (Kiliey and its impact 
on inflation. The limitations to fine-tuning 


TABLt 2; iNFLAnuN Taroct Praitices in Various Countries 


Time 
.Sped Tic 


Caveats 


Transparency 

Measures 


Credibility 

Measures 


New Zealand March 
1990 


Canada February 

1991 


UK October 

1992 


Sweden Janiiaiy 
199-1 


Finland February 
199 < 


Australia ' 1992 


l.srael 1991 


Spain 1997 


Annual CM 
inflation rate 
(defined os the 
4-quarter rate of 
change) of 
0-2 per cent 


The underlying inflation 
measure which is now 
more widely n.sed, 
excludes the effects of 
exogenous shocks, for 
example, increases in 
indirect taxes, mortgage 
interest rales, and lerms- 
of-trade changes. 


Monthly publication of 
monetary policy statement, 
quaiterly release of 
inflation projection, and 
frequent press statements 
by Reserve Bonk officials 


12-month CPI 
inflation rale of 
I -2 per cent 


In practice, the Bank of 
('annda excludes food and 
energy pnees from the 
CPI (Xher caveats 
include indirect lax 
increases and terms-ot- 
tradc slocks (for example, 
a large increase in oil 
prices) 


Underlying 
inflation rate of 
I -4 per cent, to 
reach the bottom 
of this range by 
1997, 2 S per 
cent or le.ss 
iliercaflcr 


Underlying inflation is 
measured by the annual 
rate of change of the retail 
price index, excluding 
mortgage interest 
payments iRPIX) 


Annual rate of Nonc 
CPI inflation of 
2 per cent from 
1995. within a 
range of I per 
cent 


(.'PI inflation rate 
to be stabilised 
permanently at 2 
per cent by end- 
1995, 


In practice, an underlying 
inflation measure is used 
which excludes transitory 
efiecis of indiivcl taxes, 
government subsidies, 
house prices and mortgage 
interest payments from 
CPI 


Regular progress 
monitoring, particularly in 
the Bank of Canada's 
Annual Reptirt, but 
official inflation forecasts 
are not mode public 


Publication of quarterly 
'inflation report' by the 
Bimk of England 
(including us inflation 
outlook) and monthly 
monetary report and 
minutes of meettng 
between the chancellor 
and the governor by the 
treasury. 

Publication of inflation 
reports three tunes a year, 
hut reports lack cxplicii 
inflation forecasts. 


Publication of twice-yearly 
monetary policy report.s. 
and a quarterly inflation 
repon Occasional 
publication of inflation 
forecasts 


Underlying 
inflation rate of 
2-2 per cent on 
average over the 
course of the 
economic cycle. 


The underlying inflation 
measure excludes 
identifiable extraneous 
factors, for example, the 
effects of mortgage 
interest rate changes. 


Quarterly release of 
inflation figures, but 
official inflation 
forecasts are not 
made public. 


CPI. 8-15 per Gootl controlled prices 
cent for 1995 and energy prices. 

(updated 

annually). 

Below .2 per cent Mortgage interest payments 


The Reserve Bank Act of 1989 Yes 

defined price stability as the (updated 

.sole objective of monetary iuinually) 

policy. Policy target 

agreements arc negotiated 

between the Re.serve Bank and 

the government, subject to a 

highly public government 

override. The Reserve Bank 

Act was part of a decade-long 

senes of wide-ranging public 

sector reforms which 

culminated in the enactment 

of the Fiscal Responsibility 

Ad in 1994 

Joint announcement of the Yes 
inflation target by the minister 
of finance and the governor of 
the Bank of Canada There 
were no major changes to the 
BOC’s mandate, it remains 
responsible for the operution of 
monetary policy, subject to a 
highly public government 
overnde,» 


There were no major No 

institutional changes - the 
government still controls short 
tenn interest rates, although the 
Rank of England may 
detemiinc the tuning o( interest 
late changes 


l-here IS no legislated price No 
stability goal, in fact, the 
Riksbank can change the target 
at any tunc 


The inflation target was 
perceived as unrealistic and 
inappropriate, given the rising 
unemployment, and 
government endorsement was 
late. No accompanying 
institutional changes were 
proposed, but the Rank ot 
Finland has called for 'broad 
social commitment' to the 
target 

There were no major 
accompanying institutional 
changes 


Yc.s 


Yes 


No 


No 

medium 

term 


Economic and Political Weekly January 16-23, 1999 


119 




have to be recognised here. If tiK target 
is not defined in terms of underlying 
inflation, allowance might be made for 
variation in the target measure around the 
desired underlying level. Finally, a wider 
band is needed if the policy-makers plan 
to dampen the effect of supply shocks on 
output. However, there is a danger here 
that this would damage the credibility of 
the authorities' commitment to price sta¬ 
bility and raise the suspicion that the true 
target is the upper boundaiy of the an¬ 
nounced target rone. In chousing the band 
width, there is a trade-off between losing 
credibility because the target is missed 
and losing credibility because the target 
is so widened it provides little di.sciplinc 
for monetary policy. 

Countries which have adopted an infla¬ 
tion target have preferred a 2 to 3 per cent 
band to a specific point. Although Israel 
choseaspecific point for most oflhe peritxl 
recently, deviation from it led policy¬ 
makers to .switch to a 3 percent band in 1995. 

Hence it is important to note that setting 
a specific point fur the inflation target 
cannot be credible. At the same time there 
is a danger that public will a.scribe cred¬ 
ibility only to the upper end of the band 
so that it should he relatively narrow. The 
following aspects are important in deter¬ 
mining the width of the band: (i) The 
volatility of inflation depends on its level 
.so that the width of the hand should he 
set as a function of this. This means that 
with the reduction of inflation, the width 
of the band should be reduced. This is very 
important for countries experiencing high 
inflation, (ii) There is a sub.stitution be¬ 
tween width ol the band and the choice 
of the relative index. Excluding volatile 
:;omponents from the target index, as is 
lone in many countries, makes it possible 
to set a narrow band. 

One interesting question is whether 
specifying only an upper limit of the 
inflation target, us was done in Spain, was 
enough to guide policy-makers. Spain had 
eho.scn an up|)er limit for the inflation 
:argct which was consistent with Spain's 
:onvcrgencc programme. Setting a lower 
imit was not credible, given the starting 
x)int of inflation. 

Some economists argue that the infla- 
ton target should he defined in terms of 
datively wide fluctuation range even for 
:ountncs close to price stabi lity. Since the 
:redibility of an anti-inflationary policy 
las already been achieved in these coun- 
ries, expectations have also been adjusted 

low levels til inflation. F.ven though 
.here have been periods with relatively 
ligh average inflation and inflation vari- 
tbility, the credibility of monetary policy 


»nd the overall commitment to tow infla¬ 
tion have nd diminished in countries close 
to price stability. However, when the 
targeted inflation rate is measured by some 
adju.sted price index that excluctes the 
effects of temporary factors disturbing the 
measurement of true underlying inflation, 
the need for flexibility is smaller. 

Canada, New Zealand, Netherlands, 
Portugal and Sweden ail have inflation 
target ranges from 2 to 3 per cent points 
wide. The UK inflation target is in the 
range of I to 4 per cent, Australia in the 
range of 2 to 3 per cent and described as 
a thick point rather than a range. Germany, 
France both operate with upper limit of 
2 percent as their medium-term objective. 

The reason for suggesting a range rather 
than a point is that policy technology is 
not accurate enough to forecast finely 
callibrated changes in the price level or 
inflation rate. According to the Bank of 
Canada “policy changes cannot be cali¬ 
brated so precisely as to achieve an exact 
rate of increase in pricc.s’’ (Bank of Canada 
Review, Spring 1991, p 13). The Bundes¬ 
bank have argued that the corridor takes 
due account of the limits to the technical 
accuracy attainable in pursuing quantita¬ 
tive monetary targets. But there is a clear 
co.st to targeting ranges rather than points. 
Ranges minimise the chances of a breach 
and as.sociated loss of credibility, but the 
larger the range chosen, the lower the 
heneflt of committing to it. since it still 
leaves scope for discretionary behaviour. 

Difficulties in Forecasting 

Any forward Iwiking a.s.scssmcnt faces 
huge uncertainties, since the sources of 
possible error are many; model uncertain¬ 
ties. true structural shocks, mistakes in 
projecting exogenous variables, etc. Cor- 
rc.spondingly, forecast errors, both official 
and private .sector, arc usually large. In this 
context, we must also address the issue 
of output price variability trade-off. Any 
reduction in inflation variability can only 
be bought at the expense of a considerable 
heightening of output variability. Empiri¬ 
cal results suggest that the prospects of 
controlling inflation within a small mar¬ 
gin of error arc not good. Moreover, these 
inflation uncertainties are not primarily 
the result of policy-makers* ignorance of 
how transaerion channel works. At least 
as important are unforccastable shocks 
to the inflation process who.se effects 
are never be foresi^n ex-ante, but which 
may nevertheless dominate the ex-post 
behaviour of inflation. 

As in many inflation target countric.s, 
ha.soline projections are then modified in 
two important ways before influencing 


mohetaiy policy decision-making. First 
sensitivity analysis is carried out, i e, 
projections arc re-run based upon differ¬ 
ent assumed paths for the exogenous 
variable. This offers a guide to probable 
uncertainties around baseline projectioms. 
Second, ‘off-moder information isbrought 
to bear on the projections. For example, the 
monetary aggregates and policy-makers’ 
judgment are used to inform the projection 
and the uncertainties surrounding it. The 
recognition of policy uncertainties in the 
design of mcmetary policies is well-known. 

But the important point to recognise is 
that given the lags in monetary policy, the 
need to form a forward looking inflation 
assessment is ine.scapable. We recognise 
that inflation projections serve as a useful 
policy tool. Inflation targeting banks have 
recently sought to identify and quantify 
these uncertainties explicitly. As a result, 
mandatory policy in these countries are 
now set in a probabilistic fashion based 
upon the distribution of likely inflation 
outturns rather than just their mean. 

Another reason for large ex-post errors, 
in some years have been genuine shucks 
of the kind that no policy regime can easily 
cope with. Even with goexi forecast, shocks 
will occur which pu.sh inflation out of the 
tiuget hand ex-post, even though the centnl 
bank's unbiased expectation was that 
inflation would be in the centre of the 
band. In these circumstances, how quickly 
should the central bank try to return to its 
preferred inflation range is one oflhe key 
operational consideration for policy¬ 
makers. This depends to a large extent on 
the nature of the shock. In general, there 
are five shocks which can hit the economy: 
a shock to import prices, a shock to foreign 
output, a shock to the weather and a shock 
to the output and inflation not covered by 
first three channels. In the case where 
demand rather than supply .shocks are 
prevalent, there may be relatively little 
real conflict between the price and the 
output objectives. However, where .sup¬ 
ply shocks occur, monetary policy can 
only dampen price stability by adding to 
short-term output variability so there is a 
short-term conflict between the two 
objectives. Even if primacy is given to 
restoring price .stability, decisions could 
be made about the nature of the adjacent 
path that has to be .sought. In general, the 
experience of inflation targeting countries 
clearly demon.Htrate that the exchange rate 
channel of monetary policy is well cali¬ 
brated so that the impact on inflation is 
slightly less than the impact of policy via 
output channel over the targeted period. 

In establishing any sort of public objec¬ 
tive for inflation, a key question is what 
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variance of inflation can leasonabty be 
expected to be achieved, given vy'hat we 
know about the nature of the shock.s to 
which the economy is typically subject. 
While major identiriable supply-side 
.shocks may be a sufficient condition for 
the suspension of a target, the regime 
needs to be sufficiently robust to handle 
more minor shocks of various kinds with¬ 
out being recast often, otherwise there will 
be loss of credibility. 

Time Dependence in Inflation Targets 

The UK's inflation target was initially 
time dependent. When inflation targets 
were first announced in New Zealand, 
they included a commitment to reach 0 to 
2 per cent by 1992. 3 to 5 per cent by 
DKember 1990. 1.5 to 3.5 per cent by 
December 1991. Inflation targets in Spain, 
Canada and Mexico have all been simi¬ 
larly time dependent. There are rea.sons 
for time dependent targets. If the authori¬ 
ties know that monetary policy affects 
inflation with a lag, it makes .sense to set 
diftcrent targets for the initial period from 
iho.se for the peruxl alter the policy change 
has impacted the economy. Otherwi.se. the 
authorities risk losing face when they miss 
the target in the initial period itself. Another 
reason is concern about the speed of change 
in inflation and the con.scquenees of 
disinflation for short run output levels. As 
observed by Sargent (1983). errors made 
in forming expectations about inllation 
make disinflation costly. Costless dis- 
iiillations arc tho.se that are believed. Ball 
(1993) identifies epi.sodes of disinflation 
in OECD countries and finds that fast 
disiiillations imply lower real costs than 
do slow ones and in his words “cold 
Turkey is less costly than gradualism”. 
Yats and Chappie (1994) find, using a 
sample ol 43 countries, that this re.sult is 
not robust. 

I1ic next question that we must address 
IS should the inflation targets be defined 
in temis of annual or monthly or weekly 
prices. The importance of this is that the 
more volatile is the inflation rate used in 
the target, the more frequent and more 
severe will be the policy changes needed 
to keep it within target. Alternatively, 
defining an inflation target over a volatile 
higher-frequency will need larger ranges 
or more exemptions to make the target 
achievable with the same degree of prob¬ 
ability as one defined on a lower-frequency 
inflation rate. The benefit of a high fre¬ 
quency inflation rate target is that it allows 
for mure certainty about the price level 
from time to time. In general, a 12-month 
period has been found to be a reasonable 
one. 


Instrument Instability 

This refers to the need to swing interest 
rates and exchange rate around wildly in 
order to maintain the target. Instrument 
instability could create or exacerbate a 
trade-off between inflation and output 
variance. Instrument instability is a prod¬ 
uct of interaction between particular types 
of shocks, the power of policy instruments 
and the target band width/length. For 
example, in 1994, capital inflows gener¬ 
ated by a positive shift in inve.stors' sen¬ 
timents towards New 2^aland drove local 
interest rates very low, though the higher 
exchange rate a.ssociated with the capital 
inflow checked part of the stimulus to 
inflation, the direct component of the 
exchange rate effect is of shorter duration 
than the indirect interest rate effect. Fur¬ 
ther, the extent of exchange rate apprecia¬ 
tion was limited by the need to prevent 
inflation falling sharply in the short-term. 
In general, instrument instability would be 
indicated by an increa.sed variance of the 
real interest rate and real exchange rate 
con.scquent upon adopting a narrow infla¬ 
tion target band. 

Credibility or Flexibility 

Under inflation targeting, a major prob- 
le.m is that the central bank pre-commits 
itself to an objective which it cannot fully 
control. On the one hand, inaccurate knowl¬ 
edge about the structure of the economy, 
transmission mechanism of monetary 
p«>licy and policy outcomes make it im¬ 
possible to hit the target exactly and re¬ 
peatedly all the time. When the target is 
mis.scd. public cannot always be certain 
whether this is due to inflationary mon¬ 
etary policy or due to unforeseen devel¬ 
opments beyond the control of policy¬ 
makers. On the other hand, the .success of 
an anti-inflationary monetary policy de¬ 
pends on whether economic agents have 
faith in it. If the announced inflation target 
is not credible, it may be less effective in 
reducing the inflation expectation. Lack 
of commitment on the part of society at 
large to the anti-inflationary policy re¬ 
quires tighter monetary policy. Conse¬ 
quently adhering to the target may give 
rise to substantial adverse short-term output 
effects which could reduce the acceptabil¬ 
ity of the announced inflation target even 
further. Hence, the initial period of new 
policy regime constitutes a stringent test 
of the commitment and independence of 
the central bank. 

Theexperienceof variouscounlriesdoes 
not offer a clear and straightforward so¬ 
lution to accomplishing credibility for a 
low inflation monetary policy while al¬ 


lowing some flexible policy response to 
unforeseen contingencies and uncertain¬ 
ties. In this context, a discretionary mon¬ 
etary policy can result in an inflation bias 
without simulating output as indicated by 
Kydiand and Prcscort (1997). However, 
very strictly defined inflation target docs 
not allow any flexibi lity in monetary policy 
which may introduce instability into the 
economy. In the absence of unforeseen 
supply shocks to the economy, rigid in¬ 
flation targeting may work well since there 
is no trade-off with shoil-lerm output 
stabilisation. However, in the event of 
large adverse shocks from the .supply-side, 
a rigid inflation target may work poorly 
by exacerbating the negative output ef¬ 
fects induced by the shock. Hence some 
flexibility is preferable to either fully 
discretionary monetary policy or rigid 
inflation target [Rogoff 1985|. One solu¬ 
tion to the dilemma between credibility 
and flexibility is the strategy of mixing a. 
simple rule with discretion by announcing 
an inflation target with an escape clause 
as in Australia and Finland. 

Tran.sparency is another important as¬ 
pect which lays the foundation for the 
success of inflation target. Transparency 
allows private sector agents to monitor 
and if ncces.ssry quc.stion the authorities' 
policy analysis and actions. This, in turn, 
increases the incentives for the authorities 
to get their analysis right Among coun¬ 
tries with inflation targets, there is a spec¬ 
trum of positions on policy transparency. 
For example. New Zealand and UK pub¬ 
lish inflation reports and also minutes of 
regular meetings on monetary policy. The 
Bank of Spain also started publishing 
inflation reports and the Bank of Canada 
has been publishing its monetary policy 
report since 1995. 

The UK was the only country other than 
New Zealand to publish regularly an 
inflation forecasting. Canada and Spain 
were both reviewing the publication issue 
but did not pubii.sh forecasts. However, 
the Riskbank made qualitative assessment 
of inflation prospects in its inflation re¬ 
port. Bank of Israel and the Rc.scrve Bank 
of Australia both i$.sued qualitative state¬ 
ment on the basis of their internal forecasts 
but did not typically put numbers to these. 
Finland did not publish any forecast. 

in 

Inflation Targeting and India 

In India, stipulated annual variation in 
broad money is considered as an interme¬ 
diate target under the monetary targeting 
framework and it acts as adomestic anchor 
for monetary policy with feedback. Though 
the exchange rate is not treated as an 


I'll 
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anchor, exchange rate policy assumes 
importance considering the degree of our 
openness (share of exports and imports is 
at around one-fifth of GDP) and the 
implications for capital inflows. 

In the April 1998 monetary policy a 
move towards indicators approach was 
announced, where the RBI takes into ac¬ 
count the developments in a host of macro- 
economic indicators .such as money, credit, 
prices, etc, in the conduct of its monetary 
policy. The earlier approach, like the 
pre.seni one, took into account develop¬ 
ments in various macro-economic para¬ 
meters in monetary policy decisions. But 
now wc formally recognise developments 
in other parameters also which would no 
doubt enhance mcxictary policy flexibility. 

In spite of Tinancial liberalisation .since 
1991. the demand tor money in India is 
still a.stable function of income and prices. 
Although interest rates turn out (o he an 
important input in business and household 
decisions, .statistically .significant relation¬ 
ship is yet to be established for this vari¬ 
able in money demand function. Market 
integration is not yet complete although 
the number of instruments and institu¬ 
tional players in the market have increased 
considerably in recent period. All these 
factors .strongly suggest that monetary 
targeting exercise through indicator ap¬ 
proach is still an optimal one for India. 
Perhaps, at the end of the transition period, 
one may think in terms of putting in place 
inflation targeting approach. But before 
we move towards this the following as¬ 
pects need special consideration. 

There is a strong need for developing 
an inflation model for India and to clearly 
identify sources of inflation and prefer¬ 
ably the share-of each factor, at least in 
the form of some ranges. This analysis 
could be .supplemented by quantification 
of the impact of various shocks on infla¬ 
tion. More importantly the role of supply 
shocks in the inflation model is to he 
duley captured anri attempt must be made 
to delineate their contribution. Further¬ 
more. we must also rccogni.se the part 
played by admini.stercd prices. In this 
context it is imponant to quantify the 
rote of government controls on various 
macro parameters and their impact on the 
general price level. This would help us to 
arrive at some idea about the ‘underlying 
inflation'. 

With regard to the price indicators to 
measure inflation, at present we arc using 
WPl for measuring headline inflation 
which does not properly reflect the sig¬ 
nificant .structural changes that have taken 
place in the last l.S years as the present 
WPI has 1981-82 as the base year. There 


is a need to update this index. Further¬ 
more, consumer price index is also not 
broad-ba.sed, thereby rendering it less 
u.seful fur policy purposes. In addition, in 
the last one year, the divergence between 
WPI and CPI is also increasing, which 
underlines the need to look into the com¬ 
ponents of various items which enter into 
these two price indices. Although GDP 
deflator is a preferred option, we do not 
have necessary expertise/information sys¬ 
tem on a monthly basis. In addition to 
these factors, we must also develop our 
expertise in preparing an inflation report 
and publish it to induce a public debate. 
I'his would enhance our credibility in 
future, once wc take a deci.sion to move 
towards inflation targeting. These actions 
will teach us the art of inflation forecasting. 

In the recent period, one may find a 
number of references in India regarding 
interest rate targeting. Economic literature 
on this topic is .scant since one of the basic 
«>bjccti ves off^nancial .sector liberalisation 
is to assign interest rates the central place 
and also to let the market determine them, 
f urthermore, inflation targeting is the 
ultimate objective of monetary policy and 
interest rates arc no doubt intermediate 
tiirgcts. Hence wc must examine the uti lity 
of interest rate targeting at the first stage 
and then moving to inflation targeting at 
a later stage. 

Mo.st of the countries, which are adopt¬ 
ing explicit inflation targeting, have not 
passed through one full busine.ss cycle 
with this approach. Moreover, the average 
annual inflation rate in these uruntries 
during 1992-97 works out 2.5 per cent. 
However, the inflation rates in many econo¬ 
mies. both industrial and developing, are 
at a lower level in the past four years than 
in the earlier period. It is not clear at this 
stage whether the lower inflation in coun¬ 
tries which adopted the inflation targeting 
approach can be attributed to the targeting 
policy. This is not to undermine the positive 
features of this approach. 

In setting the parameters of an inflation 
target, the choice is always between the 
benefits of announcing a target appropri¬ 
ate for the objective of price stability at 
all times and the benefits of credibility 
conferred by committing to a stringent 
regime. “If state of nature contracts were 
feasible :»id prevalent, wc would not need 
money or monetary policy anyway” [Tobin 
1983J. The inflation target is just such a 
contract and the variation in design across 
countries reflects the difficulties involved 
In planning for different ‘states of nature' 
- boom, slump, oil price shocks, velocity 
shocks and foreca.sting errors - without 
losing face. 


Regarding the relevance for India, per¬ 
haps we have to wait for anodier four to 
five years so that the financial sector reform 
agenda is accomplished, reasonably 
complemented by real sector reform. In 
the meantime we should also enhance our 
capacity not only in inflation forecasting 
but also in adopting various analytical 
means of controlling the inflationary 
expectations in the event of variousshocks. 
In this context the experience of UK and 
New Zealand is very useful to us. 

(Views expressed in the paper are of the author 
and not of the institution to which he is attached. 
The author is grateful to Y V Reddy and M J 
M Rao for their comments and encouragement 
and also thanks S G Kutkami for his assrstance.] 
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Experience with Monetary Ihi^eting in India 

Deepak Mohaaty 
AKMitra 

In India, the monetary targeting exercise produced mixed results. Notwithstanding the reasonable stability 
of the money demand function, the expansion of money supply emanating from monetisation of government 
deficit and in a more recent period from capital flows rendered the control of monetary aggregates difficult. 
With increasing market orientation of the financial structure and international capital flows, it needs to 
be pondered whether monetary targeting approach could ensure internal and external stability when the 
avowed objective of policy is to move away from a classical reserve money based monetary policy operating 
procedure by de-emphasising reserve requirements as active instruments of policy. 


THE monetary and credit policy 
announcements for 1998-99 provided the 
initial, albeit hesitant, indication that 
targeting of money supply in the monetary 
policy operating framework may not 
necessarily explain the monetary and 
financial developments in the context of 
the innovations in the financial sector. 
Although the monetaiy and credit policy 
for the first halfof 1998-99 had announced 
a broad money (M ,) growth target of 15.0- 
I S.5 per cent, it noted that “... the financial 
innovations that have recently emerged in 
the economy provide some evidence that 
the dominant effect on the demand for 
money in near future need not necessarily 
be real income, as in the past”. In this 
context, the idea of multiple indicator 
approach to policy formulation was 
mooted. The Reserve Bank’s Annual 
Report for 1997-98 was unequivocal on 
this i.ssuc : “.... the Bank has explicitly 
preferred to adopt a multiple indicator 
approach wherein movements not only in 
money supply but also in a host of economic 
variablc.s will be tracked for policy 
responses". The mid-term review of 
monetary and credit policy for 1998-99 
announced in October 1998 while 
expressing .serious concern over the strong 
money supply growth' did not refer to any 
formal money supply target. It is not 
unusual for a country to change its 
monetary policy framework, over time, 
given the changes that occur in its financial 
structure. Many countries, developed and 
developing, have traversed this path of 
monetary targeting to subsequently either 
completely abandon or deemphasise 
monetaiy aggregates in policy formulation. 

Against this background, this paper 
evaluatesIndia’sexperience with monetary 
targeting which was adopted in the mid- 
1'980s following the recommendations of 
the committee to review the working of 
the monetary system (chairman: 
Sukhamoy Chakravarty) - popularly 
known as the Chakravarty Committee. Tbis 


paper is organised in four sections. 
Section I gives a brief account of country 
experiences widi monetary targeting which 
sets the tone for assessment of the monetary 
targeting experience in India in Section II. 
Section III provides empirical estimates 
of demand for money in India, the stability 
of which forms the core of any strategy 
of monetary targeting, and Section IV gives 
tlie conclusions of the paper. 

I 

Country Experiences with 
Mcmetary Targeting 

The breakdown of the Bretton-Woods 
system of fixed exchange rates which 
prtwided a nominal anchor for monetary 
policy during the 197()s and acceleration 
in inflation in many developed countries 
provided the necessary background to the 
choice of money supply as a nominal 
anchor. In some developnl countries such 
as the UK, Italy and France, monetary 
policy was ‘accommodative’ of the large 
and growing public sector deficit. It was 
viewed that monetary targeting would give 
monetary policy an autonomous character 
and that it would not be subservient to 
fiscal compulsions. In this section wc focus 
on the targeting experience of nine deve¬ 
loped countries, viz, Australia, Canada, 
France, luiy, Japan, Switzerland, the UK. 
tire US and Germany (Table 1) and briefly 
touch upon the current practices in 20 
emerging market economics (Table 2). 

Experience in Devh.opf.d Countries 

The targeting experience of coitral banks 
ofdeveloped countries since the mid-1970s 
reveal broadly three distinct phases : a 
phase of monetaiy targeting till the mid- 
1980s. followed by a period of absence 
of targeting of any particular variable 
during the latter half of the 1980s, and to 
a preponderance of inflation targeting 
during the 1990s. 

The institutional setting for many of 
these countries was characterised by 


quantitative targeting and directed credit 
during the 1970s. But the 1980s brought 
about significant changes by way of 
financial deregulation facilitating a shift 
to indirect instruments of monetary policy. 
The attendant changes in the institutional 
structure and financial innovations that 
followed contributed to a shift or 
weakening in the established relationship 
between the original aggregates chosen as 
the targets and nominal income and/or 
prices. Financial re-intermediation in some 
countries and dis-intermediation in others 
al.so brought about these changes. For 
example, le-infermediation resulting from 
the freeing of banks to set competitive 
interest rates, the permission to foreign 
banks and erstwhile non-banking financial 
institutions (NBFIs) to enter banking sector 
resulted in the instability in the demand 
for money in Australia with evidence of 
long-term structural shifts in its parameters 
during the mid-1980s. Consequently the 
Australian authraities abandoned monetaiy 
targeting in 198S and instead a.ssessed the 
appropriate stance of policy on the basis 
of a range of indicators. 

On the other hand, financial sector 
reforms in France encouragcddevelopment 
ofaltcmativefinancialas.setsandtheeffects 
of dis-intermediation was reflected in the 
sharp lowering of money growth after 
1983. Consequently France, which had 
been targeting publicly .since 1977. 
moved over to dual targeting of M 2 and 
M 3 from 1987 and to exclusive targeting 
of M 3 in 1990. Similarly, financial 
innovations like better cash management 
practices of enterprises, daily compounded 
interest on savings accounts since 1979 
and checkable savings deposits since 1981 
provoked flight from M. - the monetary 
target for Canada from 1975 leading to its 
abandonment in 1983. The reform in the 
government securities market in Italy 
whereby Banca d'ltalia was freed from its 
obligations to purchase government 
securities in excess of market demand and 
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consequent sharp increase in leal-intere^ 
rates contributed to dis-intemnediation with 
the public increasingly subscribing to 
government debt directly. In view of the 
changed relationship between the 
development of credit and public Vs 
holdings of monetary assets in Italy, 
target! ng shifted from total domestic credit 
to include targets for Mj and credit to the 
private sector in 1985. 

In the UK. monetary targeting experience 
was also not a satisfactory one as abolition 
of exchange controls and rc-intcr- 
mediation. tacilitalcd by competitive 
interest rates on increasing proportion of 
deposits included in broad money, 
disrupted relation between - the 
monetary target since July 1976 - and 
nominal GDP in the early 1980s. Further, 
the sharp movements in asset prices, by 
inducing variability in money/incomc 
relationship, made successful broad money 
targeting virtually impossible. Con¬ 
sequently the UK switched to targeting 
M„, which also proved increasingly 
unreliable, particularly since 1989 when 
the increase in velocity was inexplicable 
given the level of interest rates. 

TheUS Federal Reserve which followed 
internal ‘tolerance bands’ for money and 
credit since 1970publicly announced target 
ranges for monetary aggregates from 
1975.^ Thect 1 ect of financial deregulation 
and innovation in the early 1980s such as 
introduction of negotiable order of 
withdrawal (NOW) accounts, super-NOW 
accounts, money market deposit accounts 
(MMDAs). and general spread of ‘deposit 
sweeping"' blurred the distinctions 
between ‘transactions' and ‘.savings’ 
balances With the shift in the traditional 
relationships between money, especially 
M| and nominal GNP. M, cea.sed to be 
a target since 1987. Mj, M, and credit 
targets recorded mixed achievements and 
the Fed looked more broadly than just at 
the financial aggregates in deciding the 
stance of monetary policy, ronsequenlly, 
the role of monetary aggregates became 
more in the nature of indicators than 
intermediate targets. 

The Bank of Japan began to focus 
internally on monetary growth around 1975 
and in 1978 began announcing publicly 
quarterly ‘foreca.st.s‘ for money supply 
growth. The Japanese approach was. 
however, somewhat different from a strict 
adherence to a pre-determined money 
growth rule, and more in the nature of 
forecasts 

Switzerland set a fixed (point target) 
annual growth rates lor the monetary base 
during 1980s but linancial innovations 
and external sector compulsions con¬ 


tributed to a shift in emphasis to exchange 
rate targeting during the later part of the 
1980$. But monetary targeting resumed in 
1990 when the Swiss franc had recovered 
to its desired level. 

As monetary targeting was adversely 
affected by instability of money demand 
functions during the 1980$, some of the 
countries surveyed switched to a .strategy 
of direct inflation targeting. Countries like 
Australia (1993), Canada (February 1991), 
Finland (February 1993), New Zealand 
(March 1990), Spain (summer of 1994), 
Sweden (January 1993) and the UK 
(October 1992) switched to inflation 
targeting during the early 1990s in which 
explicit inflation targets arc publicly 
announced. 

In countries such as Germany, Italy and 
Switzerland, which have preferred to 
persevere with monetary targeting the 
strategy of monetary targeting stands 
•lilutcd from thecla.ssical concept of reserve 
money based money supply. Recently, the 
Bundesbank claimed that monetary 
targeting has become considerably more 


difficult in the face of increased volatility 
of short-term money grovrth.'* This has 
prompted the Bundesbank to emphasise 
the medium-term nature of its monetary 
policy in 1997-98; it extended the time 
horizon of its monetary (M^) targeting to 
two years (1997 and 1998'at 5 per cent 
for each year) .so as to contain “any potential 
uncertainties about the orientation of its 
monetary policy during that period”.-^ Italy 
has continued to announce targets for 
monetary and credit aggregates during the 
1990s but in recent years, the explicit 
reference to the anti-inflationary objective 
is an e.s.sential element of its present strategy 
although it does not implement a formal 
scheme of direct inflation targeting. Of the 
two intermediate objectives of the French 
monetary policy, domestic and external, 
latter is more binding in the short run 
which has led to adc-emphasisof monetary 
targeting in the scn.se that it has been 
assigned a medium-term objective. 
Although, Switzerland continues to u.sc 
the monetary base as its intermediate target 
it reacts to unexpected developments like 


Tabi£ 1; MonijTary Taroits ani> (Xm-oMFs: 1975-94 


f ountry 

1 

Targci(s) 

2 

Period 

3 

Range/Pomt 

Target 

4 

Years of 
Success 

5 

Years of 
Failure 

6 

Australia 

M3 

1977-85 

Range ; (2) 

4 

5 

Caniida 

Ml 

1976-82 

Range . (4) 

5 

2 

France 

M2 

i) 1977-83 

Point 

0 

7 



li) 1987-90 

Range . (2) 

2 

2 


M2R 

1984-85 

Range:(2) 

0 

2 


M3 

1)1986-87 

Range : (2) 

1 

1 



ii) 1991-94 

Range . (2) 

0 

4 

Italy 

Tlx: 

197.5-85 

Point 

0 

II 


M2 

1985-94 

Range (2-4) 

3 

7 


CPS 

1985-90 

Range :(3-4) 

0 

6 

Japan 

M2+CDS 

1978-94 

Point/Rangc* 

6 

10 

Switzerland & 

Ml 

1975-78 

Point 

0 

4 


MO 

1980-94 

Point 

0 

15 

IK 

M3 

1976-85 

Range• (4) 

4 

7 


Ml 

1982-83 

Range • (4) 

1 

1 


PSL2 

1982-83 

Range : (4) 

1 

1 


MO 

1984-94 

Range ; (4) 

8 

3 


M4 

1993-94 

Range ; (6) 

2 

0 

IS 

Ml 

1975-86 

R.nnge • (2 5-5) 

3 

9 


M2 

1975-94 

Range : (2-4) 

14 

6 


M3 

1975-94 

Range : (2-4) 

8 

12 


TDND 

1983-94 

Range: (3-4) 

9 

3 

Germany + 

CBM 

1975-87 

Point $ 

0 

4 




Range • (2-3) 

5 

4 


M3 

1988-94 

Range:(3) 

3 

4 


M2R '.M2 residents, TUC: total domestic credit. CD : cenificates of deposit. CBM central bonk 
money, CPS : credit to private .sector. PSL2: private sector liquidity 2. TDND ; total 
domestic debt of non-finnncial sector, CBM; central bank money. 

* Japan provided targeting range of I percentage point in six yeors; hitting the targets tn all these six 
years. 

.Switzerland temporarily abandoned monetary targeting in 1979. 

+ Data for 1975-90 pertain to West Germany. 

$ 1975-78 

Note: Figures in brackets in column 4 give target range (difference between maximum and 

minimum desired rate of relevant monetary segregate) in percentage points. 

Sources: i) Argy, V et al (1989), ‘Monetary Targeting; The International Experience’, Studies :n 
Money and Credit. Reserve Bank of Australia, October, 
ii) BIS Annual Report, various is.sues 
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strong fluctuations in the exchange rate 
and in die demand fw money. 

In the context of the European monetary 
integration, monetary targeting seems to 
have been finding some favour. The 
European Central Bank (ECB), which 
formally came into existence in June 1998 
and will decide monetary policy for the 
11 member countries from January 1999, 
has adopted two policy guides: (i) a 
monetary target or a ‘reference value’ and 
(ii) an inflation target range of 2 per cent 
or less. 

In a majority of industrial economies 
where financial sector innovations and 
deregulation fostered integration of 
financial markets and cross-border flows 
of capital, the effectiveness of monetary 
targeting, the use of unremunerated 
reserves based operating procedure and 
direct credit controlsdiminished overtime. 
Initial responses have been either to re¬ 
define their monetary aggregates and/or 
to move from a narrow to a broader 
definition of monetary aggregate (exeept 
for the UK) to accommrxlate the portfolio 
shifts. Even then, the monetary targeting 
experience, not being entirely successful 
in the sense of hitting the target or the 
target range (Table I). these countries have 
tended to move, broadly since the mid- 
1980s, more in the direction of market 
operations and the use of intcrc.st rates to 
achieve monetary control 

As far as the ultimate objective of 
monetary policy is concerned, inflation 
exhibited a substantial deceleration in most 
industrial countries (except for Italy and 
Canada) and the variability of inflation 
was also lower during the targeting period. 
It may. however, be noted that the implicit 
discipline of the fiscal policy, additional 
discipline of the European Monetary 
.System (I^MS) and the absence of any 
large commodity price shocks in the 1980^ 
also contributed to a favourable environ¬ 
ment of working of monetary policy. 
Hence, while, it may be concluded that 
monetary targeting coincided with 
declining inflation in most developed 
countries, the extent of decline contributed 
solely by the move over to intermediate 
targets of monetary aggregates is not very 
clear. 

PRA<'TIC4« in OliVELOPING CoONTRIES 

While inflation targeting is regarded as 
the ultimate objective of monetary policy 
in the ca.se of industrial countries, the 
debate on the extent to which price stabi lity 
should be deemed to be the overriding 
objective of monetary policy continues in 
the case of developing countries.*’ While 
initially, inflation was viewed as endemic 


in the process of economic growth and a 
result of structural imbalances, it has 
become increasingly clear that in any 
process of growth which is financed by 
inflationary means, pressures on commo¬ 
dity prices ate bound to ensue over time 
with the consequent deleterious impact on 
economic growth. Consequently, central 
banks began to put greater emphasis on 
price stability and many ofthemintroduced 
monetary targeting, particularly when it 
was evident that the relationship between 
the monetary aggregates, aggregate 
demand and prices in the ca.seof developing 
economies is not subject to such violent 
shifts as was evidenced in developed 
countries, po.ssibly because of a lower 
order of financial innovations in the 
developing countries. 

A survey of 20 emerging market 
economies reveals that increasingly fewer 
countries now rely exclusively on some 
form of monetary target. Monetary 
targeting is practised in Philippines which 
uses the base money as the main operating 
target. Indonesia seeks to achieve, since 
1983. multiple objectives of monetary 
policy (growth, employment, inflation and 
balance of payments) thmugh control of 
monetary aggregates (M, and Mj).’ Peru 
sets intermediate targets for base money 
growth as an intennediate target because 
it could be more easily controlled by the 
central bank and becau.se it was closely 
correlated with inflation. In countries like 
China and Russia, which have not 
witnessed substantial financial sector 
reforms, monetary targeting continues to 
be useful. M 2 and M^ arc intermediate 
targets in Venezuela and Malaysia, 
respectively. Both Brazil and Korea still 
formulate monetary targets, although they 
arc only indicative and broadly defined 


given the volatility of money demand in 
recent years (Table 2). 

II 

Monetary Targeting in India 

Following the recommendations of 
the Chakravarty Committee, monetary 
targeting approach was pursued in a form^ 
sense in India since about the middle of 
the 198()s. Coincidentally enough, adoption 
of monetary targeting in the mid-198l)s 
was in contrast to its general abandonment 
in a number of industrial countries. In 
India, however, the rca.sonable .stability in 
the demand function for money with 
respect to a select set of variables,** 
administered interest rate structure and the 
absence of significant innovations in the 
financial sector and lack of large cro.ss- 
border capital flows facilitated the adoption 
of broad money (M^) as an intermediate 
target of monetary policy. The rationale 
for monetary targeting was espoused by 
C Rangarajan, former governor of the 
Reserve Bank as follows: 

Monetary aggregates as intermediate 
targets are appropriate for two reasons : 
First, since the money demand function 
for India has remained reasonably stable, 
it continues to be helpful in predicting 
price movements with reasonable accuracy 
at least over a period of time, say 3 to 5 
years. Scamdly, the money stock target 
IS relatively well undcrstoixi by the public 
at large. With the money supply taiget, the 
stance of monetary policy is un¬ 
ambiguously defined and gives a clear 
signal to market participants.** 

However. Rangarajan cautions that 
India’s is a Tar cry’ from ‘mindless 
monetarism’ and that the monetary 
authority has to continuously monitor a 
range of aggregates and that the Reserve 


Table 2 Principal tNiiiRMEOiATE/OpURATiNO TARt.Er for Monetary Policy 


China M| and 

India (Broad Money) 

Hong Kong Exchange rate against the US dollar 

Indonesia Monthly target range for the monetary base; target range forthe real elfective exchange 

■ate 

Korea Mj and MCT (Mj+CD-s+Moncy in tru.sl) 

Malaysia Inter-bank interest rate, M^j is intermediate target 

.Singapore Exchange rate against a basket of currencies 
Thailand Money market liquidity; inler-bank lending rate; exchange rale 

Argentina Exchange rale against the dollar 

Brazil Four monetary aggregates: the monetary base. M, and two broader aggregates 

Chile Short-term inlercsl rate (consi.stent with an annual inflation target) 

Columbia Annual target range for the exchange rate against the US dollar; interest rate range) 

Mexico Net domestic credit; monetary base 

Peru Base money (consistent with an annual inflation target) 

Philippines Base money 

Venezuela Mj 

Hungary Pre-announced crawling peg supported by interest rote objective 
Israel Short-term interest rate 

Russia Money supply and money base; exchange rate band 

Saudi Arabia Exchange rale against the US dollar 

Source : BIS (1998), ‘Transmission of Monetary Policy in Emerging Market Economics'. January. 
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Continuous grcMrth. That is ttw goal 
indianolt sets for its emptoyaas. Ifs part of 
our corporate phHosoptiy which aims to 
foster a cultura of participation and 
innovation for employaa growth and 
contritxjtion. 

Our 16 training centres across the country 
and the Management Academy at Haldia 
hone employee skills and management 
orier^on. Apart from this intensive 
structured training, they gain valuable 
cross-functional exposure through periodic 
job rotation. 

And the IndianoH Institute of Petroleum 
Management (HPM) at Gurgaon has tahsn 
this further. HPM aims to become the 
foremost institute of learning worldwide, 
uniquely focused on petroleum and energy 
management. It prepares human resource 
for a globally competitivs environment and 
also acts as a consulting fimi in 
management research for enhancing 
organisationai effectiveness. 

At indianoil, the learning process never stops. 

Even at work, our employsm 
actively participate in the learning process. 
Contributing right from the shop-floor level 
through various fore. As a result, Indianoil 
today has one of the most talented and 
skilled pool of human resource. Across 
companies. Across countries. 

Because early on, we at Indianoil 
realiasd, To learn, is to grow.* 

Indian Oil Corporation Limltad 

vision Beyond Tomorrow 
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B^k is not bound by a fixed rate of growth 
of money supply. Monetary targeting in 
the Indian context required to be much 
more flexible than thiu in some of the 
advanced ctnintries which had a constant 
money supply growth rule and gave little 
discretion to the central bank. As the 
Chakravarty Committee argued. “In a 
developing country like India, where 
.significant structural changes are sought 
to be achieved to facilitate the growth 
process, the mechanical application of a 
constant money supply growth rule can 
have no place." Monetary targeting in India 
took into account various feedbacks. Thus, 
not only an appropriate growth in money 
supply is estimated given the expected 
increase in real output and the acceptable 
level of price increases.'” but the feedback 


of an increase in money supply on output 
increases through the availability of credit 
is considered. 

The Reserve Bank also recognised that 
ensuring price stability through monetary 
taigeting would be effective only if simul¬ 
taneously, fiscal deficit, particularly, 
expansion of net Reserve Bank credit to 
the central government, which has 
accounted for the bulk of the creation of 
the rcfserve money (or monetary base)over 
the years, is contained within a reasonable 
limit. It was, therefore, clear from the 
outset that inflation in India was perceived 
not simply as a monetary phenomenon, 
but more importantly, a fi.scal one. 

It may be indicated that in a monetary 
tiugeting framework the focus of policy 
has been on the broad money aggregate 


(M))" and variations in the wholesale 
priM index (WPI) is taken as the headline 
inflation. The setting of monetary targets 
and the actual achievements are 
summarised inTable 3. Although monetary 
targeting was adopted in the mid-1980s, 
it was not before 1991-92 that monetary 
targeting achieved its pride of place in 
formulation of monetary policy. 

Pre-Monetary Targeting Period 

The setting of monetary policy during 
the early 1980s. mote often than not, used 
to be in the backdrop of an ‘uncomfortably 
high’*^ overall growth of liquidity (M 3 ), 
“very large increase in reserve money” 
and a higher than desired ri.se in wholesale 
prices. In such a milieu the thrust of the 
credit policy was to ensure credit to the 


Tabi I- .T- Monetary Taroetino - Target versus Achievement 


Object!ve/Taigel_ _Actual (per cent) 


Year 


T5I5P- 

Inflation 

-w, 

■C15P- 

inflation 



(per cent) 

(per cent) 



1 

2 

3 

4 

5 

6 

7 

1983-84 

Containment of the overall liquidity 
gniwih to a rale lower than in 1982-83 







1 c. 16 6 percent 


- 

I8.2 

8.3 

7.6 

I984-8S 

Growth of overall liquidity and 

- 

Cuih inflationary 

19.0 

.3 8 

6.0 


primary money creation lo be kept 
liclow that in 1983-84 


expectations 





1 e. 18.2 pur cunt 



r 



I98.S-86 

Liquidity growth lower than 

Output growth of the 

Avoid resurgence 

I6.U 

4 1 

4.8 


that in 1984-85 

same order as in 

I984-85 

of inflation 

Target achieved 



1986-87 

M, growth to be contained below 
the high annual average level of the 

Output growth 

The rale of inflation should 

18.6 

4.3 

5.1 


somewhat higher 

continue to be kept under 





previous four years 
i e. 17 5 per cent 

than in 1985-86 

check 




1987 88 

M, growth well below the 

5.0 

Avoid re-emergence of 

16.0 

4.3 

10.7 


expansion in 1986-87 1 e, 18.6 percent 


inflationary pressures 

Target achieved 



1988-89 

growth to be below the average for 
the previous three years 1 c, 16 9 per cent 

■* 


178 

10.6 

5.7 

1989-90 

Mf growth to be contained at a level 
lower than the nvernge of the last four years 

4-5 


194 

69 

9.1 


1 e. 17 1 per cent 






1990-91 

To bring about a sharp reduction of 

Around 5 0 

- 

15.1 

54 

12.1 


M, growth by about 4 percentage 
points over previous year i e, 15 4 per cent 



Target achieved 



1991-92 
t April) 

To contain M, growth to 14.1)'** per cent 

4.0 

Max 7 0 

19.3 

(1.8 

13.6 

1991-92 

(Oclohur) 

To contain M, gmwth lo 13.0 per cent 

3.0 

Max 9.0 




1992-93 

11 0 per cent M, growth (Max)'^ 


8.0 

1.5.7 

5.3 

7 0 

1993-94 

Around 12.0 per cent M, growth 

5.0 

Further moderation in 
inflation rate 

184 

62 

10.8 

1994-95 

14 0-15.0 per cent M, growth 

5.0 

Sharp reduction in inflation 

22.3 

7.8 

10.4 

(April) 



rate by about 4 percentage 
points 




1994-95 

(October) 

16 0 (Max) per cent M, growth 

5.5 





1995-96 

15.5 (Mux) per cent M^ growth 

5.5 

Around 8.0 

1.3.7 

Target achieved 

7.2 

5.0 

1996-97 

I5.5-I6.0 per cent M, growth 

6.0 

6.0 

16.2 

7.5 

69 

1997-98 

I5.()-I5.5 percent M, growth 

6..5-7.0 

5.0-6.0 

17.6 

5.1 

5.3 


GOP: Gross domastic product at factor cost at 1980-81 prices. 

Inflation: Based on wholesale price index. 

Stmn-es : I Reserve Bank of India Annual Report, various i.ssues 

2 Circulars issued by Credit Planning Cell/Monetary Policy Department. Reserve Bonk of India. 
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productive sectors of the ectHiomy and 
assist in the fuller utilisation of the avai¬ 
lable capacities “without providing any 
support to the revival of inflationary 
expectations.”*'* The major instrument of 
policy was the cash reserve ratio (CRR). 
But care needed to be taken .so that the 
general liquidity tightening measures did 
not “hinder the seasonal flow of credit for 
supporting the utilisation of productive 
potential of the economy, and in particular 
the needs of the priority sector."'* In ca.se 
‘.some banks* had “transient difficulties in 
meeting enhanced CRR” .such banks were 
provided “di.scretiunary refinance for short 
periods to enable them to undertake a 
smooth adjustment to the higher CRR.”** 
The Reserve Bank al.so provided refinance 
to smoothen temporary mismatches 
between sources and uses of funds.*’ 
The Reserve Bank announced its credit 
policy twice during a fiscal year and u.sed 
to have periodic credit budget meetings 
with the commercial banks. Operationally, 
“since the growth of scheduled commercial 
hanks” dcposit.s i.s inherently difficult to 
forecast’" the Re.servc Bank used as a 
working estimate a targeted growth in 
scheduled commercial hanks' deposits, 
distributed evenly between the two halves 
of the financial year and advised banks to 
plan their operations accordingly. It 
indicated to the major banks ‘broad 
guidelines’ tor deposit growth and credit 
deployment in thecredit budget discussions 
"after taking into account an assessment 
of the macro-economic aggregates”.’* 
The Reserve Bank often expressed 
concern about the link between fiscal deficit 
and excess I iquidity creation. This concern 
was al.so reflected in the Chakravarty 
Committee report which prompted the 
government to widen the definition of 
budget deficit so as to “belter reflect the 
monetisation of the budgetary deficit".” 
The other majoi recommendation acce¬ 
pted by the government related to the 
introduction of monetary targeting. It was 


hoped thsd the acceptance of the widn 
concept of budget deficit and tl» intro¬ 
duction of monetary targets would result 
in greaterco-(Mdination between monetary 
and fi.scal policies. The Reserve Bank, 
however, in accordance with the 
Committee’s report, recognised that “the 
interrelationships among output, money 
and prices are subject to complex lags” 
and that it was “difficult to set out the 
precise operations of these lags.”’* It, 
therefore, noted that the “link between 
money, output and prices cannot be viewed 
exclusively within a narrow time frame of 
a year”’'* although “the basic underlying 
inter-relationships nevertheless hold good 
over a period of time”. 

Monetary Targeting Period 

Despite the formal acceptance of 
monetary targeting, it took a few more 
years to operationalise the monetary 
targeting framework. No specific monetary 
taigct was set during 198.‘>-90 except for 
fixing aceiling linked to the average growth 
of broad money (M 3 ) in the previous 
ycar(s). The rationale for fixing amonetary 
ceiling over this period was the continued 
overhang of excess liquidity prompted by 
the sharp increase in primary money 
creation and the continuing pressures on 
prices.’* Hence, credit budgeting continued 
to be an important vehicle for moderating 
the pace of monetary expansion and 
ensuring that “adequate credit is made 
available for normal seasonal require¬ 
ments, particularly for sectors where there 
is a step-up in industrial output”. Further, 
credit policy ‘as a short-term instrument’ 
was kept under “continuing review and 
operated flexibly to ensure that it remains 
supportive of the twin objectives of growth 
and price .stability”.’* 

The stance of the credit policy continued 
to be by and large contractionary as overall 
liquidity expanded far in excess of what 
was considered necessary to support 
productive activity. The most important 


Table 4: Money IXmano Gqiiations 
(Estimation Pcrioil' IVS2-53 • I997-9K) 


Equation 

1 

Igdpr 

2 

R'i 

3 

DW 

4 

.SE 

5 

RM.SPE 
(per cent)# 
6 

OLS regression 

I -IS* (.80.70) 

0 98 

0.48 

0.11.8 

5.21 

()I.,S correcied fur auioconrelation 

1 5.8»(I7.8.J) 

0 99 

2.04 

0.076 

3 47 

Maximum likelihood with MA(3> 
erroi term 

1 .87* (.81.0.1) 

0 99 

1 77 

0.076 

3.26 

ro-inlegraling vector (Johansen 
esiiiiiation) 

1.1404 




2.05 


• .SigniriLiini a: I per cent level. 

Figures in paicniheses milicale t statistic.^. 

SE* Standard crroi of regrc.s.si{in 

Igdpr Loganlhin of grosi, domestic product at foclor cost at constant (1980-81) prices. 

@ Forecast petiod 199.t-94 to 1997 98 

RMSPE Root mean sum of .squares predictive errors 


ii 8 q)edtiiieitttotiie introduction ofmonetary 
targeting was ttw fact that the Reserve 
Bank had no control over its credit to the 
central government which accounted for 
the major chunk in the creation of reserve 
money. The Reserve Bank could at best 
set limits on the secondary expansion 
through such instruments as changes in the 
cash reserve ratio (CRR) along with 
statutory liquidity tatio (SLR) and selective 
credit controls. In fact, the statutory ceiling 
on CRR having been reached in 1988-89, 
a statutory ceiling of an incremental non¬ 
food credit deposit ratio of 60 per cent was 
stipulated and the cost of refinance was 
linked to the credit expansion of a bank.” 
The Reserve Bank also varied the 
administered interest rates - deposit and 
lending rates - taking into account the 
liquidity situation and inflation 
expectations. 

During the mid-1980s, the money maikel 
and government securities market were at 
their infancy and hence, indirect policy 
instruments were ineffective to influence 
liquidity. Although the Chakravarjy 
Committee and the Working Group on 
Money Markets (1987) had emphasised 
on development of a proper institutional 
framework to facilitate active monetary 
policy operations, it was only since the 
early 1990s that significant steps were 
initiated to widen and deepen the financial 
markets. 

Monetary targeting was actively pursued 
during 19^98. Interestingly, the targe! 
ceiling for Mj growth was gradually 
reduced from about 15 per cent in 1990- 
91 to 11 per cent in 1992-93 and iher 
raised progressively to 15.5-16.0 per ccnl 
in 1996-97; the rise reflected the increase 
in the expected rate of real GDP growth 
However, the explicit use of ihc tenr 
‘monetary target’ in monetary policy 
formulation first finds mention in the 
Bank’s Annual Report 1991-92: “The key 
macro-economic assumptions un>dcrlyin£ 
the monetary targets for 1991-92’** were 
a real GDP growth of 3 to 3.5 per cent, 
an inflation rate of not more than 9 pei 
cent, and a significant slowdown in M, 
expansion to about 13 percent”” However 
the actual M 3 expansion at 19.3 per ccnl 
was wide of the target, attributable to the 
domestic expansion of primary liquidity 
and the larger-than-projectcd foreigr 
exchange accruals. 

Monetary targeting for 1992-93 was 
based on the reduction of the monetisec 
deficit (net RBI credit to the centre) whict: 
was “consistent with the government’! 
declared objective of reducing the gross 
fiscal deficit from 6.5 per cent of GDP ir 
1991-92 to 5.0 per cent in 1992-93” 
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Moiitover. since it was agreed that the 
“monetised deficit should be imiderated 
throughout the year and not merely at the 
end of the year", the Reserve Bank 
considered it to be 'possible to bring 
monetary expansion (M 3 ) from 18.5 per 
cent in 1991-92 to less than 11 per cent 
in 1992-93“’” which would contain 
inflation without undermining the revival 
of economic activity and boost exports in 
order toallcviate the problem of thcextemal 
payments deficit. 

The year 1992-93 was a landmark in that 
there was a concerted effon to move from 
direct to indirect instruments of monetary 
control and to develop an adequate 
institutional framework to facilitate an 
active secondary market in government 
.securities. With the auction process 
generating mtirkct related - if not market 
determined, rates of interest, government 
borrowing ceased to he a lax on the banking 
system. The Reserve Bank, however, drew 
a note of caution: “If the borrowing 
requirement is excessive, under a market 
determined interest rate sy.stcni, the rate 
(-1 interest would move up to such high 
levels that the entire programme ol reform 
becomes counter-productive as there could 
emerge a vicious spiral of rising interest 
rates and growing liscal imbalances."’' 
The Reserve Bank also announced its 
iiuonlioii to reduce statutory liquidity ratio 
I SI .R) and cash resei ve 1 atio (CRR). This 
resulted in a decline of pre-emption ol 
ic.sources from the banking system Irom 
a peak ol 63 per cent in early 1992 to 35 
percent in the following six years. There 
was a concomitant deregulation of intcivst 
rates. The objective ol collapsing the 
multiple slabs ol lending rales to two slabs 
was realiscil in October 1997 and term 
deposit rales were completely treed. 

During l993-94and 1994-95, the growth 
in M, was wkk'-oll tlic target,’^ In 1995-%. 
It was deemed possible to contain M, 
growth within the projected increase lol 
15.5 per cent). A .successful monetary 
targeting was, unlortunately followed by 
the “sharpcriticism that growth (had) been 
impeded by a restrictive monclaiy policy 
which gave primacy to price stability".” 
The Reserve Bank defended its monetary 
policy stance by arguing that while 
monetary policy ensured a substantial 
decline in inflation in 1995-96, real GDP 
recorded a high growth of over 7 per cent. 

In ail the four years of .success in 
monetary targeting, the rate of expansion 
in broad money was lower than that of the 
trend rate of growth of 17.3 percent since 
1970-71. The years of success were 
immediately preceded by years of sharp 
increases in money supply (Table 3). Tlic 


first three years (1985-86, 1987-88 and 
1990-91) of success in monetary targeting 
were accompanied by a lower rate of 
expansion in both net Reserve Bank credit 
to the central government and net foreign 
exchange assets of the banking sector. 
Inspiic of higher expansion of net Reserve 
Bank credit to the central government, the 
fourth year (1995-96) of success was 
rendered possible due to substantially lower 
expansion in net foreign exchange assets 
of the hanking .sector. 

Monetary targeting was most firmly 
espoused in the Bank's Annua/ Repons of 
7995-96 and 1996-97 wherein the 
proccdute followed in monetary targeting 
was also discus.sed. The Annual Report 
1996-97, howcvei. also noted that the 
context ol monetary policy has undergone 
a distinct change in recent years with the 
opening up of the economy and with 
monetary policy initiatives increasingly 
directed towards maintaining a stable 
Imaiiciul environment in relation to price, 
interest rale and exchange rale. The Annual 
Report l997-9ii look this argument one 
step lurthcr by pointing to the experience 
ol the developed countries where, 
lollowing the linancial innovations and 
sharp reductions in transaction costs, 
variations in quantity aggregates could no 
longercxplain appropriately the variations 
in aggregate demand and prices which 
prompted these economies to target instead 
the late variables like short-term interest 
rates or the exchange laie. and .sometimes 
even more directly, the inllation rate. 

Ill 

.Stability of Demand for Money 

Monetary targeting is premised on a 
stable demand lunctioii lor money. I inder 
this approach, the demand (or money is 
estimated given a real 0 ,DP target and^ 
inllation objective undcf the assumption 
that income velocity of money is .stable. 
Another important consideration is the 
controllability ol the monetary aggregate 
which IS the ohjeci of policy. In the case 
ol targeting of broad money which 
represents the liabilities of depository 
institutions, money supply could be 
endogenous. Although the. central bunk 
influences the money creating activities of 
these depository institutions in a fractional 
reset ve system, this is not the same as the 
central bank being able to target money 
slock exogenously. 

In the Indian context a number of 
empirical studies onthe demand fur money 
have dcmon.sira‘ed that it is stable 
(Vasudevan (1975), ladhav (1994) and 
Arif (19%)). Several methcxls are available 
to assess stability. The Working Group on 


Tabi.l 5- Tfcsr or Oi-iwriciiiAnoN* 

Tnice Maximum AtC .SBC HOC 
Test Eigen Value 

.12 27^ 16 07» IsaTna^l 151,49 

r-2 3.80 181) 154 13 144 99 1.50 71 

* .Significunl al the 5 per rcnl level 
(o’ Co-imegniluinoflbnirandIgdprwiihresiiicted 
inICRxpl and no bends, order ol var = 2 
r Number of co-inicgrating vector 
AIC .Akaike Inforiiialion Crilenon. 

SBC -.Schwar/ Bayesian Criterion. 

HQC Mannan - Quinn Cnlcnon. 


Tahi.i. 6 Moni y. Oi.iiim'i and Phici-.s 

( in Rs cniret 


Year 

(Ending March) 

1 

BM 

2 

WPI 

T 

C.DPR 

4 

195.3 

2121 

157 

45117 

1954 

22(X) 

164 

47863 

1955 

2379 

15 .3 

49859 

1956 

2683 

14 5 

51173 

1957 

2869 

16 5 

54086 

1958 

.316.3 

17 

5.3432 

1959 

.3476 

177 

57487 

1960 

3883 

184 

58745 

1961 

3964 

19 6 

62904 

1962 

4244 

19 6 

648.56 

196.3 

4553 

20 4 

66228 

1964 

5037 

21 6 

69581 

1965 

5498 

24 

74858 

I9(y6 

6134 

25 8 

72122 

1967 

6817 

29,4 

72856 

1968 

7460 

.32 8 

78785 

1969 

K3(My 

32 5 

80841 

1970 

93 37 

33.7 

86109 

1971 

11020 

35 5 

90426 

1972 

12693 

37 5 

91339 

1973 

1.5013 

41 3 

91048 

1974 

17624 

49 7 

95192 

1975 

19549 

62 2 

96297 

1976 

22480 

61 5 

104968 

1977 

27781 

62 8 

106280 

1978 

32906 

66 

1142I9 

1979 

40112 

66 

120.504 

1980 

47226 

77 4 

114236 

1981 

5.5774 

91 5 

122427 

1982 

62752 

ItK) 

129889 

1983 

73184 

104 9 

1.33915 

1984 

86525 

112 9 

144965 

1985 

102933 

120 t 

1.504.33 

1986 

119.394 

125 4 

156^66 

1987 

141632 

132 7 

16.3271 

1988 

164275 

1436 

170322 

1989 

19.3493 

154 3 

188461 

1990 

2309.50 

165 7 

2014.5.3 

Iv91 

265828 

182 7 

2122.53 

1992 

317049 

207 8 

21.3983 

1993 

366825 

228 7 

225240 

1994 

434407 

247 8 

239145 

1995 

531426 

274 7 

2577(8) 

1996 

604(K)7 

295.8 

2761.32 

1997 

701848 

314 6 

296845 

1998 

825389 

329 7 

311887 


BM .Nominal Broad Money (M.,). 

WPI WholoialePncelndextBascWl- 82=100); 
average of weeks. 


CiDPR :Gross Domestic Produtl at factor co.sl at 
1980-81 prices. 
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Chart M ; Plot op Cumulative Sum of IteruRsivE Residuals 



The siraight lines represent critical bounds at 5 per cent significance level 
Chari I 2. Plot or Cumulative: Sum of Sqijarfs Rlcursivf. Residuals 



The straight lines represent critical bounds at S per cent significance level 


Chart 1.3: Coef op LODfR and Its 2 SE Bands Based on Recursive OL 



Year 


Chart 1.4: CoEmriENfr of LGDPR and Its Two* SE Bands Based 



I9.‘57 1962 1967 1972 1977 1982 1987 1992 1997 
Window sire 5 


Chart 1.5; Multivariate Dynamic Forests for the Chanoe in LBMR 



Money Supply (Chairman; Y V Reddy) 
which .submitted il.s report in June 1998 
had used recursive estimation procedures 
of cumulative .sum (CUSUM) and cumu¬ 
lative sum of the squares (CUSUMSQ) to 
as.sc.s.s the .stability of the money demand 
function for India. These procedures are 
particularly useful in detecting structural 
changes. While the Working Group did 
not find evidence of parameter instability 
for the period 1970-71 to 1996-97 it 
recogni.scd that the predictive stability of 
the money demand equation is equally 
important for its u.sc for policy purposes. 
This is an issue which was earlier addressed 
by the most influential paper on money 
demand in India by C Rangarajan. In his 
presidential address at the 71st annual 
conference of the Indian Economic 
AssiKiation in December 1988, Rangarajan 
demonstrated that money demand 
equations provide rea.sonablc predictions 
of average changes i n prices over a hori /on 
of four-five yea's, though not nece.s.sarily 
in a year to year context. In his D T 
Lakdawala Memorial Lecture in February 
1994, Rangarajan revisited the same i.s.suc 
and came to simi lar conclusions. In e.s.s6ncc 
the concern was with the long-run stability 
of the money demand function in terms 
of its mo.st proximate determinant i,e,real 
GDP,-^'* rather than its short-term 
behaviour. 

In what follows we consider a fairly 
long time series to examine the long-term 
stability of the money demand equation. 
The Ordinary Least Square (OLS) 
estimation of logarithm of broad money 
in real terms (Ibm) on logarithm of real 
GDP (Igdp) on the basis of annual data 


for a 46-ycar period from 1952-53 to 
1997-98 yielded an income elasticity of 
demand for money of 1.58. While the 
equation gave a very good fit, expectedly 
it had high standard error and residual 
serial correlation. When corrected for first 
order residual serial correlation (Cochran- 
Orcutt method), the income elasticity at 
1.55 did not change significantly. The 
maximum likelihood estimation with 3- 
ycar moving average error term (which in 
a way mimics the methodology suggested 
by Rangarajan) did not change the income 
elasticity significantly (Table 4).^-' 

As regards the question of stabiii ty while 
CTJ,SIIM, recursive least .square (RLSQ) 
and rolling least square with a window 
si7.e of five years showed parameter shifts, 
these :sts did not point to parameter 
instability. However, CUSUMSQ test 
pointed to deviation from the conventional 
5 per cent critical bonds starting from 
mid-1980s coinciding with the period 
marking the monetary targeting exercise 
in India (Charts LI to 1.4). 

The mixed evidence on parameter 
stability notwithstanding, the above 


c.stimation would not stand the scrutiny r 
time series analysts keeping in view th 
fact that many macro-economic time.seric 
are not stationary in their levels and mor 
adequately represented by first difference: 
In such, a scenario the long-run equilibriut 
relationship is best represented by cc 
integrating vector(s). The Augmente 
Dickey-Fuller (ADF) tests on the chose 
variables, viz, Ibmrand Igdprrevealedth: 
these variables are 1(1) on level form an 
1 (0) in first difference Test of cc 
integration following the Johansen metho 
revealed the presence of a single cc 
integrating vector between real broa 
money and real GDP pointing to a long 
run equilibrium relationship (Table 5). Th 
estimated long-run co-integrating vectc 
with regard to real GDP worked out to 1.1 
(Table 4). While the co-integrating vectc 
cannot be interpreted as the long-ru 
demand for money,’* it is consistent wit 
the estimates of long run income eiasticit 
estimated from the OLS equations. 

Keeping in view the long-run equilibriur 
relationship we examined the predictiv 
stability. In this regard we chose the yea 
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1993-94 as the benchmaifc-^^ to generate 
out of sample forecast from the variants 
of money demand equations discussed 
above. It could be seen that the predictive 
performance of the equations as measured 
by the root mean sum of squares predictive 
error (RMSPE) gradually improved from 
that in the OLS regression to the co¬ 
integrating equation (Tabie4). The RMSPE 
improved from 5.21 per cent in-^* OLS 
regression to 3.26 per cent with 3-year 
moving average error term and to 2.05 per 
cent in the co-integraiing equation. Even 
though the co-integrating equation sharply 
improved the predictive performance it 
couldcapturc only one of the turning points 
during 1993-94 to 1997-98 (Chan 1.5). 

IV 

Conclusions 

The international experiences with 
regard to monetary targeting suggest that 
the developed countries pursued such an 
approach to monetary policy formulation 
for about a decade and half with varying 
degrees of success. If success were to be 
fudged hy the number of years in which 
the monetary targets were achieved, there 
were more failures. In tenns of the overall 
objective of monetary policy, the inflation 
rate in these countries came down during 
the targeting period. This achievement, 
however, could not be entirely attributed 
to monetary targeting exercise. Even tho.se 
few developed countries which .still 
persevere with monetary targets, tend to 
iollow a more eclectic approach to 
monetary policy formulation. As regards 
developing ctmntrics. increasingly less 
number of countries pursue a purely 
monetary targeting approach. The move 
away from the monetary targeting approach 
was largely prompted by market oriented 
financial sector reforms and international 
capital flows. 

In India, the monetary targeting exerci.se 
produced a mixed result during the 13 
years (1985-98) when some form of 
monetary target was pursued. During this 
period, it is only on 4 cKcasions that the 
monetary targets could actually be 
achieved. The average growth of broad 
money, however, increased from 17.1 per 
cent during the decade and half (1970-85) 
preceding ihe monetary targeting period 
to 17.4 percent in the monetary targeting 
period (1985-98). Furthermore, there was 
no perceptible improvement in the inflation 
rate which fell from an average of 8.8 per 
cent to 8.1 percent during the same period, 
although the variability of inflation came 
down significantly. It may, however, be 
noted that the 1970s had witnessed two 
bouts of high inflation emanating from oil 


price shocks. As regards, output per¬ 
formance, the average real GDP increased 
sharply by 5.8 per cent per annum in the 
targeting period as against 4.0 per cent in 
the earlier period. 

In view of the persistence of excess 
liquidity, containment of overall liquidity 
(measured in terms of growth) was the 
overriding objective of policy. The 
monetary targets, therefore, were initially 
framed in terms of setting of indicative 
ceilings on the basis of observed growth 
in the previous years. Interestingly, such 
ceilings preceded the Chakravarty 
Committee and continued till 1991-92 
when M, targets were set independently. 
In the 199()s the monetary targets were .set 
either as point targets or in a narrow range 
implying a higher probability of missing 
such targets. It may, however, be noted 
that a wider range puts a question mark 
on credibility, nullifying the very objective 
of targeting. 

The pressures on monetary expansion 
in the earlier part of targeting exerci.se 
emanated from monetisation of fiscal 
deficit and later on from capital inflows. 
During the period 1985-1992. net Reserve 
Bank credit to the central government 
accounted forever 96 per cent of monetary 
base which was reduced to about 65 per 
cent in the subsequent period during 1993- 
1998 with corresponding incrca.se in net 
loreign exchange assets of the Reserve 
Bank. In the event of a conflict between 
the liquidity impact of capital inflows and 
adherence to monetary target, the former 
.seems to have taken precedence: “Since 
the inflows of foreign exchange were of 
overriding priority, measures of sterilising 
the inflow of these resources were not 
undertaken lest the measures should 
dampen such inflows.”^’ In the absence 
of rc.straint overcapital inflows, the SUCCC.SS 
of monetary targeting became contingent 
on f ^scal adjustment. Although the practice 
of automatic monetisation of the budgetary 
deficit was done away with effective April 
1997, it is yet premature to judge its overall 
impact on liquidity in view of the Reserve 
Bank' s support to the central go vemment ’ s 
market borrowing programme. 

Tlius, notwithstanding the rca.sonable 
stability of the money demand function, 
the expansion of money supply emanating 
from monetisation of government deficit 
and in more recent period from capital 
flows rendered the control of monetary 
aggregates more difficult. Moreover, the 
stability tesLs on the empirical estimates 
of money demand equation are .sensitive 
not only to the choice of the time period 
hut also the empirical methods. While a 
stable money demand function could be 


a necessary condition for monetary 
targeting, it may not always be an adequate 
guide to the choice of an optimal monetary 
policy framework. In an administered 
interest rate and exchange rate regime, the 
quantum channels dominate in trans¬ 
mission of monetary policy impulse.s. 
However, external and financial sector 
reforms enhance the .sensitiveness of 
quantity variables to their market- 
determined price, i e. interest rates and 
exchange rate. 

With increasing market orientation of 
the financial structure and international 
capital flows monetary policy would 
necessarily have to respond to develop¬ 
ments on a continuous basis. In such a 
milieu, it needs to be pondered whether 
monetary targeting approach could ensure 
internal and external stability when the 
avowed objective of policy is to move 
away from a classical re.scrve money ba.sed 
monetary policy operating procedure by. 
de-emphasising reserve requirements as 
active instruments of policy. In India, the 
switch-over to a new monetary operating 
framework based on multi-indicator 
approach from the one predominantly 
based on targeting money supply would 
obviously give rise to lot of debate. In this 
context, Vasudevan (1997 and 1998). 
provides illuminating discussion on 
dilemma faced in monetary policy making 
in a transitional setting. It would, therefore, 
be more meaningful if the debate looks 
beyond the is.sue of stability of the money 
demand function in judging an appropriate 
framework of monetary policy for India. 

Note.s 

[The authors are grateful (o A Va.su(levan for his 
valuable suggestions The views expressed in this 
paper are those of authors and not of Ihe in.stiluliun 
lo which they belong 1 

1 On a year-on-year ba.sis. M, growth (Octolicr 
*), 1998 over October 10. 1997) was 206 per 
cent (and excluding Resurgent India Bond 
(RIB) receipts. IK 3 per cent) as against 16.8 
per cent in the comparable period of ihe 
previous year. 

2 The Fed opted for multiple targets, with ranges* 
for growth in M,. M, and M,, as well as a 
measure of credit, being announced However. 
M, was the focus of attention 

3 Automatic, often daily, transfers between 
tran.sactions and inve.stmcnt accounts 

4 Rruggemanii. Imke. and Dieter. Naut/ (1997), 
‘Money Growth Volatility and the Demand 
for Money in Germany; Friedman's Volatility 
Hypothesis Revisited', Wcllwinschaftliches- 
Archiv. 133(3), pages .523-37. 

5 DcutscheBunde.sbankMonthlyReport(l997), 
.Strategy of monetary targeting in 1997, 
January. 

6 C Rangarajan (1997), “Dimensions of 
Monetary Policy". The Ananiharamakrishnan 
Memorial Lecture delivered at Chennai, 
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February. 

7 Achjar Itja.s. (1498). ‘The transmisision 
mechanism of monetary policy in Indonesia', 
in The Transmixsinn oj Monrjary Policy ill 
EmerKiiiK Market Economiex. B (S p 10.S- M 4 

8 C Ranguraian (1997). cited in f n 6. 

9 Ibid, p m 

10 The latter was 4 per cent in the case of the 
Chakravany Cuininittcc (I98S) and around 6 
per cent m the Reserve Bank's policy 
announcements 

11 includes currency with the public, aggregate 
deposits with coininercial and co-operative 
banks and 'other' deposits with the Reserve 
Bank 

12 RB! Annual Report p II. Circular 

issued by Credit Planning Cell, Apnl 6, 1985. 

t3The inllutiun rale ion an average basis) during 
the |9K0s averaged 8 0 per cent 

14 Re.serve Bunk's Credit Policy .Statement of 
(X'loher 1982. 

15 Circular issued hy Credit Planning Cell. 
January 27 1984 

16 Ibid 

17 Circular issued by Credit Planning Cell, 
March 8, 1985. 

18 M, target was made consistent with the 
containment ol gross Tiscal dcrieil to 6 5 per 
cent ol GDP in 1991 92 

19 M, target was made consistent with the 
coniainincnt of gross fiscal deficit to 5.0 per 
cent of GDP in 1992-93. 

20 CircuKir i.ssued by Credit Planning Cell, 
April 6. 1985 

21 Circular issued hy Credit Planning Cell. 
Scpiemher i. 1984 

22 RBI Annual Rei'orl I9li4-H5. p 15 

23 RBI Annual Report I9R6-R7. p 70 

24 RBI Annual Report I9R7-HI!. p 75. 

25 Credit PlanningCcll Circular dated March 27. 
1989 

26 Credit Planning Cell Circular dated October 
25. 1985 

27 RBI Annual Report 1989-90. p 33. 

28 These targets were revisions of the earlier 
largcts sel in Apnl; ihe rationale for revision 
IS given III Credit Planning Cell circular of 
(X'loberS. 1991 "Giventhesironginflationary 
pressures in the economy and the anticipated 
slowdown in the leal GDP growth rate, theie 
IS an imperative need lobnnguhout asignificant 
slow-down in the real GDP growth raic. there 
lemaiiiing peiiod of 1991-92" 

29 The Credit Planning Cell circular of OcloU-r 
8.1991, however, is not explicit about whether 
M, growth postulated was a target or a 
projection. It goes thus: “keeping in view the 
actual inflationary (rends and since the 
underlying ob)ccti ve of policy is to bnng about 
a sharp reduction in the inflation rate, it is 
de.sirabie to work towards a lower M, expansion 
of about 13 per cent in 1991-92” 

30 RBI Annual Report 1991-92. p 8. The rate ol 
expansion of M, was. however, substantially 
higher at 19 3 |)cr cent. 

31 RBI Annual Report l’)92-93. p 115. 

32 The M, growth figure for 1994-95 is distoiled 
by 27 repoiting fortnights - two of which 
depicting year-end bulges of banking 
uggregaicstMarch 18-Apnl I. I994andMarch 
17-31, l‘)95) ThcMnevitabilityoflhedistoitinn 
may not have been taken into account while 
formulating monetaiy target for l9<)4-9.5. 

3.3 RBI Annual Report 1995-96, p 92. 

.34 In estimation of reduced form money demand 


equations, apart from a scale variable such as 
GDP. interest rates denoting opportunity cost 
are used as important arguments. In the Indian 
context there is no satisfactoty measure of 
opportunity cost in view of long periods of 
tight interest rate regulations. Moreover, in the 
Indian context various measures of interest 
rates aie not found to be statistically very 
significant. 

35 The data set is given in Table 6. 

36 Dickey, D A. et al 

3 7 The chatce of the year 1993-94was conditioned 
hy the fact that it marks the beginning of 
significant reforms in the external, financial 
and monetary sectors. 

38 RBI Annual Report 1991-92. p 7. 
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On Interest Kate rolicies 

Romar Correa 

The context hi which the subject is treated is the different institutional arrangements that arc being 
contemplated worldwide. Institutions, for the present purpose, are defined as outcomes of the strategic 
interaction between members of the private sector and the monetary authorities. 

In a generalisation of the credit transmission approach h’p consider an aggregate monetary economy 
consisting of three agents: a firm, a hank and a hou.sehold. The relationship between pairs of them is 
characterised by bilateral private information. Bonds, loans and savings are contracts in the level of output, 
the rate of interest on bonds, loans and the deposit rate. It is .shown that the contracts have a common 
functional form. 

This renders the model dynamically unstable. We consider the potentially .stabilising role of monetary 
policy in two cases. In the first, the monetary authority operates the discount window. Formally, wr introduce 
a parameter in the objective functions of the private sector agents. In the second, the central bank enters 


as a player with the interest rate 

We examine the relative merits 

I 

Introduction and Motivation 

THF.RIms an aniinutcci ongoing discussion 
about opiiniul nioneiary regimes. The.se 
monetiiA urrangoinents concern ditTcrenl 
rekuiobships ihai might exist between 
private seetoi agents and rcntral Banks. 
The various positions can be regarded as 
points along a spectmm. At one extreme 
arc advin ates ot frameworks like those ol 
live hanking' that would assign a role to 
C'entral Hanks that is minimal tending to 
zero. The basis loi such arguments must 
ultimately rest on the desirable properties 
ol an AiTow-IX'bieu model ofthceconomy. 
Sincethe locus of this e.ssay isthe dynamic 
stability properties of different 
organisational forms, it is important to 
recall that lor the dynamic .stability of that 
model It is both necessary and sufficient 
that behavioural respon.ses are known and 
are ol a particular kind. In addition, there 
remains the enduring research agenda ot 
satisfactorily incorporating money and 
finance in that l’•.!mework. 

As soon as we move away from this 
endpoint of the continuum, the c.s.scntiully 
monetary nature of the modern economy 
has to be faced squarely |Cartelier and 
Froeschle l‘)8‘)). The acquisition ol 
commodities is not the ultimate objective 
ol agents m a capitali.st economy. 'I'liey 
seek to earn a surplus ol revenues over 
costs. While utility maximisation might 
exist, profits are the .social measure of 
.'conomic perlormance. Profits of firms, 
in a familiar macro-economic identity, arc 
equal to investments plus the government 
deficit. It IS necessary therefore to 
conceptualise the modern economy as a 
fHilicy legime in which (he laws governing 
money, credit and ctintracl are "part of a 


on government paper as a .strategy, 
of the two policy regimes. 

game embedded within a larger game” 
ISluibik l‘:>X4:5|. Institutional detail has 
to be filled in The order of moves has to 
be speeified. In order to define the payoffs 
in all disequilibrium states, rules 
concerning bankruptcy and so on have to 
he s|x;lt out. SpcciaPagents like commercial 
banks with eonsirainls concerning the 
distribution of their profits have to he 
introduced. A special player, an arbiter of 
the club of commercial banks, with a 
distinguished strategy set will exist. 
Monetary systems are siKial organisations 
which evolve through a process of 
invention and innovation. lEconomicpolicy 
can change the contours within which 
private sector choices arc made. Temin 
(FXX)), arguing along the.se lines and 
ilrawing on the work of Thomas Sargent 
suggests that monetary history might not 
Iruitfiilly he examined as the outcome ol 
macro-economic policies ilivorccd from 
the institutional context in which they arc 
embedded. The particular illustration 
provided is thecstablishment of new policy 
ivgimeby Rixssevelt in I ‘>33. The previous 
Hoover regime had been financially 
conservative, adhering to the rules of the 
gold standard and fiscal orthodoxy. 
Roosevelt abandoned this policy package, 
devaluing the dollar and cxuilling the 
virtues of inflation. The rules of the game 
were changed. In the new dispensation, 
government wasunderan implicit contract 
to detenninc the money supply, expenditure 
and the exchange rate. Expectations and 
actions sharply altered toastatc of euphoria 
I n rcspon.se to what was perceived as long¬ 
term government policy. 

The fi nanci ng arrangements i n a mixlern 
economy, by definition, involve borrowers 
and lenders. The proximate lender to an 
owner of capital as.sets and investing units 


is a financial institution. Borrowing and 
lending arc also used by households to 
finance spending and asset acquisition^ 
Asset-holders will shift between sessets on 
the basis of interest-rate relativities. The 
relative own rate oflered by each unit is 
not subject to the control ol the monetary 
authorities. The aulhorities can at best 
indirectly inHuence these own rates by 
operating on the general level of interest 
rates IGoodhurt HXH|. In that case, and 
with the financial innovations ol recent 
times, the elasticity ol substitution in the 
form of speed and responsi vene.ss of lhc.se 
shifts incrca.ses Firm.s. in their torn, may 
switch banks as a strategy tor bargaining 
for lower interest rates over the cost of 
funds. Users of financial services cannot, 
without considerable cost, discriminate 
between alternative bunks with different 
risk-return profiles. Depositors can 
withdraw their funds at will and hold cash. 
Altcmuiively, as in the case ot bank runs 
in recent history, depositors might exit 
fmm banks perceived as an inferior outlet 
to alternatives. Since bank assets consist 
mainlyofloanstofirm.bankscxpcricncing 
a shortfall qf cash arc forced to cuaail 
tending and perhaps call in existing loan.s. 
As a consequence, businesses are 
compelled to seek alternative avenues of 
finance. Thin secondary markets imply 
that hanks will be threatened with capital 
losses if they collectively attempt to sell 
out a part of their position The only 
optimising strategy for such institutions is 
to stall a run-off of their deposit liabilities, 
that is, to refinance rather than sell out 
their position. In order to accotnplish this 
they must meet market competition on a 
continuous basis. Minsky (19X2.19X6) has 
proposed a framework in which all agents 
in a miKicrn economy are usefully regarded 
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as 'banking units'. Households,', 
corporations, as well as banks, finance,’ 
positions in assets by emitting liabilities. 
At the same time, every unit must have 
a normal cash flow from operations. Like 
banks, alt units mu.st be liquid and solvent. 
According to the traditional precepts of 
banking, the liquidity and .solvency of 
banks was ensured by self-liquidating 
commercial loans. In an identical fashion, 
on the part ol firms, the payment 
commitments on debts mu.st lie within 
bounds dictated by realised and expected 
cash flows. The relation between the cash 
flow and the commitments embodied in 
liabilities determine the conditions under 
which units can be placed in tinaiicial 
di.slress. Tliecloser I he articulation between 
the coniructual and normal cash flows 
fnim a uni t and its cash receipts, the smaller 
the domain of stability ot the financial 
system 

lliere is no particular premium to be 
attached to banks in this process ol 
financial positioning. Hou.seholds can 
purchase adiversiI led set ol assets identical 
to a bank. The standard rationale that runs 
in terms of economies ol scale and safe¬ 
keeping services does not apply as these 
can be obtained by investing in acollecli ve 
invesimeiil fund. The modern explanation 
mns in lei msol the asymmetric informat mn 
that characicn.ses the relation.shipbetween 
pairs ol agents. Individuals will not have 
the time and expertise to inomtoi the 
behaviour of linns. Banks are alleged to 
have an infonnnlional advantage in this 
regard. It remains true, however, that both 
banks and saveis wil I he at an informational 
disadvantage compared with the borrower, 
in a.s,se.s.smg the latter's net worth. It seems 
reasonable tliereforc to assume that a 'veil 
ot Ignorance' pievails in financial 
contracting and conditions ol bilateral 
piivaie inlonnalion be.st describe the 
relationship between pairs ot agents. While 
the true asset value ol the bank’s (non- 
marketed) loans isuncertain, their nominal 
value is tixed. For this reason both bunks 
and depositors will dciutminatc deposit 
liabilities in fixed nominal terms. This is 
a superior arrangement for hanks bccau.se 
the common denomination will reduce the 
risk arising Irom the reduced covariance 
between the value of its assets and its 
liabilities. The depositor would demand 
lixed nominal deposits from the hank for 
the same reason that the bank demands 
lixed nominal terms from borrowers. 
Depositors lannot. without considerable 
co.sts. know ilie true conditions and 
prospects ol llieir bunk The incentives for 
banks not to shirk are increa.scd by 
denominating deposits in tixed nominal 


' (enn,s. However, the combination of the 
nominal convertibility guarantee along 
with the sutc of ignorance regarding the 
tiue value of balance .sheets lead to the 
possibility of bank runs and a sy.stemic 
cri.sis. 

The primary cash flows that validate 
household, business and government debt 
come from profits. The level of profits, 
in its turn, determines the debt structure 
that businessmen, their bankers and 
households, the ultimate holders of the 
assets of an economy, will accept. Profit 
expectations determine the level of 
investment which is ineluctably founded 
on uncertainty. Due to this fundamental 
uncertainty, investors and their financiers 
seek a.sset and liability structures that arc 
hedges against unfavourable states of the 
world and adjust their portfolios continu¬ 
ously towards that end. Time is calendar 
lime and cannot be captured by the device 
of dated commodities. ‘News’ variables 
can sharply change the relative prices of 
various capital assets and financial 
instruments as well as the relation between 
capital-as.set prices and the price of current 
output. A classical dichotomy docs not 
hold. Prices must fulfil not only their 
resource-allocation and output-rationing 
(unctions but alsocinsure that obligations 
on business debt are met. 

In sum, the close articulation between 
what KniHlcll and Levine (1984') call the 
financial circulation and (he industrial 
circulation make the system more crisis- 
prone. Movements within the industrial 
sector centre on conditions of profitability 
which involve long-term considerations. 
Ihc process ol production and ot 
nivestmcni entail a lime dimension that is 
distinct from the timedimension ofacrisis. 
The financial circulation, on the otherhand. 
IS not linked to a calculation of profitability 
bused on commodity pnxluclion. nor is the 
(I me dimension of the financial circulation 
constrained by the period of prcxluction 
and investment. The lenti crisis connotes 
u process in which decisions arc reinforced 
or reversed and in which thc.se decisions 
are made with an expectation of their 
ii'versul and an immediate test of their 
value. 

It was observed earlier that lor the 
stability of a Walrasian multi-market 
system, us’<b.stitution principle must apply. 
Demand curves mu.st be negatively 
slopped. However, becauseuf the peculiar 
nature ol financial economics, it is difficult 
to di.scniangic preferences from 
expectations [Minsky 1982. 1986). This 
is the outcome of the pervasive uncertainty 
and conjectural elements that characterise 
modern economies. Agents choose assets 


anJ liabilities in a portfolio. Uncertaint; 
impacts on portfolios. Each economic agen 
has a preference system that describes he 
aversion to uncertainty. These tastes an 
affected by observed payoffs. In othei 
words, the curvature of a utility-incomf 
preference .schedule is not given but the 
product of economic outcomes. It i} 
possible, for example, that a rise in the 
relative prices of some subset of financial 
instruments may increa.se the quantity 
demanded of such a.s.scts. A rise in prices 
may then generate conditions conducive 
to another rise and .so on. 

We proceed with a consideration ol 
policy regimes that can he set in place tc 
reduce uncertainty. In the first ca.se. it i.' 
worthwhile to recall that the di.scretionury 
policy functions of central banks eamc 
after their primary miens role of attending 
to the stability of individual members ol 
the commercial hanking system [Goodhari 
1991J. In the pursuance of this objective. 
Central Banks lend at the discount window 
as an ultimate source of liquidity for the 
economy. I f normal operations entai I banks 
borrowing at the discouni window, then 
the capital adequacy and asset structure 
of banks will he under Central Bank 
.supervision. Open-market operations arc 
the means by which ('eniral Banks finance 
government activities. On Ihc other hand, 
when the Central Bank supplies reserves 
through (he discounting ot to-thc-assel 
short-term business debt, it is cofinancing 
business. The issue of short-term paper is 
linked to the ownership of busiiie.ss inven¬ 
tories. As loans fall due and are repaid, 
bank reserves arc depleted. In order tc 
replenish thc.se reserves, banks would have 
to discount paper and there would h<' an 
ongoing relationship between banks and 
the central bank. The role ol the Central 
Bank ensures that the paper would have 
a preferred .status in financial markets. In 
the present case, the interest rate set by 
the Central Bank for its lending ope rations 
is an important determinant (if the financing 
terms commercial banks can offer, 
Althoughthe .supply of reserves is infinitely 
clastic to all holders of this paper, the 
interest rate is fixed by the Central Bank 
on the basis of economywide conside¬ 
rations. In the words ot Grxidhait (1991). 
Central Banks arc “non-competitive, non¬ 
profit-maximising agents” in this fun¬ 
ction. 

The role of Central Banks as competing 
with the private .sector to maximi.se the 
public deficit over the cost ot securities 
came after the function outlined above. Il 
remains true, as Giwdhart (1995) reminds 
us, that monetary variables arc statistical 
abstractions and monetary authorities arc 
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concerned with ultimate objectives like 
output, employment and price stability. 
Nominal incomes are influenced by fiscal 
as well as monetary policy. Indeed, when 
Central Banks were founded they were not 
meant to fulfil the exclusive objective of 
. price stability. Instead, they were 
e.stablished by governments as the first 
among equal commercial banks with 
special privileges provided them in the 
original charter. As the main Central 
Chartered Bank, they were bankers to the 
government. In periods when the 
government was unable to finance the 
deficit. Central Banks were expected to 
make additional loans available. Tire 
■authorities' were loosely conceived t(» 
he both monetary and fiscal authorities. 
The objective of the authorities was to 
manage demand to achieve domestic full 
employment. To that end they mightdeploy 
either fiscal or monetary instruments. 
Indeed, governments have been largely 
responsible lor picventing fragile 
siiuctores into unravelling into full-fiedged 
crises and deep depi cssions. Governments 
sustain demand and feed secure assets into 
portfi ilios whenever there is a fall in income 
and employmeni. They provide stability 
through the impact ol deficits as a 
contracychcal policy to stabilise profits. 

We proceed to val idate these con jectures 
below. In the first place, wc show that a 
private sector economy with profit- 
niaximismg agents is dynamically unstable. 
Wc introduce the authorities in turn as 
operating the discount window and as 
agents optimising a profit function. The 
properties of ihe.se two pirlicy regimes are 
compared. A final section is a summary. 

II 

The IVIain Results 

The linancial decisions of agents arc 
represented in a generalisation of a dia¬ 
gram from Freixas and Rochet (1997: 9). 
The subsetipts F, FI. B and G denote a 
representative firm, a representative 
hou.sehold. a representative bank and 
the government respectively. All agents 
behave competitively. The superscript + 
represents a supply and the superscript - 
represents a demand. 

We generalise the credit view of the 
transmission process by relaxing the 
assumpii«>n that bank loans are an impcrt ect 
substitute for bonds. As suggested, there 
is no primacy to be attached to the bank- 
borrower relationship in the process. The 
credit view can be described in the 
following way IFreixas and Rochet 1997]. 
The standard model is a world with one 
good and three assets (money D. bonds 
B and loans L>. The real income of 


households, y, the interest rate on bonds, 
11 ,' and the interest rate on deposits.rQ 
determine savings which are allocated 
between the two as.scls: 

■‘f (y ro rn) = B"" (y-fi). >'8)+ D* (y, r,„ r„) 
+ ++ +■•+ + + - 
The possibilities for invc.stmcnt financing 
by firms is given by 
hr,., r„) = L- (r,,. rn) + B* (rt.. rg) 

- - - + + - 
Banks is.sue deposits and make loans so 
that 

f * (Ff Fp) = D" (r|, rp) 

+ - + ■ 

t quilibriumon the money market is given 

by 

l>* (y, Fp. rp) = D- (r,,. rp) 

+ + - + - 
while the LS curve is given by a system 
ol two equations 
1 (r,.. Fb) = S(y,rp, r^^) 

+ + + 

(equilibrium on the goods market) and 
L fi), Fij) = L^fri, rp) 

- + + - 

(equilibrium on the credit market). 

The profit functions of the three agents 
are 

It, = pl(I) - L" (r,.,.. rp) - B- (r,... Fb) 
Kb = L* (Fl. rp,.) - D' (r,, rp,.) 

7 t|| s B* (.,rp. Fb) + D* (..rp.rfl) 

where f(I) denotes the production function 
of the representative firm. The following 
observations on this game arc germane to 
the discus.sion. The inclu.sion of additional 
elements like the purcha.se of bonds by 


banks or indeed more agents will not alter 
the structure of the game. Tlie game is 
'almost perfectly antagonistic' in the 
following ways. A coalition of all the 
players will attain the payoff pf(l). This 
is a vindication of the argument made 
above that the utilities of all players in a 
capitali.st economy arc maximised by 
maximising the non-constant sum, the 
value of investment. Profits aa' apportioned 
among the bank and the household. An 
investment project involves two sets of 
interlocking decisions on the part of the 
firm. One set involves the revenues 
expected from using the capital asset in 
production. The second deals with 
financing the capital asset. The cost of 
financing the production of investment 
enters the supply price of output just like 
the cost of labour and material inputs. The 
ability to debt-finance new investment 
depends on expectations that future 
investment will be high enough so that 
future cash flows will be adequate to fulfil 
contractual commitments to hankers and 
hi)useholds. Such a regime is particularly 
vulnerable to changes in the pace of 
investment tor investment determines the 
viability of debt structures. The instability 
of such an economy is the con.sequcnce 
of the subjective nature ot expectations of 
the future course of investment held by 
businessmen and the subjective nature of 
the appropriate liability structures held by 
businessmen, bankers and households. 

The game has a saddlepoint in the 
following sense. Assume that coalitions 
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of vno players- can be formed. In that case 
for players i,.i and k, we have 

K, + n, = pf(l) - Jtk. 

Furthermore, it can he .seen that the game 
i.s essential, that is. coalitions of two players 
arc both necessary and sufficient to increase 
payoffs. The joint outcome is not less than 
what the players would have earned if they 
functioned non-coopcrativciy. 

The following result is the consequence. 

I. The contracts L.D and B 
are convex in (q, r^, r|,) 

PrcMtf .The argument will be conducted in 
the case of the firm. Symmetrical 
considerations apply in the case of the 
other agents. 

The bank and the household must unite 
into a coalition to cn.stire equilibrium. 
Recall that their joint objectives are 
(almost) diametrically opposed to the 
objectives ol the firm. Suppose that the 
worst possible payofflo the firm is a result 
ofthctwoothcrageiitsemployingastrategy 
combination that imposes the following 
to.st I, (r|,i„.r„i -4- B (r,;rp.rB). 

Now. 

7 t,. = pt(l) -L (r,., r„) - B (r,... r„)'^r„ 

.Suppose I hat the uiircsiricted maximum o( 
the protii riinclion is given by 

7 t| = pl(I) - I. (r,'. r,'v r,j) 

- B (r,. ri), i||) 

In like maiiiiei, suppose that the supply 
ol loan.s and demand for bonds arising out 
ol ilieuiicon.strainedoplimi.sat ion exercise 
conducted by the bank a nd the household 
above is given by L* (ri’, rjj, rji') and 
B* (r|, I'l,. 11,). 

The piolil lunclion is restricted by the 
level ol loans anil bond supply emanating 
Irom the bank and the household 
respcclivoly. Profits are ihereforc de- 
cieasing in these levels. Simultaneously, 
they can be regarded as participation 
constraints to be tuililled in the signing 
ot the.se coniiails. That is. the maximum 
piolits above are 

> pt(I) - i* (r,,,ri,, Tb) - B+ (r,.. r„. r„) 
Choo.se some 

i'b which is a convex combination of rj, 
ami rji' 

q which is a convex combination of rj’ 
ami rj 

rii < ri, < to 

Then, the above equation 

> pl(l)-l,* (r|. r|,. rijj-B* {r|. to, Tg) s 

ft). Tb) 

- pt(i) - L" (Cl, r|), r|J) - B“ (r|', rp, rg) 
It! other words, contracts will be a convex 
combination of (rj. ri„ rJi) and (ri*. r^, tg). 


The result can be regarded as an 
illu.stration of the view, mentioned in the 
previous section, that preferences in 
financial markets or elsewhere, are the 
outcomes of enduring exchanges and 
contracts rather than the initial datum on 
the basis of which they are initiated [Baron 
and Hannan 1994]. Preferences are 
endogenous bccau.se agents conform to 
tlie expectations of others. Since pre¬ 
scriptions about behaviour emerge from 
market interaction, people arc assumed to 
have strong preferences concerning the 
lorms of exchange rather the results. The 
result can also be regarded as a variant of 
the idea of spillovers, open u.ss(x:iated 
with Keynes, between markets, resulting 
ill maximi.sation exercises not being a 
I unction of variables in the market under 
consideration alone. 

The result motivates the following 
putative di.scquilibrium dynamics on the 
system where the functions arc increasing 
III y and convex in (r,, r^, ra). 
dy 

= X, (y, r,., r,„ r„) 
dt 

^ = X, (y. r,. rp, ra), i = L, D, B. 
dt 

.Since the first-order responses arc not 
known, we niti.st have recourse to the 
qualitative theory ot differential equations. 
The tollowing treatment relies on 
Nemytskii and .Stepanov (1960). For the 
purpose of generality, we will describe our 
dynamical system above in the following 
manner. 

We consider motions defined by the 
system of differential equations 

_ X, (X,. Xn . x„), i = ',2.n 

dt 

I x 5 t a metric space R be given along with 
a family of mappings f(p,t)of R onto itsell. 
The parametert is time. The function f(p.l) 
lor fixed p is called a motion. The set of 
points i f(p,t);-« <t< + “^ [ for fixed p is 
called a trajectory of this motion. 

Definition 1. A point p is called ‘non- 
v andering' if for each n of a p„ and t„ 

hi ^ T'li* ^fPii’P^ I (Pn'^i)) 

Definition 2. The dynamical system is 
fompletely unstable if all its points are 
wandering. 

In tlie case of the dynamical .system at 
hand. 

PioiMsition 2. Hie dynamical system is 
completely unstable. 

Prixif. The prool rests on the fact that 
it the argumiMit of a convex function is 
iiicrca.scd, the function cannot change its 
behaviour from an increasing to a 
decreasing function. 

Clumse two numbers p and ffpi.ti), 
p > f(p,, t|), .such that d(p,f(p|. tj)) = £. 


and points in the interval (p, f(p|,t|)) such 
that 

l‘ (Pl.t,) < KPi, tj) <.... f(p„. t„) 

Each of the intervals f(p,.i,) - I (p,_|,t,_|) 
is initially ot the same length e, say. 
Now 

p, <p, <... <p„.... lim p„ = p 

0 <l, <t 2 <...tn <..., lim i„ = + o.. 

Assign the sequence of positive numbers 
e, > C 2 >...£„> ...,E„ -40 
We have 

d(p,f (pi,t,))tf d(p. f (p,„ tn)) + d(f(p„. t„), 
f(Pn-|. t„.i)) +•• + cKKpj.tj), f(p,,i,)) 
Repeated subdivision of the intervals and 
use of the triangle inequality results in the 
above expression 
= o(p.„) 

In other words, it the point p is a 
nonwandering point we have 
d(p, f(p|, t|)) 0 

a contradiction. 

We introduce the monetary authorities 
into the model. In particular, we consider 
the .stabili.sing function of the di.scoiint 
rate r^ = r. There is a close, but not one- 
to-one correspondence between concepts 
in evolutionary game theory and dynamical 
system theory. In the case of an evolutionary 
system, the state vector consists of 
strategies employed by agents and the 
concept of stability is given by the 
following. 

Definition .-i. A strategy r* = 

(r,, r,-,. r„, r^;) is said to he an 
Evoliitionarilv Stable Strategy (FiS.S) if, 
for any other r = (r,, r,), r„, i,;), 
jr, (r*) > n, (r). i = B, H. F, G 
and 

Theorem [Vega-Rcdondo I996| lx;t r* 
be an ESS. Then the state x* == r* i.s an 
asymptotically .stable equilibrium of the 
dynamical system. 

In euphoric times, by a tight 
administration of the discount window. 
Central Banks make liability and a.s.sct 
structures more conservative by intro¬ 
ducing uncertainty. Accommodation 
is only available to banks that show 
hard evidence that they arc constraining 
the expansion ol business loans. The 
destabilising influences that are the 
outcome of too rapid an expansion of bank 
financing of business and asset holdings 
should dimitii.sh. In tenns of our lonnalism, 
the effect is to introdtu.e a concavity in 
the profit functions of the three agents. 
Ibe discount rate can he regarded as a 
lumpsum co.st, that is not contracted for, 
and that is passed from the bank to the 
two other agents, as indicated in the 
diagram. A certain dynamic .stability is 
provided. At the same timt, the sy.Klem is 
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not evolulionarily stable. Fur the laUer to 
hold. pn)rits must not be le.ss than those 
generated by the policy in place. Indeed, 
the definition of an ESS does not apply 
with r = r^j as the authorities are nut a 
player in the game. The implicit as.sumption 
behind measures .such as thc.sc seems to 
be that banks wi II operate on the a.s.set side 
of their balance sheets. Banks, it has already 
been argued, wilt continue to tiy toachieve 
the desii-ed portfolio equilibrium. They 
will not call in loans on a large .scale. They 
would meet the shortage of cash by bidding 
for funds, by raising the rate they offer on 
deposits. The extent to which banks will 
push up rates will depend on the interest 
elasticity ot the demand for loans from the 
private sector. It borrowers arc prepared 
to pay a higher rale, it will be in the interest 
of banks to bid more aggressively for 
funds to meet their requirements. In that 
case, both the dynamic and evolutionary 
stability of the model is not assured. 

Finally, in its function of buying and 
selling securities in the oiKn-maikct, we 
examine the government as a ‘competitive, 
profit-maximising bank’, in the words of 
Goodhart (1991). As long as bank reserves 
are the result of open-market purchase of 
government .securities, banks compete with 
the Central Bank. The strategy of the latter 
is Tq the rale ot interest on government 
paper and the interaction with the private 
sector IS depicted in the diagram. In the 
absence of an infinitely ela.stic supply ot 
finance from the monetary system, rising 
interest rates are required to induce 
successive portfolio adjustments. The 
reaction functions of members of the 
private sector as well as the government 
are therefore assumed to be increasing. 
In order to show evolulionarily .stability, 
it is necessary to show that as the 
cttn.sequence ot the entry of a leader in 
a hierarchical game, members of the 
private sector are not worse olf being 
followers than being leaders. 

The union of the firm, the bank and the 
hou.schold is the private sector (PS) of the 
economy. The strategics of this ‘amal¬ 
gamated’ player are all possible combi¬ 
nations of the form r s (ri_. rj^, rn). The 
payoffs of this ‘player’ are denoted by rtps 
(r(j, r). Consider a leader-follower mottel 
in which the government plays first. It is 
assumed that the reaction functions f,(r,) 
arc increasing functions. It is well known 
that if the response ol the follower is 
unique tor any action of the leader, the 
latter always prefers to be the leader than 
the follower.The followingresult isdrawn 
from Varian (1992). 

ProjTosition i. 'Ilie private sector weakly 
prefers to be the follower rather than the 


leader. 

Proof. Let (ro* r») = (r^, fps (to)) be die 
Stackelbeig equilibrium of the game. 
Now, 

max Tips (fc (rl’t) ^ ^ps (fc* 0 

profits arc nonincreasing in the price of 
government paper. This leads to the above 
expression 

< max rips (^o. fps the definition 

of a reaction function, and in turn, the 
expression 

s itps (•'o. <■*)• 

In other words, the profits of the private 
sector arc no .smaller if it is the follower 
than if it is the leader. 

To conclude, we have 

Proposition 4. Government capitalism 
is evolutionarily stable. 

In this case, the dynamic stability of the 
niodrl is called into question. Feeding 
government liabilities into portfolios, 
mentioned above, as the deficit is financed 
during recessions means that an ability to 
finance investment during a subsequent 
recession is stockpiled. The inflationary 
impact of investment is augmented by the 
inflationary consequences of government 
intervention. The rise in nominal incomes, 
after all, is composed of an increase in 
output and an increase in prices. The 
inllationary dynamics, of such a regime, 
could gel explosive. 

Ill 

Conclusion 

The rc.sults above can be regarded as one 
way of addressing the ’big theorem’ of a 
contemporary capitalist system; “a 
capitalist economy with sophisticated 
financial institutions is capable of a number 
of modes of behaviour and the mode that 
actually rules at any time depends upon 
institutional relations, the .structure of 
financial linkages and the history of the 
economy [Minsky 1982: 92J. At one end 
ot the range of possible institutional 
nilations arc arrangements in which Central 
Banks might have no role to play. All 
agent;; seek to make cash ‘on the carry’ 
on the funds they are initially endowed 
with. They enter into relationships that are 
open-ended. The interlocking nature of 
thc.se implicit covenants results in contracts 
that have a common functional form. It 
is shown, once again in a vindication of 
Minsky, that pure capitalism is ‘financially 
un.stabic'. In a first pass at possible policy 
regimes, the di.scount rate is the policy 
variable in the hands of the monetary 
authorities. To borrow the popular 
expression of Tobi n, the effect is to ‘Ihrow 
sand in the wheels” of the profit- 


maximising calculus of banks, fums and 
households. The effect is to induce stability 
into the system. At the same time, as the 
auUiorities are not players in the game and 
the result of the operation of the discount 
window is profits that are less than would 
have been the case without the discount 
rate as a cost, the regime is not 
evolutionarily staMe. At the other end of 
the policy spectrum is the interventionist 
government which is a consolidated 
monetary and fiscal authority. It is a player 
that is the Stackclbcrg leader of the system. 
It is shown that the private sector, qua 
follower, is not worse off in that role than 
would have been the ca.se i f the government 
was follower. All agents benefit from the 
leadership of the authorities. The system 
is evolutionarily stable. At the same time, 
the competition by profit-maximising 
governments results in prices that arc higher 
than would have been the case in their 
absence. The problem of the simultaneous 
existence of dctlcils to shore up profits 
and inflation remains unsolved. 

[Paper pre.sented at a conference on Money and 
Finance in the Indian Economy. Indira Gandhi 
Institute of Development Research, Goregaon. 
Mumbai, December 2-4, IWR J 
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Does Money Supply Process in India Follow a 
Mixed Portfolio - Loan Demand Model? 

Deba Prasad Rath 

An examination of the determinants of the money supply is an important hut often overlooked aspect in 
Indian monetary research. The literature distinguishes three competing models of the money supply process, 
namely, ‘pure portfolio approach ‘, ‘pure loan demand approach ’ and 'mixed portfolio-loan demand approach 
While the first corresponds to the money multiplier approach, the latter two are the accommodative and 
structuralist views of money endogenenity of the post-Keynesian monetary theory. Using RBI monthly data, 
this study finds the endogenous nature of money supply in India where a paradigm of mixed portfolio loan 
model operates. It supports the structural approach implying that the policy stance of the monetary authority 
and private initiatives of banks are important in money supply determination. 


IntroducdoD 

AN examination of the determinants of 
the money supply is an important but often 
overlooked aspect of the study of the 
relation between money and the economy. 
The ways in which the central bank, the 
hanking system and the public interact to 
create the monetary aggregates are signifi¬ 
cant to the conduct ot monetary policy and 
to an understanding of the working of the 
macro-economy. 

In the theoretical literature on the money 
supply process, three competing models, 
viz. ‘pure portfolio approach’, ’pure loan 
demand approach’ and ‘mixed portfolio- 
loan demand approach' have been distin¬ 
guished. While the first corre.sponds to the 
money multiplier approach in the mon¬ 
etarist framework, the latter two are the 
accommodative and stiucturalist views of 
money endogeneity of the post-Keyne.sian 
monetary theory. In contrast to the former 
approach where money supply grows 
strictly through central bank initiative, i e, 
through processes strictly exogenous 
to financial market pressures - post- 
Keynesians have developed the view that 
pressures emerging endogenously within 
the financial markets are the basic deter¬ 
minants both ot money supply growth and 
of cicdit availability. Both the endogenous 
money approaches share the view that 
hanks extend credit, creating deposits in 
the process and look for iT;.serves later. 
They are different in theii view on re¬ 
serves. 

How and where do banks obtain the 
needed additional reserves once they 
extend credit and create deposits'.' One 
perspective argues that when banks hold 
insufficient reserves, central banks must 
necessarily accommodate their needs, a.s 
acting otherwise would threaten the vi¬ 
ability of the financial .system. No effe¬ 
ctive quantity constraint exists for the 


hanks’ re.serve needs because the central 
bank is obligated to accommodate the 
demand for reserves at the discount win¬ 
dow. This is the accommodative money 
supply endogeneity, leading proponents 
of this view include Kaldor, Weintraub 
and Moore. 

According to the otlier perspective, when 
central banks choose to restrict the growth 
o( non-horrowed reserves, then additional 
reserves are generated within the financial 
structure itself through innovative liabil¬ 
ity management practices like borrowing 
in the federal funds and CDs. This ap¬ 
proach of stractural endogeneity of money 
ha.s leading proponents in Mishkin, Earley 
and Rousseas. The critical difference 
between the 'pure loan demand approach’ 
and 'mixed portfolio-loan demand ap¬ 
proach’ models relates to the private ini¬ 
tiatives of banks in accommodating in¬ 
creases in loan demand. In the former, 
accommodation depends exclusively on 
the stance of monetary authority and its 
willingness to meet the reserve pressures 
generated by increased lending, while in 
the latter accommodation depends both 
on the stance of monetary authority and 
the private initiatives of banks. In terms 
of shape of money supply function, while 
the accommodative endogeneity group 
most closely aligned with Moore stipu¬ 
lates a more horizontal money supply 
function, the structural endogeneity group 
believes in a positively sloped money 
supply function. 

In this paper, we attempt a critical re¬ 
view of the relevant literature to examine 
the theoretical and empirical issues of the 
money supply process, especially in the 
Indian context. In Section II, we give the 
formal analytic of the three competing 
approaches to the money supply process 
as envisaged in the money multipliertheory 
of the monetarists’ exogenous money 
framework and the two post-Keynesian 
models, i c, the ‘pure loan demand ap¬ 


proach’ and 'mixed portfolio-loan demand 
approach’ models in the endogenous 
money framework. We outline the te.st- 
able hypotheses for each model. In Sec¬ 
tion III, we undertake an empirical exer¬ 
cise to examine the Indian monetary data 
in the context of the recent financial 
liberali.sation and report our results. The 
conclusions emanating from our analysis 
are reported in Section IV. 

II 

Analytical Framework' and 
Testable Hypotheses 

Portfolio Choice Money Multiplier Model 

(Model A) 

The pure portfolio approach corresponds 
to the monetarist description of the money 
supply process. While re.\ervc money is 
the sum of currencies and reserves flowing 
from the central bank’s balance sheet, the 
broad money is measured as an aggregate 
of different financial liabilities, viz, cur¬ 
rencies. time deposits and demand depos¬ 
its on the components side flowing from 
the overall banking sector, the respective 
quantities of which arc determined by the 
choices of agents. In a fractional reserve 
banking system the supply of ba.se money 
sets an upper hound on money supply. 
Actual money supply is then determine 
within this bound by portfolio preferences 
embodied in demands for the different 
li<.bilities. 

Pure loan demand approach (Model B) 

Pure loan demand approach is the post- 
Keynesian mtxlel where money supply is 
endogenously determined by the level of 
bank lending. Its model set-up differs from 
model A in that it includes deitand for 
bank loans and the banking sector balance 
.sheet constraint. These features in com¬ 
bination ensure that the market for bank 
lending clears and they enable loan de¬ 
mand to affect money supply. Deriving 


no 
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from Rousseas (198S) and Moore (1988, 
1989) it corresponds to the post-Keynesian 
accommodationisi view of endogenous 
money wherein money supply grows 
strictly through the central hank initiative 
by way of its performance of the lender 
of last resort function. 'Fhe central bank 
accomnuxlates commercial banks' demand 
for reserves in their process of credit 
extension to economic agents. The ability 
of the hanking .system to accommodate 
loan demand depends on the stance of the 
moncury authority. 

Mixed Portfolio-Loan Demand Mode! 

(Model C) 

The mixed portfolio-loan demand ap¬ 
proach is attributed to Pallcy <1987). It 
models banks’ choices of composition of 
their assets and liabilities. It is seen that 
when a central bank follows a tight 
monetary policy, banks actively manage 
their as.sels and liabilities position in such 
a way as to be able to cater to profitable 
lending while not being reserve con¬ 
strained. In order to capture these phe¬ 
nomena Model C includes not only de¬ 
mand for alternative instruments along 
with bank lending, but also captures the 
composition of their assets and liabilities 
through the first order condition of the 
pricing equation. 

The analytics ol the three competing 
money supply models, as outlined above, 
throws a set of testable hypotheses. Ac¬ 
cording to Pallcy (1994). the.se models 
have different implications regarding the 
causes ol changes in money supply. I'he 
te.slable hypotheses arc summarised in 
Table I. 

Granger-causality Irame work, therefore, 
can be used to identify the relative con¬ 
sistency of the three models with the data 
at hand In the pure portfolio model 
(Model A), the money supply is indepen¬ 
dent of loan demand. Consequently, bank 
lending (L) should fail to Granger-cause 
both z and H. However from the banking 
sector balance sheet identity, changes in 
money supply arising fnrm changes in 
either z or H. Jo cau.se changes in hank 
lending; consequently, both z and H should 
Granger-cause L. In the pure loan demand 
model (Model B), the money supply rises 
in response to bank lending. This is ac¬ 
complished through passive increa.se in H 
so that the model is consistent with L 
Granger-causing H. However in this model 
lending is not reserve con.strained. so that 
H does not Granger-cause L. In the mixed 
portfolio-loan demand model (Model C), 
there is potential for bivariate causality 
between both L an<l H. and L and /.. 
Increased lending causes liability trans 


formations that increases z and also in¬ 
creases through increased borrowed and 
non-borrowed reserves (BR and NBR): 
changes in asset preferences or changes 
ill the supply of reserves also causes 
changes in lending so that z and H can 
Granger-cause L. 

Within the endogenous money approach, 
a key issue is the notion of proportionality 
in relative movements of loans and re¬ 
serves as long as the central bank fully 
accommtxlates the banks’ reserve require¬ 
ments consequent to their lending opera¬ 
tions [Pollin 1991]. To test for this, we 
examine the ratio of L/R where L is total 
loans and R is the reserves. If the ratio is 
stationary, the stochastic pwpertics do not 
vary with respect to time, then the accom¬ 
modative approach can be accepted. 

Ill 

An Empirical Exercise on Indian 
Monetary Data 

Evidence on Insiahililyofthe Broad Money 

Multiplier 

According to Sen and Vaidya (1997), 
two critical assumptions form the basis of 
money multiplier approach; firstly, banks 
and non-bank public maintain stable re¬ 
serves and cash to deposits ratios and 
.secondly, the monetary base is usually 
treated as exogenous (Cobhara 1991], The 
first assumption implicitly assumes that 
cither the portfolio of commercial banks 
and hoascholds are invariant to intere.st 
rates or that portfolio decisions of these 
two .sets of economic agents have a fairly 
stable or predictable relationship with 
relative rates of retum.s. Either of these 
assumptions may be tenable in a finan¬ 
cially repressed system since in such a 
system, the lack of depth in the financial 
markets implies that there arc few assets 
that are close .sub.stitutcs to non-interest 
bearing reserves and deposits. 

There are two reasons why the above 
may not be true for a liberalising economy. 
firstly, as the government opens up its 
capital market to foreign portfolio invest¬ 
ment, the rush of foreign funds that ac¬ 
companies .such a decision (especially if 
(he country is perceived as an emerging 
market) leads to significant ri.se in mon¬ 
etary ba.se if the central bank is unable to 
cither ■'•erili.se the inflow of funds or let 
the exchange rate appreciate. The first 
may not occur if the treasury bills market 


Is not developed enough for the central 
bank to conduct open market operations 
(OMO). 

There is a second reason why the 
monetary base cannot be considered to be 
exogenous in an economy, which has 
liberalised its financial sector. With mar¬ 
ket-determined prices of most financial 
assets, it is in the central bank's interest 
to adjust bank reserves so as to keep the 
prices of financial assets stable. Hie cen¬ 
tral bank lets the supply of bank re.servcs 
meet its demand to prevent fluctuation in 
the interest rates. TTierefore even if the 
central bank can keep the monetary base 
at its predetermined level it will choose 
not to do .so as to ensure the stability of 
financial markets and in its role as lender 
of la.st resort. 

As bank assets and liability markets 
develop, banking system witnesses a struc¬ 
tural shift from asset management to li¬ 
ability management (Goodhart 1984). 
Liability management is a technique of 
bidding for wholesale deposits at nego¬ 
tiated rales and is an outcome of the 
development of whole.sale money markets 
such as the CD market. In a system of as.set 
management the central bank could sim¬ 
ply increase the reserve requirement if it 
wishes to slow down the money supply 
growth. Given restrictions on other uses 
of funds banks would perlbrce have to 
curtail Joans to the corporate sector. In a 
system of liability management this would 
no longer be the ca.se. As Chick (1988) 
argues, liability management fundamen¬ 
tally alters the bank behaviour; instead of 
hanks’ willingness to lend being depen¬ 
dent on the liquid assct.s/reserve compo- 
ncnis of their balance sheet, banks could 
now decide on a target expansion of lend¬ 
ing and fund the result by competing for 
the wholesale deposits and increasing 
recourse to the call money market for short 
term funds. As a eon.sequence with liabil¬ 
ity management banks could always find 
the funds to meet the demand for bank 
loans, albeit at a higher cost of borrowing 
for bank customers. The control over the 
banks’ books would depend increa,singly 
on the interest elasticity of bank loans, 
something, which always is uncertain and 
low in the .short term iCcKxIhart 1984], 
Therefore in a regulated financial system 
strict control of monetary ba.se would 
continually threaten massive movements 
in the interest rates. 


Tabu. I: AltijUnativk Monky .Suwi.y PRorEars - Direction of Causality 

1 Pure portfolio model fz, H L, L -O z. H] Unidirectional Proces.s 

2 Pure loan demand model (L -> H. H L] Unidirectional process 

1 Mixed portfolio-loan demand model (1, -♦ z, H. /., H L| Feedback process 


140 


Economic and Political Weekly January 16-23, 1999 



Recent Financial Liberalisation 

Measures^ 

The implementation of a series of finan¬ 
cial liberalisation measures in India since 
the late 1980s provided considerable 
maneuverability to banks and financial 
institutions in the choice of their portfo¬ 
lios, For the banks the CRR was progres¬ 
sively scaled down. Banks were afforded 
considerable operational freedom in the 
determination of their interest rales. They 
were also allowed to venture into newer 
activity area.s. As a result banks are under 
increasing competitive pressure to seek 
resources from sources that go beyond 
their traditional areas. For example, cer¬ 
tificate of deposits (CDs) and other money 
inaricel in.struinents. viz, call money and 
repos as well us various external liabilities 
such as FCNR (B), NRE deposits and 
RlBs. etc. have provided the means for 
raising deposits and mobilising resources. 
The increase in such managed liabilities 
coupled with interest rate deregulation 
has however led lo both increase and 
diversification of assets together with 
enhancement of risk and uncertainties. 
Banks have been funding assets, which 
were hitherto not significant, e g. inve.st- 
ment in commercial papers (CPs), shares 
and debentures of corporate and foreign 
securities, eic. 

In recent times significant changes have 
taken place m (he Indian financial .system. 
The market determined exchange rate 
system has been in place since March 
1993. In the money market, the overnight 
(call) rates were freed from the ceiling of 
10 per cent in May 1989 and since then 
(he numhcrofparticipants in the call money 
market has increased. The interest rate 
ceiling on rediscounting of commercial 
bills were also withdrawn from May 1989. 
Commercial papers (CPs) were introduced 
in 1990 and the provisions governing the 
issuance of CPs have been made more 
liberal over time. The instrument of ccr- 
tilicate of deposits (CDs) was introduced 
in June 1989 and .scheduled commercial 
banks as well as public financial iastitu- 
tions were allowed to set up money market 
mutual funds (MMMFs) in April 1992. 
.Significant steps have been taken in the 
government'securities market to develop 
treasury bills as a money market instru¬ 
ment. New in.s(ruments of 364-day trea¬ 
sury bills and 91-day treasury bills were 
introduced in April 1992 and January 1993 
respectively. Recently 14-day treasury 
bills have been introduced in June 1997. 
Further the central government’s market 
burrowing programme in dated securities 
have been put through an auction process 


since 1992-93. The short-term liquidity 
management has been undertaken by con¬ 
ducting repos, an instrument introduced 
in Decem^r 1992 and after a period of 
repose, reactivated since November 1996. 
The Reserve Bank initially conducted 
repos for a maturity of up to 14 days, 
which is the cycle for the reserve require¬ 
ments. More recently, the Reserve Bank 
has been conducting three-day repos to 
absorb short-term liquidity and even out 
the money market rates. The Re.serve Bank 
has also commenced daily fixed rate repos 
for a maturity of three days. These devel¬ 
opments have not only given a market 
orientation to the government securities 
market hut the intrixluction of a variety 
of financial instruments has facilitated 
better cash management ot various seg¬ 
ments of the economy. 

In regard to bank lending rates, sched¬ 
uled commercial banks were given free¬ 
dom lo fix their prime lending rales (PLRs) 
t< ircrcdit limits over Rs 2 lakh from October 
1994. The PLRs have generally responded 
to changes in the Bank rates since April 
1997 when the Reserve Bank linked it to 
all its lending rates. 

(fnil Root Tests 

Wc .set out with testing for unit roots 
ol the series we u.sc in ourexercise. In view 
of (he size-power trade-off we .select the 
order of the ADF regression through a 
two-step procedure. First, the length of the 
lag in each case was chosen using the 
appropriate model selection criteria of 
maximising (he Akaike Information Cri¬ 
terion (AIC) and Schwarz Bayesian Cri¬ 
terion (SBC). Since different model selec¬ 
tion criteria can lead to different models 
and, in particular when there is a conllicl 
among the two criteria, the SBC domi¬ 
nates over AIC since SBC leads to a par¬ 
simonious model. At (he second stage, 
ADF test is pertbrmed with this optimal 


order of augmentation. Using the above 
procedure, we test the order of integration 
of each .series using ADF/Phillips-Perron 
test statistics, as repotted in Table 2 and 
find that the variables arc all I (I). 

The monthly data on Indian money 
multiplier show that it varied in the range 
of 2.17-3.72 with a mean value of 3.0. The 
volatility of the multiplier measured by its 
standard deviation, which had declined 
during the 1980s from the 1970s, how¬ 
ever, increased in the 1990s mainly due 
to frequent changes in the CRR. Its decadal 
movements are summarised in Table 3. 

Keeping in view the movement in the 
broad money multiplier, the key question 
is how stable is the multiplier which could 
explain the long run relationship between 
the broad money and the monetary base. 
A common test for co-integration is the 
Engle-Granger two-step procedure. First 
wc need to ensure that the order of 
integration of the dependent variable is 
not higher than that of the independent 
variables through the ADF test. In the 
.second .step, we run an OLS on the levels 
of the variables in question and test the 
hypothesis of co-integration by deter¬ 
mining (he order of integration of the 
residuals of (his regrc.ssion again through 
an ADF test. . 

Tabi.e 4: Statistical Summary or NFC/Bl) 
Ratio 


Maximum 7 .S6K1 

Minimum 2 7.SU4 

Mean 4.44y9 

Standard deviation 993.13 

Skewness ,34534 

Kurlosis-3 - 63R34 

Coet of variation 22323 


ADF test result of NFC/BD ralio 
With intercept 

but no trend. ADF (10 lags) = -1.55 (-2.88) 
Wiih inierccpi but 

a linear trend; ADF. (I lag) = -2 72 (-3.43) 

Note: Figures in brackets arc critical values for 
the null of non-stationurily 


Tabli- 2: ADF Test Results with MxxiMtiM SBC Vamies 
(including an intercept and a trend) 


Vanable 

ADF (lag) 

.Statistic (Critical Value) 

Max SBC Value 

Range of SBC Value 

LMO 

ADF(l) 

•3.31 

(-3.43) 

406 2 

190 6-406 2 

t.MI 

ADF (12) 

-3.17 

(-3 43) 

521 1 

484 6-521 1 

LM3 

ADF (12) 

-3.35 

(-3 43) 

6.58 7 

641 5-658.7 

7,3 

ADF (2) 

-2.31 

1-3.43) 

189.1 

172 1-189.1 

I.NFC 

PP 

-.3.11 

(-3 43) 

- 



Phillips-Pcrron test statistic.s (with constant and trend) are reported for LNFC 


Table 3. Broao Moniy Mui.tipi.if.r 


Penod 

Maximum 

Minimum 

Mean 

Standard Deviation 

I97()s 

3.07 

2.17 

2.67 

0.269 

I98()s 

3.37 

2 83 

3.12 

0 119 

1990s 

3.72 

2.96 

3.24 

0.269 

1970-97 

3.72 

2.17 

3.00 

0 323 


Sourer- WGMS. Reserve Bank of India. 
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The first step of the Engle-Granger two* 
step procedure provides a method for 
testing stability. If the money multiplier 
is stable then there must be a long-run 
relationship between money stock and 
reserve money. This relationship should 
be independent of the period of analysis. 
We test for the stability over the period 
April 1980 to March 1998 and the .sub- 
period April 1980 to March 1990 since 
the deregulation in the Indian financial 
market came in the late 1980s. We expect 
the money multiplier to be stable in the 
sub-period but not over the entire period. 

If the residuals from the co-integrating 
equations can be demonstrated to have an 
order of integration zero, i e, if it is an I 
(0) proces.s, then the multiplier could be 
assumed to be stable in the long-run as 
co-integrating relationship would then be 
existing between M3 and MO. The two co¬ 
integrating regression equations for the 
full and the pan perirxl arc (I) and (2) 
respectively as below: 

M3 = -14854.1 + 3.42 MO ...(1) 

Adj R2=0.99. ADF(I lag)=-l.49 (-3.37) 
M3 = 3563.2 + 3.04 MO ...(2) 

Adj R2=0.99. ADF (1 lag)= -4.55 (-3.39) 
Critical values for the null of no co-inte¬ 
gration are reponed in parentheses. 

The above re.sults show that while for 
the sub-period 1980-90, the period prior 
to financial liberalisation, broad money 
and reserve money were cn-integrated 
implying stability for broad money mul¬ 
tiplier. for the full perirxl 1980-98 the 
series are not co-integrated, implying in¬ 
stability of the broad money multipliers. 
One of the rca.sons for such a phenomenon 
of instable broad money multiplier could 
be the impact of financial liberalisation on 
broad money variables since the late 1980.S 

Testing Pat ley's Hypothesis: Granger 
Block Non-causality in VAR Framework 

Wc next examine the issue of causality 
among the different relevant variables by 
employing Granger non-causality tests in 
the trivaiiatc VAR framework where the 
variations in .scheduled commercial banks' 
non-food credit, reserve money and broad 
money multiplier are the variables under 
examination. Our literature review in the 
preceding section has identi fied these three 
variables as relevant. All the.se variables 
being I (I) as .suggested by the ADF/PP 
tests, we first work on VAR in differences 
for our causality analysis. Then we supple¬ 
ment these results with a weak exogeneity 
test in the error correction equation in the 
co-integrating V AR framework. While we 
report our results on the former here, results 
on the latter are given in Appendix 3.2 at 
the end of this paper. 


On the basis of the SBC criteria, we get 
the optimal order of the VAR as three 
assuming which we proceed on to test the 
null hypothesis of ciranger non-causality 
of a particular variable/gioup of variable 
for another variable/group of variables. 
The log-likelihood ratio test for this test 
is asymptotically distributed as achi-squaie 
(CHSQ) variate with the following hy¬ 
pothesis testing results: 

(1 )H0: Non-causality ofDLMOinDLNFC 
and DZ3 

Reject the HO, since CHSQ (o) = 63.9 and 
is signifleant. 

(2) H0: Non-causality ofDLNFCinDLMO 
and DZ3 

Reject the HO, since CHSQ (6) = 38.8 and 
is significant. 

(3) HO: Non-causality of DZ3 in DLMO 
and DLNFC 

Reject the HO, since CHSQ (6) = 51.4 and 
is significant. 

(4) HO: Non-causality of DZ3 and DLMO 
in DLNFC 

Reject the HO, since CHSQ (6) = 56.8 and 
is significant. 

Firstly, Money multiplier theory would 
imply both Z3 and MO causing bank credit 
and not the reverse. A computed CHSQ 
value of 38.8 being significant for the null 
hypothesis of DLNFC being non-causal 
in DZ3 and DLMO is rejected. 

Secondly, when the DLMO is assumed 
to be non-causal for DLNFC and DZ3, we 
again get significant CHSQ values (63.9 
in (I) above), .so that null of non-cau.sality 
is again rejected. So DLMO Granger causes 
DLNFC and also DLNFC Granger causes 
DLMO, the latter as seen from (2) above. 
This enables us to argue that the pure loan 
demand model docs not work in India. 

Since in our analysis, we have a bi¬ 
directional Grangcrcausality from DLNFC 
U) DZ3 and DLMO as well as DLMO and DZ3 
to DLNFC, we may support a paradigm 
of mixed portfolio-loan model for India. 

Pollin’s Hypothesis Tested 

As stated already, Pollin (1991) argues 
that a key feature of the accommodative 
endogeneity is the notion of proportion¬ 
ality in relative movements of loans and 
rc.serves which we test through stationarity/ 
non-.stationarity tests of the ratio IVR where 
L is total loans and R is the reserves. 
Accord' 'ig to Pollin, if it is stationary, i e, 
the stocha.<tic properties do not vary with 
respect to time, then one would subscribe 
t(' the accommodative approach. Given 
our data on the bankers’ depo.sits with the 
Re.serve Bank and non-forxi credit data 
pertaining to the scheduled commercial 
hanks which constitute the majority of the 
banking system's total credit to the cor¬ 


porate sector, we tried to test Poliin’s 
hypothesis as follows; 

in Table 4 the summary profile of the 
loan-reserve ratio is given for the period 
under consideration along with its ADF 
statistics with intercept and no trend as 
well as with intercept and a linear trend. 
Since we find that the ADF statistic in 
either case for the ratio is insignificant 
being below the critical value, we con¬ 
clude that the ratio is non-stationary and 
as such time variant. 

In Pollin's framework, the above result 
would support the structural over the 
accommodative endogeneity approach 
since loans have not grown proportionally 
over time relative to reserves. According 
to Pollin, some of the rea.sons for the 
absence of proportionality among these 
variables Could be the practice of liability 
management emerging in the financial 
liberalisation scenario implying lending 
growth in excess of the growth of reserves 
and the fact that market interest rates are 
not governed by central bank interven¬ 
tion. According to the WGMS report of 
RBI, however, interest rates at the shorter 
end of the market have generally followed 
the direction of the bank rate, but the effect 
of Bank Rate on long-term interest rates 
is not yet very clear. 

V 

Conclusions 

The following conclusions emerge from 
the study: 

Since in our analysis, we have a bi¬ 
directional Grangcrcausality from DNFC 
to DZ3 and DLMO as well as DLMO and DZ3 
to DLNFC, we may support a paradigm 
of mixed portfolio-loan model for India. 

Within the post-Keynesian endogenous 
money framework, we seem to have reason 
to support the structural over the accom¬ 
modative endogeneity approach, since the 
non-stationarity in the bank loan-reserve 
ratio and its corresponding time variance 
would indicate that loans have not grown 
proportionately over time relative to re¬ 
serves. According to Pollin's scheme of 
things, some of the reasons for absence of 
proportionality could be, among others, the 
practice of liability management that banks 
do leading to a situation of growth in lend¬ 
ing in excess of the growth of reserves 

Over the full period of our analysis, in 
a residual based approach to testing of co¬ 
integration, we find that neither Ml nor 
M3 are co-integrated with reserve money. 
This indicates instability on the part of 
both narrow and broad money multipliers. 
However over the part period of 1980-90, 
we find stability in broad money multi¬ 
plier. The reasons for such a phenomenon 
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cwaa ee me nnanciu itoenuisanon wn- 
nessedin the economy since the late 1980s. 


Appendix 1 

Model A: The Portfouo Choice 
Money MucnPLiER Model 

The equations of the model aie: 

H‘ = NBR + max [0. BR (i -+yj ...(1) 


!)<* = D( i-. y*) ...(2) 

C* * C( i+. y+) ...(3) 

= T(i+ y+) ...(4) 

R*! * kiiy* + kjr* ...(5) 

= E(i'. i/) ...(6) 

Hd Rd + €«• + ...(7) 

H» = H<* ...(8) 

M = + O'* ...(9) 

where. 


H® = Supply ofba.se money, NBR = Non- 
borrowed re.serves, BR = Borrowed re¬ 
serves. = Discount rate, D** = Demand 
for demand deposits, C* = Demand for 
currency, T* = demand for time deposits, 
R'* s Demand for required reserves, 
E** s Demand for excess reserves, 
H** = Demand for base moitey, i = Nomi¬ 
nal interest rate. Y = Nominal income, 
k, = Required reserve ratio for demand 
deposits, kj = Required reserve ratio for 
time deposits. M, = M| Money supply 

Signs above the functional arguments 
represent signs of partial derivatives. 

Model B; Pure Loan Demand Model 


The equations of the model are; 


L** = L( ij ....) ...(10) 

iL = (l+m) ip ...(II) 

L® + R'*+E** = D + T** ...(12) 

'T* = tD ...(13) 

R*' = k,D + kj-r* ...(14) 

= eD ...(15) 

O' = cD ...(16) 

H'' = R"! + C" + E** ...(17) 

L® = L** ...(18) 

M = €“ + D ...(19) 


where 

L‘‘ = Bank loan demand. i| = Bank loan 
interest rate, m=Bank mark-up, L®=Bank 
loan supply and ip = Federal funds rate 
Using (10) - (IS) and (18) yields 
D = L((l+m)ip,...)/( l+t-ki-kjt-e) ...(20) 
Substituting (16) and (20) into (17) yields 
H"* = (c + k, + kjt + e) L| (l+m)ip....]/ 
(I +t-k, -kjt-e) ...(21) 

While substituting (16) and (20) into (19) 
yields 

M = (1 + c) L[(l+m)ip,...]/ 

(I +t-k,-kjt-e) ...(22) 


Model C: A Mixed Portfolio - Loan 
Demand Model 


The equations of the model are as below: 

...(23) 
...(24) 


I lie C4uauuiisi ui uic niuuc 

= C( i[j', i.|.’, ip', y*^) 

D = D( ijj'*', iy'. Ip", y'*') 


IABLS l; LD-anBORATION WrlH UNRESnUCTGO 
InIercepts and Trends in VAR Co-imEORATiaN 
LR test Based on Maximal Eigen Value of 
Stochastic Matrix 


Null 

Alter¬ 

native 

Statistic 

95 Per 
Cent Criti¬ 
cal Value 

90 Per 
Cent Criti¬ 
cal Value 

r = 0 

r= 1 

34.1 

24.4 

22.3 

ti I 

r = 2 

12.9 

18.3 

16.3 

rS2 

r = 3 

3.6 

11.5 

9.8 

TaBLB 2: CO-INIEGRATION WITH UNRESTRICTED 

Intercepts and Trends in VAR Co-integration 

LR Terr Based on Trace of Stochastic Matrix 

Null 

Alter- 

Statistic 

95 Per 

90 Per 


native 


Ont Criti- 

Cent Oiti- 




cal Value 

cal Value 

R =0 rS: 1 

50.7 

.39.3 

36.3 

r£ 1 

r^2 

16.6 

23.8 

21.2 

ri2 

r = 3 

.3.6 

11.5 

9.8 


Table 3: Omntegration with Unrestricted 
Intercepts and Trends in VAR Chokx of 
Number of Co-integrating Relations Using 
Model Selection Criteria 


Rank 

Maximised 

LL 

AlC 

SBC 

HQC 

r = 0 

1550.0 

L532,0 

L50I.7 

1519.8 

r= 1 

1.593.9 

1570.9 

L532.2 

15.55.3 

r = 2 

L598.8 

1572.8 

1.529.0 

1.555.1 

r = 3 

1600.0 

1573.0 

1527.6 

1554.6 


Table 4 Estimated Co-inteorateu Vectors in 
Johansen Estimation with Unrestricted 
Interceits and Trends in VAR 

213 observations from I980M7 to I998M3, 
order of VAR = 4 and chosen r =1. 

Li.st of variables included in the co-integrating 
vector; LNFC, LMO and Z3 



Vector 1 

LNFC 

-1.02.37 


(-1.0000) 

LMO 

-5.8405 


(-5.7055) 

Z3 

-1.9995 


(-1.9533) 


Table 5: Restricted Co-integrated Vectors in 
Johansen Estimation (Normaused in Brackets) 
Converged after I Iterations Co-integration 
wmi Unrestricted Intercepts and Unrestricted 
Trends in VAR 

213 observations from I980M7 to I998M3, 
order of VAR = 4 and chosen r = I. 

List of variables included in the co-integrating 
vector: LNFC. LMO and Z3 
List of imposed restriction(s) on co-integrating 
vectors: at = 0 


Vector I 

LNFC 0.00 

(None) 

LMO 6.6729 

(None) 

Z3 2.2087 

(None) 

LR Test of Restrictions; CHSQ (I)=6.9089 (.009] 


lABLG ft; KBSTRICreO CO-INTCORAno VECTORS IN 
Johansen Estimation (Normaused in Brackets) 
Converged after 1 Iterations Co-iNTEGRATtON 
WITH Unrestricted Iniercepts and Unrestrkteo 
Trends in VAR 

List of variables included in the co-integrating 
vector: LNFC. LMO and 23 
List of imposed restriction!s) on co-integrating 
vectors: a2 = 0 


Vector I 


LNFC 

1.8095 


(-1.0000) 

LMO 

0.00 


(0.00) 

Z3 

.0079293 


(-.0043821) 


LR Test of Restrictions: CHSQ (I) = IS.872I 
(.0001 


Table 7: Restricted Co-hoeorated Vectors in 
Johansen Estimation (Normaused in Brackets) 
ConverciED after I Iterations Co-iniegration 
with Unrestricted Intercepts and Unrestricted 
Trends in VAR 


List of variables included in the co-integrating 

vector: LNFC. LMO and Z3 

List of ifnpo.sed restriciion(s) on co-integrating 


vectors: a.3 = 0 


LNFC 

Vector 1 
1.7176 

LMO 

(-1.0000) 
.32422 

Z3 

(-.18876) 

0.00 

■. 

(0.00) 

LR Test of Restrictions' 
CHSQ(1)= 

15.4395 (.000] 


Table 8: ECM fur Variable LMO Estimated 
BY OLS Based on Co-inteoratino VAR(4) 


Dependent vanable is dLMO 

213 observations used for estimation from 

I980M7 to I998M3 


Regressor Coefficient Standard T-Ratio 
Error [Ptob] 


Intercept 

.50925 

Trend 

.6I9IE-3 

dLNFC1 

.10035 

dLMOl 

-.36300 

dZ.3I 

.039270 

dLNFC2 

.45400 

dLM02 

-i.0936 

dZ32 

-.28950 

dLNFC3 

.66595 

dLM03 

- 42895 

dZ33 

-.12904 

ecml(-l) 

-.027153 


53885 .94508(.346] 
.6834E-3 .90588[.366) 
.15072 .6658l(.506J 

26716 -1.35871,1761 
.090696 .43298{.665] 
.14488 3.1.336(002] 
.26219 -4.17091.000] 
.089657 -3.2290( 001] 
.14605 4.5.596(.000] 
.27047 -L5859(.il4] 
.087.339 -L4775{.I4I1 
.0.30006 -.90491 (.367] 


^^hcrc 

dLMo' = LM0-LM0(-l) 
dLNFC! = LNFC(-l)-LNFC(-2) 
dLMOl = LM0{-l)-LM0(-2) 
dZ31 = Z3(-l)-Z3(-2) 
dLNFC2 = LNFC(-2)-LNFC(-3) 
dLM02 = LM0(-2)-LM0(-3) 
dZ32 = Z3(-2)-Z3(-3) 
dLNFC3 = LNFC(-3)-LNFC(-4) 
dLM03 = LM0(-3)-LM0(-4) 
dZ33 = Z3(-3)-Z3(-4) 
ecml = l.8O95*LNFCO.O0»LMO + 
.0079293*23 

andthecompuledF^: F( 11,201) = 7.6336 (.000) 
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‘ *T*' ‘b • y*) 

H** = O* + kD 

NBR (ip^. A.+HBRacM.) 

H» 

« Uil'. A 2 +) 

N 4 Rg ® ^ P 

k^Ri * i| "* C| 

MCp = MRp = ip 
MCp — (ijj + C[))/(l-k) 
k^C*!* ■■ ^ cp 

MCgg = ij + V (BR^) 

MRp = MRl = MRp = MCp = 
kfcp * MCj- = MCgg 
Y * Y (L‘‘+) 

L* + S + kD** = D** + 

L» = L‘' 

Where 


Constant marginal cost per rupee loaned 
of monitoring loans including provision 
for expected defaults per rupee loaned, 
Cp= Constant marginal cost per rupee 
deposited of administering deposit ac¬ 
counts. C|- = Constant marginal cost per 
rupee deposited of administering time 
deposit accounts, Y s Nominal income. 
S s Bank holding of secondary reserves 

Appendix 2 

Firstly, from the three tests of co-inte¬ 
gration, viz. Maximal Eigen value of the 
Stochastic Matrix, Trace of the Stochastic 
Matrix and Model Selection Criteria in 
terms of SBC values, we find one co¬ 
integrating vector (r = I) among the 


ij) = Interest rate on deposits, i.j- = Interest variables. These results are reported in the 

rate on lime deposits, ig = Interest rate on I'abics 1. 2 and 3. The unconstrained 
bonds. A, =Expansionary monetary policy equation is given in Table 4. 

variable. A 2 = Positi ve loan shift variable. Secondly, we restricted the co-integrat- 


terms for each of die vtviables (Tables 8. 
9 and 10). As can be seen from them, F- 
values being significant in all the ECM 
equations, none of the endogenous vari¬ 
ables in the co-integrating VAR is weakly 
exogenous. We have negative signs for 
the two ECM terms for DLMO and DLNPC 
(Tables 8 and 10). While ECM (-1) for 
DLNFC is negative and significant, thus 
being stable in its short-run movements, 
the other two variables are random in their 
short-run movements. 

[This paper is an extract from my draft MPbil 
thesis submitted to IGIDR, Mutiib^. The author 
acknowledges the invaluable guidance given by 
his thesis supervisor Raghbendra Jho and also 
participants of conference on Money and Finance, 
December 2-4, 1998 at IGIDR, Mumbai where 
the paper was presented. The views expressed 
here are the personal views of the author and not 
of the Institution he belongs to ] 
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MR = Marginal revenue on asset j, MCj 
= Marginal cost of liability), P = Liquidity 
premium on bonds relative to loans, c^ = 

Table 9: ECM for Variabi.e Z3 Estimated by 
OLS Based on Co-intecratino VAR(4) 

Dependeni variable is dZ.^ 

213 observations used for estimation from 
I980M7 to I998M.3 

Regres.sor Coefficient Standard T-Ratio 
Error [Prob] 

Intercept -1 ‘i224 1 7566 -.866721 ..387) 

Trend - .(X)I923I 0022.S02 -.8.‘)462[.3941 

dLNFCI - 22072 43767 -.504311.61.3] 

dLMOl 086940 77694 .111901.911) 

dZ3l -5.34(M .26342 -2.027410441 

dLNFC2 -I 12.36 .41994 -2.6757[.008] 

dLM02 2.4094 .76270 3.1591)0021 

dZ32 49747 .26055 1 9093[ 058J 

dLNFC3 -I 4171 .42.376 -3..34421.00I] 

dLM03 13106 78605 .166741.868) 

dZ33 -028069 .25379 - 11060[.912) 

ecml(-l) 075625 .087193 .86732|.3871 

Where 

ecml= 1.7I76*LNFC+ .32422*LM0 000«Z3 
The computed F-staf F(l I, 201) = 9.024 

Table 10; ECM n* Variable LNFC Estimated 
BY OLS Based on Co-iNTFORATiNa VAR(4) 

Dependent variable is dLNFC 

213 observations used for estimation from 

I98()M7 to i998M3 

Regressor Coefficient Standard T-Ratio 
Error [Prob) 

Intercept 2 7271 1.1.399 2.39241.018) 

Trend 003.3928 .0014331 2..3675[.019) 

dLNFC I - 054227 .079526 -.681881 496) 

dLMOl -.44309 .15512 -2.8.5641.005) 

dZ3l - 12905 .052765 -2.44.57[.015) 

dLNFC2 .14241 .076522 l.861l|.064J 

dLM02 - 5.5025 14972 -3,67.53[.000] 

dZ32 -.16154 .051073 -3.16281.002] 

dLNFC3 49784 077278 64423[,0(X)) 

dLM03 - 62174 .15038 -4.13441.(X)0) 

dZ33 - 19729 048527 -4.06561.000) 

ecniK-l) -0.37977 0160.57 -2 .36511.019] 

Whcfc ~ 

ccml = 0.00*LNFC+66729»LMO+2.2087*23 

The computed F-slal F( 11.201) = 8 122.5[.tK)oi 


ing vector by successively taking the co¬ 
efficients as equal to zero. The resulting 
CHSQ statistics in all the three cases 
(reported inTables 5,6 and 7) are above the 
critical value for the null of the coefficient 
being equal to zen), thus we reject the null 
of the coefficient being zenr. Our results in 
terms of Granger block non-causality in 
di fferenccs are thus corroborated with this 
analysis in terms of the co-integraling VAR. 

Thirdly, we give the error correction 
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Modelling the ImpUcit T-BiU Yield 

Some Preliminary Results 


Abhay Pedie 
Chiragra Chakrabarty 

The Treasury Bills market has a position of central importance in the context of policy making in a liberalised 
regime, especially vis-a-vis the financial sector. The paper begins with di.\cussion of auction design which 
is not really its focus. It merely underlines the possibilities and hindrances that exist towards taking up 
constructive design and evaluatory c.xercises that would make the process efficient. An efficiently functioning 
market .sets the tone for transmi.ssioii of policy signals to decision-making agents in the economy. 

It is in this context that the paper makes an attempt to model and understand the cut-off yield for T-Bills. 
The process is looked at from the point of view of the RBI, the merchant hanker of the government and 
an independent monetary authority, it is also viewed from the point of view of the players in the market 
who demand ihe.se T-Bills. The e.xercise is conducted using co-integration technique and the OLS for the 
14-day T-Bills. It is also argued that for evaluatory as well as forecasting/modelling exercises to he carried 
out, data gaps need to he eliminated. The paper ends by underlining the tentative nature of the research 
reported here and sugge.sting fruilfid lines for further research in this area. 


I 

Introduction 

TflF. research presented in this paper in 
no w ay represents a completely finished 
and polished prodtiel. It is indeed more 
in the nalure of a report ot tentative results 
and an outline ol a research agenda. The 
eneuse lor presenting the paper neverthe¬ 
less derives Irom the hope that given the 
discerning and knowledgeable readership 
ot hI’W. We may he able to get .some useful 
inputs which would help in furthering and 
rclining our elforis. The paper compri.ses 
of six .sections in all. including the prc.scnl 
one In the next section we underline the 
importance and the changed nature of the 
liscal-monetary co-ordination problem, 
especially Irom the perspective of the focal 
point ol our mteicst. In the third section 
we deal with the T-Bills market m India 
and comment on the relatetl issues ol 
auction design and data availability. In the 
lourth section we present our model and 
results (tertaining to the 14-day T-Bills. 
In the tilth and penultimate .section we, 
very hriclly, sketch an agenda for further 
(related) research. In the final section we 
conclude. 

II 

Fiscal-Monetary Co-ordination 
Problem 

I’hc Indian economic crisis ol the early 
1990s is a pari of the folklore of con- 
lemptrrary ecitnomic history and need not 
detain us here. One of the off-shoots of 
thatepisixJe was the paradigmatic change 
I in the policy domain related to the macro- 
management of the economy. Again, 
whethei the initiating impulse came from 


indigenous wisdom or was the result of 
the duress exercised by international 
organisations is hardly relevant forus. The 
fact remains that there were momentous 
and substantive steps taken in the domain 
of policy making, not in the least piomptcd 
by the change in the macro-economic 
environment. The macro Iramework was 
sought to be liberalised and opened up 
which implied that the economy that for 
so long was directed, had now to be co¬ 
ordinated. Various institutional changes 
had to be brought about and indeed all the 
institutions (old and new) had to adapt and 
tiaverse the difficult and steep learning 
curve - a process that is still underway. 

India is of course not the only country 
undergoing the.se changes. Indeed, it is 
clear that, in a sense, the entire world 
economy is in transition. Apart from the 
individual countries facing the cri.scs, 
international institutions have been at the 
lorelront of .searching and recommending 
solutions. There has now emerged a .set 
ol guidelines comprising steps to he taken 
to remedy the situation. This has broadly 
been termed as ‘Washington Consensus’. 
Naturally this package has been put 
together in a remote fashion and is general 
enough to attract criticism from many 
quarters. Whilst it may be discounted and 
ignored when the criticism is obviously 
bu.sed on purely ideological grounds or on 
parti.san politics, it is a different matter 
when such criticism emanates from .serious 
academics. It is to be noted that whilst 
there is no great qu(irrel about the broad 
and general strokes, the specific details 
about ‘how much’ and ‘how far' the 
programme needs to be pushed i.s quite 
another matter. This is perhaps natural and 


we leave it there as of being of no particulai 
relevance to the fiKus ot our paper. 

One of the components of the .stabi¬ 
lisation-structural adjustment programme 
on which there is a consensus is the 
common understanding in the economic 
management that large and sustained f ^scal 
deficits resulb in excessive domestic and 
external borrowings or monetary 
expansion, with concomitant problems for 
the domestic financial sector. This may 
take different forms .such as inflation, low 
gniwih, chronic overvaluation of local 
currency, loss ot competitiveness leading 
tocurrent account deficits [Rao undNallari 
1996], We may note here that whilst at 
the macro level this is acceptable, the 
prcci.se content of where to cut government 
expenditure and to what extent is indeed 
is a Inmc of contention. This is where the 
controversy regarding different kinds 
(extent and targeting) ot subsidies as well 
as the fact ot government cutting down 
on its capital expenditure in its budget 
comes in. 

In the earlier times the pn»blem of fiscal- 
monetary co-ordination was just that of 
proper enunciation of goals by the govern¬ 
ment and then establishing proper com¬ 
munication between its finance ministry 
and the RBI. This was because of the 
existence of the ad hoc.s/on tap T-Bills. 
The havoc that it brought about and the 
problems it cau.scd are well known.Thanks 
to the new paradigm of macro-managemtmt 
in general and specifically the agreement 
signed between the ministry of finance 
and (he RBI. the ad hoes have been phased 
out. This has meant some autonomy to the 
RBI which may now act upon its 
independently perceived monetary stance. 
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Graph I: Yib 4> STRiicniRt <jf TitHAsruv Bills pwr Last Three Years 
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Of course being autonomous dc jure is 
still dltlereni Irom acting autonomous 
de facto. The latter requires a new kind 
ol mmd-set that will act as an autonomous 
agent (although acting within the broad 
norms of national agenda hut not as another 
department of the government ol the day). 
This has led to the other area of consensus 
which is the realisation that with with¬ 
drawal ol the 'administered regime' and 
coming into play of incentive based initia¬ 
tives. getting the prices right becomes 
vitally important. One .such price of parti¬ 
cular importance, especially fmm the 
pei spccti ve ol this paper, is the term struc¬ 
ture ol interest rales. Interest rates arc 
important foralliKalional and investment 
decisions lor they provide the opportunity 
cost structure in the economy. In a 
developed and integrated financial struc¬ 
ture. one of tlie chief mies of the Central 
Bunk IS to provide u reference rate which 
iignali the prevailing .'itatus a.\ well as 
the intentions of policv-inakers. Even in 
India the RBI has changed its focus from 
monetary targeting to inteiest rate targeting 
and so have some of the academics. Tlic 
reference rate of course canmii be an¬ 
nounced. hut must emerge with market 
con.scn.su.s, as must the temi structure. Some 
of our preliminary results .suggest that 
there is no co-integration between the 
different T-Bill rates (Chakrabarty I99S|. 
Given (hat sovereign risk is no risk the 
cross-sectional lime preference ought to 
be stable and hence there should be a 
stable relation. Thus, it would appear that 
different T-Bills perform different macro- 
inanageinenl functions, rather than just 
reflecting time preference structure. It is 


III this overall context that understanding 
and being able to predict the cut-off' yield 
us well as the development of thick, well- 
regulated and hence efficient secondary 
debt market in Treasury Bills assumes 
importance. Let us now turn to a brief 
discussion of the T-Bills market in India. 

Ill 

The T-BUI.S Market 

During (he l9X0sand 1990s, .significant 
refornvi to develop government securities 
markets have been undertaken in many 
countries, including developing as well as 
industrialised countries and economies in 
transition. In many of these countries, the 
authorities have played an active role in 
fostering the development of in.stitutionai 
structure of the market, active on the self- 
evident premise that an appropriate struc¬ 
ture is needed for the efficient functioning 
of the markets. A central proposition of 


(I) Oniss f.ssucs 

(111 l4-(lay Treasury Bills* 69.2.36 6 

(h) 91 -day Trcasiiry Biffs 1.3,2(K) 0 

!<•) 364-day Trca.sury Bitls 16,246 6 
III) Nc> Issues 

(a) 14-day Treasury Bilfs* 69.2.36 6 

fit) 91-day Treasury Bills -4.I(K) 0 

(r) .364-diiy Treasury Bills 8,(8)5 9 

till) Outstanding at end of Period 
(a) 14-day Treasury Bills* 240.0 

(It) 91-day Treaiiuiy Bills 1,600.0 

(r) .364-day Treasury Billii 16,246.6 


Bits literature is that the pricing of usseti 
cannot be determined independently o 
the institutional structure of the marke 
(particularly the organisation ant 
mechanics of trading). If the structure o 
government .securities markets affect! 
prices (interest rates), by extension it affect: 
the cost of national debt. In the contex 
of the new role that the RBI has beet 
called upon to play, it becomes importan 
that it designs the auctions for selling thi 
T-Bills in an optimal fashion. Also i 
becomes mandatary that certain kinds o 
data be made available to the public a 
large and researchers in particular .so tha 
evaluatory exerci.scs be undertaken. T< 
get an idea of the growth in the T-Bill: 
of different tenures .sec Table I and tht 
corresponding yield .structure is shown it 
Graph I and Graph I A. Let us now briefl) 
look at thc.se issues especially in the Indiai 
context and suggest some changes tha 
would enhance (heir utility. 

Anc rioN Di.siiiN 

Auctions arc increasingly beinj 
researched especially in the context o 
widespread gniwth of government deb 
and yet there arc no ready-made answer.' 
here. Auctions are stylised markets witl 
well-defined rules used to ctrac 
information and modelled in the contex 
of game theory. A basic taxonomy o 
auctions was proposed some time ago b\ 
Vickrey (1%!) and repie.seiiis the begin 
ning point of all subsequent research 
However, despite Vickrey's seminal co;, 
Iribution in establishing the rcvcniu 
equivalence for different auction format' 
in early 1960s. mo.st sub.sequeni advance' 
have been made with respect to format.' 
that bear very little resemblance to actua 
auctions of government securities. 

There arc various ways in which auction' 
may be cla-ssiflcd. In the context of divi.sibli 
multiple units .scheme (which cotnesclo.si 


25,2(K).() 

24,050 0 

8.1.50.0 

6,402.0 

21,423.0 
6,0.50 0 

8,240.6 

1,874.7 

1..500.0 

10.069 (' 

-8(K).0 

5.7tK)0 

1.1600 
2.427 0 

21.423 0 
■7(KI0 

6,365.9 

6,288.5 

-8.570 0 

6,8.54 0 

5,7(K).0 

6,500.0 

l.4(K)0 

4.027.0 

6.1.30.0 
5,000 0 

8.240.6 

1,874.7 

7,677.0 

15,095.0 


Note: * Pertains to the t4-day auction Trca.suiy Bills which were introduced on June 6. 1997. 
.SiHiree: RBt Aninuit Report. 1997-98. 
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aiictkHiK tbat we arc interested 
id here) the auctions may he distinguished 
on the basis of whether the individual has 
to pay the price bid by her ii' successful 
or must pay the minimum price that would 
exhaust the issue. In the earlier case it is 
termed as 'inulti-priccd' and in the latter 
‘unilurin-priced' auctions. Also the 
auctions may be distinguished on the basis 
of whether the bids are submitted in the 
'.sealed form' or in public (open outcry) 
form. Auctions may be classifieci on the 
hasisol whetherthe bidders attach 'private' 
value or'common value'to the commodity 
being auctionetl. For more details about 
auctions and price settings, as well as 
details of conduct ol auctions in India, see 
Chakrabarly (l*>9«). 

Most 'f-Bill auctions tall into the 
category ol multi-price scaled hid auctions 
also known as the lirst price auctions when 
referring to single unit and as discrimi¬ 
natory when multiple units are involved. 
There arc arguments both in favour and 
against the rclaiive .superiority of multi¬ 
price vcisus ihe iinilorm price lormals 
Irom the revenue collection angle. In the 
standard privale value model. Ihe auc¬ 
tioneer'set tori loexiraci the .surplus below 
the demand cuivc is exactly offset by the 
shift ini he demand curve itself. Subsequent 
research has tried locxicnd Ihe equivalence 
lesiilt to less resinctive conditions. Holt 


(1980) and Harris and Raviv (1981) for 
example have extended the analysi.s to the 
case of risk aversion. When bidders are 
risk averse, they place premium on auction 
lonnats that present them with less un¬ 
certainty. A line of research more relevant 
to T-Bills is the common value approach. 


Fbllowing earlier studies, Milgrom and 
Weber (1982) showed that revenue 
potential of each of the formats could be 
ranked on the basis of each lormat's ability 
to mitigate the winner’s curse. However 
these are restrictive results and dt) not 
na'cssarily extend to the T-Bill auctions. 


Tablf. 3 : Data Used for Siheiniled Commerhal Bank's Mooei. 


nate 

M3 

WPI 

CALI. 

FOREX 

14 Day 
T-Bill 

91 Day 
T-Bill 

364 Day 
T-Bill 

Inly 4. 1W7 

16 3 

4.4 

5.32 

-41.03 

4.95 

6.96 

8.83 

Inly IK, IW 

16.7 

4.2 

1.36 

-0 03 

4.95 

6 75 

8.53 

August 1. 1997 

16.4 

4 

4.76 

-4) 98 

4 95 

6.65 

8 36 

Augu.st 15. 1997 

16.5 

yi 

5.87 

-0.49 

4.95 

6.59 

8.33 

August 29. 1997 

15.8 

3.8 

5 97 

0 38 

4 95 

6.S9 

8 .3.3 

.Scpicinber 12. 1997 

16.2 

4 

4 96 

0.14 

4 95 

6.88 

8.47 

Seplember 26. 1997 

156 

t 8 

7.31 

0 17 

4.95 

6.88 

8 47 

Cclohcr 10. 1997 

16.5 

4.1 

3.39 

-0.39 

4 95 

6 88 

8.47 

(icloher 24. 1997 

17 

3.5 

7 83 

-2..52 

4 95 

6 22 

7.98 

Soveinhcr7. 1997 

177 

3.2 

7 

-0.21 

4.95 

6 22 

7 98 

November 21, 1997 

17 5 

4.1 

5.89 

-0 05 

7,04 

6 22 

7 98 

1 'ccemher 5, 1997 

17.3 

4,5 

9.17 

-1 15 

7.04 

7 21 

7.98 

I'cccmbcr 19, 1997 

15 5 

.5.4 

7.51 

4.31 

7 04 

7 21 

7.98 

.l.iniiary 2, I99K 

166 

.5.8 

8.61 

0.44 

7 04 

721 

7.98 

l.inuary 16. I99X 

15 6 

5.3 

S3 

-0 28 

7 04 

7 33 

7.98 

l.iiuiiiry .to. I99K 

164 

5.4 

8.43 

-0 46 

7 3 

7 .33 

7.98 

Pcbiuary l.t. I99S 

16 

5 1 

9.04 

-41.08 

7 3 

7 ,33 

7 98 

I cbruaiy 27. I99K 

167 

4.9 

8.95 

-0 38 

7.3 

7 33 

7.98 

March l .t. I99K 

17 

5 

8.13 

0 

7 3 

7 33 

7.98 

March 27. I99K 

17 1 

48 

7.09 

•0.05 

7 .1 

7 .33 

7 98 

April 10. I99X 

17.t 

5 4 

7 19 

-2.46 

7 3 

7.33 

7,98 

A pill 24, 1998 

17.2 

6,1 

6 24 

-2 14 

7 04 

7 17 

7.98 

May 8. 1998 

17 5 

6 5 

7,48 

-0 38 

6 26 

7 33 

7.97 

May 22, 1998 

17.1 

6 9 

5 47 

0.05 

9‘) 

7 33 

7.97 

l•lllc 19. 1998 

17 1 

6 9 

5 47 

0 05 

5 99 

7 33 

7 97 


Tabi l 2. Daia UsHi FOB RBI’s Moufi. 


1 late 

CBA NCIIA 

DF.VPR 

NA 

I) 

WAP 

WAY lYACP 

CP 

AMTOUT 

SF-CMIN 

SECMAX 

RBI 

Bank 

.Stale 

Others 

Jiilv4 l*)‘)7 

1327 

0 

132~ 

0 

”7)27 

‘19,81 

4 95 

4,<15 

99 81 

2327 

0 

0 

0 

~367ir 

50 

13 

)ul\ IK l‘)<)7 

2920 

0 

2920 

0 

2920 

‘19X1 

4 95 

4 95 

99.81 

4990 

1 99 

4 95 

0 

4928 

50 

12 

Aug 1 1997 

301 1 

0 

.310*1 

‘18 

31(81 

‘19 81 

4 95 

4 95 

9*1.81 

602*1 

3 9*1 

4*15 

0 

3029 

75 

5 

Aug 15, 1997 

3(XIS 

0 

3(815 

0 

3(8)S 

99X1 

4.95 

4.95 

99X1 

6114 

4 49 

4 95 

0 

5879 

0 

2.35 

Aug 29. 1997 

U2S 

0 

1125 

0 

)I2S 

*19 81 

4.95 

4.95 

‘19 81 

611(1 

4 95 

0 

0 

5855 

0 

275 

Sep 12. 1997 

4 ISO 

0 

4150 

0 

41.50 

*19 81 

4*15 

4.95 

99 81 

7275 

4*15 

499 

0 

7(881 

0 

275 

Sep 26 1997 

4047 

0 

4047 

0 

4047 

‘19 81 

4.95 

4*15 

99 81 

81*17 

495 

4 95 

0 

.3920 

125 

2 

(Kl III. I" ''' 

S12S 

0 

5425 

0 

5425 

99X1 

4.*15 

4*15 

99 81 

9472 

4 95 

4 95 

0 

‘1095 

375 

2 

I)cl24 1997 

S200 

0 

52(8) 

0 

52(8) 

99X1 

4.*15 

4 95 

*19 81 

I(8i25 

4.95 

5.49 

0 

9873 

7.50 

2 

N()\ 7 1997 

2SS 

0 

2S5 

0 

255 

‘19 81 

4*1.5 

4 95 

99.81 

10880 

3 99 

6 43 

0 

4850 

6(8) 

5 

Ni)V 21. 1997 

S3(M) 

0 

5)(8) 

1(8) 

54)8) 

*)*1.K 1 

4 95 

4*15 

99.81 

5655 

4*15 

0 

0 

5050 

6(8) 

5 

fVeS 199 7 

20S 

0 

225 

20 

225 

*19 73 

7.04 

7 04 

*19.73 

25.35 

3.99 

5 0*1 

0 

2225 

3(8) 

10 

Dci. 19, IW? 

3IM) 

0 

16S 

65 

365 

‘19 73 

7 04 

7(M 

*19 73 

,590 

4.74 

7.04 

0 

80 

.5(81 

10 

.Ian 2. IV18 

S 

0 

30 

25 

30 

*1*1.73 

7 04 

7 04 

*19 73 

395 

6.08 

7 04 

0 

70 

VM) 

25 

■Ian 16. 1998 

210 

0 

235 

25 

215 

99 73 

7 04 

7 04 

9*173 

265 

5 98 

7.23 

0 

12 

2(8) 

5.3 

Jan 30. 1998 

35 

0 

1 35 

100 

|35 

*19 73 

7(M 

7 04 

99 73 

433 

7.03 

7 25 

0 

42 

2(8) 

128 

Fob 13, I'WX 

20 

0 

320 

.3(8) 

320 

*19 72 

73 

73 

99 72 

320 

0 

0 

0 

19 

.3(8) 

1 

Feb 27, 1998 

170 

0 

175 

5 

175 

‘19 72 

7.3 

7.3 

99.72 

495 

9 03 

10.22 

0 

43 

45(1 

2 

Mar 13. I'WK 

340 

0 

39S 

55 

3‘)5 

*19 72 

7.3 

7.3 

99 72 

570 

6.48 

9 97 

0 

(1 

450 

87 

Mai 27. 1998 

*10 

0 

90 

0 

•Ml 

*19.72 

7 3 

7.3 

99.72 

485 

9.72 

10.47 

0 

(1 

450 

87 

Api 10. 1998 

310 

0 

350 

40 

.35(1 

‘19.72 

7.3 

7.3 

99.72 

440 

6.'18 

9.99 

0 

245 

200 

lot 

Apr 24 19*18 

*10 

0 

196 

KXi 

1*16 

*1*172 

7.3 

7.3 

99.72 

546 

4.86 

9,98 

(1 

245 

2(8) 

tot 

MayX, pm 

IIX) 

l(K) 

1(8) 

0 

2)81 

‘19 73 

7.04 

7.04 

99.73 

300 

6.13 

7 88 

1*1 

82 

1(8) 

*19 

May 22. P)9K 

IIM) 

7(8) 

KM) 

0 

8(8) 

99 76 

6.26 

6.26 

99.76 

1.3(X) 

6.18 

9 97 

20 

124 

11(8) 

56 

Juii 19, PWK 

tIKI 

4(81 

1(81 

0 

5(8) 

99 77 

5*19 

5 99 

99 77 

1300 

4 98 

6.28 

.10 

75 

11(81 

95 


(’BA= roiiipctilivi' Bui Acecpled 
NC'BA = Non-t'ompcluivc Bui Accepied 
DEVPR = IX'volvineiil on Primary Dealers 
NA = Nnliticd Ainoiinl 
Tl = Tolal Issue 

WAP ^ W'eigliU'd Avciape Price 
WAY - Wcighied Avciage Yield 


AMTOUT = Amount Outstanding 

SECMIN s Minimum Secondary Market Pnee 

.SBCMAX - Maximum .Secondary Market Price 

KHI = 14 day T-bill outstanding amount with RBI 

Bank = 14 day T-biil outstanding amount with commerctai bank 

.Male = 14 day T-bill outstanding amount with state government 

(llhcrs = 14 day T-biil outstanding amount with others 
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_®- Acuial -A- RBI -B- SCB 


In this case each bidder presents an entire 
demand schedule rather than a single price 
and this dramatically widens (he strategic 
possibilities and the set of equilibria. 
Another interesting area has to do with the 
number of bidders. Whilst greater the 
numbcr(thickness that is brought up whilst 
discussing the Indian situation) the greater 
will be the competition, it also reinforces 
the winner's curse. Thus there has to be 
an optimal number of bidders and more 
need not necessarily be better. However 
the broad eoiiscnxux contumex to he that 
wide pa nil -ipation xhoiild increase auction 
revenue. Another prediction that most 
theoretical models lend to agree on is that 
more inlormation the bidders have the less 
will he Iheir pi-oliis and more will be the 
.uiclioneer’s revenue. The inluition is 
rooted in the winner's curse and accor¬ 
dingly II will be 111 the auctioneer’s miere.sl 
Id reveal iiioie informalion. As the general 
results on the revenue polciitial ol various 
auction lornials aie not available, studies 
have been geared towards studying special 
laetois ih.il may lilt the balance towards 
cMieliirniat rather than the other, especially 
vi\-a-vi\ multi-price and umlorm price 
lornials In India too the RBI has switched 
lo the iiiiifnim pi icing lormal. .Since 
cornering and collusive behaviour is parti¬ 
cularly o| interest to the policy-makers, 
ihe piesumed urgiimeiii could be that 
unilorin price auctions would losler lower 
cost ol bid piepaiation, greater bidders' 
|)ai(icipa(ioii and lewer incentives loi 
bidders to pool and place ilicir bids I hrough 
biokeis to collude and comer the market. 
Howevei. the |ury is still out on this and 
H.u k and /eiidcr (1992) have argued 
precisely the opposite that unilorin price 
.iiiclions m iy pro's ide greater incentive lo 
collude I'lom the allocaiional point ol 
view however, Maskiii (1992) has shown 
that from common value stance, and if the 
inlorinational asymmetry is not too large, 
uniform price lormal emerges as .i domi¬ 
nant lormal. These arc iiiiercsiing pu//.les 
especially lot India which is just starting 
out in her T-Bill auction venture. For 
conducliiig research much more openness 
111 terms ol data is a prerequisite. It is to 
Ihe status ol data availability that we now 
turn. 

Da IA AvAiLAiiiLin 

Treasurv notes and bonds of various 
maturities are issued periodically through 
discrmiinatory price auctions (very 
recently the RBI has taken the decision 
to swiic h to uiiilomi price auctions in case 
"I T-Bills). The treasury annouiiees the 
<iuaiiiiiies of notes and bonds ol different 
maturities that would be sold in upcoming 


auctions and accepts competitive and nu|i- 
competitive bids on the auction date. The 
competitive bidders, viz, the designated 
pri mary dealers and scheduled commercial 
lianks submit bids for price quantity pairs. 
Ihe non-competitive bidders submit 
lendeis for quanlilics that they are willing 
to buy at the quantity-weighted price of 
Ihe accepted competitive bids. Others are 
ivqtii red lo deposit 2 per cent of the amount 
hid along with tenders. This transaction 
cost (since these deposits may be held lor 
two weeks and earn no interest) obviously 
creates incentives in favour of others 
bidiliiig through the primary dealers. In 
addition, the RBI also places a non¬ 
competitive bid for quantity announced 
pnor to the auction. The RBI then collects 
the bids, nets out the non-com|Wtilive bids 


and allocates the balance to the highest 
bidders among the competitive bidders. 
The winning bidders make the payment.', 
for their allocations on ihe issues ilale. 
which is typically a week Irom the auctions 
dale. 

The transparency in the internal debt 
segment in the Indian economy in general 
and in T-Bills market in particular 
has improved of late Two major sources 
of information on internal debt are RBI 
Annual Report and the Report on Currency 
and Finance. For details of the kind of data 
available from the two sources see Pelhe 
anti Chakrabarty (1998). The RBI Annual 
Report gives data on 91- and .364-day 
T-Bills auctions data for the last I i ve years. 
The Report on Currency and Finance covers 
the auctions of 14-day T-Bills in detail. 



ll covers (a) dale of auction, (b) date of 
issue, (c) number nfbidsreccived.(d) face 
value ol amount received with the break 
up for(i)competitive. <ii) non-competitive, 
and (iii) total, (e) numherof bids accepted, 
(f) face value of amount accepted with 
break up, (i)competitivc. (ii) non-competi¬ 
tive, and (iii) total, (g) dcvoivcmcnt on 
primary dealers, (h) minimum offer price 
(cut-off), (i) implicit yield tor minimum 
offer price. (j) cuininulaii vc face value and 
(k) amount of outstanding hills as on issue 
price. Thus this is a rather comprehensive 
coverage oM4-day T-BiII auction although 
the distrihutionul details of bids arc still 
not available As compared to this the data 
on 91-day T-Bill auctions arc still not 
reported in detail, eg, the break up of 
competitive and non-competitive break 
up isnoi available. Thus things like e.stima- 
tion'of bond tail distribution or a com¬ 
prehensive modelling for9l-day T-Bills 
and looking into some other interesting 
issues - which we have already noted in 
the previous .section - is still not po.s.sible 
for the general le.scarch scholars. Let 
us now turn to repoiling the empirical 
findings regarding our model for the 
14-day T-Bills. 


IV 

Our Model 

In this .section we report some of the 
preliminary re.sults regarding the various 
vanables u.sed for modelling 91 - and 364- 
day T-Bills and the astimation thereof. 
Next we look at the 14-day T-Bills, discuss 
the variables of intciest from the RBI’s as 
well as the Scheduled Commercial Banks' 
point of view and present the estimation 
results. Finally, we put together the two 
estimates with re.spect to the 14-day T-Bills 
andcheck for co-integration with the actual 
yields. The data used for our .study are 
prc.senlcd in Tables 2 and 3. 

Preliminary Resiilts for 91 and 364 
Day T-Biu.s 

in this .section we rc|x>rt some of the 
preliminary findings with regard to the 
preliminary data mining and identification 
of iclevant variables fur estimating the yield 
of 91 - and 364-day T-Bill.s. Since the ftK;us 
of the paper is on 14-day T-Bills the treat¬ 
ment here is perforce of a cursory nature. 

In e.stimating the implicit yield of the 
91-day T-Bills, we have kept in mind the 
Report of the Committee to Review the 


Working of the Monetary System accor¬ 
ding to which, the T-Bills should be 
developed as active monetary instruments 
and constitute an ideal short-term paper 
in the money market. What comes in the 
way of such a development is the fact that 
the yield is not market related. It is believed 
that the 91 -day T-Bill di.scount rate should 
be marginally positive in real terms. This 
means that the nominal rale of di.scount 
should be higher than the expected change 
in the price level. The real yield on the 
T-Bill.s should meet the expectations of 
the capital market. We have not directly 
modelled these expectations but have 
proxied them by taking the weighted 
average of secondary market yields of 
Treasury Bills. The procedure for this may 
be undersUHrd by looking at Table 4. Apart 
from economic common scn.se based on 
received wisdom m the protession. wc 
have identi fled other variables by construc¬ 
ting a large correlation matrix. Using the 
trusted OLS technique, wc tried out dif¬ 
ferent equations using vaii.ibles like one 
fortnightly lag of M3 and growth ol WPl 
(LM3 and LWPI respectively) locatch the 
monetary policy stance, one and two lag 
implicit yield at cut-oft price ol 91-day 


Taulf 4: WLKiuriNCi PATanN 


Date 

AMTH 

MINF 

MAXF AVI.RAGEF AMTN 

MINN 

MAXN 

AVERGEN AMTT 

MINT 

MAXI 

AVEKGEI 

WAVERACti 

July 4, 1997 

0 

0 

0 

i) 

7.3 

4.12 

6 88 

5 5 

461 

4 98 

8.8.3 

6 91 

6 71 

July 18.1997 

121 

1 99 

4 95 

3 47 

137 

2 49 

6.48 

4 49 

489 

6 08 

X 18 

7 1 t 

6 05 

August 1 1997 

221 

3 99 

4 95 

4 47 

132 

4 24 

6 58 

5 41 

203 

5 24 

8 23 

6 7t 

5 52 

August l\ 1997 

200 

4 95 

4.95 

4 95 

73 

6 23 

6 63 

6.43 

121 

3 89 

7.98 

5.95 

5 52 

Augu.sl 29 1997 

2(K) 

4 95 

4 95 

4 95 

106 

5 23 

6.98 

6.11 

362 

5 19 

X 73 

6‘J6 

6 22 

Seplemher 12. 1998 

20.S 

4 95 

5.49 

5 22 

15 

4.99 

5.48 

5.24 

429 

1,99 

8 65 

5 .12 

5 29 

.Septembei 26 1997 

S 

4 95 

4 95 

4 95 

21 

4.24 

6 68 

5.46 

.343 

3 99 

9 72 

6 86 

6 75 

Octoher 10.1997 

10 

4 95 

4 95 

4 95 

146 

3 

6.88 

4 94 

512 

2 99 

8 58 

5 78 

5 58 

October 24 1997 

2.S0 

4 95 

5,19 

5 07 

45 

5 7.3 

6.98 

6 36 

579 

4 89 

8.2 

h 54 

6.11 

Novemhei 7. 1997 

203 

4 95 

5 33 

5 t.* 

133 

5.09 

6.68 

5 88 

342 

4.59 

8 18 

6 58 

5 91 

Novemhei 21. 1997 

no 

4 79 

4.99 

4 8" 

390 

2.99 

6,73 

4.86 

467 

6.2.3 

7.98 

7 11 

5 95 

Dccemhei S 1997 

289 

3 99 

5 09 

4 5- 

70 

4.24 

6.78 

5 51 

766 

4 49 

8.1 

6 29 

5 79 

Ducemhei 19 1997 

7S 

6 08 

7 04 

6 51, 

82 

5.49 

7.98 

6 73 

.377 

5.98 

10.47 

8.2.5 

7 76 

January 2 loog 

41 

7 03 

7 25 

7 1- 

61 

5 73 

8 43 

7 08 

408 

4.99 

8 78 

6 88 

6 92 

Januaiy 16. I99K 

208 

6 49 

8 98 

7 7^ 

72 

7 48 

9.2.3 

8 .36 

160 

7.23 

9 53 

8 38 

8 07 

January 1(1. 1998 

(1 

0 

0 

0 

214 

7.48 

29.92 

18.7 

633 

10.7 

29.92 

20 32 

19 91 

February l.t. 1998 

37 

6 48 

9 97 

X 2^ 

76 

7.48 

9.97 

8.73 

864 

8.23 

13 31 

10.77 

10 51 

Febniary 27. 0*98 

116 

6.98 

9.99 

8 4" 

145 

7.48 

9,87 

8.68 

460 

3..39 

13 01 

82 

h 54 

March 13 1998 

193 

4 98 

9 48 

7 2 . 

46 

7 98 

10.64 

9.31 

326 

8 73 

11 ‘J7 

10.35 

9.20 

March 27. 19^)8 

182 

5 98 

8.73 

7 .36 

.37 

H.73 

9.27 

9 

674 

5.98 

10 47 

8,23 

3,08 

April 10. 1998 

1 

4 99 

4.99 

4 t)ii 

0 

0 

0 

0 

604 

1.87 

9 17 

5..52 

5 52 

Apnl 24. 1998 

123 

6.13 

7 88 

7 01 

no 

7.31 

7 68 

7.49 

.501 

6.23 

8 97 

7.6 

7 48 

May 8, 1998 

166 

5 49 

5.98 

5 7- 

20 

7 08 

7 13 

7.11 

86 

3 99 

7.88 

5 94 

5.93 

May 22, 1998 

80 

5 74 

8 97 

7 35 

113 

7.13 

n 22 

9.17 

463 

4.84 

10.72 

7 78 

7 9 

June 19. 1998 

80 

5 86 

918) 

7 35 

in 

7 It) 

11.22 

9 20 

470 

4.84 

10 72 

7.78 

7 9 


AMTP Aiiiount irudeJ of l4-(lay T-Bill in the sccoiuliiry market MINT Miniinuin yield of 364-day T-Bill 
MINF Mininuiin yield of 14-day T-Bill MAXT Maximum yield of 364-day T-Bill 

M AXK Musimiim yield of |4-day T-Bill AVERGET- Average of Min and max of .364-day T-Bill in lh»‘ seenmlury nuiikel 

AVERAGEF Aveiape of Min and max of t4-day T-Bdl in the WAVERAGE; Weighted average of all three instruments 
secomlaiv inarlcel 

AMTN Amoum ir.uled ot 91 -day T-Bill in the .secondary inuiket 
MINN Mmmuiin yield of 91-day 3 Rill 
MAXN Maximum yield of 91 -day T-Bilt 
AVERGKN Average of Mm and max ol 91-day T-Bil' in the 
secondary iiiarkel 

AMTT Amooiit iraded ol th4-day T-Bill in ihe .seconduiy maikct 
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Graph 3A: Forec astbd Values op 14 Day from the Combined Model of RBI and 
Scheduled Commercial Bank Model and Actual 



Actual Filled 
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T-BiIls{LNTB and LLNTB respectively), 
this is meant lo catch the own price reflec- 
ling kKat static expectations, two lag 
implicit cui-off yield of 364-day T-Bill 
(LLTBILL) lo catch the expectational 
miNxl in the longer term market, and one 
and two lags in the secondary market 
yields (LAVERGEN, LLAVERGEN 
rcspecti vely) lo catch the linkage and leam- 
ing from the secondary marketsloprimary 
market. As already noted, the correlation 
matrix as well as the data availability were 
the constraining factors in putting together 
of the story ha.scd on regression results. 
Looking ai Ihc i-values and the signs 
I'c.T-«-!'/.1 a i»ion expectations, we chose 
the equation which had LWPl, LNl'B. 
LLTBILL and LAVERGEN. 

By lollowing a similar priKcdure we 
could identify the following variables as 
being relevant to modelling the 364-day 
T-Bill vield: LM3 (the mca.surc of money 
stock).’LNTB (the lag ot 91-day T-Bill 
yield, proxy lor the term stniclure lor 
sovcicign paper) LTBILL (the lag of 
^64-day T-Bill yield, reflecting the inertial 
learning clfcci via sialic expeclalions) 
and LAVERGEN (Ihc average secondary 
market price of .til the T-Bills, reticeting 
the linkage and iniegralion between the 
secondary and primary markets). 

rite icsiills. to repeat, arc ol a lenlative 
nature anil the model has been constructed 
Irom the point ol view of the supplier 
I RBI). The leiilalivc conclusion that we 
may draw aie lhal whilst the 364-day 
I'-Bill IS somewhai (though not as much 
.IS in the ease ol 14-day T-Bill, as we shall 
sec below) related lo the money market, 
the 91-day T-Bill yield is not. Il is rather 
iclaled lo the WPl leading one lo believe 
lhal (he monelary authorities use this 
inslnmieni lor control and monitoring of 
inflation and 3(T4-day T-Bill (as well as 
14-day T-Bill) lor monitoring and liquidity 
niiuiagemcnl in the economy. Let us now 
turn lo ihe miHicI ior 14-day T-Bill. 

Modii rim 14 -Day T-Bii.i s 

The esiimaiion of the model for 14-day 
T-Bill implicii yield is based on 50 data 
points. These represent all (he auctions 
that took place in Ihc last year. As already 
noted, since the data availability in (his 
case is bolter Ihan in other cases, we have 
been able to consider some other relevant 
T ariables. Also we have been able to model 
the process Irom two angles, vi/. from the 
RBI's view point and from the point of 
view of the players in the market who 
demand these T-Bills, mainly the 
scheduled commercial banks. We present 
the results from RBI's point of view then 
we move on to the scheduled commercial 


banks and finally we put the two together 
to gel a composite forecast nr estimate. 

RBI's Point oe Vilw 

One of the paramount goals of the 
monetary authority (in our ca.se the RBI) 
is to promote a policy of efficient price 
discovery (or the interest rate determina¬ 
tion) which forms a crucial element in the 
iiaiismission mechanism of monetary 
policy. Alsu, RBI as an agent of the central 
government is responsible for raising the 
iT.'sourccs(deht) forthc government, which 
II must do al the cheape.st possible co.st 
so that the future servicing is lea.st 
burdensome. In addition, the RBI typically 
intervenes through the government 
securities market and its organisation to 
attain its operating goals. Thus thick and 
efficiently operating primary and 
secondary markets are crucial to the 
efficacy of its policy initiatives. 

Again, as in the earlier ca.scs, various 
variables were tried and finally on the 


basis of correlation and legression results 
we nuxlclled the 14-day T-Bill implicit 
yield at cut-off price to he a function of 
one lag fortnightly growth in broad money 
supply (LM3), one lag of 14-day and 
91-day T-Bill implicit yield at cut-off 
(LFTB andU^TB respectively), and weigh¬ 
ted average of secondary market yield of 
all types of T-Bills (LAVERGEN). Co¬ 
integration exercise was conducted to 
identify a co-integrating vector using 
Johan.sen Estimation method with the help 
ofMicrofit486. Co-integration helps us to 
identify long run relationships which given 
Ihe short li me scries avai labic in the context 
of the pre.sent exerci.se have to be intei- 
preted to mean stable relationship. The 
details of the co-integration as well as the 
OLS regFes.sion from the RBI's point of 
view arc reported in Tables 5A and 5B. 
The OLS regression equation is as under: 
FTB = 4.352 + 0.471 LM3 + 1.089 LFTB 
+ 0.747 LNTB -t- 
0.0217 LAVERGEN 
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AN limy liCNcciiiiuincnesiau.siicaiaeiaiiK 
of the regression equation, the fit is quite 
gixxi and so are the t-values of all the 
variables (rellecting the significance) 
excepting the last variable. This is perhaps 
due to the fact that 14-day T-Bills are a 
recently ininiduced instrument and hence 
the integration with the other segments of 
the market is not very great. Rest of the 
diagnostic statistics loo are reasonably 
good. Let us now look at the scheduled 
commercial banks' view point. 

SrHr;i)ri.rui CoMMi;R< iAi. Banks' Poisrr 
Oh Viiiw 

The players in the government securities 
market may he divided into two kinds. 
One. the patient traders, those who are 
willing to wait. The small retail or house¬ 
hold investors or llnancial inve.stors like 
Lie, GIC whose trading is motivated by 
considerations of long-term employment 
of funds or liquidity arc repre.scntalivc of 
this type of traders. Two, there are the 
impatient traders, lho.se willing to pay 
higher intermediation cost in return for 
immediate trade execution. Institutional 
traders arc of this type, having shorter 
investment horizons and with trading 
.strategies that are time and information 
.sensitive - for example, dynamic hedging, 
market arbitrage or spread trading 
strategies. We will however not make such 
distinction and only look at the scheduled 
commercial hanks' behaviour as being 
repre.sentativc. Given the development of 
the market in India, they represent a 
dominant portion of the agent players. 
Thus at this stage of our research we would 
be well advised to keep matters simple. 

We began the exercise by conducting 
simple statistical computations such as the 
mean, standard deviation, correlation for 
the various relevant variables. For the 
estimation, we considered variables like 
competitive bids (CBA). non-competitive 
bids (NCBA), dcvolvement on primary 
dealers and the RBI (DEVPR). notified 
amount (NA). total i.ssue (TI). weighted 
average price (WAP), implicit yield at cut¬ 
off price (lYACP). cut-ofi price at auction 
(CP), amount outstanding one day before 
the auction (AMTOUT), secondary market 
minimum and maximum yield for 14-day 
T-Bills befoiv the auction (SECMIN and 
SECMAX respectively), RBI’s and 
commercial hanks' out.standing amounts 
of 14-day T-Bills before the auction (RBI 
and BAN K respectively) stale’s and others 
outstanding amounts of 14-day T-Bills 
before the auction (STATE and OTHERS 
respectively). We concentrated on the 
variables having reasrtnabic correlation 
with the lYACP. For example we found 


inai me can money rate anu 1 1 nave 
positive correlation (0.038). Thus whilst 
call money rate is completely market 
determined the 14 day yield is related but 
a smoother and measured response. The 
correlation between CBA and lYACP is 
negative as expected. Thus when there is 
excess liquidity in the economy the higher 
demand (reflected in higher competitive 
bids) pushes the prices up and hence the 
yield down. The correlation between 
lYACP and banks' outstanding amount is, 
negative (-0.52). This can support the 
rationalisation that lower the secondary 
market price the higher the lYACP, in any 
cu.se (he secondary market price acts as the 
cap on the primary price, of course given 
the in.stitutional norms and rigidities. There 
arc many such interesting correlation 
results around which may be rationali.sed 
to he supportive of plausible stories or 
hypothe.scs. However, since we have not 


uone anytmng muiengorous iixe ^ausaiiiy 
tc.sting these would be largely speculative 
and hence we leave it at that [Ch^rabarty 
1998], 

There are some noteworthy features of 
the 14-day T-Bill data. For instance, there 
is hardly any dilTcrence between the cut¬ 
off price and the weighted average price. 
This is particularly notewoithy because in 
India we have a multi-price .system (at 
least we had it at the time for which we 
have the data), hence a difference is to be 
expected. The only lime we may expect 
no difference at all is when the debt market 
is .so developed that the information .sets 
of the players gets updated instantaneously 
and there is efficient cross flows of infor¬ 
mation leading to exactly the same bidding 
strategies (and bids). The otircr situation 
could be when the number of players is 
small and hence collusive activity takes 
place. Here a group of brokers may form a 


Tabu. 5A' Or'mnary LLA.sr Sqiiarks Estimation 


irependeni variahle is KTB 

19 olisurvatioii.s used for esliinalion Irom 2 lo 20 


Regressor 

Coefticieni 

Standard Error 

T-Ralio |Prob| 

( 

4 I4K4 

I.X5X5 

2,2122 ((W21 

I.M.) 

45040 

.16152 

2 7X85 [0 15) 

1 RB 

1.0669 

11X29 

9 0191 1 (MX)| 

LNTB 

.69298 

.12469 

-2 l.)4.11 051| 

LAVERGEN 

020547 

.0.16.105 

565941 [ 5X0] 

R-Snuared 

.')0520 

R-Bar-Squ.ired 

87812 

S E of Regression 

.19<)09 

F-.Stat. F'(4.I4) 

114217 ((XXl) 

Mean ot Dependent Variable 

6 11X0 

S I) ol Dependent Vanable 

1 14.11 

Residual Sum of Squares 

2 2298 

Equation Log-likclihood 

•6 6058 

Akuike Info Cnlenon 

11 60.5X 

.Schwarz Bayesian Cnlenon 

-1 1 9(»69 

liW-.si.ili.siic 

2 4X26 




Tabi.h .SB. Esiimated Co-iNTEaRAii-.i) VErr()R.s in Johansen Estimation (Normai isi u in hracki is) 
Co-INTtORATTON WITH NO INTERrTETS OR TRENDS IN IHE VAR 

IX observalions from .1 to 20 Order of VAK = I. chosen r = i. List of variables included in Ihc 
o-iiilegrated vector: FTB. I.WM.J, LFTB, LNTB, LAVERGEN 

I isi of 1(1) exogenous variables included in the VAR. LM3. LFTB. l.NTB, LAVERGEN 


IVB 

• 

Vector 1 
- 21829 

I.M.1 


(-1 (KM)0) 
187,19 

LFTB 


( 78618) 
.1.5987 

LNTB 


(.67092) 

.076459 

1AVERGEN 


I 12086) 
012151 



(.051829) 


Esttmateu Long Run Matrix in Johanstos Esttma'iton 

CO-INTEGRATTON WITH NO INTERtTilTS OR TRENDS IN nil. VAR 

IX observations from .) to 20. Order of VAR = I, chosen r =1. List of variables included in the 
c>)-inlcgraling vector. FTB, LWM3. LFTB, LNTB, LAVERGEN. List of I) I) exogenous variables 
included in the VAR: LWM3. LFTB, LNTB, LAVERGEN. 


FTB LWM.3 LFTB LNTB 

FTB -.14422 .11.141 .09675') 046274 


I.t2 
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ring and hid at less than competitive price 
.sharing the surplus profits thus reaped. 
This pu/.7.le needs further investigation. 

Turning to co-integration, several 
comhinalions of variables were tried out 
and ba.scd on diagnostic results the 
following was found to he the best: 
lYACP = d) (.AMTOUT, CBA. BANK. 

SECMAX) 

The co-integration was done using 
Johansen's estimation technique without 
trend, using the Microfit 486. The details 
of the co-integration output are reportetl 
in Table 6B. Using the co-integration LR 
test using trace of stochastic matrix we 
obtained three co-integrating vectors. 
There are noconsenMia! selection criterion 
available in the literature, .sothat economic 
intuition is used to select one of those. In 
any ciise we do not perform any error 
correction coiiipiitations in this paper so 
that the adjustment vectors arc of no direct 
relevance to us. Assured ol the long run 
(.stable) relation between the variables 
involved we went on to use the OI.S 
technique to pcriorm regression analysis 
the details of which are reported in 
Table 6A The ()l..S equation is: 
1YACP=4.4.‘) - O l.-iKH-.J AMTOUT - 
().9Ui;-4('BA+().726K-4BANK 
+ 0.288 .SECMAX 

.Selecting the third co-integraling vector 
anil the above Ol ..S eiiualion leads to signs 
w'hich are .1 prion expected. Thus the 
bidding stiaiegy for the scheduled 
commercial banks may be constructed by 
considering the following variables: 

1 Amount outstanding of 14 day T-Bills 
in secondary market 

2 Amount outstanding of 14-day T-Bills 
with commercial banks 

.1 Competitive bids accepted 

4 Secondary market yield. 

Pi i riNi: Ii Tui.liih r 

Having obtained the prediction Irom the 
RBI as well as the scheduled commercial 
banks' point of views, we now put the two 
together. We lake the two predicted series 
and the corresponding actual scries and 
try out a co-inlegration exercise. Having 
tried out the co-integraiion. ve go on to 
using the simple OLS e.stiniation technique, 
which we now report. As in the earlier 
ca,se, the statistical details i /.v-rt-r/.v the 
equation given below as well as the co- 
integrating vectors are reported in 
Tables 7A and 7B. The regression equa¬ 
tion is given by: 

ACIUALU - 0.117+0.792RBI+0.2.17 .SCB 
where. ACTUALL represents the actual 
value of the T-Bill yield at cut-off price. 
RBI rcprc.senis the forecast values from 
the RBI's angle and .SCB represents the 


f« trccasts from the point of view scheduled 
commercial bank.s. The fit is very good 
and there is evidence of co-integration. 
I'he t-value as.sociated with the c.stimatcd 
coefficients is significant. One may venture 
ii I say that in the tussle for the determi nation 
of T-Bill yield the predominant role 
continues to be of RBI. The predictability 
may be .seen from Graph 3 A and Graph 3B 
depicts the residuals of the above regres¬ 
sion. We have u.scd co-iiilcgration only 
h orn the point of view of diagnostics and 
have not u.scd them for error correction, 
el al. But in case of ‘putting it together’, 
it might be worthwhile noting that the long 
I lit) matrix shows a greater cixdficient for 
Sf'B. This could be interpreted by saying 
that whilst just as yet the 14-day T-Bill 
market is in its infancy and so the role and 
dominance of RBI ispronounced. Already 
however the trend shows that with passage 
ol lime and development of the market, 
the SCBs (or the other agent players) will 
have a greater say (with coefficients being 
i ntei preted to stand for the relative bargai n- 
ing strengths) in the bargaining game. 


Tabi I. 6B 

Esiiinated Co-iniegraied Vectors in inhan.seo 
Bsiiniation (Norinuliscd in Brackets) 


24 observations froiu 2 10 2S 

Maxiinuin lag in VAR - 1. Chosen r= 1 

lYACH 

AMTOUT 

CBA 

BANK 

SECMAX 

Veeloi .t 
- 2‘K)3S 

1 1 IXKH)) 

- tl«<)E-4 

( IIWKE-t) 

- tl«IE-4 
(- I0%E ^^) 

221SK-4 
< 7t><»«E-4) 

1242t 

(.427K7) 

Estiinatcd Lung Run 

Matrix III Johan.sen 

Esninaiion 


*24 observations from 2 

to 2S 

Maxiitiuin lag in VAR - 

1. chosen 1 -1 

lYACP 

.22S(d:-4 

AMTOUT 

-42SXK 

CBA 

(lO.SUO 

BANK 

1 (iSSS 

SECMAX 

l4tSK-4 


Tabi l 6A 

Ordinary Lcusl .Sqiiurcs F.sliiiialion (.Scheduled Cuinincrcial Bank) 


1 >t‘|vn(leni varuhlc is lYACP 
Rcjiressoi 

2.S obscivalions ii.sed for estiinutiun from 1 lo 2S 

Cocriii-icnl Standij^rd Erior 1-Ratio 

ll'rnbl 




(• 

4 4.S5() 

36,716 

12 2(>74 

1 O(HI) 




XMTOtlT 

lS7hE-.7 

St)29n-4 

1 1 t4‘i 

1 0(01 




CBA 

.*).7.<KE-4 

XtHUE^ 

1 1616 

1 2S21 




BANK 

72.S9E-4 

708tlE-4 

1 02.S3 

1 'll) 

SECMAX 

.2SX2K 

.042996 

6 7048 

1 (KlOj 




It Si|iiarc(l 

X2I72 

F-slatistic F (4,4,S) 

S1.X.S.34 

1 (H)ll| 




K Kai-.Sqiiaicd 

8()SX7 

S.E. of Regression 


IS747 




Kcsidiial Siini ol' .Sqisiics 

'Ml?.*! 

Mean of Dependent Van.'ihle 

U llOU 




S 0 ol IVpcn’.lcnl Variable 

1 otx.t 

Maximum of Log-likelihood 

2‘>.2ll).S 




OW-.sialislic 

1.0217 




TauI-I- 7A 

Ordinary l.easl .Squaies Esliinatioii (KBI and Scheduled Coiniiicicial Bank) 


1 H'peiuleni variable is ACTUAl.L 

2 t observ.itions used for estimalion from 

2 to 2.S 


Kcgiessor 

Cuefricicnt Standard Errnr 

T-Ratio (Pnih) 

( 

.Il70.‘i 

‘!.3267 

-21974 (.8281 

KBI 

.79161 

261K)6 

.3 t)439 ((KI61 

SCB 

.236.S6 

29142 

81173 1.4261 

K - Squared 

.883.S2 

K-Bur Squared 

.87242 

S E of Regression 

.tK79.3 

F-stat. F (2. 21) 

79.6407 l.tKX)l 

Mean ol ITepartment Vai'iublc 

6 L‘i7.5 

S f) of Dependent Vanable 

1.0861 

Kesulual Sum of Squares 

t 160.^ 

Equation Log-likelihood 

- 9 7260 

Akaike Info. Criicnon 

1 iW-statistic 

-12,7260 
2 4210 

.Seliwarr Bayesian Criterion 

)4 4931 


Pf'iinfimti- >111/1 Pitliii/‘iil 


W/i/iklv Iiiniiiirv IA„9X lOOO 



Tabu 7B 

P.MiinBlcd Co-iiiiejirated Vectors m Johansen Estimation (Normalised m Brockets) 
Co-intcitrution with no mlei(e|tts or trends in the VAR 


24 observations lioin 2 to 2^. Ordei ol VAR - I t'lioscn r - I Last of variables included in the 
cu-inlcyiatiii;.' veeloi. ArTUAl.L. RBI, .S(’B l.isi ol It I) exogenous variables included in the VAR: 
RBI. .SCB 



Vixioi 1 

ACTGALl. 

52907 


( 1 (K)00) 

RBI 

2 58(11 


( 4SK79) 

SCB 

29()‘)2 


( 549K6) 


l-'Moiialcd l-ong Run Malriv iii .lohaiiscn Kstimulinn 
t'o iiilcgralion with no inieieeols oi liends in the VAR 

24 obscivaiKMiv tioiiiIll 2^ Oidei ol VAR - I eliosenr=l List ol variables included in the co- 
intcgraliiig veeun 

AC'Tl'ALI. RBI SCB last ol I (11 exogenous vaii.ibles included in llic VAR RBI. .SCB. 

ACTLIALL RBI SCB 

AfTUAl.l 2746S 1.1425 .1.5102 


These are iiilereMino iiiilial results, to say 


the least 

V 

Agenda for Further Krsearcli 

There are several speeilie issues that 
have been iiieniioned in the binly ol' the 
paper (es(iccially in the section on Auction 
Design) ih.ii iu-ei.1 lo he researched uptni. 
With data ax aihibihty this should become 
possible. Also, and perhaps ullimalely, 
the specilu problem ol implicii T-Bill 
yield needs lo link up at both the ends and 
pul in a larger pci sfjccii VC. Foi example, 
altci hemg able to prcdici/lorccasi the 
yield, it needs to be linked lo other rales 
in the macro-economy and its causation 
(direction as well as magniliide) needs to 
be studied so as to inlei certain policy 
lessons .'M I he other end ihc government 
expenditure I unci ton noedslo he modelled 
and that pan ol it xvhich is linanced with 
the help ol T-BilK needs loheendogcniscd 
The finance mmisliy and RBI arcengaged 
in a game - cadi with its own special 
agenda .given their individual sialtis - but 
at the same lime mxolvcd in attaining 
eollinear goals. The inieresling question 
here would be whelher lo model Ibis 
process as a sequential game or a simul¬ 
taneous move game and which is more 
rellceiive ot the bargaining .strengths of 
■ he indiviilual agent players, in a eu.seade 
sense, it will be inleiesiing U> model the 
downsiieam game between RBI and 
'others' iiuheeoiuextol ihcT-Billmarket. 
All this .ipaii liom ollleial I'penne.ss. 
ceononm wisdom and insights into Indian 
reality - vx'ill require competence in game 
theory, computational capability, data 
availability and operational capability in 


ilic area ofmacro/policy modelling. Here 
wo have merely sketched a speculative 
avgenda. but we believe a useful one and 
perhaps to he pursued, not by individual 
loscarchers but rather by group of 
ii.'.soarehers supported by institutions. 

VI 

Conclusion 

As noted at the beginning of this paper, 
here we have tried lo pre.scnt a few tentative 
Slops ihal we have taken towards under- 
Manding/nuKlclling/predieting the implicit 
X leld ol T-Bills. The yield is a very impor¬ 
tant rate, for in the changed environment 
of niaenr-manugemeni. it must successfully 
s.-rve as reference rate defining the 
opporiumly eo.si sinieture in the economy, 
as well as serving as a signalling device 
lorihe RBI U) set out its monetary .stance, 
hs not just the prediction of yield that is 
iinporlanl but al.so the entire design of 
edieioni inslitiilional framework as well 
as Ms mechanism is crucial. We arc ob 
viously not yet there, but we arc getting 
ihcrc. Already there are intere.sting a.spccis 
to be seen, one ol which we may mention 
as an as'de. A glance al the Graph IA 
I >■ veals that there i.s a clear evidence i>l 
lUiticninf! of the yield curve with a nia/oi 
weif;ht heinK eontrihated at the shortei 
end. This signifies underlying inllalionary 
iiend Ihal is clearly seen in the fact ol 
I ising inflation in the economy. These and 
such other diagno.siic .signals arc there to 
be perceived and made use of. Also, there 
arc .several puz/les that cxi.st in this area, 
some ol which wc have hinted at. We have 
also tried to argue in favour of greater data 
dissemination and transparency, which is 
in any case in (he interest of the auctioneer. 


This is an extremely crucial, fertile and 
u.seful area of research and it is to be hoped 
that individuals and institutions will apply 
themselves lo the task. 

fThi.s paper is based nn ihe piescntation at a recent 
wurkshup un 'Futuie Directions for the Indian 
Economy: Macroeconomic Issues with Special 
Reference to Capital and Finance, held at Gokhalc 
Institute of Politics and Economics. Pune | 
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Capital Adequacy Ratios 

An Agnostic Mewpoint 

D M Nachanc 

The main purpose of bank regulation is the maintenance of a sound hanking system, which is usually 
narrowly interpreted to mean ‘prevention of hank failure’. To this end, regulators examine the riskiness 
of assets and the adequacy of capital. Hut do rigid capital adequacy ratios ensure adequate hank capitalisation 
in reality? Alternatives .such as Valutirat-Ri.sk and Pre-Commitment models have been u.sed in .some developed 
countries. India needs theoretical analysis of these models and empirical data before it can consider a shift 
from the current capital regulatory arrangements. 


I 

Introduction 

A BANK may be regarded as an arche¬ 
typal depository Tinancial institution, the 
greater part of whose liabilities comprise 
claims issued against itself, i e, deposits. 
The functional role of capital in a deposi¬ 
tory financial in.slitution is fundamen¬ 
tally different from that in an indu.strial 
firm. The equity capital of any firm is only 
partly aguarantceof the value of the firm's 
fixed obligations, its major function being 
the provision of as.sels to the firm. How¬ 
ever. fur a depository financial institution, 
the importance of equity capital derives 
principally from its insurance function. 
Reflecting this underlying difference in 
the relative role of capital, a depository 
financial institution has historically at¬ 
tracted at lea.st three types of regulations. 
Firstly, although such institutions may 
issue a variety of deposit liabilities and 
hold a variety of assets, legal and insti¬ 
tutional prohibitions restrict the class of 
securities that may be used foreach purpose 
IPyIc 1071 j. Secondly, the institutions are 
not allowed to sell any of their assets .short 
and thirdly, some kind of reserve or liquid¬ 
ity requirements are usually in place, tying 
specific forms of a.s.set holdings to specific 
forms of liabi lities. In few other i ndustries 
is the capital investment decision so subject 
to government intervention and control. 

It is generally agreed that the main 
purpose of hank regulation is the mainte¬ 
nance of a .sound banking system usually 
interpreted nairowly to mean ‘the preven¬ 
tion of bank failure' [Leonard 1941 and 
Davis 1966]. In carrying out this legisla¬ 
tive intent, regulators usually look to the 
'riskiness' of a hank's assets on the one 
hand and to the 'adequacy' of its capiuti 
on the other. Given the numerous diffi¬ 
culties in assessing riskiness of different 
as.scts, regulators have shown a preference 
for laying stress on capital adequacy 
[Pciteman 1970). The introduction of 


deposit insurance complicates the 
regulator’s task. Insured deposits will not 
require the bank capital cover against 
losses, and thus the size of the bank's 
capital is irrelevant in their case. Thus, the 
institution of a deposit insurance .system 
may encourage hanks to limit theircapital, 
which in turn increa.scs the possibility of 
the deposit insurance actually having to 
he used. As Jacobs (1964) indicates, the 
fact that deposit insurance fees do not vary 
with a bank's capital structure enables 
highly leveraged hanks to avoid paying 
more for deposits. The difference between 
the bank's private cost of a highly lever¬ 
aged capital structure and the social cost 
is paid by the deposit insurance agency 
in the form of a greater risk cxpiisure. 

Historical experience with capital regu¬ 
lation shows a great deal of variability. In 
the US. capital regulations in banking, 
date back at least to the National Bank Act 
of I86.J. American banking legislation 
(prc-1981) specifically in.stnictcd federal 
regulatory agencies to certify the capital 
adequacy of institutions subject to their 
jiiri.sdictions in matters relating to the grant 
of new charters and membership of the 
Federal Rc.scrve System. The threat of 
expulsion (from Federal Reserve System) 
was omnipresent though rarely executed. 
(The one notable incident of expulsion is, 
of course, the Continental Bank and Trust 
in the 1960s.) The situation in UK was 
even more lax. at least up to the 1980s. 
1'hus wc find the high priest of British 
hanking, Sayers, remarking in 1967 that 
"Nowadays in England at lca.st. capital has 
ceased to be necessary, especially as the 
hanks arc, by special dispcn.sation under 
the Companies Acts, allowed to conceal 
their profit experience...In some other 
countries, where the banks are less firmly 
cstabli.shed and public confidence could 
he more easily shaken, the capital of banks 
naturally retains its original significance.” 

In the pre-nationalisation pha.se of 
Indian banking, capital standards attracted 


a modicum of attention from the Re.serve 
Bank of India (RBI). The declining ratio 
of capital (paid-up capital plus reserves) 
to total deposits from 9 per cent in 19S0 
to 4 per cent in 1960 for Indian banks, had 
prompted the RBI to advise banks to aim 
at a ratio of 6 per cent, through compulsory 
transfers of 20 per cent of declared profits 
tare.serves (Jaginlar 1997], Nationalisation 
however ushered in a scn.se of compia* 
ccncy on the issue of capitalisation and 
the capital to deposit ratio for public sector 
banks .seems to have fallen to fairly low 
levels (less than 2 per cent) in the early 
1980s. 

In 1981, in the aftennath of the US thrift 
industry crisis, a new three-tier set of 
explicit capital requirements was intro¬ 
duced in that country. Contemporaneously 
regulators in other countries were echoing 
similar concerns about their respective 
financial institutions. The G-10 countries 
endorsed the so-called Basle Accord in 
1988, incorporating the recommendations 
of the Basle Committee on Banking 
Supervision under the chairmanship of 
W PCookc [Bardos l988|.Thethreemajoi 
principles of the Basle Accord were the 
following: 

(1) A hank must hold equity capital to ai 
least a fixed per cent (8 per cent) of iU 
risk-weighted credit exposures as 'veil a: 
capital to cover market risks in the bank’s 
trading account. 

(2) When capital falls below this mini¬ 
mum rcquiremeiu. shareholders may b« 
permitted to retain control, provided that 
they rccapitali.se the bank to meet the 
minimum capital ratio. 

(.1) If the shareholders fail to do so, the 
bank’s regulatory agency is cmpowerec 
to sell or liquidate the bank. 

The Basle Committee on Bankin( 
Supervision (1996) lent a substantial nev 
dimension to the 1988 Basle Accord b] 
incorporating market risk in the determi 
nation of capital adequacy. The asse.ss' 
ment of market risk could be based on s 
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bank’sown internal model, subject losome 
general restricti»ns on parameters and 
structure [Hendricks and Hiitle 19971. 

Turning to the situation in India, the 
Committee on financial sector reforms 
(1991) (usually referred to as the first 
Narasimham Committee) had rccom- 
meoded the adoption of the Basic norms, 
with a three-year adjustment period. In 
accepting the Committcc'.s recommenda¬ 
tions, the RBI directed hanks with inter¬ 
national presence to achieve the norms by 
March 1995. while other hanks were 
obligated to reach the norm in two stages 
by March 1996. Eight banks failed to meet 
the targeted deadline, though by March 
1997 only two defaulters persisted. The 
second Nara.simham Committee (1998) 
took the process of hank capitalisation 
several steps ahead. Firstly, it was sym¬ 
pathetic to the incorporation of market 
risk as suggested by the Basle Amend¬ 
ment. Secondly, it suggested a 5 per cent 
risk weight for government and approved 
securities, with a view to countering the 
tendency of banks, to over-invest (i e, 
beyond the .SLR limits) in such ‘riskless’ 
securities. Thirdly, it drew pointed atten¬ 
tion to the need for including off-balance 
sheet (OBS) items (such as contingent 
liabilities in terms of various types of 
swaps and hedging operations, derivative 
trades) in the definition of capital ad¬ 
equacy. Finally, the Committee recom¬ 
mended the raising of the capital to assets 
ratio to 10 per cent from 8 per cent, with 
the achievement date fixed at 2002. The 
rationale for this hike is set nut as follows. 
"International experience has shown that 
in several developing countries, due to 
economic factors like the greater volatility 
and consequently higher risk in the envi¬ 
ronment in which they operate and be¬ 
cause of institutional factors such as legal 
impediments to loan recoveries and weak¬ 
nesses in accounting practices, capital 
adequacy ratios need to be set at higher 
levels than the ratios prevailing in devel¬ 
oped economics even as the definition of 
capital adequacy has to be more exacting 
and risk weights arc .set at higher levels,” 

n 

Bank Portfolio Response to CARs 

It is mmic that while the drift in regu¬ 
latory opinion has shown a marked shift 
in the direction of mandatory capital 
adequacy ratios (CARs), the theoretical 
case for such ratios rests on extremely 
weak foundations. The theoretical litera¬ 
ture has addressed itself to three issues, 
(i) the impact t>f CARs on the portfolio 
behaviour of banks; (ii) the impact of 


CARs on the failure probability of banks; 
and (iii) the examination of other methods 
of capital regulation 

We begin by a careful examination of 
the first of the above issues in this section. 
To illustrate the main results, we resort to 
the basic model of portfolio behaviour of 
a depository financial institution due to 
Pyle (1971) and Hart and Jaffee (1974). 
file four critical as.sumption$ underlying 
this model are: (i) total bank size is as¬ 
sumed to be under the control of bank 
management; (ii) the return paid to de¬ 
positors is riskless; (iii) depo.sit insurance 
is ab,sent; and (iv) risk and return per unit 
of capital are unaffected by bank size, i e, 
the market for a.ssets is competitive. 

Let Xq denote the percentage of bank’s 
capital K held in the form of deposits 
paying the risk-free rate R. Let x, be the 
percentage of capital invested in the i*** 
as.sct (i=l,2....n). with Ej theexpected return 
on the i"* asset. o,j is the covariance of 
letums between i'*’and the j*’’ assets and 
the variance of return on the i*** 
asset. Further Ep and Op^ denote the ex¬ 
pected return and variance of return (per 
unit of capital) on the bank portfolio, then 
(taking x„ with a negative sign), we have 

ix=l (I) 

1=0 ' 

= + ( 2 ) 

We assume that the hank has a general 

risk averse utility function defined on end 
of period capital 

U=U(K-i-Rp K) (3) 

where R is the actual return (as opposed 
to expected return E ) on the bank port¬ 
folio. 

I'he bank’s optimum portfolio is then 
obtained by maximising (3) subject to (I) 
and (2). However, if a capital to asset ratio 
is fixed by the regulator at c, then we have 
the additional constraint 

x,, > l-l/c (4) 

It can be shown (Merton 1972] that the 
optimum portfolio is given by 


X| = 


AC(i-2R) C(l+B)*- 
b c 

r n n 1 

j=l 

C + D 

r A c J 


+- i=1.2....n (5) 

A 


where A,B,C and D are all positive con¬ 
st ants, and the parameter b is the coefficient 


of relative risk aversion of the utility 
fiinction (3). 

The effect on the composition of the 
bank’s portfolio of changes in c can now 
be simply evaluated by differentiating the 
expressions in (S) with respect to c. Further 
in,sight is gained [Koehn and Santomero 
1980] by introducing two new concepts, 
viz, (the elasticity of proportionate 
demand for the i"* asset with respect to 
the CAR c) and Ojp, the covariance of 
returns of the i'^ asset with the entire 
portfolio. Koehn and Santomero (1980) 
prove the interesting result that 

> Eje iff % > Ojp (6) 

< This cstabli.shcs the interesting conclu¬ 
sion that the effect of an increase m C is 
to shift the equilibrium portfolio in favour 
of relatively more risky a.ssets.' 

What is remarkable about the above 
conclusion is its robustness. Firstly, as 
James (1976) has shown, it holds even if 
market imperfections are introduced. 
Secondly, fixed-rate deposit insurance (the 
most typical in practice) coupled with 
CARs reinforces the shift in favour of 
riskier as.sets [Rochet 1992] provided 
markets are complete and contingent (in 
the Arrow-Debreu .sense) It is only when 
the deposit premia on banks arc risk-re¬ 
lated. can CARs achieve their intended 
purptise. Thirdly, even in the more real¬ 
istic situation of a bank's equity capital 
being fixed in the short run. CARs can be 
shown to be ineffective [Kim and 
Santomero 1988], unless the risk-weights 
on assets correctly reflect systematic 
market risks of the a.ssets.- Finally, it we 
introduce the feature of limited liabilitv, 
the situation becomes much more compli¬ 
cated. Rochet (1992) demonstrates that in 
such a context, the mere imposition of 
CARs, even if they rellect correct risk- 
weights, is no guarantee against risk-lov¬ 
ing behaviour by banks - at the least CARs 
have to be supplemented by restrictions 
on the minimum level of capital. 

The resolution of the paradoxical result 
of a positive association between capital 
adequacy ratios and risk assumption by 
banks, lies in the fact that CARs cause 
bank leverage and a.sset ri.sk to become 
substitutes; thus, banks experiencing re¬ 
ductions in leverage (regulatory increases 
in CARs) will achieve the desired total 
risk level by increasing asset ri.sk [Shrieves 
and Dahl 1992]. 

It is interesting to note that the options 
theory of finance arrives at a conclusion 
diametrically opposite to the one stated 
above. Several authors in this tradition 
[Kareken and Wallace 1978; Black ct al 
1978; Benston et al 1986] maintain that 



inaumising the value of bank sharehold¬ 
ers’ equity entails maximisation of the 
option value of deposit insurance through 
increasing leverage and asset risk. The 
associated beneHt to bank shareholders is 
termed the ‘deposit insurance subsidy'. 
Bank capital regulation then acts as a 
check on the tendency of banks to exploit 
this deposit insurance subsidy and reduces 
the risk exposure of banks (sec Keelcy and 
Furlong 1990 for a formal demonstration 
of this result]. 

The major problem with the options 
pricing view seems to be its prcmi.se that 
hanks maximise net shareholder value. 
This objective may adequately describe 
mutual fund behaviour hut banks arc far 
more concerned with avoiding in.solvency 
than with maximising shareholder 
returns. Recently, Saunders et al (1990) 
have provided a vindication of this view 
in terms of agency theory. They argue that 
bank managers as agents of stockholders, 
have an incentive to reduce the risk of 
bank insolvency well below the levels 
desired by stockholders, since managers 
have considerable .sunk human capital in 
banks, and hence stand to lo.se a great deal 
personally in the event of bank insol¬ 
vency. At best, the options pricing result 
can be regarded as a mitigating factor in 
our main conclusion of a positive as.so- 
ciation between risk and regulatory capi¬ 
tal IShrieves and Dahl 1992|. 

The limited amount ol empirical evi¬ 
dence that is available in the US .seems 
to rcinlorce the tutility view of CARs. 
Peltzman (1970) using data for a selection 
of US banks in the mid-1960.s lound hank 
regulation to be ineffective. A more recent 
study [Shrieves and Dahl I992| pertaining 
to a cross-section of l.8(M) hanks in the 
US over 19X4-86. reached substantially 
.similar conclusions, indicating substitu¬ 
tion at the margin between leverage and 
asset risk. Recent results for the UK arc 
however supportive of the effectiveness 
of regulatory capital. (An empirical study 
for Indian hanks is currently under way 
by the author.) 

Ill 

CARs and Bank Failure Probability 

It is one of the avowed purposes of bank 
regulation to avoid the probability of bank 
failure. To evaluate the effects of bank 
capital regulation, it is thus necessary to 
derive an explicit relationship between 
bank {xirtfolio risk, bank capital and the 
chanceof bankruptcy. Weonceagain resort 
to the basic theoretical model discussed 
above. The efficiency frontier shows all 
combinations of portfolios which gener¬ 
ate maximum expected return for a given 


level of risk. This frontier will appear 
as an upward sloping (concave from be¬ 
low) locus in the risk-return space (Ep, Op) 
- further, the bank will have an 
indifference map between Ep and Op, 
spelling out the bank’ $ risk attitude. These 
indifference curves will be upward slop¬ 
ing (convex from below) and the point of 
tangency between the efficiency frontier 
and an indifference curve will dcpicit the 
equilibrium of a bank for a given CAR 
c (this equilibrium point is denoted by A 
in Figure). An important result by Merton 
(1972) demonstrates that an increase in c 
will have the effect of forcing the effi¬ 
ciency frontier downwards and to the left. 
(In Figure, EFandE'F' refer re.spectively 
to the efficiency frontiers before and after 
an incrca.se in the CAR c). 

We define bank failure to occur, if, in 
any period the bank's losses exceed its 
lolal capital, i e, if Rp<-I (in terms of the 
notation introduced earlier). Following 
Blair and Heggestad (1978) we may now 
invoke the Chebysheu Inequality to write 

Prob ||Rp--Epi > kOpl < I/k2 (7) 
Or ProblRp<-l]<Op2/(Ep+l)2=Pf (X) 
(in putting kOp - Ep=l. so k=(Ep+l)/crp) 

The right side of (8) represents an upper 
limit on the probability of failure which 
we denote by P,. The line DD in Figure 
sluiwsall combinations ofOp and E along 
which Pf remains constant. (Note that 
the slope of DD is iWpf and its intercept 
is - I) All points to the left (right) of DD 
exhibit failure probabilities lowcr(highcr) 
than P,. 

The original bank equilibrium is at A. 
Suppo.se that the CAR c is now iiicrca.scd 
•so that the efficiency frontier drops from 
t,F to E' F'. If the risk-return ratio had 
remained unchanged the new equilibrium 
point would have been A' and the failure 


probability would have decrea.sed (an oM' 
result due to Roy 19.52]. But as we have 
seen in the previous section, there is likel)f’ 
to be a shift to riskier assets, i e, the neVT 
equilibrium will be on the frontier E’F* of; 
course, but to the right of A' at a point 
like A'*' or A*. If the new equilibrium' 
is at a point like A* to the left of DD, the 
probability of bank failure has decreased 
but if A* is the new equilibrium, then 
failure probability has actually increased 
after increasing the CAR c. Whether the 
shift will occur to a point such as A^ or 
A* will depend upon b the coefficient of 
relative risk aversion. The higher the value 
of b, the smaller the distance of the new 
equilibrium from A'. Thus low values of 
b make it highly probable that bank failure 
might result from increases in the CAR. 

This last conclusion taken in conjunc¬ 
tion with (6) has important implications 
for the health ol the banking system as a 
whole - for highly risk-averse banks the 
elasticity of high risk assets is lower than 
the corresponding elasticity for other less 
nsk averse banks. Thus, hanks initially 
holding relatively more risky as.sets per 
unit of capital, offset the capital re.stric- 
lions to a greater extent than their more 
conservative counterparts. Tliis has the 
effect of increasing the ri.sk dispersion 
across the endu.stry as a whole, accentu¬ 
ating the probability of failure of the riskier 
institutions and thereby jeopardising the 
health of the entire hanking industry. 

IV 

Alternate Arrangements 

Vali'i-.-ai-Risk (VaR) Muntizt 

It is important to cmphasi.se that the 
preceding discussion should not be con¬ 
strued as a position against adequate bank 
capitalisation. Rather, our scepticism is 
constricted to the instrumentality of CARs 


Fioure 



Economic and Ptilitical Weekly January 16-23, 1999 


15 ' 



as a method tor achieving this purpose. 
Two alternative arrangements have 
emerged in tlie literature, viz, Value-at- 
Risk (VaR) Models and the Pre-Commit¬ 
ment Approach (PC A). 111080 two arrange¬ 
ments arc now taken up for discussion. 

The VaR model retains the basic CAR 
philosophy of a ‘hard link’ between risk 
exposure and capital requirements set 
exogenously by a regu lator. However there 
is an important difference. In the tradi¬ 
tional CAR approach, the risk weights arc 
also .set by the regulator whereas in the 
VaR approach, the risk weights are based 
on the bank.s internal model. This amend¬ 
ment is addressed to overcome two wcak- 
nes.scs of the CAR approach - one, that 
it ignores the diversification benefits 
accruing from holding as.scts of varying 
risk in the same portfolio and two, (hat 
it fails to clTicicntly exploit internal infor¬ 
mation specific to the bank. However, (he 
VaR model comes with its own price lag. 
The regulator has to cn.sure that the bank’s 
internal model docs not misrepresent its 
risk exposure, and hence a checking 
mechanism has to be in place. 

VaR framework: The analytics of the VaR 
model is relatively straightforward. Let x, 
denote the log of portfolio value at time 
t, the k-period ahead porfdlio return is 
^+k ~ ’‘i+k"*!' ^ P'’‘’ltability density func¬ 
tion (pdf) of r,^|j based on the information 
available at time t. will be denoted f,^^. 
In Its bmadcst terms, the VaR miMlcI M 
of the bank is simply a specification of 
this pdf which we will denote f,^|; p^. We 
next deline VaR|^j(k.a) as the critical 
value correspomling to the a per cent tail 
ol f,^,; 1 ^. Put differently, the VaR esti¬ 
mate VaRj^.f(k.a) is the forecast of the 
maximum portfolio loss that could occur 
over the maximum holding period with 
the specified confidence level. 

The I9‘)ft market risk amendment 
(MRA) to the l‘)K8 Basle Accord lays 
down the standard parameters of k and a 
at re.spectively k=l() days and a=l (jer 
cent. A bank's market risk is thus defined 
as its own estimate of the maximum 
potential loss (hut would occur over a two 
week period (10 working days) at I per 
cent confidence level. The MRA further 
stipulates that for the period (t+l). (he 
bank must hold market risk capital (MRC) 
set equal to the larger VaR|^.|.(l().l) or a 
multiple of the average of the previous 60 
VaR|yp,j(l().l( estimates, i e. 

MRC„, = maxlVuR^,, (10.1); S,„,* ^ 

(>(J 

whereS|,^.pisamuliiplicaiivelaclor greater 


than three [Hencincks and Hirtie iwfj. 
Mudelaccuracy: Model accuracy is judged 
by studying the I-day ahead forecasts at 
I per cent level of significance, i e, from 
the estimates VaR,^(l,l). At any given 
time t, we observe returns r,.j over the 
previous 250 trading days. An exception 
IS said to occur whenever r^^, has been 
less than VaR |^3 (1,1). s=t-i, i e. whenever 
past losses have exceeded the maximum 
estimated losses. If four or fewer excep¬ 
tions (x:cur the model is said to be ‘ac¬ 
ceptably accurate’ or in the green zone. 
The yellow zone comprises between five 
to nine exceptions. With more than 10 
exceptions the model enters the red zone 
and is deemed inaccurate. The value of the 
multiplier, S,^.f is fixed at its minimum 
of three in the green zone and at its 
maximum of four in the red zone. In the 
yellow zone it increases from three by 0,2 
for every exception beyond the fourth. 
Model evaluation: Under the MRA, banks 
are supposed to report their VaR estimates 
to the regulators, who observe whether 
actual portfolio losses are in excess of 
these e.stimates. Regulators will need at 
their di.sposal more formal and objective 
methods of judging model accuracy than 
the rather informal criteria discussed in B 
above. .Several methods may be invoked, 
but the two most commonly in u.se arc the 
binomial distribution method and the 
interval forecast method. 

The binomial method (due to Kupiec 
1995] states that under the null hypothesis 
that the model H is accurate, the excep¬ 
tions can he modelled as independent 
drawings from a binomial pdf with =().() I. 
The probability of observing x exceptions 
in a sample of 250 is then 

P(x)=(2.50C,^)(0.0I)>‘(0.9‘))2^«>' (10) 

I'hc appropriate likelihood ratio statistic 
for testing whether the proportion of 
exceptions e = x/250. is in fact equal to 
the level of significance a=().()l - u.sed 
ill (9) - is then given by 

LR„ = 2[ln{ln(e>‘(l-e)2™-’') - 

ln|(O.OI)*(0.99)2-‘*«->‘}] (II) 

which is a uniformly most powerful test 
and follows a distribution with I df. 
The hank's internal model is deemed 
inaccurate if LRB is significant at I per 
cent level. 

One (■■awback of the LR^ test is that 
it is an unconditional test as it simply 
counts exceptions over the entire period 
hut ignores the variance dynamics. This 
may lead the method often to wrongly 
classify a model as ‘acceptably accurate’. 
Christoffersen (forthcoming) has sug¬ 
gested a simple modification to overcome 


utis snoncoming. He oennes an imucmor 
variable »»y 

Wi = > ifq^i <VaRM,(l,l)and 
= 0 otherwise (12) 

If the VaR estimates are conditionally 
correct, the senes I,^ must exhibit both 
correct unconditional coverage as well as 
serial independence [Lopez 1998]. We 
can thus define the following statistic 

LR^. = LRb+LR, (13) 

Where LR| is the likelihood ratio statistic 
for the null of serial independence, against 
the alternative of a first-order Markov 
.scheme. The stati.stic LR^. is distributed as 
a (2). 

Limitations: There are .several limitations 
with the VaR approach. For one it entails 
supervision on a day-to-day basis to ensure 
that portfolio valuations are not fudged. 
There is al.so the problem of separating 
forecast errors arising from model defi¬ 
ciencies fn'm those arising in response to 
changed economic structures. Further, the 
estimated risk under VaR resorts to fixed 
parameters and does not incorporate extra 
information about features such as future 
credit and liquidity conditions that might 
be available to (he manager. By imposing 
an arbitraiy holding period of 10 working 
days, the VaR approach fails to alloiv for 
managerial expertise in the optimal choice 
of the holding period itself. Thus, the VaR 
estimates may often overstate capital re¬ 
quirements. 

In view of the several diificulties noted 
above, the Nara.simham II Report (1998; 
while endorsing the MR A, cautions agai nst 
a premature adoption of the VaR model, 
instead they suggest “a standard measure¬ 
ment method which u.ses a building bliK'k 
approach in which specific risk and gen¬ 
eral market risk arising from debt and 
equity positions are calculated separate ly" 
(p 20). 

The Pre-Commi iment AppRoAni 

Framework of FCA: in contrast to the 
CAR approach and the VaR amendment 
to it, the PCA propounded by Kupiec and 
O' Brien (1997) relies on the use of a ‘soft 
link’, i c. a link arising cndogeiMiusly 
rather than being externally imposed. The 
link between exposures and back-up capi¬ 
tal is .sought to be enforced by the threat 
of penalties whenever trading los.se.s ex¬ 
ceed a level prespecified by the bank. 

Thu.s, under the PCA, bunks are asked 
to .specify a level of capital ah initio for 
a given period of time (say one quarter). 
I f the cumulative losses of the bank exceed 
the chosen level of capital duiing this 
period, then the hanks arc subjected to 
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■’ penalties. The task of the regulator is then 
to impose a schedule of penalties which 
will provoke a desirable choice of capital 
for varying levels of risk. The appeal of 
the PCA lies in the fact that it does not 
require the regulator to estimate the level 
of trading book risk of any specific bank 
orto assess its internal model. This 'hands 
off regulatory approach gives the banks 
much greater freedom in choosing their 
portfolios, while simultaneously contri¬ 
buting to more efilcient u.se of information 
(since banks are much more likely to be 
adept at estimating risks of trade than the 
regulator) [Daripa and Varotto 1998]. 

As before, let r denote the return on 
assets in the bank's portfolio and f(r) its 
pdf. Further, let k denote (he precommitted 
capital of the bank. Thus a penalty falls 
due if the bank's net return falls below 
(-k). There arc only two cost factors in 
this model - the co.st of raising capital and 
the expected cost of the penalty. Assum¬ 
ing that the penalty imposed is propor¬ 
tional to the loss in excess of the capital 
cover k, the total cost function may he 
written as 

C(k.p) = ak - (r + k)f(r)dr (14) 


where p is the penalty and a the co.st of 
raising a unit of capital. 

The optimal level of capital is now given 
by taking the first derivative wrt k of (14). 
i e. 

3C(k, p) 

—gj^=a-pF(-k) = 0 (1.5) 


where F(r) is the cumulative density func¬ 
tion of r. fiquation (15) dctcnnincs the 
optimal capital k as the solution k* given by 

k* = -F ' (a/p) (16) 

Equation (14) hears out our a priori 
expectation that k* (the optimal prc-com- 
mitted capital)declinc.s as the eo.st of raising 
capital a incrca.ses, but increases as the 
penalty p increases. Kobayakawa (1998) 
extends the above result in an important 
direction. He shows that there is a range 
of penalty values [p,. P 2 I such that 

(i) if the actual penalty pis lower than p,. 
it has no impact on the level selected of 
the precommitted capital; 

(ii) if pe IP), p.^] then hanks with riskier 
asset portfolios are induced to hold higher 
capital than banks with more cnii.scrvative 
portfolios; and 

(iii) if p exceeds p.,, then banks with more 
conservative portfolios hold higher capi¬ 
tal than those with risky portfolios. 

The last result serves to underline the fact 
that too heavy penalties defeat the very 
purpose of capital regulatory requirements. 
Umiiations: One basic limitation of the 


PCA is that it considers the bank as a 
single entity and ignores the so-called 
‘agency problem’. An agency problem 
arises whenever ownership is divorced 
from operational decision-making. The 
Ignoring of the agency problem under a 
hard-link arrangement may not be a se¬ 
rious matter but under a soft-link arrange¬ 
ment, agency problems can pose a com¬ 
pelling challenge. 

An integral feature of large modern banks 
is the separation of owners from manage¬ 
rial decision-making. Managers cannot 
usually be fined in the event of a lo.ss. Thus 
decisions about portfolio risk are taken by 
managers with strictly limited liability, 
while the owners have to suffer not only 
the trading book losses but also pay the 
penalty in the event of a breach under 
PCA. Daripa and Varotto (1998) suggest 
an interesting arrangement aimed at alle¬ 
viating agency distortion. Their arrange¬ 
ment rests on two key insights, (i) a soft- 
link maintains flexibility but entails loss 
of control by the principal over the man¬ 
ager (agency pniblein) and (ii) a hard link 
permits full control but .suffers from the 
drawback of inflexibility. The actual ar¬ 
rangement suggested is as follows: (I) 
regulate according to PCA to begin with; 
(2) in any period t, regulate according to 
rcA, if no breach has occurred in period 
(t-l); and (3) if a breach has iKcurred in 
period (t-l), adopt a hard-link approach 
(of the CAR or VAR variety) for periods 
t, (t+l)...(t+T), and then switch back to 
PCA. This scheme establishes a trade-off 
between current and future risk and thereby 
controls agency distortion. Higher risk 
taking in period t raises the possibility of a 
K’A breach and increa.scs the choices of 
tiicing a hard-link regime forT future periixls 
that would put limits on managerial risk¬ 
taking. Put diifercntly, a defaulting bank 
must go through a 'probationary' phase 
when its risks would be rigidly monitored. 
Empirical feasibility. Lest it appear that 
the PCA is pure academic e.sotcrica we 
conclude this section by describing an 
important attempt to examine its 
implementability. An international group 
of 10 banking organi.sations participated 
in this pilot project under the aegis of the 
New York Clearing House Association. 
Among the participating institutions were 
the Bank of America, the Chase Manhat- 
(.in, Fuji Bank, Citicorp, J P Morgan and 
Company.etc. fConsidine i998J. The pilot 
project’s main conclusions were as follows; 
(t) The PCA IS a viable alternative to the 
CAR and VaR approaches. With proper 
structuring and refinements, it could be 
implemented as an alternative not a supple¬ 
ment to existing capital standards. 


(ii) ’The scale of penalties for defauitenj; 
was a question of critical import 

(iii) Finally, although the PCA was o(igi>^ 
nally designed for the market risk of ban^‘ 
its potential applicability is much wider*, 
In fact apart from market risk, it could also 
be applied to operational, legal, settlement 
and other types of risks. The PCA avoids 
several complications and inefficiencies 
involved in setting capital charges sepa¬ 
rately for each category ot risk while; 
providing incentives to easure the main¬ 
tenance of minimum prudential standards 
within the industry. 

V 

Conclusions 

While adequate bank capitalisation is 
desirable and even necessary do capital 
adequacy ratios ensure it? A perusal of the. 
theoretical literature and the available 1 
(admittedly limited) evidence pertaining] 
to advanced countries (mainly the US); 
reinforce these misgivings. Alternate ar-' 
rangements such as Value-ut-Risk models | 
and Pre-Commitment models arc then! 
taken up for examination. The VaR per-j 
.severes with the 'hard-link' arrangements] 
between risk exposures and back-up capi- { 
tal envisaged under the standard CAR) 
regime but introduces a degree ot flexibil*| 
ity by allowing banks to reveal the riski-| 
ness of their portfolios to the regulatorj 
via internally generated mixlels. By con-| 
f rast, the PCA substitutes an endogenously, 
generated '.soft-link' between risk exposure; 
and capital for the exogenously imported; 
'hard-link' of the other (wo approaches.; 
There is .some evidence to substantiate the 
empirical plausibility of the PCA. 

However, considerable caution needs to 
be excrci.sed before we extrapolate the 
.scepticism about CARs (based on ad¬ 
vanced country experience) to the Indian 
context. The Indian banking system is 
predominately a public sector one, the 
incentive structures in which might differ 
significantly from those prevailing under 
private sector banking. Secondly, the 
system of directed credit endemic to Indian 
banks severely constricts their risk-taking 
abilities. Thirdly, a feature inherited from 
a long history of regulated interest rates 
is that market risks arc not accurately, 
mirrored in interest spreads. Fourthly, 
accounting norms are as yet in an evolving 
.stage so that the kind of sophisticated and 
frequent monitoring required by the VaR 
and PUA approaches may pose problems. 
The imposition of penalties for default 
under PCA would require a separate regu¬ 
latory authority 'with teeth’ - the present 
Board for Financial Supervision may prove 
inadequate for the task. 
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The above questions are in urgent need 
of both theoretical and empirical answers. 
Till such an.swers are forthcoming, it would 
of course be premature to recommend any 
pronounced shifts in the current capital 
regulatory arrangements. But a headlong 
rush along the Baste path of inflexible 
CARs. which the Narasimham II Commit¬ 
tee seems to advocate is equally inadvis¬ 
able. After all the chairman of the Baste 
Committee, W P Cooke, had himself said. 
“There is no objective basis for ex-cathe¬ 
dra statements about levels of capital. There 
can be no certainty no dogma about capital 
adequacy” (Cooke 19811. 

Notes 

[I wi.sh to thank .Sangita Kaindar. K Laxini, Bnnda 
iagirdar and M Ramchandran for .several u.sctui 
comment.s and .suggestions, while retaining full 
responsibility for any errors. | 

1 A few readers of this paper have coinmenled 
that the increased investment by banks in 
government securities in the last few years 
negates our major premise that CARs induce 
shifts to nskicr assets This is not iiecessanly 
so The phenomenon could equally well reflect 
the fact of ‘credit rationing’ in a high inicre.sl 
rate environiiienirt la Slight/, iuid Wei.ss (1981) 

2 There is a fundaiiwntal asyminciry problem 
here The bank may he a much better judge 
of the systematic market risks of its as.sel 
holdings than a regulator Further, since the 
nature of banking business vanes widely, this 
feature argues fur bank specific CARs, rtuher 
than a unifonniy specified n.sk-wcighi structure 
fur the enure hanking sector. 
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NPA Variations Across Indian Commercial Banks 

Some Findings 

Indira Riyaraman 
Sumon Bhaumik 
Namita Bhatia 

The Indian commercial banking sector is characterised by both a high average non-performing share 
in total bank advances and a high dispersion between banks. This paper presents the findings of a formal 
attempt to explain inter-bank variations in NPAs for the year 1996-97. The specification tests for the impact 
of region of operation on domestically-owned hanks, as measured by percentage branches in each of a 
set of state clusters. One clu.ster of three eastern and seven north-eastern states carries a robust and 
.statistically significant positive coefficient; another cluster of the southern and some of the northern states 
carries a significantly negative coefficient. These findings bear out those of Demirguc-Kunt and Huizinga 
on the significance of the operating environment for hank efficiency. No sustainable improvement in the 
performing efficiency of domestic banks is possible without prior improvement in the enforcement environment 
in difficult regions of the country. Another finding of some importance is that it is not foreign ownership 
in and of itself so much as the banking efficiency and technology correlates of the country of origin of 
the foreign hank which determine NPA performance in the Indian environment. 

I B.-ink-specific percentages of net NPAs variations in the operating environment 

Introduction to net advances for 19%-97,‘‘range all the on observed NPAs. The 1998 Report of 

way from a low of zem per cent to a high the (Pannir Selvam) Committee on NPAs 
THE m)n-performing share in total bank of as much as 31 per cent. It is clearly to of public sector banks mentions industrial 
loans is an important indicator of banking be expected that this variation would be and political unrest in some parts of the 
health. The NPA ratio in aggregate at explained to some degree by bank-spc- country among the contributory factors, 
country-level is of interest in the first in- cilic efficiency and prudential indicators. Clearly, the variation across the country 
stance, as a macro financial indicator. Hie lire published averages by sub-sector also in the enfofeement environment would 
high share of NPAs in the Indian banking show sharp differences by ownership affect all domestic banks, not just those 
.sector in aggregate has been of concern for category. Thus for example the reported’’ in the public sector, although publicly- 
some time. This was among the variables sub-sector averages are 9 per cent for the owned banks may sufler additional corn- 
targeted for phased reduction by the Report 27 public sector banks; 6 per cent for the pulsions to expand into difficult regions 
of the (Tarapore) Committee as a prior 25 old private sector banks; 2 percent for ofthe country. Foreign banks have a largely 
requirement for full rupee conveitibility,' the nine new private sector banks which metropolitan presence, and are to that 
although subsequent to the Report {he goal came into existence after entry dcrcgula- extent immune to variations in the oper- 
nffull convertibility itselfisic.ss universally lion In 1992; and 2.5 percent for the 39 ating environment across the rest of the 
endorsed. But clearly the urgent need for foreign banks. The foreign banks include country. Were sub-nationally disaggre- 
reducingNPAssurvivesthedcciining inter- a mix ol tho.se that have operated in India gated indicators of performance for each 
e.st in having a fully convertible currency, foravery longtimelikcAmcricanBxprcss bank available, this impact would be more 
International cross-country variations in Bunk, and eight recent banks which transparently evident, but RBI bank- 
NPAs are of interest, but these arc be.set operated for the first time in 1996-97. specific data are reported only in aggre- 
by definitional differences across coun- Within the foreign bank category, there gate at national level. Further, where hanks 

tries. This may be one reason why inter- is again a high degree of variation in the have nationally dispersed branches, it is 

national cros.s-section studies of banking NPA percentage, all the way from Bank not possible to construct sub-national 

performance are conducted more in terms of America with zero per cent to the Bank aggregates by a simple grouping of the 

of standardi.sed mea.sures such as intere.st of Tokyo-Mitsubishi with 17.4 percent, banks in each region, as is po.ssible for 

spreads and bank profitability IDemirguc- Mashreq Bank with 23 per cent, and the example in countries like the US where 

Kunt and Huizinga 1998). State Bank of Mauritius with 31 percent, banks arc largely circumscribed regionally. 

NPAscariyapossibledcfinitionalprob- These NPA variations within foreign Inwhatfollowssingic-equationregres- 
lem even over time within a country, and ownership suggest that the degree of sions on cross-sectional variation in NPAs 
that is so for recent years in India when, development of banking techniques in the for the year 1996-97 arc reported, wliere 
in respon.te to the recommendations ofthe home country might matter as much as the specification of the model te.sts for 
Narasimham Committee, there has been foreign ownership in and ofitself. The sub- performance and ownership variations, 
a phased alteration of the definition of category averages al.so show a vintage along with the impact of regional location. 
NPAs,* with at the same time a move to effect which clearly contributes towards The prior work on cross-sectional varia- 
a net from a gross concept.^ This process the much lower NPAs among domestic tion in Indian bank performance by Sarkar 
was completed only in 1994-95 so that the banks of very recent origin. et al (1997). as also the international cross- 

earlie.st post-reform year for India from In addition, in developing countries as sectional results of Demirguc-Kunt and 

which stability obtains after the defini- geographically dispersed as India, there Huizinga (1998), will be summari.sed in 
tional shake-out is 1995-96. should in principle be some impact of section II. Section III prc.scnts the empiri- 
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cal findings on factors explanatoiy of cross- 
sectional variation in NPAs in India. 
Section IV concludes. 

II 

Recent Cross-Sectionai 
Examinations of Bank Performance 

The 1998 study by Demirguc-Kunt and 
Huizinga (DKH) is the most recent, and 
certainly the most comprehensive ever, 
cross-country .study of variations in bank 
performance, using two performance in¬ 
dicators .separately regressed on a set of 
explanatory factors; the interest spread 
(used as an efficiency indicator) and bank 
profitability. The data set is at bank-level 
for 80 countries over the period 1988-95. 
The set of regre$.sors includes both bank- 
specific characteristics (size, leverage, type 
of business, foreign ownership) as well as 
country-level variables which describe the 
macro-economic, legal and institutional 
environment.*’The country-level variables 
are also interacted with the GDP per capita 
to capture the difference between their 
effects on the performance of banks in 
developed and developing countries. 

Perhaps the most important finding 
pertains to the differences in the impact 
of foreign ownership between developed 
and developing countries. In developing 
countries foreign hanks have greater in¬ 
terest margins and profits than domestic 
banks. In industrial countries, the opposite 
is true. The first finding bears out the 
better NPA performance by foreign banks 
on average in India, but does not bear upon 
the pattern of NPA variation within foreign 
owned banks in India by country of origin. 

Among the macro variables reported by 
DKH to affect bank profitability posi¬ 
tively although not net interest margins 
(the efficiency indicator), is per capita 
GDP.’ These results suggest that per capita 
GDP may be less a correlate of banking 
efficiency or superior banking technology, 
and more a correlate of banking oppor¬ 
tunities and the operating environment 
generally. However, this result conflicLs 
somewhat with the (positive) significance 
of foreign ownership on both interest 
margins and profits in developing coun¬ 
tries, where the better performance rela¬ 
tive to domestic banks in a different host 
environment suggests that it is the supe¬ 
rior banking technology in the country of 
origin of the bank (wi^, by definition, a 
higher per capita GDP) rather than the 
operating environment there that is the 
correlate of higher per capita GDP. 

The conflict may arise from ambiguity 
of interpretation in the directionality of the 
net interest margin as a variable. A lower 


margin indicates greater banking efficiency 
under competitive circumstances and in¬ 
deed this is borne out by the signiricant 
negative coefficient for competitiveness 
of the banking sector in the net interest 
regression. Other findings of the DKH 
study which support an inverse relation¬ 
ship between net interest and bank effi¬ 
ciency are that variations in overhead and 
other operating costs are reflected in varia¬ 
tions in bank interest margins, as banks 
pass on their operating costs (including 
the corporate tax burden) to their deposi¬ 
tors and lenders. On the other huid, a higher 
margin could indicate gseater banking 
efficiency under segmented, or otherwise 
imperfectly competitive, market conditions, 
.such as what perhaps characterises the 
operating environment in developing 
countries, and this is borne out by the positive 
significance of foreign ownership on 
interest margins in developing countries. 

DKH also include a law and order index, 
where better law and order leads to lower 
interest margins on account of reduced 
risk premia on bank lending. There is also 
a corruption index (the index is so con¬ 
structed that a high value reflects lower 
corruption in government). The results 
show that cleaner government is associ¬ 
ated with lower realised interest margins 
and more so in poorer countries. Both 
these findings show an inverse relation¬ 
ship between the net interest margin and 
tlie efficiency of the operating environment 

The DKH findings thus sugge.st that any 
attempt to explain cross-bank NPA varia¬ 
tions would do better to capture bank 
efficiency through operating profits or re¬ 
turns to assets which are less ambiguous 
ill terms of direction than the net interest 
margin. 

The Sarkar, Sarkar and Bhaumik (1998) 
(SSB) cross-bank .study for India regresses 
two profitability and four efficiency 
measures (one of which is the net interest 
margin) on pooled data for two years, 
1993-94 and 1994-95, for a total of 73 
banks, using single-equation OLS estima¬ 
tion for each. The study focuses exclu¬ 
sively on an examination of the prediction 
from the property rights literature about 
the superiority of private ownership in 
terms of performance. Private banks are 
divided into traded and non-traded catego¬ 
ries; t'.e control variables include the 
(log oO total bank assets, the proportion 
of investment in government securities, 
the proportion of loans made to the 
priority sector, the proportion of semi- 
urban and rural branches and the propor¬ 
tion of non interest income to total 
income. The coefficient of foreign owner¬ 
ship is positive and significant at 1 percent 


siginificance level for both sets of le^es- 
sims. However the coefficient of privau 
ownership is significant only for retumi 
on assets (ROA). Widi respect to all the 
efficiency indicators,privatedomesticbaidc! 
are no better than the public banks, thus 
ROA, foreign > private traded n 

private non-traded = public 
NIM.OPSE.OCR.SER:’ foieign>piivat< 
traded » private non-traded s public 

The coefficient of the foreign o wnershi{: 
dummy on the net interest margin it 
positive, in conformity with the DKH resuli 
for all developing countries. 

Ajit and Bangar (1998) pre.sent a tabu¬ 
lation of the performance of private sectoi 
banks viz-a-viz public sector banks ovei 
the period 1991-1997, using a number ol 
indicators: profitability ratio, interest 
spread, capital adequacy ratio, and the net 
NPA ratio. The conclusion is that Indiar 
private banks outperform public .sectoi 
banks. What is of interest, however, is thai 
they find Indian private banks have highei 
returns to assets in spite of lower .spreads. 
This finding emphasises once again the 
ambiguity of spreads as a measure of b^ 
efficiency. Other findings of interest are 
that the wage bill is a major component ol 
intermediation cost in public sector banks 
unlike for private banks, where it is the 
expenditure on capital equipment like 
computers, that is the major component. 

Finally, Patel (1997) discusses banking 
reforms but does no empirical exercises. 
The central point made is that there should 
be an enabling framework for banks thal 
ensures a sustained maintenance of theii 
operational flexibility in an environmenl 
that is increasingly buffeted by domestic 
as well as international shocks. 

Ill 

Empirical Findings on NPAs 

Bank-specific net NPAs (as a per cent 
of net advances) for the year 1996-97 were 
regre.ssed on ownership and regional pres¬ 
ence, controlling for bank-specific effi¬ 
ciency and prudential indicators relating 
to the same year, thus* 

NPA9697i = a + ZpjOj + -i- 

i=l, ...91 

where 

O: ; ownership intercept dummy; 

j»l....4 

; set of bank-specific efficiency 
indicators; k = 1, 2 

(DS)^ : percentbranches in the mth state 
cluster of the ith domestic (Dsl) 
bank; ms], ...M 
Ej : residual 
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The NPA percentage pertains to oper¬ 
ating assets alone (see note 2). All data 
were drawn from publishedRBI sources. 
RBI data on Indian banks are classified 
by four ownership categories: old private 
domestic banks, new private domestic 
banks, domestic public banks and foreign 
banks. We have further subdivided for- 
dgn banks into one group of Asian and 
west Asia origin, and a residual group of 
other than Asian and west-Asian origin. 
There are two intercept dummies for these, 
and one each for new private domestic 
banks, and public sector dome.stic banks. 
The base intercept stands for old private 
domestic banks. 

Data on NBAs are reported by the RBI 
for I9%-97 on 100 banks. Of these, eight 
new foreign banks*' beginning operations 
in 1996-97 clearly had had no time to 
accumulate NBAs. These were therefore 
excluded. The State Bank of Mauritius 
had the highest reported NBA of 30,72 
per cent, and also the highest capital 
adequacy ratio of 107 per cent.'^ This 
observation led to a spuriously high posi¬ 
tive correlation between NBAs and capital 
adequacy, and therefore had to be dropped, 
leaving a total of 91 observations. The 
mean NBA ratio across all banks after 
exclu.sion of the outlier is 6.10 per cent 
(the corresponding absolute figure is 
Rs 22.349 crorc). De.scriptivc statistics on 
NBA9697 and all independent variables 
other than regional branch prc.sence are in 
Appendix 1. 

Ihc capital adequacy (capital to risk- 
weighted as.sets) ratio is the prudential 
indicator. Although all banks were re¬ 
quired to adhere to the K per cent norm 
by March 31,1996, there were several that 
fell below.and a surprising degree of 
variation above the required level as well 
(Appeiulix I).*'* Of the four bank-specific 
operating indicators reported by the RBI 
(Appendix I), the net interest margin was 
rejected becau.se of its ambiguity (see 
section II), and business per employee 
because it is an indicator of .staffing ef¬ 
ficiency alone. Operating profit, which is 
reported in Indiaas a percentage of working 
funds, rather than return to assets (ROA) 
was used as a performance indicator for 
two rea.sons. ROA includes return on non¬ 
operating a.ssets, which is not indicative 
of operating efficiency and therefore less 
suitable as a factor explanatory of non¬ 
performing operating assets. At the same 
time, provisioning for non-performing 
loans is deducted from ROA, making for 
a built-in negative relationship between 
NBAs and ROA. However, one of the 
specifications tried does substitute ROA 
for operating profit; the results are re¬ 


ported alongside. By directly taking a 
performance indicator as an explanatory 
variable, the specification subsumes 
factors such as bank size, proportion 
investment in government .securities and 
proportion of non-urban branches found 
by SSB (1998), to be significantly ex¬ 
planatory of performance. 

Regional presence is quantified by tak¬ 
ing the total number of branches in each 
state as a percentage of the national total. 
The statewise break-up of total advances 
at bank-level would have been a better 
measure of regional presence, but was not 
available. To avoid the distortion arising 
from the foreign bank presence in large 
metropolitan citiesof some states (Calcutta 
in West Bengal, Mumbai in Maharashtra), 
the percentage of branches in each state 
was interacted with a dummy variable for 
domestic banks (private plus public). Thus, 


the coefficients of ail regional presence 
variables apply to domestic banks alone. 
The correlation matrix between 
NBA9697 and percentage branches by slate- 
(D ASS AM is for A.s.sam after being In¬ 
teracted with the dummy for domestic 
ownership) is presented in Appendix B. 
The states have been ranked roughly 
(though nut exactly) in descending order 
by the correlation coefficient with 
NBA9697. The sequence of states, start¬ 
ing with Assam which has the highest 
correlation coefficient of 0..5178, shows 
a marked regional clustering in terms of 
both correlation with NBA9697, and cross- 
correlations between branch presence. 
These are simple correlation coefficients, 
but even so show clearly that a regression 
specified by branch presence in each 
state taken separately would suffer from 
multicollinearity in branch pre.sence 


Table I: REGRESisioN Results 

(No of obs: 91) 


I')cpendent Variable: Net NPA.S as a _ Regression Coefficients (c-values) 


Per Cent of Net Advances 1996-97 

Run 1 

Run 2 

Run 3 

Run 4 

Run 5 

Intercept 

9.84 

10.53 

10 79 

10 78 

11.18 


(3..S2) 

(7.78) 

(7 85) 

(7 84) 

(8.24) 

Intercept dummies 

New domestic private bunks 

-3,97 

-3.85 

-3.71 

-3 72 

-3.54 


(-2.43) 

(-2.65) 

(-2..56) 

(-2.56) 

(-2..50) 

Public domestic banks 

1 6.^ 

1.68 

1,89 

1 89 

1.61 


(1.38) 

()..50) 

(1.70) 

(1 70) 

(1.47) 

Foreign banks - Asia and west-Asia 

1.27 

0.56 

0 20 

0.21 

-0.23 


(0.43) 

(0.33) 

(0 12) 

(0.12) 

(-0.15) 

Foreign banks-other 

-4..S1 

-5.21 

-5 54 

-5 54 

-6.15 


(-1.60) 

(-360) 

(-3.71) 

(-3 71) 

(-4.45) 

Per cent capital adequacy ratio 

-0.21 

-0.21 

-0 21 

-0.21 

-0.21 


(-3.2.*!) 

(-3 36) 

(-3.-39) 

(-3.-39) 

(-3.46) 

Per cent operating profits to working funds 

-0.29 

-0.29 

-0.27 

-0 27 

- 

Per cent returns on assets 

(-0 96) 

(-0 99) 

(-0.91) 

(-0.91) 

-0.59 

Per cent branches 

D - NE5/Aruna/Mizo/Bihar/OnssaAVcst Bengal 

0 09 

0.08 

0,07 


(-2.08) 

D - NES/Bihar/OrissaAVesI Bengal 

tl.89) 

(2.10) 

(1 92) 

0 07 

0.07 

D - HMU (HP/MP/UP) 

OCKK. 



(1.93) 

(1.87) 

1) - CM (Gujarat/Maharashtra) 

(0.19) 

0.10 

.. 

_ 



D - South/Goa 

(0.32) 

-0.02 





1) - DCHP (Delhi/Chandigorh/Haryona/Punjab) 

(-0..-i8) 

-0.01 





D - DCHP/south/Goa 

(-0.31) 

-0.02 

. 

_ 


D - DCHP/south/Goa/Gujarat 


(-1 67) 

-0.03 

-0.03 

-0.03 

R- 

52,47 

.52.41 

(-I.H9) 
.52 84 

(-1 88) 
52.85 

(2.13) 

.54.75 

R^ 

45 85 

47.77 

48.2.3 

48.25 

50.35 

F-Statistic 

7.93 

11.29 

11.48 

11.49 

12.40 


(11.79) 

(8.82) 

(8,82) 

(8.82) 

(8.82) 


Notes: (I) For data .sources and definitions of vanables. sec Appendices I and II. 

(2) The threshold values for the F-statistic at PsO.OI lie between 2.82 and 2.66 for (8.82); 
between 2..S0 and 2.34 for (11,79). 

(3) The critical values for the t-statistic (df=60; one-tailed) are 1.671 for P=0.0S; 2.000 for 
P=.025; 2.390 for P=0.0l. 
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'I>etween states witbin a region. There is 
a clear cluster consisting of north-eastern 
and three eastern states (Bihar. West Bengal 
and Orissa) with correlation coefficients 
between 0.30and 0.50 with NPA%97. All 
the three ea.stcrn .states of Bihar. Oris.sa 
and West Bengal have coefficients of 0.39 
or more. There are two exceptions in the 
northeastern group, Arunachai and 
Mizoram, with correlation coefllcienis 
lower than the mean for the region, but 
the contiguity factor makes for strong 
cross-correlations with branch presence in 
adjoining high-coefficient states. The next 
highest coefficient after tlie east/north¬ 
east clu.ster is 0.20 for UP. which with 
Madhya Pradesh and Himachal Pradesh 
constitutes a natural cluster. 

At the other extreme an, Goa. Chandigarh 
and Delhi, with negative correlation co¬ 
efficients below -0.21. This gioup is not 
characterised hy contiguity hut clearly 
carries other similarities in tenns of si/c. 
urban percentage, and most importantly, 
per capita income (Appetidix ID. There is 
also a fairly high correlation of branch 
presence between Delhi and Chandigarh. 
The four southern states and Maharashtra. 
Gujarat, and Punjab carry smaller nega¬ 
tive ctiefficients. and Haryana is close to 
zero. 

Ba.sed on the.se correlation cotTficients, 
an initial set of five regional clusters was 
devised, thus: one grouping the three 
eastern and .seven north-eastern states; onc 
of LIP. MP and HP: one of Gujarat and 
Maharashtra; one ot Delhi, Chandigarh. 
Haryana and Punjab; one of the four 
southern states and Goa. Table I reports 
five regressions. The first four have four 
ownership dummies; the capital adequacy 
ratio and operating profit as control vari¬ 
ables; and domestic branch presence in 
varying regional clusters. A fifth run 
substitutes ROA for operating profit as a 
control variable. 

The first run includes all five ol the 
initial regional clj.stcrs. Of the ownership 
dummies, new domestic private banks 
carry a negative c(x:fficient significant at 
P=0.01. This is the vintage effect within 
the class of vlomestic banks. Public sector 
banks as expected carry a positive co¬ 
efficient, but it falls well .short of signi¬ 
ficance at P = 0.05. The coefficient of 
foreign banks of Asian/west-Asian origin 
on the other hand is not significantly 
different fmm zero, while other foreign 
banks carry a negative coefficient signifi- 
cant (almost) at P=0.05. Of the two control 
variables, the capital adequacy latio car¬ 
ries a negative coefficient significant at 
P=0.()l. Operating profit (as a per cent of 
working funds) is not significant. 


Of the five regional clusters, the east/ 
north-eaiit clu.ster alone carries a statisti¬ 
cally significant (at PsK).0S) coefficient, 
with a positive sign as expected. The HP/ 
MPA.1P cluster carries a positive coeffi¬ 
cient, but it is not significant. The DCHP 
(Dclhi/Chandigarh/Hary ana/Punjab) clus¬ 
ter and the south/Goa clu.stcrs carry nega¬ 
tive coefficients as expected, but neither 
is statistically significant. The Gujarat/ 
Maharashtra cluster carries a positive 
coefficient, which even though insigni¬ 
ficant. nins contrary to prior sign expec¬ 
tations. 

This last (western) cluster along with 
the HP/MP/UP cluster was dropped there¬ 
fore in the second run, and the two clusters 
with negative coefficients were grouped 
together in a single clu.ster. This new state 
grouping carries as expected a negative 
coefficient, signif icant at P=0.()5. Further 
augmentation of this cluster with 
Maharashtra (not reported in the tabic), 
greatly increased the standard error and 
reduced the i-value of the cluster coeffi- 
cicnl to near zero, undoubtedly bccau.se 
ol the considerable variation within 
Maharashtra between location in Mumbai 
and environs, and location elsewhere. A 
final cluster adding Gujarat alone to the 
south/Goa/DrilP cluster further i mproves 
the statistical significance of the cluster 
coefficient (run 3). The adjusted of this 
specification is 4K.23 per cent and the 
f- value of 11.48 is much above the critical 
value for .significance at P=:.()l. 

(.’omparing runs 1. 2 and 3, the co¬ 
efficient of the easi/north cast cluster 
remains stable, alongwith its level of 
significance, across the redrawn bound¬ 
aries of the other cltister/s When the east/ 
north-east cluster is defined to exclude 
Arunachai and Mi/.oram. which had lower 
than average correlations with NPA for 
the region, with all other variables remain¬ 
ing the same (run 4) the coefficient of the 
cluster and t-value remain unchanged 
relative to run 3, and there is only a very 
slight improvement in the .stati.stical signi¬ 
ficance of the regression. 

'I'he substitution of ROA for operating 
profits improves the regression further 
(nin 5). The coefficient of capital adequacy 
remains stable and ROA now carries a 
negative and significant coefficient where 
operating profits did not. This is to be 
expected and dtxrs not add very much to 
the explanatory value of the regressions. 

The approach to the identification ol 
state clusters in this paper has deliberately 
been entirely empirically driven. Just as 
aggregate country-level NPAs over time 
would display sensitivity to macro- 
economic conditions, it is only tti be 


expected that in a large and economically, 
uneven country like India, intcrregtcHU^: 
disparities in per capita domestic produdi!. 
would be an important factor explanatory": 
of inter-bank variations in NPAs, But ft' 
is very clear from the clusters driven 1^' 
the empirics of this variability that income 
is by no means the only factor uniting the 
states in each cluster. Ttic ranking of states 
by per capita domestic product for the 
most recent year for which data are avail¬ 
able for all .states is given in Appendix III. 
The cluster of states positively related to 
NPAs includes Bihar, Tripura and Oris.sa 
at the biutom of the ranking, but includes 
Assam which is much higher ranked in 
terms of income than slates such as MP, 
Rajasthan and UP which do not belong 
in (he cluster. Likewise, the clu.ster iden¬ 
tified in the regressions as negatively 
related to NPAs includes .statc.s/union ter¬ 
ritories at the top of the nutking such as 
Delhi, Goa and Punjab, but excludes for 
example Arunachai Pradesh which is 
higher ranked than the southern states'in 
the clu.ster. 

The pattern of ccK'fficients of the inter¬ 
cept dummies and the control variables 
across runs is remarkably .stable, except 
that with the transition from the first to 
the .second specification the negative co¬ 
efficient for foreign banks of other than 
Asian/wcsi-Asian ownership becomes sig¬ 
nificant at P=0.0I. Hie coefficient for 
Asian/west-Asian foreign banks remains 
consistently insignificant. I'hus. there does 
exist a statistically significant difference 
between foreign banks classified by 
region of origin, with tho.se originating 
in Asia/west Asia clearly performing no 
better than domestic (old) private banks. 
The positive co-efficient ol public .sector 
banks improves in significance to P=0.05 
in runs 3 and 4. 

IV 

Conclu.sion.s 

Ifiat NPAs as a per cent of bank ad¬ 
vances of Indian commercial banks vaiy 
cross-sectionally by ownership category 
is already known from the sub-category 
averages reported by the RBI. This paper 
pre.sents the findings of a lormal attempt 
toexplain inter-bank variations in net NPAs 
for the year 1996-97 through a specifica¬ 
tion which includes intercept dummies by 
ownership category; bank-specific pru¬ 
dential and efficiency indicators; and 
region of operation, as measured by per¬ 
centage branches in each of a set of .state 
clusters (this variable applies to domestic 
hanks atone). The branch prc.scnce mea¬ 
sure used here was the only available 
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indicator of regional exposure since banks 
do not report the distribution of total 
advances by state. The best specification 
explains about half of the total inter-bank 
MPA variation. 

This paper adds to the conventional 
ownership categories a further distinction 
between foreign banks by country of origin 
of dominant ownership, in order to te.st 
whether it is foreign ownership in and of 
itself br the banking efficiency and tech¬ 
nology correlates of the country of origin 
of the foreign bank which determine NPA 
performance in the Indian environment. 
Foreign banks of Asian and west-Asian 
origin performed no better than (old) 
domestic private sector banks in terms of 
NPAs. Foreign banks originating else¬ 
where did pcrt'oim better. The significant 
negative coefficient of new private sector 
banks captures a vintage effect within the 
domestic private sector category. Finally, 
public sector banks carry a po.sitivc and 
significant coefficient. 

Capital adequacy, a prudential indica¬ 
tor, carries a negative and significant co¬ 
efficient. Operating profit as a percent of 
working funds was u.sed as a performance 
indicator but was consi.stently insigni¬ 
ficant as a variable explanatory of NPAs. 
The substitution of this by return on a.s.sets 
improved the statistical results, but did 
not add to the explanatory value of the 
exercise, since the required deduction of 
provisioning for non-performing loans 
from return on as.scts m^es for an in-built 
negative relationship between the two. 
The net interest margin was not used as 
an explanatory variable since there is an 
inherent ambiguity of interpretation re¬ 
garding its directionality. 

One region of operation as measured 
by branch presence as a per cent of the 
national total carried a statistically signifi¬ 
cant positive cocificient. This cluster of 
Bihar, Ori.s.sa. West Bengal together with 
the north-ea.stern states shows a 0.07 
increase in per cent NPAs for every per 
cent increase in branch exposure; the 
coefficient is significant at P=0.0S, and 
is robust across variations in specification. 
The cluster accounts on average for 7.22 
per cent of domestic bank branches. 
Another cluster of the four .southern states 
together with Goa, Delhi, Chandigarh. 
Punjab, Haryana and Gujarat shows a 
0.03 decrease in per cent NPAs for 
every per cent increase in branch expo¬ 
sure, significant at P=0.05. This cluster 
accounts on average for 56.07 per cent of 
domestic bank branches. The formation of 
these clu.sters was entirely empirically 
driven. Per capita income (.state domestic 
product) is one factor uniting the states in 


each cluster, but an approach to cluster 
formation based purely on rankings by 
domestic product carries poorexplanatory 
value. An independent approach to cluster 
formation that might have carried better 
explanatory value than income might have 
been through a calibration of states on a 
law and order scale, but this was not 
attempted. Law and order measures suffer 
from a variable censorship thre.shold. 

The findings show that bank-specific 
characteristics such as ownership or ad¬ 
herence to prudential norms do not suffice 
to explain inter-bank variability in NPAs. 
The region of operation matters. 

The importance of the operating envi¬ 
ronment has been highlighted by recent 


'eihpitical findings, mo.st notably those of 
Demirguc-Kunt and Huizinga (1998), 
whose SO-country cross-sectional bank- 
specific regressions show that better law 
and order and lower corruption lead to 
lower net interest margins (on account of 
reduced risk/corruption premia in lending 
rates). However, the ambiguity of inter¬ 
pretation in the context of other findings 
of that study regarding the directionality 
of net interest margin as an indicator of 
bank efficiency makes that a less compel¬ 
ling finding than if NPAs were the vari¬ 
able explained. Definitional differences 
make a cross-country study of NPAs all 
but impossible, but within-country cro.ss- 
sectional or time-series analy.sis testing of 


Appendix I 



NPA9697 

Per Ont 
Capadeq 

Per Cent 
Opprof 

Per Cent 
Retass 

Per Cent 
Netint 

Bus/Emp 

(Rs) 

All Banks: 91 obs 

Max 

25.24 

48.98 

8.57 

10.97 

7 79 

69485 00 

Min 

0.00 

-18.81 

-0.81 

-1.46 

000 

41.00 

Mean 

6.10 

11.86 

2,41 

1.2.3 

.3 40 

1361.20 

SI) 

5.00 

7.09 

I 70 

I 45 

1 35 

7824 00 

Coeff of var 

0 82 

0.60 

0.71 

1 18 

0 40 

5.75 

Pnvutf Banks (old): 25 obs 

Max 

11.30 

.34.23 

4.19 

10.97 

4 65 

.304 00 

Min 

1.19 

2.51 

0.15 

0.02 

1 29 

41.00 

Mean 

6.41 

11.28 

1 78 

1.28 

3 09 

89 00 

sn 

2.39 

6.53 

0.87 

2 10 

0 75 

49.30 

Coeff of var 

0.37 

0.58 

0.49 

1 6.3 

0 24 

0 5,5 

Pnvale Banks (new): 9 obs 

Max 

4.47 

27 (X) 

4.00 

3 00 

400 

2033.00 

Min 

0.00 

10.11 

1.09 

0.80 

2 15 

174 38 

Mean 

1.69 

15 77 

2 76 

2 05 

2 88 

585 04 

SI) 

1.53 

4.97 

1.07 

0.90 

0 61 

578,54 

Coeff of var 

0.90 

0.32 

0.39 

0 44 

02) 

0 99 

Public Banks: 27 obs 

Max 

25.24 

I7..5() 

3 02 

1.66 

4 28 

106.0(1 

Min 

3.63 

-1881 

-0.81 

-1.46 

071 

49 (X) 

Mean 

9.94 

9.19 

1.49 

0..59 

3 21 

71.00 

SI) 

4 58 

6.05 

0.95 

0,59 

0 76 

1481 

Coeff ot var 

0.46 

0.66 

0.64 

1.00 

0.24 

021 

Foreign Banks 
t AsiaMesi Asia): 12 obs 

Max 

22.84 

48.98 

8 57 

4 65 

7 79 

69485.00 

Min 

0.00 

8 88 

0.67 

0.01 

1 (X) 

85 (X) 

Mean 

5.94 

18.36 

4.42 

2.10 

4 72 

6278 .30 

SI) 

7.23 

11.08 

2..32 

1.47 

2 38 

19906.80 

Coeff of var 

1 23 

0.60 

0.5.3 

0.70 

050 

3.17 

foreign Banks (other): IB obs 

Max 

7.46 

18.27 

6.42 

3.00 

5 83 

288.37.00 

Min 

0.00 

8,23 

0.00 

-0.95 

OCX) 

52 00 

Mean 

2.22 

10.36 

3.15 

1.15 

.3 50 

2173 40 

SI) 

2.70 

2.60 

1.83 

1.05 

1 61 

6662,90 

Coeff of var 1.21 

kslimaied Correlalion Matrix (all banks) 

0.25 

0.58 

0 91 

046 

3.07 

NPA9697 

1.00 

-0.36 

-0.37 

-0 34 

-0 10 

0 26 

Per cent Capadeq 

-0..36 

1.00 

0.40 

0.30 

0.31 

0.07 

Per cent Opprof 

-0.37 

0.40 

1.00 

0.48 

0.56 

0.07 

Per cent Retass 

-0.34 

0.30 

0.48 

1.00 

0 27 

0.00 

Per ccii Netint 

-0.10 

0.31 

0.56 

0.27 

1 (X) 

0 24 

Bus/emp (Rs) 

0 26 

0.07 

0 07 

0.00 

0.24 

1.00 


l^'oies: Alt data relate to the year 1996-97 and are at bank-level; the number of banks in each category 
is indicated. The data exclude one outlier bank of foreign Asian origin (see text). 
NPA9697 : percentage of net NPAs to net advances for the year l9%-97. 

Per cent Capadeq ; capital to risk-weighted assets. 

Per cent Opprof : operating profits to working funds. 

Per cent Retass : rale of return to assets. 

Per cent Netint ; net interest income to working funds. 

Bus/emp ; business per employee (Rs). 
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Appendix II 


Vanable(s) 

Maximum 

Minimum 

Mean 

Std Deviation Co-eff Var 

D-Assam 

13.72 

0.(K) 

0.64 

1.99 

3.09 

D-Bihar 

l.*i.67 

O.tM) 

1.76 

3.78 

2.15 

D-We.st Bengal 

12.48 

O.tX) 

3.63 

7.69 

2.12 

D-Manipur 

1.7.1 

0 (W 

0.05 

0.23 

4.62 

D-Orissa 

8.82 

0 00 

0.95 

2.01 

2.11 

D-Tripura 

3 07 

0.(HI 

0 07 

0.40 

5.42 

D-Meghalaya 

0 97 

0(HI 

0,06 

0.17 

2.97 

D-Nagaland 

0 48 

0(8) 

0.03 

0.09 

2.76 

D-Arunachal 

0.47 

0.(8) 

0.02 

0.07 

4.31 

D'Mizoram 

0.28 

0.(8) 

001 

0.(M 

5.36 

D-UP 

90 91 

0.00 

8 47 

20.01 

2..36 

D-MP 

8.3.33 

0(8) 

3 77 

11.59 

3.08 

D-HP 

10.91 

0,(8) 

0.50 

1.75 

3.47 

D-Rajasthan 

82.40 

0 00 

3.99 

14.41 

3.61 

D-Haryana 

17 ,18 

0.00 

1.36 

3.11 

2.29 

D-Punjab 

10.00 

0 00 

3.68 

10.86 

2.95 

D-Gujaral 

86.27 

0 (8) 

5,58 

13.07 

2.34 

D-Maharashra 

I00.(«) 

0(8) 

18.25 

26.48 

1.45 

D-Kerala 

93 15 

0(8) 

10.62 

24.24 

2 28 

D-Kamataka 

83.91 

0(8) 

8.93 

16 50 

1.85 

D-AP 

77.23 

0(8) 

6 95 

13.81 

1.99 

D-Tamil N.Tdu 

86 (K) 

0(8) 

13.85 

22 44 

1.62 

D-Goa 

33.33 

0 00 

0.89 

4.28 

4 78 

D-Chandigarh 

18.75 

0 00 

0.83 

2 89 

3.48 

D-Delhi 

14 29 

018) 

3 38 

3 57 

1.06 


Che impact (»f the enforcement environ¬ 
ment remains possible. 

The policy implications of the findings 
of this paper are that sustainable reform 
in the financial .sector and improvement 
in the performing efficiency of domestic 
banks require improvement in the enforce¬ 
ment environment in some regions of the 
country. The regional exposure effect 
would be more transparently evident were 
banks to report NPAs by state or region 
instead of merely as a national average as 
at present. The operating environment 
matters particularly in the Indian context 
where there arc extcrnally-impo.sed com¬ 
pulsions on banks to enter into and operate 
indifficult regions, and needs lo be stressed 
against the background of recommenda¬ 
tions on banking reform, such as those by 
Patel (l‘)‘)7), which tend to focus on the 
need for greater operational flexibility for 
banks. The environmental limits on bank 
operations cannot be tackled by reforms 
at bank-level alone. 

Notes 

[The authors are deeply graictui In .Sandip Gho.se 
and Ganli .Subrainanyain for generously making 
available ihc daia used, and to .Salish Kamalh for 
assistance with compulation | 

1 The average for Indian public sector banks 
as given in the Repoil in gross terms is as 
high a.s ly 5 tier cent for IWd-y.'i and l.f 7 
per cent at end-March 1997 (sec Repon of 
the Commuter on Capital Account Convert- 
ibilit\ Annexure III 7. p 160and para .1 2f) 
These .ire gross liguies The target is .S per 
cent by t9‘)‘)-2(KX) The corresponding net 
target is not presenhed 

2 “A 'iion-peiforming asset' (NPA) has been 
defined as iredil facility in respect ol which 


interest remained unpaid fur a penod of four 
rpiarters ending March 31.1993. three quarters 
ending March 3I. 1994 and two quarters 
ending March 31.1995 and onwards" (Report 
on Trend am! Pronrexf oj Ranking in India 
1006-97 121). NPA percentages ate corre¬ 
spondingly obtained with respect to total bank 
credit 

3 Net NPAs are obtained from gnrss NPAs after 
deduction of the following' 

(i) balance in interest suspense .recount, i c. 
inicrest due but not received. 

Ill) claims received from credit giianinturs 
and kept in suspense account pending 
adjustment (for final sclllcment), 

(iii)part payment received and kept in suspense 
account, and 

(IV) total previsions held. (Report on Trend 
and Progress of Banking in India 1996- 97; 13) 

4 Data on NPas for the year 1997-98 are just 
out, hut in the absence of other data required 
for the excrci.se perfunned in this paper, the 
1996-97 figures were used 

5 Averages as given in Report on Trend and 
Progress of Banking in India 1996-97 The 
practice of providing an average figure of 
NPAs across all banks has been discontinued 
with the 1997-98 Report which reports 
averages only fur public sector hanks; not for 
other ownership categories. 

6 The estimation procedure used is weighted 
least squares, the weights being (he inverse 
of the numbei of hanks in the country for a 
given year 

7 The growth rale of per capita real GDP is 
msignificant in both spread and profit regres¬ 
sions 

8 KOA ; Return on Assets 
OPR : Operating Prefii Ratio 

9 NIM ' Net Interest Margin 

OP.SE ' Operating Pnifit to .Staff Expense 
(K'R ; Operating Cost Ratio 
.SEK : Staff Expense Ratio 
10 Dataon NPAs and all pt udential andefTiciency 
indicators from the Repon on Trend and Pro¬ 
gress of Banking in India 1 996-97; on branches 


; AppemUxIII 

Ranking of States by Gross Domestic Product 
Per Camta (1993-94) 


Delhi 

16354 

Kerala 

6524 

Goa 

15.332 

WB 

6257 

Punjab 

12936 

Meghalaya 

.5934 

Maharashtra 

11662 

Aassam 

5520 

Haryana 

10526 

MP 

5508 

Gujarat 

9063 

Manipur 

5362 

Arunachal 

8852 

Rajasthan 

5287 

Tamil Nadu 

8(MI 

UP 

4787 

Mizoram 

7517 

Orosiia 

4662 

Karnataka 

7214 

Tripura 

4252 

AP 

6954 

J&K 

4244 

HP 

Nagaland 

6896 

66.38 

Bihar 

.3356 


Source: Enmomic Survey I997-9S- S-12. 


of banks as on March 31.1996 (mmSialLstical 
Tables Relating to Banks in India 1995-96. 

11 Arab Bangladesh Bank; Bank Inrernosional 
Indonesia; Chinatrust Commercial Bonk: Cho 
Hung Bank. Fuji Bank. Krung Thai Bank 
Public Company; Overseas Chinese Banking 
Corporation; Commercial Rank of Korea. 

12 A capital adequacy ratio exceeding lOO per 
cent is possible, since the denominator 
includes only assets assigned a risk weight age 
greater than zero. 

13 UCO Bank; Bareilly Corporation Bank; 
Benare.s State Bank, Catholic Syrian Bank. 
Lord Knshna Bank 

14 There is a possible problem of simultaneity 
here Banks with low NPAs could in principle 
find greater favour with investors and thus 
have a higher capital adequacy ratio This 
possibility is least in India where not even 
all pnvate banks me publicly traded, sec S.SB 
1 1998) 
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Rural Bank Branches and Financial Reform 

Renu Kohli 

This nnie traces the hank hrancli licensing poiicy in India in the post-independence period, evaluates 
its performance and relates it to the present restructuring of the banking industry under financial reform. 
Within this context, the focus of the article is the future course of rural public sector banks. It offers the 
Indonesian transformation of Bank Kakyat Indonesia as a model relevant for the rural branches of public 
sector banks in India. It argues for their 1ran.sformation as an alternative to closure or gradual substitution 
by private .sector banks. 


I 

Introduction 

['HH purpose ol this note is to propose u 
limsforniution ol rural hranehes ol puhlie 
>eclor comnicrciul banks as an allernali ve 
o closure r)r replacement by private sector 
tanks in the second phase of financial 
eforms in India. The motivation lor this 
jxerci.se is the change in branch licensing 
tolicy stance under tlnancial reform in the 
l9‘Kls initialed under the World Bank- 
MFslriieliiral ailjusimeni and slabilisalion 
irogramme 'fhis policy change, a clear 
iriieulalion ol which is to tx‘ found in the 
Maisihinam Commiltee Report (IW8)' 
ind the earlier Report ol the Commiltee 
m the Financial System (I9‘.)l).“ slems 
rom an cxplieil acknowledgement that 
pianlitalive expansion in the Indian bank- 
ng indiisiiA has been al the expense of 
|iialily. Policy objectives lor the public 
.ecior banks tindei linaneial retorm have 
low been oriented lowarils etficicncy and 
II ol itabi lily and braiv -h licensing of hanks 
las consequently been deregulated by the 
•eniral bank. 

The undeijiinnings of ihe libeialised 
icensmg policy he in the propo.sed liilure 
.irucluie ol the Indian banking indu.siry 
hal IS outlined in the two reports cited 
ibove The N(' (lOOS) einphasi.ses insti- 
utional I esti uet tiring of public sector banks 
oeiiable their survival in a changing global 
•nvironmenl. A three-tier structure is pro- 
lo.sed in this icporl which roughly corres- 
xinds to international and universal hanks, 
uilional banks and local, regional banks, 
riiere is some ambiguity about the role 
if existing riiral linaneial institutions in 
he propo.sed hanking structure. While the 
eport has called lor a review ol proposal.> 
iiade by CFS (1991) on this issue and an 
■siahlishnienl of a viable niral t'lnancial 
>tructure; it hits also marked the thinl tier 
if local banks for tinancing local trade, 
•mall industry and agriculture in the same 
ireath. I an ther, e x isl ing pri vatc banks wit h 
egional .sirongholds have been idenlilied 
IS critical institutions in this tier. Ii thus 
iceins that new rural financial insiiitilions 
ire to be created as part of financial reform 
hough It is unclear at this stage whether 


the.se will replace or co-cxist along with 
old ones. 

'Phis note will suggest restructuring of 
rural brunches of public sector commer¬ 
cial banks, arguing in favour of transfor- 
iiuiiioii of these institutions as an alter¬ 
native to replacement or closure during 
linaneial retorm. .Succe.ssfiil experiments 
ol transformation ol stateowned banks in 
some developing countries provide evi¬ 
dence that financial reform need not 
nece.ssarily involve privatisation or clo¬ 
sure of exi.sting in.stitulions or replace¬ 
ment by new ones In this paper, we draw 
extensively upon the Indonesian model 
of Bank Rakyat Indonesia which was 
iianslorined in the l9K0s following 
liberali.sation ot the Indonesian economy. 

I he note is organised into five sections 
.Section II provides an overview of branch 
licensing policy of the Indian banking 
mdusiry in the pre-reform period, i e. up to 
1990; Section III analy.ses the post- 
liberalisation branch licensing policy and 
the rationale behind the resinicluring 
exeieise; Section IV looks al the Indone¬ 
sian experience, drawing parallels with 
the Indian financial sector and its rel 
e vance lorrural Indian public .sectorbanks. 
while .Section V concludes with .some 
observations and suggestions for adapta¬ 
tion ol this idea in India. 

II 

Branch Licensing Policy in the 

Pre-Reform Period: An Overview 

The hanking siructure inherited by the 
British in 1947 was characteri.scd by 
luinicioiis small-si/ed banks, and a few 
large institutions. ^ It was small in relation 
to India's population (87,000 per olllcc 
in I9.‘il) and CiNP (commercial banks' 
assets to GNP ratio stood at 9.7 in 1951) 
and mainly confined to citie.s** and short¬ 
term commercial credit operations with 
minimal financing of agriculture.^ The 
Banking Regulation Act (BRA). 1949, 
brought the linaneial system under Ihe 
purview of the RBI and there was a pro¬ 
cess of merger and consolidation of com¬ 
mercial hanks thereafter, resulting in a 
sharp I eduction in the number of banks 
and a narrow in.stilutionul base.* This was 


considered necessary by the RBI to 
strengthen the banking structure.^ This 
consolidation was further augmented by 
a restrictive branch licensing policy, 
motivated by the post-war and post-par¬ 
tition trends in the economy, and tlie 
Banking Companies (Restriction ol 
Branches) Act, 1946.** From 1956 on¬ 
wards, though the restrictive Iramework 
remained, the licensed hanks were en¬ 
couraged to expand liberallv through 
opening of new branches. Thus elimina¬ 
tion of the smaller banks and expansion 
of larger ones led to the establishment ol 
an oligo|H)li.stic structure and a concen¬ 
tration in the hanking system. 

Following nationalisation ol the bank¬ 
ing industry in 1969, the central bank 
adopted an aggressive supply-led approach 
to financial^development. an integral pan 
of which was to locate branches in 
‘unhanked* (mainly rural and semi-urban' 
areas. There was a close correlation of thii 
policy with the govcmineni’s objective ol 
resource mohtii.salion to finance the Five- 
Year plans. The branching pallem wai 
broadly based on the government's scheme 
ol development administration, so as ti 
cover each of the comnuinily develop¬ 
ment blocks;'* this was also con.sidcrce 
necessary lor implemenlaiion of govern¬ 
ment-sponsored rural developmeni 
programmes. 1'he spread of banking ser¬ 
vices in the post-1969 phase, especially 
the rural areas, has been phenomenal; the 
post-nationalisation pace ol rural brand 
expansion is 20 per cent as compared to K 
per cent of the pre-nationalisation jihase 
Between 1969 and 1996, the number ol 
bank ofliccs in India has increased froir 
8,262 to 63.092. The distribution of bank 
branches has also undergone a structura 
change within this time span; the propor¬ 
tion ol total hank branches in airal arcat 
has gone up Irom 22.2 to 52.4 per cent 
61 per cent ol Ihe new hranehes opcnei 
having been in rural areas. 

It is evident from Ihe branch licensin) 
policy pursued m the post-nationalisatioi 
period that opening of bank branches ii 
rural and semi-urban areas has beet 
motivated by siKial benelit consideratitins 
High fixed costs ol establishing financia 
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intcrmcaiartescoupiud wiin relatively low 
demand fur hanking .services'*’ in rural 
areas make it uiipi nlitablc I'or private agents 
to open hranches in these areas. Social 
benefits from ptovision of banking ser¬ 
vices in .such areas might outweigh private 
benefits though; financial intermediation 
pmvides con.sumers with a choice to 
boiTOW or lend some ol their incomes; 
provides avenues for liquid financial assets 
as an alternative to holdings ot real cslale. 
gold. etc. otleis a supply of loanable funds 
to consuniers wiili inve.sinicnt opportuni¬ 
ties and reduces iiansactions costs. It is 
to bridge Ihis gap between social and 
private incentives that branch licensing ol 
banks has been regulated in the periiKl 
after nationalisation. 

With linancial reform however, policy 
objectives ol public .sector hanks have 
been redefined. The earlier role ol ‘social 
banking' wheie banks were one of the 
instruments of the state in the develop¬ 
ment piocess. IS now oriented towards 
prollt-maximisation which has guided the 
evaluation of pre-relorm branch licensing 
policy The new structure proposed to 
complement the changed policy environ¬ 
ment is discussed in the next section along 
with a briel evaluation of the performance 
ot rural branches ol public sector commer¬ 
cial banks. 

ill 

Branch Licensing and Rural Branch 
Restructuring under Financial 
Reform 

CFS (I0*)|) has criticised the pie- 
reform branch licensing policy on .several 
grounds riius. 'While on the one hand 
the pivsent policy has placed restrictions 
on commercial banks opening oil ices 
purely on profit.ibility considerations, it 
lias, on the other, directed banks to open 
otficcs ill centres \tilh the object ot pro¬ 
viding banking services especially in the 
rural and senii-urban aieas regardless ol 
the fuel that such blanches are likely to 
be unrenuineraiiveAgain, ‘‘..this 
[branchI expansion was somewhat 
unplanned and haphu/.ard with the result 
that considerable strains have been placed 
on their [hanks'| organi.sational struc¬ 
ture."'’ Nr (iqyX) cites "...the large 
number of unrenuinerative branches...” 
and "...directed credit.. " as “...proximate 
causes..." lor the high level of non-per- 
loiming assets (NPAs) and low profita¬ 
bility ol the banking industry." 

Reappraisal ol pie-reform branch licens¬ 
ing poliiy iluis explicitly acknowledges 
that (a) quaniiiatue expansion in banking 
has been at the expense <1 quality, and 
(h) rural branching has been inetficieni 
and criHled the profitabiliiy of the banking 
system ' * With a change in perspective. 


periurmance evaluation parameters nave 
also changed. Earlier performance indica¬ 
tors like deposit, priority .sector advance.s 
and branching targets have yielded to new 
ones indicating efficiency and profitabil¬ 
ity. The evaluation however, is .subject to 
two caveats. 

One. changing performance indicators 
Irom pre-reform to po.st-reform period 
ignores the social benefits of government 
intervention in financial markets. Public 
intervention to provide hanking .services 
in rural areas has not only prevented welfare 
losses arising from market failures of no 
linancial intermediation'-'' but also tran.s- 
I erred surplus to con.sumers (borrowers 
and lenders) that would otherwise be 
captured by private pi-oducers'** (e g. the 
intormal financial intermediary). These 
gains can be quantified to .some extent by 
available empirical evidence. Assuming 
that a rise in the .savings rate is beneficial 
lor the economy, n mobilisation of surplus 
incomes is a direct lull out of this intcr- 
xention. The savings rate in India in fact, 
shows a strong, positive as.sociation with 
variables representing pmximity or avail¬ 
ability of bank branches. This evidence 
IS buttrcs.scd by the fact that rural branches 
have incrca.scd their share ol deposits and 
credit between 1969 and 1996 from 3.0 
.ind 0.2 per cent to I .S.4 and 12.4 per cent 
lespcctivcly. The expanded network ot 
bank brunches has also fuciliialed mobi¬ 
lity ot surplus funds from rural to urban 
areas."* Government intervention in this 
sector has in fact, improved the allocation 
ol capital through easing financial con¬ 
straints and drawing newer borrowers into 
the formal credit market. 

.Second, there seems to be little pub¬ 
lished empirical evidence that rural bank 
branches are inherently non-viabic or 
unprofitable. This is po.ssibly bccau.se 
research on this topic is constrained by lack 
ol suitably disaggregated data on banks' 
incomes and expenditures that could reveal 
as.sociation, if any, between bank loan 
categories, profitability and the population 
centre served by the branch.'*' Notwith- 
sianding these limitations, there is some 
evidence to suggest that rural branches of 
Cl immercial banks can be profitable. A study 
by an anonymous author [Analy.st I993[ 
analyses data classified by population 
centres (i e, rural, semi-urban, uitian and 
metropolitan) for a nationali.scd bank and 
finds tiiat “...rural branches are the most 
profitable, whether profitability is worked 
out with reference to year-end working 
Hinds or average of two-year figurc.s”. The 
disaggregated components of profits 
analysed in this study showed rural 
branches luul the highest interest rate on 
.idVances,^" the highest interest margin,^' 
and the second highest profit ratio. 


"ine study concludes that ”...in terms of 
profitability, rural branches are not a li¬ 
ability to the bank...” and that “...inad¬ 
equate management competence in indi¬ 
vidual banks is a major cause of non¬ 
viability of rural branches of many public 
sector banks.” This is endorsed by CFS 
(1991) which states that “...the manage¬ 
ment of the rural branches has proved to 
be a daunting task in regard to manpower 
deployment. Internal controls over rural 
branches have become weak and ineffec¬ 
tive. Information retrieval has been ham¬ 
pered by delays and inaccuracies and 
quality of assets severely affected by, 
amongst other things, absence of post- 
credit supervision.”^’ NC (1998) also 
echoes this view, admitting that the average 
level of non-performing assetsof the banks 
as a whole “...conceals wide individual 
variations and among.st the public sector 
banks, while some have gross NPAs of 
7.4 per cent, there are others even now 
with NPAs of as much as .39.1 percent.. 
Prima facie therefore, it docs not seem that 
all is lost with these rural branches as 
(a) there is .some evidence to suggest that 
rural banking can be profilable, (b) non- 
viability bears some relation to incompe¬ 
tent management and supervision practices, 
as well as exogenous policy constraints 
such as subsidised and directed lending. 

Both CFS (1991) and NC (1998) have 
suggested abandonment of the sy.stein of 
branch licen.sing as it “...was perhaps 
desirable and necessary for extending 
geographical spread in ihe formative 
years of expanding the financial 
infrastructure...[it nowl needs to be 
reviewed...with the banking system now 
having extended its branch network over 
a vast area of the rural hinterland and 
successfully achieved an increase in 
banking density...branch licensing be 
abolished.”^’ Having said that, it strikes 
a somewhat contradictory note when it 
goes on lo say in the same breath that 
“ ..Indian commercial banks should be 
given full freedom to open or close 
branches (other than rural branches for the 
present) or swap their rural branches with 
those of other banks on the bads of their 
commercial judgment”.^*’ 

The CFS model reiterated in NC (1998) 
with some modification, propo.ses a do- 
me.stic banking .sector on ihrcc-tier lines 
- the first tier would consist of two or three 
banks with an international orientation, a 
second tier of 8-10 large national banks 
to cater to the medium and large corporate 
sector, a third tier of a large number of 
IcKal banks and a fourth tier of rural hanks 
(including RRBs). The third tier of bunks 
in the new model that is relevant for the 
purpose of this discussion is expected to 
“...be confined to smaller geographical 
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re^ons. namely states, or cluster of dis¬ 
tricts...”-’ and cater to the clentele of local 
trade, small industry and agriculture. 
Further. NC (IW8) al.so calls for a review 
of CFS (IV9I) recommendations about 
reorganisation ot commercial hanks' rural 
branches-** us the "...mam issue is to evolve 
a system whereby rural financial institu¬ 
tions at the district and sub-district level 
can he constituted into a third tier of bank¬ 
ing as indicated m the chapter on restruc¬ 
turing of banking institulion.s. Third-tier 
banks should be promoted and strength¬ 
ened to be autonomous, vibrant, cricctivc 
and competitive in their operations.-'* 
Thus there is some ambiguity and con¬ 
tusion as to what reorgani.sation of rural 
branches of public sector commercial 
banks would mean. At the .same time, 
allirmative roles for local, private hanks 
and NCK) financial institutions are well- 
detined. Thus "...the smaller older pi ivatc 
hunks operating in India have a ii.set^ul role 
to play...ltheyl have developed a strong 
regional pre.sence and have been able to 
meet the credit needs in their areas ol 
operation Theii I'uture set up needs to be 
considered taking into account their 
history and their local strength. They have 
a special role in local areas and could 
Idrtii part ol the third tier ot liKal/niral 
banks.”’*' Again, "Banking poliey should 
lacilitate the evolution and growth ol 
micro-credit institutions, including I,ABs 
(local area hanks) which locus on agricul- 
liire. liny and small-scale indu.siries in¬ 
cluding such specialised institutions as 
may he promoied by NGOs for meeting 
the banking needs of the ptHir”.’* 
I'ollowing this reassessment and sug¬ 
gestions, bank branch licensing policy was 
deregulated lorthe pericnl I UdO-d.S. though 
not completely abandoned. It now provides 
trpcialional autonomy to banks to ration¬ 
alise then branch network. Banks are free 
to shitt their existing branches within the 
same ItKality. opim certain type ol speci¬ 
alised branches (specialising in agricul¬ 
ture and small-indusiry finance), convert 
existing non viable rural branches into 
satellite offices, and clo.se (with the ap¬ 
proval ot the Reserve Banklonc loss making 
rural bratich at lural centres served by two 
commercial banks by mutual consent. 
Finally, banks tiilfilling certain criteria arc 
lice to open their own branches.’- 
The banking structure emerging as a 
consequence indicates a shrinking public 
sector bank ba.se through (a) horizontal 
integration and closure of branches ot 
public .sector commercial banks, (b) re¬ 
duction/removal of barriers to entry for 
private sector (Indian and foreign) banks; 
and (c) affirmative policy environment in 
favour of private and NGO banks. To 
some extent, there is a reversal in the 


geographical expansion achieved after 
nationalisation, with substitutitm by the 
private sector, though not necessarily in 
the same areas. There al.su .seems to be 
some apprehension about rural areas again 
becoming unbanked as the new private 
sector hanks making an entry after 1994 
are required to open 25 per cent of their 
hrtal branches in rural/semi-urban areas. ’ ’ 
Regulating the private sector to open rural 
branches indicates a supply-side approach, 
possibly motivated by the fear that private 
enterprise may not be forthcoming in these 
areas. I'o this extent, there is an element 
ol continuity in the supply-led branching 
policy of the RBI, the only departure being 
a switch over to regulation of the private 
sector trom the role of public provider of 
banking services. 

Finally, the policy con.straint of directed 
lending is to continue. Reviewing the 
ii‘commondation in CFS (1991) of phas¬ 
ing It out, NC (I99X) "...recogni.scs that 
the small and marginal farmers and the 
liny sector of industry and small busi¬ 
nesses have problems with regard to 
< ibiaining credit and some earmarking may 
be necessary for this .sector. . .” and rccom- 
iiiends that “...the current practice may 
eonlmue."’'* 

Given the policy constraints of combin¬ 
ing outreach to marginal borrowers and 
targeted lending along with institutional 
sii.siainability, it is a matter of some con¬ 
sideration whether these objectives can be 
realised by (a) phasing out old institutions. 
1 e. closure of rural bank branches, 
(b) creating newer, private ones m addi¬ 
tion to the existing ones, or (c) within the 
Irameworkofexi.stinginstitution.s. Clearly, 
ihere is a need and demand for banking 
services in niral areas, and the choice to 
be exerci.sed is between public or private 
provision. Given the historical legacy of the 
pie-reform branch licensing policy, i e, a 
widespread network ol public sector com¬ 
mercial bank branches, it seems unreason¬ 
able to clo.se down loss-making branches 
and implant new. private ones in their place, 
without even considering the alternative 
ot resinicturing within these institutions. 
L.osses in these institutions .are associated 
more with management and system spe¬ 
cific factors than with locution specific 
ones and it is not impossible to tackle them 
to restore the health of these institutions. 

The real objective of financial reform 
therefore must be to devise a method that 
combines the objectives and wealth of the 
government with an incentive structure, 
legal enforcement powers and the inlor- 
mation advantages of liKal networks of 
borrowers and lenders to build sustainable 
rural financial institutions. Theory sug¬ 
gests that by creating incentives, govern¬ 
ment institutions can relax financial con¬ 


straints without experiencing the pn>b- 
lems of non-perlorming as.sets and de¬ 
faults. This idea has been employed with 
.success in Indonesia, where a transforma¬ 
tion ol the loss-making siaicowned banks 
into.su.stainablc, prolitahle institutions has- 
been achieved while retaining subsidisi^l 
credit programmes. The Indonesian trans¬ 
formation under financial relorm is dis¬ 
cussed in the next section. 

IV 

Tran.sfarmation of the Rural 

Branches of Public Sector Banks 
in Indonesia 

Like India, the Indonesian linancial 
system is al.so heavily dominated by the 
state, with the main commercial banks 
being owned by the central bank. This 
note, however, will concentrate upon only 
one iaslitution. Bank Rakyat Indonesia 
(BRl). a nationalised bank operating at the 
national, di.strict and sub-districl (unit 
dems) levels. It is the most comparable 
loan Indian public sector commercial bank,' 
in terms of structure. o|)eralional scale, 
location and sizc.’^ Prior to financial 
rclorm. the unit dex<i.\ were primarily 
administering a suhsidi.sed agriculture 
credit scheme. They were required to 
provide subsidised credit (12 per cent) to 
most borrowers and pay an interest rale 
of I.S pereem; negative spieads thus kept 
them capital consirained and unprofitable. 
Like the rural branches ot Indian public 
.sector banks. BRl was generally unsuc¬ 
cessful in reaching its target population 
of small farmers and incurred substantial 
losses for both government and the bank. 

Since 198.^, BRl has come to be known 
internationally foritsextensive. profitable 
and .sustainable .system ol local hanking 
that has a general scheme ot credit running 
concurrently with subsidi.scrl tending. 
During financial relorm in Indonesia, 
several liberalisation measures were un¬ 
dertaken that allowed BRl to transfornt 
it.selt into a profitable rural linancial in¬ 
stitution. Initial deregulation addrcs.sed 
some exogenous policy constraints. First, 
interest rates fur both dcfiosii and loan 
rates were treed (hut enabled the hank to 
.set its own interest rates on most loans and 
deposits. Second, the stateowned banks 
were given lime to adju.st to the new 
environment and benefit I roin this deregu¬ 
lation for a period ol live years, bcliire 
further liberalisation increased competi¬ 
tion by allowing entry of private .sector 
banks. Third, deregulation introduced 
flexibility and autonomy that lacilitaled 
design of new products with extensive 
input from customers throughout the 
country. These instruments could meet 
local demand and provide in.stitulional 
piolitability. 
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Simultiinctuisly. financial iiheruiisatiun 
also tackled endogenous constraints that 
affected BKl as an institution. These 
changes introduced stuff incentives, ac- 
counlahiiily. autonomy, information tech¬ 
nology. simplified prcKcdures. thus trans¬ 
forming the original structure of BRI. First. 
Its staff weiv trained to recogni.se and 
understand the local markets they served. 
This was augmenteil hy most ly local hiring 
and deploymeni of staff to keep costs low 
and maximise mi local knowledge and 
informational advantages .Second, inter¬ 
nal practices wcie changed to treat each 
unit tk'.ui as a separate profit centre with 
its own halaiK e slieel. Accountahi lity was 
thus htiilt in with each tinihlc.ui being hold 
fully responsible lor its financial health or 
olherwi.se. Supervision was regulari.sed 
by visits ol managers from BRI branches 
and head ol lice. Third, managers and staff 
were authoii.sed to take decisions on their 
own with only the largest loans to be 
referred to the BRI branch for approval. 

f'our. operations were systematically 
simplified lo reduce administrative costs 
and housekeeping expenditures. Simple 
operations and speeilically designed in¬ 
struments restricled papeiwork. interest 
calculations, lecords and book-keeping, 
etc. Five, computerisation introduced 
timely lepoiimg. improved data manage¬ 
ment aiul provuled early warning signals 
about delaults Six. incentive schemes for 
both borrowers and stall' were intriKluced 
In addition, institutioiial rclorms included 
appoinimeiil ot an innovative president 
director and developnieiit ol a new culture 
by locusing on prolessionalism. training, 
accounlabiliiy. ineenlive. initiative, etc. 

The key to BRfs siieecss lies in its 
simple opeitilions and well conceived 
ineenlive stiuciure. It oilers only one loan 
produel, KHPhDHS. a general credit 
scheme at coiiinieicial inleiesi rates, and 
tom savings pioducls. It gives loans to 
individuals only at market inieiesi rales, 
but less than those charged hy uifornuil 
Ihiancial iniciniediaries and uses a set ol 
perforiii.inee incentives backed by peer 
pressure as subsiiiule for collateral. Socio¬ 
cultural laclors such as persuasion through 
village heads and government are used lo 
dissuiuie delaiillers. Simple appraisal pro¬ 
cedures consist ol a half-page application 
form, coiiniersignalure by the village head 
and laiul cerliticales as collateral. The 
emphasis is on adxance ensuring that the 
hoiTower has sul ficieni cash-tlow to repay 
rather than on use of funds. Repayment 
terms aie adapteil to the regional context 
“thus repay iiieni schedule may be weekly, 
monthly oi seasonal. Further llexihility 
has been mirodueed by o|x'ratiiig village 
posts and personal visits loi repayment 
eolleelioii. The risks ol the loan portfolio 
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have been diversified hy including financ¬ 
ing of trade and .services. This has also 
generated additional rc.sourcc.s through 
current accounts maintained by traders 
and augmented traditional deposits. 

Performance incentives for bormwers 
consist of a discount on interest payments 
which is refunded when all payments due 
have been made (O.S per cent loan amount 
refunded) and credit limit is doubled for 
l(K) per cent on-time repayment for pre- 
X ions loan. .Staff incentives are linked to 
indicators as deposits mobilised. loan 
ii'paymcnl rates and profits generated. As 
a result of this transformation. BKI's 
bad and doubtiul debts are in the range 
of 2 per cent of their loan portfolio which 
IS in sharp contrast lo rural branches in 
India. Finally, it is important to note that 
trcalioii ot a conducive macnxiconomic 
environment leading lo investment of a 
substantial ptirtion of the country’s oil 
wealth in rural areas and rc.sulling in rapid 
rural development, as well as a growing 
demand for banking .services, contributed 
III no small measure lo this succsxss story 
I Robinson ly'Ml. 

The Indonesian example proves that 
ii IS possible lo transform state-owned 
I'liancial m.slitulions lo combine credible, 
locally administered incentive .structures 
with government objectives and resources. 
Ii is a rare example of extremely success- 
hil lending to individuals in contra.st to the 
group-lending combined with pcer-moni- 
loMng eiiiu epi exemplitied by the Grameen 
bank experiment in Bangladesh which has 
been emulated with varying degrees ol 
success in many developing countries, 
including India. The similarities between 
Indonesian and Indian public sector banks 
aie not just structural but the problems and 
ob|eclives are idenlieal loo. In the coii- 
v'uding section, we di.scuss how and in 
v'hat areas can the Indonesian transforma¬ 
tion he replicated and adapted lo rural 
linancial in.stiluiions in India. 

V 

Conclusion 

I'he policy review attempted in .Sec¬ 
tion III indicates that the trend of institu¬ 
tional restructuring in tlte rural hanking 
sector so tar indicates (a) regulated closure 
nl loss-making rural branches or reduction 
through mutual consent, (b) important roles 
lor old establi.shed private .sector banks 
and eii! y of new ones, and (c) affirmative 
policy support for NGO financial institu¬ 
tions. While .self-help groups and NGOs 
"1 micro-credit provision have been suc- 
(. esstul in many tlcveloping countries, and 
the entry of private .sector institutions will 
undoubtedly introduce competition, it is 
iiuesiionable whether government policy 
objectives of equitable distribution of 


incomes and easing/relaxing Financial 
cuastraints for marginal borrowers can be 
.succe.ssfully realised through private 
agents. There are equally valid reattonx tor 
the government to supplement private 
credit facilities in rural areas as private 
intermediaries have different objectives 
and some of the benefits rcali.sed through 
interventionist policies are nut intcniali.sed 
by these agents. There is a strong ca.se 
therefore, for the continuation of stale- 
owned banks in rural areas. 

The discussion in thi.s note shows (hat 
i.ssucs that need to be addressed in India 
during financial rclorm ol rural branches 
are how to make them prolilable. expand 
their outreach to meet the credit needs ot 
smalt and marginal bon'owers in rural areas 
and administer government objectives of 
taigeting thc.se borroweo. through its policy 
of directed credit. Thi.s is partially echoed 
by NC (I9‘)8) which .states that “...the 
i.ssuc ot evolving a viable and efiicicnl 
framework for rural credit has defied 
.solution despite our long experience of the 
felt needs of rural credit and an examina¬ 
tion of this i.ssuc by several committi'cs 
and experimentation with various policies 
and iastitutions 

The proposed solutions in NC (1W8) 
for achieving Hiiaiicial viability emphasise 
ncxibility. autonomy and accountability 
to restructure financial intermediaries at 
all levels. The details ol these structural 
concepts however are discussed at a macro 
level, basically with relereiice lo the lust 
and .second tier banks. For inral and small 
industrial credit, aspccial iiienlioiiistiiade 
ot directed lending, and the committee 
suggests that such loans should be made 
on “...commercial considerations...”, that 
“...branch managers should be held lully 
responsible for these decisions..and 
"...credit delivery systems in respect ol 
rural credit also need attention to make 
them more effective, speedy and transpar¬ 
ent."^** Second, it proposes that the inier- 
c.st rate .subsidy for loans below Rs 2 lakh 
be removed. 

What remains to be addressed however, 
is how to introduce these concepts at a 
micro level (i c. a lural bank branch) so 
as to bring about a structural change in 
the institution. It is here that the Indone¬ 
sian transformation of its rural banking 
institutions can provide a goixl example. 
Likethe Indonesian linancial reform, some 
of the exogenous nolicy constraints that 
public .sector hanks in India operated under 
have been removed since 1990. Thus 
factors that affect profitability, i e. the 
interest spread have been left to market 
forces and hanks arc free lo set their own 
interest rates. It must he noted though that 
the Indonesian deregulation allowed the 
public sector banks a period ol five years 
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to benefit from interest rate deregulation, 
before increasing competition by allow¬ 
ing the private sector to operate. This has 
not been the case in India where compe¬ 
tition through private .scctorcntry has been 
imposed upon public sector banks sinuil- 
taneously. Institutions need time to change 
and adapt to new environments and the 
NC (IW8) recognises this when it .states 
that “...It should be luldcd that competition 
atnong the banks has itself not so far been 
a primary or even proximate objective of 
policy." This iherelore is a sphere for 
concern and reconsideration. 

Apart from deregulation of interest rates 
and removal of barriers to private sector 
entry, institutional reforms within the 
exi.siing banking institutions still need to 
be iniliatetl. The.se are critical to the turn¬ 
about of i iiral bittik branches as the genesis 
of much of their problems lies in endo¬ 
genous lactois as.sociatcd with muiiage- 
niont competence and systems, .screening 
methods atid ailverse selection ol borrow¬ 
ers, leiulmg decisions, monitoring and 
.supervision ol loans, weak or non-ex istcni 
intorniaiion systems, etc (cf .Section III 
ol this papei I. Note, lor example, this 
comment by NC (IW8) “...the banking 
system should be in a position to equip 
itsell to ideiitily the eligtble clietils based 
on pic.scrihed nouns in the governtiieni 
sponsored piogiammes so that the full 
responstbiltly loi all aspects ol credit 
decisions he with it ('redil delivery sys 
teins in res|ieci ol rural ciedil also need 
attention to make them more elficient. 
sjieedy and ellcctive." 

I'hese lactois iinilormly alllicl all the 
branches tlioiigli the extent may vary 
Institutional resti uc turiiig norms however, 
cannot he evolved and applied uniformly 
as a solution to common problems laced 
by these hanks It must be realised that 
not all. but only some, changes can he 
introduced universally in these institu¬ 
tions. Thus reloims in internal practices 
such as treating each branch as a separate 
unit for balance-sliect accounting and 
prtiUtabilily. incentives payments to staff 
to improve loan rv'.coveries. iniormation 
systems, record-keeping and reporting 
systems, simplilied loan procedures can 
be commonly evolved. Second, consider¬ 
ing that maioriiy of the rural branches' 
.issets portloho is skew'cd towards agri¬ 
cultural lending that makes it inherently 
risky, there is no harm m unihtrmly al¬ 
lowing rural branches to linance traile and 
services as a mailer ol policy. In Indonesia, 
this not only diversified the risk of the BRI 
but also helped in b<H)sting rc.sourccs. 

But aicas like product flexibility, use of 
lociil information systems and socio-cul- 
lural practices to evolve unique melhiHls 
and solutions lor optimal screening. 


monitoring, supervision and enforcement 
of credit contracts, as well as introduction 
of incentives require considerable institu¬ 
tional autonomy and decentralisation. 
Thc.se reforms have to be bank- and branch- 
specific - the management of each public 
sector bank ought to be given the freedom, 
iitid in turn, give the freedom to its sub¬ 
ordinates at the rural branch level to 
profxvse and implement solutions for local 
cu.stomisalion and adaptation of their 
o|K'rations. Tliis is no simple task as each 
unit would have lo .study the area and the 
people it serves; their needs and prefer¬ 
ences for .savings, loans and repayments: 
devi.se incentives best suited to their clien¬ 
tele lo minimise the incidence of default; 
employ local customs, mores and sanct¬ 
ions towards the common objective of 
maximising loan recoveries, etc. In sum¬ 
mary, the orientation ol each rural branch 
has to be that ol the local moneylender 
v'hosc strength lies m his intimate know¬ 
ledge of the lioiTowcr and devising a set ol 
mutually compatible incentives to reduce 
delaiili (e g. inter linking credit contracts 
v'’ilh labour or commodity contracts) 

Institutional transformation therefore 
must begin with recognition ol the fact 
that many ol the public .sector banks that 
have evolved presently into national' 
banks have originated in specific regions 
and to this day retain that identity through 
siall composition and location of head 
('Mice and majoriiy of their branches. For 
example, banks like Syndicate and ('anara 
bank which originated in the south, still 
dominate those regions and would 
cx|Tcclcdly bo more well informed about 
lho.se regions than, lor e g. State Bank of 
Hikanei and Jaipur, whose inlbrmalional 
.idvantage obviously lies in Rajasthan.. 
I'hese facloi s can be iisetl tticombine local 
knowledge along with cost reduction 
associated with local hiring and deploy¬ 
ment of staff Second, comparative infor¬ 
mation advantages would lacilitate rcctig- 
mtion of speed ic regional credit and deposit 
needs that undoubtedly vary across the 
1 . ountry due lo different business practices, 
investment opportunities, etc. The Indo¬ 
nesian transformation shows that design¬ 
ing savings anil loans pnwiucts that were 
v eil suited to the local conditions was an 
important factor in expanding credit acce.ss 
and deposit mobilisation by the rural banks. 

Three, this factor would help tremen¬ 
dously in using socio-cullural factors for 
moral persuasion in debt repayment and 
providing early warning signals for debts 
turning bad. .SiK'ial and cultural practices 
as well as the level of poliiiei.saiion vaiy 
vastly in a divcl^c polity like India and 
the futility of adopting a uniform practice 
in this sphere is self-evident. Knowledge 
of liK-al language, groups, and practices 


would facilitate screening of borrowers 
and avoid adverse selection of borrowers . 
in the pre-loan stage. These institutional 
ehanges will obviously involve a substan¬ 
tial mea.sure ot decentralisation and au¬ 
tonomy in decision-making. I his can be 
successfully married lo the concept of 
accountability by making each branch 
separately accountable fonts perlormattce. 

Final ly. performance incenli ves I or hi »th 
staff as well as bornrwers neetl to be 
introduced. Incentives, however, need lo 
be devised with considerable care and 
caution such that participants benefit Irom 
monitoring. It is clear that there can be no 
whole.sale prescription in this sphere and 
each branch would have to evolve its own, 
pailicularly with relerencc to borrowers. 
Theory tells us that much of the borrower- 
lender relationship is to do with 'hidden 
iniormation' and hidden action' and the 
.solution lies in devising .suitable incen¬ 
tives to overcome these problems. Recog¬ 
nition of this principle has been success¬ 
fully translated into practice by financial 
intermediaries in many developing coun¬ 
tries but IS yet lo germinate in the Indian 
banking sector. Banks here have yet to 
adopt practices thai give incentives to 
borrowers to repay ralhci than dclault; 
they have also yet lo mcoipor.ilc pefor- 
mance evaluation ol siatf linked to indi¬ 
cators like mOlidisation ol deposits, prol- 
its for their branch, loasi lecovciy rales, 
etc. A clear, analytical understanding and 
application of this concept in Indian hank¬ 
ing can actually go a long way m resolving 
onci'flhe most picssuig problems of niral 
branches, i e. systemic ilelaull. 

The Indonesian experience shows us 
that incentives lormcd pari ol .i mutually 
reinforcing set ol design le.iltires. all 
tlirecled at the cmnmoii obiecii ve ol screen¬ 
ing out good hoi rowers Irom bad bor¬ 
rowers at minimum cost | Mosley IW.S). 
One of the key features, i e. market interest 
latcs. have already been introduced in 
India and obviously apply universally. 
F.x|vcctedly. this would not only discour¬ 
age unsound projects and attract genmne 
borrowers but also provide cross¬ 
subsidisation tor government sponsored 
pmgrammesthat areioconliniie Likewise, 
the need tor simplified loan appiaisal 
pniccdiires has been recognised and so¬ 
lutions propo.scd in the recently submitted 
Gupta (’ommittec Report on Agricultural 
Credit. But some featuresoftbe Indonesian 
incentive structure sui h as very short 
repayment intervals lor loan instalments, 
laciliiies lor repayment at or iieai the bor¬ 
rower's premises lo reduce the borrower's 
transactions costs and provide the lender 
with early warning of potential problems 
in repayment would require customisation 
to .suit local conditions and pieterences. 
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Designing and establishing incentives 
at (he level of each branch would require 
knowledge and understanding of concepts 
and objectives by both managers and stafi. 
Obviously a key requirement here is train¬ 
ing to adapt and reorient personnel to 
en.'ible (hem to undertake this task. This 
is an urea critical to institutional transtor- 
ination since many of the problems are 
associated with managerial iiieompelence. 

The .structural similarities between the 
Indonesian and Indian financial systems 
and (he commonalty Ix’tween financial 
reform objeciives indicate that there is 
much to be learned Irom the (ranstorma- 
tion of the Indonesian rural financial 
institutions. I'he latter country’s experi¬ 
ence shows that reforming rural financial 
institutions need not neces.sarily entail 
privatisation or closure: existing in.stitu- 
tions cun be icibrmed without incurring 
painful human costs a.ssociated with in- 
.stitulional closure. 

Notes 

|Thc vievvx isprcssod heic howcvci .uc llu- 
aullior's nun jiuI mu iit the iiisliliilion lo which 
she holonjis I 

1 Hcrciilici icIcMcd id hi Ihc lest .ts NCI |W8) 

2 rhuiiiiiiiii.M N.ii.isiiiihaiii Hca'al'lei lelcired 
ID Ihc tcsi as Cf'.S (IWl) 

I For a dclailcd hisioriial accoiinl. scc 

(■oldsiiiilli I lost I 

4 In I'MIi Ihc Ihiec laipcsl cities and Icadiii),' 
linancial ccinics vi/. Roiiihay. ('alcnila and 
Madras loecihc! Inut oiic cii.’hlli ol all h.ink 
olliccs. many ot the siiullcr niics and piuc- 
ttcally all r illapcs wcie wilhoul a i oiniiK'rcial 
bank olliLC |il Cioldsinilh IdXt) 

.S Thus 2 I (lei ccni o( adv.imes ol scheduled 
coiiimeu nil lianks were made lo aprictilliirc 
m l‘)S| with mdiisiiy ami coimiieii.e iigjiie- 
gatine tts .md St | (x;r cent ivs|)eclively 
(Soiiii I Kcpoii on 'I'lends and Progress in 
Banking in liuli.i Kill: \niUHil KHI. 

vniiotis issues) 

6 The mimhci ol limciioninp Indian hanks came 

down liom t2s m IWiO lo 04 at the end ol 
I0<S5 HH! Htdietin, llclober 1066) 

the gioiip ol smaller inon-schediilcd) hanks 
almosi disapix.ucd as a lesull ol iiieigers with 
Ihc i.irgci h.inks a^ liom (he point oC view 
ol liiianci.il sirength. il weic Ihc smaller banks 
Ih.il did mil meet Ihc newly laid mmiimim 
etficiency ciiiciia Ciliosh (I'I70| has pointed 
out dial covei.ige ol scmces ollcicd by 
commercial hanks also declined consequently. 
as the sinallei hanks accounted lor the hulk 
of honower iiccouiils. i c. personal uccuiinis. 
commerce and agiiculliire. decline m llic 
iuiiiiIk'i ol which was .specially inaikcd 

7 RR! RiilU'iiii (Ocloher 1066 pp l|S|.S7) 

K Cihosh (1070 SO) 

0 RRI Hultfiiii (Siippleinem. July 1070) 

10 This I'ollows liom low incomes and iheiclore 
a low inaiginal piopeiisily lo save (Pondil 
1001 linds empiiical support loi this hypo¬ 
thesis lor Indian dala) On tlw boirowmgs 
side ihorc is a picponderaiicc of agricullural 
borrowcis that makes the hanks' as.sels port- 
tolio loo nsks given Ihc covariani risks 
alliiclicd lo .igiicohiiral loans 

11 (’RS (1001 74 7S) 

12 Ibid, p 71 

1.4 NC’ (IWS : I) 


14 CF.S (IW1:34) states that ..perhap Ihc single 
most iinpurtani cause for the...increase in 
eKpenditurc has been the impact of Ihc 
phenomenal expansion in hanking." NC 
(lOOK) also reitcralisi (his opinion 

15 In die nbsenec of any intenncdiatiun. lenders 
and bomiwers would have to seek each other 
out individually, incumng .substantial search 
costs and risk premium. This would have the 
eftcct ol driving a big wedge in borrowing 
and lending rates. re.sutting in loss ol 
consumers’ surplus in (he form of consumers 
lulling to receive the market-clearing intea’.st 
rale on Iheir loans and deposits and an 
additional welfare lo.s.s of some consumers 
(lisuppeamig from the market altogether. 

16 Thi.s IS the producers’ surplus enjoyed by Ihc 
private agent, i u. die difference between ihe 
price he receives and the marginal co.st of 
producing that unit Thu larger this wedge. 
Iiigher would he his profils 

1 t The impiicl of the banking .sector on savings 

K'havioiir in Ihe Indian economy has been 
demonslralcd by inosi econometric studies on 
ihe suh|ect Fry (IOXX)cstiinutes that over the 
IK'iiod l‘)6l-XI. increased bank branch prox- 
imily exerted a suhslantial influence on Ihc 
iialioiial saving rule in India, by a.s much as 
4 7 percenluge points Krishnoswainy cl at 
IIVX7) found ihni increased hanking lacilMies. 
measuied by population per unit bunk branch, 
had a signilicani and considerable impact on 
Ihc savings rate Pundil I I9‘)l) too lound the 
spiead elTecI of bank brunch expansion to he 
positive and significani in explaining die 
savings rale Finally. C'hakrjvany [RBI I9XS| 
has poinicd out Ihe important role of hanking 
inlraslriiclurc in acecleralion of ihc savings 
lale from seventies onwards. 

IK Thiagaraiun (I97S IK2()-2I) has pomied oiil 
dial moie than halt of the financial surplus 
niohilised in rural ureas is loaned in dilfereni 
iiihun markets in India us a result of the 
hranching |x)ltcy 

19 The primary source of hanks’ balancc-sheci 
infill Illation is the SutliMKiil 'lables Keltiiuif; 
m RiiitLt III /fir/Kipuhlishcrl by the KBI These 
lables however do not classify hulance-shuels 
by branch categories lo enable a detailed 
study on Ihe siihiecl 

20 12 77 per cent, followed by metro (12 3.3). 
uitian III 90) and semi-iirhan (II 74) |x:r 
ceni respectively 

21 4 40 per cent followed by mciro (3 41). urban 
(4 40) and semi-urhun (3 17) per cent 
icspccdvely. 

22 2 36 pel cent Men o branches hud Ihe highest 
profit ratio at 2 82 per eem. Ihe hank’s overall 
average was 2 32 |ier cent 

2 4 CFS !I9<)1 73) 

.’4 NC (1908 24) 

23 CRS (1991 73) 

26 Ibid, p 73 

27 NC (1998 4) 

28 The CF.S model hud conceived a rural banking 
siruclure as a (mirth Her which could 
combine effectively Ihc advantages of the 
local characlcr of die RRBs and Ihc financial 
slivngth and orguni.salional and managerial 
skills of the comiiHirciut hanks. .il would he 
advu lageous lor the sponsor hanks to 
segiegali' the operations ol dieirniral branches 
Ihrough the tormulion ol one or more suh- 
sidiunos. depending onthcstxe.udmini.stradvc 
coiivemencc and business a.s.scssinent of each 
sponsor bunk. Each subsidiary should have 
a compaci urea of operations. This would he 
puriiciilurly ilcsirahtc fn.in die |H)int of view 
of iceruitmenl and deployment of inimpower 
apart from providing die needed thru.st to 
husincss operalions and cffcclivc improvc- 


* ments in the control, supervision ant 
information systents" [CP.S 1991:76-771. 

29 NC (1998 62). 

30 Ibid, p 51 

31 Ibid, p 62 

.32 Repnrt nn Tretub atul Priiftreiis in Batikmf 
in huUu. l<m-97 (RBI, 1998. pp I3I-.42) 
33 Ibid, p 131 
.34 NC (1998:26) 

35 The Incalion of the BRI unit rfe.sri.t is similai 
to the rural branches of Indian public sectoi 
bunks: equivalent lo die block level and locaiec 
close to agricullural activity. The .size of t 
typical rural branch is roughly (he same ai 
a mi! de.sii in terms of assets, deposits an 
approxiniulely Ihe .same size or larger (foi 
Indian banks) 

36 Executive Summary ot (he NC Report releasee 
to the press on Apnl 23. 1998. par 22. 

.37 NC 11998:27) 

38 Ibid, p .39. 

49 Ibid, p 39. 
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Rural Credit Delivery: Performance and 
Challenges before Banks 

V Puhazhendhi 
B Jayaraman 

Development of the rural credit delivery system in the country has metamorphosed from monopoly of co¬ 
operatives to the induction of commercial hanks and establishment of regional rural banks for improving 
the outreach and ensuring access to credit in rural areas. With the implementation of financial sector reforms, 
the accent is on ensuring the financial health of the system. Innovations in rural credit delivery had an 
impact on agricultural production and reduction of poverty due to increa.sed flow of credit. Accelerating 
the pace of capital formation in agriculture, infra.structure development with focus on transportation and 
marketing, ensuring credit discipline will enable the rural sector to absorb more credit from institutional 
sources. The focus should be on strategies that are required for tackling Ltsues such as sustainability and 


viability, operational efficiency, 
development. 

ENSURING access to credit in the rural 
ireas for augmenting agricultural 
sroduciion, alleviating poverty and 
mproving the efficiency of the rural 
:redit delivery >Nystem has been an area 
3f focus in the planning process in our 
:ountry. Various measures initiated to 
mpnwe the outreach of credit institutions, 
resides enhancing capital formation and 
iroduction in agriculture, have been 
n.strumental in alleviating poverty in the 
;ouniry. The changing economic scenario 
:ouplcd with emerging segmentation of 
he rural credit markets pose new 
:hailengcs to the rural credit delivery 
iystem. Financial sector reforms which 
>eek to minimise governmental controls 
>n credit institutions, impose stringent 
recounting norms and give freedom to 
ranks from mandatory rural lending may 
create conditions not auguring well for 
“Ural development, especially for the 
/ulnerablc sections. Nevertheless, credit 
vill continue to play a crucial role in 
lecuring the objectives of high gnrwth 
ate, doubling of foodgrains production 
n the next decade, eradication of poverty 
md unemployment, especially of women, 
levelopment of rain fed areas on a 
ivatershed ba.sis, etc, as enunciated in the 
vlational Agenda for Governance and in 
he draft Ninth Five-Year Plan docu- 
nent |GOl 1998J. This paper reviews the 
rerformance of the rural credit delivery 
iystem in three focus areas of the rural 
:redit markets, viz, agricultural, non¬ 
arm sector activities and poverty 
illeviation and the challenges that the 
>anks are likely to encounter in the 
lext decade. The paper also suggests 
itrategies for overcoming these 
ihallenges. 


recovery performance, small farmer 


1 

Performance of Rural Credit 
Structure 

The development of the rural credit 
delivery system had three distinct phases. 
The first pha.se (1904-1969) was 
characterised by the monopoly of the co¬ 
operative credit institutions while the 
second phase (1969-1991) witnessed an 
expansion of the network of credit insti¬ 
tutions in order to improve the access of 
the rural population to institutional credit 
and other banking facilities even in the 
remotest parts of the country. This phase 
was marked by the induction of the 
commercial banks into the rural credit 
delivery system through their nation- 
ali.sation in 1969 and the setting up of the 
Regional Rural Banks (RRB) all over the 
country, beginning in 197.5, to provide 
low cost banking facilities to the weaker 
sections of the society. The number of 
branches of commercial banks which was 
5.175 in 1969 increased manifold to46.964 
in 1997 while the RRB branches were 
14.463 (1997). Simultaneous with the 
expansion of branch network, several 
measures were also initiated with a view 
to streamlining the delivery of rural credit. 
Such measures included (a) Lead Bank 
Scheme and preparation of District 
Level Credit Plans (DCPs), (b) Village 
Adoption Scheme, (c) opening of specia- 
li.sed branches for agricultural lending, 
(d) service area approach, etc. The third 
phase (1991 onwards), coinciding with 
the introduction of the financial sector 
reforms, is an attempt to transform the 
credit in.stitutions into organisationally 
strong, financially viable and operationally 
efficient units. Viewed from a different 


coverage and balanced .sectoral 


perspective, the period between 1969 anc 
1982 saw the rural credit in.stitutinm 
focusing on augmenting and stabilisinf 
agricultural production while the penoc 
from 1982 focused on reducing povert) 
(through IRDP and other programmes, 
and creating employment opportunitiet 
with emphasis on financing non-farnr 
sector activities. 

'Ute outreach of credit for agriculture 
has expanded significantly over time. The 
total short-term credit flow (in nomina’ 
terms) had increased fnim about Rs S8S 
crore in 1970-71 to Rs 17,691 crore ir 
1996-97 (provisional) while the term credii 
given for financing investment activitiet 
by the farmers increa.sed from Rs 22S 
crore in 1970-71 to Rs 10,962 crore ir 
1996-97 (provisional). Tlic growth in short¬ 
term credii to agriculture was I l.8perceni 
during the period 1970-71 to 1981 - 82 bui 
decelerated to 10 percent during the perioc 
1982-83 to 1991-92.' Term credit flow 
showed relatively better growth rate o! 
17.9 and 11.3 percent, respectively, durinj 
the corresponding periods. (Table 1) 
Growth rates (nominal and real) both foi 
short-term and term loans were highei 
during the third period indicating tha 
financial sector reforms did have a positive 
impact on the flow of credit. 

TTie higher growth in the first sub-perio( 
can largely be attributed to the inductior 
of commercial banks and RRBs in a bt( 
way in the rural credit market and launchinj 
of lj;ad Bank scheme in the mid-1970: 
coupled with formulation of DCPs. Thti 
was also the period when the empha.si: 
was on expanding the network of branchei 
and widening of credit. The growth ii 
agricultural loanshad slowed down, excep 
for short term, in real terms during thi 
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subsequent two sub-periods but had 
accelerated during the third sub-period. 
While the improvement in the growth rates 
of credit augurs well for the rural sector, 
an area of concern is the declining trend 
shown by the priority sector lending, 
especially for agriculture loans by the 
commercial banks. Against a targeted 
18 per cent, the proportion of advances to 
agricultural sector under priority sector 
' tending declined from 16.9 per cent in 
I lune I990to 14.3 percent in March 1996. 
' despite including indirect advances for 
! agriculture under priority sector lending 
'< from 1993-94 onwards. Indirect advances 
• as a proportion ot net bank credit con¬ 
stituted 1.3 per cent in June 1990. Thus, 
the decline in priority sector lending during 
the period 1990-91 to 1995-96 was 2.6 
percentage points. However, a reversal of 
the reducing trend has been observed in 
1996-97 (March) when loans i.ssued for 
agriculture con.stitutcd 16.3 percent ot the 
net bank credit (Table 2). A .similar trend 
could also be observed in the ca.se of the 
priority sector lending whose share had 
declined from a peak of 42.9 per cent in 
December 1985 to 36.6 per cent in March 
1995 but marginally improved to 41.7 per 
cent in March 1997 

II 

Impact of Credit on Agricultural 
Development 

FiKXigrain production accounts lor about 
63 percent ofagnculture output and hence 
Its performance, to a greater extent 
influences the level of agricultural pro¬ 
duction in the country. The annual growth 
rate of foodgruins during the last three 
decades worked out to 2.67 percent (GOI 
1997]. Optimum use ot material inputs, 
especially irrigation and fertilisers is a 
nccc.ssary condition for improving the 
production and prixlucti vity of crops. The 
share ot area irrigated by wells (lubcwclts 
and other wells) in the net irrigated area 
increa.sed from 38.1 per cent in 1970-71 
to 52.9 per cent in 1992-93. mainly due 
to bank credit. By the end of the Eighth 
Plan, about 62 lakh hectares of potential 
was created under minor irrigation and 
the utilisation was 58 lakh hectares. 
Similarly, the increase in consumption ot 
chemical fertili.ser during recent times has 
been phenomenal and in.stitutional credit 
has played usigriificant role in lheincrca.sed 
use ot material inputs. While the con¬ 
sumption of fertili.ser per hectare of gross 
cropped area increased by only 18.34 kgs 
(from 13 61 kgs to 31 95 kgs) during the 
period 1970-71 to 1980-81, it increased by 
as much as 35 54 kgs during the lollowing 
decade to67.49kgsin 1990-91 andfurthcr 


^ 74.80 kgs in 1995-96. The production 
performance of agriculture as gross value 
of output (in real terms) had registered a 
marginal improvement in growth from 
1.1 per cent during the first sub-period 
to 1.2 per cent in the second sub-period 
while the value of inputs used during the 
corresponding period had registered a 
growth of 2.5 and 2.6 per cent, re.spec- 
tively. The growth in short-term credit 
was 4.5 and 4.9 per cent during the two 
sub-periods. 

Credit acts as a facilitator and it performs 
the important function of providing the 
hirmers with the requisite control over 
resources affecting production. It is 
difficult to establish a direct relationship 
between credit and output as the former 
facilitates the adoption of technology and 
the level of inputs usage which in turn 
directly influence the production 
performance.^ The impact of credit on 
inputs usage and inputs on output, esti¬ 
mated through a regression analysis, is 
presented in Table 3. The results of the 
regression indicate that there was 
significant and positive impact of credit 
on the level of inputs used, which in turn 
had a significant and positive impact on 
ihc gro.s$ value of output in agriculture 

The increased flow of term credit has 
significantly contributed to the growth of 
capital formation in the private sector in 
agriculture. The estimate private sector 
capital formation (at 1980-81 prices) in 
agriculture and allied sectors had increased 
I rom Rs 2,051 crore in 1970-71 to Rs 6,193 
crore in 1995-%. The growth rate ot capital 


lormation both ifi the pritnde and pubUc 
sector had decelerated during the second 
sub-period but had accelerated during the 
third sub-period (Ttd>le 4). 

Different factors such as improved terms 
of trade in favour of agriculture especially 
during late 1980s and later growth in insti¬ 
tutional credit for investment purposes, 
growth in income (GDP), may also have 
contributed to growth in private capital 
formation. Tlie share of term credit in 
private capital formation, which during 
the first sub-period was about 33 per cent, 
increa.sed to 51 per cent during the second 
sub-period. However, it declined to 26 per 
cent during the third sub-period. On the 
one hand, despite the increase in the relative 
share of credit to capital formation in the 
private sectorduring the second sub-period, 
the growth had decelerated in the private 
.sector while on the other, during the third 
sub-period although the relative share of 
credit had declined, growth in capital 
formation in the private sector had 
accelerated. This rai.ses the widely debated 
issue of complementarity between the 
capital formation in the pnvate and public 
.sectors [Mishra and Chand 1995: Rao 
1994. 1998 and Shetty 1990]. 

Tlic promotion of the rural non-farm 
.sector (RNF.S) through credit has come to 
be increasingly recognised as an alternative 
to providing employment and income 
generation, due to the failure ot the 
agriculture seciortoabsorbthe burgeoning 
labour force in the rural areas. The analysis 
of the data on credit limit to the RNFS^ 
by the commercial banks showed that credit 


Tabu. I. Tri-nd Growth Rates of Flow of Short- Ffrm and Tfrm Loans 

{Per / fnt prr annum) 


Period 


Short-term Credit 

Term Credit 



Nominal 

Real 

Nominal 

Real 

1970-71 to 1996-97 


123 

59 

14 I 

5 t 

1970-71 10 1981-82 


II 8 

4 5 

17 9 

9 2 

1982-83 to 1991-92 


10 0 

49 

II 3 

2 3 

1991-92 10 1996-97 


20 6 

149 

175 

125 


Tabu 2 .Share of Priority Seltor-s in 

Bank CREUir 

{Percent) 

Year 


Aenciilture 

Small Scale 

Other Prionty 

Total Pnority 


Direct 

Indirect 

Industries 

Sectors 

Sector 

June 1969 

1.3 

4.0 

86 

07 

146(441) 

Ilecemhei 1976 

76 

2 5 

130 

26 

25 7 (3.395) 

December 1980 

12 3 

3 3 

16 5 

38 

35 9 (7.888) 

December I98S 

1S4 

29 

19 5 

5 0 

42 9 (20.648) 

June 1990 

169 

1 3 

15 6 

9.0 

42 3 (38.649) 

June 1991 

15 0 

1 0 

15 8 

82 

40 0 (42,093) 

December 1992 

14 4 

1 3 

149 

7 3 

37 9 (46,596) 

December 1993 

138 

1.2 

14 6 

68 

36.4 (49,822) 

December 1994 

130 

1 5 

14 4 

87 

37 4 (57,349) 

March I99.S 

12.3 

1 6 

14.3 

74 

36 6(61,794) 

March 1996 

12 4 

1.9 

160 

75 

37.8 (69,609) 

March 1997 (P) 

13 6 

2.7 

16.6 

87 

41 7(79.131) 


Saif Figures in paicniheses indicate amount (Rs crore) of credit for pnority sector 
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now^hiemued fhnn »level of IU1>2S! 
crorev end-June 1973 to Rs 26,783 crore 
by eilid-March I99S while the number 
of accounts increased from 2.3 lakh to 
43.6 lakh. Despite this phenomenal 
growth in absolute terms, the proportion 
of number of accounts, credit limits 
sanctioned and amount outstanding as 
per cent to the bank credit did not show 
any remarkable change. The growth rates 
computed for the two periods indicated 
that like in the case of agricultural loans, 
there was a deceleration from 14.3 per 
cent (1973 to l982)to 12.6 per cent (1983 
to 1995). 

Credit extended to rural indu.stries as a 
percentage of total credit amounted to 
20.3 percent (a.s of March I991)despile the 
fact dial the rural indusbial sector accoun¬ 
ted for over one half of the total industrial 
units in the country [NABARO 1994]. 
One of the policy options in sucha situation 
was to increase the availability of credit 
through the mechanism of refinance. The 
advent of NABARD^ increaised the 
availability of refinance from Rs 1.25 crore 
during 1985-86 to Rs 617 crore during 
1997-98 while the cumulative refinance 
had gone upto Rs 3,013 crore for the 
RNFS (excluding the ISB component under 
IRDP). The growing importance of the 
RNFS in the loan ptirtfolio of NABARD 
could be judged from the fact that the 
relative share of this sector to the total 
refinance disbursed for invc.stmcnt credit 
increased Irom 3 per cent in 1987-88 to 
nearly 16 per cent in 1997-98. This growth 
could largely be attributed to the 
promotional efforts of NABARD. The 
promotion of the RNFS financing by 
NABARD also facilitated the co-operative 
banks and the RRBs to make available 
credit for this .sector. The co-operative 
banks (SCBs and SLDBs) and the RRBs 
together accounted fora majorchunk (79.3 
per cent) of the cumulative refinance 
disbursed by NABARO till March 1998. 
The trend growth rate in the disbursement 
of refinance to the RNFS by NABARD 
was 35.1 per cent during the period 
1987-88 to 1997-98. The disbursement of 
refinance by NABARD to the RNFS 
commenced from the year 1985-86 but 
because of the low base in the initial years, 
growth rates were computed for the periixl 
1987-88 to.1997-98. 

Poverty reduction through gainful 
employment nr by way of asset creation 
supported by credit for raising the income 
levels of the poor is the cornerstone of the 
IRD Programme, implemented throughout 
the coumry from 1982. Under the pro¬ 
gramme. 52 million families have been 
benefited (till March l99K)and total credit 


tnobiO^ from banks was to the tune of 
Rs 20,;^ crore. The assistance from the 
banks and the subsidy by the government 
had resulted in investment of Rs 32,824 
crore at the ground level (Table S). Com¬ 
mercial banks and RRBs together accoun¬ 
ted for a major share (nearly 85 per cent) 
of the credit disbursed under IRDP while 
the share of co-operative banks was a 
meagre 15 per cent (Table 6). 

The results of the last Concurrent 
Evaluation revealed that 14.8 per cent of 
the old beneficiaries assisted under the 
programme could cross the revised poverty 
lineofRs I i.OOOfat 1991-92prices)while 
50.4 per cent of the families were able to 
cross the earlier poverty line of Rs 6.400. 
Ihe IRDP assets had generated an incre¬ 
mental income of more than Rs 2,000 for 
56.6 per cent of the assisted families at 
the national level. In about 29.3 per cent 
of the ca.<ies, the a.ssets had not generated 
anyincome[GOI I996j. Despitecriticisms 
and difference of opinion on efficiency in 
its implementation, there are no two 
opinions on the programme's success, 
albeit limited, in reducing poverty in India.^ 

A series of evaluation studies conducted 
by various agencies on IRDP documented 
several weaknesses in its implementation 
such as (i) poor quality of assets procured 
by the beneficiaries, (ii) inadequate 
financial assistance including subsidy, 
(lii) lack of inter-agency co-ordination in 
ensuring backward and forward linkages, 
(iv) concentration on a few activities, 
(V) misutilisaiion of loans for meeting the 
consumption requirements, and (vi) inap¬ 
propriate identification of beneficiaries 
and activities. The study also revealed that 
only 3.9 percent of the IRDP beneficiaries 
received training under TRYSEM and as 
much as 47.2 per cent of the TRYSEM 


trained beneficiaries coukl not graduate 
for undertaking economic activities. 
[GOI1996]. 

The recovery performance under IRDP ,. 
was relatively poor (41 per cent as at end 
March 1996) compared to the overall 
recovery performance of the banks. Wilful 
default by beneficiaries (43.6 per cent of 
the sample beneficiaries) expecting loan 
waiver by the government was a major 
factor contributing to the poor recovery 
under IRDP. The other factors included 
lack of co-ordination among different 
implementing authorities, wrong identi¬ 
fication of beneficiaries and activities, 
inadequate follow up. misutilisation of 
loan, etc. The programme also had a 
debilitating effect on the health of the 
financial institutions due to increasing 
proportion of non-performing assets to the 
loan portfolio as a result of defaults in loan 
repayments by borrowers, directives of 
the government to the banks to lend at 
concessional rates of interest leading to 
insufficient margins, fixing of targets, lack 
of freedom in the choice of clientele, etc. 

Despite the ma.ssivc subsidy-credit 
linked programme under IRDP, poverty 
levels in India continue to be high [UNDP' 
1997] and many people still do not have 
accc.ss to formal credit institutions. It is 
this inability of credit institutions to cover 
a sizeable segment of the rural poor due 
to high cost of administering such large 
numbers of small loans as also their 
perceived lending risks (in the absence of 
any collateral), which has prompted a 
number of non-govemmentai oiganisa- . 
tions (NGOs) toenterthe rural credit seem 
by way of organising the poor into informal 
groups for mutual help and benefit. Many 
of these groups have provided credit 
support through their credit institutions. 


TARI.E .1: REGRE.s.sinN Analysis Rlsiilts 


Dependent 

Variable 

Inde|)cndcni 

Variable 

Constant Coefficient Standard 
Error 

R- 

Number of 
Observations 

1970-71 to 1995-% 






fiross value of output 

Grosis value of inputs 

2.67 

0.52 0.03 

95 

26 

<:iros.s value of inputs 
1970-71 to 1981-82 

.ST Credit 

0 8.S 

0.89 0.05 

93 

26 

Cross value of output 

Gross value of inputs 

3.02 

0.43 OW 

69 

12 

Cross value of inputs 
1982-83 to 1995-96 

.ST Credit 

0.73 

0.93 0.18 

72 

12 

fiross value of output 

Gross value of inputs 

2.59 

0.54 0 05 

90 

14 

Cross value of inputs 

ST Credit 

1.18 

0.80 0 14 

74 

14 

TABLE 4: Trend Growth Rates of Capital Formation in AoRinn tore 

(Per rent per annum) 

Capital Formation in 

1970-71 to 1970-71 to 

I99.S-96 1981-82 

1982-83 to 
1991-92 


1991-92 to 
1995-96 

Public sector 

1.0 

8.3 

(-) 5.3 


6.0 

Private .sector 

3.1 

4.5 

3.8 
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liVe are at glorious ninety ... 

Since 1908. Each year we have been experiencing 
the pleasure of participation. Aspiring. Achieving. 
Pursuing, in quest of magic of a century and 
beyond. Hand in hand with you. 

In the golden year of independence we post the 
ninetieth milestone across the fields of endeavour. 
Pulsating for faith and fulfilment. Join the magic of 
the nineties. 

PUNJAB & SIND BANK 

^ (A GOVT. OF INDIA UNDERTAKING) 
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^th a view b evolving supplementary 
credit strategies for reaching theufueached 
rural poor in a cost-effective way, 
NABARD had in 1992-93 introduced the 
pilot project for linking self-help groups 
(SHGs) with banks. The project has shown 
remarkable progressoverthe years. Starting 
from a modest number of 225 groups 
linked in the year 1992-93. the number of 
groups linked with banks, as on March 31, 
1998, stood at 14,283 (76 per cent are 
women groups). Thirty commercial banks. 
94 RRBs and 16 co-operative banks 
participated in the project and disbursed 
Rs 24 cmre as bank loan till March 1998. 
The Small Industries Development Bank 
of India (SIDBl) also launched in 1994 
a scheme for micro-credit under which 
fmwcial support to well managed NGOs 
for on-lending to rural poor with emphasis 
on women for setting up micro-enterprises 
is envisaged. Cumulative assistance under 
the scheme was Rs 8 crore to 72 NGOs 
with a membership of 48,0(K) poor. 


would translate into a higher credit need 
for agriculture production and investment 
activities. Accordingly.thee^maiedcredit 
demand for agricultural development can 
be placed at Rs 46,000 crore in 1997-98 
and Rs 54.300 crore in 2002-03. The 
e.stimated credit flow in the terminal year 
of Eighth Plan (1996-97) was of the order 
of Rs 26,000 crore. Hence, the additional 
resource gap will be Rs 20,000 crore in 
1997-98 and Rs 28.300 crtrre in 2002-03. 

The credit needs of the rural non-farm 
sector which holds promise for weaning 
away the excess working popuittion i n the 
agriculture sector also have lobe satisfied. 
Tlte additional investment required, for 
achieving 8.1 per cent growth rate of em¬ 
ployment in the RNFS by 2001, isesstimated 
to be around Rs 31.800 crore. It is further 
estimated that the formal institutional credit 
support may form about 60 per cent of the 
total credit requirement, ie. Rs 19.200 
crore and the rest may have to be met by 


the informal sectorfKotaiah l998].Furthtf> 
the credit requirements of the members of 
two Irdch SHGs which are proposed to bp 
linked to the credit institutions in the next 
five years will have to be met. 

Viewed against the past performance of 
the banks in the dispensation of credit 
during the plan periods, the challenges to 
the rural credit institutions are enormous. 
The performance (achievements against 
targets) of all banks, including co¬ 
operatives. declined from 89.3 per cent 
during the Seventh Plan period to 86.9 per 
cent during the Eighth Plan period. The 
shortfall in respect of investment credit 
was found to be more in the Eighth Plan 
period. 

The future strategies, in a scenario of 
wide gap between demand and supply of 
agricultural credit, must focus mainly on 
resource mobilisation to meet the growing 
demand of credit. The implementation of 
the financial sector reforms since 1991-92 


Tari.i; .S: Performance unuer IRDP 


III 

Future Expectations from Banks 

The demand for credit in agriculture is 
showing increasing trend due to com¬ 
mercialisation and diversification that has 
taken place in the sector over time. The 
credit needs of the non-farm .sector that 
holds promi.se for the future also have to 
be taken care of Taking cognisance of the 
future potential and demand, the Working 
Group on Agricultural Credit has estimated 
that a total of Rs 2,29,750 crore of credit 
(Table 7) may be required by the agri¬ 
cultural sector during the Plan based on 
4.5 per cent growth in the sector during 
the Ninth Plan period IGOI 1996]. This 
would mean that an annual growth rate of 
16 per cent in the credit flow has to be 
maintained during the Ninth Plan period 
and beyond. To achieve the projected 
demand of credit for agriculture, the 
additional flow over the end period of 
Eighth Plan would increa.se from Rs 9.658 
crore in the first year to Rs 15,607 crore 
in the terminal year of Ninth Plan. The 
estimates of supply of credit, based on the 
deposits of banks, is of the order of 
Rs 72,316 crore during the first year of the 
Plan, i e, 1997-98 and Rs 1.40.722 crore 
during the terminal year of the plan, i e, 
2001-2002.' The estimates of the rc.source 
gap,^ as per the working group, will be 
of the order of Rs 9,658 crore during the 
first year of the Plan and will reach a level 
of Rs 15.607 crore during the terminal 
year. 

With the recent programme of doubling 
die food production in ten years (by the 
year 2008), the envisaged growth rate in 
agriculture would be 6.11 per cent. This 


Year 

Number of Families Assisted 
(lakh) 

Credit Mobilised at Ground Level 
(Rs tn crore) 

Ttmil Investment 
(Rs in crore) 

l9K0-g|| 

IVKI-82) 

.54.41 

756.64 

1,179.9 

l982-8.t 

34.55 

713.98 

1.073.57 

iw-sa 

.36.85 

77.3.51 

1.179.6 

l‘)«4.8.S 

.39 81 

857.48 

1..329.68 

1*18.5-86 

30 60 

730.16* 

1.171.26 

l>)86.87 

37.47 

1,014.88 

1.628.26 

l*)87-88 

42.47 

1.175.35 

1.902.79 

1988-89 

37.72 

1.231.62 

2.(KK).09 

1989-90 

33.51 

1.220.53 

1.985.96 

1*190-91 

28.98 

1,190.03 

1.998 89 

1991-92 

25.17 

I.I33 26 

1.9.34.25 

1992-9.1 

20 62 

1.021.12 

1.715.28 

1993-94 

25.18 

1.408.44 

2..365.09 

1994-95 

21.15 

1.4.50.58 

2.458.89 

199.5-96 

20.90 

1,701.33 

2,778.49 

1996-97 

18.93 

1,954.78 

3.086.78 

1*197-98 

16 97 

1.990.68 

3.035.68 

7 dial 

525.49 

20.324.37 

32.824.46 



Tabu; 6: Bank Groupwise Disbursement of Credit niR IRDP 

(Ks in crore) 

Year 

Commercial Banks 

Regional Rural Banks 

Co-operative Banks 

Total Credit 

1982-83 

.540.29 

« 

17.3.69 

71.3.98 

1*18.3-84 

6.3.3.27 

0 

140.24 

773.51 

1*184-85 

721.75 

« 

135 73 

857.48 

198.5-86 

632.29 

0 

97.87 

7.30 18 

1986-87 

892.5 

0 

122.38 

1.014.88 

1987-88 

1.021.69 

0 

1.5.3.66 

l.l 7.5.35 

1988-89 

751.89 

.314.3 

165.43 

1,231.62 

1989-90 

7.36.35 

336.29 

147.89 

1.220.53 

1990-91 

719.52 

318.54 

151.97 

1.190.03 

1991-92 

700.74 

269.82 

162.7 

1,1.3.3.26 

1992-93 

626 

2.5.3.15 

141.97 

1,021.12 

199.3-94 

816.64 

3.50.77 

241.03 

1.408.44 

1*194-9.5 

842.39 

352.04 

2.56.15 

I.4.50..58 

199.5-96 

1.023.35 

.382.21 

295.77 

I.70I..3.3 

1996-97 

1,151.62 

491.7.3 

311.43 

1,9.54.78 

1997-98 

1.193.45 

.504.05 

293.18 

1.990.68 

Total 

13.003.74 

3,572.9 

2.991.09 

19.567.75 


Sole * included in commercial banks. 
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also appears to have had an impact on the 
flow of credit to the various sectors of the 
rural economy. The prudential nonns of 
accounting like capital adequacy, income 
recognition, provisioning and the 
possibilities of reduction in the share of 
'directed credit' as a part of the financial 
sector reforms are likely to have far- 
teaching implications for micro-credit 
and credit institutions. Data on recent 
disbursements to the priority sectors by 
commercial banks show a declining trend 
indicating that thc.se banks are likely to shy 
away from lending to sectors which are 
perceived by them as high risk borrowal 
accounts due to high tran.saction costs and 
delinquency in repayment of loans. A 
le.sson learnt from the Indian experience 
is that commercial hanks arc not likely to 
expand their lending portfolio on their 
own unless directed to do .so. 

IV 

Issue.s and Strategies 

Financial intermediation has become 
complex covering a broad spectrum of 
activities ranging from micro-credit at 
lower end to corporatc/market instruments 
at the higher end. The complexities of 
financial intermediation necessitate 
specialisation both in terms ot organisa¬ 
tional rconcntation and upgrading the ski lls 
of Its personnel to deal effectively and 
efficiently with such activities. The finan¬ 
cial sector reforms being implemented in 
the country, coupled with the speciali¬ 
sation required in tinancial intermediation, 
rai.se many important issues that need to 
be taken cognisance ot to ensure a sus¬ 
tainable and elfective rural credit delivery 
system. Some of Ihe major is.sues are as 
follows. 

Susiainahtlitv and Viahilitv 

Sustainability implies that a credit 
programme is to be so directed as to con¬ 
tinuously mirease the capital base ol 
intermediaries to sustain lunhcrcxpansion 
of their lending business on a long-term 
basis. In order to he sustainable, the credit 
institutions arc required to have .sufficient 
margin between lending rates and the cost 
ot funds raised lor lending, to cover non- 
financial transaction costs. De.spite the 
impressive gams made by the rural credit 
delivery system in terms of re.sources 
mobilisation, geographical coverage and 
tunctional reach in last two decades, there 
has been a detenoiation in the financial 
health of ihc credit institutions. The 
emphasis on quantitative targets has 
resulted m poor quality of lending, which 
in turn adversely atlectcd the viability of 
the structure il.sell. Implementation of 
government sponsored credit linked 


|K>veity alleviation programmes with high' 
transaction cost and default rate, and 
undertaking public distribudon system 
(PDS) by co-operatives, affected the 
viability of rural lending [Puhazhendhi 
1996], The ACRC recommended that the 
minimum lending rate to be charged by 
TBs. RRBs. SCARDBs and PACS was 
to be 14.3 per cent, 16.4 per cent, 12.8 
per cent and 13.9 per cent, respectively, 
at the then prevailing costs and business 
levels (1986-87) [RBI 1989], A limited 
analysisoftheoperatingandnetmargins of 
the SCBs indicated that during 1996-97, 
asmany a$21 of the 28 SCBs had operating 
margins of less than 2 per cent while the 
net margins was less than I percent. Most 
of the SCBs in the north-eastern region 
had negative net margins ranging from 
5 to 13 percent [NABARD 1998b]. The 
application of prudential norms to the 
co-operatives from 1997-98 is likely to 
further reduce the margins. The average 
net margin in the ca.se of RRBs deteriorated 
from (-) 2.54 per cent to (-) 3.72 per cent. 

The two options available to the credit 
agencie.s to b^ome viable are (i) tncieasing 
the volume of business with the existing 
iiitere.st rate structure and (ii) charging 
hreak-even level of interest at the existing 
level of business. This brings us to the next 
question: What interest rates should the 
institutions charge on their loans? Often 
II IS argued that adequacy and timely 
availability of credit is more important 
rather than its price and, therefore, a hike 
in interest rates is indeed justifiable. In 
tlic Indian context, however, where the 
intere.si rales were deliberately kept low 
(till 1991-92) under the admini-stered 
regime to promote agricultural develop¬ 
ment the outcome ol a sudden hike in 
interest rates, especially its impact on the 
demand for credit is not known in the 
absence ot specific studies. Despite total 
deregulation of interest rates, co-operatives 
and RRBs are not in a position to charge 
tlic.se rates because of the compulsions of 
the prevalent financial market. The 
commercial banks, being the market 
leaders, could .set the interest rates which 
the other credit institutions may follow. 
Viewed against the inflation rates in the 
recent years, existing interest rates appear 
to be high and. therefore, increasing the 
intciest rales may not be feasible. Further, 
the traditional farming nature with high 
degree of nsk reali^s low rate of return 
and lienee increasing the rate of interest 
may tend to be counter-productive. A hike 
in interest rates has to be in tune with what 
the rural credit market is able to bear given 
the returns from investments in agriculture 
and other rural activities. In any case, 
interest rates based on high costs of 


prewiding services oue to tnentciency 
cannot be justifled. Thus, the only option 
available is increasing the operational 
efficiency of the credit institutions through 
increasing the volume of business and 
cutting the transition and risk costs. There 
is scope for increasing the volume of 
business without adding to the costs of the 
credit institutions as there are economies 
of scale [Desai 1996]. 

Operational Efficiency 

Mere raising of interest rates is not the 
only way of achieving sustainability by the 
credit institutions. Withinthebroadmacro- 
economic framework, sustainability also 
has to be aimed at through improving 
productivity of bank employees, efficient 
fund management, maintaining financial 
links, better record-keeping, collecting and 
maintaining appropriate information, etc. 
All these tend to reduce the transaction 
costs significantly. The closer the system 
is to customer target groups, the more 
efficient it can become and as a result be 
able to lower the cost ot credit. Since 
different partners in the process of financi^ 
intermediation comprising borrowers and 
credit institutions bear transaction costs of 
different magnitudes, a partial transfer of 
transaction costs to borrowers or NGOs 
may help to reduce the burden on f ^nancial 
intermediaries and increase their viability. 
Transaction costs may also be sharply 
reduced and access to financial services 
for new customers belonging to target 
groups may be expanded by financial 
innovations, such as formation of borrower 
groups, the useof computensed accounting 
and monitoring systems. 

There are severalotherco.st lactors which 
should not he lost sight of especially while 
considering the turn-around of financial 
institutions. Human resource development 
and staff motivation, financial product 
development during (he pilot phase and 
development of new f^nancial instruments 
are some of these costs. Strategies may 
have todevised toenabic credit institutions 
to meet these costs till they attain opera¬ 
tional sustainability. NABARD provides 
grants out of Co-operative Devdopment 
Fund to selected co-operative banks for 


Tabi c- 7 Estimates of Dfmand for Credit 
oimiNG Tim Ninth Plan 

(Kx crore) 


Year 


Demand 


Short-terra 

MT/LT 

Total 

1997-98 

22.500 

10,875 

33.375 

1998-99 

25,6.50 

12.995 

38.645 

1999-2000 

29.250 

I5..530 

44,780 

2000-01 

33.500 

18.608 

52,108 

2001-02 

38.500 

22,342 

60,842 

Total 

149.400 

80.350 

229.750 
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suet purposes and to RRBs from out of 
othdr promotional funds. In the long-run. 
however, institutions should be in a 
position to bear this cost from their own 
operational surplus. 

Recovery Performance 

The build-up of overdues has serious 
implications, since a large number of 
farmers who are still outside the purview 
of institutional credit suffer on account of 
non-availability of credit The overdue 
position of different entities of rural credit 
delivery structure show that it has been an 
all pervasive phenomenon across different 
agencies. Co-operatives are a shade better 
than RRBs and commercial banks in the 
recent years in terms of overdue rates 
(Table 8). 

Political intervention, dcriciencies in 
loaning procedures of the credit 
institutions, especially those pertaining to 
appraisal, supervision and control have 
also contributed to the malady of high 
overdues {Desai 1990, Desai 1996j. Poor 
credit discipline and consequent build-up 
of overdues over the years have severely 
restricted the recycling of iunds by rural 
credit institutionsand thereby leduc^ their 
ability to sustain their credit operations. 
The high overdues have also impaired the 
eligibility ofthecredit agencies foravailing 
of rennance facility from the higher tiers. 
This is particularly so in the case of RRBs 
and the co-operatives which heavily 
depend on NABARD for their Icndabic 
resources. Mounting overdues not only 
increase the ri.sk but also result in increasing 
the tran.suction costs for effecting recovery. 
Ageing of overdues has added another 
dimension to the problem since these are 
to be cla-ssificd as non-performing assets 
(NPA) of the banks and provisions have 
to be made accordingly. The NPA of 
commercial banks constituted 18 per cent 
of the total outstanding advances and in 
case of the RRBs it was 36 per cent (as 
at end-March 1997). In ca.se of the co¬ 
operatives, overdues more than three years 
constituted 23 per cent ofthe total overdues 
for central co-operative banks and 31 per 
cent for SCARDBs (end June 1997) [RBI 
1998J. This has happened despite the fact 
that a .sizeable amount of (tverdues was 
written-off under the Agricultural and 
Rural Debt'Relief Scheme, 1991. Wilful 
defaults whichconstitutea large proportion 
of the overdues are due to the perception 
of the borrowers that credit is dispensed 
due to political directives and as a result 
of the bankers’ empathy with the 
borrowers. Unless banks strive hard to 
change this perception through building 
up appropriate rapport with rural borrowers 
and closely monitor the end-u.se of loans. 


the recoveries of bank loans may not 
improve. Another solution to this malady 
is through providing more autonomy to 
the lending institutions and at the same 
time making them accountable for their 
financial results. Poor response to the Crop 
lasurancc Scheme and loss-making opera¬ 
tion of the same have also contributed to 
non-wilful defaults. There is. therefore, a 
strong need for an effective relief mecha¬ 
nism to encourage institutional credit for 
micro-enterprises in agriculture and other 
economic activities in rural areas. 

Risk Fund 

In this context, the creation of a broad 
based Risk Fund may facilitate in taking 
care of the risks associated with natural 
calamities and failurcof crops whichcould 
result in non-wilful defaults. The govern¬ 
ment of India, state governments, central 
financial institutions and banks could 
contribute to the fund. The constitution of 
a National Agricultural Credit Relief and 
Guarantee Fund was one of the recom¬ 
mendations of the All-India Rural Survey 
Committee for boosting agricultural 
lending. The ACRC and the Working 
Group also .suggested the creation of such 
I und. This will be in addition to the exiisting 
National Rural Credit (LTO) Fund and 
National Rural Credit (Stabilisation)Fund 
maintained with NABARD. 

Small Farmer Coverage 

Access of small and marginal farmers 
to credit is limited due to several 
institutional and non-institutional factors 
(Majumdar 1995,1996]. Not only is there 
need to provide access of credit to marginal 
and small farmers but their capabilities in 
adopting innovative technologies need to 
be built up. This would entail that banks 
not only provide access to credit but also 
render technical advice. In other words, 
a 'credit +’ needs to be adopted by the 
banks to improve the credit absorption 
capacities of thisclientcle and in effecting 
recovery of loans. This would require the 
revival of the concept of ‘Farm Clinics’ 
or ‘Krishi Cyan Kendras*. The recent 
suicides by farmers in various parts of the 
country underscores the need for such an 
approach. 

The innovations experimented in micro¬ 
credit delivery using informal groups (self¬ 


help groups) and non-go vemmentagenciett!^ 
(NGOs) as both financial and/or nop*.'; 
financial intermediaries must be replicatral 
for higher outreach of credit for agriculUirtd'' 
development. Encouraging corporate- 
bodies to enter into contract farming with; . 
small and marginal farmers will not only, 
enhance the credit flow but also to some. 
extent ensure effective recycling of funds. 

Distortions in Suh-Sectoral 

Credit Flows 

The sectorwi.se flow of term credit from 
institutional sources during 1997-98 
revealed that the major share of credit 
disburaed was for farm mechanisation (28 
per cent) followed by RNFS (16 per cent) 
and minor irrigation (13 per cent) 
[NABARD 1998]. This trend indicates 
that the lending by banks was by and large 
security oriented with anticipation of 
regular and assured income. Sectors allied 
to agriculture such as poultry, fisheries, 
etc, and non-farm activities were given 
relatively less priority in the loan portfolio 
of institutional .sources. From the supply 
point of view, institutional agencies prefer 
to finance activities which have quick 
maturities and risk of default is relatively 
less than long gestation projects. Further, 
contribution to environmental u pgradation 
through agro-*forcstry, plantations and 
horticultural projects do not get factored 
in the viability analysts. 

On the demand side, prospective 
beneficiaries are also weary ol availing 
credit for such activities in view of the 
long gestation period involved, adding up 
to the interest burden without com¬ 
mensurate returns in the initial years. 
Hence, credit flow for long gestation 
projects is rather subdued. This is clearly 
brought out by the decline in the availment 
of finance for tea plantations. A dual 
interest policy, therefore, will have to be 
adopted for two groups of sub-sectors 
within agriculture - one repre.senting 
normal activity with low gestation and 
minimal risk of failure and the other 
representing investments which are prone 
to high risk coupled with having long 
gestation. Rate of interest to he charged 
for latter group of investments would 
have to be lower. Elongated repayment 
period than at prc.sent may also help to 
boost the demand for these investments. 


Table 8; Pkotoriion of Ovfrdues to Demand, Aciencywisf 


Agency 

1992 

199.3 

1994 

1995 

1996 

1997 

tXXTBs 

34 

.32 

.32 

.30 

31 

.31 

SLDBs 

50 

48 

4.3 

38 

39 

.31 

RRBs 

60 

. 59 

54 

49 

39 

43 

CBs 

46 

44 

44 

43 

39 

NA 


Soun ^.'Reserve Bank of India. various issues of Hepttn »n Currency and Fimince. Volume I for 
commercial banks and NABARD publications on co-operative.s and RRBs. 
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liutituUonalisatton ot wasteland develop¬ 
ment programme by involving quasi- 
government agencies/cOTporate bodies for 
developing vast stretches of publicly 
owned wasteland, will also give a big 
boost to the credit flow in this sub-sector. 

Priority Sector Allocation 

Recent policy changes in utilisation of 
priority sector allocation for Rural 
Infrastructure Development Fund (RIDF) 
byCBs. though a welcome .step, may further. 
contribute to shortage of credit flow for 
agriculture since the CBs may prefer the 
latter due to safety i n loaning. Hence, there 
is a need to review the process of priority 
sector allocation norms and a .suitable 
system must be evolved which should take 
care of both avoiding the shortfall in 
agriculture loans and improve infra¬ 
structure development. 

Flow of Credit to Hi-Tech/Export- 

Onented Projects 

Flow of credit to hi-tech projects has 
always been in tune with the demand. 
Presently there has been a sizeable decline 
in financing of such units for a variety of 
reasons. Thc.se projects, e.specially export- 
oriented units, are found to .suffer on 
account of low productivity, poor quality 
control, inadequate export price realisation, 
lack of infrastructure, marketing pnd^lems, 
etc(NABARD l9971.Toreversethe decline 
in the flow of credit to hi-tech agriculture 
sector, the major i.ssues which may have 
to be addres.sed are (a) appropriatene.ss of 
the imported technology for Indian con¬ 
ditions. (b) credibi lity of the collaborators, 

(c) buyback arrangements for produce. 

(d) dissemination of market intelligence 
by governmental agencies, (e) streng¬ 
thening the infrastructure and support 
systems, and (f) consultancy support for 
new entrepreneurs. This also emphasises 
the need for upgrading the skills of the 
bank staff to properly apprai.se the projects 
relating to hi-tech/EOUs, so that all risks 
are accounted for in the appraisal system. 

In conclusion, accelerating the pace of 
capital formation under public sector, 
ensuring remunerative prices for agricul¬ 
tural produce, infrastructure development 
with focus on transportation, marketing 
and other post harvest facilitie.s. etc, will 
enable the rural sector to ab.sorb more 
credit from in.stitutional .sources. Ensuring 
credit di.sciplinc through a ban on loan 
waivers would help in effective recycling 
of funds and creating aconducive environ¬ 
ment for lending. Financial institutions 
and various government departments have 
to work in a co-ordinated mannerto address 
the above issues for ensuring greater flow 
of credit to this sector. 


Notes 

1 Growth rates were c-stimaied for three sub- 
periods, viz. t970-7l to 1981-82, 1982-83 to 
1991-92 and 1991-92 to 1995-%. The nm 
tub-period to assess the impact of nation¬ 
alisation on credit flow and the second sub¬ 
period to assess the impact of the establishment 
of NABARD with a mandate to channelise the 
flow of institutional credit to rural areas wMIe 
the third sub-period coincides with the 
implementation of the financial sector reforms 
in the country. The number of observations 
being inadequate for the third sub-period, the 
results could ot best be treated os indicative. 
The growth rates were computed using a semi¬ 
log function, i e. Ln Yt = a bt. The nominal 
values for short-term credit were ctmverled to 
real terms (1980-81 prices) by using implicit 
deflators derived from value of inputs us^ in 
agriculture while in the case of term loons, the 
implicit deflators for capital formation for 
agriculture and allied sectors in |»ivate sectors 
given in the National Accounts Statistics. 1998, 
published by Central Statistical Organisation, 
New Delhi. 

2 Credit from both formal and informal sources 
isusedinagricullural production. Since reliable 
data on credit extended by informal sources 
arc not available, any attempt to establish the 
relationship between short-term credit dis¬ 
bursed through institutional agencies and 
agricultural output is likely to result in over- 
estimation of the impact of credit. Not¬ 
withstanding the limitations, an attempt was 
made to assess the impact of credit on agri¬ 
cultural output and use of inputs. Time .series 
data for 22 years from 1973 to 199.5 for the 
identified variables were used for the analysis. 
The data on value of inputs used excludes the 
wage component. 

.t In the absence of data separately on the credit 
flows to the RNFS, data on credit flows to 
artisans and craftsmen as well as other small- 
scale .sectors by the commercial banks have 
been taken as aproxy and analysed for the 
period 1973 to 199.5. Data have bran compiled 
from Banking Statistics. / 972- / 995. published 
by the RBI. 

4 SIDBI was established in I99(> as another 
channel of reftnance for the RNF.S. Data on 
the extent of refinance and direct finance by 
SIDBI to rural units is not separately available. 
Further, SIDBI refinance operatioas ore largely 
concentrated in urban and semi-urban areas. 

.5 The Planning Commission estimated the in¬ 
cidence of poverty at 37.4 per cent in 198.3-84 
and 29.9 per cent in 1987-88 while the Expert 
Groupon Estimation of Proportion and Number 
of Poor, estimated the incidence of poverty in 
1983 as 44.8 per cent and 39.3 percent in 
1987-88. For the period between i987-88 and 
1993-94. while the Planning Commission 
estimated that the popu lation below the poverty 
line declined by 2.89 percentage points, a study 
conducted by (3angopadhyay. et al.of the Indian 
Statistical lastitute, Delhi cstimatedthe decline 
at 6.25 pe-' ;entagc points. Both the estimates 
are based on the methodology recommended 
by the Expert Group. 
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Institutional Change in India’s Capital Markets 

Ajay Shah 

A n attempt is made in this paper to understand thefunctioning ofcapital markets in India from the perspective 
of the need to strengthen the financial sector. A well functioning market is defined as one which performs 
the information processing function effectively and thereby channels capital wisely. This abstract picture 
is linked up with Indian institutional realities and contemporary debates about public policy in connection 
with financial markets. 


FROM the early 1980s onwards, there 
has been a shift in India’s economic policy 
regime, away from direct influence upon 
resource allocation by the state, towards 
a greater role for markets. One major 
plank of these reforms has been an attempt 
at developing financial markets as an 
alternative vehicle determining the allo¬ 
cation ol capital in the economy. 

In India, the financial sector (and securi¬ 
ties markets in particular) attracted height¬ 
ened attention from policy-makers in the 
aftermath of the scam of 1992. This led 
to a .set of state initiatives on the equity 
and debt markets in the following years. 
In this article, we primarily deal with 
changes in institutions governing 
securities issued by firms, i e, shares and 
bonds. 

In addition, the problems in east Asia 
in 1997 have led to a heightened appre¬ 
ciation. worldwide, of the vital i mportance 
lor a developing country of a financial 
sector which etlectively processes 
information and wisely allocates 
resources Stiglit/, (1998) describes the 
linancial sector as ‘the brain of the 
economy’. Most policy- oriented econo¬ 
mists have talked about the need for 
nrengthening the financial sector. 

In this article, we seek to understand 
:hc functioning of capital markets in India 
Irom this perspective, where a well 
lunctioning market is defined as one 
which performs the information proces¬ 
sing function effectively, and hence 
channels capital wisely. We seek to link 
ap this abstract picture with Indian 
institutional realities and contemporary 
febates about public policy in connection 
with financial markets. 

I 

Two Alternative Styles 

Market economies use financial mar¬ 
cels to guide resource allocation. Here, 
leaseholds create savings, and firms 
.'ompele in obtaining access to capital. 
Every project proposed by a firm can be 
viewed as an idea to produce certain 
goods using certain technologies (this 
ncludes the choice of raw materials, 


technology and managerial team), and 
financial markets play a major role by 
denying re.sourcc.s to certain projects. 

There are two lairly dificrent appro¬ 
aches which can be adopted in allocating 
scarce savings to the most deserving 
investment projects. 

One style of functioning, called *OTC 
contracting’ is based on direct evaluation 
by intermediaries who process infor¬ 
mation. This is the style .seen in India in 
the traditional financing patterns of IDBI, 
ICICI, banks, etc. In OTC contracting, 
individuals who work for finance com¬ 
panies, such as IDBI. evaluate the merits 
of alternative projccis which appear before 
them, and allocate resources to the projects 
which (they feel) offer the best risk/retum 
tradeoffs. 

The allocative efficiency of financial 
systems based on *OTC contracting’ 
depends upon (a) the information avail¬ 
able to employees of these finance 
companies; (b) the incentives that they 
have to expend energy and effort in pmcc- 
ssing this information well: and (c) the 
incentives that they have to finally make 
decisions based on thciranalysis. In India, 
(he operation ot banks and financial 
in.stitutions is unsatisfactory on all ihc.se 
three counts; 

(I )The inlormation .set which is brought 
to bear upon project evaluation is limited. 

(2) The contractual relationship bet¬ 
ween the finance company and the 
employee is not conducive to maximising 
the quality of information processing, 
especially with government-owned fin¬ 
ance companies. 

(3) Finally, there are external pressures 
which seek to distort funding decisions, 
especially with government-owned 
finance companies. 

These three problems are hardly unique 
to India; they have afflicted banking 
systems world wide, with varying degrees 
of severity ICaprio 19971. Weaknesses 
of information processing by banks played 
a prominent role in producing the east 
Asian crisis of I997and Japan’s macro- 
economic problems today arc partly 
related to the estimated $1 trillion in bad 


loans given out by the Japanese banking 
system. The recurrence of banking crises 
acro.ss time and space suggests that we 
should seek structural explanations. The 
three problems highlighted above are 
concerned with the poor incentives of 
employees of finance companies to pro¬ 
cess information wisely. 

When OTC contracting takes place 
under institutional arrangements which 
inadequately address these problems, as 
is common with public sector banks and 
financial institutions in India, it is asso¬ 
ciated with p(X)r information processing. 
Conversely, we may expect supenor infor¬ 
mation processing when OTC contracting 
takes place under institutional arrange¬ 
ments which generate better incentives 
for employees, /iuch as venture capital 
funds, pnvatc equity funds, and private 
banks. 

The alternative .style of functioning that 
can be adopted by a financial .system 
relies upon securities markets. Here, 
trading on a secondary market lor secu¬ 
rities i.ssued by a firm (primarily bonds 
and shares) determines their price. Firms 
can raise funds by selling additional 
securities, but the price that the newly 
issued securities command will obviously 
be quite close to those that were previously 
issued. The allocative efficiency of 
financial systems based on securities 
markets depends upon the extent to which 
security prices on the secondary market 
reflect the risk and return of alternative 
securities. In a well-functioning market, 
more risky securities should command 
lower prices - firms which seek to invest 
in more risky projects should suffer a 
higher cost of capital as compared with 
firms that embark upon less risky projects. 

A key difference between OTC trans¬ 
actions and exchange transactions lies in 
the fact that trades on exchanges lakes 
place under anonymity. This encourages 
a fwus of information processing upon 
market prices. In contra.st, OTC trans¬ 
actions take place between known 
counter-parties. Political and personal 
motives play a larger role with O'TC cont¬ 
racting 
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This distinction - between transactions 
conducted OTC or through a securities 
market - is of central impoitance in under¬ 
standing the different problems of 
different components of the financial 
system. In this article, we will focus upon 
the ingredients which engender effective 
information processing by securities 
markets. 

n 

Information Processing by 
Securities Markets 

Information processing on securities 
markets is done by a class of economic 
agents called ‘speculators’. Speculators 
form a.s.ses.sments of the fair value of a 
security. ha.scdon information processing 
about risk and return in the future. When 
a speculator feels that the market price 
of a security is low as compared with his 
assessment of the fair value, he buys the 
security, and vice versa. 

The critical feature which fosters 
efficient information processing in 
.speculative markets is incentive compa¬ 
tibility. A speculator works for himself, 
he directly earns profits if his information 
processing is accurate and he directly 
suffers losses if he undertakes trades based 
on poor information processing. This is 
in sharp contrast with the problems faced 
by banks and financial institutions in 
motivating their employees. In addition, 
as Milton Friedman ob.scrved many years 
ago [Friedman 1966), there is an innate 
process of selection through which 
speculators who do poor information 
processing tend to accumulate lo.s.sc.s and 
exit from speculative activities. 

It is possible to have corporate forms 
of organisation in .speculation, such as 
mutual funds or FIIs which do active 
fund management. Thc.se would face 
the same problems faced by banks in 
terms ol motivating employees in 
information processing. In India, around 
90 per cent of the trading volume on 
the equity market comes from indivi¬ 
duals. Hence, the bulk of the speculative 
activities on India’s equity market are 
based on well-functioning incentive 
structures for successful information 
gathering and forecasting. 

When a speculator buys a security 
trading at below its fair value, this action 
tends to rc.storc its price closer to the fair 
value, and vice versa. In this fashion, the 
activities of speculators play an equili¬ 
brating role, pushing security prices 
towards levels which reflect a complete 
assessment of luturc risk and return.' 
The prices produced hy modern securities 
markets are a public good; they can be 


t^nterved at zero cost in newspapers or 
on the Internet. 

Information flows into securities 
markets tend to be rich and diverse, owing 
to the broad-based participation in 
markets. This is in contrast with the 
restricted information flows that chara¬ 
cterise OTC interactions. In the deeply 
interlinked production processes of tlw 
modem economy, a bewildering array of 
apparently unrelated information has a 
bearing upon the future risk and return 
from a security. Speculative markets give 
incentives to a wide variety of agents in 
the economy to obtain these pieces of 
information, and pool them into the 
publicly observed price. Company insiders, 
and the individuals outside the firm who 
directly interact with it, are often a valuable 
source of information when they choose 
to become speculators: they command a 
‘technology’ for obtaining information and 
interpreting it at a low cost. 

In summary, the modern securities 
markets can be viewed as an information 
processing device where ‘workers’ who 
obtain information and successfully 
proce.ss it are rewarded with .speculative 
profits. The self-interest of myriad 
individual speculators in the economy is 
harnessed to obtain information gathering 
and analysis. This structure avoids the 
three problems listed in Section I which 
afflict infonnation processing with OTC 
transactions.^ 

In recent decades, the term ‘market 
efficiency’ [Samuelson 196.‘»,Fama 1970, 
Fama 1991] has been applied to describe 
the state where market prices accurately 
reflect forecasts of future risk and return 
as.sociatcd with alternative securities. 

Ill 

Market Efficiency and 
Transactions Costs 

If speculators are to gather and process 
information in order to obtain forecasts, 
their knowledge and analytical cap¬ 
abilities are obviously important. If we 
treat these capabilities as being fixed, 
then from the perspective of public policy, 
what institutional arrangements would 
maximise the quality of information 
gathering and information processing by 
speculators? 

(1) Legal requirements for copious public 
information disclo.sure. and penalties for 
false information disclosure, would 
improve the information set available to 
speculators, and 

(2) In.stitutiuns in the securities markets 
which impose the lowest possible 
ti ansactions costs upon speculators would 
improve market efficiency. 


second obyedive -rnsiket institu¬ 
tions which minimise tnnsactians costs 
- is a central idea in the normative 
economics of financial maikets. Let X 
denote transactions costs. A speculator 
who buys a security when the price is P| 
ends up spending a little more: P|(l<»-X.). 
Suppose he sells the seoirity when the 
price is at pj; including transactions costs 
he realises only pjfl- ^). In this sequence 
of transactions, termed ‘a round trip', the 
transactions costs add up to X (Pi+Pj). On 
average, we think that P| and P 2 are close 
to each other, so the round trip costs are 
often approximated by IXp. 

A first, direct, consequence of trans¬ 
actions costs is that small mispricings 
(i e, deviations between market price and 
‘fair value') do not generate speculative 
corrections. If a speculator feels that a 
security is worth p and it is trading at 
p,, no trade takes place if Ip, - pl < 2X.p,. 
Hence, the speculative proce.s.s cannot 
correct pricing errors inside the hand 
p, + Xp,. Thus every level of transactions 
costs is as.sociated with a degree of noise 
in prices. This noise has further rami¬ 
fications which could seriously hurt 
market efficiency [DeLong, Shleifer, 
SummcrsandWaldmann l990,Black 1986). 

Suppo.se Ip,- p I > 2X p,, and speculators 
do embark upon profitable trades. In this 
case, the round trip costs (2X1 p,) dimini.sh 
the profitability of speculative activities, 
and serve to diminish market efficiency. 
Speculators would expend smaller re- 
.sources on obtaining and processing 
information in a world with a high X. 

Speculators are not the only u.sers of 
the transactional services of securities 
markets. Trades which are not motivated 
by the objective of obtaining speculative 
profits are called information-less trades. 
Information-less users need to convert 
funds into securities or securities into 
funds for rea.son.s external to market pnees. 
A common example of information-less 
users in a market is the importers and 
exporters who trade on the currency 
market as a side consequence of their 
core activities; mo.st orders placed by 
them are not attempts at obtaining 
speculative prtifits. 

For information-less u.scrs, the equity 
and debt markets make it possible to 
participate in long-term projects while 
retaining the option of asset liquidation. 
Thisyields greater flexibility as comparad- 
with the debt contracts used in traditional 
financial institutions, which are held until 
maturity. This role of financial rnarkets 
in providing liquidity has been known 
ever since John R Hicks. A modem 
extension of this argument is the idea of 
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the liqui^ty pnmium, whereby investors 
require a higher rate of return (at equili¬ 
brium) when transactions involve large 
costs [Amihud and Mendelson 1986]. 

Throu^ these considerations, market 
liquidity also assists other economic 
(agents; however these aspects are not as 
important as information processing by 
speculators, resource allocation, and the 
problem of maximising the economic 
growth obtained from a given supply of 
savings. 

IV 

Transactions Costs and 
Market Institutions 

The above di.scussion focuses our 
attention upon low transactions costs as 
a central input towards obtaining market 
etnciency. In modem parlance, a ‘liquid 
market’ is one where transactions costs 
ate low. 

What determines transactions co!>ts? 
At a basic level, market size obviously 
matters. It there are only a few buyer and 
sellers, then search costs will be high and 
transacting will prove to be costly. Large 
economies have an intrinsic advantage - 
It IS relatively easy for the US government 
securities market to obtain high liquidity 
given the trillions of dollars ol debt issued 
by the US government. Within India, 
smaller securities face greater hurdles in 
obtaining liquidity as compared with large 
securities. It is intnnsically easy to obtain 
a liquid market forthcdollar-rupec (where 
importers and exporters assuredly 
s’cneratc around $ 80 billion in trading 
soliime a year), and it is intrinsically hard 
to obtain a liquid market fora Rs I billion 
lorporatc bond issue. 

From the viewpoint of public policy 
and institutional design, the size of 
securities cannot be altered. What policy 
can aim to do is obtaining the best possible 
liquidity for whatever securities exist. In 
this enterprise, myriad details of market 
design [Shah i998b) assume importance. 
Market mechanisms influence trans¬ 
actions costs, and there is a rich interplay 
between problems of public policy, 
market mechanisms and transactions 
costs. When we translate the abstract 
problem of ‘institutional development in 
the Financial sector’ into ground realities, 
one of the most important issues is the 
tangible problem of evolving market 
mechanisms which generate the lowest 
possible transactions costs. 

Lotus turn to the operations ofasecurities 
exchange, and analyse the multi-faceted 
Ihurdles faced by a user of the liquidity 
services of the exchange. The steps 
involved may be summarised as follows: 


(1) Exchanges are generally inaccessible 
to users, except through intermediaries 
called ‘brokers’. The user approaches a 
broker, conveys his requirements, and a 
trade could take place. Costs faced here 
iiKlude innate liquidity costs of the market 
and intermediation fees. 

(2) The next step is called ’clearing’, 
where the exchange assesses the net 
positions of all brokerage Arms, requites 
exchange of funds (from buyers) for 
securities (from sellers), and handles 
defaulting brokerage firms (if any). If 
clearing works correctly, buyers who have 
paid money get securities, and sellers who 
have supplied securities get funds. When 
clearing fails to work well, it introduces 
risks for users of the market. 

(.1) The Final step is called ‘.settlement’, 
where new holders of securities try to 
actually transfer the title into their own 
names. When .settlement processes fail to 
work well, they introduce costs for users 
of the market. 

As wc go through these steps of trading, 
clearing and settlement, users suffer 
numerous costs. Shah and Thomas (1998 
(forthcoming)) offer a twelve-fold quali¬ 
tative enumeration ol these costs, with 
.some insight into how alternative market 
de.signs impact upon them. 

Denial of access. The First hurdle that 
users face is an explicit or implicit denial 
of access to market liquidity. This can 
take place owing to basic market structure. 
Inter-bank markets are notoriously in¬ 
accessible to non-bank users, who have 
to pay intermediation co.sts associated 
with a .small club of banks who have 
market access. Another problem which 
leads to denial of access is primitive 
technology. In India’s equity market, 
prior to the u.sc of satellite-based commu¬ 
nications, users outside Bombay effec¬ 
tively faced enormously higher trans¬ 
actions costs and were all but denied 
access to the market. 

Market down-time. This co.st occurs 
when a user wants to acce.ss liquidity 
services but is unable to do so because 
the market is closed (either because of 
holidays, a strike by exchange staff, a 
payments crisis, a technical breakdown, 
etc). A market which is closed is equi¬ 
valent to a completely illiquid market. 
NSE’s recent experience with unreliable 
satellites has generated massive trans- 
actionsatsts formany market participants. 

Market impact cost. Every organised 
financial market has distinct prices for 
buying and selling small (predetermined) 
quantities, called ‘ask’ and ‘bid’ prices. 
For example, a glance at NSE today 
leveals that shares ofReliance arc trading 


FIouiie: Uouiihtv Sum.Y ScHiii)ui.E - One 
Bxampu. 



at 114.35/114.4. The difference between 
these is called the ‘bid-ask spread’. These 
quotes pertain to a quantity of SO .shares. 
'They mean that a buyer of SO shares pays 
Rs 114.4 and a seller gets Rs I I4.3S. 
Larger transactions would, of course, 
show wider spreads. 

It is common to interpret (bid-t-ask)/! 
as an ‘ideal’ price. In thi.s ca.se, it is Rs 
I I4.37S. Compared with the ideal price, 
a buyer of SO shares pays a premium of 
Rs 0.025. This is 0.022 per cent above 
the ideal price. Then we say ‘the market 
impact cost in buying SO shares of 
Reliance is 0.022 per cent’. Market 
impact cost obviously rises for larger 
transactions, and can differ between 
buying and selling. Figure shows one 
example of market impact cost at all 
transactions sizes. 

From an economic perspective, the bid- 
a.sk spread reflects the innate economic 
cost of liquidity services of the market. 
Once the basic .structures ol trading- 
clearing-settlement are well in place, 
market impact cost is the most important 
component of tran.sactions costs. This is 
particularly important for large trans¬ 
actions. 

Market inefficiencies. Users can be 
subjected to the risk of buying or selling 
shares at prices which arc away from the 
true value. SpeciFically, when market 
manipulation is present, the typical 
information-less user lu.scs money (on 
average) in connection with his trans¬ 
action.'!; these losses are best treated as 
transaction costs. 

When a regulatory agency effectively 
enforces laws pro.<icribing market mani¬ 
pulation, it thus serves to reduce these 
costs. 

Unreliable order processing by 
broker.These are the costs introduced 
when brokers do not reliably execute orders 
given to them. Trachtionaliy, on India’s 
equity market, intermediaries attached a 
low priority to small investors, and gave 
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them unreliable services, driving up the 
transactions costs faced by small investors. 

Reliable order processing is generally 
a question of the degree of automation 
of trading and associated .support systems 
in brokerage firms. The degree of compe¬ 
tition in the brokerage industry is ahso 
important in giving incentives to inter¬ 
mediaries to improve systems and be able 
to cope with a wide variety of users. 
Eliminating entry barriers into inter¬ 
mediation would generally improve the 
reliability of order processing. 

Fees to intermediaries. We will distin¬ 
guish between two components of the 
costs of intermediation: the fees directly 
charged which the user observes, and the 
less visible costs which users suffer in the 
form of prices which are different from 
the best prices available on the market. 

Intermediation costs are .strongly a 
function of entry barriers in intermedi¬ 
ation. With free entry, intermediation 
costs drop to levels con.sistent with zero 
economic profit. However, entry barriers 
prevent this outcome on most financial 
markets. 

The ‘less vi.sible co.sis' are closely 
related to the way in which the market 
is organised. The ideal market structure 
is one characterised by transparency and 
price-lime priority. Transparency refers 
to the ability of a user to monitor the best 
buy and sell prices on the market at all 
times, and verify the price claimed by the 
intermediary. Price-time priority is a pro¬ 
perty ot markets where every order is 
assuredly matched against the best price 
available in the country, and if two orders 
exist at the same price then the order 
which came first is given precedence. 

India's equity market before 1994 
suffered from these problems - entry 
barriers into intermediation, non-trans¬ 
parency and a lack of price-lime priority 
and hence featured high costs of inter¬ 
mediation. India' sdeht ai^ currency markets 
today suffer Irom these three problems also. 

Counterparty risk. Most financial 
markets in cxi.stence have significant 
delays between the time the trade takes 
place and the time that the trade is 
completely .settled. In this intervening 
period, the buyerand the seller are exposed 
to the credit risk of each other. If one leg 
defaults, the other experiences losses. 
This is called 'counterparty risk’. India’s 
equity market has a long tradition of 
payments crises which have often halted 
the market. 

The modern approach to coping with 
counterparty risk is the idea of ‘novation’, 
where a new credit enhancement insti¬ 
tution called the ‘clearing corporation’. 


interposes itself into every transacUtm, 
buying from one leg and selling to the 
other. Even if one leg defaults, the clearing 
corporation fulfills its obligations to the 
other leg. Through this, the clearing cor¬ 
poration eliminates the risk to each side 
of bankruptcy of the other. 

India’s debt and currency markets are 
effectively restricted to a small club of 
banks, and hence feature low counterparty 
risk. However, this homogeneous club 
would require risk premia in order to 
trade with economic agents who are not 
club members. This serves as an entry 
barrier in intermediation. Entry into these 
markets would not be possible without 
a clearing corporation. 

Initial margin. The credit enhancement 
of a clearing corporation is not achieved 
at zero cost; it requires that both sides 
pay collateral, called ‘initial margin’, to 
the clearing corporation. 'The cost of 
capital on this initial margin is a part of 
the cost of liquidity services that they 
face. 

Prom a policy perspective, the initial 
margin charged by a clearing corporation 
should be the minimum level at which 
adequate safety can be obtained. Mistakes 
in either direction are common. Margin 
levels are cither too low - which makes 
the clearing corporation vulnerable - or 
too high - which imposes excessive 
transactions costs upon users. 

Back office costs. When users are for¬ 
ced to expend labour and capital into the 
processing of funds and securities after 
the trade, these ‘back office costs’ are a 
component of the tran.sactions costs 
impo.scd by the market. Back office costs 
have traditionally been very high in India’s 
equity market, owing to the use of physical 
share certificates, but the advent of the 
depository has generated dramatic 
reductions. Back office costs are 
particularly high in India’s debt market 
through the lack of netting and a clearing 
corporation. 

Resolving had certificates. When 
markets suffer from stolen or fake certi¬ 
ficates, this generates costs for the user. 
On India’s equity market, this has led to 
large-scale criminal activities, with 
underworld elements involved in counter¬ 
feiting and theft of share certifleates. 

Once ciet ronic .settlement is done, at 
tlie depository, the probability of en¬ 
countering bad paper drops to zero. 

Delays in payments. When u.sers are 
forced to pay in funds early, and receive 
funds late, they lose the time value of 
money. These delays derive from India’s 
slow payments sy.stem, and from admini¬ 
strative inefficiencies. 


Transaction taxes. Transactions taxci 
serve to reduce market liquidity (i e, raist 
transactions costs). There ate three form! 
of transaction taxes in India today: stamj 
duty, the service tax on brokerage, anc 
the SEBI transaction fee. Of these, stami 
duty dominates. Stamp duty has beer 
abolished for trades settled through thi 
depository. It is a major hurdle preventinj 
a liquid debt market. It is particular!} 
onerous on the real estate market. 

V 

Politkal Economy of 

Institutional Change 

As the preceding discussion implies 
transactions costs are greatly influencec 
by the de.sign of market mechanisms 
Radical changes of market mechanism: 
are often the best way to produce dramatic 
reductions in transactions costs. However 
such reforms have traditionally facet 
opposition from individuals who posses; 
skills in existing market mechanisms. Thi: 
is partly owing to the common problen 
that institutional change obsoletes exis 
ting human capital and necessitates fresi 
investments in obtaining skills. In ad 
dition, the resi,stance of market partici 
pants to institutional change is mos 
pronounced when a new form of marke 
organisation hurts revenues of inter 
mediaries-e g, through improved marke 
transparency or through reduced entry 
barriers into intermediation. 

This gives us a paradoxical situation 
where many individuals who have excel 
lent knowledge of cxi.sling market mecha 
nisms (and their flaws) generally advocate 
conservatism in policy debates. Througf 
the 1990s. market intermediariesanda5.so- 
ciations of intermediaries in India have 
generally advocated incremental change 
or no change, to existing market insti¬ 
tutions. This problem is seen with stcKli 
brokers, in the context of the functioning 
of stock markets, and banks, on issues ol 
new market mechani.sms for the currency 
and debt markets. 

This coaservatism of market partici¬ 
pants is not peculiarto India; it is ob.servec 
in every country. The most importani 
new idea in market organisation of the 
last two decades is computerised ordei 
matching, which is also called ‘the oper 
electronic limit order book market’ [Black 
1971, Glosten 1994], This is a form ol 
market organisation which has trans¬ 
parency and anonymity, both of whicli 
are inimical to market intermediaries whe 
derive rents from noit-transparent markets 
and cartel formation. 

Electronic order-matching firsl 
appeared in small markets, like Toronto 
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and Mexico, or new markets, like NSE. 
These successes paved the way for adop¬ 
tion in larger markets, like Paris, Tokyo 
and London (Etomowitz 1990, Melamed 
andTamarkin 19%1. In November 1997, 
the London Stock Exchange commenced 
trading through order-matching, and 
Indian readers of The Financial Times 
witnessed a replay of the debates which 
took place in India's equity market in 
1993 and 1994. In each situation, the 
introduction of computerised order-mat¬ 
ching has encountered stnmg political 
opposition from existing intermediaries 
who foresee reduced revenues when 
market transparency improves. 

VI 

Institutional Change on India’s 
Equity Market 

The equity market was high on the 
reforms agenda after the .scam of 1992. 

Probi f ms as of 1992 

The problems ot the equity market, at 
the lime, may be summan.scd as follows; 

(1) As of 1992. the Bombay Stock 
Exchange (BSE) was a monopoly. It was 
an association ot brokers, and imposed 
entry barners. which led to elevated costs 
ot intermediation. Membership was 
limited to individuals; limited liability 
tirms could not become brokerage tirms. 

(2) Trading tiMik place by 'open outcry’ 
on the trading floor, which was in¬ 
accessible to u.sers. It was routine lor 
brokers to charge the inve.stor a price that 
wasditterent Irom that actually transacted 
at. In tact, the normal market practice 
involved bmkers charging users one single 
consolidated pnee. in.stead ot unbundling 
the traile pnee and the bnikcrage lee. 

(3) As with all trading floors, there was 
no price-time priority, so users ot the 
market were not assured that a trade was 
executed at the best possible price. 

(4) A variety ot manipulative practices 
abounded, so that external u.sers of a 
market often found themselves at the 
losing end of prtcc movements. The BSE 
is run by brokers, which limits the quality 
of enforcement which can be undertaken 
against errant brokers. 

(5) Floor-based trading, the inefficiencies 
in clearing and settlement (described 
ahead), entry barriers into brokerage, and 
the low standards of technology and 
organisational complexity that accom¬ 
panied the ban upon corporate member¬ 
ship of the BSE led to an environment 
where order execution was umeliable and 
costly. It was typical for below SO per 
cent of orders to obtain execution on a 
given day. 


(6) Retail investors, and particularly users 
of the market outside Bombay, accessed 
market liquidity through a chain of inter¬ 
mediaries called 'sub-brokers'. Each sub- 
broker in the chain introduced a mark¬ 
up in the price, in the absence of the 
unbundling ot professional fees from the 
trade price. It was not uncommon for 
investors in small towns to face four 
intermediaries before their order reached 
the BSE floor, and to face mark-ups in 
excess of 10 per cent as compared with 
(he actual trade price. 

(7) The market used ‘futures-style 
settlement’ with fortnightly settlement. 
This means that trading was supposed to 
take place for a fortnight until a pre¬ 
determined 'expiration date'. Open posi¬ 
tions on the expiration date only would 
go into actual settlement, where funds 
and securities were exchanged. In pra¬ 
ctice, there was little discipline on ensuring 
a reliable fortnightly settlement cycle. 
(S) A peculiar market practice called hadla 
allowed brokers to carry positions across 
settlement periods. In other words, even 
open positions at the end ol the fortnight 
did not always have to be settled. 

(9) The efiicicneies ol the exchange 
clearinghouse only applied for the largest 
I (X) .stocks. For other stocks, clearing and 
settlement were done bilaterally, which 
introduced further inetticiencics and 
costs. 

(10) The use of futures-style trading for 
a fortnight (or more), coupled with hadla. 
IS fraught with counterparty risk. 
Normally, collateral (margin) require¬ 
ments are used toensure capital adequacy, 
and reduce the Iragility of the clearing 
system. Primitive notionsol marginsexis- 
led at the BSE on paper, but they were 
not enforced. A critical leature of the 
modern approach to clearing is 'novation' 
at a clearing corporation; the BSE has 
neither a clearing corporation nor nova¬ 
tion. The BSE clearinghouse functioned 
on a he.st-efforts basis - if shares or funds 
appeared at one end, they would be 
delivered to the other; the clearinghouse 
ii.scif took no interest in measuring and 
containing counterparty risk. 

Small-scale problems of partial or 
delayed payments took place on every 
settlement, and major crises, which 
required closing down the exchange whi Ic 
a compromise was worked out, took place 
once every two to three years. 

A recent and prominent example was 
seen in April 199S in the context of shares 
of the firm ‘M S Shoes', where a default 
involving a total exposure of Rs 180 
million, and losses of around onc-fifth of 
this, led to a payments crisis on the BSE 


which halted the functioning of the 
exchange for three days. 

(11 )The final leg of the trade was physical 
settlement, where share certificates were 
printed on paper. This was intrinsically 
vulnerable to theft, counterfeiting, in¬ 
accurate signature verification, admini¬ 
strative inefficiencies, and a variety of 
other malpractice. Involuntary and 
deliberate delays in settleinent could take 
place both at the BSE and at the firm. 
Many firms used the power of delaying 
settlement as a tool to support mani¬ 
pulation of their own stock, llie problems 
were somewhat simpler for investors in 
Bombay, who could physically visit the 
BSE broker, the BSE clcaringhou.se. or 
the company’s registrar, and accelerate 
transfer. For investors outside Bombay, 
who lacked this recourse and were 
crippled by the exorbitantly expensive 
telephone system, delays of six months 
between purchasing a stock and the 
transfer of legal title were common. If 
stock splits, rights issues, or dividend 
pay-outs t(K)k place during this period, 
it was common for the purchaser to not 
obtain the benefits 

These problems led to an extremely 
poorly functioning equity market. From 
late 1993 onwards, the Indian State 
embarked on a radical reforms programme 
which complclely translormcd market 
institutions [Shah andThomas 1997].This 
programme consisted ol creating four 
new securities market institutions; the 
Securities and Exchanges Board of India 
(SEBI), the National Stock Exchange 
(NSE), the National Securities Clearing 
Corporation (NSCC) and the National 
Securities Depository (NSDL).’ 

,SEBI 

The Securities and Exchanges Board of 
India (SEBI) was formed in 19X8. It has 
gradually adopted many important rtiics 
in the area ol policy formulation, 
regulation, enforcement and market 
development. This is in contrast with 
conditions prior to SEBI, where ex¬ 
changes underwent little scrutiny or 
enforcement. 

Today, SEBI vets every element of 
market design in India's securities 
markets, it attempts cnfoa'cinent against 
problems such as market manipulation 
and payments crises, and performs over¬ 
sight of market intermediaries. 

In late 1993,,SEBI banned hadla. Thh 
was a major mile.stonc in two respects - 
this marked the commencement of a major 
role for SEBI. and it curtailed the market 
manipulation and systemic risk that ac¬ 
companied hadla. However, these reforms 
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were revcrsea in lyva ana late iwr 
through efforts by SEBI to resuscitate 
badla. 

NSE 

NSE was a new exchange owned by 
IDBI, UTl and other public sector insti¬ 
tutions. NSE is a securities exchange 
which marks a radical break with the 
past. The regime in which trading on NSE 
operates is characterised by four key 
innovations: 

(1) The physical floor was replaced by 
anonymous. coinputcri.scd order-matching 
with strict pnee-time priority. 

(2) The limitations of being in Bombay, 
and the limitations of India’s public 
telecom network, were avoided by using 
satellite communications. Today, NSE is 
a network of 2,000 satellite terminals at 
locations all over India. On a typical day. 
3,S00 traders login to the trading computer 
over this network. This is larger than the 
capacity of the largest trading floors in 
the world. 

(3) The conflicts of interest, and lack 
of focus, associated with exchanges run 
by brokers were eliminated using a new 
form of exchange organisation: NSE is 
a limited liability company, and brokers 
are franchisees. Brokers do not own NSE, 
hence NSE’s staff is free of pressures 
from brokers and is better able to perform 
regulatory and enforcement functions. 

(4) Traditional practices, of unreliable 
fortnightly settlement cycle with the es¬ 
cape clause of hadia were replaced by a 
strict weekly sculement cycle withoutfxid/a. 

Equity trading at NSE commenced in 
November 1994. The BSE responded 
rapidly by moving to similar technology 
in March 1995. The improvements that 
accompanied this regime - shift may be 
summarised as follows; 

Transparency. Users could look at a 
price on a computer .screen before placing 
an order. 

Anonymity. Electronic trading is com¬ 
pletely transparent about prices and 
quantities, and completely opaque about 
identities. The traditional importance of 
cartels and market manipulation on India's 
equity market greatly diminished owing 
io the completely anonymous trading 
environments. 

Competition in the brokerage industry. 
The rise of NSE led to the entry of 1,000 
new brokerage firms. This eliminated the 
profits that had been sustained at the BSE 
by restricting entry into the brokerage in¬ 
dustry. This led to a sharp reduction in trans¬ 
actions costs thnaigh lower brokerage fees. 

Operational efficiency. Automation 
eliminated the vagaries of manual 
trading. 


UBOis outsuie oomoay. users ouisiue 
Boritbay. who faced many intermediaries 
on their journey to the BSE floor, benefited 
even more than users in Bombay. NSE’s 
satellite-based trading gave equal access to 
the trading floor irom all locations in India, 
and was a major impetus to financial sector 
development in cities outside Bombay. 

NSCC 

On the BSE floor, where trading lacked 
anonymity, there was a degree of control 
over counterparty risk that traders on the 
floor could exercise. If A knew that B 
was near bankruptcy, he could choose not 
to trade against B on the floor. 

Anonymous trading eliminates cartels 
and greatly limits market manipulation; 
however it also eliminates this limited 
control over counterparty risk that eco¬ 
nomic agents on the trading floor po.ssess. 
When anonymous trading began at NSE. 
it generated an extreme version of 
counterparty risk. 

NSE found a modem solution to this 
problem: a clearing corporation which 
docs ‘novation’. The National Securities 
Clearing Corporation (NSCC) becomes 
the legal counterparty to the net obli¬ 
gations of each brokerage firm. If any 
firm goes bankrupt, NSCC lives up to its 
obligations to the other side. This eli¬ 
minates counterparty risk and the 
possibility of payments crises. 

The clearing corporation effectively 
supplies credit guarantees to all brokerage 
firms. It needs to ensure that its integrity 
i s not violated when one or more brokerage 
firms fail. For this, clearing corporations 
need to evolve a sophisticated 'riskeontan- 
ment’ framework, involving collateral and 
intra-day monitoring. NSCC has a flawless 
record of reliable settlement schedules 
from inception, i e. from early 1996 
onwards. It mailcs an important mi lestone 
in the institutional development of India’s 
financial system. 

NSDL 

The final leg of a transaction is where 
the title on a security is changed from the 
seller to the buyer. Procedures in India, 
which u.sed share certificates printed on 
paper, were fraught with operational costs 
and ri.sk. Many criminal activities were 
based on the heft or counterfeiting of 
share certificates. In one episode, the 
problems in settlement on the equity 
market had macro-economic conse¬ 
quences; in late 1993, FIl inflows into 
India were significantly hampered by the 
inability of certificate-processing systems 
in India to cope with the inflows of funds. 

In November 1996, the National 
Securities Depository Ltd (NSDL) came 


inio oeing. ine aeposnory imunuiins a 
computer record of ownership of secu¬ 
rities, and dispenses with physic^ share 
certifiemes. This eliminates the potential 
for crime, and sharply cuts down the 
operational costs associated with {rftysical 
share certificates. In 1997 and 1998, SEBI 
strongly supported the adoption of the 
depository by making it mandatory for 
institutional investors to settle through 
the depository for a stated set of stocks; 
this set has enlarged over time. As at the 
time of writing, two years after NSDL 
commenced operations. S2 per cent of 
the settlements taking place on NSE use 
NSDL. For the most important stocks in 
the country (members of the NSE-SO 
index), over 85 per cent of the settlements 
taking place on NSE go through NSDL. 

Hence, the equity market has completed 
more than half of the problem of migrating 
to ‘dematerialised’ (or ‘demat’) settle¬ 
ment. It is likely that the complete tran¬ 
sition, to an environment where all 
settlements arc done electronically, will 
be accomplished by late 1999. 

Impact oh reforms 

India’s equity market has been trans¬ 
formed owing to the reforms of 1994-98. 
These reforms have transformed market 
practices, sharply lowered transactions 
costs, and improved market efficiency. In 
no other part of India's financial .sector 
has such a radical reforms agenda been 
executed, in such a short time. 

It is interesting to observe that the 
direction adopted on the equity market 
in India was not one that would follow 
from a mechanical adoption of market 
practice in OECD countries. This is in 
contrast with commonly held positions 
in India, particularly on the debt and 
currency markets. The equity market in 
the US. for example, relies on floor-ba.scd 
trading (as opposed to electronic trading 
used in India). It relies on a market cont¬ 
rolled by a closed club of intermediaries 
(as opposed to free entry into inter¬ 
mediation in India, with the exchange 
being outside the control of inter¬ 
mediaries). Similarly, many key ideas 
and techniques used in NSCC (value at 
risk) and NSDL (dematerialisation) are 
not found in securities market in-stitutions 
of many OECD countries, where market 
designs came about many decades ago. 
prior to modem financial economics and 
computer technology. 

Institutional development lies at the 
essence of these reforms, and along with 
a host of new market practices, four new 
institutions have arisen over this period: 
SEBI, NSE, NSCC and NSDL. Three of 
these - NSE, the clearing corporation and 
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thedepository -werebominaremarfcable 
two-year period from November 1994 to 
November 1996. 

We can summarise these changes in 
two ways. The first consists of asking 
how elements of market design have 
changed. This is shown in Table 1. 
Improved ideas in market design should 
generate lower transactions costs. This is 
shown at two levels - Table 2 uses the 
qualitativeclassificationusedinSection IV 
above, and Table 3 tries to estimate the 
transactions costs, as per cent of price, 
faced by retail investors. 

We sec dramatic gains as compared to 
the situation as of 1994. For users of 
phy.sical paper, transactions costs have 
halved: for tho.se who have started using 
NSDL. transactions costs have come 
down to one-tenth of previous levels. For 
u.sers of NSDL. transactions costs on 
India’s equity market are now comparable 
to those seen on titc best markets overseas. 
This is a remarkable accomplishment, 
eiipecially considering that the.se reforms 
began as recently as 1994; within the 
intervening four years, the introduction 
of NSE. NSCC and NSDL has dropped 
transactions costs by a factor of ten. to 
levels comparable with the be.st practices 
ob.servcd internationally. The BSE has 
harnessed similar gains through the 
introduction of electronic trading and 
connectivity lo NSDL; however BSE 
continues to suffer from counterparty risk 
owing lo the lack of novation at a clearing 
corporation, and poor design andcnforce- 
menl of the risk containment system. 

If progress has been made on the 
issues of Section III - i e. lowering trans¬ 
actions costs-then have these had an 
impact on the issues of Section II. i e. the 
ability of securities markets lo process 
information, and to form .securities pri¬ 
ces which accurately reflect forecasts of 
future risk and return associated with a 
.security? 

It is easiest to obtain evidence about 
these changes upon the BSE, since data 
from the pre-reforms period is also 
observed there [Shah and Thomas 1996], 
Gains in liquidity do seem to have gone 
along with gains in market efficiency. In 
the post-reforms period, the time-series 
of Slock returns exhibits statistical 
prapertic.s which are more consonant with 
ma^et efficiency as compared with the 
pre-reforms period. This picture - of 
improvement in market efficiency at BSE 
- understates the gains obtained in market 
efficiency in India, since the major market 
in the country is now NSE, while these 
comparisons have been done against the 
post-reforms BSE. 


Improvements in the securities maikets. 
along with reforms on the primary market 
and capital account convertibility for 
foreign investors, have significantly 
altered the capital structure choices of 
Indian firms. In 1993-94 and 1994-95. 
firms significantly reduced their leverage 
through primary market issues of equity. 
The debt-equity ratio of the corporate 
sector as a whole dropped from 2.04 in 
1991-92 to 1.3 in 1994-95. 

Finally, Shah (1998a) offers some 
evidence about the information proces¬ 
sing by the equity market. The P/E ratio 
(market capitalisation upon net profit) is 
a valuation measure which reveals 
expectations of the stock market. Firms 
which are awarded high P/E ratios by 
the market should be firms which have 
low risk and high expected growth. Table 
4 shows the extent to which portfolios 
formed by sorting on P/E prove to have 
differentialnetprofitgrowth in thefuture. 
These results suggest that information 
processing was poor in the early years 
through a combination of (a) we^ insti¬ 
tutions, (b) the scam of t992,and (c) the 
policy surprises associated with the 
iiberali.sation of the early 1990s. In recent 
years, the ‘forecast accuracy' of the 
market’s P/E has improved considerably: 
this pa.rtly reflects a more stable policy 
environment and institutional develop¬ 
ment on the equity market. These results 
also show that P/E ratios forecast net profit 
growth as much as five years in the future. 

VII 

Institudona! Change on 
India’s Debt Market 

Probu;ms as of 1992 

The problems of the debt market, as of 
1992, may be summarised as follows: 

(I) In 1992, debt trading took place without 
an exchange in the picture. Trades were 
bilaterally struck between known 


counterparties without anonymity. 
form of trading suffered from the pi^lelDii 
ofOTC contracting. Personal and politic|| 
influences impacted upon trade pricet^ 
each leg of the transaction was exposed 
to the credit risk of the other; there watji 
no price-time priority to ensure that eash^ 
trade took place at the best price in the! 
country. Dealer markets suffer from a. 
fragmentation of orders and trades; 
information about trades and trading 
intentions is not publicly visible. Hiere 
is no sense in which a marketwide best- 
buy and best-sell price could be publicly 
observed. 

(2) The problem of credit risk served to 
narrow the market down to a “club 
market", a set of participants with homo¬ 
geneous credit risk. 

Table 2: Qualitative Vif.w of Liquidity on 
India's Equity Market, 1994 and 1998 

An approximate depiction of India’s equity 
market in terms of 12 component.^ (Shah and 
Thomas 1998 forthcoming]. The terms used in 
this table are approximate They reflect both a 
comparison between the rran.saclions costs seen 
on these markets, and a comparison of how 
di fferent these transactions costs are as compared 
to what they could he given unproved market 


mechanisms. The values for 1998 assume the use 
of the depsitory and the cleanng corporation. 

Component , 

1994 

1998 

Trading 

Denial of access 

High 

Low 

Market down-time 

High 

Low 

Pecs to intermediaries 

High 

1.QW 

Unreliable order 

processing 

High 

Low 

Market inefficiencies 

High 

Low 

Market impact cost 

High 

Moderate 

Clearing 

Counterparty ri.sk 

High 

0 

Initial margin 

0 

Moderate 

Settlement 

Back office costs 

High 

Low 

Bod certificates 

High 

0 

Delays in payment 

High 

Low 

Transaction taxes 

M^crate 

0 


Table I: Elemeitts of Market Desion on India's Equity Market, 1994 and 1998 
(Eioht flements of market deshin, derived from Shah (19988)) 


Feature 

1994 

1998 

(1) Product standardisation 

Adequate standardisation 

Unchanged 

(2) Aggregation and revelation 

Fragmented market through 

Order flow observed on 

order flow 

geographical distance and nationwide exchange(s). 

through phone market. Order Fragmentation acniss exchanges 
flow unobserved and phone market persists, 

to a smaller extent. 

(.1) Intermediaries 

Broker/dealers, fraught 
with agency problems. 
Oligopolistic pricing 

Brokers, with much reduced agency 
problems. Competitive pricing. 

(4) Anonymity 

Absent 

Complete 

(.S) Counterparty risk 

Present 

Absent on NSE 

(6) Settlement 

Purely paper 

Partly through depository 

(7) Enforccment/prosecution 

Very poor 

Poor 

(8) Futures trading 

Absent 

Unchanged 


Economic and Political Weekly January 16-23, 1999 


189 



(3) The lack of anonymity made it easier 
to form and enforce cartels. The Indian 
debt market is small when compared with 
the size of the largest Five banks and a 
variety of manipulative cartels operated 
from time to time. Dealer markets are 
vulnerable to problems with cartels: the 
dealer market intrinsically involves a 
small number of entities, and once a few 
large dealers agree to iorm a cartel, the 
public observability of their actions makes 
it harder for a cartel member to fink. 

(4) As with the BSE of 1992, the debt 
market relied on dealers rather than 
brokers. Every trade was structured as a 
dealer buying or selling in a principal 
capacity. As with the BSE. dealers did 
not unbundle their intermediation fees 
from the transaction price. Economic 
agents who traded against a dealer were 
unable to shop around looking for a dealer 
with the lowest intermediation charges. 
Economic agents who traded through any 
dealer had no guarantee of obtaining the 
best price, owing to the absence of price¬ 
time priority. 

fS) Trading look place by telephone in 
Bombay. Hence, the debt market was 
effectively restricted to Bombay. This is 
.similartotheB.SEIIoor, which effectively 
restricted market access to Bombay. 

(6) Since trades took place bilaterally, 
trade prices were not centrally reported 
and ob.served. even ex post. 

(7) There were serious problems with 
settlement of trades. The Re.scrvc Bank 
tracks ownershi p of government securities 
in a database called the SGL. All trades 
must be reported to the RBI. which records 
the change in title from the .seller to the 
buyer. SGL was maintained manually. 

(8) Market participants faced the risk of 
an SGI. request “bouncing”. Suppose .4 
sold to B and then B sold to C. When 
B .sent the change of title to SGI., there 
was a risk that this request would bounce 
if the first trade (B buying from A) had 
not yet taken effect. 

Hence market participants took to 
exchanging “bankers receipts (BRs)" 
which were lOlis for bonds. When B sold 
to C, all that C got was an lOU where 
B promi.scd to deliver bonds at .some later 
date. This wou Id translate into actual SGL 
entries after the 4 -» fl trade took effect. 
In practice, given the freewheeling nature 
of the market, it was only a matter of time 
before lOlJs were i.ssued on lOUs, and 
photocopies of bonds and lOUs were 
used as a basis loi further lOUs. Dubious 
forms of netting took place as practitioners 
tried to reduce the complexities of .settling 
trades, and innovated in finding new ways 
to abuse the system. 


purchase and sale of these lOUs 
effectively constituted highly leveraged 
transactions in the absence of internal 
controls and risk management. 

(9) The protracted delays involved in 
settlement, coupled with the 'open 
interest’ in the form of outstanding lOUs, 
led to grave reconciliation problems in 
the back offices of banks. These were 
particularly pronounced owing to the lack 
of modern computerised procedures in 
the back offices. Many major banks, 
including foreign banks, did not have a 
clear idea of what their positions were 
when investigations took place after the 
Scam. 

(10) This confusion about .settlement 
procedures spilled over into fund 
movements as well. Suppo.se a bank 
‘bought bonds’ from X by paying money 
and obtaining an lOU. Suppose X later 
bought hack this lOU by paying money. 
Over this set of transactions, the bank 
effectively gave a loan to X. The terms 
of this loan could be almost anything, 
negotiated between X and the dealer 
working at the bank. The complexity of 
reconciliation coupled with the in¬ 
efficiency of the back office made it easy 
for dealers to disguise soft loans to 
lavoured counterparties, implemented in 
(his fashion, from their superiors. 

This was the mechanics of how funds 
from the banking system found their way 
into hadla financing on the BSE: they 
were short-term loans that were profitable 
lor X as long as the stock market went 
up. Given the extreme leverage that was 
possible using hadla, fairly modest sums 
of money could generate a significant 


impact upon stock prices. In this sense, 
the 'stock maricet scam of 1992’ should 
better be termed the ‘debt and stock maikel 
.scam of 1992’. 

The.se problems were present from mid- 
1980s onwards. However, the increase ir 
transaction volume in the eariy 1990s. 
and the euphoria on the stock markel 


Table 4; Rank Correlations between P/E and 
Future Profit Growth at the Level of 20 
PoRTFoijos Sorted by PIE 


All stocks are sorted by P/E (of .11 st March of the 
year) and 20 portfolios are formed. The P/E and 
future net profit growth fo each portfolio h 
calculated, and Spearman's rank correlation is 
used to measure the association. 

P/E 

Forecasting Net 

Spearman 


in Year 

Profit Growth 

Rank 



up to Year 

Correlation 

Z 

One-year out forecasts 



1990 

1990-91 

0.3624 

1..58 

1991 

1991 92 

0 1248 

0.54 

1992 

1992-93 

0.4271 

1.86 

I99.T 

1993-94 

0.1820 

0.79 

1994 

1994-95 

0 3594 

1.57 

199.5 

1995-96 

0.8211 

.3.58 

1996 

1996-97 

0.7173 

3 13 

1997 

1997-98 

0.6797 

2.96 

Two-year out forecasts 



1990 

1991-92 

0.0541 

0 24 

1991 

1992-93 

0.1068 

-0 47 

1992 

1993-94 

0 3789 

1 65 

1993 

1994-95 

0.5128 

2 24 

1994 

1995-96 

0 5128 

2.24 

1995 

1996-97 

0 6677 

2.91 

1996 

1997-98 

0 7549 

3 29 

Five-year out forecasts 



1990 

1994-95 

-0 0617 

-0 27 

1991 

1995-96 

0,4932 

2 15 

1992 

1996-97 

0.4586 

2 00 

1993 

1997-98 

0.6406 

2 79 


Table.S: TRANSA(*noN.s Co.sts on India's Eounv Market 

All attempt at quantifying tran.saction.s costs faced by letuil investon, (i e, with .small delivery-oriented 
tiansactions). It is assumed that trades are done on NSE, using the clearing corporation, which leads 
lit an elimination of counterparty risk: however, all oiher exchanges in India continue to exhihii 
counterparty nsk. Similarly, NSE is the most liquid exchange, so the market impact cost is lowe.st here, 
hut trades done on other exchanges would suffer higher market impact cost. For comparison, the best 
values observed iniernationally arc included. 

All values are in per cent, for a one-way transaction. For example, total transactions cosis of around 
0 6 per ccnl today mean that tn order to buy shares worth Rs 100. the u.ser must spend around Rs I (X).6 


('oinponent 

1994 

India 

Today 

Physical 

Denial 

Best in 
the World 

T radiiig 

Pees to inteniiediaries 

3.00 

0.50 

0.25 

0.25 

Market impact cost 

0.75 

0.25 

0.25 

0.20 

Clearing 

Counterparty nsk 

Present 

0.0(X) 

0.(X) 

0(X) 

Settlement 

Paperwork 

0.75 

0.75 

0.10 

0.05 

Bad paper risk 

0..50 

0..50 

0.00 

0.00 

Stamp Duty 

0.25 

0.25 

0.00 

0.00 

Total 

> 5.25 

2.25 

0.60 

0,50 
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following the liberalisation of 1991, were 
the triggers which converted these 
systemic problems into a crisis. Mo.st 
systemic crises in the financial sector are 
rooted in uncontrolled leverage; the scam 
of 1992 can be attributed to a two-stage 
leverage -one stage at the inter-bank debt 
market (using lOUs) and another on the 
stock market (using badia). 
Innovations in Market Design after the 

Scam 

Three major reforms took place after 
the scam; 

Improvements to SGL. The RBI moved 
to computerise the SGL and implement 
a form of a ‘delivery versus payment' 
system. 

Enforcement of a ‘trade for trade ’ 
regime. The RBI .setup a strong regulatory 
.system which required that every trade 
must settle with funds and bonds; lOUs 
and netting were prohibited. 

Trade reporting at NSE. A limited 
degree of transparency came about through 
the Wholesale Debt Market (WDM) at 
NSE. where roughly half the trading 
volume of India's debt market is reported. 
WDM is not a 'liquid market' where 
trades can be executed. Yet, it marks a 
step forward insofar as it produces reveals 
useful data about prices and traded 
quantities intra-day. 

These reforms have .served to close the 
windows through which the pervasive 
failures of clearing and settlement gene¬ 
rated the .scam of 1992. Today, SGL works 
much more effectively as compared with 
1992. lOUs and uncontrolled leverage arc 
completely ab.scni. In this sense, one 
objective, of preventing the recurrence of 
the .scam of 1992. has clearly been met. 

However, these reforms did not address 
the core problem of the debt market, the 
reliance on di.stributed dealers interacting 
by telephone in Bombay. This problem, 
and the ‘trade for trade' regime, which 
forbids all forms of netting, is a major 
hindrance to obtaining market liquidity. 

Impact of Reforms 

We can summarise the changes which 
took place in two ways. The first consists 
of asking how elements of market design 
have changed. This is shown in Table S. 
Improved ideas in market design should 
generate lower transactions costs. Tltis is 
shown qualitatively in Table 6 using the 
qualitative cla.s.si flcation u.sed in Section IV 
above. 

As aconsequcnce of the reforms, India’s 
debt market is much less vulnerable to 
systemic crises. However, the reforms 
have failed to obtain a liquid, efficient 
bond market. We can easily contrast the 


modest changes seen in Table S against 
the major changes which took place on 
the equity market (Table I). Similarly, the 
altered transactions costs seen on the equity 
market (Table 2) ate in sharp contrast with 
tlie modest changes seen in Table 6. 

The central question faced in policy 
formulation connected with the bond 
market, today, is about how the market 
design can Ite altered so as to obtain a 
liquid, efficient btmd market. We return 
to this problem below. 

VIII 

Problems Faced Today, 
and the Agenda for Reforms 

Prom this conceptual and historical 
perspective, as we look forward from late 
1998, what are the most important issues 
in the agenda for public policy?^ 

Transition m Roij.ing 

Settlement on the Equity Market 

NSE look a major step when it moved 
from the unreliable fortnightly settlement 
cycle, historically prevalent in India, to 
a reliable weekly settlement cycle. Today, 
the BSE also u.ses a reliable weekly settle¬ 
ment cycle, albeit with hadla. 

These market practices arc all instances 
of ‘futures-style settlement'. This suffers 
Irom two kinds of blemishes - the ‘.spot 
market' prices behave like futures prices, 
and the regulatory problems that are 
normally observed on futures markets 
show up on the cash market. A futures 
market requires a different regulatory 
framework. Indeed many of the problems 
that have been observed on India’s equity 
market are problems commonly .seen on 
futures markets, and many of the .solutions 
adopted in recent years arc inspired by 
futures markets. 

The international standard for the spot 
market consists of using ‘rolling settle¬ 
ment’ instead of futures-.stylc settlement. 
The group of 30 has recommended that 


rolling settlement should replace futures- 
style settlement. Every major market, otiwr 
than France, uses rolling settlement on the 
cash market. Futures-style settlement 
involves netting of positions through the 
settlement period (which is Wednesday 
to Tuesday in the ca.se of NSE) and 
settlement of open positions a few days 
later (five days in thccaseof NSE). Rolling 
settlement allows netting only within the 
day; all open positions at the end of the 
day have to settle. A few days later (five 
days in the case of NSE), settlement takes 
place. ThisiscalledT+S miling .settlement, 
to convey the idea that settlement takes 
place five days after ‘T’, the date on 
which trading took place. 

Ideally, India’s cash market should be 
based on four principles: 

(I) Electronic trading with complete 
anonymity. 


Table 6; Qiialoativf Vitw ur Liot'iniTv cin 
lNbiA'.s f>hBT Market. 1994 and I9<>K 


An approximate depiction orindia’sdebt market 
in terms of 12 components [.Shah and Thoma.<> 
1998 forthcoming). The tcrin.s used in this table 
are approximate. They icfluct both a comparison 
between the tran.sactions co.sts seen on these 
markets, and a comparison of how difTerent these 
transactions costs arc as compared to what they 
could be given improved market mechanisms 

Component 

1994 

1998 

Trading 



Denial of access 

High 

High 

Market down-time 

Low 

Low 

Fees to intermediaries 

High 

High 

Unreliable order 



processing 

Moderate 

Low 

Market inefficiencies 

High 

High 

Market impact cost 

High 

High 

Clearing 



trounterpan risk 

High 

Reduced 

Initial margin 

0 

0 

Sctlicmcnl 



Mack ofHce costs 

High 

High 

Bad certificates 

High 

0 

Delays in payment 

High 

Low 

Transaction taxes 

Moderate 

Moderate 


Table 5; Elements OF Market Design ON India's Debt Market. 1994 and I99» 
(Eight elements of market design, derived from Shah ( 1998b)) 


Feature 

1994 

1998 

(1) Product standardisation 

Adequate standardUnlion 

Unchanged 

(2) Aggregation and revelation 
order flow 

Fragmented market through 
geographical distance and 
through phone market. Order 
flow unobserved 

Unchanged 

(.t) intermediaries 

Broker/dealers, fraught 
with agency problems. 

Unchanged 

(4) Anonymity 

Absent 

Unchanged 

(5) Counterparty nsk 

Present 

Unchanged 

(6) Settlement 

Purely paper 

Purely through depositary 

(7) Enforceinenl/prosecution 

Poor 

Improved 

(8) Futures trading 

Absent 

Unchanged 
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(2) Novation at the clearing corporation, 

(3) Ail settlement through the depository, 

(4) Rolling settlement. 

The first objective listed here has 
already been fully met. Novation at the 
clearing corporation is taking place on 
the largest market (NSE) though not at 
other exchanges. The proce.ss of depository 
adoption is half complete. The missing 
link, today, is rolling settlement. 

How would the transition to rolling 
settlement be achieved? It is common to 
point to four elements which pave the 
way for rolling .settlement: 

• Depositon adoption. As mentioned in 
Section VI, depository adoption right now 
is half complete if we look at the overall 
equity market. However, there is an 
important subset of stocks (members of 
the NSE-50 index ) where over 85 per cent 
of settlements are taking place through 
NSDL. For these stocks, this first 
requirement has been met. 

• Loans against shares. RBI has been 
increasingly liberal in terms of policies 
about loans against shares, so the second 
condition is increasingly being met. 

• Stork lending. SEBI’s stock-lending 
scheme has been in place for over a year, 
but only a handful of stock-lending 
transactions have taken place. Several 
intermediaries (including SHCIL, 
Deutsche Bank, Reliance Capital and 
NSCC) have been working towards 
building viable stockicnding facilities. 
When these arc in place, the third 
condition will be met. 

• Equiix derivatives. It is now likely that 
trading in index futures will commence 
from January 1999. When this happens, 
the fourth condition will he met. 

The outlook in each of these areas is 
hence promising. It is now u.scful to 
discuss the modalities of transition to 
rolling settlement. SEBI should draw upon 
the success story of its intervention in the 
context of adoption of the depository to 
formulate a similar strategy for rolling 
.settlement. Currently. SEBI chooses a 
date T for each stock when it goes into 
a restricted list where institutions cannot 
settle using physical certificates. Addi¬ 
tionally. a requirement .should be placed 
that six months after T, that stock should 
only be traded using rolling .settlement in 
the country: that futures-style settlement 
should be disallowed from this point 
onwards. 

A hundred stocks - the .securities which 
make up the NSE-50 and Nifty Junior 
market indexes - account for over 95 per 
cent of the trading volume in India. It is 
quite practical to sec an ideal regime 
operating for these hundred stocks by 


middle 1999, embodying electronic 
trading, with novation at the clearing 
corporation and rolling settlement through 
the depository. 

New Approaches Towards 

Market De.sign on the Debt Market 

Settlement Procedures 

Today, RBI requires that every trade on 
the debt market should settle, and this 
.settlement takes between one to flvedays. 
Existing procedures for moving funds 
and .securities are highly cumbersome. 
The back office of the largest bank is 
unable to process more than a hundred 
trades a day; this is in sharp contrast with 
the equity market where the smallest of 
NSE brokers process in excess of a 
thousand trades a day. The essential 
feature which generates this difference in 
transactions costs is the u.se of netting at 
the clearing corporation on the equity 
market, as a way to dramatically simplify 
settlement. The trade for trade regime, by 
iorbidding netting, yields these enhanced 
transactions costs. 

In the context of the equity market, the 
discussion above focused on the migration 
to a spot market based on T-f-5 rolling 
settlement, with depository settlement, 
as a short-run objective for reforms on 
the equity market. In debt markets, 
internationally, this process has gone into 
its logical destination in the form of ‘real¬ 
time gross settlement’ (RTGS) systems. 
RTGS is the ideal form of a spot market, 
where complete settlement is attempted 
a few seconds after the trade is struck. 
RTGS requires infrastructure for real¬ 
time movement of funds and securities. 

It is interesting to observe that rolling 
settlement involves intra-day netting 
while RTGS involves no netting. In this 
sense, RTGS can be viewed as an 
implementation of RBI’s existing trade- 
for-trade regime where the time elapsed 
between trade and settlement is shrunk 
to a few seconds. 

Both alternatives - either rolling 
settlement with intra-day netting or 
RTGS - could possibly yield a liquid, 
efficient market given modem trading 
procedures. Both alternatives would work 
much better than the existing trade-for- 
trade regime. RTGS makes greater 
demands in terms of widely acce.ssible 
infrastructure for instant movement of 
funds and .securities. 

However, there is a strong sense in 
which either procedure would fail to solve 
the problems of illiquidity and market 
inefficiencies on the debt market if the 
ba.sic problems in trading are not resolved. 
We now turn to these problems. 


Inuung Procedures 

Earlier, we have seen how the core 
failures of the trading ptoce.ss seen in 
Section vn have not yet been addressed. 
The debt market would obtain major 
gains in liquidity and market efficiency 
if four key principles governed trading: 
(a) anonymity, (b) price-time priority, 
(c) nation wide market, and (d) free 
entry into intermediation. 

Anonymity eliminates personal or 
political influences upon price formation; 
it focuses the information processing of 
market participants upon prices and 
quantities. Cartel enforcement would 
become essentially impossible under 
anonymity. 

Price-time priority consists of esta¬ 
blishing market infrastructure which 
ensures that every order in the country 
is assured the best price. This would 
immediately emphasise the agency 
function of an intermediary. When an 
economic agent approaches an inter¬ 
mediary in order to execute a trade, the 
execution price would be the samp 
regardless of which intermediary is 
chosen. The market would possess liqu¬ 
idity, and the intermediary would merely 
be a way of obtaining acce.ss to this 
liquidity. Intermediaries would unbundle 
their intermediation charges, and 
competitive pressures would start 
operating upon these fee.s. 

A single nation wide market - as 
opposed to a club market operating by 
telephone in Bombay - would harness 
orders from all over the country. The 
pooling of the.se orders would generate 
enhanced liquidity. Conversely, a nation¬ 
wide market would carry the benefits of 
a liquid debt market to locations all over 
the country. The experience of the NSE 
has shown that India’s financial sector is 
not located in Bombay - prior to NSE. 
85 per cent of equity trading took place 
in Bombay, but today only 35 per cent 
of NSE’s trading volume originates from 
Bombay.* 

Finally, free entry into intermediation 
would shrink intermediation costs. Free 
entry into intermediation blends very well 
with a market that works with anonymity 
and price-time priority; incumbent 
intermediaries need not know or accept 
a new intermediary into their club in 
order to trade against him on an anony¬ 
mous trading screen. However, free entry 
into intermediation does raise concerns 
about credit risk, which can be addres.sed 
using novation at the clearing corporation. 
Similarly, an RTGS system could impli¬ 
citly throw up entry barriers into inter¬ 
mediation if RTGS requires forms of 
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connectivity intofnrrastracture For funds 
transfer which only a few intermediaries 
have access to. 

Reshaping the debt maiicet around these 
four principles would imply institutional 
change which would be comparable with 
the experience of the equity market from 
1994 to 1996. It is likely that these changes 
would yield a much more liquid and 
efficient market. 

ExaiANGE-TRADED 
Derivatives on Equity and Debt 

Financial derivatives are tools thmugh 
which risk exposures of economic agents 
can be rapidly altered at minimal trans¬ 
actions costs [Shah 1997]. The enhanced 
price volatility in the liberalised economic 
environment, coupled with the manifest 
advantages of markets where risk could 
be transferred among economic agents in 
the economy, has inspired many 
independent initiatives aiming to create 
derivatives markets in the country. In the 
equity, currency, debt and commodity 
markets, a variety of progress has been 
made towards the creation of markets for 
derivatives instruments, such as future.s 
and options [Thomas 1998). 

In addition to its alltK'ative functions, 
the financial system can enable welfarc- 
impnivement through the reallocation of 
risk. Derivatives markets are a highly 
effective way through which this risk 
transfer can be achieved. 

From the perspective of market effi¬ 
ciency. and the ability of the financial 
sy.stcm to process information and 
formulate forecasts of risk and return, 
derivatives play a nile in two ways. Deri¬ 
vatives trading generally tends to reduce 
transactions costs on the underlying ca.sh 
market. Specifically, derivatives trading 
IS an instrument through which market 
impact cost in Table 3 could become 
smaller. In addition, access to derivatives 
improves the profits from speculative 
activities; this leads to enhanced levels Qf 
investment in the economy into informa¬ 
tion production and information proces¬ 
sing. Internationally, the on.set of deriva¬ 
tives trading has been accompanied by 
enhanced levels of market efficiency. 

In this section, we describe the role 
of derivatives in the modern economy, 
outline the building blocks required to 
build a derivatives exchange, and discuss 
some policy issues about derivatives 
markets in India. 

The Role for Derivatives 

Risk owing to price volatility is 
pervasive in the modem market economy. 
Drawing upon Mason (1995), we can 
employ a functional cla.ssification of the 


three miyfor 'technologies’ which the 
financial system offers for the reduction 
of risk: 

Diversification, reduces risk through com¬ 
bining less than perfectly correlated as- 
.seLS. 

Insurance, refers to securities or contracts 
which limit risk in exchange for the 
payment of a premium. 

Hedging, refers to offsetting a risk 
exposure using a financial transaction. 

Financial derivatives, such as future.<r 
and options, can be used for hedging and 
insurance, and hence help economic 
agents obtain belter control over the risks 
that they encounter. 

Components of a Derivatives Exchange 

A derivatives exchange is made up of 
four components: the definition of atraded 
product, a trading mechanism, a clearing 
facility, and settlement procedures. 

(1) Product. Derivatives exchanges trade 
completely standardised products. The 
exchange defines the traded product, and 
traders have no ilcxibility in altering the 
terms. An example of such a product 
could be a futures contract on an index, 
or options on a security, or options on 
cuficc. etc. All aspects of the traded 
contract would need to be specified, 
including the expiration date, date of 
making delivery, the exact specification 
of the grade and quantity of the goods 
which will be delivered, etc. India’s 
experience in this area is described in 
Chauhan (1997) and Thomas (1997). 

(2) Trading. A derivatives exchange needs 
a trading system. The modem consensus 
in the securities industry is that liquidity 
is maximi.sed using the open electronic 
limit order book market, where trading 
lakes place in anonymity, where indivi¬ 
duals all across the country have equal 
access to the trading floor, and prices and 
liquidity are iransparent. 

(3) Clearing. Trading on a derivatives 
exchange takes place anonymously: the 
buyer docs not know the identity of the 
seller, and vice versa. This would only be 
feasible if credit risk were eliminated, 
lliis is done through novation at the 
clearing corporation. 

14) Settlement. Derivatives can involve the 
exchange of funds and goods. Fbr example, 
tlie holder of an option to buy coffee might 
choose to exercise the option, delivering 
funds and taking delivery of coffee. The 
derivatives exchange needs to establish 
smooth procedures for settlement. 

Is India Ready for Derivatives? 

As we approach the dale when trading 
in exchange-traded derivatives com¬ 


mences, many ob.servers are apprehensive 
about the potential for fraud, bankruptcy, 
or crises emanating from this market, 
Hence, the question 'Are we ready for 
derivatives?’ is often voiced. 

The main effort towards building 
exchange-traded derivatives in India is 
that of NSE [Chauhan 1998]. NSE’s 
developmental effort towards starting 
derivatives trading, i e.the four elements 
listed above, was completed in December 
1996. After this, the onset of trading has 
been held up by regulatory and legal 
problems. Sill’s L C Gupta Committee, 
which was constituted to draft a policy 
framework for exchange traded deri¬ 
vatives in November 1996, submitted its 
report in February 1998 (Gupta 1998]. 

Some observers have advocated caution 
in the introduction of equity derivatives 
on the grounds that these are ‘highly 
leveraged instruments'. However, given 
the use of futures-style .settlement on the 
spot market for equity, a greater extent 
of leverage is already present on India’s 
spot market for equity. The danger of a 
payments crisis onNSE's proposed index 
f^uturcs market is lower than that on the 
spot market on cither NSE or BSE, which 
are presently the centres of highly 
leveraged trading in India. It is only when 
India’s equity nyirkct moves into rolling 
settlement that we will sec greater 
leverage on the index futures market as 
compared with the cash market. In 
addition, India’s cash market for equity 
is fraught with risk owing to the use of 
physical certificates, where forgery and 
theft is common. The index (utures market 
will be less risky in this dimension insofar 
as cash settlement is u.sed. 

Another source of concern is market 
manipulation. Index-ba.sed derivatives are 
intrinsically safer than the trading on the 
cash market, since it is much harder for 
manipulators to distort the level of an 
index as compared with the difficulties 
presently observed with illiquid securities 
on the cash market. 

In summary, it appears that the risks 
with respect to clearing and market 
manipulation that derive from trading in 
index derivatives arc lower than the risks 
pre.sently observed with futures-style 
settlement on the cash market. 

Areas where Usejul Derivatives Markets 

Could Come About 

The treatment above has emphasised 
derivatives ba.scd on the equity index, for 
three reasons: (a) this is one area where 
conditions are ripe for the on.set of 
exchange-traded derivatives in India, 
(b) NSE and SEBI have developed the 
in.stitutional mechanisms required to make 


Economic and Political Weekly January 16-23, 1999 


193 



this possible, and (c) in the near tuture, 
there is little doubt that stock index futures 
and options will commence trading. 

In one area, that of currency risk, a large 
derivatives market already exists in India 
in the form of the dollar-rupee forward 
market. Here, the migration from OTC 
contracting to an anonymous exchange 
environment (in the form of a dollar- 
rupee futures market) would yield 
improvements in liquidity and market 
efTiciency. 

There are several other areas where 
exchange-traded derivatives are similarly 
quite feasible, though much less progress 
has been made in terms of establishing 
the institutional framework and obtaining 
the regulatory approvals. These include 
futures and options on short-dated interest 
rates, and on a variety of commodities 
such as cotton, sugar, rice and wheat. In 
each of these areas, the oaset of derivatives 
trading will give economic agents tools 
to alter their risk exposure when desired, 
and generate improvements in market 
quality (enhanced liquidity and market 
efficiency) on the underlying ca.sh market. 

IX 

Conclusion 

The east Asian crisis has led to 
heightened intcre.st in the financial sector, 
and in the role of the state in a better 
functioning financial system. This article 
has documented a remarkable episode, 
fmm 199.1 to 1996. when state inter¬ 
ventions had a profound impact upon 
market quality on India’s equity market. 
Over this period, SEBI rose from 
dormancy, and three new securities mar¬ 
ket institutions were created- NSE. NSCC 
and N.SDL. Thc.se changes have taken 
place over an extremely short time-period. 

On the subject of the equity market, the 
two central questions in the reforms agenua 
concern the initiation and expansion of 
exchange-traded derivatives, and a com¬ 
plete transition to rolling settlement. It is 
possible to obtain major progress on these 
problems within the coming year 

Going beyond the equity market, the 
principles of market de.sign and the 
institutional arrangements Svhich have 
proved successful on the equity market 
can be fruitfully applied in three other 
areas: the market for government debt, 
the currency market, and commodity 
markets. These three areas presently 
feature primitive market institutions, as 
compared with the technological and 
institutional sophistication now visible 
on the equity market. The use of 
anonymous, electronic exchanges, with 
novation at the clearing corporation, is 


littfly to yieia major gains in manwi 
efficiency in these three areas as well. 

Notes 

1 See Hart and Kreps (1986 for a contrary 
example ofa class oftheoruical models where 
speculators can be destabilising. Friedman's 
intuilion is best visualised asn process of natural 
selection. In Luo (1998), on extreme model 
where agents do not learn from their mistakes 
or by observing other agents, the natural 
selection process alone generates (asymptotic) 
market efficiency. To the extent that teaming 
docs take place, we may expect a greater 
convergence upon efficiency. 

2 This perspective upon securities markets, and 
the role ofspecutatorstbeiein,isin sharp contrast 
with the hostility towards speculation which 
has dominated public discourse in India in the 
last fifty years. This is partly caused by confusing 
lenninology: the term 'speculation’ is often 
mixed up with ‘market manipulation’ or 
'systemic risk’. We define speculation os the 
activity of gathenng and processing information, 
which leads to valuation of securities on 
organised markets. This need not involve market 
manipulation or systemic risk in a well 
functioning financial system. 

I SEBI was created in 1988, but it was from 1993 
onwards that it found its voice. NSE was created 
in 1993, but equities trading at NSEcomnienccd 
in November 1994. NSCC was created in April 
1994 and started performing ‘novation’ from 
June 1994 onwards. NSDL was inaugurated in 
November 19% 

4 Also see http7/www igidr ac in /-ajaysboh for 
many related issues. 

3 Ever since the early 1970s, retail investors have 
owned shares but not government securities, 
and SCLdoesnotinterface with retail investors. 
However, once SGL is linked to NSDL, the 
same procedures and distribution channels used 
nationwide by NSDL to mcount for half the 
settlement volume on the (highly retail) equity 
market become accessible to the debt market 
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Market Integration, Price Efficiency and 
Short-Run Dynamics 

A Tale of Two National Stock Markets 


Raghbendra Jha 
Hari K Nagaridan 

This paper models price dynamics in the two national stock exchanges. It is discovered that there are 
well-defined relations between stock prices in the long run in each of these markets. Hence market 
segmentation is strongly ruled out. Second, the short-run behaviour of stock prices is such that no stock 
price can he considered to he independent of the others. Short-run price movements are mostly random 
or unstable, but the impulse re.sponse function analysis suggests that the instability does not persist for 
long. Finallv, there seems to he a marked difference in the reaction in the two markets for the same stocks 
in terms of the responses to firm specific and market specific shocks. This may point to differences in the 
types of traders in these two exchanges. 


I 

Introduction 

SIGNIFICANT changes have been occur¬ 
ring in the Indian stock exchanges during 
he last few years. The origins of these 
:hangcs can be traced to the introduction 
)l a screen-based trading system in the 
National SUKk Exchange (NSR) as an 
ilternative to the open-outcry sy.stem 
irevalent on the Bombay Stock Exchange 
BSE) in 1^95 Since then the success 
jf the NSE has been phenomenal. This 
.an be gauged from Table 1. Between 
1994-95 and 1996-97, the percentage share 
jt the entire country ’ s trading volume rose 
!rom 1 I per cent to 45.6 per cent on the 
'ISE. At the same time, the percentage 
share ot trading volume across all other 
exchanges declined significantly. 

The initial success of NSE set off a chain 
eaction. Feaiing loss of trading volume, 
he BSE reacted by replacing its open- 
lutcry system with a screen based trading 
•ystem within one year. Since then, there 
las been no looking back. With NSE csta- 
ilishing more than KXX) VSAT terminals 
ill across the country, small investors in 
'emote parts can have the same access to 
rading opportunities as any sophisticated 
irokcrage tlrm in Mumbai. Now BSE has 
ntroduced its own national network 
BOLT) and the Delhi StocK Exchange 
DSE) has followed suit. And more re- 
:ently. the regional exchanges have cre- 
ited the Inter Connected Stock Exchange 
TCSE) as a ruspoase to the new environment. 

The underlying cause of these quantum 
:hanges is information technology. More 
mportantly, information technology has 
facilitated disintermediation, thereby un- 
ea.shing the forces of competition. The 
miiKdiate impact of competition are (i) a 


fall in costs of transactions and (ii) tran.s- 
parency and price efficiency. 

Under the open-outcry system on the 
BSE, traders located faraway from Mumbai 
were at a .severe disadvantage. A number 
ol intermediaries were involved in arrang¬ 
ing trades and transaction costs added up 
due to layers ot intermediation. Screen- 
ba.sed trading .systems like the one at the 
NSE significantly reduce the transaction 
costs (bid-ask spreads and brokerage 
commissions) incurred by investors. Many 
layers of intermediation are removed and 
buyers and sellers interact with each other 
directly. The expanded .size ot the market 
and the lack of direct intermediation result 
III lower transaction costs for inve.stors. 

While the reduced costs of intermedia¬ 
tion is a derinitc benefit of the .screen 
ha.sed trading system, it is the increase in 
transparency and the improvement in the 
pnee formation process that generate an 
increase in the level of trading activity. 
Under the old system in Indian stock 
markets, brokers could more easily 
manipulate prices given the complicated 
prtKess of arranging a trade. This was not 
only a burden for investors who regularly 
traded, but also a major deterrent for 
potential investors. 

The new environment of screen-based 
trading has also greatly enhanced the price 
tormation process and market prices in 
India more closely reflect fundamental 
values than was the case earlier. With 
nationwide electronic exchanges in place, 
a trader sitting in Ludhiana can shop around 
and cIkkisc between the NSE, BSE, DSE 
and the regional exchange. Specialised 
traders (known as arbitrageurs) can take 
advantage of price di.vcrepancies across 
these exchanges. Their activities render a 
more integrated nationwide market where 


current prices reflect the latest informa¬ 
tion available about a company. Markets 
where prices accurately reflect the latest 
information are known as price efficient. 
The existence of price efficient stock 
markets is crucial for funnelling house¬ 
hold wealth into the most productive 
sectors of the economy. 

In this paper we examine the structure 
of the Indian stock markets. We specifi¬ 
cally study the extent of volatility and 
price efficiency of the two largest markets 
and the only national stock exchanges 
(Bombay Stock Exchange (BSE) and 
National Stock Exchange (NSE)). Con¬ 
ventional wisdom suggests that Indian 

Tabu. I PERCFNTAOfc of Traihni. Vulumf in 

TopFiVF Ex('HANIit.S 

Stock Exchange Percentage of 

Total Trading Volume 
I994-15 IV95-96 1996-97 


N.SE 

l.l 

50 0 

45 6 

B.SE 

41 6 

22 0 

19.2 

Calcutta 

.52 5 

27 5 

16.4 

Delhi 

56 

44 

75 

Ahmcdabad 

5 5 

59 

5.2 


Siiune Indian Secuntte.'i Market by Todeshi 
Endo. Vision Books 

Tabu= 2: List of Stcx'ics 


.Sirck 

Market 

Capitalisation 
(Rs crore) 

Industry 

HLL 

10555 

Consumer Products 

BHEL 

2998 

Heavy Indusines 

ICICI 

2848 

Leasing and Financing 

Colgate 

5.565 

Consumer Products 

L and T 

6025 

Construction 

ACC 

5254 

Cement 

Tisco 

7289 

Heavy Industries 

Telco 

11031 

Automobiles 

RIL 

9784 

Man-made Fibres 

SBI 

11270 

Leasing and Financing 
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markets are riven with speculation and not 
driven by any kind of market forces. On 
the surface this claim might seem logical. 
There are close to 23 markets that trade 
in the same sUKks. Overall liquidity is 
extremely poor in most of these markets. 
We also find that prices are consi.stentty 
(Ufferent acro.ss these markets. However, 
a recent study (Jha et al I998| has shown 
that prices of the same stock in the.se 
markets are well integrated. A comple¬ 
mentary line of inquiry would examine 
the linkages of different stock prices in 
the same markets. This provides the 
motivation for the present paper. We 
choo.se NSE and BSE for the following 
reasons, (a) These two have the largest 
number of listings and therefore the high¬ 
est market capitalisation: (b) most of the 
institutional investing is done in these 
markets; (c) ‘conventional’ wtsdom in the 
investing community suggests that these 
may be the central markets. 

It would be important to know the 
following (i) are the .stocks in the two 
markets informationally linked overtime'.’ 
(ii) arc the .stocks in these markets inher¬ 
ently volatile? (iii) which of these stocks 
contribute to market stabilit/.’ (iv) is there 
a difference betwc :i these two markets 
in terms of the reaction ol the listed sttKks 
to (a) firm specific information and 
(b) marketwide information and. (v) arc 
these markets inherently unstable? 

Others have rai.scd these is.sues in dif¬ 
ferent context. Hasbruuck (1993) has 
investigated the information efficiency of 
markets that trade in the same securities. 
Andersen and Bollerslev (1997) examine 
the intnafay periodicity of volatility in equity 
markets and show that most markets have 
cycles of volatility in response to infor¬ 
mation inflows. Harris et al (1995) have 
examined the stock markets in the US to 
test whether there is indeed accntral market 
that provides inlorniation to the rest of the 
maricets. However to the best of our know¬ 
ledge there is no extant literature on price 
transmittals within a given market cither 


Cj C4 

M, 


111 a iteveloped economy or in the context 
of an emerging market. 

The remainder of this paper is divided 
into five sections. In Section II, the pro- 
CC.SS of data construction is described. In 
Section UI, the methodology used is ex¬ 
plained, Section IV states Uk results and 
Section V provides certain concluding 
remarks. 


There are close to 7000 stocks listed in 
BSE while this number is around KXX) in 
the NSE. However not all these stocks 
trade with any degree of frequency. In the 
BSE, the number of stocks that trade at 
least daily is 13(X) while it is around 950 
in NSE. For the purposes of our study, we 
have chosen the 10 stocks with the highest 
maiket capitalisation. This seems to have 
a bearing on their respective frequencies 
of trading. Hie stocks cho.sen are shown 
in Table 2. We note that they represent 
a range of industries. 

Intraday data for the period July 1,1996 
to July 30,1997 from these two exchanges 
for the abovementioned 10 stoctw were 
collected. We however find that there is 
an inherent asynchronicity in data for the 
chosen stocks. For example, the stock SBl 
trades more than 2,700,000 times during 
the period while, the slowest is BHEL 


Tablf 3" Size of the Data Set 


Market 

Stocks 

Average Time Elapsed between Data Points 

Transactions (Seconds) 



Slowest Stock Fastest Stock Slowest Stock Fastest Stock 
First First First First 

NSE 

BSE 

HLL. BHEL. ICICI. 
Colgate, L and T, ACC, 
Tisco. Telco. RIL, SBl 
HLL. BHEL. ICICI. 
Colgate. L and T, ACC, 
Tisco, Telco. RIL. SBl 

46 34 48..S00 41.ISO 

51 38 33.225 27.250 

Table 4; Summary of EMPiRirAL Results 

Market 

Number of 

Cointegrating Vectors 

Cointegrating Vectors 

( 1 ) Long run refationship 

NSE 2 

-1 .pbhel + .82789. phll + 3 .5707. pcolgaie - 1 4344 picici 
■F 2.2564 piandt - 4.433l.ptefco + 1.811 pace - 
I.4l20.ptisco - 1 L2.57l.ril -f 7.1110 psbi = 0 



-1 pbbel - 1.6591. phll + 9.9232. pcolgate f 2 7829 picici 
+ 7 8571.piandt - l4.8996.ptelco + 93926 pace + 

10 37S8.ptisco + 4.1195 nl - 1 7923.psbi = 0 

BSE 

1 

-l.phll-f .94137.pbhel-i-1 3021.picici 098371.pcolgate 
+ .43593.plandl + 25727.pacc - 1 ..3073.pti8co 4 
.3l92Lptelco - .14L37.pnl 4 2 1073.psbi ® 0 

Market 

Endogenous stocks! s) 

Exogenous stock(s) 

(It) Endogenity 

NSEfi BHEL. HLL. Colgate. 
ICICI. L and T. ACC. 
Tisco. SBl. Telco, RIL 

None 

BSE 

BHEL. HLL. Colgate. 
ICICI. L and T, ACC, 
Tisco, SBl. Telco, RIL 

None 

Table 5: pRainLE of Short-Run Behaviour of Prices 

Markets 

Stabilising Slockts) Destabilising Stock(s) Random 

NSE 

B.SE 

L and T, Tisco, RIL 

L and T, Tisco, RIL 

Telco. SBl ICICI. Colgate, ACC. Tisco. Telco 

Telco, SBl ICICI. Colgate, ACC, Tisco, Telco 


1% 
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with 88,000 trades This implies that we 
should not compare the raw data for infer¬ 
ring dominance or otherwise ot any given 
stock Usage of this data would mean that 
meaningless’ transaction prices could be 
used for interring price discovery Hence, 
a method based on Hams ct al (1995) is 
used to consuuct matched data sets Tlie 
reaction ot the paces of a given stock to 
changes in the paces of the other stocks 
III the same cxdiange can be detected only if 
synchronous data is used. The procedure 
10 Lon.struct this data set is outlined below 
Consider three stocks - M,. M 2 and 
- where M, is the slowest and is the 


fastest over the chosen time interval The 
speed of trading of a slock is an indication 
of the liquidity m terms ui the number of 
times a given stock trades To construct 
the matched data set, once the slowest 
stock trades, the immediate past trade in 
Mj and are chosen This is shown in 
Figure I 'Time in figure (1) is the clock 
time The first trade in M, is at a The 
closest trades in the other stocks are 
h, and, c Hence the first triplet is (a, b. 
c) We similarly construct other taplets 
such as (a,, b,. c,), (aj, bj. cj), etc 
In this paper, we use a hybad ot ‘replace 
all’ and ‘miiupan’ outlined m Hams et al 
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ncuitE 3: iMnitsE IUbponsb of Mmo« Stocks Traded in NSE 






(1995). Under replace all. onl> Uk* closest 
prior price of the other stocks are chosen. 
Underminspanthecriterionis minimising 
the time differential between a given trade 
in the slowest stock and the corFe.sponding 



.0.0014 

Taleo 

W 



iBl 

trades in the other stocks. In a way, replace 
all is a subset of minspan in our case. In 
the hybrid version we combined the two 
methodsof replace all and minspan. Trades 
could be eitter prior to the slowest trade 
or occur after it. 

It is obvious that, the size of the data 
set will be determined by the speed of the 
slowest stock. A problem that might be 
encountered in using such a data set is the 
masking of the price discovery process by 
the bid-ask bounce of a trade across stocks, 
lliat is, a trader could trade at the bid on 
one stock and at the ask on the next. This 
type of trading could mask the price dis¬ 
covery process. Harris et ai (1995) have 
raised such an issue. Following their paper, 





we also construct data sets by changing 
the order of the stocks shown in Figure 1. 
The data set is now governed by the fastest 
stock. The size of this data set is also 
shown in Table 3. 

Ill 

Methodology 

The methodology adopted here allows 
us to ask the following questions; (a) Are 
stock prices related to each other in the 
long run in these two markets? (b) How 
does the price of a stock in a market move 
in the short run? Short-run price move¬ 
ments of a stock in a given market can 
be determined by its own past prices or, 
in the context of integrated stocks deter- 


Econoraic and Political Weekly January 16-23. 1999 


199 




Fkiure 4: Reachon of Shocks Tkaded in BSE 
TO Firm Specific Information (Top Five Based 
ON Market CAPrrAi.iSATioN) 





' Eiouiie S; Reactton of Shocks Traded in BSE 
TO Firm Specific Information (Last Five Based 
ON Market Cafttausation) 



Numtor Of Trades 


Stioek on ColooCo 
(b) 



5 10 IS 20 26 30 

Numbor of Trncloo 




mined by the past prices of other stocks 
(c) Are the shoit-nm price movement! 
stabilising? Stock prices in the short rot 
can adjust in various ways. A stable fom 
of adjustment is, when the prices adjusi 
such that the long-run relationship be¬ 
tween the stocks is reached quickly, (d; 
Is there a stock in any one of these twc 
markets that is exogenous to the proces; 
of price formation?These stocks for whici 
changes in prices of other stocks do noi 
matter are exogenous and, in .some sense 
are prime movers in the market, (e) Hou 
docs the stock respond to an orthogona' 
shock? This is analysed using Impulse 
Response functions. We examine how the 
price of a given sliKk evolves over time 
in the two markets in response to a ran¬ 
dom shock. It is possible to check whethci 
tl|e price response is mirrored across twc 
exchanges. Any differences in the rc- 
.sponse will bring out the inherent struc¬ 
tural differences of thc.se exchanges. We 
also examine if the price response is stock 
specific. That is. would the response be 
different if we considered a large stock, 
a stock belonging to a finance firm, etc! 

Impulse re.sponse function analysis 
imposes a one-time orthogonal .shock and 
docs not have any dynamics of its own 
(that is, this shock is not part of a largei 
system of .shocks in the market). The 
information rcica.scd by this shock is a 
marketwide information, which is to be 
distinguished firm-specific information. 

(0 Is NSE .structurally different from 
BSE in the sense that prices in the two 
markets for the same st(x:k react differ¬ 
ently to shocks? Thc.se shocks may be to 
a particular stock (in which case the first 
round effect would be on stock prices of 
similar industries) or systemwide shock in 
which case there may be a general effect 
on all stock prices. It would be particularly 
interesting to know whether there are 
systematic differences between the BSE 
and the NSE in regard to reacting to these 
shcKks. Suchdifferenccs.ifprescnt, would 
indicate .structural differences between 
the NSE and the BSE which may be the 
result, among other factors, of differences 
in .settlement cycles, types of traders and 
soon. 

Each of the price .series we used was 
di.scovcrcd to be integrated of order one. 
Hence, the only way to examine whether 
each of the stocks contributes to the overall 
process of price formation is through the 
method of cointegration. Since there are 
more than two prices in each market we 
should permit for the existence of more 
than one cointegrating vector. Hiis is 
possible u.sing the method of Johansen 
and Jueslius (1990). 
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The Johansen and luselius approach 
deHnes an unrestricled vector auto¬ 
regression (VAR) of the vector of vari¬ 
ables z, as involving upto k lags of z,. 

z, * A, z,_, +...-E Afc z,^ + u, 

u, - IN(0,£) ...(1) 

where is (nx I) and each of the A, is an 
(nxn) matrix of parameters. 

Now consider an (nxr) matiix P such thai 

P'z,_k - 1(0) ...(2: 

If all elements of z, are 1(1), then the 
columns of P must form cointegratins 
parameter vectors for z,_,^ and hence z^ 
Since there can be only (n-1 )cointegratin{ 
vectors, P must have r less than n. If 
however, z, is 1(1) but the elements are 
not cointegrated. P must be a null matrix 
Now define another (nxr) matrix a suci 
that: 

= ap' ...(3; 

Tile Johansen technique is based upon the 
factorisation of (3). This technique in¬ 
volves reducing (3) to .solving an eigen¬ 
value prt*Iem. The eigenvectors associ¬ 
ated with these eigenvalues are the 
cointegrating vectors. 

We will write the Generalised Vectoi 
Error Correction Mechanism (ECM) ol 
the system in (I) in its final form as: 

Az, * r,Az,_,»+...-f - jcz,_, 

-t- ^,(EC,(-1)) -t- ^2(EC2(-1)) 
+...+ ^(EC,(-I)) ...(4, 

Where f, ^ - I -t- A, -►...-f A, (i»l,...,k; 
and EC (-1) is the one period lagged erroi 
term when we use the jth cointegratinf 
vector and there are r .such error terms - 
one for each coinicgrating vector. 4j it 
the coefficient on the lagged erroi 
term from the jth coinlegrating vector 
Clearly, the vector Az may include a time 
trend, constant and other non-stationaiy 
variables. 

To investigate for exogenity of change: 
in prices we proceed as follows. If the I 
statistic for the ECM is insignificant wi 
conclude that the dependent variable ii 
question is weakly exogenous. A negativi 
and significant sign of the coefficient oi 
the lagged value of the error correctior 
term would indicate stable adjustmen! 
whereas a positive and significant sigr 
would indicate un.stablc adjusimeni. If, tr 
addition to weak exogenity, we find thai 
the coefficient on lags of variables othei 
than the variable under inve.stigation an 
insignificant then we say that tte variabli 
is strongly exogenous. Only its own lag: 
rather than changes in the values of othe 
prices influence it. 

Dynamics of the model can he furthei 
investigated by considering the model it 
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a VAR( I) t<»rmat: 


which has a vector moving average rep¬ 
resentation (VMA). 

This can then be orthogonaliscd so that 
the error terms arc not correlated and 
written as 


where the residuals e,,, are orthtjgonal. 
The mairiccs <|), arc the impulse response 
functions since they represent the 
behaviour of the modelled series in re- 
s|X)nse to shocks finnov.itions) and the 
vector e, is the vector of i (novations; the 
vector of impacts induced for particular 
variables when these impacts are indepen¬ 
dent from each other 
Short-run behaviour of prices, there¬ 
fore. provides inlormation on whether 
any one slock is dominant in any market. 
Furthermore, it shows whether the short- 
run behaviour of prices is stable. The 
impulse response function then gives us 
some idea of the duration of instability, 
in case we find such instability obtaining. 


IV 

Results 


Tables 4 and 5 provide the summary of 
the results. The results of the Error Cor¬ 
rection Model can be had from the au¬ 
thors. The impulse rc.sponscs are shown 
in Figures 2 and 3 and Figures 4 to 7 show 
the nature of the reaction of stock prices 
to firm spectlic shocks. There is a single 
cuintegrating vector for BSE while there 
arc two lor NSE. 

The esliinaicd ECMs are subjected to 
a number of diagnostic tests to ensure that 
each regression equation is well specified. 
This includes Lagrange Multiplier tests 
for serial correlation and ARCH up to 
several lugs, normality of residuals and 
RESET tests. In each case the |icrfor- 
mance of the equation was satisfactory. 
The.sc results are not repotted here to 
conserve space. The following points are 
to be noted. 

(i) In BSE, the F test statistic is stnmgly 
significant in each ca.se so that the ECMs 
appear to be well specified. Thus all stock 
prices are endogenous and there is no 
exogenous stiKk which influences other 
stocks but is not influenced by them. 
Overall, the .shoit-run instability is quite 
high. Short-run adjustment occurs only 
forLandT in the case of BSE. In the NSE, 
there arc three stocks, vi/, Larsen and 
Toubro. Tisco anti SBI whose .short-run 
behaviour is stable whereas Telco and RIL 
are uastablc in the slum run. F statistics 
are strongly .signilicant in the case ofNSE 


aH well. Hence no stocks are exogenous. 

.<ii) The Error Correction Model also 
shows that the relationship between large 
and small stocks is not symmetric in the 
two exchanges. Xhe stocks SBI and BHEL 
show a positivV (but weak) relaiion.ship 
in BSE while in NSE, a change in price 
of SBI causes a significant decline in the 
price of BHEL and vice versa. 

(iii) The impulse response functions 
show that the stocks traded in both the 
exchanges behave as though they are 
different commodities. This is due to the 
differences in the settlement cycles in the.se 
two exchanges. Hence short-run arbitrage 
possibilities are existent. 

(iv) The markets arc for the most part 
informationally efficient. This is shown 
by the impulse re.spon.se function. We find 
that any orthogonal exogenous event only 
creates extremely short-run (no more than 
15 trades on an average) perturbations. 
1'hc duration of this short run is, hence, 
no more than a few minutes. 

(V) The cointegration vector table (3) frrr 
thc.sc stiK-ks in the two exchanges differ. 
Neither the magnitude nor the signs of the 
long-term adjustment of prices arc sym¬ 
metric in these two exchanges. This points 
to persistence of differences between the 
BSE and the N.SE. 

(vi) Another important point that has to 
be noted is the fact that short-run price 
adjustments in the two markets show 
considerable variation (Table 5). Some 
stocks cause instability whereas others 
have a stabilising or random influence. 
Nevertlicless. the presence of cointegrating 
relations in both markets indicates that 
there arc long-run relations between these 
stocks in both markets. 

(vii) The structural dillcrencc between 
the two exchanges is brought out in the 
manner in which the.se two respond to 
marketwide shocks (Figures 2 and 3) and 
lirm-specific shucks (Figures 4 to 7). We 
Imd that firm specific sh(x:ks are able to 
generate greater short-term volatility in 
price in NSE than in BSE. The marketwide 
shocks (shown by the impulse response 
hinctions) have lcs.scr impact on NSE than 
on BSE. This would then imply that the 


types*of trades are different across the 
exchanges. It is quite possible that one 
exchange could have more hedgers than 
the other while speculators might trade in 
the other market to a larger extent. 

V 

Conclusions 

On the basis of the analysis in this paper 
the following broad conclusions can be 
made about the two national stuck markets 
of India. First, there are well-defined 
relations between stock prices in the 
long run in each of these markets. Hence 
market segmentation is strongly ruled out. 
Second, the short-run behaviour of stock 
prices is such that no sttKk price can be 
considered to be independent of the others. 
Short-run price movements are mu.stly 
random or unstable, but the impulse res¬ 
ponse function analysis suggests that 
the in.slability does not pcrsi.st for long. 
Finally, there seems to be a marked dif¬ 
ference in the manner in which reaction 
in the two markets for the same stocks 
differ in terms of the responses to firm 
.specific and market specific shocks. This 
may point to differences in the types of 
traders in these two exchanges. 

[This paper has benefited froiii Ihc euininents of 
Kavi Anshuiiian. and participant at the l.tth 
Congress of the European Ecnnoniic Association 
(Beilin. Augu.st I99ii). .Sunila Cienrge provided 
valuable research a.ssis(anee | 
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Life Insurance in India 

Emerging Issues 

Ajit Ranade 
Rajeev Ahuja 

This article presents an overview of Life Insurance operations in India, and have identified the emerginfi 
strategic issues in light of liberalisation and the impending private sector entry into insurance. The need 
for private sector entry has been justified on the basis of enhancing the efficiency of operations, achieving 
a greater density and penetration of life insurance in the country, and for a greater mobilisation of long¬ 
term savings for long gestation infrastructure projects. In the wake of such coming competition, the LIC, 
with its 40 years of experience and wide reach, is in an advantageous position. However, unless it addresses 
.strategic issues such as changing demography and demand for pensions, demand for a wider variety of 
products, and having greater freedom in its investments, LIC may find it difficult to adapt to liberalised 
scenario. 


1 

Introduction 

INDIA has the highest number of life 
insurance policies in force and the total 
investihic funds with the Life Insurance 
Corporation of India (IJCt are almost K 
per cent of GDP. The LIC employs more 
than one lakh employees who in turn 
supervise through 2,000 branch offices 
more than five lakh agents. Yet the.se 
numbers belie the fact that life insurance 
in India is spread very thinly and 
'.shallowly*, and its role as a mobili.scr of 
long-term savings is underdeveloped. 
Insurance companies in the developed 
world also sell products for old age income 
security in the form of pensions and 
annuities. Theabscnceof pension coverage 
fur a vast majority of Indians, al.so points 
to an important gap to be filled by the life 
insurance sector. In the 1990s however, 
LIC was put on its toes due to winds of 
liberalisation unleashed by the report of 
the conimilicc on insurance reforms, and 
sub.scqucnt talk of allowing private entry 
into insurance sector. This has led to 
introduction of some new prtxiucts and 
some innovations in customer service. But 
LIC largely remains a slow moving, over¬ 
staffed behemoth. Fiorseveral decades now. 
it has sold overpriced and underpriced 
policies, and has tried to combine business 
objectives (being a corporation) and social 
objectives (being a slate moiutpoly). There 
are big gaps in its product range which 
recent trends (described in section 6) along 
with liberalisation threaten to undermine 
its position. However, despite the usual 
public sector handicaps. UC has the poten¬ 
tial to turn its big size and reach to its 
decisive advantage in the wake of private 
sector entry into life insurance business. 

Inthisarticle we presentacomprchcnsivc 
survey of life insurance in India. We also 


identify and analyse the strengths and 
weaknesses, and emerging policy i.ssues 
III the operations of life insurance in India. 
For the sake of brevity and focus, we 
exclude from our analysis important policy 
issues such as whether foreign (and not 
just pi'i vale) players should be allowed to 
enter the life insurance business, whether 
banks and other financial institutions al.so 
should be allowed to sell life insurance, 
what steps arc needed for reforming the 
pension system in India, whether firms 
should be allowed to .sell both life and 
non-lile insurance products and so on. 

The paper is organised as follows. In 
section II we present basic concepts in life 
insurance including a description ol its 
role as a.savings instrument. In this section 
we also review the recent macro-economic 
savings trend in the country. In section HI 
we describe briefiy the history of life 
insurance operations in India. In section IV 
we present a detailed description of the 
LIC. which IS a stale mono|Hily provider 
of life insurance, with a closer look at its 
performance in the 1990s. In section V we 
discuss various issues that arc related to 
tlie liberalisation of life insurance in the 
country. To this end we provide some 
international data and examine its bearing 
on India's life insurance. In section VI we 
discuss the broader emerging issues in 
Indian life insurance in light of overall 
financial sector and demographic changes. 
.Section VII concludes the paper. 

II 

What is Life Insurance? 

The concept of insurance: Insurance is 
an arrangement to deal with unpleasant 
contingencies. It is a contractual arrange¬ 
ment which provides partial or total pro¬ 
tection again.st adverse, typically financial 
(.lutcomcs. While there are many outcomes 
or risks which are insurable, there are 


many more against which there can be no 
insurance. Broadly insurance contracts can 
be divided into life and non-Ii fe in.surance. 
Life insurance in particular ptovides 
protection to a household agaiicst the risk 
ol premature death of its income earning 
member. In traditional societies such as 
India, the joint family system itself pro¬ 
vided an insurance umbrella and succour 
to surviving family members.' In modem 
times such arrangements are now increa¬ 
singly made thiough the market mechanism 
by ‘buying im^irancc*. Thus, individuals 
pay a price (called the ‘premium’) to the 
insurance company for such a contractual 
arrangement, and the insurance company 
in turn, provides compensation if a 
specified event occurs. By making such 
contractual arrangements with a large 
number of individuals and organi.sations 
the insurance company can spread the 
risk. This gives insurance its ‘srxrial ’ 
characteristics, in the sense that it entails 
pooling of individual risks. Life insurance 
in modern times also provides protection 
against other life related risks, such as risk 
of longevity (i e, risk of outliving other 
sources of income) and risk of diseases 
and sickness (health insurance). The 
products that provide for longevity arc 
pensions and annuities and are de.scribed 
in later sections. 

Non-life insurance provides for protec¬ 
tion against accidents, property damage, 
theft and other liabilities. Non-life insur¬ 
ance contracts are typically shorter i n dura¬ 
tion as compared to life insurance contracts. 

Savings and premium: When an 
insurance contract is in operation between 
the insurer and insurce, the periodic pay¬ 
ments made to the insurer (the premium) 
is the price paid for the service, i e, ‘risk 
coverage*. When however the contract 
period is over a long time, as in the ca.se 
of life insurance, premium payments have 
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two components. One goes toward 
‘buying’ coverage and the other goes 
toward savings. This savings component 
of life insurance pits the insurer in direct 
competition with other financial institu¬ 
tions and savings instruments, such as 
bank deposits, equities and mutual funds. 
Since an increasing proportion of life 
insurance business involves pensions and 
annuities (insurance against 'old age’) 
buying life insurance has elements of an 
investment decision. 

’The bundling together of risk coverage 
and savings is peculiar to life insurance, 
especially in developing economies.^ A 
bank depositor can reclaim savings any 
timeon 'demand'. Incascoflife insurance, 
the insuree cannot reclaim the .savings 
component without .some penalty. Such 
recall of the savings embodied in premium 
payments, amounts to cancelling or re¬ 
negotiating the itusurance contract, and 
hence the penalty. There is thus a lock- 
in effect involved in signing insurance 
conuacts. 

The savings-linked life insurance 
contracts are pervasive. I'here are other 
siKirt duration term life insurance contracts 
devoid of any savings component. The 
savings component, and the typically long¬ 
term nature ot the contract, make life in¬ 
surance an i mportant instrument of mobi li- 
sing funds required for long gestation and 
longer payback period investment projects. 
These are typically infrastructure projects 
which have high capital costs and low 
operating costs, .substantial ri.sks and .sunk 
costs and high debt to equity ratio in their 
financing.' Substantial infrastructure 
inve.stmcnt is rccogni.scd as necessary for 
improving growth rates in developing 
countries such as India. In the next section 
we brieily examine the savings and invest¬ 
ment trends in India and the role played 
by life insurance in it. 

GDP and savings: Given the link 
between savings and premiums as ex¬ 
plained above, any study of insurance 
business has to be seen in the context of 
all other savings activity of households. 
In a macro-economic sense the link 
between high growth rates and savings is 
well known from classical growth theory. 
In the context of India. Patel (1997) 
indicates that a growth rate of 8 per cent 
is possible only with a savings rate of 30 
per cent. Gross savings in the economy 
is made of savings from the public sector, 
the private coiporatc .sector and the house¬ 
hold .sector. In l9‘)6-97 of the total gross 
domestic savingsotRs3..^38 billion (bln), 
the proportion contributed by the house¬ 
hold sector was 78 per cent. Table I indi¬ 
cates of the trend of savings in the 1990s. 


'.'Household savings comprise of two 
components: (a) physical which includes 
land, gold, etc and (b) financial which 
includes bank deposits, life insurance, 
provident and pension funds, equities and 
debentures, small savings certiHcates and 
mutual funds. The composition of 
household savings has undergone a 


' subs&ntial change in the la.st twodecades. 
In 1980-81 financial assets of house¬ 
holds accountedfor 39.4 percent ofhouse- 
hold savings, going up to 63 per cent in 
1993-94 and down to 45.3 per cent in 

1995- 96 and up again to 53 per cent in 

1996- 97. Household savings in Onancial 
assets have increased from Rs 86 bln in 


Table I: Gross Domestic Savings by Households 

(Rupees in cmre) 

1980-81 1990-91 1991-92 1992-9.3 199.3-94 1994-95 1995-96 1996-97'* 


Ciross I}omestic 
Product (GDP) 
Gross Domestic 

1.36013 

5355.34 

616799 

705918 

810749 

963492 

II18964 

1276974 

.Savings (CDS) 

28786 

129999 

I4I2SI 

15.5225 

183710 

247087 

283003 

3.33816 

GD.S /GDP 
Household Sector 

0.21 

0.24 

0.23 

0.22 

0.23 

0.26 

0.25 

0.26 

Savings 

Hou.se hold 

21848 

109623 

109.3.59 

124825 

14967.3 

195403 

210417 

2.5954.3 

Savines / GDS 

0.76 

0.84 

0.77 

0.80 

0.81 

0.79 

0.74 

0.78 

of which 

1-inancial savings 

8610 

49700 

62139 

65395 

94517 

10889.3 

95715 

1.36644 

C urrency 

1625 

6251 

81.57 

6562 

1.3.367 

1.5916 

16525 

13.553 

Net deposits 

2985 

II186 

14514 

19899 

32846 

32192 

26210 

59937 

Shares and debentures 443 

8410 

15887 

13824 

14772 

15519 

8057 

96.34 

Net claims on 









government 

576 

7360 

4457 

35.30 

6109 

12955 

9289 

116.36 

Life insurance funds 
Provident and 

8.59 

5338 

6623 

6766 

9197 

11016 

13342 

156.36 

(lension funds 
and Saving in 

2122 

II155 

12.501 

14814 

18226 

21295 

22292 

26248 

Physical Assets 

13238 

.59923 

47220 

594.30 

55156 

86510 

114702 

122899 


Source: National Accounts Statistics. EPW RF and Economic Survey. * Quick Estimates 


Table 2: Selected Household Savings Ratios 
1980-81 1990-91 1991-92 1992 9.1 1993 94 1994 95 199.‘i-96 l9%-97 

Fraction of household 
savings in financial 

assets (FA) 0.39 0.4.S 0..57 0.52 0.63 

Fraction of FA in 

life insurance 0.10 0.11 0.11 0.10 0.10 

Source: Table I 


Table 3: Insurance Funds Components and other Pension Funds 

(Rupees tTorei 



lasurancc 

Fund 

1 

Life 

Insurance 

Funds 

2 

Postal State 

Ins’uronce Insurance 

.3 4 

Provident 

and 

Pension 

Funds 

Financial Percentage 
Savings of FS in 
(FS) Ufc 

Insurance 

Percentage 
of FS in 
Provident am 
Pension Funds 

1980-81 

915 

821 

24 

70 

2122 

8610 

9.54 

24.65 

1981-82 

1048 

944 

28 

76 

2486 

9614 

9.82 

25.86 

1982-8.3 

1235 

1092 

.3.3 

no 

2863 

12739 

8.57 

22.47 

198.3-84 

1.376 

1221 

3.3 

122 

30.54 

1.3294 

9.18 

22.97 

1984-85 

1.5.57 

13.38 

.37 

182 

3686 

17879 

7.48 

. 20.62 

198.5-86 

1802 

1522 

49 

231 

4144 

18.5.38 

8.21 

22.35 

1986-87 

2159 

1855 

66 

2.38 

5055 

23.3.36 

7.95 

21.66 

1987-88 

2589 

2196 

74 

319 

6509 

26820 

8.19 

24.27 

1988-89 

.3423 

3005 

88 

.3.30 

7552 

27180 

11.06 

27.79 

1989-90 

4415 

.3984 

109 

.322 

9.508 

.37998 

10.48 

25.02 

1990-91 

5599 

50.30 

1.3.3 

4.36 

MISS 

49700 

10.12 

22.44 

1991-92 

7003 

6388 

165 

450 

12501 

62139 

10.28 

20.12 

1992-9.3 

7114 

6440 

182 

492 

14814 

65395 

9.85 

22.65 

199.3-94 

9.548 

8784 

222 

542 

18226 

94517 

9.29 

19.28 

1994-95 

11370 

10439 

2fs 

673 

21295 

108893 

9..59 

19.56 

1995-96 

1.3894 

129.34 

.324 

636 

22292 

95715 

I.3.5I 

23.29 

1996-97 

16188 

15127 

.335 

726 

26248 

1.36644 

11.07 

19.21 


Source: National Accounts Statistics. EPW RF: (I) = (2) + (3) + (4). 


0..56 

0.45 

0.53 

0.10 

0.14 

0.11 


204 


Economic and Political Weekly January 16-23, 1999 



to Rs 972 bn in 1995-96. Within the 
category of financial assets, savings in life 
insutance were almost 10 per cent of total 
financial assets in 1980-81 and increased 
to 14 per cent in 1995-96 (see Table 2). 

As seen from Table 2. in.surance con¬ 
tinues to be a significant part of household 
financial savings. While financial savings 
as a fraction of total household savings 
have gone up in the last decade, the fraction 
devoted to insurance has remained constant 
ataimo.si lOpercentofall financial savings. 
The total insurance funds raised every year 
in the country are made up of various 
components which includes life insurance, 
postal and state insurance (see Table 3). 
The breakup of in.surance funds into various 
components is shown in Table 3 which 
also shows that the percentage of financial 
.savings in life insurance has remained 
roughly at 10 per cent and percentage in 
provident funds and pension funds has 
declined from a high ol 28 per cent in 
1988-89 to 19 per cent in 1996-97. 

Pension funds and LIC provide a signi¬ 
ficant source of investment funds to the 
government. A detailed description of 
Lie's investments is given in section IV. 
Suffice it toobserve here that LlC’sinvest- 
mcnl in central government securities 
account for 18 per cent of total central 
government .securities. In case of state 
government securilies, 12 percent of it arc 
held by LIC. Sectorwise distribution of 
LIC investments show that as high as 84 
per cent go to the public sectors, around 
13 percent go to the private and the balance 
go to co-operative and joint sector. 

Ill 

A Brief History of Insurance in India 

Life insurance activity in its modern 
lorm started in India in 1818 to provide 
for English widows. The first (Indian) life 
injiurance company, the Bombay Mutual 
Life Assurance Society started its business 
in 1870. This was the first company that 
charged the same premium on both Indian 
and non-Indian lives. Earlier, nativeindian 
lives were considered more risky and hence 
were charged a higher premium for 
coverage. Foreign in.surance companies 
dominated in matters of insurance business 
m India and enjoyed near monopoly right 
upto the endof 19thcentury .^There existed 
a close association between the nationalist 
movement in India and the development 
of Indian intiurance companies. There was 
a rapid growth of life insurance in India 
during 1920s and early 1930s. 

Insurance regulation began formally in 
India through the passing of two acts. The 
Life Insurance Companies Act of 1912 


auu iitv riwiucm riuiM ui i7iA. 

However, the first com(sreliensive legis¬ 
lation was introduced with the Insurance 
Act of 1938 that pro vided strict state control 
over insurance business in the country. 
This provided an effective check on large 
.scale frauds that sullied insurancebusiness 
during the 1930s. 

After independence, the business of 
Indian insurance grew at a faster pace as 
competition amongst the Indian companies 
intensified and as the non-Indian insurers 
were dislodged by Indian life companies. 
Despite the .strides by theindian companies, 
insurance business remained an urban 
phenomenon. There was an immense scope 
for further spread of life insurance in the 
country. Moreover, this limited develop¬ 
ment was marked by many malpractices 
involving misu.se of insurance funds, 
cxce.ssive costs, deficiencies and frequent 
liquidation of in.surance companies. This 
shook public confidence and alsodepri ved 
policy-holders of their.savings and security. 

LIC came into being in a .scenario of 
in.surance marred by in.sotvencics, increa¬ 
sing public distrust and mainly confined 
to urban areas. 

The Life Insurance Corporation of India 
(LIC) was formed in 1956, when the 
government of India brought together over 
200odd private life insurers and provident 
.socictic.s. underone nationalised monopoly 
corporation. Another justification for 
nationalisation was to raise the much 
needed funds needed for rapid indus¬ 
trialisation and self-reliance in heavy 
industries, e.specially since the country 
hud chosen the path of state planning for 
development. Insurance provided the 
means to mobili.se household savings on 
a large scale. LIC thus came into being 
with a stated missionof mobilising savings 
lor the development of the country and 
also conducting the business in the spirit 
of trusteeship and providing protection to 
the people in every part of the country. 
I'his latter emphasis on trusteeship was 
relevant then, in light of majorinsolvencies 
and fraudulent practices of some private 
insurance companies prior to 1956. Life 
insurance in India has also been sold, 
albeit on a much smaller scale, .since the 
late 19th century-'' through the post office 
network. Postal life insurance is described 
in section VI. 

IV 

Life Insurance Corporation of India 

LIC is more than 40 years old.* With 
more than one lakh employees, 2.000 odd 
branch offices, over 5 lakh active agents 
and more than 90,000 crore of investible 
funds, it is a big part of the nation's financial 


iMc. iiicic lias Dcen a major social tnrusi 
to the activities of LIC, both at coveiiilg 
the poorer and vulnerable sectionsoflndian 
society through group schemes, and at 
investingthc income in infra-structural and 
socially beneficent projects. Life insurance 
in India has spread over the years. This 
is refiected both in the growth in size of 
LIC and volume of business done by it. 
A snapshot view of the LIC operations 
around its birth and during 1996-97 is 
presented in Table 4. 

Social role ofUC: One of the objectives 
of nationalisation of life insurance 
operations was to conduct the business 
with social objective in mind. Accordingly, 
there has been a major social thrust to the 
activities of UC, both at covering the 
poorer and vulnerable sections of Indian 
society through group schemes, and at 
investing the income in infra.struclure and 
.socially oriented projects. 

LIC is a public monopoly, owned wholly 
by the government of India. However, its 
charter specifics that only 5 per cent of 
its annual valuation surplus goes to the 
government (the owner) and the rest 95 
per cent is returned to policy-holders in 
the form of bonuses and profits.’ It is thus 
run almost like a mutual fund of the policy¬ 
holders. As seen from Table 8. LIC has 
generated surpluses consistently. This has 
bearing on the'issue of actuarially unfair 
pricing. Thus, the so-called unfair pricing 

Table 4: LIC in I956-.S7 ano I9<>6-V7- 
A SNAreHOT 



I9.S6-57 

1997-98 

Policy-holders (lakh) 

. 56 

850.03 

Income from 



premiums (crore) 

88 

19.252 

Invesiiblc funds (crore) 

410 

1,05,8.3.1 

Employees 

NA 

1.2.5.61 

Active agents 

NA 

5.58.000 

Number of branches 

240 

2.046 

Rale of relum on 



investments (per cent) 

4 52 

12.3 


Sourre: Annual reports of IJC 


Table .S; Chowth or New Life Insiiranct 
Business in India - Inimvidual iNSURANfE 

(EXCLUDING ANNUrril'.S) 


Year 

Number Growth 

Annual 

Cirowlh 


ofPtilieies over 

Premium 

over 


(inbkh) Previous (Rsemre) 

Previous 


Year 


Year 


(percent) 


(percent) 


1990-91 

86.5 

NA 

1.527 

NA 

1991-92 

92,4 

6.82 

1790 

17.22 

1992-93 

99.6 

7.79 

2038 

13.85 

1993-94 

107.3 

7.73 

2508 

23.06 

1994-95 

108.8 

1.4 

2534 

1.04 

1995-96 

110.21 

1.3 

2814 

M.05 

1996-97 

122.68 

11.31 

3345 

18.87 

1997-98 

1.13.11 

8.5 

18.59 

15.17 


Sourre: Annual reports of LIC 
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A Term Deposit doesn’t have to mean that 
your immey be locked up. Here is an option 
that provides you to take out what you need 
while the rest continues to earn the 
contracted interest. 

UNIQUE FEATURES 

• Minimum deposit amount Rs. 10,000/- 

• Invest in units of Rs. 1,000/- & 
multiples thereof 

• Allows premature withdrawal of units 
without breakitig the entire deposit. 

Vysunits let you have the best of both worlds! 
So whv settle for an ordinary Term Deposit? 

Rush, for details to your nearest branch. 



THE VYSYA BANK LTD 

Corponiie Office; 72 Si Rood Dangalnre-SM-OOl 
Vi&it us it : httpyAiiAinv.v>dwik ctMn 
rhairroan : K R Ranumoofthy 

Exptrtenct RELATIONSHIP BANKINQ with m 
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results in surpluses, which are auto- 
nwHcally returned to the policy-holders in 
the case of LIC.” 

Lie’s charter (the LIC Act of 1956) 
requires it to invest at least 75 per cent 
of its funds into socially oriented pro¬ 
jects. As on March 1997, LIC inve.stcd 
Rs 61,074 crore in central, state and other 
government, guaranteed marketable 
securities, and loans to various socially 
oriented schemes. These funds are used 
to provide for and improve basic amenities 
such as potable water, drainage, housing, 
clectrificatiun and transport. In 1997 the 
scope of socially oriented investment was 
widened to include infra-structure projects 
such as ports, loads, including highways, 
and railways. 

Lie’s other stKial role is seen in its 
subsidising specific kinds of policies. For 
the unorganised and rural sectors, group 
life insurance has an i mportant role to play 
in supplementing other state level efforts, 
like providing old age pensions, employ¬ 
ment generation .scheme, preventive health 
and medical care LlCs social security 
group insurance scheme that is applicable 
io2.1approved(K-cupationsincludingbecdi 
rollers, rickshaw pullers, construction 
workers, scit-employed women, covers 
around .50 lakh lives. Annind six lakh lives 
are CO vei cd under rural group life insurance 
schemes (RGl.lS) started from August 
I‘>95. At the time ol nationalisation, 
insuiance was largely an urban pheno¬ 
menon but currently LK’ underwrites 50 
per cent of its new business from rural 
ircas. All restrictions on other LIC invest¬ 
ments (apart l ioin the mandatory minimum 
75 per cent) have been removed since 
lutie I9‘)7. Mean returns on the I ,IC Fund 
tas been increasing over the ycats. 

Other related aetivitiex: In the l‘>70s 
LK' branched out into mass insurance 
hrough group insurance, later, extending 
.0 social security. It further entered the 
aenskm field iti mid-1980s. During I‘789-90. 
he corporatitm bratichcd out into other 
a;latcdsphercsof activity with the creation 
af three subsidiaries, viz, LIC Mutual 
Fund. LK' International, and LIC Housing 
Finance. F.ven though IJC has .some limited 
I'orcigti insurance business, attd does rc- 
insuie with foreign organisations, its 
foreign activities have negligible foreign 
exchange Implications. LIC's initiative to 
provide rtdated financial services through 
ts extensive network of branches has 
:umc none tm .soon. 

Lie's i/erfnntiance in the 1990s: The 
performance of LIC over 19‘70-91 to 
1997-98 is given in Table 5 and Table 6. 
Fhis information is culled fntm the various 
tnntial reports ol LIC. 


The debate on lefonns in insurance sector 
has pul .some prc.ssure on LIC to improve 
its performance. This is reflected in its 
overall performance in the 1990s. Its total 
premium income, around 90 per cent of 
which comes from individual insurance 
and the balance from group and annuity 
schemes, has grown at a compound annual 
growth rate ((!AGR) of 19.6 per cent 
between 1990-91 and 1996-97. Likewi.se, 
the life fund grew at the rate of 20.7 per 
cent over this seven-year pericxi. It stood 
at Rs 1,05,83.^ crorc on March 31, 1998. 
I'oial premium income as well as life 
fund, both as a percentage of GDP have 
shown a steady increase, the former rising 
to 1.42 and the latter to 7.64 in the last 
year of the period under consideration 
(.see Table 7). 

Recent trends in premium income: 
Premium on new business individual 
insurance that comprised a third of the 
total premium income (new as well as 
icnewal premium) declined to less than a 
quarter helwccii 1990-91 and l9‘76-97. 
The growth ratcof numberof new policies, 
nearly half of which arc written in rural 
areas currently, docs not .show any clear 
trend during the same pericxi. Yet, total 
premium income from individual plans 
continued to grow at a reasonable rate. 
This is to a large extent due to greater 
preference for policies of higher sum 
assured. Share of policies with sum as.surcd 
of Rs 50,(KK) and over increa.scd from 
around 8 per cent in 1990-91 to 19 per 
cent in l9‘76-97. ITiis share being picked 
up wholly at the expense of policies with 
sum assured of Rs 10,000 or less. 

In the 1990s LIC intrtxiuced number of 
new pnxlucts a few ol them have been 


quite popular. This is reflected in the fact 
that the share of two most popular policies, 
namely. Endowment policy and Money 
Back policy, which constituted about 
75 per cent of the business in 1991-92, 
has gone down to almo.st 56 per cent in 
1996-97. Asha Deep, Bima Kiran, Jeevan 
Surabhi, introduced in the 1990s, did well 
in the market. 

LIC's expenses: Overall expense as a 
percentageof premium income maintained 
a declining trend over the same period, 
though renewal expense as a percentage 
of premium income showed a steady 
increa.se from 3.52 to 7.1 during'l990-91 
and 1996-97. Operating expenses, that 
include commissions as well as manage¬ 
ment expenses, as a percentage of total 
income (premium income as well as income 
from other sources) showed a steady 
decline over the peritxl under consider¬ 
ation. In 1996-97, its share in total income 
was 14 percent. Salaries account for much 
of the management expenses. 

Net lapse, defined as lap.ses minus 
revivals, is the highc.st in the .second year. 
That is. most policies that lapse, lapse 


TmiM’ 8: Amount paid hv 1-IC‘to mip 
Govcrnmkni 

(Rs crore) 


Year 

5 Per Gcni 
Surplus 

Taxes 

Total 

I990-‘>1 

90 

254 9 

.144.9 

1991-92 

I0S.4I 

526 6 

4.12.01 

1992-91 

11842 

407 15 

525 57 

l99.l-‘»4 

140 IS 

451 92 

572 07 

1994 9S 

160.94 

508 98 

669.92 

1995-06 

171 69 

582 28 

753.97 

l‘)96-97 

I98..t5 

585,06 

783.41 


Source Annual reporls iif IJC 


TAbLi 6 Groxtii or I.U1-. iiiisiNKss IN lOKi'i-; IN India 


As on 31 si ol Numberof 

Growlh over 

Annual 

Growth over Total Sum 

Growth over 

Policies 

Previous Ycai 

Premium 

Previous Year As.sure(l in 

Previous Year 

(lakh) 

(per ccnl) 

(Rs crore) 

(per cent) Rs crore 

(per cent) 

March l'>9l 4.55.1 


■ 4777 

118651 


March 1992 508.6 

11.76 

5946 

24,47 145929 

22.99 

March 1993 566.1 

II .31 

7146 

20.18 177268 

21.48 

M.'irch 1994 608 

7.4 

8758 

22.56 207601 

17.11 

March 1995 645.5 

6.17 

10385 

18.58 253333 

22.03 

March 1996 708.7 

9.79 

12094 

16.46 2943.36 

16.19 

March 1997 776 6 

958 

14500 

19 89 34.3018 

I6..54 

Source. Annual reports of Lir, 





Tablc 7: GDP and Lii-p. Fund 


Year GDP 

Life Fund 

Plsrccniage lo GDP Premium Percentage to GDP 

1‘>90-91 533.324 

28401 

5.33 

.5601 

1.05 

1991-‘>2 61.56.55 

34691 

5 6.3 

6960 

1.13 

1992-93 705.566 

40998 

5.81 

7987 

1 13 

1993-94 803632 

49666 

6 18 

9735 

1 21 

1994-95 922200 

59979 

6.5 

11.528 

1.25 

199.5-96 II0I70C 

72780 

6.61 

14182 

1.29 

1996-97 II4‘>2(K) 

87760 

7.64 

16351 

1.42 


Source: Annual reports of UC, Economic Survey. 
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in the second year of its purchase. This 
ratio has increased over the 1990s. Ratio 
of outstanding claims to claims pay¬ 
able hovered between 5 per cent and 
6 per cent. 

The 'March ’ effect: Analysis of month- 
wise distribution of new business indi¬ 
vidual insurance suggests a consistent 
pattern year after year. The maximum 
business every year (around 33 per cent 
of the total number of policies) is done 
in the month of March, the month of 
financial closing, while le.ss than I per 
cent of the total policies are written in the 
following month, that is. April. The new 
insurance business after plummeting in 
Apri I. recovers to .some extent in May and 
then gradually picks up till September, 
lowering .somewhat during October, the 
festival .season, and then starts rising again 
till December. It falls somewhat in January 
and February before peaking in March. 
This ‘March Phenomenon' reflects the 
fact that awareness of the need for life 
insurance as a service is much limited, and 
most people buy life insurance more to 
avail tax benefits than tocoverthe financial 
risk faced by the family members from the 
death of the breadwinner. This observation 
that insurance purcha.ses are tax induced 
has to be qualified since the country has 
only about 12 mi llion tax-payers but almost 
fiS million policy-holders. Hence the extent 
to which tax incentives determine insur¬ 
ance purcha.ses is limited. 

Regional mriatio(is: Regional analysis 
af insurance, across .seven zones in which 
□C divides the country, suggests that 
insurance penetration (total premium 
Income as percentage is of zonal domestic 
product (ZDP)) is maximum in the .southern 
cone. This is followed by western and then 
;outh central zone while it is lowest is in 
:entral (Madhya Pradesh), and only a little 
better in north central (Utttar Pradesh) 
cone. There exists a strong correlation 
between per capita premium income and 
per capita zonal dome.stic product sug¬ 
gesting an increase in per capita income 
o be the surest way to increasing insurance 
lenetration. Regionwi.se insurance density 
bllows broadly similar pattern. However, 
lumber of policies as a percentage of 
lopulation shows a .strong correlation 
vith social indicators sjch as regionwisc 
iteracy level. For example, top two regions 
southern and western zones) accord- 
ng to literacy rate are also the regions 
laving the highest number of policies 
IS a percentageofitspopulation.Similarly, 
.he lowest two regions (north-central and 
;entral) in terms of literacy rate are also 
■ank lowest in terms of number of policies 
is a percentage of its population.^ 


J|(frrrqfrav laws: As already mentioned 
in section IV, there is a signiricant impact 
of tax-incentives in the purchase of in¬ 
surance In this section we look at the tax 
tivatment of the insurance company. 
Taxation of Insurance companies is 
governed by Income Tax Act 1961. Under 
this act. profits and gains of life insurance 
business is taken to be the surplus arrived 
at by way of actuarial valuation made as 
per lasurance Act, 1938. An asses.see has 
to pay income tax at the rate of 12.5 per 
cent on his income from life insurance 
busine.ss. Further. Income Tax Act provides 
tliat any income of a fund set up by the 
Lie on or after August 1, 1996 under a 
pension scheme is exempt from income 
tax.'® The amount that LIC paid to the 
government both on valuation suiplus and 
the tax is shown in Table 8. 

V 

The Liberalisation Debate 

The committee for insurance sector 
reforms: Liberalisation of the insurance 
sector commenced with the setting up of 
the insurance reforms committee by the 
government of India in 1993. Among other 
things the committee recommended [GOI 
199'.' that private insurers be allowed to 
co-exist along with government companies 
like LIC and General lasurance Corpora¬ 
tion (GIC) companies. This recommenda- 
tion had been prompted by several factors 
such as need fur greater and deeper 
insurance coverage in the economy, and 
a much greater scale of mobilisation of 
(.savings) funds from the economy for 
infra.structural development. Liberalisation 
of the insurance sector is at least partly 
driven by fiscal necessity of tapping the 
big re.servc of savings in the economy. Its 
main rccjbmmendations are as follows; 

(1) Raising the capital base of LIC from 
Rs S to 200 crore. half retained by the 
government and rest .sold to the public. 

(2) Restructuring of LIC involving 
delegation of financial, admini.strati ve and 
operational authority to the zonal offices. 
C 'entral olTicc .should concentrate on policy 
fonnulation, product development, invest¬ 
ments, personnel policies, and accounts of 
the corporation. 

(3) Use of modem technology at all 
levels and development of effective 
management of information system 

(4) Setting up of a strong and effective 
regulatory body with independent source 
for financing before allowing private 
companies into the sector, and 

(5) limited number of private companies 
to be allowed in the sector. But no firm 
to be allowed to operate in both lines 
(life andnon-life)ofinsurance.Minimum 


pdid-hp capital for a new entrant tdxHiU 
be Rs 100 crore with promoters holding 
not exceeding 40 per cent and at no time 
be less than 26 per cent of the paid-ug 
capital. Foreign companies required K 
float an Indian company for the purpose. 

(6) Reducing mandated investment ol 
fresh accretions from the present level ol 
75 per cent which is considered to be high. 

The insurance regulatory authority (IRA] 
mentioned above, whoiie formation has tc 


Table 9; No or Poucies res 100 Persons 


Countiy 


Remaik 

Japan 

489 

Most of the countries 

US 

140 

listed, except India have 

Singapore 

64 

a substantially smaller 

South Korea 

52 

faction of the population 

Taiwan 

47 

in agriculture wherein 

India 

7 

spread of insurance is the 


least. 


Source: Compiled by Ihe authors from vanous 
sources. 

Table 10: International Comearlsons of 
Premiums as Per Cent of GDP (1992) 


Africa 



Total 

Ufe 

South Afnca 

12.8 

10 3 

Zimbabwe 

4.8 

2.9 

Kenya 

2.4 

0.5 

Morocco 

2.1 

0.4 

Tunisia 

1.7 

0.1 

Asia 



China 

1 

0.3 

South Korea 

I2..5 

9.8 

Japan 

8.6 

6.4 

Taiwan 

4.8 

3.3 

Malaysia 

.1.8 

1 7 

Singapore 

.1.7 

2.3 

Philippines 

2..1 

I 4 

Thailand 

2 

l.l 

India 

1.7 

l.l 

South America 



Brazil 

4..1 

0.5 

Panama 

3..1 

NA 

Chile 

3 

1.8 

Colombia 

1.8 

0.4 

Argentina 

1.6 

0.2 

Mexico 

1.5 

0.5 

Venezuela 

2.2 

NA 

North America 



US 

8.83 

3.66 

Canada 

6.97 

3.27 

Source: Sigma. World insurance in 1992. Swiss 

Reinsurance Company, March 1994. 

Table 11 : Annual Growth Rate of Life 

Premiums 


Country 1991 

1992 1993 

1994 

China 11.66 

27.47 9.48 

NA 

India 24.27 

14.76 21.88 

18.41 

Sri Lanka* 41.58 

23.03 19,04 

54.68 

Philippines 18.69 

17.64 19.95 

18.64 

Malaysia 2.5.60 

18.60 22.80 

23.60 

Japan 3.37 

4.57 2.92 

0.32 

Source: Samsung (1995), • Projected for 1994. 
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Raiiw India (IWS 96) and 6ini,ai>ore (1995) Utiusation oi- In< omcs 


prttede dte entry of pnvate sector players 
in insuronce, requires legislative action 
IRA has been lornied but as of this wnting, 
has not gained statutory status The 
following section discusses the proposed 
role of IRA briefly 

The Role of the regulator Insurance 
sector liberalisation has to be seen as a part 
ot the reform of overall financial sector 
The smooth functioning ot the financial 
sectordepends heavily on the continuation 
of the trust and confidence that people 
place on finance companies and financial 
products Since products such as insurance 
are basically a promise to pay these 
products arc of little value to consumers 
if they cannot trust the company to keep 
Its promise Furthermore, banking and 
insurance sectors are vulnerable to the 
bank run’ syndrome, wherein even one 
insolvency can trigger panic among 
consumers The regulatory authority apart 
from Its traditional functions must respect 
the need toensurc consumer confidence •' 
In any other business some insolvencies 
can be seen as desirable since they are 
a normal process ol weeding out of 
inellicicnt firms But inthe financial sector 
one insolvency can potentially cause a 
dominoctlect wiping out an entire industry 

The nile ol the proposed IRA can be 
seen as comprising the following three 
functions 

(a) the protection of consumers interest 
this includes disc losiire norms speedy ing 
mandatory products and nsk standardi 
sation also pnniding for quick dispute 
settlement 

(b) to ensure financial soundness of the 
insurance industry this involves deve 
loping sol vency indicators monitoniig and 
auditing functions developing licensing 
and capital adequacy norms and penaltit s 
lor violati ins 

(c) to ensure healthy growth ot the 
insurance market better education to 
consumeis 

(d) regulating in* iirance intcrmcdiaiies 
such as agents brokers consultants and 
surveyors to evolve guidelines on the 
entry and functioning ot such intci 
mediancs 

These objectives must be achieved with 
minimum government mvolvemcnt and 
cost IRA’s functioning can be financed 
by levying a small lee on the premium 
income ot the insurers thus putting zero 
(ost on the government and giving itself 
autonomy 

IRA can also consider allowing banks 
to act as agents (as opposed to underwriters) 
of insurers in mass base typeset products 
Given their wide network of branches and 
their customer base the banks can access 



this market tor insuiaiice products and 
also earn commission income Ihe 
incremental cost ot providing such insur 
ance products would be much lower Such 
a move ol allowing banks to operate 
insurance business and vice veisa is con 
sisletit with a worldwide trend of greater 
integration ul banking and insurance 

Tt Lading with < aution fhe move toward 
allowing pnvate sector into insurance is 
motivated by piospectivc gains in etti 
cicncy pioduci sanety customer service 
and a general deepening ol insurance 
opciations in the country More impor 
taiitly It will alsotnsure a greater mobilisa 
lion of funds required fur instrastucturc 
development However there have been 
some reservations expressed in allowing 
private entry on the following grounds 
(i) there would be a tendency for skim 
niing the markets thus pnvate players 
w uuld concentiate on the lucrative mainly 
urban segment leaving the unprofitable 
segment to the incumbent LK (b) without 
adequate regulation the lunds generated 
may not be deployed in sectors which 
yield long term social benefits such as 
intrastiucture and public goods similarly 
without regulation pnvate firms may 
renege on their social sector investment 
(ind possibly co insurance) obligations 
Meeting these concerns * ^ requires a strong 
legulatory body 

Another caubonarv note is expressed in 
t stimating the potential size ot the market 
lor life insurance products The current 
locus seems to be mainly on the non 
agncultural mainly urban and middle class 
sector which it can be argued has been 
adequately targeted by LIC’ The biggest 
growth area is rural agncultural sector 
wherein it is not clear whether new pnvate 
< nirants would have any competitive edge 
over LIC This is an area where un¬ 


conventional and innovative marketing 
stiategies would have to be used to reach 
Ihe target population 

Benchmarki from abroad Insurance 
density defined as premium per capita, is 
one ol the commonly used statistics lor 
companng the spread ot insurance across 
countnes Such a measure is not appropnaic 
for several reasons Briefly these are 

(a) different countries have vastly 
different aggregate incomes thus to the 
extent that life insurance is a normal good. 
Its demand is’iikely to be higher in more 
affluent countries 

(b) the distribution of income vanes 
substantially across countnes thus even 
controlling for aggregate income acountry 
with a more skewed disinbution is likely 
to have lower per capita demand tor 
insurance 

(c) tax treatment of insurance andhence 
incentives to buy life insurance differ 
markedly across countries 

(d) degree ol development ot altcmative 
financial markets and instniments may be 
different across countnes tor example, 
Ihe tionomiu magazine [Lionomist 
I997b1 cites that in South Afnca since 
bank deposits earn a negative real rate of 
return the assets ot insurance companies 
as a fraction ol GDP is second highest in 
the world, next only to Japan 

Given this compansons across countnes 
4.fe only indicative Less than 7 per cent 
ot the population in India has life insurance 
covered In Singapore around 45 per cent 
ot the people are covered and in Japan this 
IS close to 100 per cent In the US over 
S1 per cent ol the households have insur¬ 
ance covered India has Ihe biggest life 
insurance sector in the world if we go by 
the number of policies sold, butthe number 
of policies sold per 100 persons is very 
low tsee Table 9) However, this obser- 
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vation has to be qualiHed by noting that 
insurance is typically spread vety thinly 
among nirai agricultural population, which 
constitutes a negligible proponion in the 
developed countries, whereas it is amlost 
67 per cent of India’s population. 

But total life premiums collected per 
annum, was only 1.4 per cent of Gross 
Domestic Product in 1996-97. This 
measures market penetration of in.surance 
within any countiy. In Singapore this figure 
was about 2.3 per cent in I99S. for Japan 
it was 6.3 per cent, and for South Korea 
die rate was about 9.8 per cent. Since 
Indian insurance collection is a tiny share 
in the world life insurance premium 
collection, and it is itsclfasmall proportion 
of India’s GDP, it means that the average 
premium collected per policy is very low. 
*1316 market share of world life insurance 
premiums is topped by Japan (30 percent), 
followed by USA and then by UK. The 
share of all developing countries is a 
meagre 2.S percent. Similarly, the amount 
of premium collected per capita too is very 
small compared to develop^ countries or 
even some of the fa-st growing developing 
countries (sec Table 10). 

The major insurance markets in .south 
and ea.st Asia are in varying degrees open. 
The.se range from comparative free maikcts 
of Hong Kong and Singapore to the 
increa-singly more liberal markets of South 
Korea and Taiwan to a more densely 
regulated insurance sectors of Thailand 
and Malaysia. Opening up of insurance 
sector is an integral part of the liberalisation 
process being pursued by many developing 
countries. Since 1987. when Korean and 
Taiwanese insurance sectors were libera¬ 
lised. the Korean market has grown three 
times faster than GDP and in Taiwan the 
rate of growth has been almost four time.s 
that of its GDP. Philippines opened up its 
insurance sector in 1992. 

The industry structure shows a high 
concentration in life insurance business in 
many countries. Even though there are 
more than 1.200 active life insurance 
companies in the US. the 10 largest life 
insurance companies hold 43 per cent of 
total industry a.s.sels in 1990. The market 
share of 10 largest companies in terms of 
premium is S3 percent incase of Australia, 
72 per cent in Philippines and 90 per cent 
in case of Singapore. 

The claim settlement ratio of LIC. 
defined us percentage of claims settled out 
of total submitted is probably the highest 
in the world. 

Utilisation ofiiuome comimristm: India 
and Singapore: Figure shows the pattern 
of income utilisation between India and 
Singapore. The major difference reflected 


inihetwocharts is in the benefit payments 
arid the commissions paid to the agents. 
Generally. commi.ssions paid to agents are 
higher wherever Uie insurance industry is 
competitive. This is also the case in 
Singapore. While commissions to LIC 
agents in India form only S per cent of the 
income, its share in Singapore is 16 per 
cent. In Malaysia share of commissions 
is close to 20 percent. The benefit payment 
to the policy-holders in India is much 
higher as compared to what policy-holder 
gets in Singapore. This is because of the 
mutual fund nature of LIC. wherein 
valuations surpluses flow back to policy¬ 
holders. Much of benefit payments to the 
policy-holders go in the form of maturity 
claims. Its share in total benefit payments 
in India was about 70 per cent whereas 
in Singapore it was just 50 percent. Another 
important difference is with respect 
surrenders. Surrenders form 25 per cent 
of the benefit payments in Singapore 
whereas it’s share in India is just about 
9 per cent.*'* 

VI 

Emerging Issues 

The demand for life insurance has two 
sources, viz, the ri.sk of premature death 
and the risk of longevity. The respective 
products which cover these two types of 
risks are term insurance (where the teim 
can be long), and pensions or annuities. 
I'he market for annuities in India is almost 
non-existent, and LIC coverage is also 
very small. The usual products offered by 
Lie bundle savings and term insurance. 
In the following sections we discuss the 
prospects for life insurance in India from 
both the.se sources. 

Demographic trends: Two relatively 
modern trends in the Indian context affect 
life insurance business .significantly. One 
is the breakup of the joint family sy.stem 
which worked like an insurance arrange- 
nient. With more and more nuclearfamilies 
bccomingthe rule, there isagreatcr demand 
for life insurancecover forthe breadwinner 
of the family. The .second trend, also con¬ 
nected with the first one, is that the elderly 
arc increasingly having to fend for 
them.selve.s. In 1990 India had about 54 
million people above the age of 60. This 
number is expected to rise to 71 million 
by 2(X)0. and to almost 10 per cent of the 
ti ital population by 2010. Thus future senior 
c itizens look to plan for their own old age. 
rather than be a burden to their children. 
There is a greater awareness of planning 
for old age, and the need for pensions and 
annuities. These twotrends portend a large 
and growing market for life insurance in 
India.*-^ Some other factors which are 


catllycing these ^yelopmenU is the 
inemse in the size of India’s middleclass, 
rising per capita incomes and rising 
literacy.'^ With an estimated size of 250 
million, the middle class is at least four 
times as large as the current coverage of 
Lie. Other developments are above 6 per 
cent growth rate of the economy which 
translates into higher savings, and a 
proliferation of savings instruments, an 
economically liberalised atmosphere, 
greater consumer awareness and level of 
education about insurance. 

Demand for pension plans: In much of 
the developed world, pension funds 
represent an important form of financial 
assets in the economy. For example in the 
US economy in 1992, pensions accounted 
for 36 per cent of all financial assets, 
behind banks with 46 per cent. There ore 
important conceptual is.sucs surrounding 
the provision, funding and management 
of pension funds, which we do not discuss 
in this paper.For example, it is now 
recognised that the state cannot be the sole 
provider of old age income, nor is it 
advisable to leave pensions completely in 
the private arena. In India however, except 
for the organised sector employees, for 
much of the labour force, including the 
.self-employed, there is hardly any social 
.security in the form of old age pension. 
Out of an estimated 340 million people 
in the labour force, less than 30 million 
are covered by any old age income security, 
including pensions (for mainly central 
government employees), employees' 
provident fund and public provident tund. 
The biggest single group of persons not 
covered by any old age income security 
is agricultural labour. 

There are at present basically three form.s 
of old age income security, viz. provident 
fund, gratuity and pensions. Employees’ 
Provident Fund Scheme (EPFS) of 1952 
isthe largest of all provident fund .schemes, 
covering almost 20 million employees in 
the organised sector and having a corpus 
of over Rs 800 billion. The fund which is 
administered by a central board of trustees 
(CBT), is severely regulated in terms of 
investment options. Other provident fund 
schemes are Coal Mines Provident Fund 
Scheme, Central Government Employees’ 
Group Insurance Scheme, and Public 
Provident Scheme. Some provident funds 
arc exempted from the EPFS law (usually 
large corporations), and are managed by 
their own tru.stees funds (though subject 
to identical investment norms) and amount 
to about Rs 250 billion. 

Under the gratuity scheme received on 
retirement, death or resignation, beneflts 
are paid according to Payment of Gratuity 


210 


Economic and Political Weekly January 16-23, 1999 



Adi 1972. The cost of grtfuity is entirely 
borne by the employer and is pmd on cash 
basis or funded by the employer during 
the service period of an employee. Hie 
fund so formed is administer^ by a trust 
or contributions are paid to LIC under its 
Group Gratuity Scheme. The estimated 
corpus in the Gratuity fund is about 
Rs 2S0 billion. 

The third form of social security that is 
currently prevalent is pensions. Central 
government employees, including those 
in military service are covered by pensions 
which are indexed to the cost of living. 
Lie also provides pension schemes but 
the premium amount it receives from such 
schemes forms only a very small part of 
its total premium income. Institutions that 
have arrangements for paymentof pension 
to their employees can either set up an 
internal fund, and purcha.se an appropriate 
life annuity only fmm LIC as and when 
an employee retires or purchase a group 
pension policy from LIC. This monopoly 
of Lie in providing annuities foremployers 
with private pension arrangements was 
relaxed in 1997. when IJTI was also 
allowed to sell annuities. 

The lack of growth of pension plans in 
India is due to a combination of inadequate 
tax relief tor pension funds combined with 
strict investment restrictions that yield low 
returns. Furthermore the virtual monopoly 
of LIC. whose lack of innovation and 
marketing in this respect, has ensured that 
pensions remain very undeveloped in India. 
In other countries such as Singapore the 
resources of the central provident fund to 
GDP was 76 per cent in 1990. in Malaysia 
It was 41 per cent. In South Africa the 
as.sets of pension funds and insurance 
companies was as high as 84 per cent of 
GNP in 1990. In developed countries like 
Switzerland and Netherlands the a.s.scts of 
pension funds and life insurancccoinpanies 
to GNP was 110 and 107 per cent res¬ 
pectively in 1990. In US and UK. pension 
fund is 66.7 and 54 per cent of GDP 
respectively. In Chile, in 1994. pension 
fund was 43 per cent of GDP. 

Investment pattern in the allocation of 
pension funds also varies greatly across 
countries. While in UK. pension funds 
invest 72 per cent of their resources in real 
assets, that is. equities and real estate, and 
the remaining in debt instruments, in the 
US it is 46 and 54 per cent respectively. 
Swiss and Dutch invest, respectively, 33 
and 31 per cent of their pension fund in 
real assets. In developing countries such 
its Singapore and Malaysia most of these 
funds arc placed in government bonds and 
other debt instruments. Chile, much talked 
about country for its pension reforms. 


curmitly invesu aiound 30 per cent of its 
pensidn funds hi equities. 

Another reason for the lack of popularity 
of pensions in India, as Insurance Reforms 
Committee also pointed out, is tax relief 
given to contributions to the pension/ 
annuity is much less in India than in UK. 
Another tax anomaly that needs to be 
corrected is the asymmetric treatment of 
Lie vis a vis employer funded pensions. 

The pension system in India needs 
substantial reform, with one of the main 
objective being to bring a large section of 
the workforce under the pension umbrella 
in a fiscally sustainable manner. Other 
policy issueconcems whetherpaiticipation 
in pension system be compulsory or 
voluntary, and what kind of regulatory 
oversight is necessary for private sector 
pension fund management.'^ 

Competition with other savings assets: 
As mentioned earlier in this article, the 
bundling of savings and insurance is 
peculiar to life insurance. As the financial 
.sector develops and there is a wide range 
of financial products to choose from, the 
attractiveness of using life insurance 
contracts as partly a savings iastrument 
depends on the rate of return. This in turn 
IS determined by the freedom available to 
L.1C on deciding on an optimum mix for 
Its investment portfolio. Severe restric¬ 
tions, .such as government mandated invest¬ 
ments would mean that its ability to offer 
higher returns on the .savings component 
would he limited. It is seen that in 
developed economics there isconsidcrable 
separation between insurance and savings 
products, and as .such a wide range of 
insurance-only products called term 
iasurance products are sold. Even among 
savings linked products, there is a wide 
variety with scope for customer specified 
savings share, and al.so inflation indexed 
(variable) returns. In the current regime 
tlie process of introducing new products 
in LIC is very slow and constrained, and 
this will need revamping. 

Issues in Pricing: LIC is a corporation 
wholly owned by the government. 
However 95 per cent of its excess earnings 
arc returned to the policy-holders, who 
hold 'with-profif policies. Thus defacto 
operation is akin to a mutual fund. Hence 
die issue of actuarily unfair pricing, does 
not arise, since any exc'essive pricing that 
results in excess income for the company 
is ploughed back to its policy-holders (who, 
it must be added are not shareholders). In 
doing so, there is an element of cross- 
suKsidising that goes on. in the sen.se that 
the ‘with-profit’ policy-holders gain at the 
expense of (the minority) policy-holders 
who do not have with-profit policies. In 


the eventthatUC becomes a true common 
stuck company, correct pricing may 
become essential. There will emerge an 
important issue of addressing the interests 
of shareholders (who would want higher 
IHofits) and poiicy-holdets. customers who 
would demand actuarily fairpricing. More¬ 
over, in such a scenario, cross-subsidising 
across products will no longer be feasible. 

Role of information technology: The 
business of selling life insurance requires 
assessing the profile of the customer and 
assigning the right policy. This process is 
facilitated by a database that is created in 
the course of a corporation's operations. 
With its huge network, LIC has a 
tremendous incumbent’s advantage in 
being able to generate such a database. 
This business is completely driven by 
information technology, which can result 
in substantial productivity gains. LIC is 
a unique organisation involved in the 
selling of e.ssentially one pixxluct on a 
massive scale. If it uses this network to 
offer other financial products such as 
pension plans, other long and .short term 
savings instruments, various term 
insurance, it would have better utilised 
this va.stly underutilised capacity. 

Selling of Life Insurance through the 
postal network; The department of posts 
and telegraphs also provides some banking 
and insurance* functions. Notable among 
these are the post office savings bank 
(POSB)'** and po.stal life insunuice (PU). 

PLIcameintobeingonFebruaiy 1.1884 
as a welfare measure for government 
employees. The scope of PU wasextended 
from time to time to other categories of 
employees. PLI benefits now extends to 
the employees of central and state govern¬ 
ments. central’and .state public sector 
undertakings including banks, universities, 
local bodies and defence services. In 
1994-95. PLI had around 21 lakh policies 
for the total sum assured of Rs 4,776crore. 
PLI has a very low expense ratio. 

The strategic advantage of an existing 
network of 1.5 lakh branches of the po.stal 
system can hardly be overemphasiseu. It 
is well known that the postal savings 
schemes generate much morcdepositsthan 
rest of the banking .sector. A .strategic 
alliance between UC and the department 
of posts for life insurance and other related 
products can lead to greater penetration 
as far as life insurance is concerned. 

VII 

Conclusion 

In this article we have presented an 
overview of life insurance operations in 
India, and have identified the emerging 
strategic issues in light of liberalisation 
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and the impending private sector entry 
into insurance. The need for private sector 
enliy has been justified on the basis of 
enhancing the efficiency of operations, 
achieving a greater density and penetration 
of life insurance in the country, and for 
agreater mobilisation of long-term savings 
for long gestation infrastructure projects. 
Introducing competition involves .several 
regulatory issues and the role of the 
regulator has also been di.scusscd here. In 
the wake of such coming competition, the 
government monopoly of LIC is a strong 
incumbent, and is in a position to take 
advantage of its wide reach and more than 
40 years of experience. However, unless 
it specifically addresses the strategic issues 
such as changing demography and demand 
for pensions, demand for a wider variety 
of products including the delinking of 
savings and insurance, and having greater 
freedom in its investments. LIC may find 
it difficult to adapt to the liberalised 
scenario. 

Notes 

1 A .simple mathematical device that explains 

whyjoinl familie.s would require les-s market 
insurance could be as follows. Imagine a joint 
family household of n earning individuals, 
whose income generation is given by 
independently (and say identically) fluclualing 
random vanables xl to xn The per capita 
income of this household is (xl ■¥ + 

xn)/n whiehls much mores(ahlc(le.ss vanance) 
than .all the individual x's. When such a 
household breaks up into n households, there 
IS increa.sed risk (greater variance) and hence 
a greater need to buy market insurance. 

2 The impliealinn ol bundling insurance and 
saving into one contract is studied in Ahuja 
(IWS) 

.) The India Intraslriiclure Report (COt 1996) 
estimates (hat (he funds required for infra- 
.strueliire invesimeni could he in excess of 
USS too billion over the next few decades. 

4 Postal life insurance (PLlI came into being 
on February 1.1884 as a welfare iiK'asun: for 
government employees. The scope of PU was 
extended from lime to time lo ulhei culeguries 
of employees 

5 Fbrdebiilcd hisioncal account of life insurance 
in India and the Life Insurance Corporation 
see LIC (1970) and LIC (1991). 

6 Lie’s age of 40 is an appropriate mileslone 
for introspection. George Bernard .Shaw said 
that by 40 one is either a fool or a philosopher. 
As the LIC enters its fifth decade, its conduct 
can hardly be described as foolish. Imteed. it 
shows inaliinly and perhaps some intros¬ 
pection, but it is nor guilty of^ingexce.ssively 
philosophical. Hut of course. Shaw’squip was 
about people, not corporations 

1 It should be mentioned that the LIC does not 
pay any explicit 'guarantee fee’ lo the 
guvemmeni of India, which stands as guarantor 
to all policy-holders The five per cent rule 
may be seen .is a proxy guarantee lee, although 
this inicrpretation is controversial, especially 
in light of severe governmenl resirieiions on 
Lie’s invesiments 


f ‘Hw returning of 95 per cent snrphuos to 
policy-holders has dislnrtionoiy efRret in that, 
' the ‘with profit’ policy-holders get cross 
subsidised by the ‘without profit* policy¬ 
holders. 

9 Outrevilic (1994) studies the relationship of 
various parameters such as literacy and 
incomes in a study of insurance in developing 
countries and reaches similar conclusions. 

10 For some details on tax Ueatmenl of insurance 
in various countries i ncluding India see Soman 
(1997). 

11 For more details on die role of the regulator 
see Ranadc and Ahuja (1996b). 

12 Some of these concerns have been analysed 
in Ranade and Ahuja (1996a) and CTiitaic 
(1997). 

11 AdciailedanalysisoftheUSin-suranccindusiry 
is found in Wright (1992). 

14 For more details on the Singapore fife insurance 
bu.siness see Annual Report of the Insurance 
Commissioner (I99S) and Lian (1996). 

I.X While the growth rates of premiums in 
developed countries are barely S per cent, in 
many developing countries the growth rate is 
almost 20 per cent (.see Table 11). 

16 .Sec Oulreville (1994) for an analysis of cross 
country experience of life insurance. 

17 For some discussion of pension reforms, sec 
Patel (1997) and Villas (l99Sa and l99Sc). 
and references (herein. 

IK The Insurance Reforms Committee, among 
other things, recommended greater freedom 
for investment of pension funds, exemption 
from taxes, and introduction of unit linked 
pension plans. 

19 The banking activities of the post office is 
gauged by the fact that the POSB has a network 
ofaround l.5lakhposloffieesas on March 31, 
199.^, with an outstanding balance during 
1994-95 through various savings schemes of 
Rs 78,908 crore. Mahila Samridhi Yojano 
scheme introduced in October 1993. in 
order lo empower adult rural women 
financially, has generated Rs 81.2 crore in 
84.4 lakh accounts as on March 31. 1995. 
During 1995-96, the department introduced 
many new value added schemes such as 
premium savings bank service in order lo 
facditaie better access lo cash to the account 
holders. 

References 

Ahuta. R (nd): 'The Implication of Bundling 
Savings and Insurance’, (ininieo), IGIDR. 

Annual Report of the Insurance Commissioner 
(1995): Monetary Authority of .Singapore 
(MAS), Singapore. 

Chitalc, K M (1997); ‘India's Insurance Industry 
as a Financial Inlennediary: Some Additional 
Issues . presemed at the World Bank con- 


fennoe on 'Indnu A nnancial Sector for (he 
21st Century', becember. 

Dutt D (1997): ‘Improvident Fund’, Business 
India, December 29. 

The Ectuumusi (1997a); ‘A GiantSucking Sound’, 
Finance and Economics, August 23. 

The Ecommisi {1991b): ‘South Africa's Insurers- 
Unbundled’, Finance and Economics, 
September 6. 

Government of India (1994): ‘Report of the 
Coiiimittee on Reforms m the Insurance 
Sector’, ministry of finance. 

- (1996): ’The India Infrastructure Report; Policy 

imperatives for Growth and Welfare*, report 
submitted to the ministry of finance. 

Lian. T K (nd); 'Life Insurance Ti»ids and 
Management in Singapore'. NTUC income. 
Singapore. 

LIC: Various annual reports. 

- (1970); ‘Saga of Security: Story of Indian Life 

InsuraiKre 1870-1970*. LIC of Indio, Bombay 

- (1991): ‘Tryst with Trust: The LIC Story’, LIC 

of India. Bombay 

Outreville, J Francois (1994): 'Life Insurance In 
Developing Countries: A Cross-Country 
Analysis’, UNCTAD discu.ssion paper. 
Geneva. 

Patel. U (1997): 'Aspects of Pension Fund Refonn: 
Lessons for India*. Et onimir and Political 
Weekly, September 20. 

Ranade. A and R Ahuja (1996a); 'A Quiz on 
Insurance Sector Liberalisation'. Economic 
Times. October 11. 

-(I996h). 'Insurance Regulatory Authority. 
Bloodhound or Watchdog’’’. Economic Times, 
October 31. 

Ripoll, Jose (1996); 'Domestic Insurance Markets 
in Developing Countries' Is There any Life 
after GA’rS’*’. tJNI^AD discussion paper, 
Geneva. 

Samsung (1995): Proceedings of the conference 
held at Samsung Finance Research Institute. 
The Asian Life ln.surance seminar. Samsung 
Finance Re.search Institute 
Soman, S S (1997): ‘Tax RegulaUon lor Insurance 
Companies'. Dnyanajvoti, vol 14. no 2 
Villas, O (199.5a). 'Sequencing Social .Securiiy. 
Pensions and Insurance Reform’, World Bank. 
Washington. DC. 

- (1995b): ‘The Rationale and Performance of 

Personal Pension Piimsm Chile'. World Bank, 
Washington. DC. 

- (t995c): ‘Pension Funds and Capital Markets’, 

Financial .Sector Development Department, 
The World Bank. 

Wright, K M (1992): ‘The Life Insurance Indastry 
in the United States: An Analysis of Economic 
and Regulatory Issues’, The World Bank 
working paper, WPS 8.57. 


Back Volumes 

Back Volumes of Economic and Political Weekly from 1976 to 1996 are 
available in unbound form. 

Write lo: 

Circulation Department, Economic and Political Weekly 
Hitkart House, 284 Shahid Bhagat Singh Road, Mumbai 400 001. 


212 


Economic and Political Weekly January 16-23, 1999 




Risks of Capital Account ConvertibUity 

RHPatii 

The experience of the east Asian countries has underscored the dangers of unregulated capital mobility 
so long as a country does not have the institutions to handle these flows efficiently. 


ON the interntitional trade front significant 
liberalisation has taken place during the 
post- war period. Quantitative as also tariff 
restrictions have come down dramatically 
during this period. As a result of its suc¬ 
cess the GATT got promoted into WTO 
which now encompasses trade in both 
commodities and .services. In comparison 
to the tremendous strides achieved in the 
field of trade liberalisation, the progress 
on the IMF front appears to be relatively 
less spectacular despite the fact that a large 
number of its member countries have 
accepted lull current accounts 
convertibility. 

Although it is nut in its original 
mandate that it should be working towards 
an eventual totally free capital mobility 
regime, the IMF during the last couple of 
year^ has bcenarguing in favourof a world 
that has dismantled national controls on 
capital movements At the annual IMF- 
World Bank meeting held in 1997 at Hong 
Kong many spokespersons from the IMF 
and the World Bank had argued in favour 
of tree mobility ol capital across national 
borders. But at the recent annual meeting 
of the IMF-World Bank in 1998 at 
Washington the mood was quite different. 
Having seen the devastation caused by 
greater capital mobility, especially inca.st 
Asia, there was much less of a lervcnt 
appeal to move towards an era of capital 
accounts convertibility. Thus the earlier 
cuphoiia about the need lor abolishing all 
controls on movement of capital acro.ss 
national borders is waning rapidly. 

IxiGK'oi Capital Mobii Irv 

We need not do miss the earlier plea of 
IMF in favour of capital mobility across 
national borders as being one more 
evidence of its policies being subjected to 
pressures from the developed western 
world and in particular the US which 
almost sets the tone of IMF policies in 
all important areas. A highly simplistic 
and uncharitable explanation for IMF’s 
support of free capital How to and from 
the middle income and developing 
countries may be that IMF is keen to 
facilitate greater control of MNCs on the 
productive resources of these countries. 
However, a more plausible reason for 
IMF's tilt towards capital mobility 
appears to be that unfettered capital 
mobility is perhaps as important and 


beneficial as free trade in goods and 
services. 

During the last two decades different 
versions of free market economy have 
become popular in many parts of the world 
as government as an entity has failed to 
be equal to the promises it placed before 
the common citizen. The collapse of the 
communist regimes in the erstwhile USSR 
and the embrace of market economy by 
China and most of the ea.st European 
countries have helped in increasing the 
attractiveness of the market economy 
appmach in many other areas including 
international capital mobility. Although 
the extreme versions of the free market 
philosophy are rapidly going out of 
fashion, many sensible people are 
convinced or believe that the government 
as an entity has proved to be not as et fleient 
as the market in allocating re.sources in 
several areas of economic activities. On 
a purely logical plane one can still argue 
persuasively that more efficiently run 
governments arc better allocators of capital 
than the free markets. However, in real life 
situations neither totalitarian nor demo¬ 
cratic regimes have been able to ensure 
emergence and continuity of efficiently 
run governments. It is pnmarily for this 
reason that market-onented solutions are 
becoming increasingly popular in several 
parts ol the world. 

Asc'cndance oi Market Economy 

Along with introduction ol many market- 
oriented domestic reforms several 
countries are grant i ng freer access to inflow 
of international capital. One of the major 
attractions in adopting this policy is the 
access a country could have to the va.si and 
growing pool of savings in the developed 
countries which have not been able to 
throw up enough opportunities for 
investments within their own borders. 
According to some estimates, the global 
tradable stock of financial assets including 
bonds and equities was well over $ 41 
trillion as at end 1994. The .stock of liquid 
financial assets is estimated to be expanding 
at about three times the rate of growth of 
the global real economy. In the developed 
world, since the slock of liquiility is 
growing very much more rapidly than the 
GDP, the major prc^lem faced by the fund 
managers and the financial intermediaries 
like banks in these countries is one of 


deploying the funds efficiently at attractive 
rates. Although only a small part of the 
incremental pool of liquid capital is in 
search of better avenues of investments 
outside tiffi developed economie.s. this pool 
is large enough for other countries that arc 
willing to welcome the inflow of such 
capital. 

The proposition that seems to have 
attracted the world bodies like IMF and 
IBRD IS the tremendous benefit that the 
capital importing countries could derive 
by propelling their growth process. A 
regime of free capital mobility would 
simply mean flow of savings I rom a region 
where they arc surplus to a region where, 
they ore in deficit. This point is of particular 
significance for two reasons. The con¬ 
cessional assistance from the multilateral 
institutions as also bilaterally from the rich 
countries is drying up last. The affluent 
world has developed aid fatigue and as a 
result its propensity to direct assistance to 
several developing countries is either 
stagnating or declining continually. 
Unfortunately, the efficiency of aid 
utilisation has also declined very sharply 
in the developing counirics bccau.se of the 
fact that most of the official assistance is 
directly given to the governments or 
governmental agencies which arc noted to 
be universally inefficient in aid utilisation. 
This has also been one of the contributory 
reasons for the developed countries to turn 
away from extending official assistance to 
developing countries. 

In most parts of the developing world 
it has been observed that the pri vatc sector 
has been able to utilise capital more 
efficiently than the public sector. The 
relative efficiency of the private sector in 
relation to that of the public .sector u not 
necessarily across nations but within the 
boundaries of any one country. Despite all 
the handicaps from which the private sector 
may suffer it is able to utili.se resources 
more efficiently for the simple reason that 
it cannot hope to get budgetary support 
to remain a going concern or viable 
indefinitely. 

Importance of Commodity Sectors 

Despite all the opening up of the world 
economy through continual trade 
liberalisation the proportion of aggregate 
global GDP entering into international 
trade cannot expand beyond certain 
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limits. It needs to be noted that the 
nuyor part of the global income will con- 
tinue to be generated locally in each 
country. It has been noted that on an 
averse about 80 pw cent of the global 
economy owes its existence to locally 
produced and consumed goods and 
services like retailing, public utilities, 
transport, food processing financial 
services, health care, etc. 

In the early stages of development of 
most countries, the commodity sectors 
contribute asignificantly large part of GDP. 
It is only at an advanced stage of economic 
development that the proportion of income 
contributed by the services .sectors like 
financial services, education, law and order 
adinini.sirationand information technology 
(all of which can be called as the non- 
commodity sectors) comes to account for 
a growing share pf the GDP. Consequently, 
as a country reaches a mature stage of 
development the share of the GDP con¬ 
tributed by the commodity sectors 
(both manufacturing and agriculture) 
declines 

It IS tor this rea.son that in the early 
stages of their development the develqjing 
countries require large amount of invest! blc 
resources for investing in the commodity 
sectors and the input-intensive infra- 
sinicture soi tors like power.' oxid transport 


ports, etc. If a country desires to grow at 
a rapid rate it needs large investible 
resources which only the developed 
countries that have surplus capiul can 
provide. The policy framework of 
developing countries desiring to grow 
faster needs to facilitate inflow of foreign 
'capital particularly into the comm^ity 
sectors (including such commercially 
viable infrastructures areas as power and 
telecommunication). 

Capital Mobility 

Flows of capital into developing 
countries are generally of three types, viz, 
portfolio equity, direct investment (with 
majonty control) and loan capital (both 
long-term and short-term). These different 
types of foreign capital flows have vsaying 
impact on balance of payments, financial 
sector and the capital markets of the host 
counliy.Theportfoliocapitalwhichcomes 
by way of investments in equities and 
bond.> floated on the market adds to the 
tmancial liquidity of the host country. 
Ciencraliy, annual limits are placed on the 
inflow ol such portfolio investment by 
most countries to tackle the problem of 
destabilising flows. Foreign portfolio 
investors generally enjoy freedom in regard 
to entry and exit from the host country. 
Foreign inve.stors’ investment decisions 


are imiuenceo oy incir risx-rcwniu 
perception of the host country and the 
specific instruments in which they invest. 
It has been observed that portfolio c^tai 
is fickle and is subject to sudden outflows 
if market conditions in the host country 
turn adverse. Loan capital inflows mate¬ 
rialise whenthedomesticentities(whether 
owned by the citizens or by foreign 
investors) decide to raise funds from 
abroad. These decisions are influenced by 
the costs of funds at home in relation to 
those from foreign sources. In many 
countries permission from the concerned 
authorities may be required regarding the 
quantum and maturity terms of such loans. 
A number of countries including India 
place separate annual limits on short- and 
long-term loans that all the domestic 
entities can borrow in each year. 

Among the three forms of foreign capital 
inflows the direct investment inflows arc 
noted to be generally stable and a long¬ 
term nature. Such investment inflows are 
influenced by long-term counlry-cum- 
industry rates of returns. Since such capital 
inflows are in 'real economic activities’ 
of the host cymnlry the investors are fully 
aware that the actual rates of return 
materialise only after the inve.stmem 
proposals fructify and start yielding after 
their gestation periods. 


THE MAKING OF THE INDIAN ATOMIC BOMB 
Scicacc, Secrecy and the Poftcehmial State 
toy Abrmkmm 

This book is the fi»t serious historical account of the development of India’s nuclear programme and of how the 
bomb came to be made. The author questions orthodox inteiprehitions implying that it was a product of mtemational 
conflict. He argues that in fact the explosion had nothing to do with national secunty as conventionally understood 
and everything to do with establishing the legitimacy of the mdependent nation-stato. 

This IS also a pioneering exploration of the sociology of science in the Third World context that offers a radically 
new argument about the Indian state and its post-colonial crisis of legitimacy. 

8I2S016IS3 tls300 00 

WATCHING THE UNIVERSE 
AhHGHbbiM 

In a series of essays collected together for the first tune, the author looks at questions such as -How would die 
dinosaurs have evolved if they had not been wiped out by a giant meteorite sixty-five million years ago? Is most 
of the universe in die form of mysterious ‘dark matter’ t^t we cannot see? Can mass be spewed into the universe 
from white holes-like black holes in reverse? What do superaovae mean to u5?-which have helped shape our 
ideas about the universe in which we live. This hook is a thoroughly engaging yet authoritative look at the most 
intriguing facets of modem astronomy. 
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Direct investment flows are governed 
primarily by long-term return conside¬ 
rations and are therefore much less volatile. 
Direct investments also do not have the 
destablising impact which the hot money 
type portfolio investments have. Countries 
keen for integrating their economies into 
the global economy .should therefore be 
more inclined, in the early .stages of their 
development, to welcome direct invest¬ 
ment before they ever open up their capital 
accounts to foreign investors. 

Rec'hnt East Asian Extorience 

When countnes decide to throw their 
doors open for inflow of foreign capital 
it has been observed that during the early 
years it is the portfolio type of foreign 
capital that floods in. In any case the 
inflow of capital in the form of bilateral 
official or multilateral assi.stance does not 
increase merely because a country ha.s 
decided to remove barriers against inflow 
of foreign capital. The level of official aid 
inflows is mainly influenced by the nature 
of existing international relationships that 
any country cultivates over time. Further, 
the foreign direct capital inflows take time 
to fructify as potential investors have to 
identify bankable projects, local joint 
venture partners (where found necessary) 
and receipt of various approvals of the 
host government authorities. Portfolio 
capital on the other hand is more mobile 
and can get into the country through the 
stuck exchange route, etc. In this context 
It would be highly rewarding to draw 
lessons from the recent experience of the 
cast Asian sountries (EACs) that are 
passing through a very difficult pha.se since 
mid-1997. It appears that major source of 
the trouble these countries arc now facing 
has been due to their highly liberal app¬ 
roach to foreign capital 

The experience of the EACs is parti¬ 
cularly infcrcsting because of the fact that 
only a few years ago the.se countries were 
hailed as models particularly for the 
developing countries that are keen to have 
rapid economic development. Before the 
EACs received massive inflows of foreign 
capital they had undergone an interesting 
phase of macro-economic reforms during 
the mid-1980s. A crucial component of 
the reform process in the.se countnes 
included a real exchange rate target that 
was designed to achieve strong export 
competitiveness. Given theii size and 
re.source endowments EACs arc obliged 
to adopt an export-ied growth strategy. 
They iniioduced structural reforms to 
' stimulate rapid growth of tradable goods. 
On the exchange rate side they adopted 
policies that led to continual devaluation 
of currencies that more than compensated 
relative levels of domestic inflation. 


Simtiltaneously, they maintained strict 
fiscal discipline to eventually achieve 
budgetary surplus. Asanesult public sector 
debt to GDP ratios fell in almost all these 
countries. 

The combi nedimpactofthedepreciating 
effective exchange rate and tight fiscal 
policy led to relative price stability thereby 
enhancing the attractiveness of the EACs 
for foreign investors. During the end of 
1980s and up to the middle of the current 
decade they were able to attract sizeable 
i nflo ws of foreign capital. During the early 
years when the capital inflows grew year 
after yearthesc countnes had acomfoitable 
ti me as the large capital inflows gave them 
considerable latitude in their policy 
lormulation. Since these countries already 
had very high savings rates the available 
funds for investment grew rapidly because 
of the iargeinflows of foreign capital.This 
phenomenon lulled these countries tnadopt 
policies which did not encourage more 
efficient use of capital. Many investorsdid 
not bother to give due attention to such 
imponant aspects as prudent asset liability 
management .strategies. In short, the EACs 
did not effectively meet the major 
challenges especially posed by the large 
inflows of foreign portfolio capital. 

The experience of the EACs abundantly 
proves that unless a host country’s 
institutional structure, regulatory policy 
Iramcwork and capital market efficiency 
are sufficiently strong, it will face serious 
difficulties in integrating itself with global 
financial markets. It has now become 
obvious that most of the EACs were just 
not well prepared to face the problems that 
global economic integration posed to them. 
ITie series of economic policy reforms 
introduced by thc.se countries in cleaning 
up their markets and institutions were no 
doubt in the right direction. But a high 
level of preparedness was needed on 
several other fronts before the whole 
economy was ready to ah.sorb the sh<x;ks 
that entrants into the global economic 
system usually are subjected to in the 
transitional phase. 

FiNANriAt SrcioR Weakne.s.ses 

Among all the various sets of factors 
that have led to the major crisis being 
faced by the EACs, one major area in 
respect of which these countries were 
mlatively more vulnerable relates to the 
weakness that are observed in respect 
of their financial sector. The problem.s 
faced by the financial sector get com¬ 
pounded it there ate also weak unsound 
non-bank financial companies (NBFCs) 
that compete with the rest of the financial 
sector entities. 

Like in India the EACs also had their 
own versions of tightly regulated regimes 


with many of these countries having 
directed lending for some of die secton 
accompanied by subsidised lending rates. 
They used to tightly regulate entry of new 
banking institutions as also expansion of 
the existing ones. They also used tocontrol 
tending and deposit rates. After this tightly 
regulated system was dismantled by tiw 
EACs their banks lost the high degree of 
comfort they had enjoyed in the past. In 
some .sense the banks lost a great deal as 
their franchise value declined with the 
ushering in of a free competitive regime. 
Since deregulation was brought about 
speedily the degree of competition to the 
banks from other players increased 
significantly. Competition to the banks 
also increa^ from newly set up banks, 
expansionofbranches by theexisting banks 
as also fnim the NBFCs. Banks lost good 
business with domestic borrowers getting 
freedom to borrow directly from overseas 
financial centres. Attracted by lower 
interest rates the better credit rated 
customers started moving away from* 
domestic banks to foreign currency loans 
from international financial centres. 
Consequently, the port folio quality of local 
banks deteriorated considerably as the 
proportion of loans to the smaller and less 
creditworthy cu.stomcrs in the total 
portfolio increa.sed. 

The banks and the NBFCs were not well 
prepared to face intense competition for 
another reason. Before introducing 
deregulation the authorities in these 
countnes had done a cleaning up job. hi 
regard to the banks and the NBFCs, these 
countries had faced ai inancial crisiseariiei. 
To meet the situation a number of bail¬ 
outs were worked out for both banks and 
NBFCs. But all bail-out attempts always 
create moral hazard problem. Whenever 
bail-outs arc carried out the culprit 
managements should be punished. 
Invariably this was not done in the EACs 
perhaps partly for the reason that the 
primary cause for the financial crisis was 
the authorities themselves who worked 
out the bail-out later. Such things do happen 
in a regime of directed and behest tending. 
But in any case it would have been 
appropriate to restructure the managements 
of the bailed-out institutions and banks so 
that new managements have the required 
skills for facing a competitive situation 
moieeffcctively. Secondly, another serious 
problem faced by the financial sector was 
that the process of bail-out and restni- 
cturing was not carried to its conclusion 
by strengthening the capital base of the 
banks and NBFCs. Since a rapid transition 
to a deregulated regime puts considerable 
pressure on the local banks and institutions 
their capital base should be much higher 
than what is usually prescribed by the 
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weH-knowii international norms about 
cai^tal adequacy. 

RisK.<i OF Foreion Portfolio Capital 

Since the foreign portfolio capital is the 
fastest to respond to any policy changes 
its flow invariably is significantly higher 
during the early years soon after capital 
controls are removed. The EACs were no 
exception to this. Large amounts of money 
llowed into these countries through the 
stock exchange route. In the earty years 
fund managers were cautious to place their 
investment after proper equity research 
analysis. But once money starts flowing 
into the market in a big way the mechanism 
ot self-fulfilling prophecies starts working. 
This attracts more investments and the 
fund managers get thniled as the NAV of 
their portfolio.starts increasing. After some 
time fund managers become complacent 
and the quality of their due diligence 
declines.’niisleadstoasituationofbubbles 
and bursts. 

The advantages of interest rate arbitrage 
also encouraged a large inllow of loan 
capital into the F.ACs. Since all these 
countries managed ‘dirty floats’ (that 
IS by managing their exchange rates 
within well delincd bands) banks as also 
other borrowers rai.sed low interest 
foreign currency loans, converted 
these into domestic currency for on- 
lending them to the local entities at higher 
rales. The hulk ot such borrowed money 
was of a short-term nature. Given the real 
estate btMun in thc.se countnes a large 
proportion ol this was lent (o/invested 
in real estate. But as the crisis developed 
all the foreign currency boriowcrs 
faced .serious problem soon after the un¬ 
sustainable property boom turned into 
a burst. When the lenders started recal¬ 
ling their loans oi stopped renewing the 
maturing loans there was a near panic 
m the loreign exchange markets. It is 
mainly tor this rexson that currencies of 
these countries depreciated sharply 
which many keen observers of the scene 
have described as being an over-reaction 
or over-correction. 

Roll of Hbdoe Funds 

.Since the breakdown of the Brciton 
Woods system world financial markets 
have become increxsingly volatile. The 
daily tumovei in the foreign currency 
markets is estimated to be around $ I ,.1(K) 
billion. It means that currency trade is 
several multiples of the underlying real 
global economy that is subject to cross 
border flows. No individual country is in 
a positi(ii) to face the onslaught of large 
speculative flows again.st its currency. 
Whenever the market perceives that the 
parity ol a currency is out of alignment 


with its fundamentals there will be 
speculative attacks against that currency. 
Since most of the currency traders are still 
not unanimous as to which factors 
dcteitnine external parity of a currency 
it is possible that unhealthy speculation 
may result in the currency of a country 
that is coming under pressure. Assessment 
of right level of a currency is still an art 
and therefore there could be wrong 
judgments. 

One may argue that those who guess 
wrongly will be punished by the market. 
But recent history has shown that 
speculators arc willing tosuffersuch losses 
once in a while if they arc able to guess 
correctly in a majority of the cases. A new 
breed of speculators has emerged during 
the last decade who take big speculative 
bets. These new breed of speculators are 
the hedge funds who have come under 
clo.se scrutiny after the debacle of the 
much publicised hedge fund called long 
tonn capital management (LTCM). The 
activities of hedge funds arc unpredictable. 
1 bey operate .secretively and do not provide 
meaningful information about their 
operations even to the investors who 
pnividc them funds. The hedge fundsoften 
behave as predators, always in search of 
an attractive and weak prey. Hedge funds 
move their funds from one country to the 
other with tremendous speed in search of 
profits or to minimise their losses in the 
ho.st country. 

Hedge funds normally try to derive 
maximum benefit from market imper¬ 
fections that provide a type of 'arbitrage 
opportunities'. They continually trade in 
currencies or financial assets globally to 
derive maximum benefit from the real or 
perceived mi.spricings. There is a major 
qualitative difference between mutual 
funds which arc tightly regulated in their 
home countries even when they invest 
their funds globally and hedge funds which 
arc least governed. The mutual funds rai.se 
monies from innumerable investors whose 
interests the regulators arc keen to protect. 
Ibc hedge funds raise resources from 
relatively wealthy invc.slors who arc better 
informed or are willing to risk their 
resources with the hedge funds which 
generally adopt nsky investment strategies. 
A numl^r of hedge funds speculate in 
exchange rates ol countries which they 
perceive to be vulnerable. George Soros 
made over a billion dollars by speculating 
in the exchange parity of the pound .ster¬ 
ling. Hedge funds arc therefore generally 
viewed v«ith distrust by mo.st of the 
dcvclopingcountries. The Malaysian prime 
n)ini.ster, Mahathir Mohammed, is very 
hitler about the hedge funds because of 
the havoc playedby them with the Malaysian 
economy. 


The danger from the hedge funds is not 
so much because of the funds they raise 
from investors but the very high leverage 
with which they play their game. LTCM 
got into serious difficulties because it had 
balance sheet exposure of well over $ 100 
billion on own funds ol less than $ 4 
billion. Over and above this itsof f-balance 
sheet exposure in the from ot derivative 
instnimcnts was close to $ 1.000 billion. 
LTCM had borrowed from .some of the 
world's top commercial and investment 
banks. 

The destabilising role played by the 
hedge funds recently once again came to 
light when the Japanc.se yen came under 
the attack of the hedge funds. It is largely 
because of the onslaught ot the hedge 
funds that many were predicting a large 
depreciation of the yen to 180 yen per US 
dollar by early March 1999 These experts 
were in fur a rude shuck when the hedge 
funds could not su.stain the costs they were 
incurring in their operations and were 
forced to unwind their positions. The yen 
which had depreciated to 147 per US dollar 
at one stage has ri.sen sharply to its cuirent 
level of 116 yen to the dollar. While it may 
be true that many hedge funds may have 
incurred los.sc.s in their speculative attack 
on the Japanese yen. they stand to gain 
substantial amounts whenever they gang 
up against currencies ol several other 
countries. One should not overlook the 
damage the hedge funds are inflicting on 
the global economic system by causing 
wild exchange rate fluctuations. So long 
as the hedge funds arc not as tightly 
regulated us ordinary mutual funds it 
would be risky to talk about free capital 
mobility. 

Conclusion 

The risks of unhindered capital mobility 
appear to be high so long as a countiy is 
not in a position to handle these flows 
efficiently. Among the three major types 
of flow.s. the advantages ot DPI are clear 
as such flows can be directed in the desired 
arexs as per the defined policy frame of 
a country. These flows arc not volatile and 
therefore do not lead to un.stable exchange 
rates. They arc absorbed easily since the 
bulk of the inflows for a country like India 
would be in the form ol imports of capital 
goods, technical know how. etc. Portfolio 
capital flows arc likely to be destabilising 
as they arc subject to sudden and often 
abrupt inflows/outflows. Such capital 
flows put unneccssaiy pressures on the 
exchange rate and money supply 
management policies. If the inllows cannot 
be managed efllciently port folio capital is 
likely to be burdensome for the economy 
as debt servicing costs have to be borne 
by the host economy. 
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SPECIAL STATISTICS - 22 


« 


Money, Banking and Finance 


WITHaviewtocomplementing the various 
research contributions carried in this 
special issue, this section presents a set 
of 17 statistical series covering key aspects 
of the broad theme of ‘money, banking 
and finance’. Considering the massive, 
detailed and complex nature of dau sets 
available on the subject, the presentation 
here has had to be selective, bringing 
out the essential features of monetary 
and financial sector operations. As the 
scheduled commercial banks .still consti¬ 
tute the mo.st dominant component of the 
financial system, they occupy the maxi¬ 
mum .space in this .stati.stical set. 

Reflating the rising proportion of the 
tKMi-agricultural sectors in gross domestic 
product, as also tlie increasing sophisti¬ 
cation in commercial transactions and 
improved banking habit, the share of 
currency in broad money (M^) has steadily 
declined over the years, which is more 
sharply brought out in the concerned incre¬ 
mental ratios. Amongst the components 
of M^, the fastest growth has been occur¬ 
ring in time deposits with banks, followed 
by demand deposits and currency in that 
order, that is. in the dc.scending order of 
their liquidity. Divergent annual rates of 
growth in these components have been 
such as to give some stability to the 
composite growth, more .so when 
fortnightly averages of M, are considered 
for individual years. As brought out by the 
RBI’s Working Group Report on Money 
Supply (June 1998). the annual averages 
of M., growth based on year-end and 
fortnightly averages have remained 
more or less the same (17.5 per cent and 
17.3 per cent) for the decade 1988-89 to 
1997-98. but the yearly rates of increases 
have varied from 13.7 percent to 22.3 per 
cent based on year-end data with a co¬ 
efficient of variation of I S.6 per cent 
and from 15.7 per cent to 19.8 per cent 
based on average data with a coefficient 
of variation of 7.7 per cent (ibid, p S3). 
Interestingly, long-term monetary expan¬ 
sion has steadfastly remained at about 
I7.S per cent, though the corresponding 
term trends (say, decadal rates) in related 
macro variables such as real economic 
growth and inflation rate have fluctuated 
significantly. 

In factors inllucncing money .supply, 
vast fluctuations are noticed in annual 


EPW Research FoandathHi 

trends of individual components. Key 
revelations are; (i) the rates of increase in 
banks’ investment in government securi¬ 
ties have generally been higher in the post¬ 
reform period than in the comparable 
preceding period; (ii)banks' credittocom- 
merciai sector has not only grown at a 
slower pace during the recent years but has 
also shown sharp fluctuations in its annual 
expansion; and (iii) consequently, the 
proportion of the banks’ commercial credit 
in aggregate domestic credit has tended 
to decline, the decline being the sharpe.st 
during the current fiscal year 1998-99 so 
far (from about S6.7 per cent to 54.5 per 
cent). Build-up of foreign currency assets 
has also contributed to monetary expan¬ 
sion, but the figures shown in monetary 
data in rupee tenns have bulged partly also 
because of the sizeable depreciation of the 
rupee. The revaluation so effected of the 
fmeign assets does not add to money sup¬ 
ply; the book gains so made are transferr^ 
to the Exchange Fluctuation Reserve 
account, the balances in which constitute 
a part of the RBI’s net nun-monetary 
liabilities which have also grown sizeably. 

The RBI’s system of Basic Statistical 
Returns on banking statistics generate a 
vast set of aggregative data on different 
dimensions of the operations of scheduled 
commercial banks which arc presented in 
Tables 2 to 11. The key revelations brought 
out by them arc; (i) a rapid decline in the 
share of rural branches in the total number 
of bank branches, as also in aggregate 
deposits and credit, along with a sizeable 
rise in the share of metropolitan branches; 
(li) a steady decline in the proportion of 
deposits held by resident individuals with 
all categories including farmers losing 
.some ground but institutional deposits 
showing a rise; (iii) over 38 per cent of 
individual depasitors still preferring to 
hold near one-third of fixed deposits in 
long maturity deposits of three years and 
above; (iv) further widening of the dis¬ 
parities in c'edit-deposit ratios amongst 
different states and regions in the post¬ 
reform period; (v) only about 52 per cent 
of agricultural credit coming from rural 
branches, while even that size of farm 
credit constituting merely 39 per cent of 
total credit given by rural branches; and 
(vi) a distinct fail in the number and 
proportion of small loan accounts in the 


recent period. 

A glaring aspect of credit distribution 
has been the steady fall, in the post-reform 
period, in die relative proportion of bank 
credit extended in favour of the ‘house¬ 
hold sector’ which essendally comprises 
farmers and other individuals and un¬ 
incorporated enterprisesalong with small- 
size loans; this sector’s share in total 
bank credit, which had reached a peak of 
58.3 percent in March 1990, had steadily 
slipp^ to 51.1 per cent by March 1996. 
The incremental expansion in bank credit 
during the quinquennium 1991 to 1996 
has not only been the smallest for the 
‘household sector’ (82.5 per cent as 
162-175 per cent in the preceding two 
five-year or six-year periods), it has also 
been considerably smaller than that for 
private corporate sector (150 per cent) or 
for public sector (93 per cent). This broad 
picture is corrolmrated by many other 
trends in the distribution of bank credit 
in the recent period. First, there has been 
a decline in the share of bank credit ren¬ 
dered by rural and semi-urban branches 
together. Secondly, the relative propor¬ 
tions of credit extended to agriculture 
(15.9 per cent in March 1990 but 11.3 per 
cent in March 1996) and small-scale 
industries (12.4 per cent and 10.7pcrcent) 
have experience a distinct fall Thirdly, 
in the size distribution of bank loans, the 
share of small-size loans with credit limit 
of Rs 25,000 or le.ss has dwindled from 
22 per cent in March 1991 to 14.2 percent 
in March 1996. Finally, there has occurred 
a sharper decline in the credit-deposit ratios 
of unerdeveloped regions and states such 
as the north-eastern region (from 54.9 per 
cent in March 1990 to 35.5 per cent in 
March 1996), the eastern region (53.3 per 
cent to 47 per cent) and within the .south- 
region, say, Kerala (from 63.1 percent to 
44.5 per cent). 

In the relative performance of individual 
bank groups, there are many changes taking 
place though on expected lines. First, there 
has occurred a steady fall in the market 
share of 19 nationalised banks in the 
industry’s aggregate deposits and credit, 
which has been essentially captured by 
new private sector banks; the market share 
of tlw State Bank group has generally 
remained intact. Secondly, as a result of 
the sizeable non-deposit resources com- 
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maided by tM State Bank of India, ttw 
grog's share in total assets (30.7 percent) 
is Itigher than its share in aggregate 
deposits (27.4 per cent). The assets share 
of nationalised banks (S2.5 per cent) is 
much lower than their deposit share (54.8 
per cent), though this gap has narrowed 
in recent years. Thirdly, the deposit base 
of foreign banks has generally renuuned 
unchanged at about 7 per cent of the 
industry total, but their share in bank credit 
has slightly improved as a result of their 
reliance on non-deposit resources. Among 
private sector banks, it is the group of 10 
newly set-up private banks which have 
competed away banking business from 
the nationalised banks. Finally, the 
nationalised hanks continue to shoulder 
heavier responsibilities of social banking 
as a result of which their share in total bank 
branches or that in total bank employment 
has remained unchanged at 64 per cent 
and 60 per cent, respectively. However, 
with the foreign banlu having been made 
to achieve certain targets in rendering 
priority sector advances, the proportion of 
such priority sector advances given by 
the nationalised banks has tended to 
decline, though not in relation to their total 
advances. Besides, the nationalised banks 
seem to have shown a degree of competi¬ 
tion with the State Bank of India which 


is reflected in a rise in their share of public 
.sector advances. 

There are two other characteristic fea¬ 
tures of the financial sector developments 
in the recent past which are noteworthy. 
First, the outstanding stock of marketable 
debt instmtnents- sovereign as well as non¬ 
sovereign - have grown rather rapidly in 
recent years. This outcome came about as 
a result of two developments in the post- 
reform period - a sharp increase in the 
dependence of the central government on 
market borrowings, and a rising resort 
to bonds and other debt instruments by 
public .sector undeTtaking.s as well as 
private sector corporate bodies. The 
liberalisation of interest rates on debt 
instruments, the withdrawal of budget¬ 
ary and SLR-supported funds for public 
financial institutions and PSUs, and the 
depression in the equity market prompting 
corporate bodies to resort to the debt market 
primarily through the private placement 
route bypassing the SEBI requirement of 
credit rating, have been some of the factors 
responsible for providing the stimulus to 
tire debt market. Emphasis on treasury 
operations by banks and FIs has given an 
added impetus to turnover in the debt 
market. 

Estimates of outstanding .sovereign debt 
have grown from Rs 176,770 crore at the 


end of March 1994 to Rs 287,750 crore 
as at the end of March 1998. Similarly, 
the stock of commercial debt has jumped 
from Rs 96,000crore to Rs I36,130ciote, 
respectively. However, despite the ap¬ 
parently vast increase in the stock of mar¬ 
ketable debt and despite the emergence 
of the debt market as a visible uimponent 
of the financial system, the outstanding of 
debt instruments in relation to GDP or to 
industrial out|Hit has not grown, which 
probably explains the insufficiency of 
finance for rapid economic growth. 

The second aspect of the financial sector 
development relates to the diversification 
of the financial system and the relatively 
faster growth of non-banking financial 
iastitutions. Again, interestingly as between 
banks and public financial institutions, 
much of thedi versification had taken place 
during the 1980s whereas the 1990s have 
shown no noticeable change. Thus, the 
share of banks in aggregate financial assets 
had slipped from 73.8 per cent in March 
1981 to 65.5 per cent in March 1991 with 
a corresponding rise in the .share of FIs 
from 26.2 per cent to 34.5 per cent. But, 
subsequently, the relative shares remained 
at 64 per cent and 36 per cent, respec¬ 
tively, up to March 1998. Even the inclu¬ 
sion of NBFCs is unlikely to make any 
significant difference to this overall trend. 
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Table 1(B): Sources of Money Stock: 1970-71 to 1998-99 

^day/ Sources of Money Stock (Rupees Ctoie) 
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laDM z: ropuiaaoD ivroupwise uisinnoaon oi mumncr m i/mces, AssregBie vcponn ana uran ihhik viaon- 

All Scheduled Commercial Banks 


(Deposits/Credit in rupees cmre) 


End of 

Rural 



Semi-Uiban 



Urban 



Month/Ycar 

Number As Ber Deposits As Per 

Credit 

As Per Number As Per Deposits As hr 

Credil 

As hr Nuinber As hr Deposila As Per 

Credit 

As Per 


of Cent of Cent of 


Cent of of Centof 

Centof 


Centof of Centof 

Centof 


Centof 


Offices Col(26) CoK27) 


Col (28) Offices Col(26) 

Col(27) 


Col(28) Offices CoK26) 

Col<27) 


CoMTB) 

(1) 

(2) <1) (4) <5) 

(61 

(7) (8) (9) 

(10) (II) 

(12) 

(13) (14) (IS) 

(16) (17) 

(18) 

(19) 


December 1969 

144.1 

176 

106.0 

63 

IIS.0 

.1.3 

3337 

40.8 

1054.0 

21.9 

453.0 

1.1.1 

1911 

23.3 

1279.0 

265 

756.0 

21.8 

December 1470 



400.0 

7.3 

19.1.0 

4.5 



1254.0 

22.8 

668.0 

15.5 



1405.0 

25.5 

960.0 

22.3 

December 1971 



.178.0 

5.2 

1.59 0 

3.1 



1605.0 

22.2 

685.0 

1.1.6 



1855.0 

25,6 

1047.0 

20.7 

December 1972 

5274 

.36 0 

5.19.7 

6.5 

257 5 

4.6 

4607 

31.4 

1869.0 

22.4 

783 2 

14.0 

2637 

18.0 

2086.7 

25.0 

1192.6 

21.2 

December 197.1 

6024 

.16 5 

741.4 

7.4 

.178 8 

5.3 

.5012 

30.4 

2317.1 

23.0 

1024.8 

14.5 

2983 

18.1 

2495.5 

24.7 

1497.4 

21.1 

December 1974 

6447 

.15.9 

923.3 

8.0 

482 8 

5,9 

5462 

30.5 

2624.0 

22.6 

1220.5 

14.8 

3332 

18.6 

2856.9 

24.6 

1874.8 

22.7 

December 197.5 

7112 

.15 5 

1171 4 

8 5 

608 4 

6.0 

61.56 

.10 7 

.1100.0 

22.6 

1449.4 

14.4 

3779 

18.8 

3393.7 

24.8 

2187.4 

21.7 

December 1976 

8588 

.16 6 

15.38.9 

8.7 

869 9 

6.4 

71.13 

.10.4 

3923.3 

22.3 

1868.6 

13.8 

4413 

18.8 

4390.3 

25.0 

2817.8 

20.8 

December 1977 

10856 

40.5 

200<>7 

94 

1104 R 

7.2 

7702 

28 6 

4740.5 

22.2 

2249.4 

14.7 

4769 

•7.7 

5350.6 

25.0 

3269.4 

21.3 

December 1978 

12554 

42 5 

2664.0 

10 1 

1510 1 

84 

8019 

27.2 

5821 5 

22.0 

2870.4 

15.7 

50.17 

17.1 

6664 7 

25.2 

3942.3 

21.5 

December 1979 

14171 

440 

1559..1 

11.4 

200.10 

9 3 

8295 

25.7 

7022.5 

22.5 

3479.9 

16.1 

5494 

17.1 

7804.2 

25.0 

4585.8 

21.3 

December 1980 

161II 

469 

4643.6 

12.6 

2642 8 

10 7 

8678 

25.2 

8.540.5 

2.1.1 

4200.7 

17.0 

5462 

15.9 

9273.0 

25.1 

5535.1 

22.4 

Dccemher 1981 

1945.1 

51 2 

59.19 1 

1.1.4 

.1600 1 

11.9 

8718 

22.9 

10234 2 

23.1 

5261.2 

17.4 

5622 

14.8 

10949 1 

24.7 

5713.1 

22.3 

December 1982 

21626 

5.10 

7413 6 

14 2 

4472 9 

12.5 

8921 

21 9 

11976.5 

22.9 

6113.7 

17.1 

.5511 

13.5 

12990.0 

24.8 

7577.3 

21.2 

December 1981 

2.1782 

52 4 

8827.9 

14 4 

5575 8 

1.3.6 

10115 

22.3 

14349.8 

23.5 

7575 4 

18.5 

6649 

14 7 

I.52SI 8 

249 

8716.3 

21.3 

December 1984 

25541 

52 9 

9602 5 

13 4 

6588 6 

1.3.5 

10331 

21.4 

1573.1.1 

21.9 

8349.1 

17.1 

7347 

15.2 

19044 9 

26.6 

10893.7 

22.3 

December 1985 

29408 

54 6 

11722 2 

13 6 

7488 7 

14.1 

10745 

19.9 

18162.7 

21.1 

9089.1 

17.1 

8117 

15.1 

22187 7 

25.8 

11854 2 

22.3 

December 1986 

29700 

55 7 

14.175.1 

14.0 

9186 b 

14 5 

10658 

20.0 

21403.6 

20 9 

10984.9 

17.0 

7649 

14.3 

26660 6 

26.0 

146312 

22.6 

December 1987 

10585 

56 2 

17527.4 

14.7 

II1268 

15 3 

107.11 

19.7 

25297.2 

21.3 

12663.5 

17.5 

7722 

14.2 

.30784.5 

25.9 

16.193.5 

22 6 

December 1988 

.1i(i41 

56 2 

20*307.4 

14 7 

1,1451 6 

15.3 

11179 

19 9 

.10113.2 

21.2 

15109 8 

17,2 

7929 

14.1 

35953.0 

25 4 

19648 7 

22.4 

December 1989 

13.572 

.57 1 

24.182 6 

15.0 

15.546 2 

14 8 

11263 

192 

.14196.8 

21.1 

17094.0 

161 

8082 

11.8 

39854.5 

24.6 

22875 2 

21 8 

March 1990 

14K67 

.58.2 

28608.7 

15 5 

17,151 7 

14.2 

11.309 

18.9 

38979.3 

21.1 

18990.3 

15.6 

8065 

13 5 

45416 1 

24 6 

266.56.3 

21 9 

March 1991 

35216 

58 1 

.1.116.1.1 

15.1 

19687 9 

14.7 

11379 

18.8 

41937 g 

20.0 20623.9 

15 4 

8233 

1.1.6 

51411.7 

23.4 

28475.8 

21..1 

March 1993 

.1.5218 

58 0 

35057 9 

15,0 

20586 7 

14.5 

11397 

18.8 

45869.1 

19 7 21778.8 

15.1 

8285 

13 7 

53892 4 

23 1 

29267.8 

20 6 

March 1991 

,15.101 

57 6 

40672 1 

148 

23156 4 

14.0 

II4I7 

186 

52436 7 

19.1 

23590.4 

14.2 

8628 

14 1 

62.189,3 

22.8 

3.3011.3 

19.9 

March 1994 

15170 

57 2 

47776.2 

15.0 

2.507(6 

1.3.9 

11720 

18.9 

61814.0 

19.4 

24649 5 

1.1.7 

8824 

I4..1 

7.1221.4 

23.0 

.16685 0 

20 4 

March 1995 

35008 

56 2 

57.199 2 

15 3 

28182 7 

12.7 

12270 

19.7 

74223.8 

19.7 28665.1 

129 

8982 

14 4 

88715.7 

23 5 

45757.9 

20.6 

March 1990 • 

.13(832 

52 7 

61106 0 

14.1 

29122 0 

II.1 

1.1399 

21.3 

82425.0 

19.3 

3.1444.0 

127 

9025 

14 4 

94673.0 

22.2 

48716.0 

185 

March 1997 ' 

3.3008 

52 0 

72511 1 

147 

.12371 6 

11.5 

13641 

21 5 

966.57.8 

19.6 

.17478 2 

1.1.1 

9298 

14.6 

110292.3 

22.4 

51299.3 

18 2 

Mgrch 1998 ♦ 

52890 

51.2 

8648.1 8 

14 6 

.166% 9 

II 2 

13876 

21 6 114482 6 

19.3 41679 8 

127 

96.17 

15.0 

1.1.1604.7 

22 6 

57408.6 

17.5 

June 1998 • 

32860 

509 

87594 2 

144 

167912 

11 1 

1.1967 

21.6 117395 9 

19.2 40794.0 

12.3 

9766 

15 1 

1.17162 9 

22 5 

57672.4 

17.1 

sSqMcmber 1998* 

12818 

50.8 

92201 8 

144 

37866 7 

no 

14024 

21.7 

12.1269.2 

19.3 

419.50 1 

122 

9802 

152 

14.546,1.7 

228 

60.150.9 

176 


End oJ _ Melropolilan __ All-India Total _ _ Share of Top 100 Centres ^ 


Month/Year 

Number 

As hr Dcpiisits As Per 

Ciethi 

As Per 

Nuinber 

Deposits 

Credit 

No of As Per 

Deposits 

As Per 

Credit 

As Kt 


of 

Cent ol 

Cent of 


Cent of 

of 



Deposit Centof 


Cent of 


Centof 


Offices 

Col(26) 

Col(27) 


Ci>l(28) 

Offices 



Offices Col(26) 


Col(27) 


Col(28) 

(1) 

(201 

(21) 

(22) (2.1) 

(24) 

(15) 

(26) 

(27) 

(28) 

(29) (.10) 

(.11) 

(32) 

(.13) 

(.14) 


December l<)69 

1496 

18.1 

2183 0 

45 1 

214.1 0 

61.8 

8187(1000) 

4822000 0) 

1467000.0) 







December l’)70 



244 1 0 

444 

2477 0 

.57 6 

12946(100.0) 

55020000) 

4298(100.0) 







December l')7I 



.1405 0 

47 0 

11600 

62 6 

12890(100.0) 

724.1(1000) 

.5051000.0) 







December 1972 

2132 

14.6 

18641 

46 2 

.1381) 7 

60.2 

14650(100.0) 

8160000.0) 

5614(100 0) 







December 1971 

2484 

15 1 

45.100 

449 

4I<X) 1 

59.1 

16501(1000) 

10084000.0) 

7091000.0) 







December 1974 

2696 

15 0 

5206.3 

44 8 

4668 0 

.56 6 

179.17(100.0) 

11611(100.0) 

8246000.0) 







December 197.5 

t002 

15 0 

6045 6 

44 1 

5828.1 

57 9 

20049(100 0) 

13711000.0) 

1007.1(100.0) 







December l*>76 

t.»5l 

14 1 

7741.0 

440 

799<. 8 

59.0 

21485(100.0) 

175950000) 

13553(100.0) 

• 






December l‘>77 

.1611 

115 

926.1 7 

43 4 

8703 7 

56 8 

26958(100.0) 

21365000.0) 

1.5327(100 0) 







Dccem)icr 1978 

1886 

1.1 2 

11141 ,1 

42 8 

9967 4 

544 

29476(100 0) 

26492000.0) 

18310000.0) 







Decemtier 1*779"' 

4259 

112 

12888*7 

41 2 

11490 1 

5,1 3 

.12219(10001 

.1127.5(100.0) 

215590 00 0) 







December 1980 

41.14 

120 

14540 0 

19 1 

123816 

500 

.14385(100.0) 

.16997000.0) 

24750000 0) 







December 1*781 

4225 

11 1 

17117 1 

18 7 

14581) 5 

48 4 

.18018000.0) 

44260(100 0) 

.10155(100.0) 







December 1982 

4715 

II 6 

1*7899 5 

38 1 

17515 2 

49 1 

40793000.0) 

52280000.0) 

35679000.0) 

9179 

22 5 

29255.7 

.56 0 

21808 9 

61 1 

December 198.1 

4819 

10 7 

22719 5 

.17 2 

191190 

46.6 

45.18.50000) 

61149000.0) 

40986000 0) 

9610 

21 2 

37257.4 

609 

28102.0 

69 1 

December 1984 

5101 

106 

27.101 7 

.18.1 

2.10*)*) 6 

47 2 

48320(100 0) 

71682000.0) 

48931(1000) 

10129 

21 0 

43104 6 

60.1 

3.1475.0 

68 4 

December 1985 

5629 

10 4 

.1.1849.1 

19.4 

247.10.4 

46.5 

53899000.0) 

85922(100.0) 

5.1162000 0) 

10433 

194 

51681 4 

60.1 

37454.9 

70.5 

December 1986 

5157 

10.0 

4018.5.7 

.19 2 

29674 7 

45.9 

5.13640000) 

102625(100 0) 

64677(100 0) 

t06.14 

199 

61893 7 

60.3 

421.35.9 

65 1 

December 1987 

5,19.1 

9,9 

4.541.1.5 

38.2 

.12.165 6 

446 

54431000 0) 

119021000 0) 

72.549(100 0) 

10726 

19 7 

70295 0 

59.1 

46073 8 

6.1.5 

December 1988 

5511 

98 

54849.3 

.18 7 

.19515 5 ■ 

45 1 

56282000.0) 

141823000.0) 

877460000) 

10978 

19.5 

8412.10 

59.3 

5.5815.8 

63-6 

December 1989 

5651 

96 

6.3602 1 

39.3 

49351.0 

47.1 

.58568(100.0) 

162036(100.0) 

104866(100.0) 

II2I2 

19.1 

95981.0 

.59.2 

686.109 

65.4 

March 1990 

.5656 

94 

719.56 8 

38 9 

58985 4 

48 4 

598970000) 

184961000.0) 

121984(100.0) 

11227 

18.7 

108912 6 

.58 9 

8187^6 

67.1 

March 1991 

576*) 

9.5 

91026 2 

41 5 

64957 6 

48.6 

60.597000.0) 

219539000.0) 

1.13745(1000) 

11490 

19.0 

132875 9 

605 

89531.2 

669 

March 1992 

57*70 

9 5 

98266 2 

42.2 

70577.6 

49.6 

606'>')( 100.0) 

23.1086(100 0) 

142211(100.0) 

II576 

19.1 

142288.5 

61.0 

6.5605.6 

46 1 

March 199.1 

5889 

96 

118569 9 

43.3 

86078 1 

51 9 

612.15(100 0) 

274068(100 0) 

1658.16000.0) 

11825 

19.3 

1696814 

61.9 

II480I.I 

69.2 

March 1*7*74 

5929 

96 

135106 0 

42 5 

9.1608 5 

52.0 

6IR52000 0) 

317918(100.0) 

180017000.0) 

12001 

19.4 

195.101.7 

61.4 

125808.4 

69 9 

Match 1<H)5 

6004 

96 

1.55525 2 

41.4 

1199009 

5.1.9 

62264000.0) 

.175864(100.0) 

222507(100.0) 

12172 

19.5 

229235.1 

61.0 

160.126.2 

721 

March 19<Ki • 

7,11.1 

117 

1878700 

44.1 

1.52251 0 

57 8 

62849000.0) 

42607.1(100.0) 

26353.1(100.0) 

12560 

20.0 

2.54255.0 

.59.7 

191189.0 

72.5 

Match 1997 • 

7587 

11 9 212766 2 

412 

161087 6 

.57.1 

635.34000.0) 

492227000.0) 

2822370 00.0) 

13011 

20.5 

289957.8 

58.9 

20166.1.2 

71.5 

March 1*7*78" 

7864 

12 2 

2.57496 9 

4.15 

192851 8 

58.7 

64267000.0) 

592068000.0) 

328637(100.0) 

13516 

21.0 

.151683 2 

.59.4 

2.1789.1.6 

72,4 

June 1 ‘)98 • 

7954 

12.1 

2682104 

43 9 

197177.2 

59.3 

64574000.0) 

610.163000.0) 

3324.17(100.0) 

13700 

21.2 

.164584.6 

.59.7 

24.106.1.4 

7.1.1 

September 1*)*>K* 

7*781 

12 .1 

277.578 1 

4.1 5 202645 6 

59 1 

64647000.0) 

638513000.0) 

3428130 00.0) 

1.1756 

21.3 

.179779.9 

59.5 

250774.0 

7.1.2 


$ Top 100 Centres may not have remained the same in dilferent lime periods @ Data for lop 1,00 centres refer to September 1982 . denotes not available 

* From March l‘>95 onwards the population groups of centres have been revised bared on the 1991 Census. 

Snurir RBI, Banking Siatisncs Quarterly Harubmt: Slalhiiail TaMex PeUuing to Banks m India: slid Banking Statistics; Basic Statistical Betums, various issues. 
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Tdlie 3: Twin-Way CSanificatkNi.of Baidc DqKMits by Populatioa Group and Type of Deposits 

(Amiutti in rupees crttre) 


Population 

Croup 

No of 


Cufient 



_Saytne_ 



Term 


Grand Total 

Offices 

No of 

Amount 

PerOnt 

No of 

Amount Per Cent 

No of 

Amount 

Percent 

No of 

Amount 



Accounts 

to Grand 

Accounts to Grand 

Accounts 

to Grand 

Accounts 




(in ’000) 

Total 

(in ’000) 

Total 

(in ’000) 

Total 

(in ’000) 







March 1996 







Rural 

na 

2003 

3199.53 

5.2 

82728 

20505.32 

33.4 

28173 

37608.33 

61.3 

112904 

61313.17 



12.1 

5.0 


30.4 

19.5 


27.3 

14.6 


28.8 

14.4 

Semi-uiban 

na 

3823 

7130.47 

8.6 

77622 

24795.16 

29.8 

27971 

51261.72 

61.6 

109416 

83187.34 



23.0 

11.3 


28.5 

23.6 


27.1 

19.9 


27.9 

19.5 

Urban 

na 

4798 

13870.45 

14.5 

58647 

24690.60 

25.8 

25007 

57004.52 

59.6 

88452 

95565.57 



2S.9 

21.9 


21.5 

23.5 


24.2 

22.1 


22.6 

22.4 

Metropolitan 

na 

5981 

.391.59.00 

21.0 

53228 

35034.27 

18.8 

22028 

111860.21 

60.1 

81238 

186053.47 



36.0 

6I.H 


19.6 

33.4 


21.3 

43.4 


20.7 

43.7 

Total 

na 

16604 

63359,44 

14.9 

272226 

105025.35 

24.6 

103179 

2577.34.78 

60.5 

392009 426II9..56 



100.0 

100.0 


100.0 

m.o 


100.0 

m.o 


m.o 

100.0 






Man;hl99S 







Rural 

3.3017 

2019 

2883.95 

5.6 

81740 

17952.24 

34.6 

26185 

30983.43 

59.8 

109944 

51819.62 


S/.7 

11.6 

4.6 


29.9 

19.0 


26.3 

13.9 


28.2 

13.7 

Semi-urban 

13502 

3939 

6520.79 

9.1 

77088 

21996.17 

30.8 

27102 

42947.40 

60.1 

108129 

7I464..36 


2/2 

22.7 

10.5 


28.2 

23.3 


27.2 

19.3 


27.7 

18.8 

Urban 

9575 

5039 

128.57.77 

15.3 

59165 

22214.83 

26.4 

24624 

49056.15 

58.3 

88828 

84128.74 


15.0 

29.0 

20.7 


21.7 

23.5 


24.7 

22.0 


22.8 

22.2 

Mctropol itan 

7723 

6375 

.39818.78 

23.2 

.55166 

32409.33 

18.9 

21593 

99533.32 

57.9 

831.34 

171761.42 


12.1 

36.7 

64.1 


20.2 

34.3 


21.7 

44.7 


21.3 

45.3 

Total 

63817 

17.372 

62081.29 

16.4 

273159 

94572..57 

24.9 

99504 

222520.3 

.58.7 

.3900.35 379174.14' 


nm.o 

100.0 

100.0 


100.0 

100.0 


100.0 

100.0 


m.o 

100.0 






March 1993 







Rural 

35360 

2175 

22.56.12 

5.4 

88798 

13735.69 

3.3.2 

26841 

2.5417.92 

61.4 

117814 

41409.73 


56.3 

14.1 

5.1 


33.0 

20,6 


28.3 

15.4 


31.0 

IS.O 

.Senii-uiban 

11692 

3839 

4949,04 

9.2 

74452 

1.5461.82 

28.9 

25732 

.33173.75 

61.9 

104023 

53584.61 


IH.6 

24.9 

II.! 


27.6 

23.2 


27.1 

20.1 


274 

19.4 

Urban 

9376 

4643 

10043.67 

1.5.7 

58854 

16.348.93 

25.6 

23759 

37542.32 

58.7 

87256 

6.3934.92 


14.9 

30.1 

22.6 


21.9 

24.6 


25.0 

22.8 


23.0 

23.2 

Metropolitan 

6.346 

4744 

27289.55 

2.3 3 

47241 

21009.02 

18.0 

18633 

68622.64 

•- 58.7 

70618 

116921.21 

10 J 

30.S 

61.3 


17.5 

31.6 


19.6 

41.7 


186 

42.4 

Total 

62774 

15401 

445.38.38 

16.1 

269.345 

66555.46 

24.1 

94%5 

1647.56.63 

59.7 

379711 

2758.5t).47 


100.0 

1000 

100.0 


100.0 

100.0 


100.0 

100.0 


100.0 

100.0 






March 1990 







Rural 

34184 

2130 

1558.77 

5.9 

nm 

10067.28 

38.4 

22211 

14607.59 

5.5.7 

102113 

26233.64 


56.5 

13.9 

6.0 


.13.0 

20.8 


27.0 

ISO 


.to 6 

15.3 

Semi-urban 

11490 

3885 

.3414.37 

9.4 

65956 

11782.58 

32.4 

22473 

21172 69 

58.2 

92314 

36369,64 


19.0 

254 

13.1 


28.0 

24.3 


27.3 

21.7 


27.7 

21.2 

Urban 

riAA 

4.308 

6435.29 

1.5.2 

.50716 

12009.47 

28.3 

20723 

2.3971.35 

56.5 

75747 

42416.11 


14.4 

2tt.l 

24.7 


21.5 

24.8 


25.2 

24.6 


22.7 

24.7 

Metropolitan 

60‘/7 

4998 

14638.13 

21.9 

41174 

14638.05 

21.9 

16968 

37615.82 

.56.2 

63140 

66892.{X) 

10.1 

32.6 

.56.2 


17.5 

30.2 


20.6 

38.6 


189 

389 

Total 

60515 

1.5321 

26046.56 

1.5.2 

2.3.5618 

48497.38 

28.2 

82.375 

97367.45 

56.6 

.33.3314 

I71911..39 


100.0 

mo 

mo 


m.o 

100.0 


m.o 

100.0 


100.0 

100.0 






December 1985 







Rural 

29408 

1154 

783.59 

6.7 

46457 

46.33.58 

39.5 

14107 

6305.05 

53.8 

61718 

11722.22 


54.6 

12.4 

5.9 


30.0 

18.1 


22.1 

13.4 


27.1 

13.6 . 

5iemi-uihan 

10745 

2420 

17‘X).14 

9.9 

44441 

6246.63 

34.4 

17.507 

10125.95 

55.8 

64368 

18162.72 


19.9 

26.1 

13.6 


28.7 

24.4 


27.5 

21.5 


28.2 

21.1. 

Urban 

8117 

2792 

3299.19 

14.9 

35.332 

6205.31 

28.0 

18258 

12683.23 

57.2 

.56.382 

22187 7.3 


IS.I 

30. J 

25.0 


22.8 

24.3 


28.7 

26.9 


24.7 

25.8 

Mruopolitan 

5629 

2921 

7328.91 

21.7 

28659 

8477.82 

25.0 

1.3817 

18042.41 

53.3 

45397 

.33849.14 

10.4 

3t.5 

55.5 


18.5 

33.2 


21.7 

38.3 


19.9 

39.4 

Total 

53899 

92X7 

1.3201.8.3 

1.5.4 

1.54889 

25563.,34 

29.8 

63689 

47156.64 

54.9 

227865 

8-5921.81 


100.0 

100.0 

100.0 


100.0 

m.o 


m.o 

100.0 


100.0 

100.0 






December 1975 







Rural 

7106 

511 

108.03 

9.3 

7007 

457.20 

39.2 

2426 

602.51 

51 6 

9944 

1167.74 

. 

35.4 

11.7 

4.4 


181 

12.7 


15.4 

7.9 


16.9 

8.5 

Semi-uiban 

6160 

1217 

434.25 

14.0 

11848 

963.03 

31.0 

4857 

I7I0.,37 

55.0 

17922 

3107.65 


30.7 

27.9 

17.7 


30.6 

26.7 


30.8 

22.4 


30.5 

22.7 

Urban 

3782 

12.32 

591.49 

17.4 

9777 

915.19 

27.0 

4274 

1883.71 

55.6 

1528.3 

3.390.39 


IH.9 

2H.2 

24.1 


25.3 

25.4 


27.1 

24.6 


26.0 

24.7 

Metropolitan 

3002 

1408 

1.319.47 

21.8 

10045 

1271.94 

21.0 

4213 

.3453.54 

57.1 

15666 

6044.95 

15.0 

32.2 

53.lt 


26.0 

.?5.jr 


26.7 

45.1 


26.6 

44.1 

Total 

M050 

4368 

2453.24 

17.9 

38677 

3607..36 

26.3 

1.5770 

7650.13 

-55,8 

.58815 

13710.73 


100.0 

m.o 

m.o 


mo 

m.o 


100.0 

1000 


m.o 

100.0 


na: not available Figures in italics are percentages to respective deposit-type totals. 
Snum: RBI, Banking Statistics: Basic Stulislical Rriums, various issues. 
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Table 4(A): OwnelMp of Bank Deposits by Type and Econolidc Sector 

(As on Last Friday of March) 


(Rttpetn, crort) 


Sector of the 



1997 



_1996_ 



_1395_ 



_1393_ 


Economy 

Current Savings Term 

Total 

(Tuirent Savings Term 

Total 

Current Savings Term 

Total 

Cunent Savings Term 

Total 

1 

Govt Sector 

965R 

7161 

1.5.555 

52.575 

7274 

6172 16848 

50294 

7371 

48.52 12618 

24821 

4660 

2542 

6967 

14169 



/.t.2 

6 3 

4.8 

64 

11.4 

60 

6.2 

6.9 

11.5 

5.2 

5.5 

6.4 

10.3 

4.1 

4.0 

5.1 

II 

Corporate Sector ♦ 

14489 

19.58 

14900 

51548 

10.505 

1274 12962 

24759 

12129 

1086 1.5438 

26653 8517 

396 

7931 

16844 


(Non-tinancial) 

/99 

1.7 

4.6 

62 

16.5 

1.2 

4.8 

5.6 

19.0 

1.2 

5.9 

6.9 

18.7 

0.6 

4.6 

6.0 

III Corporate Sector ■* 

12860 

1561 

24884 

59105 

II89I 

995 

15904 

26788 

12584 

572 12698 

2585411092 

588 

11249 

22929 


(Financial) 

/ 7.6 

/ 2 

7.7 

7.7 

18.7 

1.0 

5.1 

6.1 

19.7 

0 6 

5.6 

6.7 

24.4 

1.0 

6.5 

8.2 

IV Other In.stiluiions * 

lO.tO.'i 

11.585 

44710 

75.598 

17690 12665 .59019 

69374 

1.5826 

11.501 

.54467 

61594 

8121 

2490 

8522 

191.12 



26.5 

10 2 

13.9 

14.9 

27.8 

12.2 

14.4 

15.8 

24.7 

12.1 

15.1 

16.0 

17.9 

4.0 

4.9 

6.8 

V 

Individuals inci' HUF 

1609.5 

91591 

21885,5 

526519 

1.5597 

82(Xi618.5291 

280755 

15233 

753461.5.5997 

244.577 1.5068 

5.57981.57702 

206.569 



22./ 

m 2 

68.0 

64.2 

24.2 

79.J 

67.7 

64.1 

23.8 

80.7 

67.4 

63.4 

28.7 

90.J 

79.9 

73.9 


Non-nisidents 

812 

4788 

52147 

'7747 

412 

4750 40557 

4.5698 

402 

4796 

.52718 

37916 

192 

5266 

.50379 

35837 



/./ 

4.2 

16 2 

114 

0.6 

4.6 

15.0 

10.4 

0.6 

5.1 

14.3 

9.8 

0.4 

.5.3 

17.6 

12.1 


Residents 

1.528.1 

86605 

166686 

2(45.572 

14985 

77516142754 2.5.50.55 

14831 

70.5.50121279 

206661 12877 

52.552107523 

1727.52 



2/0 

760 

518 

.528 

23.5 

74.7 

52.7 

53.7 

23.2 

75.6 

53.0 

535 

28.3 

85.0 

62.3 

61.8 


Fanners 

fi65 

17545 

.5.5604 

'5612 

504 

15772 

51167 

47445 

642 

1.5.5.52 

27547 

43541 

480 

9664 

19682 

29826 



0 9 

15.2 

11.1 

10.5 

0.8 

15.2 

11.5 

10.8 

1.0 

16.4 

12.0 

11.2 

1.1 

15.6 

11.4 

10.7 


Busincs.siuen. 

traders, etc 

l(X)<)2 

I5*)45 

.56482 

62520 

9959 

12802 

29097 

518.58 

99.54 

12265 

26512 

48711 

8.561 

10882 

25558 

448(X) 



IJH 

NO 

113 

12.3 

15.6 

12.4 

10.7 

11.8 

15.5 

131 

116 

12.6 

18.8 

17.6 

14.7 

16.0 


Wages and .salary carnets 1 OS 1 

27495 

4.56% 

72242 

855 

2.5076 

.54298 

582.50 

855 

22003 

.5(X)6I 

52917 

750 

1.5859 

25506 

420% 



1.4 

24.1 

136 

14.2 

1.3 

22.3 

12.7 

133 

1.3 

2J6 

13.1 

13.7 

1.6 

25.7 

14.8 

151 


Others 

5476 

2.5819 

50904 

80199 

.5668 

2.5665 

48192 

77525 

.540.5 

20931 

37359 

61692 

5106 

16128 

56777 

56011 



4 S 

22 7 

15.8 

/.5.8 

.5.8 

24.8 

17.8 

17.7 

5.3 

22.4 

16 3 

16 0 

6.8 

26.1 

21.3 

20.0 


Cnmd Total (1 to V) 

72929 

11.5918 

.521805 

5(l8(i52 

6.56.5610.5445270904 458004 

6.5%3 

95.569228622 

38.5954 4.5459 

61814 172.570 

279643 



KJOO 

m.o 

100.0 

1000 

100.0 

100.0 

100.0 

100.0 

1000 

1000 

1000 

1000 ltX ).0 

1000 

1000 

100.0 




\ W ) 



1986 



1982 



1971 


1 

Govt Sector 

4260 

2025 

5542 

11827 

1725 

950 

2847 

5.520 

614 

.581 

1.573 

2.568 

366 


511 

877 



14 4 

4.4 

5 6 

68 

12.2 

40 

.5.8 

63 

9.6 

2.6 

7.0 

5.9 

24 3 


16.6 

14 3 

II 

Corporate Sector ■* 

587.5 

.557 

4528 

10758 

2490 

251 

2914 

565.5 

858 

85 

821 

1745 

284 


195 

478 


(Non-tinanciah 

/9.9 

0.8 

4.6 

62 

177 

1.0 

.5.9 

6.5 

13.2 

0.6 

3.6 

4.0 

18.9 


6.3 

7.8 

III Corporate .Scclm * 

4820 

552 

5.590 

10942 

2865 

155 

2228 

5244 

1173 

325 

804 

2501 






(Financial) 

16 J 

1.2 

57 

6./ 

20.3 

0.6 

4.5 

6.0 

184 

2.2 

36 

5.3 





IV Other Iniititulions ' 

5711 

2268 

.5901 

15880 

5401 

1096 

3 ( 4)5 

8101 

2026 

504 

1652 

4181 







193 

4.9 

6.0 

8.0 

24 2 

4.6 

7.3 

9.3 

31.8 

3.4 

73 

95 





V 

Indisiduals mcl IIIIF 

8'K)5 

40970 

77040 126915 

5600 

21.564 .57614 

62778 

1722 

15.598 

17677 

52997 

857 

1.541 

2571 

4769 



.50./ 

88 8 

78/ 

72 8 

256 

89 8 

76.4 

71.9 

27.0 

91.3 

78.5 

75.4 

.56.9 

1 ( 81.0 

77.1 

77 9 


Non-n-siik’nls 

225 

2228 

11609 

160(15 

54 

1521 

4511 

5865 

15 

675 

8(HI 

1490 







0 8 

4.H 

13 8 

9 2 

0.2 

5.5 

9.2 

6.7 

0.2 

4 5 

3 6 

34 






Residents 

8(180 

58742 

6.5451 

110855 

55(>6 20244 55105 

.56915 

1707 

12925 

16877 

51.507 







29.4 

85 9 

64.3 

63 6 

25.3 

84 3 

67.3 

65.2 

26.8 

86.8 

74.9 

71.9 






Fanners 

415 

7942 

12516 

20875 

l(K) 

5.565 

5.568 

8855 

41 

2484 

2055 

4.581 







1.4 

17.2 

12 7 

12 0 

0.7 

14.0 

10.9 

/(•/ 

0 6 

16.7 

9.1 

10.5 






Busines.sinen. 

iradeni.e(c 

5(64 

8.540 

17274 

50977 

2520 

.5915 

7804 

14058 

211 

1088 

1988 

5287 







IR.I 

/8./ 

17.5 

178 

16.5 

16.3 

1.59 

16 1 

3.3 

73 

8.8 

7.5 






Wagc.s and salary comers 740 

12270 

15991 

29(X)I 

202 

6.545 

8806 

1.5.5.54 

61 

2618 

5510 

5988 

.562 

1498 

1734 

3593 



2.5 

26.6 

16 2 

16.6 

14 

27.3 

17.9 

178 

/O 

17.6 

14 7 

13.7 

24.0 

97.2 

56.4 

58 7 


Oiheis 

2162 

10191 

176.50 

5(KX»2 

944 

6421 

11125 

18489 

1395 

6754 

9524 

17651 




.. 



73 

22./ 

17.9 

17.2 

6.7 

26.7 

22.6 

21.2 

21.9 

45.2 

42.3 

40.3 






Grand Total (I to V) 

29570 

46152 

98600 174525 

14077 24014 49208 

87299 

6372 

14895 

22526 

4.5791 

1508 

1.541 

3076 

6124 



100.0 

/OO.O 

m.o 

m.o 

m.o 

100.0 

100.0 

100.0 

100.0 

100.0 

1000 

100.0 100.0 

100.0 

100.0 

100.0 


.. denotes data not uvaihibk- Figures in italics arc percentages to grand totals. 

• For ihe.se scetois, hreakiip of foreign sector share since 199.'! is not avilabic: hence they are not included against respective heads but included in ' 
the grand total 

Source RHI Huttcun. variou.s issues. 
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iMMe rofRiiaaon v»roupwise uwnersiup oi i^qiosiEB oi scneauiea v-ommerciai DanKs 

I As on Last Friday of March) 

_ (Hufiffs cnirtt 


Sccmroflhc _laaz__ 1286 __Ijgj, 


hcumniy 

Rural Semt-uibaii 

1 Oibon 

Metro- Total 
pulitan 

Rural 

Semi- 

uihon 

IJtbon 

Metro- Total 
polilan 

Rural 

Semi- 

uihar 

■ lirtiun Metro- 
1 polium 

T(8al 

1 Govt Seettir 

5014 

4780 

"84^ 

16114 3257.5 

2310 

4237 

8072 

15675 .30294 

1920 

4472 

7785 

10(v44 

24X21 


4.2 

49 

76 

71 6.4 

.1.7 

4.9 

7.9 

S.4 6 9 

.1 / 

58 

7 8 

7.1 

6.4 

Indian 

2U42 

446.5 

8446 

15287 51158 

2309 

4236 

8059 

15395 29998 

1905 

4414 

7753 

9945 

24017 


4.1 

4 5 

76 

6K 6.1 

.1.7 

4.9 

79 

S.2 6.8 

.1.1 

5.7 

7.8 

6.8 

6.2 

Foreign Consulates 

72 

518 

18 

827 12.55 

1 

1 

13 

280 295 

16 

59 

32 

699 

805 


0.1 

O.J 

00 

0.4 02 

0 0 
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Table S(B): Maturity Pattern of Term Deposits of Scheduled Commercial Banks According to Population Group 
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Figuies in brackeiN are percentages to total 
Source As in Table 2 



Table 6: Statewise and Population Groupwise Distribution of Aggregate Deposits and Gross Bank Credit 

All Scheduled Commercial Banks 
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All-India »M)H Mmi 42.4 II+4S5 416X0 }f>A WII02 2So:6U 640 .>!)206» I286.t7 «.-i 41410 22906 55 .1 5.^585 23592 44.0 180856 115969 

Nints: A.= Deposits. B = Credit; C = Credit Deposit Ratio in Percentages 
* Includes Daman and Diu . not available/noi applicable. 

Stmree: As in Table 2. 
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Assam 

1 012 447 

1762 16 

40 1 

1987 17 

46 4 

671(i99 

1112 06 

68 9 

S76 740 

1 490 

78 4 

Manipur 

64 116 

12(88 

66 0 

12121 

66 7 

10 288 

62 69 

74 1 

10 284 

(6 46 

77 6 

Mcgh.ila)a 

81 674 

112 68 

162 

176 44 

216 

41 281 

64 09 

194 

41 686 

70 66 

’6 1 

Ml/or uii 

21 614 

11 14 

16 9 

49 29 

•>16 

11 098 

24 49 

17 6 

11 291 

26 89 

41 1 

Nag iland 

48 492 

108 79 

28 9 

140 46 

171 

16 469 

67 12 

11 7 

16 196 

68 12 

17 7 

fnpun 

179 807 

261 19 

119 

266 12 

44 7 

124 161 

211 19 

91 S 

1 1 l’8 

•'ll 

921 

astern Region 

12 696 671 

26l(a22 

17 0 

26X11 01 

46 1 

10 610 gif. 

14046 7 

f < ( 

(0 617 111 

11 K(s6 

62 6 

Bihar 

6 064 067 

6416 77 

10 1 

669-> 77 

11 1 

1 199 801 

10S7 6( 

(6 8 

1 198 766 

1 248 

19 0 

Oiissi 

2HI9 197 

1187 11 

66 » 

1611 81 

SKO 

2 70S 161 

2121 (6 

90 0 

■> 706 ■>86 

^ 188 

9’6 

Sikkini 

20 666 

19 26 

’1 1 

41 46 

n t 

1(017 

11 66 

12 6 

11 072 

47 

44 6 

West Belli: il 

t (>88 111 

17216 06 

86 

l«s16 68 

61 1 

1 690 %9 

8817 21 

66 8 

1 689 648 

8 (66 

619 

And UII in ind 

11 611 

’6 81 

16 9 

2S''7 

178 

10 666 

16 86 

11 8 

I(I67'' 

17 

11 1 

Nisolcu 1 1 nuts 

tniral Region 

9 928 067 

21029 60 

40 0 

21204 27 

12 0 

9 170(8)/ 

11612 70 

47 1 

9 172 281 

12209 87 

19 8 

M tdhy 1 Pr utesh 

1 167 681 

8898 68 

66 2 

9690 40 

60 6 

1 108 899 

4181 86 

66 1 

1 KI9 614 

4616 79 

68 1 

Uttar Pradesh 

767 474 

14110 92 

118 

1461188 

16 0 

6 861 108 

7148 84 

40 0 

6 862 6f>7 

7694 08 

12 8 

iVeslcm Region 

6 286 414 

81628 79 

72 2 

82728 41 

71 4 

6 686 489 

29(X)8 16 

66 1 

6 681 4S4 

28117 62 

617 

Croa 

99 718 

824 86 

26 8 

841 28 

26 1 

142 028 

41802 

Il 6 

142 087 

116 16 

12 8 

Ciujaiai 

1 906 tX)4 

11424 74 

82 9 

I44sl 66 

66 9 

2 062 604 

6807 77 

66 7 

2 061 662 

6171 16 

612 

M.ihanishira 

4 271 447 

69126 08 

79 6 

6729(198 

77 1 

1482 171 

22761 80 

69 4 

1 17X711 

21166 68 

66 1 

D Kira iiid Nagai 

1 662 

12 92 

^1 7 

77 00 

129 1 

4 214 

7 61 

66 2 

1 isl 

>6 17 

1949 

Havcii 

Daman and Diu 

4 69 

40 18 

219 

81 69 

48 6 

4 672 

10 91 

•>1 9 

1 718 

•>8 66 

67 6 

southern Region 

20 416 671 

70869 20 

74 2 

7146190 

74 8 

■•I 616(118 

•>9614 94 

80 (1 

•’1 617 Ml 

’WOfsO") 

812 

Andhra Pr.tdesh 

6 674 682 

17801 68 

79 4 

17891 86 

81 2 

6 797 184 

7616 68 

80 t 

6 797 984 

7682 71 

8'’0 

Kamaiak i 

4 116 617 

16489 42 

70 0 

16728 09 

71 1 

4 967 222 

6901 69 

82 2 

IWiO I(s8 

70W 24 

84 b 

Keiala 

1162 648 

8919 01 

44 6 

8988 67 

44 7 

4 111 274 

1116 02 

61 1 

4 111 880 

411177 

61 1 

Tamil Nadu 

6 061 271 

27624 86 

94 9 

27469 06 

94 4 

6 641 016 

10907 12 

96 2 

6 640 117 

10819 14 

96 4 

Lakshwadeep 

1 671 

198 

16 6 

4 46 

17 1 

1 744 

1 11 

168 

1 761 

1 62 

19 2 

Pondichcrr) 

88 982 

298 16 

41) 1 

171 87 

60 2 

106 189 

161 (K) 

66 7 

106 Ml 

KW 69 

61 8 

Ml India 

66 672 429 

264692 11 

69 8 

264ei92 11 

69 8 

61 860 686 

104111 91 

607 

61 860 686 

104111 91 

(817 


' Includes Dancui and Dm not availabli rudii deposit ratios arc 'n pcicentiFes 
'lomit As in Table 2 
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Tabk t: IMstrilmtioa of Otttat^bding Cndif irf Scfaed^ed Comawr^ ikmltt accordiiu Occtqwtioa 

(Amima'in nipgu erun) 


Occupation 

No of 
AcciNints 

Crodit 

Ufflii 

Amount 

Aiiimmt 

Ouisranding 

No of 
Accounts 

Credit 

Limit 

Amount 

Amount 

Outstanding 

No of 
Accounts 

Credit 

Umii 

Amouiu 

Amount 

Outstanding 


_March 1996 


_Mareh 1995_ 

_March 1993_ 

I Agriculture (Direct, indirect) 

24.I88..573 

32.916 

28809(11..3) 

24,813,999 

29,342 

24948(11.8) 

26.216.787 

25.399 

22060(13.6) 

II Industry 

4.62.3,051 

152,279 1 

122260(48.0) 

4,948,029 124,955 

96211(45.6) 

5,499,230 

I0066I 

78934(48.6) 

1 Mining and Quarrying 

12.456 

2,472 

19463(0.8) 

1X409 

X433 

1557(0.7) 

10.755 

1966 

1489(0.9) 

2'Pood Moiuifactunng and Piticessing 122.057 

I2.60.5 

10154(4.0) 

127,775 

10.164 

7821(3.7) 

123,9.39 

7500 

6002(3.7) 

3 Textiles 

132.801 

2.5.8.39 

20495(8.0) 

1.30,078 

19,972 

16247(7.7) 

108.646 

13228 

11304(7.0) 

4 Riner. Paper Products and Printing 42.027 

4.190 

3454(1.4) 

41,122 

3,175 

264.3(1.3) 

43.721 

2591 

2285(1.4) 

5 Ixather and Leather Products 

15.247 

2.464 

2051(0.8) 

14.790 

2,274 

1857(0.9) 

1.3,205 

1.387 

1164(0.7) 

6 Rubber and Rubber Products 

1.3.069 

2.297 

1880(0.7) 

13,243 

3,738 

1642(0.8) 

13.651 

1779 

1476(0.9) 

7 Qiemicals and Chemical Products 74.281 

21..545 

16810(6.6) 

71,.33l 

16,947 

1287.3(6.1) 

75,405 

114.50 

94.3.3(5.8) 

8 Basic Metals and Metal Products 84.994 

18.661 

15192(6.0) 

83,1.39 

14.223 

10774(.5.l) 

8.5.621 

16099 

10476(6.4) 

9 Engineering 

100.219 

24.607 

)970l(7.7) 

97,224 

21,343 

16509(7.8) 

101.650 

16361 

13189(8.1) 

10 Vehicles. Vehicle Parts and 










Transport equipment 

30.737 

5,9.38 

438.3(1.7) 

30,906 

3.9.56 

2962(1.4) 

26..596 

3.560 

30.50(1.9) 

11 Other industries 

3.938..507 

17.272 

14.578(5.7) 

4,266.007 

14.842 

12486(5.9) 

4,839.062 

13316 

11104(6.8) 

12 Electricity. Gas and Water 

11..343 

.3.12.3 

2372(0.9) 

13.835 

2,851 

1728(0.8) 

1X197 

4.544 

2074(1.3) 

1.3 Construction 

25.035 

,3.798 

.3451(1.4) 

26,167 

3.288 

2886(1.4) 

25.848 

2863 

2512(1.5) 

III Transport Operations 

1.10.3.665 

5.54,3 

4.577(1.8) 

I.I64..39.3 

4.863 

.3957(1.9) 

1,.387.169 

4696 

3743(2-3) 

IV Personal Loons and 










Professional Services 

2.769.658 

27,726 

23629(9.3) 

10,490,977 

27.»4 

23811(11.3) 

10.868.642 

21650 

17838(11.0) 

I Professional Services* 

2.435.662 

10.788 

9044(3.6) 

I,I40..369 

1.534 

1299(0.6) 

1.421,058 

1.331 

1124(0.7) 

2 Other Services 




l,6.50..527 

4.X57 

.3628(1.7) 

1.98X515 

3.540 

3182(2.0) 

3 Loans for Parchase of 










Consumer Durables 

701.457 

1.020 

881(0.3) 

.586,222 

811 

7I0(0..3) 

561.736 

909 

798(0.5) 

4 Loans for Housing 

819.856 

8.056 

7114(2.8) 

81.3,263 

6.591 

5882(2.8) 

797.0(.5 

6518 

5046(.3.l) 

5 Rest of the IVrsnnat Loans 

8.248..345 

18.650 

156.34(6.1) 

6.300..596 

14.102 

12292(5.8) 

6.106.268 

9.352 

768.5(4.7) 

V Trade 

9.246.4.30 

42.1.34 

.3.5343( 13.9) 

9,896..308 

41.123 

36127(17.1) 

10,739,4.33 

29071 

24871(1.5.-3). 

1 Retail Trade 

8,884.96.3 

14.143 

12465(4.9) 

9.514.379 

1X106 

10526(5.0) 

10,31.3.223 

9.324 

8268(5 1) 

VI Financial Institutions 

22.044 

11,056 

9013(3-5) 

21,677 

9.812 

7951(3.8) 

18.981 

4866 

39.59(2.4) 

1 Leasing/Hire Purehase and Finance Units 



.5.1.56 

4,427 

3.542(1.7) 

4.729 

1638 

1274(0,8) 

2 Housing Finance Companies/ 










Corporations 




4.39 

791 

711(0 3) 

.32.3 

354 

285(0.2) 

V|l Miscellaneous 

5,28.3,.346 

26.1.36 

22018(8.6) 

6.761,721 

20,394 

1793.5(8..5) 

7.38.5,974 

12422 

110.35(6.8) 

Total Bank Credit 

56.67Z429 308.579 254692(100.0) 

58,097,104 2.57.782 

2I09.39(I(X).0) 

6X116.216 

198765 

1624.57(100.01 

Of Which 










1 Artisans and Village Industries 

2.-341..592 

I.(i87 

1.504(0.6) 

2.415.484 

. 1.288 

1130(0.5) 

XS95..35I 

119.5 

1031(0 6) 

2 Other Small-Scale Industries 

1.7.52.054 

3|.2‘)7 

2582.3(10 1) 

1.946,931 

25.495 

21722(10.3) 

2,070.868 

21015 

18264(11.2) 


March 1990 


December 1980 

December 1975 

1 Agnculture (Direct. Indirect) 

24..520..59.5 

19)1.3 

16626(15.9) 

10.339,615 

4920 

.3722(15.7) 

3.042.170 

1493 

1071(10.7) 

11 Industry 

4.125,-322 

59762 

.50846(48 7) 

8.37.31.3 

17124 

11555(48.8) 

.304.873 

9(X)9 

.5777(57 7) 

1 Mining and Quarrying 

8.858 

982 

877(0.8) 

.3.987 

267 

I9I<0.8) 

1,985 

188 

1.32(1 ,3) 

2 Fond Manufacturing and 










Processing 

94,-5.34 

5454 

4288(4.1) 

37,99.3 

17.37 

955(4.0) 

18.060 

877 

379(3.8) 

3 Textiles 

87.634 

8611 

7495(7.2) 

.54.%.3 

294.3 

198.3(8 4) 

31.457 

1619 

10.5b(10..5) 

4 Paper. Paper Products and Panting 36.906 

1860 

16X3(1 6) 

20.952 

.550 

417(1.8) 

10.10.3 

2.55 

178(1.8) 

5 Leather and Leather Pnrducis 

H.17.3 

109.3 

1004(14)) 

.5.117 

234 

169(0.7) 

2.(i9l 

91 

71(0 7) 

6 Rubber and Rubber Products 

11.853 

l<X)2 

887(0.9) 

6,458 

320 

245(1.0) 

.3..330 

145 

104(1.0) 

7 Chemicals and Chemical Products 64.82.5 

749.3 

6.3.52(6.1) 

4.3,149 

2176 

I4I0(6.()) 

20.827 

9.33 

5*10(5.9) 

8 Basic Meuals and Metal Products 74.936 

6166 

.5.398(5.2) 

45.-392 

l%2 

1.324(5.6) 

29.462 

1070 

755(7 5) 

9 Engineenng 

88.1.35 

I0/II.3 

8926(8.6) 

54,149 

.1454 

2.389(10 1) 

27.082 

1868 

1231(12.3) 

10 Vehicles. Vehicle Pans and 










Transport equipments 

25.597 

2/i67 

2306(2.2) 

13,991 

855 

550(2.3) 

8.510 

433 

.311(3 1) 

11 Other industries 

3,.577.8.35 

8740 

7.384(7.1) 

.529..190 

1065 

767(3.2) 

146.478 

829 

547(5 5) 

12 Electncity. Gas and Water 

2.773 

1121 

843(0.8) 

702 

291 

125(0.5) 

1,6.50 

174 

106(1 1) 

13 Consmieiion 

23.431 

1566 

1438(1.4) 

1X638 

230 

180(0.8) 

5.477 

90 

7(X0.7) 

HI Transport Uperauons 

1,240.476 

4146 

3286(3.2) 

.378.273 

1.324 

1078(4.6) 

103,758 

328 

2.59(2.6) 

IV Personal Loims and 










Professional .Services 

8.125.421 

II.KK) 

9791(9 4) 

1..344.474 

637 

527(2.2) 

262,798 

242 

l8(Xi.8) 

1 Profe.ssional Services 

1,.592,015 

1129 

967(0.9) 

187.091 

115 

93(0.4) 

45.752 

.38 

.3(K0 3) 

2 Other Services 

1.664.209 

241.3 

2126(2.0) 

I.L57.383 

.522 

43.3(1.8) 

217.046 

204 

150(1..5) 

3 Loans for Purchase of 










Consumer Durables 

420,095 

507 

443(0.4) 







4 Loans for Housing 

.547.114 

2'«)8 

2536(2.4) 







5 Rest of the Personal Loans 

.3.901,988 

424.3 

3719(3.6) 







V Trade 

8,837.621 

I7I2I 

14486(1.3.9) 

1,886,767 

7224 

465.3(19.7) 

444.X55 

3252 

1820(18.2) 

1 Retail Trade 

8.438..399 

6119 

.5.,6(K5.3) 

1,7.3.5,1.56 

10.50 

801(3.4) 

360..39I 

.385 

263(2.6) 

VI Financial Institutions 

14.122 

2708 

22.34(2.1) 

2.267.767 

937 

8I(H3.4) 

12.060 

315 

151(1.5) 

1 loasing/Hire Purchase and 










Finance Units 

3.801 

920 

771(0.7) 







2 Housing Finance Companies/ 










Corporations 

186 

144 

1.34(0.1) 







VII Miscellaneous 

6,987.129 

710.5 

7042(6.8) 

.3,194.086 

1702 

1328(5.6) 

.3.189.168 

1064 

81(7.6) 

Total Bank Credit 

5.3.8.50,686 

1216.54 104312(100.0) 

20,348,295 

33867 

2.3674(100.0) 

7..3,59.082 

15703 

1001.5(100.0) 

Of Which 










1 Artisans and Village Industries 

2,151.263 

1061 

926(0.9) 







2 ()thcr Sinall'Scale Indusirirs 

1.606.146 

14098 

11986(11.5) 

668..57(i 

.3709 

2844(12.0) 

262..30I 

1773 

1178(11.8) 


.. not uvuilable Ffures in hrackctt are pcn:cntaia:.s to total bank credit *Figure.s forprofeiisional services undolheriiervicesarecoinhined for March 1V96. 
Stiun-e: As in Table 2 


230 


Economic and Political Wecklv January 16-23, 1999 





Table 9: Distribution of Baidc Credit by Occupation and by Population Group 


Occupation 


Total Bank Cndit 


Centrewisc Distribution of Total 


Oicupationwise Distribution of 



Ruial 

Semi 

urtwn 

Urban 

Metro¬ 

politan 

Total Rural 

Semi- 

urban 

Urban 

Metro 

politan 

Total 

Rural 

Semi 

urban 

Urban 

M«m>- 

potiian 

1 Agnculnirr 

lOMOOHU 

845109 

2)'6 56 

272990 

March 1996 
28808 95 517 

29 3 

93 

93 

1000 

586 

22 9 

62 

20 

1 Diieci Finanur 

1187190 

7665 48 

io’atn 

9926') 

2455614 56 5 

51 2 

82 

40 

1000 

15 9 

208 

4h 

07 

2 IndiiuLi Finance 

I0I69I 

786 20 

71249 

1757 22 

425282 25 9 

18 5 

168 

408 

1000 

26 

21 

1 6 

1 5 

II lndiistr> 

10612 22 

11104M) 

’378574 7575876 122259 52 8 7 

107 

186 

61 9 

1000 

27 5 

55 5 

51 5 

56 2 


1 Fond Manufaiciuniig and Processing 

2 Velii<.le> VeliiLle Pans and 


Transpon eiiuipmeni 


^ CtMi^iniuiDfi 

95 46 

226 56 

41402 

2717 16 

1451 20 

27 

66 

120 

78 7 

1000 

02 

06 

0 0 

20 

in Triinitp(^(>peiatii>n% 

1194 24 

1297 75 

‘747 20 

1158 29 

457748 

26 1 

284 

207 

249 

1000 

5 1 

3 3 

21 

08 

IV Persimal louns and 

Protessimiai Services 

4474 94 

666103 

73'*2KK 

14014 22 

5267 5 09 

157 

204 

250 

42 9 

1000 

116 

18 1 

16 9 

104 

V Trade 

555012 

4793 03 

stKtsgo 

19201 48 

55542 55 

15 1 

156 

170 

545 

1000 

159 

150 

155 

142 

1 Wlmlesate trade 

2151 51 

1369 87 

39 

16171 48 

22877 25 

95 

60 

140 

707 

1000 

55 

57 

72 

120 

2 Kciait Trade 

5218 81 

3423 IK 

>7*11 31 

501000 

12465 50 

25 8 

27 5 

224 

24 5 

1000 

85 

9 5 

6 5 

22 

VI 1 iikinci il liisniiinsais 

157 18 

324 44 

366 37 

796447 

901266 

1 5 

16 

65 

884 

1000 

04 

09 

1 5 

5 9 

VII All Others 

195401 

2233 73 

3KM43 

14005 67 

22017 86 

88 

102 

17 4 

65 6 

1000 

50 

6 1 

S6 

104 

TomI Bank C ledii 

58615 51 

1689050 44V)7 51 154790 79 

25469211 

157 

14 5 

174 

529 

1000 

1000 

1000 

KXIO 

KXIO 

Of Which 

1 ^iii^RS diMl Villdgt. Iiidustnesi 

784 08 

599 80 

’15 50 

106 47 

150565 

52 1 

266 

14 2 

7 1 

1000 

20 

1 1 

0 3 

0 1 

2 CHhet Siiul) Scale Indtibtne^ 

2548 55 

465072 

71'i2‘)2 

11450 52 

2582269 9 9 

March 1995 

179 

27 9 

445 

1000 

66 

126 

16. 

85 

I Agncultute 

1515896 

7725 47 

’5’9 98 

1485 61 

24948 02 

527 

510 

10 5 

60 

1000 

59 2 

24 5 

s s 

1 5 

1 Direct rminct 

12105 79 

6875 87 

18 1 80 

611 05 

’142051 

56 5 

52 1 

86 

29 

1000 

56 1 

21 6 

3 0 

06 

2 Intliact 1 liiaiike 

1055 17 

849 60 

748 18 

874 56 

5527 51 

299 

24 1 

21 2 

24 8 

1000 

5 1 

27 

1 6 

09 

11 ItHluftrv 

91 52 10 

10979 20 ’4S't| 3| 

51548 52 

<)62I095 

95 

114 

25 5 

556 

1000 

27 2 

545 

3> 3 

52 2 

i f ntxl M inututuriii}. 

ind ISia essiiic 

115621 

1851 21 

’569 15 

2484 84 

7821 59 

14 5 

25 4 

50 5 

51 8 

lUlO 

54 

58 

5 1 

25 

’ VeinJts Vehicle Fins and 

Iransport cqutpnitnt 

388 44 

255 95 

886 87 

1512 80 

2962 06 

97 

86 

29 9 

51 7 

100 0 

09 

OH 

1 0 

1 6 

1 ( onsttiK tiriii 

107 95 

’50 8’ 

4(2 80 

’084 59 

2886 14 

57 

80 

160 

72 2 

100 0 

' 05 

0 7 

1 0 

2 1 

HI Piansport Of^ntioiis 

945 hi 

1126 58 

1(1 1 41 

865 10 

5956 90 

25 9 

28 5 

25 8 

21 8 

1000 

28 

3 3 

22 

0 9 

IV IVrsonil 1 oms intI 

ProlcssKinil Scivicsj 

5256 19 

5062 07 

70S6 55 

8455 74 

25810 56 

156 

21 5 

29 6 

55 5 

1000 

97 

13 9 

150 

86 

V Triilc 

5025 67 

4504 01 

(>i'il 01 

20408 21 

56126 92 

119 

11 9 

17 7 

56 5 

100 0 

15 0 

1 3 S 

156 

20 7 

1 WhiilcsileTiadc 

2112 72 

1425 55 

56 6 75 

18457 89 

25600 87 

8 5 

56 

142 

72 0 

1000 

6 5 

4 S 

’7 

187 

2 Kctiil Iride 

2910‘)5 

2880 48 

27(4 28 

1970 14 

10526 05 

27 7 

27 4 

26 5 

18 7 

100 0 

87 

9 1 

59 

20 

VI1 inimial Insliluimtis 

75 26 

297 56 

S86 08 

mn 55 

7<)51 21 

09 

57 

74 

88 0 

100 0 

0 2 

00 

1 2 

7 1 

VII All OiIkis 

1959 17 

’51442 

47 2 44 

8958 5 5 

17954 56 

10 9 

129 

’6 5 

49 8 

100 0 

58 

7 3 

10 1 

9 1 

Total Bank C icdii 

55529 16 

51807 5’ 46>8I8 79 9869 5 85 210959 12 

15 9 

15 1 

’2 2 

46 8 

KXIO 

100 0 

1000 

1000 

100 0 

OI Which 

i Aitisiiis intl ViliagL Inditsliies 

670 74 

506 8'> 

l'8 85 

15 24 

1129 72 

59 4 

27 2 

12 5 

1 2 

100 0 

20 

1 0 

0 3 

00 

2 Other Sinall Sc lie Indiistnes 

2231 S3 

5866 15 

7‘K’l 74 

7722 51 

21721 95 

10 s 

17 8 

56 4 

55 6 

100 0 

67 

122 

1613 

78 


March 1993 


1 Agnculture 

11856 

6669 

’267 

1267 

27059 

55 75 

50 25 

10 28 

5 74 

IQOOU 

59 02 

26 29 

680 

1 75 

1 Direct 1 mince 

11065 

604’ 

1612 

764 

19482 

56 79 

51 01 

828 

5 92 

100 00 

56 41 

25 81 

4 84 

105 

2 Indirect 1 inince 

792 

627 

655 

505 

2577 

50 74 

24 55 

25 41 

19 50 

100 00 

2 61 

2 47 

1 97 

069 

II Indusir) 

9544 

8641 

1 7555 

45425 

78‘)65 

UO"! 

10 94 

21 98 

54 99 

10000 

51 41 

54 06 

52 07 

59 40 

1 Fond Maiiulai luring, 
and PriKCssiiif! 

855 

1565 

1792 

1994 

6006 

1425 

22 75 

29 84 

55 20 

10000 

281 

5 58 

5 58 

2 75 

2 Vehicles Vibide Pans and 
rrmspiin t quipnicnl 

478 

115 

785 

1455 

2815 

1700 

409 

27 89 

51 02 

10000 

1 57 

0 45 

2 55 

1 96 

5 Cnnstriiclion 

80 

228 

588 

1814 

7510 

5 21 

9 06 

15 47 

72 26 

10000 

0 26 

O'K) 

1 17 

248 

III Transport Opt rations 

891 

•)72 

100’ 

881 

5746 

25 80 

25 94 

26 74 

’5 52 

100 00 

’ 95 

585 

5 01 

1 21 

IV Personal 1 nans iiid 

Piflicssinnal Sei vices 

26'4 

5752 

«‘)24 

6560 

17850 

14 66 

20 95 

27 62 

56 79 

100 00 

860 

1471 

14 78 

8 97 

V Trade' 

5752 

5262 

1440 

15419 

24875 

IS 08 

15 12 

17 85 

5195 

100 (81 

12 55 

12 86 

15 (2 

18 56 

1 Wholesale Trade 

994 

1057 

>468 

12102 

16600 

599 

6 25 

14 87 

72 TO 

10000 

127 

4 0') 

7 41 

16 55 

2 Retail Trade 

2576 

2225 

1972 

1517 

8272 

51 14 

26 90 

25 84 

I5<)2 

100 00 

8 48 

8 n 

5 92 

1 80 

VI Financial Institutiniis 

74 

210 

495 

5185 

5960 

1 86 

550 

12 45 

80 19 

100 (X) 

0 24 

0 85 

1 48 

4 55 

VII All Others 

1651 

1878 

5152 

4 570 

11027 

14 98 

17 05 

28 40 

59 65 

100 00 

545 

740 

940 

5 98 

TiMal Bank (redii 

50584 

25572 

5 5524 

75105 

162458 

18 70 

15 62 

20 51 

45 00 

10000 

100 00 

100 00 

100 00 

imoo 

Of Which 

1 Artisans and Village Industnes 

616 

260 

‘)9 

17 

992 

62 06 

26 2’ 

999 

1 71 

100 00 

2 05 

1 05 

0 50 

002 

2 Other Small Scale Indinlrws 

2226 

5148 

s955 

6729 

18058 

12 55 

17 45 

52 98 

57 26 

100 00 

7 52 

1241 

17 87 

920 


denmes nui available 

fount BankingMalisliis Ba\ii SlatiMiialReluiny (vaiiiais issues) 
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Table 10: Distribution of Outstanding Credit of Scheduled Conunerdal Banks According to (A) Size of Credit Limit, (B) interest P i*** and (C) Oi 
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Table 11: Distribution of Outstanding Bank Credit of Sdiedulcd Commercial Banks, by Organisation and 

Variations During Specified Periods 

(Amount iti nipn s i lore) 


Organisation 
(Institutional C itegones) 

March 1996 


March 1995 


March 1994 


No ot Credit lamil Amount 
Accounts Amount Outstanding 

No of Credit Limit Amount 
Accounts Amount Outstanding 

No of Credit Limit 
Accounts Ammim < 

Amount 

Outstanding 

1 Hons mild Sector* 

5648162* 

152112 

110051 

57911712 

126705 

109648 

59415658 

II1I47 

94920 


(99 7) 

(49 4) 

(51 1) 

(99 7) 

(49 2) 

(52 0) 

(99 6) 

(52 1) 

(54 0) 

2 Pnvate Corporate Sector •* 

158052 

I2t9()6 

98271 

158476 

97264 

74775 

171242 

69477 

52726 


(01) 

(40 2) 

(18 6) 

(01) 

(17 8) 

(15 5) 

(01) 

(12 9) 

(101) 

T Public Sector *♦* 

28081 

12102 

26188 

25161 

11496 

26121 

41640 

<4541 

28119 


(00) 

(10 4) 

(101) 

(00) 

(110) 

(12 5) 

(0 0) 

(16 0) 

(161) 

Total (1+2+S)**** 

56667761 

108120 

254510 

58095569 

257466 

210746 

59650540 

217165 

175765 



Marih 1991 



Match 1992 

March 1991 


1 Household Sector * 

61928807 

l(Xi740 

86861 

65684011 

90698 

77252 

61789615 

84211 

71252 


(99 7) 

(507) 

(51 5) 

(99 7) 

(56 5) 

(56 5) 

(99 7) 

(57 5) 

t57 4) 

2 Pnvate Corporate Sector ** 

161705 

67116 

54949 

152210 

51169 

45291 

111620 

45971 

<9249 


(01) 

(11 8) 

(118) 

(0 2) 

(11 1) 

(11 1) 

(0 2) 

(11 4) 

(11 6) 

1 Public Sector *** 

21611 

It >805 

20580 

24228 

16662 

14071 

21251 

16205 

11569 


(00) 

(155) 

(127) 

(00) 

(10 4) 

(10 1) 

(0 0) 

(11 I) 

(109) 

Total '11-2+1) * 

62116196 

198765 

162467 

65860710 

160641 

116706 

61946755 

146547 

124201 



M,inh 1990 



March 1985 


Marsh PKO 






(Dcceniher 1984 June 1985) 

(December 1979 turn 1980) 

1 Household Sei tor ♦ 

51707A658 

70198 

60816 

12494758 

12201 

24945 

% 

1779(U76 

12014 

9087 


(99 7) 

(57 7) 

(58 1) 

(99 7) 

(51 4) 

(519) 

(99 5) 

(40 5) 

(41 It 

2 Pnvate ( oiporale Sector •* 

121018 

18121 

12657 

90588 

17418 

12175 

79S7< 

10625 

6895 


(0 2) 

(11 5) 

(11 1) 

(01) 

(27 8) 

(25 1) 

(0 4) 

115 8) 

(<2 9) 

1 Public Scctoi *** 

I9S77 

12909 

10627 

10751 

1 <011 

10890 

5745 

7028 

4991 


(0 0) 

(10 6) 

(102) 

(0 0) 

(20 8) 

(22 7) 

(0 0) 

(217) 

(218) 

Total (1+2 1 1) 

51850686 

P1654 

104112 

12596207 

62696 

48015 

17875791 

29687 

20975 


Vanalioiis Uunng 


Organisation 


Mar 1991 lo Mar 19% 



Mar 1985 to Mar 1991 



Mar 1980 to Mat 1985 


(Inshtubonal 

Credit 1 iiiiK 

Amount Outstanding 

Credit Limit 

Amount Outstanding 

C redit Limit 

AiiKium Outstanding 

Categones) 

Amount 

Per Cent 

Amount 

Percent 

Amount 

Per C ent 

Amount 

I’er Cent 

Amount 

Per (int 

Amount 

Percent 

1 Household 
Sector* 

68101 

80 9 

58799 

82 5 

52008 

161 5 

46107 

1856 

20169 

167 6 

15857 

174 5 

2 Pnsatc 













Corporaie 

Sector** 

77915 

169 5 

59022 

1504 

28551 

1619 

27074 

222 4 

6791 

619 

5280 

76 6 

1 Public 













Sector*** 

15897 

98 1 

12619 

9<0 

<174 

24 4 

2679 

24 6 

6002 

85 4 

5897 

118 1 

Total (1+2+1)**** 

161771 

110 4 

110<07 

104 9 

81851 

1117 

76168 

158 6 

11009 

1112 

27061) 

129 0 


Figurus in briickets arc percentages to total 

' Household sector includes Partnership Proprietary concerns Joint Families Associations, Clubs, Societies Trusts Cnoups and Indisiduals 
tor all accounts with credit limit of Rs 2S tKXI and above and also all accounts with credit limit of Rs (XK) and less 
*• Private Corporate Sector includes Private Sector and Co operative Sector, excluding Partnership Proprietary concerns Joint Families, 
Associations, Clubs, Societies Trusts and Gioups 
'** Public ,Secior includes Joint Sector Undcit ikings 

Totals are as per source but they contain >inall disc repancics which could not be reconciled 
Source RBI Banking Statistics, Basic Siatisliial Ketiirns various issues 
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Table 12: Deposit and Working Funds b> Bank Groups and Major Banks 
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Table 13: Assets and Asset Components by Bank Groups and Major Banks: Investments (Concluded) 
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Tdbk 17: Final^dad Asants of Bairia aadPtiMiicid 

dtupta Cnttti 


Institution 

1998 

1997 

1996 

1995 

1994 

1993 

1992 

1991 

1981 

A Financial Assets of Banks and Financial Distribiilimis 








1 Banks (I'f2-f.'t) 

6.S440(> 

.564824 

508652 

455840 

373511 

312983 

271915 

232786 

46987 


(64.0) 

(63.6) 

(64.7) 

(64.8) 

(63.6) 

(6.3.3) 

(63.3) 

(65.5) 

(73.8) 

1 All Scheduled Coitiineretal Bonks 

628332 

542(8)1 

489148 

4.38092 

.358407 

299.509 

259902 

222613 

44622 

2 Non-Schcduled Commercial Bonks 

0 

2 

2 

65 

9.3 

91 

86 

77 

. 9 

Total Commeaial Bunks 

628332 

542003 

4891.50 

4381.57 

358.500 

299600 

2.'»988 

222690 

44631 

3 State Co-operative Banks 

26074 

22821 

19.502 

17683 

15011 

13383 

11927 

10096 

2356 

11 Finanaal Insiitutioas 

.367713 

323821 

278035 

248112 

21.3819 

181271 

157761 

122655 

16650 


(36 0) 

(.36.4) 

(.35.3) 

(.35.2) 

(36.4) 

(36.7) 

(.36.7) 

(34.5) 

(26.2) 

4 All-Indiu term lending Ihstitulions 

158.379 

1.316.36 

106127 

917.50 

80995 

73650 

65185 

52054 

6143 

S Stale Level Instiliilinns 

1776.3 

17763 

16629 

14178 

1.3229 

12.576 

11523 

10048 

1733 

6 InvestiiK'ni liisiiiiinons 

IK48(M) 

1(18539 

1.50719 

1.370.57 

115762 

92146 

78699 

58566 

85.34 

7 Other laslitiiiions 

6772 

5884 

4.560 

5127 

3833 

2899 

23.54 

1987 

240 

III Aggregate (l-i-ll) 

1022119 

888(>4.5 

786687 

703952 

587.3.30 

494254 

429676 

35.5441 

6.3637 


(1000) 

(l(X).()) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

B Total Financial Assets of Financial Institulitins : Institution-wise 







Institution 

1997-98 

l9%-97 

1995-96 

1994-95 

1994-93 

l9‘)2-9.3 

1991-92 

1990-91 

1980-81 

A All India Tenn t-emling 

1.58.378.7 

131635.5 

106126.8 

91750.0 

8()9‘>5.4 

7.3649.8 

65184.7 

52054.0 

614.3.1 

Institutions ( 1 to 7) 

(43 I) 

{40.7) 

(38.2) 

(37.(8) 

(37.9) 

(40.6) 

(41.3) 

(42.4) 

(36.9) 

1 IDBI 

5861.3 7 

47925 0 

43791.0 

37786.0 

34329 7 

30919.0 

27967 9 

227(H).8 

.3098.6 


(15 9) 

(14.8) 

(15.8) 

(15.2) 

(16.1) 

(17.1) 

(17.7) 

(18 5) 

(18.6) 

2 NABARI) 

X5()27.() 

22.39.3.0 

194.36.5 

17820 0 

15.586.2 

15680.3 

14466 1 

12664 4 

16.35.1 


(6.8) 

(6.9) 

(7.0) 

(7.2) 

(7.3) 

(8.7) 

(9.2) 

(10.3) 

(9.8) 

3 ICICI 

42.503.0 

33756.0 

20911.0 

17375.1 

1.3715 1 

11184.9 

9134.5 

708.3.8 

727.9 


(11.6) 

(104) 

(7.5) 

(7.0) 

(6.4) 

(6.2) 

(5.8) 

(5 8) 

(4,4) 

4IFCI 

19924 0 

16453.0 

13.380.0 

l().55().9 

9868 8 

9108.1 

75145 

5834 5 

.589.1 


(5 4) 

(.5.1) 

(4.8) 

(4.3) 

(4.6) 

(5.0) 

(4 8) 

(4.8) 

(3.5) 

.S EXIM Bank 

5186.0 

488.3.0 

3958.4 

3.596.8 

30>)9.4 

2684.6 

2457 5 

198.3.7 

- 


(1 4) 

(1.5) 

(1.4) 

(1.4) 

(1.4) 

(1 5) 

(1.6) 

(1 6) 


6IIBI 

2.508.0 

1698 0 

1.508.2 

1269.4 

1128.3 

1070.0 

984.9 

818.2 

92.4 


(0.7) 

(0.5) 

(0.5) 

(0.5) 

(0.5) 

(0.6) 

(0.6) 

(0.7) 

(0.6) 

7NHB 

4617.0 

4527.5 

3141.7 

.3.351.8 

3267.9 

.3(X)2.9 

2659.3 

968 6 

- 


(1.3) 

(1.4) 

(1.1) 

(1.4) 

(1.5) 

(1.7) 

(1.7) 

(0 8) 


B State-Level Inslilulinns (K to 9) 

17762.6 

17762.6 

16628.6 

14178.1 

1.3228.6 

12.57.5.9 

11.523.1 

10048.4 

1733.1 


(4.8) 

(5.5) 

(6.0) 

(5.7) 

(6.2) 

(6.9) 

(7.3) 

(8 2) 

(10.4) 

gSFCs 

9289.6 

9289 6 

9289 6 

9008.6 

84.30.3 

794.3.1 

7.38.3.0 

6411.5 

1073.6 


(2.5) 

(2.9) 

(3.3) 

(3.6) 

(.3.9) 

(4.4) 

(4.7) 

(5.2) 

(6.4) 

9 SIDCs 

8473 0 

8473.0 

7339.0 

5169.5 

4798.3 

46.32.8 

4140.1 

3636.9 

659.5 


(2.3) 

(2.6) 

(2.6) 

(2.1) 

(2.2) 

(2.6) 

(2.6) 

(3.0) 

(4.0) 

C Invetitmcnt Institutions (II) to 12) 

1848(810 

168538 5 

150719.4 

137057.3 

115762.2 

92146.0 

78699.7 

58.565.3 

8534.4 


(50.3) 

(52.3) 

(.54 2) 

(55.2) 

(.54.1) 

(50.8) 

(49.9) 

(47.7) 

(.M..3) 

10 Lie 

102475.0 

90598.6 

75291.2 

61921.7 

.50964.3 

418.367 

3.5410.9 

29040.0 

6814 9 


(27.9) 

(28.0) 

(27 1) 

(25.0) 

(23.8) 

(23.1) 

(22.4) 

(23.7) 

140.9) 

11 GIC and Its siihsidianes 

18891.0 

18064 9 

16017 2 

12691.6 

9916.4 

87.31.3 

7952.6 

6.361.6 

1198.9 


(5.1) 

(5.6) 

(5 8) 

(.5.1) 

(4.6) 

(4.8) 

(5.0) 

(5.2) 

(7.2) 

I2UTI 

63434.0 

59875.0 

59411.0 

62444.0 

54881.5 

41578.0 

35336.2 

23163.7 

520.O 


(17.3) 

(I8..5) 

(21.4) 

(25.2) 

(25.7) 

(22.9) 

(22.4) 

(18.9) 

(3.1) 

D Other Instituuons (11 to 14) 

6771.7 

5884.2 

4560.2 

5127.2 

.383.3.3 

2899.4 

2353.8 

1987.3 

239.8 


(1.8) 

(1.8) 

(1 6) 

(2.1) 

(1.8) 

(1.6) 

(1.5) 

(1.6) 

(1.4) 

HDICGC 

6138 0 

52.50.5 

4004.7 

4.588.2 

.3497.1 

2519.9 

20.38.4 

174.3.5 

200.3 


(1.7) 

(1.6) 

(1.4) 

(1.8) 

(1.6) 

(1.4) 

(1.3) 

(1.4) 

(1.2) 

l4FrCiC 

63.3.7 

63.3.7 

.555.5 

.5.39.0 

336.2 

.379.5 

315.4 

243.8 

39.5 


(0.2) 

(0.2) 

(0.2) 

(0.2) 

(0.2) 

(0.2) 

(0.2) 

(0.2) 

(0.2) 

Grand Total (A+B+C+D) 

367713.0 

323820.8 

278035.0 

248112.6 

21.3819.5 

I8I27I.I 

157761.3 

122655.0 

16650.4 


(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 


Figures in brackets aic percentage share to the total 

Stmree, RBI. Repuri nn Trrini and Pmgre.tS of Bankina in India 1997-98. 
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ECONOMIC 
AND 

POLITICAL Lt 


Jamiary t 


] .[^d^logy and Development 

'‘'‘^&angakm's phenomenal growth in the software sector i^jpcars to be slowing 
studies covering a public, sector unit, two MNCs and three 
firms which originated as small-scale units illustrate the new 
Jdtti^^ges facing this sectOT in the context of die ongoing shift from state 
mterventiontoliberalisarion. VE-l The historical nature ofthe crisis which 
prompted the suicide deaths of cotton burners may be better understood 
through a retracing of the route by which the present connections between 
Indian cotton and *e mechtmised textile industry were first established and 
the efforts through the khadi movement to provide a basa for indigt^ipl 
cotton technology. PE-12 The Lentin Commission has hrwf^ .t' 
stark detail the complex and corrupt links between a large puMk hoafdli^'^ 
the multifaceted drug industry and the health bureaucracy. But this. 
remarkable document is gathering dust today. PE-39 The region covoeh^ 
almost the entire catchment area of the Koyna dam was declared a 
protected sanctuary, putting the livelihoods of the people of the area, die 
oustces from the dam site decades ago, in jeopardy once again. 
Environmental policies need to address socio-anthropologicai issues. 293 

Elusive Recovery 

Two years after the first signs of the economic crisis, the south-east 
Asian region continues to be in the throes of a recession. Why has 
recovery been so elusive? The link between financial openness and 
(he crisis, with the focus on Thailand and South Korea. 273 

Cotton Capers 

Maharashtra’s cotton monopoly procurement scheme, launched as a 
short-term measure in 1971, has become another holy cow. It is 
lime the scheme was wound up. * 256 


Foundar-Editor. Sachin Chaudhurl 


Wt»t about Some Law and Order? 243 

CMme and Punishment; Enlarging Tolorance 
-Politics: Dangerous Game - PaMstan: 
Press under Threat 244 

Currant Statiailcs 246 

Cempanlas 248 

Oemmantary 

Maharashtra Cotton Monopoly Procurement 
Scheme: What Has It Achieved? 

—Madhav Godbole 250 

Worker Co-operatives in India: Lessons 
from Kamani 

—E A Remaswamy 254 

Protectionism vs Unfair Trade in Steel 
—C Saiapathy 257 

Ruesla: Oil Politics in Central Asia 
—R G Gidadhubli 260 

, nerepeetivet 

■' tfa. and Ongoing Review of WTO Dispute 
Settlement System 

— B S Chimni 264 

Review Article 

How end Why Nehru and Abdullah Fell Out 
—A G Noorani 268 


REVIEW OF POLITICAL ECONOMY 

Corporate Strategy and Planning in the 
science City Bangalore as ‘Silicon Vail^' 

—James Heitzman PE-2 

Suicide Deaths and Ouality ol Indian Cotton 
Perspectives from Histoiy of Technology 
and Khadi Movement 

■— C Shambu Prasad PE-12 

Philosophical Foundations of a General 
Theory of Numbers 

—Chhatrapati Singh PE-22 

Franch Jesuit Scientists In India; 

Histortcal Astronomy in the Discourse 
on India, 1670-1770 

—Dhruv Rama PE-30 

The Great Indian Novel. Reflections on 
the Leniin Report 

-Shiv Visvanathan PE-39 


Special Articlee 
Vnancial r'lisis and Elusive Recovery: Lessons 
' Iram South Korea and Thailand 
—C P Chandrasekhar. Jayatl Ghosh 273 
BJP's Defeat In VIdhan Sabhe Elections. 1998: 
Widespread Erosion of Support Base 
—Saiyay Kumar 287 

People In Protectee Areas: Koyna Sanctuary 
In Maharashtra 

—Mihnd S Bokil 293 

Pattern of Utilisation of Health Services: 

Policy Implications 

—C A K resudian 300 

Letter* to Editor 242 
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Reviewing WTO Systems 

In the ongoing review process in 
the WTO India should pursue a 
strategy which seeks to make the 
prc.sent dispute settlement system 
less nilc-oriented. 264 


Problem of Numbers 

T'hc Indian conceptions of 
numbens, in contrast to the general 
theory <if numbers, have the 
potentiality of generating 
alternative perspectives that may 
he conducive to providing solutions 
to modern, problems or in 
.s trik in g out new paths. _ PE-22 

Steel Sense 

Almost every country in the world 
I.S accusing the rest of the world of 
dumping .steel in its backyard. Perhaps 
this i.s the right time to start a fresh 
round of discussions for a multilateral 
steel agreement that would ensure 
.some order in steel trading. 257 


Erosion of BJP’s Base 

The 1998 assembly election results 
in Delhi, Madhya Pradesh and 
Rajasthan .showed that the BIP has 
not only failed to gain support 
among the dalits, the adivasis and 
the poor, but has lost out among 
the educated elite youth and the 
upper castes. 287 


Workers’ Co-operative 

The Kamani woricers' co-operative, 
the most celebrated case of workers' 
takeover in India, is facing numerous 
problems. What are the lessons the 
experiment offers? 2S4 


Jesuits and Astronomy 

French Jesuit scientists in India in. t^ 
17th and 18(h centuries contrlbnttdmUta 
to the grand theoretkal symheses of ihik 
celestial sciences whicb emerged lowaKiS 
the end of that period and initiated a 
discourse on Indian astronomy. PE-3e 


Ndini, Abduflah and Kadunfa' 

Had Nehru not reneged on his promise 
to the people of Kashmir and to 
Pakistan and allowed Abdullah’s 
Kashmir to retain the status it enjoyed 
prior to the Delhi Agreement, the 
nature of the Kashmir ‘problem’ 
would have been different. 268 


Using Medicare 

Urban health policy has suffered 
because of lack of information about 
medicare utilisation pmterns. Survey 
of two areas in Mumbai. 


OilPoBtics 

The Caspian region with its rich ml 
and gas reserves is rapidly becoming 
tlk: focus of intense competition 
among the big powers. 260 













LETTERS TO EDITOR 


Memories of EW. 

ASHOK MITRA’s ‘Fifty Years Ago’ 
(January 9) is nostalgic. I was privileged 
to have been one of tho.se ‘anonymous’ 
' contributors close to Sachin Chaudhuri in 
the fifties. It happened by accident. I sent 
him an article on indo-Swiss Trade' for 
favour of publication either in 1949 or 
1950. He sent a very friendly reply 
requesting information and light on 
India’s agreement with Oerlikens of 
Switzerland on machine tools. This 
involved further research and improved 
the article considerably. Soon after he 
published another article from me titled 
‘The Spanish Tangle' (my title had been 
‘The Spanish Conundrum’). Articles 
followed at intervals on various subjects 
either as ‘contributed’ or under my initials 
‘SN’. 

Sachin Chaudhuri was one of three 
persons in my life who encouraged 
research for further light on issues and 
who indirectly cultivated my desire and 
ability to write. We used to correspond 
even when I did not have an article to 
send him. He once suggested that I could 
send him notes or press clippings of 
interest and I used to send him a few every 
week. I was a kind of Delhi correspondent 
and EW issues arrived every Sunday by 
express delivery invariably when we 
were at lunch. I u.sed to tear open the 
cover eagerly - in the midst of gulping 
'sambar' or ‘rasam' - delving into the 
contents and proudly pointing out what 
had been used from my notes and clip¬ 
pings. There was excitement at one time 
when an editorial scoop revealed the 
government' s proposed centralisation and 
rationali.sation of its economic advisory 
offices. I had made a small contribut¬ 
ion to this story: it was not mainly or 
entirely mine, yet Sachin Chaudhuri gene¬ 
rously told mb that my note had triggered 
it off. 

I recall a visit to Delhi by Sachin in the 
early fifties. At his request 1 accompanied 
him on his rounds on a Sunday and wc 
met, among others, Acharya J B Kripatani 
and Sucheta Kripalani. She was an active 
member of parliament, he perhaps AICC 
general secretary. They worked from the 
same large hall, Acharyaji at one end 
squatting on a diwan, Suchetaji at the 
other end with a desk and chair. During 
this Delhi visit Sachin became aware that 


I was not as well off as he ptx>btd>ly had 
thought, chided me for not asking for any 
remuneration for my articles and sent me 
a generous cheqne from Bombay. (This 
mu.st have been the early fifties since my 
income improved dramatically from the 
mid'SOs.) 

I had the privilege of being Sachin 
Chaudhuri’s house-guest at Churchill 
Chambers. I think it was 1956; I arrived 
in Bombay at the height of the agitation 
for the separate state of Maharashtra. 
There was curfew. I was allowed to go 
to my office premises at Cowasji Patel 
Street where I spread my holdall bed 
on a large table and settled for the 
night. Next morn-ing I telephoned 
Sachin to meet him for a chat. He insisted 
on my moving into his apartment im¬ 
mediately even though he had another 
hou.se-guest at the time. I had a pleasant 
stay chatting and drinking and eating, but 
had regretfully to depart the next day for 
Delhi. 

In the sixties I became immersed in 
my career and there was little time for 
EW. In 19651 moved to New York on an 
UN assignment but continued to receive 
and read EW. Soon after the transition 
from EW to EPW began. The Sameeksha 
I'riist was set up and Sachin wrote to 
me in connection with raising funds for 
the Trust. In 1966 I was able to organise 
the collect-ion of two or three thousand 
US dollars from 10-12 Indian staff 
members of the UN Secretariat and remit¬ 
ted the (‘mount under the Defence Remit¬ 
tance Scheme (which preceded the 
devaluation of the rupee). This was done 
spontaneously as were the contribut¬ 
ions. Tliis is small money by today’s 
standards, but a good contribution then 
since UN salaries in New York at that 
time averaged only $ 1,000 per month. 
Looking hack I am coasoled that I could 
in this way acknowledge my debt to 
Sachin and The Economic WeelUy for the 
opportunity provided to me to think, 
analyse and write, to expose ‘light without 
heat'. 

PEW'S high standard and quality today 
is a tribute to the firm foundations laid by 
Sachin Chaudhuri and no less to the 
dynamism and continued upgradation by 
Kri.shna Raj and the Sameeksha Trust. 
Be.st wishes. 

S Nawundan 

New Delhi 


A Flood of Questions 

INthelastpaiBgraphoftheexcellentatdtdc 
by Kunda Dixit and Inam Ahmad 
(‘Managing the Himalayan Watershed: A 
Bood of Questions’. October 31, 1998), 
there is an incidental referenoetothe "Three 
Country Study’ undertaken by Centre foi 
Policy Research, Delhi, Bangladesh 
Unnayan Parishad, Dhaka and Institute 
for Integrated Development Studies, 
Kathmandu, on co-operation by India, 
Bangladesh and Nepal in the utilisat-ion 
of the waters of the Ganga. Brahmaputra 
and Meghna. In the course of that paragraph 
there are some remarks which might give 
the reader the impression (perhaps un¬ 
intended) that the Study Project, and in 
particular, the study of possibilities of 
augmentation of the lean season flows of 
the Ganga, have been hampered by the 
‘nationalistic* attitudes and the ab.sence of 
enthusiasm for regional co-operation di^ 
played by the Indian (i c, CPR)team.SucK 
an impression would be quite erroneous; 
and the errors involved are many. I doubt 
whether my good friends and colleagues 
of many years (Q K Ahmad. Ainun 
Nishat and Sajjadur Rasheed), quoted 
earlier in the article would have said 
anything to warrant such a conclusion. 
Perhaps there has been a misunderstanding 
of some of their remarks. If so, it could have 
been cleared up if the authors of the article 
had considered it appropriate to talk to any 
of us in the CPR (myself, B G Verghese, 
R Rangachari) who have been involved 
in this project. I do not propose to enter 
into detai led correctiveexpla-nalions here, 
as that would require a long letter, which 
would be a disproportionate response to 
what is after all only an incHdental reference 
in the article. In any case, what matters 
is not the processes of inter-institutional 
meetings, discussions, exchanges of drafts 
and revisions that go on under the project, 
but what emerges from all this in the public 
domain, namely, the seminars and con¬ 
ferences that we organise, and the books 
and papers that we publish. Four books 
were published at the end of the first phase 
of the project in 1993-94, and now, as we 
approach the end of the second phase, one 
more book is in an advanced stage of pre¬ 
paration. I would request Dixit and Ahmad 
to wait for the appearance of that book. 

Ramaswamy R IyeIT 

New Delhi 
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What about Some Law and Order? 


I N the past week or so, homilies on the quality of tolerance to 
mark the occasion of Republic Day from the country's high 
and mighty have provided the grimly ironic backdrop to acts of 
extreme intolerance and brutality at the ground level. Ilicburning 
todeath of the Australian missionary GrahainStewart Staines and 
his two sons, aged 10 stnd seven, in Manoharpur village of 
Keonjhar district of Orissa on the night of January 22 as they slept 
in their jeep was as if it had been planned to evoke the maximum 
revulsion. Just a couple of days later, in yet another caste carnage 
in Bihar. 23 persons, including five women and nine children, 
were cold-bloodedly massacred by the Ranbir Sena in 
tthankarbigha village of Jehanabad district. 

“ If anything could possibly have been as depressing as the grisly 
atrocities them.selves, it is the response of politicians and political 
parties which has been unabashedly calibrated to extract from 
them the maximum political mileage. The murder of Graham 
Staines and his two children blended neatly into the tension 
involving Hindu organisations and Chri.siian miissionaries 
already stoked by the events of December lust in the Dangs area 
of GuJ.'irat. The Congress and the other opposition parties have 
lost no time in linking thc.se developments U' BJP's rule at the 
centre. Even some constituents of the BJP-ied ruling coalition as 
well as the TDP which has been generally suppoiting the govern¬ 
ment have deemed it expedient tcfpublicly distance themselves 
from the BJP with its links with shadowy Hindu organisations. 
From the other side. BJP leader L K Advani hus rushed to absolve 
the Bajrang Dal of any role in the killing of the Australian 
^missionary, evidently not bothered in the least by the fact that for 
^ the moment he happens to be the country's home minister. A 
three-member team of central ministers headed by defence 
minister George Fernandes returned from a hurried trip to Orissa 
convinced of -‘he existence of “a deep-seated international 
conspiracy" behind the missionary's murder. Even a body like 
the National Commission for Minorities could not eschew the 
temptation to play to the gallery. A fact-finding team of the 
commission sent to Orissa felt it had to call a press conference in 
the capital even before it had .submitted its report to the commis¬ 
sion. just to let the world know that "certain forces", which it 
would not name, were behind the Manoharpur crime. 

What the events of the last few weeks in Gujarat and Orissa 
have achieved is to push the secularism/communalism issue once 
again to the forefront of national politics. This has been very 
much the established pattern of political discourse in the country 
and evidently suits all the parties, the BJP mH excluded in the 
longer run, notwithstanding the immediate tremors created for 
the government at the centre led by it. Not surprisingly, given the 
political .stakes on both sides, communal tension and vioieifce 
have cemtinued unabated and ever new communal organisations 


have sprouted and flourished. The credibility of the supposedly 
secular camp, on the other hand, has been progressively eroded as 
it has come to be dominated by blatantly casteisl outfits and as the 
secularcredentiakof the Congressitself have come under question. 
The result has been the flowering of the BJPto the position of one 
of the country’s two principal political parties with a nationwide 
base. Elements within the secular grouping have done their cause 
no good, though they may have gained little vote-banks here orud 
there, with their convoluted positions on the alleged relation 
legitimacy of minority communplism which have on balance and 
in the final analysis won electoral .support for the BJP and 
emboldened the more openly Hindu organisations linked to it. 

To deal more effectively with overt and violent manifestations 
of communalism it is necessary therefore to search for alternative 
approaches with the focus far more firmly on enforcement of law 
and punishment of wrong-doing. It is a paradox - or rather an 
inevitable outcome of the dominant concern of politicians and 
parties with exploiting communal tension and violence forpolitical 
advantage - that for all the breast-beating about secularism and 
the hullabaloo that is orchestrated afterevery episode of commund 
violence, almost as a matter of rule and whatever the political 
colour of the government in office seldom are these crimes 
systematically investigated and those guilty prosecuted and 
punished. To take one instance, when after its protracted labours 
the report of the Srikrishna Commission enquiring into the riots 
in Mumbai in December 1992 and January 1993 was made public 
last year, there was much indignation, justifiable of course, over 
the commission’s conclusion that the Shiv Sena had taken an 
active part in the riots. But this was by no means a startling 
revelation: the Sena’s role in the violencchad been well known and 
in fact had been even openly boasted about by that party' s leaders. 
Yet the commission's equally significant finding that the Congress 
government then in office in Maharashtra had been conspicuously 
tardy in acting to prevent the spread of the riming and ip bringing 
those responsible to book raised no political hackles. In the 
killing of the Australian missionary in Orissa again, while 
charges have been flying thick and fast about whether or not the 
Bajrang Dal was involved in the attack and whether or not the 
principal suspect was a member of the Dal, it has been brought to 
light that this particular individual has systematically indulged in 
violence with communal ovetlones for the last many years, 
especially in forcibly letting loose cattle being taken to siaughtei 
houses, ^ that in one of lhe.se incidents the Muslims accom¬ 
panying the cattle had been so severely assaulted Uiat one of them 
died of his injuries. Should not the ‘secular’ Congress govemmeni 
of J B Patnaik in Orissa be called upon to answer why Ihu 
criminal was left free to carry on his activities without lei oi 
hindrance, culminating in the ghastly crime in Manoharpur? 
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CRIME AM) PUNISHMENT f; 

Enlargiilg Tolerance 

J V Deshpande writes: 

'THE buck stops here’ president Truman 
is said to have remarked many years ago. 
referring to the American president’s office 
in the White House. But that was in 
hedonist, materialist America, where a 
person holding public ottice is expected 
to accept the responsibilities that go with 
the office. Political life is organised dif¬ 
ferently in spiritual India. Here, more often 
than not, the buck keeps going round and 
round and eventually just vanishes into 
thin air. Grim tragedies and disasters Just 
happen. No one is ever held responsible 
for them. Didn't a former prime minister 
ob.serve sagely that when a great tree falls, 
shrubs and grass are bound to get crushed. 
This was in reference to the killing of 
thousands of Sikhs after the assassination 
of Indira Gandhi. It is all in your ‘karma’ 
and people, particularly the victims, had 
better accept their fate. Even official 
commissions of inquiry .sometimes say 
as much. 

Tolerance of wrongdoing, particularly 
in public life, seems to come particularly 
easy. A remarkable feature of the SO years 
of freedom is the .steady widening of the 
frontiers of tolerance. Was not financial 
finagling of thousands of crores of rupees 
involving stock-market operators, major 
banks and public sector financial institu¬ 
tions explained away by many responsible 
and learned persons as just a ‘systemic 
failure’? No one has yet been found 
responsible for that financial crime. A 
senior cabinet mini.ster hands over a secret 
letter to authorities of another country, 
requesting them to go easy with investi¬ 
gating a multinational financial crime 
suspected to have been committed by some 
Indians but he docs not remember who 
gave him that letter. Tolerant India accepts 
his explanation with no questions asked. 
Government files involving the activities 
of suspected criminals and politicians 
believed to he in league with them 
mysteriously get lost and tolerant India 
accepts not only .such loss hut also the 
official explanation that no one is really 
at fault. .Systemic failure again? Road and 
rail accidents, collap.se of buildings and 
bridges, deaths in policeencountersf’while 
resisting arrest’> and in stampedes at 
pilgrimage centres and in political rallies 
are all accepted as nobody’s fault. 

Leaders of the gowari community to<)k 
out a large procession to the Maharashtra 
state as.scmbly then in session in Nagpur 
late in 1994 to present a petition to the 


govenunem and by and meta the 
concerned to acquaint Mm of dwir griev¬ 
ances. No responsible person was free to 
meet them. They were blocked and caned 
at a point which had very few exits and 
in the stampede that resulted 114 persons 
were trampled to death, over a hundred 
of them women and children, who were, 
by design or by accident, at the head of 
the procession. The government ordered 
an inquiry into the ghastly tragedy. Its 
report was made public recently, four 
years after the tragedy, along with die 
government’s Action Taken Report. 

The commission has concluded that no 
one was really at fault. It could not pin¬ 
point the immediate reason which caused 
the .situation to go out of hand. It does not 
find fault witheitherthe then chief minister 
orthe minister in charge who were notable 
to spare the agitators even a few minutes 
of their time, even as the latter waited for 
over three hours, nor with the police for 
msorting to a cane-charge on the proces¬ 
sion without checking that the people so 
attacked had adequate escape routes. The 
chief minister was apparently not informed 
by his office. The minister concerned is 
absolved because he was busy in the 
assembly, presumably for the entire du¬ 
ration. 

The commission has also concluded that 
“m order to control this situation, as well 
us to prevent the participants to surge 
ahead to the Vidhan Bhavan. and also to 
avoid law and order problem, it was there¬ 
fore but essential and necessary for the 
police force to resort to use of some force”. 
To speculate now, four years after the 
event, what would have ^n the loss if 
some of the demonstrators had actually 
entered Vidhan Bhavan is. of course, 
pointless. According to the commission, 
"at the same time, it is necessary to note 
that the participants, as well as the leaders 
of the morcha, are not responsible for this 
incident”. In short, in the words of the 
commission, “the incident is required to 
be styled and held as an unfortunate 
one” (commissioh-’s capitals). 

This is an unsurprising conclusion in the 
country used to reading about the deaths 
of children in tribal areas - never due to 
starvation and malnubition but always 
because of some temporary factors such 
as cholera, typhoid, black fever, etc. After 
all. ih,. report on the gowari tragedy has 
been prepared according to the correct 
judicial procedures and the Commission 
of Inquiries Act. So the ordinary people 
of this country should accept it without 
demur, coming as it does from a person 
well-versed in the legal, governmental and 
political ways of the country. 


pouncs 

Dangerous Game 

A correspondent writes: 

THE recent Congress Woricing Commit¬ 
tee resolution stating that “Hinduism is the 
most effective guarantor of secularism” 
may reflect a politically expedient strat¬ 
egy, but is a questionable |»oposition from 
both religious and historical points of view. 
Besides, it has dangerous implications, if 
one goes by the past precedent of Indira 
Gandhi’s disastrous strategy of wooing 
the Hindu majority in the i980s,by appro¬ 
priating symbols of Hindu hegemony that 
appeal to the Hindi heartland. 

This attempt to invest Hinduism with 
the authority to protect secularism can be 
partly attributed to Sonia Gandhi’s reac¬ 
tion to the Sangh parivar’s propaganda 
that her position as the Congress president 
has encouraged Christian missionaries in 
the country to go on a proselytisation 
drive. In order to dis.sociaie herself from 
the Christian minority community] she is 
now bending over backwards. But it is not ^ 
she alone that is behind this shift in the 
Congress stand towards the religious 
sentiments of the Hindu majority. Defend¬ 
ing the pro-Hindu line, the veteran Con¬ 
gress spokesman V N Gadgil is reported 
to have described it as “practical politics”. 
According to him, the minorities put 
together are only 15 per cent, while the 
Hindus constitute 85 per cent, a “sub¬ 
stantial part of which must be got back 
by the Congress”. 

By the term ‘substantial part’, Gadgil 
means the Hindu upper caste vote-bank 
in the Hindi heartland which at one time 
belonged to the Congress, but had shifted 
its allegiance to the BJP. By praising - 
Vivekananda (which Sonia Gandhi did at 
a function at the Ramakrishna Mission 
just a few days before the Congress 
Working Committee session) and uphold¬ 
ing the hegemony of Hinduism as the only 
religion that can protect the minorities, the 
Congress is trying on the one hand to 
regain its hold on the brahmin-rajput 
constituency and, on the other hand, to 
reaiisure the minorities of its secular image, 
albeit with a Hindu face. With growing 
disillusionment with the BJP (for its non¬ 
performance) among large sections of 
Hindus, the Congress now hopes that it can 
step in with a humane face of Hinduism 
that will appeal to these .sections. 

But such an approach will reinforce the 
already entrenched religious and commu¬ 
nal biases that are increa.singly infhienc- 'f 
ing political choices in India. By glossing 
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oiMn’ ^ oppressive caste sysusm, obscu- 
n^st custcmis, «jpeistitious beliefs and 
g^er discrimination that are essential 
parts of Hinduism and still rule its 
practices, the Congress is trying to project 
^Hinduism as a tolerant religion, just be- 
‘cause it is the religion of the msyority who 
have to be pondered to. No democratic and 
secular party (which the Congress claims 
to be) can uphold Hinduism, or any re¬ 
ligion for that matter, as a panacea to solve 
problems in today’s .society. 

Besides, such a strategy is likely to have 
ominous repercu.ssions. In (he 1980s, Indira 
Gmidhi adoptedasimilar realpttUtik, when 
in order to woo away Hindu voters from 
the BJP. she struck a pro-Hindu pose, 
made use of Hindu symbols and rituals 
with well-publici.sed visits to temples and 
talked about the "rights of the majority”. 
This indeed helped her to take the wind 
out of the BJP’s sails and led to its rout 
in (he elections. But let us al.so remember 
that it was this game of soft hindutva that 
led to the gradual desccularisation and 
Hindui.sation of the Indian polity. It 
legitimised (he religious demands of the 
Sangh parivar. Its logical consequence 
was Rajiv Gandhi's decision to allow the 
opening of the gates of the Babri ma.sjid 
and permit the notorious 'shilanyas' 
procession which unleashed the Hindu 
fanatical lorces. There was no turning 
hack alter this. 

Indira Gandhi set the course of pander¬ 
ing to the Hindu majority. When as a result 
the Sangh panvar made inroads into the 
polity and became a menace, her succe,s- 
sors in the ruling Congress lloundercd 
from ambivalence to total abdication as 
eloquently demonstrated by the demoli¬ 
tion of the Babri masjid and the riots that 
followed. Thus Indira Gandhi’s strategy 
to light the BJP on its own turf by appro¬ 
priating Hindu symbols and rhetoric ended 
with the Congress itself being devoured 
by the forces ol hindutva' This should be 
a warning to Congress politicians who are 
once again hoping to gain immediate 
mileage by playing the religious card, 
totally oblivious of the far-reaching con¬ 
sequences. 

PAKISTAN 

Press under Threat 

THE ongoing tussle between the press and 
the government in Pakistan is hardly a 
new development. Over the last five 
decades the press in Pakistan has had a 
history of defying governments which 
have attempted to muzzle it. And interest¬ 
ingly, through it all, there has been a 


surprising solidarity widiin the press. In 
a sense, the press in Palawan has been far 
more politically alive than its Indian 
counterpiut. In the current case, for in¬ 
stance, although the Jang group has been 
the focus of attack by the government, 
there has been widespread protest among 
journalists and other employees of almost 
all newspapers. 

The Jang group has now gone to court 
protesting against the stoppage of its 
newsprint quota. This is not of course the 
first time that the group has been subjected 
to .such action. In 1972 it was one of the 
papers which was named by the Bhutto 
government as having “promt^ the forces 
of disruption, called for recognition of 
Bangladesh, maligned the bead of state 
and .sought to undermine the morale and 
discipline of the armed forces”. And Jang 
together with Dawn and others were vic¬ 
tims of repre.ssive measures including the 
withholding of newsprint quotas. This 
time around the Jang group called a press 
conference to make public the demands 
put on it by .senator Saifur Rahman in 
return for dropping the charges of tax 
e vasion against it. The.se demands included 
a promise not to conduct telephonic sur¬ 
veys on sensitive political issues, not to 
malign the prime minister, support his 
economic policies, etc. The revelations 
caused an uproar: the government had 
al.so asked for the dismissal of 16 senior 
journalists who were to be replaced by 
government nominees. Among them is 
Maliha Lodhi, editor of the group's 
English daily. The News. The group has 
not only refused to accept the government's 
advice' but has begun an advertisement 
campaign against the government cap¬ 


tioned ‘Press under Siege’ inviting read¬ 
ers' puticipation. It has also challenged 
the government’s actions in the Supieme 
Court which is due to hear the case next 
week. The paper has asked the Supreme 
Court to direct Saihir Rahman to refrain 
from monitoring and supervising its fuiic- 
timiing. 

The Nawaz Sharif government’s new 
concern over the press is all of a piece with 
its recent attempts to muzzle criticism 
generally. Uiis in itself is nothing new 
in Pakistan’s history; however, the situ¬ 
ation under Ayub Khan or under Bhutto 
was very different and Sharifs crude 
attempts will in the long run only make 
matters worse for him. For instance, it 
is for the first time that an elected gov¬ 
ernment has invoked Article 43 of the 
constitution to set up military courts. 
Moreover this was done by an ordinance 
only days after the National A.sscmbly had 
concluded its long session. The govern¬ 
ment has also been active in trying to cjiib 
the activities of NGOs, e.specially those 
set up and run by women. As in other 
south Asian countries. Pakistan has a 
number of NGOs involved in numerous 
activities, and it may well be. again as in 
other countries, that some are corrupt. But 
Sharifs ire against them is because they 
have been consistently critical of his abuse 
of power and denial of people's rights - 
in fact pushing back the movement to¬ 
wards democrati.sation of the country’s 
institutions. This is not surprising given 
that many of these NGOs were directly 
involved in the movement which first put 
Benazir Bhutto in power, altliough it did 
not take long for disenchantment with her 
to set in. 
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CURRENT STATISTICS 


jLnA Au A EP^ Rtsofdi Fo wHKlattW B 


EU'-l I wtounts for 26 S per cctM of OECD's populaiioa-oiel 27.S per cxm of GDP conqwred with Ibe US'i 24.S and 34 per cem and Japan's 11.3 and l(.4per cent. 
The dutninnncir of fcU-l I is iniu expon (47 per cem) and ini|K»t (33 per ceiH} shines against the US's share of about 15 per cent each of expon and import and Japan's 
shore of 10.5 per cent and 67 per cent. OI OECD's 'bi|d>-tech' mamifacluiied exports, the US share Is 24 per cent, Japan's 20 per eeni and EU>I I's M per cent, the 
IS, however, has a massive net surplus from technulo^ exports followed by Japan, whereas almost all die BU'tl couotrtei have a negative balance. 
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Reserve Money (Jon 15) 

Net KBI Credit lo Centre 
RBI Credit to Bks/Tomin .Sector 
.Scheduled ComiTien.ial Banks (Jan 1.5) 
Deposits 
Advances 

Non-Food Advances 
lnvesmiem.s (for .SLR piit)x>ses) 
Commercial Investincnk 
W Include.s Rs 17.945 crore on account c 

Index Numbers of Industrial 
Production (I99.V94sI(IU) 

General Index 
Mining and Quanying 
Manufacliiniig 
Eleetrieity 

Capital Market 

B.SE Scns^nvclndcv (1978-79^)0) 
B.SE-I(X) (19X.3-«4-|(8)) 

B.SE-2(X) (I989-‘H)=.|(K)) 

.S and P <’NX-5(I (Nov .3. I995=I(XK)) 


925%.3 
160429 
762071 
380I22 
455976 
1.18098 
250538 
151310 
2.5815 

685062 
349240 
332640 
249843 - 
45015 
of pnKCcd.s 


43I(K0.5) 
6791-0.4) 
.5062(07) 
256(0.1) 
9114(2.0) 
1584(1.2) 
12779(5.4) 
4030(2 7) 
5261(47.1) 


151067(19.5) 

18958(13.4) 

131844(20.9) 

62422(19.6) 

5.3687(13.3) 

19958(16.9) 

42386(20.4) 

25240(20.0) 

10425(67.7) 


100574(12.2) 

15246(10.5) 

85469(12.6) 

49.502(15.0) 

2378«5.5) 

11529(9.1) 

24304(10.7) 

17693(1.3.2) 

10533(68.9) 


73048(10.4) 

9384(7.1) 

6.3660(11.2) 

2908(KI0.I) 

2,5982(6.9) 

12644(12.0) 

8166(4.1) 

5367(4.4) 

2138(16.1) 


1997-98 


123451(17.6) 
1309.5(9.9) 
I ia).36(l9.4) 
42000(14.6) 
.5588.3(14.9) 
21072(20.0) 
26248(1.3.1) 
12915(10.7) 
2029(15.3) 

99811(19.7) 
45677(16.4) 
40790(15.1) 
28192(14.8) 
13673(70 4) 


19%-97 


97841(16.2) 

13829(11.7) 

84162(17.5) 

30840(12.0) 

316.59(9.2) 

233-56(28.4) 

5527(2.8) 

1934(1.6) 

155.57(-54.()) 


199.5-96 


72581(13.7)' 

I7.577(I7..5) 

.5.5042(12.9) 

35.360(15.9) 

51925(17.7) 

3109(3.9) 

25176(14.9) 

19855(20.1) 

8747(43.6) 


5168(0.8) 119883(21.2) 796.52(13.2) .59580(11.8) 99811(19.7) 7I780(16..5) 46960(12.1) 
10287(3 0) 47164(15.6) 25161(7.8) 2.367.5(8.5) 45677(16.4) 24386(9.6) 42455(20.1) 

%74(3 0) 42.577(14.7) 21046(6.8) 19259(7.1) 40790(15.1) 26.580(10.9) 44938(22.5) 

I6.S0{-U.7) .34936(16.3) 31138(14.2) 24394(12.8) 28192(14.8) 2.5731(15.6) 15529(10.4) 

899(2.0) 11106(32.8) 11930(36.1) 14498(74.7) 13673(70 4) 4412(29.4) 925(6.6) 

Irom KIB.S, excluding which the year-on-year gmwth of money .supfdy would he 17.2 per cent. 

f Iciober Fiscal Year So Far Full Fiscal Year Averages 

1998 1998-99 1997-98 1997-98 1996-97 1995-% 1994-95 

i36?7 i 37.4(3.6) 132.6(6.2) 137.6(6.6) 129.0(5.5) 122.3(12.8) 108.4(8.4) 

118 0 ll5.6(-4).7) 116.4(5.0) 122.4(5.9) ll5.6(-2.0) 117.9(9.6) 107.6(7.6) 

140.1 140.6(3.8) 135.4(6.2) 140.5(6.7) 131.8(6.7) 123.5(13.8) l()8..5(8.5) 

129.5 135 2(6.3) 127.2(6.9) 1.30.0(6.7) 121.9(3.9) 1I7..3(8I) 108.5(8.5) 


Wcighis 

October 

1998 

100.00 

1.36.7 

10 47 

118 0 

79,36 

140.1 

10 17 

129.5 

Jan 29. 

Month 

1W9 

Ago 


1998-99 So Far 
Trough Peak ' 


3316(2 91 
1462(4 41 
338(7 6) 
%6(2 7) 


Skindia GDR Index (Jun 2. I'm-rlOOO) 6I4(-22 7| 


.M)46 3224( 8.6) 
n,55 1401 (-9 I) 
313 M4(-8.2) 

873 941(~7.5) 

SHO 794 


1997-98 


3210 4548 
1401 1980 

314 440 

941 1140 

765 1.320 


End of Fiscal Year _ 

"1997-98 19%-97 1995-% 


.389.3(15.8) 

1697(15.9) 

377(14.9) 

1117(15.4) 

940(1.1) 


3.361(-0 2) 
l464(-5 5) 
328(-5.0) 
%8 

930(-4.4) 


Foreign Trade 


Expom: Rs cnire 
US $ mn 
Impofis' Rs en>re 
US $ nut 

Non-POL. fiS $ mn 


November 

1998 


Fis cal Year So Far 
■pW-9‘) 1997-98 


89897(10 1) 
2l4.1.l(-5 2) 
117948(21.8) 
28121(6 6) 
24094(14.8) 


8162.3(7 7) 
22598(5.2) 
9.5254(10.4) 
26371(7.9) 
20988(13.8) 


Balance ul Trade. Rs citiie 
US $ nm 

-.3922 

-925 

-24222 

-5784 


-1.3631 

-3774 


Foreign P^xchange 

Reserves (cxcTtiding gold) 

Jan 22. 
1999 

Jan 23. 
1998 

Mar .31. 
1998 

Month 

Ago 

• Yenr 
Ago 

Rs crore 

US S mu 

117029 

27519 

92212 

23805 

102511 
2.5976 

2668 

593 

24817 

3714 


126286(6.3) 

33980(2.6) 

151554(9.1) 

40779(5.8) 

32562(11.9) 

-25268 

-6799 


Ftscal Year Ave 
1996-97 

118817(11.7) 

33470(5.3) 

138920(13.2) 

39132(6.7) 

290%(-0.2) 

-20102 

-5663 


106353(28.6) 

31797(20.8) 

122678(36.3) 

36678(28.0) 

291.52(28.3) 

-16325 

-4881 


3367(3.3) 

l.549(-3.5) 

34.5(-6.3) 

na 

973(-G.6) 


8267408.5) 

263.3008.4) 

89971(23.1) 

28654(22.9) 

22727(29.5) 

-7297 

-2324 


vnnniinn i jvu 

Fiscal Year So ^ l%'7-98 1996-97 1995-% 1994-9-^ 1993-% 


21649 -7302 
5243 -3690 


Nuif\- (i ) .Sii|h;i m i ipt niiiiieral ilciiotes nuii|lh lu which figure ivhiies. e g. superscript 11 stands for Navember; (ii) Figures in brackets are percentage variations over the specified 
iir<>v('iilH-i.iiiiipiii:iblciierioili)flhrpreviuusyc.'ir iiii: wit available neg; negligible. * unchangetT 
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COi^O>!4M£S 


£l*11^R«Mwreii FoMidb&w 


I 


NiaiDLAS PiRAMAL 

Focusing^n Core Business 

WHILE some companies prefer to expand 
dieir business slowly over the years in 
ontder to grow, others opt for the mergers 
and acquisitions (M&A) route. Still others 
prefer a concoction of the two. Nicholas 
Piramars growth .strategy resembles an 
MAA exereise. The company acquired 
Oqjarat Glass, a company engaged in the 
manufacture of soda lime bottles and vials 
wMcfa are con.su med by tlic pharmaceutical 
industry, in 1984 (merged in 1991). The 
company began its pharmaceutical 
business by acquiring Nicholas Labora¬ 
tories in 1988. In 1995, the company again 
acquired Sumitra Pharmaceuticals, which 
has engaged m exporting bulk drugs. In 
f996-97. the company merged with 
Piramal Healthcare and Bnehringer 
Manheim. 

TheM&A .strategy, however, has saddled 
the company with a couple of virtually 
unrelated busines.ses. Apart trom the 
obvious .soda lime bottles manufacturing 
venture ~ only 5 pur cunt of the sale of 
bottles is tor internal consumption at 
present - the bulk drug export business 
too could be described as more of an 
opportunistic move to enter a field that 
looked promising at one stage. Though the 
move iMked like a breakthrough earlier, 
constam dumping by China, over-capacity, 
price downturn and a .shake-out in the 
tndustiy considerably reduced the aval lahle 
opportunities. 

Realising its folly, Nicholas Piramal 
has now decided to concentrate on its 
core business ot phaimaceuticals and 
hive off its unrelated divisions. The com¬ 
pany has a pre.sencc in iilmo.st all the major 
therapeutic categories. Antibiotics account 
for a quarter o< the company's total sales. 

In a move that has made it a debt-tree 
company. Nicholas Piramal has restruc¬ 
tured its hu.siness by hi ving oil its two key 
Hisiness segmeiits-Gujarat Glass and the 
mik dnigs division - into two .separate 
iubsidtaries. The move brought in a cash 
Flow of Rs 225 crore. While Gujarat Glass 
accounted lor around 20 per cent oi the 
:ompany's turnover, the bulk drugs busi¬ 
ness accounted for another 10 per cent. 

After sutfering a setback in 1997-98. 
when Its hoiiomline declined by 16.4 per 
cent, the move could pi ove to be precisely 
what the doctor orilcicd. Considerably 


reducing interest outgo, the company will 
now heinaposition to invest aboutRs 500 
crore over the next two to dtree yews to 
improve its business. 

While Nicholas Piramal will initially 
hold around 54 per cent of the glass 
subsidiary’s equity, this will be moved up 
to 60 per cent depending of profitidHlity 
ot the business. The company has cate- 
goncaliy stated that it will not be making 
any additional investments in bulk drugs, 
real estate, the stock market or other 
unrelated businesses including group 
companies. 

The fall in the company’s profitability 
during the year under review saw its 
earnings per share fall from Rs 16.3 to 
Rs 13.6. Bookvalue, too, declined from 
Rs 104.6 per share to Rs 103.3 per share. 
Strangely, the company decided to 
declare a higher dividend of 100 per cent 
in 1997-98 despite the fail in profitability, 
as compared to the 37.5 per cent declared 
litst year. The compimy’s equity share price 
currently rules around Rs 335 on the 
Bombay Stock Exchange, discounting its 
1997-98 earnings by 24.7 times. 

VIDEOCON INTERNATIONAL 

New Projects 

Vidcocon International, the flagship 
company of the Vidcocon group, per¬ 
formed well in 1997-98. While net sales 
were higher by 23.2 per cent over the 
previous year, the company’s operating 
profit more than doubled. However, a sharp 
rise in intcre.Nt charges and non-operating 
expensesoftset the increa.se in profitability 
somewhat. Nonetheless, the company’s 
hottomlinc improved by 30.3 per cent. 

The company is a leading player in the 
colour television and wa.shing machine 
iiuirkcts in (he country and has recently 
signed a memorandum of understanding 
lor acquiring the Salt Lake city colour 
iclcvision unit of Philips. The company 
wasinthenewsduring 1998 when Dhoots, 
(lie pronuners of the company, made an 
olferto at quire 2pcrcent of the company’s 
shares Inim (he public. They will reportedly 
he increasing their stake every year until 
it (caches 51 per Cent. 

Besides taking over Philips' unit in Salt 
L.akc city near Calcutta, Vidcocon Inter¬ 
national also plans to invest Rs 200 crore 
for setting up two greenfield production 
lines Thescwill comprise an audio factory 


and a white goods production line. The 
proposed investment will be carried out 
overa two-year period and will reportedly 
create 1,500new jobs. Moreover, thecom-,} 
pany will also increase the capacity of the 
Philips unit to two lakh television sets. 

The company has also decided to pick 
up a 40 percent stake in the Rs LSOOcrore 
equity capital of a proposed Rs4,500crore 
naphtha cracker project which wilt be set 
up at Kuthekur near Surathkal. Work on 
the project is expected to commence by 
mid-1999 and the foreign collaborator is 
expected to have a 40 per cent stake in the 
equity capital of the mega project. The 
Karnataka State Industrial Investment and 
Development Corporation (KSIDC) is also 
expected to pick up a little less than 4 per 
cent equity in the project while Uie public 
holding will be around 16-17 per cent. 

Vidcocon International has also entered 
into a joint venture with the Necchi Group 
- one of (he largest manufacturers of 
compressors and white goods in the world. 
As per the terms of the arrangement, a new 
company under the name of Mecne SpA 
was established, and Videocon Inter 
national has acquired a 50 per cent stake 
in the venture. 

Videocon Narmada Electronics was 
merged with the company during the year 
under review. Consequently, the com¬ 
pany’s equity has now increased to Rs 71 
crore. As a result, though net profit 
tncrea.sed by 30.3 per cent, earnings per 
share fell from Rs 17.1 to Rs 16.2. The 
company decided to maintain the dividend 
rate at 35 percent. Bookvalue. meanwhile, 
moved up trom Rs 179.1 per share to 
Rs 186.1 per share. The company's stock 
presently quotes at around Rs 40 on Ihc 
bourses, discounting its 1997-98 earnings 
per share by a mere 2.5 times. 

EIH 

From Business to Tourist 
Sector 

The performance of EIH (fonnerly East 
India Hotels) was adversely affected 
by the depressed economic conditions 
prevailingin 1997-98. While earnings were 
viitually stagnant, thecompany’soperadng 
profit declined by 4.2 per cent. Sharp 
increases in interest charges (qp 12.8 
percent) and depreciation (up 30.3 per 
cent) saw the company’s hottomiine 
fail by 5 per cent over the previous year. 
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TIliWcck’i Compmlci 

(ItiUMi) 



EIH 

Nicholoa 

_Plruwl__ 

VMeocra 

Intematfonal 

PiiMmeial Indicators 

Maivli 

1998 

March 

1997 

March 

1998 

March 

1997 

March 

1998 

March 

1997 

t Incamarappropriations 

1 Net soles 

47668 

47942 

47484 

4.3450 

199123 

I6I58I 

2 Value of production 

47668 

47942 

47143 

44718 

202995 

166279 

3 Other Income 

.36.56 

2848 

1402 

3753 

308 

326 

4 Total ineom 

51324 

50791) 

48.545 

48471 

203.30.3 

166605 

i Raw maierial.<i/slon;s and 
spores consumed 

3897 

.3616 

18811 

18873 

NA 

NA 

6 Other inanufaciuring cxpen.<ic.s 

444.3 

.3953 

5119 

.5405 

137330 

119786 

7 Remuneration to emph'yees 

9221 

8921 

5468 

4752 

.3623 

2501 

8 Other expenses 

12625 

122.32 

8789 

7578 

27069 

27157 

9 Oi>enitini! profit 

21138 

22068 

10358 

11863 

35281 

17161 

10 interest 

1.390 

12.32 

2.3.30 

43.54 

12907 

5802 

11 Grim profit 

19844 

20882 

6112 

7402 

18715 

12584 

12 Depreciation 

2(MI 

1.567 

1846 

2494 

67.50 

2499 

1.3 Profit lief ore tax 

17803 

19315 

42.56 

4903 

II96S 

10085 

14 Tax pnivision 

978 

160.3 

490 

400 

450 

1245 

15 Profit lifter M.K 

16825 

17712 

.3766 

4503 

11515 

8840 

16 Dividends 

2882 

2845 

3048 

1071 

2739 

1995 

17 Retained profit 

1.3943 

14867 

718 

.3432 

8776 

6845 

Uabiiilie.s/ai»!eU 

18 Paid-up capital 

52.39 

.'2.39 

2771 

2771 

7106 

5167 

19 Reserves and surplus 

85037 

75895 

26052 

26407 

1251.34 

87.390 

20 Long-term loans 

8.314 

K0I2 

.385.37 

22010 

109072 

5.3646 

.21 Short-term loans 

r22 Of which bank borrowings 

NA 

NA 

NA 

NA 

23198 

16370 

NA 

NA 

NA 

NA 

22198 

14745 

2.3 Gross fixed assets 

8.5087 

776.59 

.56821 

4689.3 

147759 

76316 

24 Accumulated depreciuiion 

1.3513 

11.390 

9.31.3 

9738 

30120 

9000 

25 Inventories 

2339 

2196 

8947 

987.3 

46590 

.37142 

26 Total asscls/liahilities 

112265 

105727 

81122 

66441 

.3070.34 

199571 

Miscellaneous Items 

27 Excuse duty 

NA 

NA 

5980 

5401 

1165.3 

99.32 

28 Cross value added 

.30384 

.3(1923 

11482 

132.55 

32025 

22275 

29 Total foreign exchange income 

4500 

’9(K) 

3163 

4211 

796.3 

20163 

30 Total foreign exchange outgo 

32740 

32607 

9161 

7106 

34799 

23101 

Key financial and pcrforiiiance ratliw 
31 Turnover ratio 

(.sales to total assets) t'/i ) 

42.46 

4S .35 

58.53 

65.40 

64.85 

80.96 

32 Sales to total net assets (%) 

48.35 

53 78 

70.49 

84.88 

75.28 

99 ..39 

33 Gross value added to 
gross fixed assets {'H ) 

.35.71 

39.82 

20.21 

28.27 

21.67 

29.19 

34 Return on investment 

(gross profit to total assets) (%) 

17.68 

19.75 

7.5.3 

11.14 

6.10 

6.31 

.35 Crass profit to sales 
(gp>ss margin) (%) 

41.6.3 

43.56 

12.87 

17.04 

9.40 

7.79 

36 Operating profit to sales (%) 

44..34 

46.03 

21 81 

27..30 

17.72 

10.62 

37 Profit before tax to sales (%) 

.37.35 

40.29 

8.96 

11.28 

6.01 

6.24 

38 Tax provision to 

profit before tax (%) 

5.49 

5,.3() 

11.51 

8.16 

.3.76 

I2..35 

39 Profit after tax to net worth 
(return on equity) ('X ) 

18.64 

21.8.3 

1.3.07 

15.43 

8.71 

9.55 

40 Dividend (%) 

.50.00 

50.00 

100.00 

.37.50 

.35.00 

35.00 

41 Earning per share (Rs) 

32.11 

.3 3.81 

I3..59 

16.25 

16.20 

17.11 

42 Book value per shore (Ks) 

120.31 

103.29 

10.3.29 

104.55 

186.10 

179.13 

43 P/E ratio 

6.94 

NA 

24.65 

NA 

2.47 

NA 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 

13.19 

11.95 

134.64 

75.98 

82.48 

57.96 

45 Short-tenn bank burrovings 
to tnventnries (%) 

NA 

NA 

NA 

NA 

47.65 

39.70 

46 Sundry creditors to 
sundry debtors (%) 

81.08 

108.69 

.50.06 

94.48 

29.30 

84.90 

47 Total remuneration to employees 
to value added (%) 

3()..3.5 

28.85 

47.62 

35.85 

11.31 

11.2.3 

48 Total remuiieration to employees 
to value of production t%) 

19.34 

18.61 

11.60 

10.63 

1.78 

1.50 

49 Cross fixed a.ssets formation (%) 

9..56 

NA 

21.31 

NA 

93.61 

NA 

SO Growth in inventories ('/(<) 

6.51 

NA 

-9.38 

NA 

25.44 

NA 


NA' means not available. 


1996-97. ThtMigh earninfs par share fell 
from Rs 33.8 last year to Rs 32.1. the 
company decided to maintain the divi¬ 
dend rate SO per cent, the same as last 
year. Book value moved up from Rs 102.3 
per share to Rs 120.3 per share. The 
company’s stock rules at around Rs 223 
on the Curses, discounting its earnings 
by 6.9 times. 

For the first six months of the current 
year, the company’s income from opera¬ 
tions was marginally higher by 6.5 per 
cent as compared to the corresponding 
period last year. While interest rose by 
37.8 per cent, depreciation was higher 
14.6 per cent. The company's net praHt 
was higher by 13.1 per cent during the 
same period. 

The compatiy has now decided to shift 
its focus from the business segment to 
tourism. The decision has been taken 
mainly because of the indu.strial recession 
in the country and better communication 
facilities which are causing poor averai^ 
room realisations in 'he hotel industry 
catering to the business segment. In line 
with this strategy, it is planning to make 
a substantial investment in the next five 
years in the tourism sector and has already 
set up a core commi ttee to prepare a strategy 
in this regard. 

The company’s brand name Oberoi is 
popular and it has recently commenced 
operations of Hotel Cecil in Shimlato 
cater to up and medium market tourists. 
Three other similar projects are also in the 
pipeline in Kerala, Himachal Pradesh and 
Rajasthan.EIHplanstoinve.stuptoRs 500 
crore over the next five years to set up the 
largest chain of tourist resorts. During the 
current yearitself, the company has planned 
a capital expenditure of Rs 176 crore, a 
large part of which has been earmarked 
for such resorts. 

The company was successful in its 
bid for the hotel site located at Inter¬ 
national Finance and Business Centre in 
Bandra-Kurla complex in Mumbai and 
plans to build a SOO-toom Trident hotel 
here. The cost of the project is expected 
to be in the region of Rs 400 crore. Work 
on the Trident hotel in Pune, a l7S-room 
project, has also commenced and is 
expected to cost around Rs 115 crore. The 
company will also manage deluxe Oberoi 
brand hotels which are under construc¬ 
tion in Chennai (325 rooms) and Agra 
(104 rooms), which are expected to open 
in 1999. New Trident brand hotels are 
also expected to open in Udaipur and 
Cochin in the next few months. 
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COMMENTARY 
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Maharashtra Cotton Monopoly 
Procurement Scheme 

What Has It Achieved? 

Madhav Godbole 

The monopoly procurement of cotton scheme of the government of 
Maharashtra, launched as a short-term measure in 1971, has become 
another hoh cow. Whichever political party has come to power in the 
state has pressed for its continuance. A review of the working of the 
scheme, however, leads to the unambiguous conclusion that it must be 
wound up at the end of its current lea.se of life in June this year. 


THE monopoly procurement of cotton 
scheme of government of Maharashtra has 
got yet another lease ol life. The 
govenimcni of India has agreed to extend 
the scheme by another year with the caveat 
that no more extension will he permitted 
beyond June .^0, 1999. No one, least of 
all the state government, takes such empty 
threats .seriously as such threats have been 
given by successive governments at the 
centre since the last two decades without 
ever following them up in practice. 

The Maharashtra Raw Cotton 
fProcurement, Procc.ssing and Marketing) 
Act, 1971 (licrcinaficr referred to as the 
Act) was passed on December 23. 1971. 
It is one of the few legislations in the 
country which had a ‘sunset’ prevision in 
that, as the Objects clause of the legislat ion 
emphasi.sed in its opening .sentence, it was 
to be “an Act to provide lor carrying on 
fora cenain time of all trade in raw cotton 
by the stale of Maharashtra" (emphasis 
added). Thts was again repeated in the 
fuller text of the Objects clau.se of the 
legislation. Since the Act has continued 
to be in force lor nearly three decades 
since then, it will be u.sefui to begin the 
di.scussion by taking a clu.se look at the 
Objects of the legislation: 

Whereas, gni/ierf and pressed cotton has 
been comnumdinft a liiyh level of prices 
at the terminal markets in the recent years, 
nevertheless it hits been brought to the 
notice of the goveniment of Maharashtra 
that because of too many intermediaries 
and al.so delects in the marketing system, 
growers et cotton in the state do not get 
a tair share of the price for their crop; 
And whereas, it is neces.sar\' to .supply 
unailidte rated .cotton to consumers at a 
reasonable puce, and to guarantee the 
purity ol < otioii and honest trade practices 
at processing ceiilies: 


And whereas, the government of Maha¬ 
rashtra has decided that all trade in raw 
cotton should be carried on by the state 
for a certain tune', and for that purpose 
to take power for acquiring ‘kapas’ 
[unginned cotton] from growers and other 
persons having stocks of cotton, getting 
it ginned and pressed into bales, selling 
it in that form to consumers and others on 
behalf of the tenderers and paying 
compensation tothe tendcrers: and provide 
formatters relating to thepurpo.seatbresaid; 
It is hereby enacted in the twenty-second 
year of the Republic of India as follows” 
(emphasis added). 

Section 1(4) specifically provided that 
the Act shall remain in force up to and 
inclusive of June 30. 1980. and shall then 
expire. It al.so provided that Section 7 of 
the Bombay General Clauses Act. 1904, 
shall apply upon the expiry of the Act, as 
il it had then been repealed by a Maha- 
r.ishtra Act. Before the expiry of the Act, 
one would have normally expected the 
stale government to review whether the 
Act needed to be continued further in 
the light of the changed circumstances 
I rem timetotime, but it has become another 
‘holy cow’ in the state. It is considered 
heresy to question the justification for 
the continuance of the Act. It is not 
therefore surprising that whichever 
political party came to power in Maha¬ 
rashtra. it pressed for long-term con¬ 
tinuance of the Act. The present Shiv 
Sena-Bharatiya Janata Party (BJP) 
coalition government too has requested 
the central government to permit exten¬ 
sion of the Act by 10 years. None of the 
successive governments at the centre, 
belonging to variou.s political parlies, had 
the courage to reject the requests of the 
state government at any time during the 
last 26 years. This is yet another prmf of 


the competifive populism of political 
parties in the country. 

It wouM be useful to take a look at some 
of the salient provisions of the Act and 
to examine the extent to which these have 
been adhered to in their implementation 
over the years. 

‘Guaranteed price’ means the price 
determined as .such under the Act, in respect 
of any specified variety of cotton, as 
payable to the cotton growers and other 
persons tendering kapas, at the collecting 
centres. Section 24 lays down that “at the 
commencement of every cotton .sea.son, 
the state government shall, in consultation 
with the central government, fix the 
guaranteed price for different varieties or 
grades of kapas and shall notify such price 
in the official gazette and in such other 
manner as il deems fit” (emphasis added). 

The Act prohibits carrying on of busine.ss 
in kapas (Section 17). cotton ginning and 
pressing (Section 18), and transport, of 
kapas outside the state (Section 19). Every 
grower of cotton is required to sell his 
produce to government (Section 20). 
Grading and pooling of kapas tendered at 
collection centres has been made obligatory 
(Section 22). Advance price payable to the 
tenderer is to be 80 per cent of the 
guaranteed price (Section 25). 

Special attention may be invited to the 
provision pertaining to the fixing of the 
final price. Section 29 lays down that final 
price has to be announc^. “having regard 
to the prices at which the bales of cotton, 
cotton .seed and cotton waste were sold 
and the stock of bales of cotton, cotton 
seed and cotton wa.sic on hand and taking 
into consideration all expenditure 
incidental to the handling of kapas and- 
disposing of the same after ginning the 
same, and pressing it into bales...". 

The Act provided for a Price Fluctuation 
Fund (PFF). Section 33(1) made a pro¬ 
vision that, "where for any cotton season, 
the final price is less than the guaranteed 
price, the amount of difference shall be 
paid from and debited to the Fund". “Where 
for any cotton .season, the final price is 
more than (he guaranteed price of cotton, 
subject to the provisions of Section 32 
[payment of additional bonus), the amount 
of one-fourth of the difference shall be 
credited to the Fund...” (Section 33 (2)). 

Section 32 provided for payment of 
additional bonus. “If for any cotton season, 
the amount at the credit of the PFF is equal 
to or more than 30 per cent of the average 
total sales of cotton during the thre^ 
preceding seasons, the entire amount 


250 


Economic and Political Weekly January 30, 1999 



rci|t$ed in excess'of the guaranteed price 
chtfl be distributed and paid as bonus to 
thepereuns concerned, in the same manner 
and subject to the deductions (if any) as 
laid down in Sections 26 and 2T’. 

To begin with, the Maharashtra Co¬ 
operative Marketing Federation was 
appointed as the agent 6f the state govern¬ 
ment for this scheme. After gaining some 
experience, the Maharo-shtra State Co¬ 
operative Cotton Growers Marketing 
Federation (hereinafter referred to as the 
Federation) was appointed as an agent of 
the state government in February 1984 to 
implement the scheme. 

The implementation of the Act was 
reviewed by four committees set up by the 
state government from time to time. 
Significantly, none of these committees 
was asked to examine whether the scheme 
deserved tobe continued, and if .so. whether 
in the same or in any modified form. The 
central government also docs not seem to 
have insisted on the state government to 
get such an in-depth study made at any 
time before' agreeing to the continuance 
of the scheme. Tlic committees there¬ 
fore confined themselves to the nitty-gritty 
of the implcmcniution of the scheme. It 
would be useful to refer to a few important 
recommendations of thc.se committees to 
place in proper perspective some of the 
subsequent ad hoc decisions of the state 
government, from time to time, regarding 
the implementation of the scheme. 

Ibe first of the.se committees was the 
Korpe Committee which submitted its 
report in 1976. Some of the salient 
recommendations of the Korpe Committee 
may be briefly brought out as under: 

(i) The Federation shoulddevise suitable 
mechanism to detect disproportionate 
tendering ot kapas. Exemplary action 
should he taken against the personnel 
involved in smuggling ol cotton. Follow¬ 
up action on green cards [issued to cotton 
growers indicating their land holding, area 
under cotton and past figures of tendering 
of cotton] should also be udeen. 

(ii) Grading of kapas at procurement 
stage is most essential and should be 
continued. 

(iii) There should in all be four grades 
- .super, fair average quality (FAQ), fair 
and X., 

(i v)fhe committee recommended ceitain 
price differentials between various grades 
of cotton. 

(v) For effective control mechanism of 
grading, the Federation should appoint 
.senior and .sufficient number of touring 
inspwting graders for each zone. 

(vi) For scientific classificalion of cotton 
for effecting better sales, the Federation 


should set up iabontories at regtenid 
headquarters. 

(viijllie scheme has every right to draw 
fully upon the funds of the co-operative 
hanking system, the accumulation of which 
is. in no small degree, due to the scheme. 

(viii) The original concept of fixing 
guaranteed prices on the basis of cost of 
cultivation should bp adhered to. 

fix) There should be ceiling of Rs 40 
crore on the accumulatioii in PFF. The I¥F 
should be utilised for the uadipg ac^vky 
of the scheme. 

The second committee, N D Patil 
Committee, submitted its rqioit in 1978. 
Some of the more important recommenda- 
I ions of the committee may be .summarised 
as under 

(i) The original concept of fixing 
guaranteed price on the basis of cost of 
cultivation recommended by the Korpe 
Committee should be reintroduced. 

(ii) The guaranteed price for 1978-79 
season .should be IS per cent over and 
above the Agricultural Mces Commission 
Support Price. 

(iii) If the Reserve Bank of India does 
not give the required financial assistance, 
the state government should come forward 
to meet the additional financial burden. 

(iv) Any deficit beyond what can be 
accommodated by the PFFshould be made 
g(X)d by the state government and should 
not be adjusted with the future accruals. 
Ibis principle should apply for 1974-75 
season and the deficit made good by 
government. 

(V) The PFF belongs to the growers and 
the Federation should maintain personal 
accounts of the growers and give them 
pa.ss hooks so that in (he event of non- 
operation of the monopoly .scheme, their 
share in the PFF could be distributed to 
tlicm. 

(vi) The deduction towards PFF should 
he at the rate of S per cent of the difference 
between the guaranteed price and the final 
price, in future, including the 1977-78 
.season. 

It can be clearly seen how there has been 
a subtle, hut .significant, shift in the 
approach to the scheme, away from the 
origional intention of making it self- 
supporting. with lugeraiul larger demands 
being made on the state goveramem. There 
was also a major effort to reduce the 
contributions to the PFF. The scheme was 
no longer to be run on arntmercial lines 
with bank finance but was viewed as a 
typical departmental scheme of the state 
government with the entire financial 
burden, by way of making good the sboitfall 
ill working capital as also reimbursing 
losses, failing on the state government. 


Ttie third committee, known as thefiatt 
Committee, which submitted its report in 
1987, was set up by the state governnrent 
against the background of the huge 
financial loss of Rs 386 crore sustained by 
the scheme during I984-8.S and 1985-86. 
Some important observations/recom¬ 
mendations of the committee are brought 
out below: 

(i) Cotton production in Maharashtra in 
1985-86 could not have been higher than 
20 lakh bales. The Federation seems to 
have purchased, in 1984-85 and 1985-86. 
3 lakh and 9 lakh bales of cotton, res¬ 
pectively, from otitside the state. The loss 
on this Mxount in 1985-86 akme was as 
much as Rs 103 crore. No proper pre¬ 
cautions were tideen to avoid this as also 
to imdce detoiled'enquiries in the matter. 
Such purchases were against the principles 
underlying the monopoly purchase of 
cotton scheme. The committee 
recommended a number of measures to 
put a stop to this practice. 

(ii) It was wrong on the part of the stale 
government not to accede to the requests 
of the Federation to temporarily suspend 
the purchase of cotton during the period 
of heavy rains. 

(iii) Of the five varieties (super, FAQ, 
fair, X and ‘kavadi*) in which cotton is 
graded, on^ cotton produced by registered 
certified seed users should he graded as 
nf super variety. 

(iv) Fixation of guaranteed price higher 
thiui the support price ted to the loss ot 
Rs 81.72 crore in 1985-86. Similarly, 
paying a higher price for the newly 
developed hybrid variety AHH 468 ted to 
the loss of Rs 67 crore to the scheme in 
that year. 

(V) Quota for export of cotton may be 
given only to the Cotton Corporation of 
India (CCl) and co-operative institutions 
and not the private traders. 

(vi) Looking to the grading of cotton in 
the international market, present grading 
of cotton be discarded and cotton should 
be graded in five varieties according to the 
grades adopted by the East India Cotton 
Association, namely, extra superfine, 
.superfine, fine, fully good and good. 

(vii) The Federation should set up a fully 
computerised high volume te.siing 
laboratory to ensure quality of the cotton 
sold in the domestic and imtemational 
markets. 

(viii) The inroads ot private traders at 
the purcha.se centres, in the garb of cotton 
producers, is a matter of' .serious concern. 

(ix) According to ideal grading stan¬ 
dards, cotton of super variety should not 
he more than 20 percent of the total. But, 
in 1985-86 cotton .season, 90 per cent of 
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the cotton was graded as super/FAQ. Of 
this more than 60 per cont was graded as 
super. In future, super grade may be given 
only to the first and second pickings of 
cotton from pedigree and foundation seed 
plots. It must be incumbent on the farmer 
to produce a certificate to this effect from 
the agriculture department. 

(X) The guaranteed prices fixed by the 
state government have been higher than 
the corresponding support prices declared 
by the central government and generally 
even higher than those recommended by 
the advisory committee .set up under the 
Act. This has led to losses to the scheme. 

(xi) SpiN^ial steps may betaken for proper 
development of cotton crop in the .stale 
by promoting suitable newly developed 
varieties, stopping cotton pun:ha.ses of 
age-old varieties not recommended any 
longer by the state and central government, 
making u.se of Cotton Control Act to 
prohibit gmwing of cotton not .suitable for 
the area, keeping in view the soil and 
climatic conditions. 

(xii) The committee expres.sed concern 
at the fact that though the state government 
had not fulfilled the ctmditions laid down 
by the Reserve Bank of India (RBI), re¬ 
garding making good the financial loss of 
the scheme and providing margin money 
to the Federation, the Maharashtra State 
Co-operative Bunk had continued to extend 
large finam:ial a.ssistance to the Federation, 
much beyond what was .sanctioned by 
National Bank for Agriculture and Rural 
Development (NABARD)/RB1, Require¬ 
ment of funds beyond what has been 
sanctioned by RBI should he met out of 
the state government budget. 

(xiii) The contribution of the state 
government to the Capital Contribution 
Fund (CCF) of Rs 25 erorc should be 
retained in the Fund permanently. If there 
is any shortfall in future, it should he made 
good by the .stale government. 

(xiv) The .stale government should nut 
give intcrc,st-bearing loan tor meeting the 
loss su.siained by the scheme. The out¬ 
standing .state government loan of Rs 16.1 
crote given to the Federation for this 
purpose should he converted into grant. 
This alone will help the Federation to open 
a new chapter on a clean slate. In futua* 
whenever the .scheme incurs any loss, it 
should he borne by the .state govemmeni. 

The fourth committee, under the 
chairmanship of the then co-operation 
minister, submitted its report to the .slate 
government in 1994. This committee also 
proceeded on the assumption that the 
scheme hasio he continued in future. Major 
recommendations of the committee are 
as under: 


(i) The present practice of claa^Iying 
cotton in five grades may be continued. 

fii) The purchase price of cotton may 
bedccidcdeach fortnight, oreven at earlier 
intervals, ba.sed on prices in other states, 
processing and administrativeexpenditure, 
and expected margin of profit. 

(iii) The provision regarding CCF may 
be deleted. 

(iv) Stern .steps may be taken to put a 
stop to illegal trading of cotton. All cotton 
users in the state must be made to buy 
cotton only from the Federation. 

(V) The Federation should try to reduce 
administrative expenditure. 

(vi) A forward linkage schemeof ‘cotton 
to cloth’ may be implemented in a 
pyramidal fashion by involvement of co¬ 
operatives. 

(vii) Agriculture department should 
undertake .special steps to increase cotton 
pnxluction in the .state in consultation 
with co-operation department, agricultural 
uni versifies and cotton experts in the field. 

(viii) The present restrictions on the co¬ 
operative spinning mills to procure their 
cotton requirement only from their 
members may be done away with. Such 
mills may be permitted to buy cotton from 
non-memhersofthespinning mills as well. 

The study group for the Ninth Five-Year 
Plan on co-operation and marketing 
appointed by the state government has, in 
ii s report, shown total lack of understanding 
of the major issues involved in the 
continuance of the scheme and has merely 
recommended that, in view of the 
reluctance of the central government to 
continue the scheme, it “should be brought 
under co-operative fold so as to make it 
more profitable to cotton farmers”! 

The above background brings into sharp 
locus a few points. First, the need or 
relevance of the .scheme has never been 


examined since theincepdon of the scheme 
and it has been assumed that for some 
unexplainedf?) reasons it has to be 
necessarily continued. At no time was the 
question asked to why monopoly 
procurement was necessary only for the 
conon crop and not other agricultural, 
commodities. The only ostensible reason 
for the continuance of the scheme is to 
pander to the vote bank of cotton farmer.<> 
in Vidarbha and Marathwada. Second, in 
this sense, making a ‘sunset’ provision in 
the Act has in practice been meaningless. 
Third, the initial concept of making the 
scheme self-supporting has been given up 
and now it has become the responsibility 
of the state government to meet all 
shortfalls whether by way of tosses or 
deficits in the margin money, PPF and 
CCF. The RBI has been insi.sting on the 
state government making good the los.ses 
of the .scheme as also providing the margin 
money. 

Fourth, the initial objectives of the 
.scheme to supply unadulterated cotton to 
the consumers at a reasonable price and 
to guarantee the purity of cotton have been; 
frustrated. As can be seen, all the four 
committees had laid stre.ss on proper 
grading of cotton. A number of steps were 
recommended by them to make the grading 
system rigorous and fool-pr(K>f. Instead, 
the state government has played havoc 
with grading by reducing, in December 
1997. the number of grades for cotton 
from five to two, effectively giving unduly 
high prices for low grade cotton, and doing 
away with any incentive for growing 
superior quality cotton. Filth, yet another 
objective of the Act was to guarantee 
honest trading practices at processing 
centres. As the analysis ol alt the 
committees has shown, this has not been 
achieved in practice. 
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sixth, the guanuiieed price has Been 
fixed at levels higher than the support 
price. It al.<io does not have any relation 
to the cost of production. Tlw central 
govemftient also is mn consulted before 
declaring the guaranteed price. This is 
totally contrary to the original objectives 
of the Act. In fact, announcement of high 
guaranteed price has become an act of 
political patronage and successive state 
governments, whether belonging to the 
Congress. Pntgressive Democratic Front 
orthe Shiv Senu>BJPcoaliti(m. have made 
use of this patronage to pauperise the 
scheme at the cost of the state government. 
Seventh, from l9'M-95 season, the slate 
government decided to give advance 
additional price, in addition to the 
guaranteed price, making a total final price 
of Rs 2.I(K> per quintal for H-4 super 
quality grade cotton, with final prices of 
other varieties being fixed accordingly. 
On an average this has meant paying about 
Rs 3(X) to Rs 4<X) per quintal higher than 
the prevailing market price. The latest 
example ol this is the announcement, in 
January 19W, hy the deputy chief minister 
of the state, who belongs to the BJP. that 
his party would insist on the price being 
stepped up tnim Rs 2. KM) to Rs 2.500 per 
quintal. This was in retaliation of the 
announcement ol'Bal Tliackeray. Shi v Sena 
chief, that he will insist on the state 
government supplying liec power to the 
agriculture sector. Tins wi II furthcrincreasc 
the losses ol the scheme substantially. 
Eighth, ad hoc decision-making ha.s been 
the banc ol the system. Thus, for example, 
the deduction ol 3 per cent amount from 
cotton price towards the CCF was 
suspended lor the two years 1993-94 and 
1994-95. This has incFea.sed the financial 
burden of the stale gttvcrnmcnl. 

Ninth, the scheme has meant frag¬ 
mentation of the cotttin market by erection 
of barriers at the state boundaries. When 
several countries ihe world over arc making 
strenuous eflorts to establish common 
markets, we. in ihisctiuniiy. arc .sacrificing 
the major advantage of one large market hy 
itstragmcntalion. Ifnot on any otherground. 
at least on this ground, this scheme which 
militates again.si thccuncepi of ‘one country 
one market' should not have been penuitted 
to he operated at alt. Unfonunately. the 
constitutional validity of the Act has never 
been tested and the scheme has been 
continued with impunity for the last 26 
years. Economic reforms initiated since 1991 
too have not made any difference to the 
continuance ol the scheme. The only 
difference, if at all. is that the scheme is now 
being extended from year to year iastcad 
of bring extended for three years at a lime! 


Temh. the cotton crop in Mnhantfitra 
is a cash crop of farmers in the rain-fed 
area. Its productivity istheieforedependent 
on the vagaries of nature. Most of the 
cotton farmers are small farmers. These 
are. no doubt, important considerations. 
But. continuance of the cotton mcHiopoly 
scheme is not an answer to the problem. 
Ii has nowhere been shown convincingly 
that the cotton farmer in the state has 
benefited from the scheme. There is 
considerable hara.ssment of the cotton 
farmers due to malpractices at procurement 
centres, including delays in getting 
payment for the cotton tendered. As a 
result, even if prices arc low in adjoining 
stales, as is the case in 1998-99. some 
farmers prefer to sell their cotton in these 
states. Recent news reports indicate that 
cotton worth over Rs 75 lakh, which was 
bet ngtaken out of the state, wasconfiscated 
hy police at the borders of the state. It is 
seen that in the years of low production 
of cotton, when the market prices in the 
nearby states are high, cotton is smuggled 
out from the state to take advantage of the 
higher prices in these states. In the years 
in which cotton crop is good and prices 
I n tlie nearby states are low, huge quantities 
of cotton are smuggled into the state and 
brought to the pnrcurement centres as the 
produce of Maharashtra farmers. It is 
necessary to remember that no state can 
operate as an island economy trying to 
rewrite the rules of the market place. 

Eleventh, the scheme has made no 
difference to the productivity of or area 
under cotton in the state. The area under 
cotton i n Maharashtra accounted for 35 per 
cent of the all-India total for the period 
1993-94 to 1995-96. The area under cotton 
III the stale did not record any increa.se 
during 1970-71 to 1990-91 on a point-to- 
point comparison. Only in 1996-97 the 
area under cotton in the .state went up 
marginally. The yield (kg per hectare) of 
cotton in Maharashtra is the lowest among 
all major cotton producing states in the 
country and wa.s only 111 in 1997-98 as 
compared with 691 in Madhya Pradesh, 
486 in Andhra Pradesh, 435 in Gujarat. 
379 in Tamil Nadu, 304 in Rajasthan and 
so on (Suresh Shah. ‘This Season’s Look 
Is Wet Cotton', The Economic Times, 
September 28.1998). The difference may 
partly be due to the Maharashtra cotton 
being rain-fed but this cannot be the only 
reason. There has been no concerted effort 
to introduce new, hybrid, high yielding 
varieties of cotton, to adopt improved 
package of practices, to train farmers and 
so on. In this light too. it has to be accepted 
that the scheme has been a failure. In 
contrast, according to news reports, the 


cci had earmarked an outi^ or Ks 11 
croreduringdie year 1997-98 forincreasiiig 
the productivity of cotton crop in certain 
states in which it operates. Twelfth, the 
(2CI, which operatesonthebasisof support 
price, has made profit for the lOth year 
in succession in 1997-98. In contrast, the 
Maharashtra cotton monopoly scheme has 
incurred a loss of Rs 1,152 crore till the 
end of 1996-97. The estimated loss for the 
year 1997-98 is of Rs IIS crore, making 
a grand total loss of approximately 
Rs 1.270crore. It is necessary to note that, 
according to the provisionof section 33(2) 
of the Act. the state government is bound 
to make good the deficit in the PFF. During 
the last fouryears since 1994-95, the deficit 
for the scheme is entirely due to the decision 
ofthestate^vemmentreferredioeariier to 
pay advance additional price of Rs 2.100 
per quintal for H-4 superfine variety of 
cotton and corresponding prices for the 
other varieties. One only htipes that this 
price will not be stepped up further to 
Rs 2,500 per quintal as demanded by the 
BJP in return for the BJP agreeing to the 
Shiv Sena proposal of supplying electricity 
free of cost to agriculture sector! Thirteenth, 
the .state government has not been able to 
meet the large financial demands of the 
scheme. As a result, the Federation had 
to take deposits from the Mumbai 
Metropolitan Regional Development 
Authority (Rs 200 crore) and co-operative 
banks (Rs 212 crore). This is over and 
above the amount of Rs 743 crore which 
the Federation owes to the state govern¬ 
ment. Such funding of the scheim goes 
to show the seriousness of the problem. 

Against this background, it is itme the 
very justification for the further conti¬ 
nuance of the scheme beyond June 1999 
is examined afresh and steps are taken to 
wind up the scheme. The concepts such 
as monopoly procurement of cotton are 
a vestige of the Nehruvian socialist era 
and have been discarded the world over. 
One need not always believe in the magic 
of the market place but if one has to 
choose between the market and state 
trading in any commodity as a monopoly, 
one would have to opt for the former. 
Concerns regarding market imperfections 
are no doubt important but these can be 
dealt with by putting in place suitable 
regulatory mechanisms. Unfortunately, 
with its preoccupation with the 
perpetuation of the scheme, Ihe 
government of Maharashtra has never 
explored these alternatives. It is high time 
both the state and central government 
.show political courage and sagacity to da 
so. Let us hope the sun will finally set on 
this scheme in the god’s giHKi year 1999. 
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Worker CcM^ratil^ in India 

Lessons from Kamani 

E A Ramaswamy - 

Is the Kamani experiment,' the most celebrated case of worker 
take-over in India over? What are the lessons it offers? 


KAMANI IN undoubtedly the most 
celebrated case ol worker take-over in 
India. Unfortunately, two of the three 
Kamiini plants taken over by workers have 
cea-sed production. Kamani Tubes which 
was the first to be taken over and the object 
of so much attention and hope. cea.sed 
production in early I *>‘>7, and there seems 
to be little prospect ol its ever returning 
Uthcalth. As lor Kamani Metals and Alloys, 
the Mumbai plant cea.scd pnxiuction in 
1997. while the one in Bangakm; islimping 
along. This is a tragic outcome for woikers 
who sacrificed .so much to revive the 
bankrupt Kamani tlnns and the trade union 
which .spearheaded their campaign with 
such determination. While they have 
suffered an immense loss, worker take¬ 
over initiatives and the labour movement 
it) general have been delivered a serious 
blow by this unloriunalc development. 
While all this is extremely depressing, the 
Kamani experience also has valuable 
lessons to oiler to whatever is lett of the 
worker take-over movement. 

The focus here will be on the internal 
structures, ptilicies and arrangements 
which co-operatives need to evolve in 
order to survive and succeed. This docs 
not mean that the external environment is 
unimportant. Government policies, legis¬ 
lative support and the extension of credit 
by hanks and Imanciai institutions are 
obviously of great importance. Wo also 
know that after libcrali.satiun. the wider 
environment has become steadily un¬ 
friendly to co-operative eftort. The prriicy 
envininment in the country docs not view 
worker sell-help us an answer to the 
growing problem of plant closures and 
I0.SS ol employment. Tliere i.v no clear 
strategy to help workers take charge ot 
their own destiny. Htc government and 
the public sector arc one with private capital 
when It comes to accepting closures and 
voluntary retirenienl as the only way to 
deal with the problem of industrial 
restructuring. These factors undoubtedly 
hamper the ability of workers and their 
unions to take i>vcr and manage industrial 
enterprises. Moreover, the internal struc¬ 
ture and environment cannot in reality be 
separated trom the external. When a firm 
IS engaged in a struggle to find working 


capital, keep up production, pay wages 
and meet its minimum obligations to 
employees, survival becomes the sole 
objective. These harsh external realities 
are bound to cast their shadow on the 
intemal environment.. 

While no one can refute any of diis, it 
is equally true that co-operatives cannot 
function like other business enterprises. 
Ibey have to evolve a culture which is 
distinctively co-operative. They must come 
up with intemal arrangements which fit 
in with theco-operative wayof life. Worker 
co-operalives have had to do go through 
this process of innovation everywhere in 
the world. There arc no exceptions. In a 
country like India where industrial producer 
co-operatives are rare, there are no easy 
models to copy. The model has to be 
evolved through trial error. It is a dirHcult 
exercise full of trialsand tribulations. Being 
a pioneer, Kamani has had to grope its way 
through this priKcss. Kamani’s experi¬ 
ments with worker ownership and self- 
managemcm have much to tell other co¬ 
operatives. present and future, about the 
pruhlcnix of intemal governance. These 
ies.son.s are ttio valuable to be lost sight 
of. It is fur this rca.sun that we must try 
and .separate the internal environment and 
structure of Kamani from the external and 
sec what lessons it has to offer. 

Need tor a Co-oPEHAXtvE Culture 

Internally, the fundamental problem at 
Kamani has been the absence of the spirit 
ot cu-opcrali(»i. Formally and legally KTL 
and KM A are co-operatives, but adistinctly 
co-operative culture did not evolve. The 
period immediately after the buy-out was 
marked by tremendous enthusiasm and 
even euphoria. This found rellection in 
increased production, declining ab.sen- 
tireism. and the willingnc.ss and ability of 
workers to work without .supervision. This 
was also the time which saw the first 
nidimentaiy attempts to put in place the 
in.stiiurions of self-governance such as the 
plant level coromiture and the general body 
of the co-operative, and |mo vide education 
to members in the culture of co-operation. 
What did not take place, however, was a 
determined cITort to press ahead with this 
pnKc.ss of experimentation and innovation 


with the institutions of self-managoMetiL 
Instead, the responsibility for running the 
company-and for institutional innovation 
- appears to have been transferred to 
professional managers. This was perhaps 
not surprising because there were no 
precedents within the country in worker 
buy-out to learn from, nor much of an 
exposure to international practice in this 
regard. With hindsight, of course, it does 
not come as a surprise that professional 
managers did not take even the first step 
towards institutional innovation. In the 
absence of a sustained effort to promote 
a .sense of identification with die firm the 
initial enthusiasm was soon lost and the 
familiar industrial divide between workers 
and management - the feeling of ‘them 
and us' - began to gain ground. Workers 
and managers started to blame each other 
for the poor performance of the company. 

As die Kamani firms began to slide and 
the initial enthusia.sm faded, workers who 
had willingly taken a wage cut began to 
compare themselves with those in neigh¬ 
bouring factories. It was especially hard 
to resist compari.son with K^. located in 
the same compound and organised by the 
same trade union, which paid its workers 
much better. Workers wanted a comparable 
livelihood and did nol very much care if 
this came from a co-operative. Quite a few 
in fact felt that u co-operative ideology 
was incapable of providing a better live¬ 
lihood and the solution to ilieirpredicamcnt 
lay in a strong (and even totalitarian) 
managing director or take-over ol the 
company by private interests. While these 
views were expressed a lot more by staff 
and supervisors, they also came incre¬ 
asingly from workers. Such perceptions 
can be attributed in part to (he hardships 
experienced by workers and to propaganda 
by vested interests. On the other hand, the 
fact is also that little effort had been made 
to enable workers to view co-operation as 
a way oflife. Co-operation isan ideological 
question, and ideologies do not simply 
happen. People have to he shown tlie 
centrality oflhc ideology tuiheirexistence, 
and this cannot happen without the 
evolution of co-operative in.stilu(ions and 
education in the co-operative way of Kfc, 
of which (here has b^n very little. As a 
result, for most workers co-operation has 
been useful to the extent that it brought 
a closed facuiry hack to life and re.stflrcd 
j(4is which would have otherwise vanished. 
That co-operation is also the way to sustain 
the Kamani firms and ensure their long¬ 
term future was hardly the common per¬ 
ception, with the notable exception of 
course of the core of trade union activksts. 
In retrospect, the failure to cash in on the 
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eiu1)r enthusiaitm of workers iuid the 
expecuition that managers would promote 
the a>'Operaiive spirit have turned out to 
be I'mal mistakes. 

The age profile of the workforce has 
lended to compound some of these pro* 
wiems. Most of the workers are well past 
middle age. and a good number are close 
to retirement. Indeed, Kamani had many 
superannuated workers on its mils since 
there wa.s no money to pay off their retire¬ 
ment benefits. The immediate concern of 
the retired and retiring workers has been 
their own future rather than the future of 
the company. They have argued, and from 
their own point of view quite rightly, that 
they have made enough sacrifices and the 
time must come to gel .something back in 
return, in addition to being uncertain about 
the future of the Kamani firms, they have 
felt that they themselves would not tenefil 
even if tlie linns did turn around and 
become profitable. From their point of 
view, another group of workers might reap 
the liuiis ol a turnaround, whereas they 
have made all the sacrifice and endured 
|all the hardship. Such workers .seem to be 
among the .strongest supporlersof the view 
that the co-o|)ciative way of life has no 
future. They also have a natural interest 
in believing lhat il is somehow possible 
to .sell of the propeiiy of the company and 
distribute the proceeds among sharc- 
holdci's. 

OWNliRSIIIP Issill.s 

Who owns a co-operative? The easy 
answer, .it one level, is that a co-operative 
IS owned by employees who have bought 
shares and othei s < such us the government 
and financial insiiluiions) who may have 
contribiiicd to its capital. While this large 
and amorphous group is ultimately the 
owner, there is a need for a more compact 
body which represents the ownership 
function from day to day and makes sure 
that the interests of those who have pul 
in the capital aa> well protected. In some 
of the most succe.ssful producer co¬ 
operatives in the world, this function is 
discharged by the governing body of the 
co-operalivc. It is this body which lakes 
policy deci.sions. appoints the management 
of the firm and supervises its performance. 
In the famous Mondragon co-operatives 
of Spain the governing body is in fact 
called the leadership. Tltis leadership is 
clearly separated from management even 
though lop managers Uh> arc members of 
the co-operative. Management is an 
executive lunction. It cun contribute to 
policy-making, hut the ultimate res¬ 
ponsibility for policy lies with the 
leadership of the co-operative. 


In cdhttast, the co-operative in Kamani 
appears to have taken a back seat. While 
its expressed intention is ro take over and 
run the company, all it has done in practice 
is to elect a managing committee which 
in turn nominates two members to the 
hoard of directors. The co-operative and 
its organs, including its nominees on the 
hoard, scarcely think of themselves as 
having the right of ownership. They are 
willing to meet board members and make 
suggestions, but do notthink that the board 
can be questioned or held accountable for 
Its actions. The absence of an agency to 
adequately discharge the ownership 
function has been a glaring gap. While 
Kamani workers have waged and won an 
epic battle to gain control of their firm, 
the social engineering required to evolve 
scll-mnnagement system has proved very 
much more difficult. 

The more serious problem is that, after 
distancing itself from the ownership 
lunction. the co-operative has begun to act 
inim.' like a trade union. Some members 
have contested elections to the managing 
committee on .sectional platforms and tried 
to promote sectional interests after 
winning. Others have promised wage 
increases, knowing very well that this could 
not be achieved. Some have even 
demanded that the co-operative should be 
disbanded, the land in its possession sold 
off and the income distributed among the 
meinhers. Not viewing themselves as the 
owners, they have made demands, leaving 
it toothers todecidc whetherthesedemands 
can be conceded. It is difficult for most 
ol us to think of a situation where those 
who own an enterprise make demands on 
M. What could their demands be? More 
importantly, before whom would they place 
their demands? in the view of the co¬ 
operative at Kamani. managing is the job 
of management. This has in effect meant 
lhat vital policy issues should be decided 
by the boatd of directors, with the managing 
director taking the lead. Acting in the 
belief that management is at the helm, and 
endowed with the power to consider any 
demand, the leaders of the co-operative 
have tended to place their demands before 
management. 

As the co-operative sought to hand over 
more and more power to professional 
managers, a divorce between power and 
responsibility has taken place. In a bid to 
win favour with workers, scniorexecutivcs 
have pmmised wage increa.ses which the 
company could not afford, and which the 
hoard of directors was certain to shoot 
down. Such an arrangement could not - 
and did nut - work. Kamani has had to 
change several chief executives within a 


short span of time because took 
decisions without caring for their long* 
term consequences. The problem has been 
further ccmipounded by a steady depletion 
in the numter and quality of managerial 
personnel. Managers at the highest levels 
have failed to perform even basic mana¬ 
gerial functions. There has in fact been a 
collapse of management. 

The job of managers is to put resources 
to the be.st possible use. Since resources 
are by definition scarce, it helps no one 
to use them wastefully. The ultimate test 
of good management is the generation of 
wealth. One can argue that business must 
serve wider social objectives, but no social 
objective is served if an enteiprise con¬ 
sumes more than it prixluces. Any form 
of economic activity, therefore, needs good 
management. Worker-owned firms need 
them all the more since it is only through 
economic performance that the ideology 
of self-management cun be sustained in 
the long run. Workers of sinking firms 
might be happy in the short run that theie 
jobs have been saved through self-help, 
but they would soon want decent living 
standards, a return on the capital they have 
invested and an appreciation in the value 
of that capital. No co-opcrativecan satisfy 
its members for ever with the argument 
that jobs which might have been lost have 
been saved. 

It has not taken long for Kamani workers 
and their union to find out how critical 
good managers are to the .success of tite 
entciprise. In recognising the value of 
competent management, they have moved 
away from the growing tendency among 
organised labour to view managers as a 
parasitical cla.ss that earn.s too much for 
doing too little. The problem however is 
that recruiting and retaining talented 
managers has proved a Herculean task. 
The inability of the cash-strapped Kamani 
enterprises to compete for talent in the 
labour market is only pan of the story. The 
more difficult task has been to find 
managers who can fu nctiun m an enterprise 
whose workers arc also its owners. Since 
there are few worker-owned firms in the 
country, it is no wonder if managers find 
this an unfamiliar arrangement. Their 
response to this predicament has been to 
swing between extremes. Some have taken 
the view that while workers might well be 
the owners of the finn. once inside the 
plant they arc workers like in any other 
factory and must respect the authority of 
managers. Others have turned populist by 
going along with workers’ wishes and 
demands. Neither response has been 
particularly helpful. Authoritarian attitudes 
do not sit well in a demiKratically owned 
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plant. ReckieKii piipuium, on the other 
hand, is aneven bigger disaster. Even after 
aco-opemti ve hus been formed, the natural 
tendency of workers is to place their 
demands before managers. Having got 
used to the ways of the public and private 
sector, it is almost impossible for them to 
getawy fromthismindset. Whenmanagers 
turn populist and concede what the firm 
cannot afford, workers .scarcely realise 
that short'term benefits are being given at 
the cost of long’tcrm .survival. Where there 
is no strong ownership function, as has 
been the case at Kainani. the problem is 
to find someone who can apply the brakes 
on this dangerous practice. At Kamani. as 
we shall see. the union has had to mke on 
this unpleasant task, with serious 
con.sequences for its own popularity and 
role clarity. 

Cooperatives make greater demands on 
managers than either public or private 
sector enterprises. Managers must deliver 
efficient performance as in any other 
business, but mast accept that ownership 
has been democrali sed and that the workers 
they are dealing with are not quite the 
same as in other firms. At the other end, 
the familiar symbols of ownership arc no 
longer present. Worker-owned firms may 
have hoards of directors, hut true ownership 
vests with the co-operative and its 
managing committee, which loo arc 
democratic bodies with their own 
compulsion and contradict ions. Worse still, 
there may he a vacuum in the place of 
ownership, confounding managers even 
further. As if all this is not sufficient. 
Kamani expected its managers to exhibit 
owner-like behaviour, assume owner-like 
responsibilities, and engage in the social 
engineering necessary to evolve seif- 
management structures. And ail this was 
happening at a lime when the managerial 
force was being seriously depleted and 
managerial quality was insufficient to meet 
even nonnal expectations. There are no 
easy .solutions to the problem of finding 
suitable managers for worker co¬ 
operatives. especially if the co-operative 
cannot compete in the labour market for 
managerial talent. 

Rc>i.f. of Union 

Worker take-over of collapsing firms is 
such a complex and daunting task that 
there is no chance at all that it can happen 
without an uphill battle by a trade union. 
The campaign waged by the Kamani 
Employees' Union (KEU) to lake over 
Kamani Tubes and Kamani Metals and 
Alloys is t(K) well known and well recog¬ 
nised to need repetition. To set the record 
straight, unions which favour worker lake- 


i^risrareanexception.andtheKEUismost 
Mainly one of them. The stand of the vast 
itHUority is simply that the public sector 
should not privatise and the (Mivate sector 
should not be allowed to close down. 

What should a trade union do after it 
has brought a closed unit back to life? 
What is the legitimate role of a union in 
a worker-owned enterprise? Do worker- 
owned firms need a tra^ union in the first 
place'.' What kind of grievances might 
workers have that require a union’s 
iiitcrvention. Although these are new and 
unfamiliar questions to most of us. other 
industrial societies have faced them and 
come up with some answers. We can learn 
li-om tlwir experience, although there are 
important differences between their 
situation and ours which must be kept in 
mind. Elsewhere in the world, the initiative 
to form worker co-operatives has not come 
from trade unions. These co-operatives 
have been organised from scratch and not 
salvaged from bankruptcy through take¬ 
over, and a trade union has mobilised the 
workers suhsequenily, as in any other firm. 
In contrast, Indian producer co-operatives 
formed under the Sick Industrial 
Clompanies Act (SICA) on the directions 
of the BIFR would not have been bom if 
ii had not been fora union. The trade union 
is not a subsequent formation, but the very 
force which has given birth to the co¬ 
operative. It is against the backdrop of this 
difference that we must consider 
iiucrnaiional experience. 

At one extreme, it has been argued that 
since employeeownershipdoes away with 
the divide between labour and capital, a 
trade union is unnecessary. This is the 
stand of the Mondragon co-operatives in 
Spain which permit neithertrade unionism 
nor any form of industrial action. Strikes 
are considered by Mondragon to be an 
attack on the co-operative and punished 
withdismis.sal. But of course. Mondragon 
hus strong democratic traditions and 
powerful democratic iastitutions evolved 
over decades of experimentation to ensure 
(hat workers have an effective voice at 
every level. Trade unions do exist in most 
othcrco-opcrali ves. but they rarely perform 
conventional union roles. Industrial action 
loses its relevance in co-operatives since 
workers would eventually have to aim a 
strike at themselves. Moreover, it is 
considered absurd for a union to bargain 
lor higher wages with a management that 
hus no ownership rights. Trade union 
respon.sibiiity therefore boils down to 
protecting workers against arbitrary and 
unfairtreatment in the matterof discipline, 
promotions and the like which can take 
place even in a worker-owned firm. Trade 


union relevance ia limited largdy to 
redressing micro-level grievances. 

The situation at Kamani is entirely 
different. The trade union has had to take 
on diverse roles, some of them in direct 
conflict with its primary objective as a 
union. With the co-operative failing to act 
as the owner of the business, ownership 
has become a trade union responsibility. 
Worse still, the co-operative has tended 
to act like a trade union, forcing the union 
to take positions which seem anti-labour. 
There has been such a stark reversal of 
rotes that the common remark at Kamani 
is that the co-operative has become the 
union while the union has beconu the co¬ 
operative. Populist managers have added 
further to the union’s burden by making 
promises that canot be kept. Haid pre.ssed 
workers accastomed to viewing managers 
as anti-labour are unable to comprehend 
why their own union should come in the 
way when management is .so generous. 

It is awkward for a union which should 
be asking for more to plead that workers 
should accept less, which is precisely what' 
the KEU has had to do. Few institutions 
at Kamani have suffered as much as the 
KEU from the lack of role .separation 
between management, co-operative and 
trade union. By taking on all three roles 
the union has not only not achieved very 
much for the Kamani firms, but brought 
enormous problems upon itself. For a 
union, the price of extreme role reversal 
is loss of popularity, and the KEU has had 
to pay that price. It has been held 
responsible by many .sections for 
everything that has gone wrong. Among 
the few to empathise with the union's 
predicament arc its own cadres for whom 
trade unionism is truly a way of life. 

Kamani's experience tells us not only 
what the union should not. or cannot do 
in a worker co-operative, hut also what it 
.should. Indian trade union.s cannot retreat 
into the .shadows or limit themselves to 
the redressal of shopfimr grievances in 
the manner of unions efsewhere in the 
world. They have brought the co-operative 
to life and they are among the few institu¬ 
tions to have an intere.st in their success. 
The environment is .so hostile for co¬ 
operatives that without a union they would 
be friendless. And yet, the union cannot 
become labour, management and owner 
rolled into one. The.se roles have to be 
played by others if co-operatives are to 
have a chance of survival. The union’s 
role is to experiment and innovate the 
institutions of self-governance. It has also 
to be the watchdog which oversees these 
institutions to makesure that they function 
as they should. 
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^oi1cer«M)penth%shavetofindways 
of preserving and harnessing the 
enftasiasffl generated among members in 
the early days of their formation. Without 
papular participation, the spirit of co¬ 
operation is impossible to sustain. One of 
the most useful ways of promoting 
participation is to involve wooers in the 
reorganisation of work. Industrially 
developed nations have been experi- 
meming with employee involvement in 
the labour process for well over a decade. 
UnKke in earlier times when workers were 
expected to merely carry out the directives 
of their superiors, it is now acknowledged 
that they have a fund of knowledge which 
can help improve the production process. 
The effort is to get workers to Hnd ways 
of accomplishing tasks more efficiently 
with less materials, in less time, with less 
effort, with better quality, and with greater 
safety. In the quest to promote efficiency, 
organisations across the world have been 
promoting such direct participation of 
ordinary working people in the nitty-gritty 
of their work. Improved efficiency is only 
one of the benefit; of .such participation. 
A more lundamental outcome is the .sense 
of involvement with the firm and its 
objectives. There is much that co-opera¬ 
tives can learn from thc.se experiments. 


ABRAHAM LINCOLN is said to have 
argued, “If I buy a foreign good, I have 
the good and the foreigner has the money; 
whereas if I buy the same good locally, 
I have the good and our country has the 
money, too.”' Economists may call .such 
protectionist arguments fallacious but 
such arguments continue to be heard even 
today.* According to the latest vNovember/ 
December 1998) worldwide opinion poll 
by The Economist, 56 per cent of the 
Aiyericons favour protectionism to only 
37 per cent favouring free trade.^ The 
question asked was: 'Which of the 
following two broad approaches do you 
think would be the best way to improve 
the economic and employment situation 
in this country - protecting our local 


Direia participation in wotk should be 
far more easy and very much more natural 
where workers am also Ae owners of 
the business. It is an interesting new way 
to promote the spirit of co-operation, 
sustain Ae enthusiasm of workers and 
harness their energies for a common 
purpose. 

In retrospect, the mmn lesson of Ae 
Kamani experiment is Aat worker-owned 
firms have also to become worker- 
controlled and self-managed if Aey are to 
survive. Ownership is only the first step, 
and perhaps the simpler one. Once a firm 
has been taken over by a worker co¬ 
operative, ways have to be found forputting 
in-place democratic control and manage¬ 
ment structures. This job must begin when 
workers are still full of enAusiasm. It 
cannot wait for a later date. While it is true 
that worker co-operatives are confronted 
with a hostile world internal reform cannot 
be treated as a secondary task Aat can wait 
until the externalccmstraintsareovercome. 
On the contrary, co-operativesneed internal 
struggle to be able to face external threats. 
Kamani is not alone in this. A major 
weakness of co-operatives in general is 
that while they are worker-owned, they are 
neither worker-controlled nor worker- 
managed. 


industries by restricting imports, or 
removing import restrictions to increase 
our international trade?* Worldwide, Ae 
protectionists were 47 per cent against 
42 percent free traders. Of Ae22countries 
surveyed, protectionists outnumbered 
tree traders in USA, UK. France, Ital>, 
Canada. Australia, Adia, Philippines, 
BranI, Chile, Mexico, Russia, Malaysia 
and lndone.sia. Free traders were in greater 
number only in the remaining eight 
countries: South Korea, Taiwaa Gomany, 
Thailand. Japan, Hongkong, China and 
Spain. It is often said that in good times 
people are happy to enjoy Ae benefits of 
free trade whereas ‘recession is Ae mid¬ 
wife of protectionism’. However, it is in¬ 
explicable by such conventional logic 


Aat mjAt years into an ecratomic boom, 
tally 37 per cent Americans favour free 
trade, whereas in the crisis-ridden SouA 
Korea free traders far outnumber the 
protectioilists despite Ae fact Aat “finding 
a job is harder than pulling a star out of 
the sky" in South Korea today.^ 
NeverAeless, Ae US continues to project 
itself as the staunchest defender of free 
market! 

For Ae past few months, a lot of noise 
is being n^e in Ae US against increased 
steel imports. On October IS. 1998. Ae 
US House of Representatives passed a 
resolution wiA an overwhelming mnimity 
of 345 to 44 Aat Ae US president should 
review imports of steel from Australia, 
Brazil, China, South Africa. Ukraine. 
Indonesia, India, Japan, Russia and South 
Korea and should immediately consider 
imposing a one-year ban on imports of all 
steel products. It also called upon the 
president toestablish a taskforce toclosely 
monitor imports of steel and A submit a 
report to Ae Congress in the first we^ 
of January 1999. On November 13,1998 
Ae United States International Trade 
Commission (TTC) gave a finding that US 
steel industry was Areatened by material 
injuiy by import of hot rolled steel products 
from Brazil, Japan and Russia. The 
Commission's determination was unani¬ 
mously supported by all Ae six com¬ 
missioners: three Democrats and three 
Republicans. During his visits to Japan 
and South Korea in late November 1W8, 
president Clinton not only questioned 
increased steel exports to the US but also 
warned, “smee the US economy has con¬ 
tinued to grow, Ae American people and 
Ae American political leadership have 
supported keeping the US market open, 
but if there is a perception of unfair trade 
the consensus could disappear*’. The Public 
Ledgeralsoreportson December 14,1998 
Aat since the outbreak of the Asian crisis 
the US government has taken a pro¬ 
tectionist stance particularly in Ae steel 
industry and Aat it has even bacl ed local 
producers who have filed law suits against 
competitors from Russia and Japan. The 
United Steel Workers of America Union 
has urged that the admini-stration has an 
obligation to stick up for Ac workers and 
not just give their jobs away. Massive 
rallies held across the mid-west and tele¬ 
vision advertisements exhort Americans 
to ‘stand up for steel’. US Senate has a 
powerful 40-member steel caucus and 
several senators are critical Aat the US 
president has not done enough for pro¬ 
tecting the suffering American steel 
workers. Senator Robert By td has accused 
Ae president of “taking baby steps when 


Protectionism vs Unfair IVade in Steel 

>C SaApathy ^ 

Suddenly everyone seems to have forgotten the theory of competitive 
advantage and the benefits of free trade. Practically every country is 
accusing the rest of the world of dumping steel in its backyard and 
trying to protect its steel industry, backtracking on free trade promises. 
Perhaps this is the right time to call a halt to the protectionist trend 
and start a fresh round of discussions for a Multilateral Steel 
Agreement which would ensure some order in steel trading. 
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leaps and bounds are needed". Senator 
Rockefeller feels that the president is 
concerned about the global economic effect 
of taking action on steel than protecting 
suffering American workers. The strongest 
words, however, came from Republican 
.senator Arlen Specter, chairman of the 
Senate steel caucus who says, “you have 
a .steel indu.siry haemorrhaging with the 
flooding ot our markets with foreign 
dumped steel, causing the loss of thou.sands 
of joh.s. and the administration is applying 
a small Band-Aid”. In response to the 
American Congress Rc.solution of October 
15, 1998, the Clinton admini.stration has 
since released a .seven-point plan against 
high level of steel imports on January 7, 
1999, Thc.se arc: 

(1) Bilateral talks with Japan. Russia and 
Korea to reduce exports to the U.S. 

(2) Strong enforcement of US trade law 
promising to expedite anti-dumping 
and anti-subsidy action. 

(3) Expediting .Section 201 safeguard 
action. 

(4) Instituting early warning system to 
monitor steel imports. 

(5) Restoring global economic growth to 
ensure market-based reform in dis¬ 
tressed steel exporting nations. 

(6) .$3(K)mniaxrelieftothc.stcelindustry 
over a five-year period. 

(7) Assistance for out of work .steel 
workers. 

There are reports of increased trade 
tension between Japan and U.S. Charlene 
Barshelsky, the United States Trade 
Representative (U.STR) says that steel is 
perhaps the most visible clement of this 
tension.'*There are also warnings fntm US 
to Japan to cut steel imports quickly or 
face retaliatory action. South Korean 
Pohang Iron and Steel (POSCO), the 
second largest steel maker in the world, 
has since announced voluntary cut in 
exports rather than risk retaliatory action. 
The US is al.so blaming EU that it is not 
absorbing enough .>teel imports from Asia. 
On the other hand, steel workers ofEurope, 
in a petition to El I, have criticised the US 
decision to impo.se dumping duties saying, 
“this leads to the diversion of even more 
steel deliveries to the EU”. 

Underthe US domestic law, the industry 
and the government can typically take 
recourse to any of the following actions 
to protect domestic indu.stry: 

(a) Levy of countervailing duty and 
anti dumping duty 

l;S industries may petition the US 
government under Title VII of the Tariff 
Act ot 1930 for relief again.st dumped 
imports sold at less than fair value or 


;^!<igain.st imports which are subsidised by 
‘ i'orcign governments. The US department 
of commercedetermines whedterdumping 
or subsidising exists and if so. the margin 
of dumpi ng or amount of subsidy. The ITC 
determines whether the dumped or 
subsidi.sed imports havemateiiallyinjured 
or threatened to materially injure the US 
industry. On a positive determination, the 
secretary of commerce issues a counter¬ 
vailing duty order (in a .subsidy investi¬ 
gation) or an anti-dumping order (in a 
dumping investigation) which is enforced 
by the US customs service. These investi¬ 
gations are referred to as ‘701 ’ investiga¬ 
tions and ‘731’ investigations after the 
respective initial sections in the Tariff Act 
of 1930 for countervailing and anti¬ 
dumping duties. 

<h) Section 201 action 

Under Section 201 of the Trade Act of 
1974.dume.stic industries seriously injured 
or threatened with serious injury by 
increased imports may petition the ITC fur 
relief. Section 201 of 1974 Act does not 
require a finding of an unfairtrade practice 
as does the Act of 1930. If ITC determines 
that an article is being imported in such 
increased quantity that it is a substantial 
cause of serious injury or threat of injury. 
It recommends a relief to the president 
who makes the final decision. Such relief 
can be in the form of tariff increases, 
quantitative restrictions or orderly 
marketing agreements. ITC can conduct 
inve.stigation under Section 201 upon 
receipt of a petition from a trade associa¬ 
tion. firm, recognised union, or a group 
of representative workers. It can also 
conduct similar investigation on a com¬ 
munication from the president or the UST^ 
and also upon receipt of a resolution of 
the House Committee on ways and means 
or Senate Committee on finance; or upon 
its own motion. 

(6) Section 30J action 

Section 301 of the Trade Act of 1974 
is the principal statutory authority 
under which the US imposes trade sanc¬ 
tions on foreign countries. By providing 
I lie means of acrcdiblc threat of retaliation, 
it empowers the US government to 
negotiate and enforce trade agreements. 
Section -01 investigation can be started 
on a petition to the IJSTR by an interested 
party. The USTR can also self-initiate a 
Section 301 investigation for trade 
retaliation. The USTR is authorised to 
take retaliatory actions, subject to the 
direction of the president, including 
imposition of duties and import restrictions 
on goods. 


During the recent past, several these 
actions have been initialed lit the instance 
of US steel industry and US steel woricers. 
These include: 

(i) ‘70rand‘73rinvestigationsagain8t 
stainless steel plate from Bei^um, 
Canada, Italy, Korea, South Africa 

■ and Taiwan (May 1998). 

(ii) ‘731' investigations against stainless 
steel round wire from Canada, India, 
Japan, Korea, Spain andTaiwan (June 
1998). 

(iii) ‘731’ investigations against stainless 
steel sheet and strip fnim France, 
Germany, Italy, Japan, Korea, Mexico, 
Taiwan and the UK (August 1998). 

(iv) ‘701 ■ and ‘731’ investigations against 
hot rolled steel products from Brazil, 
Japan, Russia (September 1998). 

(v) ‘70r and *731 ’ investigationsagainst 
.stainless .steel wire rods from Germany, 
Italy, Japan, Korea, Spain, Sweden 
and Taiwan (September 1998). 

(vi) ‘73r investigations against carbon 
steel flat products from Russia, Brazil 
and Japan (Septemlier 1998). 

(vii) .Section 201 petition against steelwire 
rod from 39 countries including India 
(December 1998). 

In addition to taking these actions. 
Charlene Barshefsky, the U.STR has 
warned Japan on January 12. 19‘>9 to cut 
steel exports quickly or face retaliatory 
action. Apart fromexpediting pending anti¬ 
dumping cases and initiating fresh ones 
on other varieties of steel, the USTR is 
determined to.self-initiatc retaliatory action 
under Section 301 against Japanese steel 
imports if Japan docs not take urgent action 
to reduce its steel exports to US. The 
warning has been subsequently reiterated 
by president Clinton in his State of the 
Union addre.ss in the absence of suitable 
response from Japan. 

While US steelmakers are crying foul 
against increased steel imports, which grew 
by 30 per cent ip the first 10 months of 
1998, similar noises are also being made 
elsewhere. EU for the first time became 
a net importer of steel registering a .70 per 
cent increase in imports in the first half 
of 1998. The steel mdeers and workers in 
EU are also agitated and at their initiative, 
the following actions have been initiated 
recently: 

(i) EU opened investigation into dumping 
of hot rolled coils from Bulgaria, India, 
Iran, South Africa, Taiwan and 
Yugoslavia on January 7, 1999 on a 
complaint filed by Eurbfer, a.ssociation 
of European producers in November 
1998. Ihe imports are .said to have 
increased 200 per cent in 1998 with 
dumping margins up to 67 per cent. 
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(ii>'EU has fixed agr^d quotas on steel 
imports from Russia and Ukraine and 
autonomous quotas in respect of steel 
imports from Kazakhstan. 
(Ui)Euroter has also filed anti-subsidy 
1 cases against hot rolled coils from 
^ India. South Africa and Taiwan in 
E)ecember 1998. 

(i V) EU has imposed countervailing duties 
against stainless steel bars from India. 
(V) EU has started investigation into 
dumping of stainless steel plates from 
South Africa and Slovenia. 

(vi) EU has imposed anti-dumping duties 
again.st .seamless tubes from Russia, 
Romania, Czech Republic and 
Slovakia. Dumping complaints have 
also been filed agaiast similar imports 
from Ukraine and Croatia. 

US and IS member states of EU are not 
the only countries that have taken reuiursc 
to .such protective action against import 
of steel. There are 21 other countries such 
as Argentina. Brazil. Canada, Chile. 
Colombia, Czech Republic, Egypt, India, 
Indonesia, Israel. Malaysia, Mexico. 
(Philippines. Russia. Singapore. South 
Afiica. Taiwan, Thailand. Turkey. 
Venezuela and Viet Nam which arc either 
investigating dumping cases or have 
imposed anti-dumping duties.-'' In addition. 
Hungary has imposed quotas on steel 
imports from C'zech Republic and is 
considering similar action on imports from 
Romania and Poland India has recently 
imposed anti-dumping duties on hot rolled 
steel pnxlucts from Russia. Ukraine and 
Kazakhstan It has also fixed floor pnccs 
for seconds and prime grade steel origina¬ 
ting from allcountries. Indian steel industry 
IS going through diiticull limes both on 
account of cheaper imports at home as 
well as its exports to major markets like 
US, Et'o and Canada being subjected to 
protectionist measures. Nearly all the major 
steel pioducing and consuming countries 
numbenngahiHii 40are involved in restric¬ 
ting their doors to foreign imports and 
protecting their own domestic industries. 
Rightly Meta! Bulletin bemoans. "Wha¬ 
tever happened to the lolly ideals of free 
trade and non-discrimination cspOu.sed by 
most of the world's trading nations at the 
formation of the WTO only tour years 
ago? A.S tar as steel is concerned, national 
markets'are steadily, one by one, closing 
toimports. Protectionism is becoming more 
usual than free tradc.”^ 

Suddenly, everyone seems to have 
forgotten about the theory of competitive 
advantage and the benefits of free trade. 
Practically every country is blaming the 
others of dumping .steel in its backyard and 
IS trying to protect its own steel industry 
back-tracking on tree-trade promi.ses. The 


trend is typically protectionist, only 
difference is that instead of hiking import 
tariffs or imposing quotas on imports, 
recourse is being taken to anti-dumping, 
countervailing and safe-guard actions as 
these are WTO mandated. Anti-dumping 
duties are particularly popular as these 
"can be presented not as protection but as 
redress against unfair protection”.^ Indian 
exporters have often complained about 
trade data being manipulated to prove 
dumping/injury and there being certain 
lack of transparency in the methods 
followed in other countries. Often 
considerable damage is caused to the trade 
by merely start! ng dumping or anti-subsidy 
investigations. Sometimes these are 
politically motivated and upon failure of 
one investigation, another one is started. 
Moreover, anti-dumping duties are heftier 
than the normal tariffs of many developed ■ 
countries and once imposed, they remain 
lor five years. The legal costs of fighting 
thc.se ca.se.s are also particularly high in the 
US and EU. 

Many believe that the recent state of 
anti-dumping and other measures initiated 
worldwide in re.speci ot steel imports arc 
not so much to prevent unfair trade as to 
bring back protectionism by the backdoor. 
Alter all, such anti-dumping action is 
hardly on account of predatory pricing. 
.Studies have .shown only 3 per cent anti- 
rlumptng cases in EU and 4 per cept anti¬ 
dumping cases in US involved possible 
predatory pricing. Such studies also show 
that “anti-dumping duties are generally 
twice ascosily to the economy as equivalent 
import tariffs” * More and more of such 
protectionist action by US and EC and 
lollowcd by others can only push the 
miernational trade in steel from one crisis 
to another. 

The pre.scnl crisis in steel trade can be 
traced back to the earlier financial crisis 
of Asian countries and the near collap.se 
ot Russian economy. The crisis in Asia 
resulted in less construction and other 
infrastructure building activities. This 
pushed down Asian demand for steel. In 
turn, even the steel produced in Asia 
became .surplus. Diversion of Russian and 
Asian steel to US and EU markets was the 
only alternative to cutting down 
production. Over supply pushed down 
pi ices everywhere. Over the years, steel 
capacity ha.s been enhanced in Asia and 
elsewhere anticipating increased use. The 
extent of drastic fall in demand in Asia 
tor steel in 1998, which led to global over 
supply, and con.sequent price fall was 
perhaps beyond anyone's anticipation. 
Steel requires very heavy investment and 
long period to commission a plant. 

I Incertainty in steel demand therefore has 


very disastrous consequences for the 
industry. In many ways, steel also mirrors 
the future of other commodity markets. As 
such, the world community muiit address 
the present crisis in international steel 
trade with greater political wisdom and 
statesmanship. What is at stake today is 
not only the 250 million tonnes of steel 
traded internationally per annum but (he 
repercussions of the steel crisis in all other 
markets. Trying to cut each other's throat 
by imposing protectionist measures in the 
name of curbing unfair trade is not going 
to help matters. Few years ago, discussions 
on a Multilateral Steel Agreement had not 
succeeded. Perhaps this is the right time 
to call a halt to the protectionist trend in 
steel trading and start a fresh round of 
discussions for a Multilateral Steel 
Agreement which would en.surcsomcorder 
in steel trading. So far US has been merely 
talking tough apart from initiating .several 
trade disputes and threatening further 
action under Sections 201 and 301 of ijts 
trade law. Once these actions fructify and 
the threats are carried out, doors of the 
world's biggest steel consumer will be 
closed plunging the steel trade to a greater 
crisis. World leaders should utilise the 
opportunity provided by the somewhat 
soft stand of the present US administration 
to work out a new world order for steel 
trade before it is too late. As early as the 
first wcekofNovember 1998,amba.ssador 
Hons Colliandcr, chairman of the OECD 
Steel Committee had warned, "the .steel 
trade is one of the first .sectors to experience 
.serious di.sturbances stemming from the 
financial and economic cri.seN, but that 
other sectors are also affected. Steel 
producers and especially governments in 
all regions of the world should, therefore, 
be aware that their respon.se terthe problems 
facing steel could signal a precedent for 
other sectors in the economy”.** Threat of 
protectionist action from all round the 
world, however, indicates that no one is 
prepared to listen to such advice. 

[The vie^^s expressed aic personal) 
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Oil Politics in Central Asia 
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The Caspian region, rich in oil and gas reserves has become the 
focus of intense competitive interest among the big powers. Adding to 
the complexity of the situation is the fact that the existing pipelines 
pass through Russia which is both a partner and a competitor in the 
energy field in the region. 


ENERGY rich Caspian Sea has attracted 
major countries of the world for exploiting 
the potential resources of Caspia. More¬ 
over, the former Soviet republics of 
Azerbaijan, Kazakhstan andTurkmenistan 
which are also sharing the Caspian Sea 
along with Russia and Iran are asserting 
theirsovereign rights afterthe Soviet break¬ 
up for the exploitation of oil and gas 
re.sourccs of this inland .sea. Caspia has 
become a scene of game politics on an 
international scale. In particular, there has 
been active interest in the US and en¬ 
hanced activity among the policy-makers, 
energy groups and academics on the 
Caspian Sea. For India which is one of the 
major importing countries of oil in the 
world market, current developments in 
the Caspian region should be of consid¬ 
erable interest. As Dennis Kirillov points 
out in an article ‘Caspia Remains Sea of 
Unresolved Problems’ in Moscow’s 
Finansavaya Izvestiya (April 8.1998) there 
is a realisation that Russia is losing its 
inlluencc on the Caspian Sea and that it 
was necessary for Russia to retain the 
remaining power. Russia's influence on 
Caspia seems to have been affected on two 
counts - Russia's policy status on Caspia; 
and Russia’s pipeline network connecting 
the Caspian Sea with the re.st of the world. 

Ca.s(>ia’s SrATi's 

After the Soviet break-up, differences 
have arisen among the Caspian Sea States 
(CSS) on the status of the Ca.spian Sea. 
Russia ptxssihly wanted the Russo-Iranian 
treaty of 1921 and 1940 to be valid and 
hence Russia's contention was that the 


other hand, the Share of Russia and Iran 
are repotted to be negligible. On the status 
of Caspia, Azeiitatjan wanted to treat it 
as a laice dividing the sea into national 
.sectors both the bottom of the sea as well 
as the volume and surface of water thus 
providing exclusive rights of the state. On 
the other hand, Kazakhstan wanted to 
divide Caspia on the basis of the Maw of 
the .sea’ thus providing division of only 
the bottom of the sea into national sectors 
{Finansavaya Izvestiya, April 8. 1998). 
Russia’s ‘colicctivi.st model’ for the ex¬ 
ploitation of Caspia has not received 
favourable response from other states. 
According to Rajan Menon (1998), “Rus¬ 
sia it-sclf did not push the proposal aggres¬ 
sively due to bureaucratic inllghting in 
Russia’s fragmented state which made a 
coherent policy on the Caspia welt nigh 
impei.ssible’'. In the opinion of Kirillov, 
indecisiveness on the part of Russia’s 
mini.stry of foreign affairs (MID) about the 
status of Caspia affected the interests of 
Russian firms. 

Even as the status of Caspia was being 
discussed, Azerbaijan, Kazakhstan and 
Turkmenistan, exercising their sovereign 
rights, formed an international consortia 
and called for tenders for the exploitation 
of oil and natural gas. Azerbaijan formed 
the Azerbaijani International Oil Consor¬ 
tium (AIOC) which includes British Petro¬ 
leum, Amoco, Pennzoii, Unocol, Exxon, 
Lukoil of Russia and Turkish Petroleum 
and the Azerbaijani state oil company, 
SOCAR. Azerbaijan also .set up another 


consortia, the Caspian Internatumtl Op¬ 
erating Company (CIOC) in which 
LukoilAgip, Pennzoii, Lukoil, SOCAR 
and Agip are the shareholders. Similarly, 
Kazakhstan formed the Caspian Sea Pipe¬ 
line Consortium (CPC) which includet 
Chevrem, Rosneft of Russia, Kazak State 
Oil Company, etc. According to some 
Russian reporu, it was not represented in 
the discussions while forming the consor¬ 
tia although the fact remains that Russia's 
privatised energy firms such as Rosneft, 
Gazprom and Lukoil did participate in 
some of these international consortia. 

Inability to arrive at the consensus among 
the CSS on the sutus of Caspia has often 
created problems for Russia. For instance, 
Russian firms Lukoil and Rosneft which 
participated in a major oil project had to 
withdraw from it since it was said to be 
located in an ‘intermediate zone' which 
Azerbaijan called ‘Kyapaz’ and 
Turkmenistan called it ‘Serdar’ and both 
claimed rights over it and called for ten¬ 
ders for exploiting oil. In a similar way 
Russia called for tenders for exploiting oil 
in Sever (northern) zone in which Lukoi', 
and Yukos(of Kazakhstan) participated. 
But it was later realised that it partly fell 
in the Kazakhstan sector. 

In April 1998 Russia and Kazakhstan 
became ‘shore brothers' after working out 
apreamble which ensures ‘sovereign rights 
of both the countries for the use of sea bed’ 
(Finansavaya Izvestia. April 29, 1998). 
An agreement to this effect was signed by 
Boris Yeltsin and Kazakh presideiii 
Nazarbaev in October 1998 during the 
former's visit to Kazakhstan. However. 
Azerbaijan looked at this with indiffer¬ 
ence. The Turkmen president also .seemed 
to be not in favour of the Russia- 
Kazakhstan po.sition that the Caspian Sea 
bed but not its waters be divided into 
national .sectors (RFE-RL Newsline, May 
19, 1998). During the visit of Boris 
Pastukhov, Russia’s deputy foreign minis¬ 
ter to Baku in April 1998 a protocol was 
signed between Russia and Azerbaijan to 
divide the bottom of Ca.spia on the basis 


Table: Oil and Gas Resources of Casfia and Ceniral Asia* 


Caspian Sea should be exploited with the 
agreement of all littoral .states without 
dividing the sea into national sectors. In 
this regard there was convergence of the 
position of Russia and Iran that both the 
sea bottom and water surface of the Caspian 
Sea be utilised equally by the CSS. But 
this view was not acccptalile to Azerbaijan 
and Kazakhstan possibly because they 
accouhicd for 80-90 per cent of about 
11.‘5-I30 billion barrels of the proven oil 
resources in the Caspia (see table). On the 


Country 


(Billion Barrels) 


(Trillion Cubic Fbet) 

Proven Oil 

Possible Oil 

Total Oil 

Proven Gas 

Possible Gas 

Tota( Gas 

Azcfbatjan 

3.6-11 

27 

31-38 

II 

35 

46 

Kazkhstan 

10-16 

85 

95-101 

53-83 

88 

141-171 

Russia 

0.2 

5 

5.2 

na 

na 

ns 

T urkinenistan 

1.5 

32 

33.5 

98-155 

159 

257-3H 

lian 

0 

12 

12 

0 

11 

II 

Uzbekistan 

0.2-0.3 

1 

1.2-I.3 

74-78 

35 

109-123 


Note: * The energy weahh of Russia and Iran depicted in the table covers only their Caspian Set 
zone. 

Source: Rajan Mcnon ‘Treacherous Terrain: The Political and Security Dimensions of Energy 
Development in the Caspian Sea Zone’, NBR ANALYSIS, Vol 9, No I, Pebiuary 1998, p 11. 
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Oil Export infrastructure in Central Asia and the Caucasus 
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[SnuxA. Central Intelligence Agency 

of the ‘middle line' and other norms of 
international law. According to Kirillov 
It amounted to a set back trom the original 
position thus making for a loss of influ¬ 
ence in the Caspian region. 

Another significant issue that Russia 
has been lacing is with regard to the 
network ol pipelines for transporting oil 
and gas trom the Ca.spian region. In the 
Soviet era, pipelines from Azerbaijan and 
Kazakhstan passed through Russia either 
tor consumption within tlie country or for 
export. Hence Baku-Grozny-Novorussisk 
pipeline (known as the northern route) 
from the Azerbaijan capital to the Black 
Sea port in Ru.ssia was the route for ex¬ 
porting oil. For the Caucasian republic of 
Azerbaijan a pipeline passing through the 
neighbouring republic ol Georgia would 
have been the nearest for exporting oil 
through the Black Sea. But the difficult 
mountainous terrain in Cicorgia possibly 
favoured the northern route. But more 
importantly in the past all decisions for 
production and transportation of oil and 
gas resources in the whole country were 
made in Moscow. The republics had hardly 
any say* in the matter. Since the Soviet 
break-up alternative routes technically 
more hazardous, are being considered. In 
fact, fwlitical considerations have become 
more important. In Azeibaijan, Kazakhstan 
and Turkmenistan, oil and g^ are the 
princip^ sources of revenue and export¬ 
ing them to earn hard currency is vital for 
their successful economic transition. 
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Dunng the last 4-S years, there have been 
many occasions when Azerbaijan and 
Kazakhstan have feltthatRussia was using 
the pipeline to its own advantage affecting 
the interests of other Caspian Sea states. 
Russians have their own story to tell. A 
Russian analyst observed that tor the 
Caspian states their national interest is top 
priority and the common interest of part¬ 
nership with Russia is given a secondary 
place. An article inFimnsovaya izvestiya, 
April 28,1998 observes thru Turkmenistan 
proposed that Russia should purcha.se 20 
million cu m of gas to be supplied to 
I Ikraine through Russian pipes by paying 
SO per cent of the cost in hard currency 
while Russia was unable to get $ 1 billion 
trom Ukraine for gas .supplied in 1997. 

Western countries have also realised 
that Russia will have powerful leverage 
if they depended only on the northern 
route. The US, UK, etc, have strongljr 
supported the opening of ui alternative 
route passing through Georgia andTurkey 
to transport oil from the Caspian Sea. In 
a detailed study of oil politics in theCaspian 
region, Ariel Cohen (1996) has opined 
that after the Soviet disintegration, the 
Russian military and security services 
intended to restore Moscow’s control over 
tlie region and over the pipeline routes (see 
map). In his view the US should not allow 
Russia to play a dominant role in Caspia 
as “otherwise Moscow will capture almost 
monopolistic control over this vital energy 
resource, thus increasing western depen- 


, dence upon Russia-dominated oil reserves 
and export routes”. Russia twnce can be 
an equal partner in the development of 
energy resources in the non-Russian sec¬ 
tors in the Caspian region. Moreover, 
western oil firms want an additional and 
competitive source of energy supplies to 
the Persian oil to meet their future needs. 

A somewhat different perception of the 
role of Russia in Caspia is to be seen in the 
observation of Federico Pena, US Depart¬ 
ment of Energy, that the US looked for¬ 
ward to co-operation and collaboration in 
the Caspian region through partnership 
with Russian companies. He also asserted 
that Caspia was strategically i mportant tor 
the US and that US companies were play¬ 
ing a leading role in the region. This is 
evident from the multiple pipeline strat¬ 
egy that the US has bwn promoting in 
Caspia. which in effect, reduced the role 
of Russia’s northern route in exporting oil 
from this region. 

In 199S, the AIOC decided to export oil 
through the western route (Baku-Supsa 
port on the Black Sea in Georgia) as well. 
Part of the Baku-Supsa pipeline needed 
to be recomstructed as it was worn out But 
there was support for this proposal not 
only from Georgia which would be a 
beneficiary since the pipeline would bring 
revenues to the countiy, but also by western 
oil firms. Thu Baku-Supsa 700 km pipe¬ 
line which is expected to cost about $1.1 
billion is in the final stage of construction 
and is expected to be completed by 
October W8. 

Another western route has received wide 
publicity for transporting oil from 
Azerbaijan to the we.stcm markets, and 
that is the proposed pipeline from Baku 
to Ccyhan (port city on the north-cast 
Mediterranean Sea in Turkey) passing 
through the territories of Azeibaijan, 
Georgia and Turkey. This I9(K) km pipc- 
lineis estimated to cost about $ 3 billion. 
For obvious economic and political rea¬ 
sons, Turkey has been taking an active 
role in seeking western assistance for the 
route. Reports indicate that US (lolicy- 
makers arid oil firms have strongly sup¬ 
ported this route. It appears that ground¬ 
work for this proposal was laid dunng the 
visit of Federico Pena to the Caspian .states 
and Turkey in 1997. It i.^ contended that 
this route will .serve the national interest 
of the US in meeting part of its own energy 
needs over the next 25 years when global 
energy demand i.s expected to double. 
Moreover, the proposed pipeline, it is 
argued, will bring economic prosperity to 
young democracies of the countries of 
Caspia-Caucasia which will ultimately 
facilitate their political .stability. A mea- 
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sure of great significance in this regard is 
that in May 1998 energy ministers of 
Turkey, Azertiaijan and Georgia signed a 
memorandum affirming support to the 
Baku-Ceyhan pipeline and that the presi¬ 
dents of the three countries are expected 
to sign stxin. This will give a boost to US 
policy-makers and the oil companies of 
the western countries. 

Russian firms such as Lukoil, Rosneft, 
etc, have been participants in Azerbaijan' s 
international oil con.sortia of AIOC and 
CIOC enjoying 7-10 per cent share. But 
in the three latest contracts signed in May 
1998 by the Azerbaijan government in the 
Kyurdashi field with proven reserves of 
100million tonnes, .south-west Gobbustan 
field with 50 mil lion tonnes and Kyursangi 
oil deposits. Russian finns arc conspicu¬ 
ous by their absence, whereas Japan’s 
Mitsui, Turkey’s Tospo, US’s Union 
TEXAS, and British and Saudi firms are 
represented. Azerbaijan's SOCAR firm 
holds 40-50 per cent of shares in each of 
the three projects (RFE-RL Newsline, 
June 3, 1998). 

• Kazakhstan is another important Caspian 
country with huge reserves of oil and gas. 
In the Soviet era oil from this republic was 
transported through the pipelines passing 
through Russia to Novorussisk port after 
the Soviet break-up, Kazakhstan has often 
experienced difficulties in exporting oil 
through this traditional route. Hence ef¬ 
forts have been made to find alternative 
routes to export oil and earn much needed 
hard currency. To avoid constraints of 
exports through Russia, Chevron located 
in Kazakhstan was .sendi ng oi I from Tengiz 
oil fields to Baku by barge and then by 
rail to the Georgian port of Batumi on the 
Black .sea bypassing Russia. In January 
1998 an oil trans.shipment terminal was 
opened at the Azerbaijani port of Dyuband 
south of Baku for handling Kazak oil 
(Summary of World Broadcast (BBC) 
Former USSR. January 9, 1998). 
Kazakhstan explored another alternative 
route - a swap deal with Iran under which 
Kazakhstan .sends oil to the northern part 
of Iran and in turn, Iran exports equivalent 
quantity of oil from its .southern ports in 
the Persian Gulf. In addition to these alter¬ 
natives. Kazakhstan had been considering 
an eastward mute as China is a major 
market for oil. Prospects for this proposal 
pos.sibly became brighter when Chevron 
started exporting Tengiz crude oil to the 
refinery at Unimqui in China’s Xiniang 
region by rail. In turn, considering vast 
resource potentialities of Kazakhstan and 
its own energy needs, China has invested 
in Aktyubinsk and Uzen fields in western 
Kazakhstan. Fuiiher in February 1998. the 


l!!!hmese National Oil and Gas Cor^ra- 
■lion (CNOGC) paid $ 320 million to 
Kazakhstan’s Aktyubinsk Oil and Gas 
Company for 60 per cent of its shares. 
(Kazakhstanskaya Pravda, February 21. 
1998). Rajan Menon comments that this 
proposed 6,000 km eastern pipeline in¬ 
volves a large investment and it was 
doubtful whether China could raise that 
much money and whether it could be com- 
niercially viable. According to some 
experts barring the distance factor, this 
eastern route does not involve any third 
country and would have fewer legal and 
political problems. 

Notwithstanding these developments, 
Russia .seems to huve made efforts to retain 
closer links with Kazakhstan in the Caspian 
energy field. This is evident from the fact 
that Russia is one of the important partners 
in the 1,580 km Caspian Pipeline Consor¬ 
tium (CPC) which carries oil from Tengiz 
legion to a new terminal near Novorussi.sk 
on the Black Sea which can export 67 
milliontonnesofoilperycar.Russia’s share 
in the CPC is about 24 per cent. Chevron 
15 percent, Mobil 7.5 per cent, etc. Equally 
significant is the fact that in January 1998 
Russia’s Lukoil and Kazak oil have en¬ 
tered into an agreement for joint drilling 
in the Ca.spian region which will make 
Russia’s Lukoil the biggest investor rais¬ 
ing its share capital to $ 740 million in 
.seven major oil fields by the year 2000. 

Turkmenistan is in a less enviable 
position. This is partly because 
Turkmenistan’s proven re.servcs of oil are 
relatively less although that of natural gas 
are abundant (see ta bte). But Turkmenistan 
is more dependent on Russia’s Gazprom 
company which handies almost the entire 


tiWsportation of 40 bilHon cubic metfbs 
of natural gas supplying mainly the former 
Soviet republics such as Ukraine, Geor¬ 
gia, etc. However, to increase exports to 
hard currency countries and to reduce 
dependence on Russia, Turkmenistan has 
been exploring alternative routes. In 
October 1997 Central Asia Gas Pipeline 
(CENTGAS) an international consortium 
was formed with theparticipationof others 
such as UNOCOL, DELTA of Saudi 
Arabia, and firms from South Korea, Japan 
and Pakistan to construct 1,271 km pipe¬ 
line from Turkmenistan to Multan in 
Pakistan at a cost of about S 2 billion. The 
construction is to start by December 1998 
to be completed by the year 2001. As per 
some reports, it is envisaged, though very 
unlikely in the foreseeable future, that the 
pipeline could be extended to India with 
an additional cost of $ 600 million for an 
additional distance of 640 km. But this 
route has to pass through Afghanistan and 
the political situation in that country will 
be a critical factor. Turkmenistan has also 
been exploring another route towards 
China and Japan through Uzbekistan and 
Kyrgyzstan. This will be a 5.(XK) km long 
route which, according to some experts is 
economically less attractive. However, 
Turkmenistan seems to be more success¬ 
ful in exporting natural ga,s to Turkey via 
Iran after an agreement was reached in 
1995 among the three countries. In 1997 
US agreed to purchase about 28 billion 
cubic metres of Turkmenistan's gas via 
the Iranian pipeline. But the prospects ol 
export of Turkmen gas to western Europe 
and the US may be affected as the US is 
critical about pipeline passing through Inui. 
In order to overcome such possible prob- 
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Fmamovaya hvestiya on April 28,1998. 
Turkmen president S Niyazov met US 
presidem Bill Clinton in Washington on 
April 24.1998 during which an agreement 
was signed fur transporting Caspian gas 
with the US assistanoe. 

Ail this is likely to reduce Russia’s 
importance and hence its influence on 
other Caspian states. Therefore, realising 
this possibility, the former energy mini.s- 
terof Russia Valeri Garipov made persua¬ 
sive arguments to convince western pow¬ 
ers and oil Firms that transportation by the 
northern route was twice or thrice cheaper 
than that of the western mutes passing 
thmugh Georgia. Turkey. Ukraine, etc. 
According to him Russia's Transneft 
ensures reliable operation of pipelines and 
high quality of transportation services and 
new technology to all clients including 
Azerbaijan. Kazakhstan, etc. Transneft has 
not only reconstructed pipelines passing 
thmugh the Chechen republic but has also 
offered seven altemati vc equally economic 
routes bypassing Chechnya to ensure that 
ethnic conflict there docs not affect 
Ru.ssia's interest. Russia's contention is 
that economic considerations should pre¬ 
vail over political considerations for the 
other Caspian .states as also for the western 
countries (Huuia Business Watch, Wash¬ 
ington Fail 1997. p 32). 

Georgiy Chanluriya, an official of the 
Georgian International Oil Company 
claims that the Azcri-Gcorgian (Baku- 
Supsa) western route will be the most 
economical fur transporting Caspian oil 
to the Black Sea coast and hence advan¬ 
tageous to foreign oil importing partners. 

There are differences in the perception 
and assessment about the economic via¬ 
bility of pipeline routes among the west¬ 
ern oil companies. For in.slance. the Brit¬ 
ish Petroleum, an important partner in the 
creation of the iiiternalional consortium to 
develop A/eri oft shore oil fields, is luke¬ 
warm about the proposed Baku-Ceyhan 
oil pipeline {RFE-RL Newsline, May 15, 
1998) stres.smg that more than one pipe¬ 
line would he used to export Azeri oil. In 
fact, the govemmentof Ukraine and British 
Petroleum arc making efforts to develop 
the Odessa-Bitxly pipeline. The Ukrainian 
government has proposed the setting up 
of an ihtemational consortium to complete 
the construction of Odessa-Brody pipe¬ 
line and of the oil terminal at Odessa with 
an annual capacity of 12 million tonnes. 
In contrast James Tilley of the Caspia 
International Petroleum company, has 
implicitly supported the Russian view¬ 
point, that western firms .should utilise the 
existing northern route which is the main 
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m^e huge investments in Caspia on the 
basis of vast potential reserves of oil, some 
analysts caution that exp^tations of huge 
potential reserves may not materialise. 
Apsut from this, in the opinion of western 
experts on Ca.spia. there are problems of 
security for thepipelincs which pass through 
several autonomous regions inhabited by 
ethnic groups which are politically sensi¬ 
tive - Chechnya in Russia, Meshketiya, 
Javakati in Georgia, etc. In the aftermath 
of the Soviet break-up, ethnic problems 
have often led to conflicts and violence. 

Even as significant developments have 
been taking place in the energy rich Caspian 
region since the last six or seven years in 
which many countries are actively partici¬ 
pating. India appears to be rather slow in 
taking interest, although developments in 
the Caspian region should be of concern 
tolndiaasamajorimporterofoil. Recently, 
India has shown an active interest in the 
region particularly. Azerbaijan and 
Kuzakh.stan. For instance, following a 
meeting of the Indian delegation with 
Azerbaijan's president Heyder Aliev, India 
is set to participate in oi I projects andhave 
some .stake in Ate.shgyakh or Kyrdashi oil 
I leld {Summary of World Broadcast (BBC) 
I ormer USSR. February 6. 1998). In this 
regard the visits of the Indian foreign 
secretary K Raghunath to Baku and subse¬ 
quently of the petroleum and natural gas 
mi nister V K Ramamurthy during the fifth 
international Caspian oil and gas exhibi¬ 
tion in Baku in May 1998 in which ONGC 
participated arc significant. It is important 
to note that India has maintained cordial 
political relations with all the Caspian 
countries. Moreover, India has developed 
technical expertise in the exploration and 
exploitation of oil and gas over the last 
lew decades with the collaborations of the 
former Soviet Union. Therefore, it should 
he possible for India to utilise these 
advantages to successfully participate in 
international tenders being invited by the 
Caspian countries from time to time. 

After the Soviet break-up. the Ca.spian 
region has become the venue of intense 
competition among the big powers remi¬ 
niscent ot the early 20 century Rus.so- 
British clash over Caucasia and central 
Asia. The stake is not geopolitical domi¬ 
nation over the region, but indirect control 
over die rich energy resources of Caspia. 
Gut of five littoral states of Caspia, only 
two states, Azerbaijan and Kazakhstan 
account for most of the proven oil re¬ 
serves. In fact, the proven oil reserves in 
the Russian sector of Caspia are negligible 
although Russia is rich in its own right 
with reserves in other parts including 
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Caspia. What has added to the cdm|dexity 
of the situation is that the existing pipe¬ 
lines pass through Russia. Making it both. 
a partner and a competitor in the energy 
field in the Caspian region. Notwithstand¬ 
ing the present decline in oil prices in the 
world market, billions of dollars are being 
invested by leading oil companies not 
only for exploration and exploitation of 
oil in Caspia but also for finalising alter¬ 
native routes to pipe out oil in the direction 
of the west and the east to reduce depen¬ 
dence on the existing northern route which 
passes through Russia. 

For the newly independent Caspian 
slates of Azerbaijan, Kazakhstan and 
Turkmenistan, the export of oil and gas 
to world markets is a major source of 
income, necessary for their economic 
survival. Perceiving that Russia may want 
to become a competitor ratherthan a partner 
for the development of energy resources, 
they have attempted to a.s.seit their sove¬ 
reign rights, and have taken a position on 
the status of Caspia which is different 
from that of Russia. They have actively, 
sought support and collo^iration of sev¬ 
eral developed countries to invest in 
Caspia's energy sector which will also 
indirectly help them to strengthen their 
political stability and acquire international 
recognitiori. These Caspian states have 
maintained cordial relations with Moscow 
although the degree of interaction with 
Russia varies fur each Caspian state. 

In the post-Soviet scenario, Russia 
cannot expect to retain its original influ¬ 
ence much less control over the Caspian 
region. Setbacks in Russia’s policy on 
Caspia with regard to both its status and 
pipeline issues, may be partly attributed 
to (he delay in accepting these realities. 
Russia needs to depend mure on economic 
rather than political leverage to retain its 
influence in the Ca.spiun region. But its 
ability to exercise economic leverage is 
limited by its own domestic economic 
compulsions and consiiMiius and by the 
aggressive role of the major international 
oil companies politically supported by 
developed countries to control energy 
resources of Caspia. Being an oil import¬ 
ing country, India needs to play a more 
active role in the Caspian region. 
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India and Ongoing Review of 
WJO Dispute Settlement System 

B S Chimni 


India should question the heads-I-win-tails-you-lose approach of the 
present rule-oriented WTO dispute settlement system whereby it is 
expected to strictly fulfil its obligations when more powerful states 
can avoid doing so through the incorporation of novel interpretive 
schemes or by using the national security exception clause. 


I 

Introduction 

THERE is under way in the World Trade 
Organisation (WTO) a review of the 
Understanding on Rules and Procedures 
Governing the Settlement of Disputes (the 
‘DSU’) adopted as a part of the Final Act 
Embodying the Results of the Uruguay 
Round of Multilateral Trade Negotiations 
(hereaflerthe ‘Final Act’). The review pro¬ 
cess is to be completed in the next couple 
of months. It is of utmost importance that 
India does not merely raise technical and 
procedural issues in the review process 
but attempts to draw attention to the 
fundamental problems which characterise 
the WTOdispute settlement system (DSS) 
and suggest solutions which safeguard the 
interests of the Indian people. In this note 
I will, eschewing details, argue that India 
should, among other things, contend that 
the mie-oriented system which has been 
e$tab]i.shed by the DSU is of uncertain 
value to It and the nest of the third world 
and that it should be substituted by a 
system which gives greater weightage to 
national interpretations and determinations 
of rules which constitute the WTO regime. 

Let me elaborate. There is a consensus 
among western researchers that the WTO 
DSS represents a move from a power- 
oriented system (as embodied in GATT) 
to a rule-oriented system. For example, 
according to Trebilcock and Howse “the 
Uruguay Round Understanding on 
Dispute Resolution seeks to ^vance sub¬ 
stantially the legal orders conception of 
the GATT’.' The incorporation in the 
DSU of the negative consensus principle 
is in particular seen as an important step 
in this direction. Its inclusion in the DSU 
ensures that the reports of WTO panels 
or the Appellate Body (established for the 
first time and viewed as the other signifi¬ 
cant step in establishing a rule-oriented 
system) will more or less be automatically 
adopted by the WTO Dispute Settlement 


Body (DSB) which is composed of rep¬ 
resentatives of ail the member states. 
According to Article 16(4) of DSU, 
“Within 60 days after the date of circu¬ 
lation of a panel report to the Members, 
the Report shall be adopted at a DSB 
meeting unle.ss a party to a dispute for¬ 
mally notifies the DSB of its decision to 
appeal or the DSB decides by consensus 
4iot to adopt die report'. The same rule 
applies in the case of the adoption of a 
report of the Appeijate Body. The mean¬ 
ing of con-scnsus is stated in a footnote 
to Article 2 para 4; “The DSB shall be 
deemed to have decided by consensus on 
a matter submitted for its consideration, 
il no Member, present at the meeting of 
the D£^ when the decision is taken, 
lormally objects to the proposed deci¬ 
sion’’. Read together Articles 16(4) and 
2(4) guarantee that a report of a Panel or 
an Appellate Body will inevitably be 
adopted as it is difficult to imagine a situ¬ 
ation in whichastate winning itscase before 
a WTO Panel or Appellate Body will vote 
against the adoption of the relevant report. 

To the extent that the move to a rule- 
oriented DSS represents an attempt to esta¬ 
blish the rule of law in the world of inter¬ 
national trade it is welcome. For in a battle 
of briefs the less powerful countries in the 
international trading system have a better 
chanceofhavingtheirviewsaccepted than 
in negotiations openly visited by power. 
1 will however dissent and contend thu 
the move towards a nile-oriented system 
III the WTO is of uncertain value for the 
underdeveloped world, in particular India. 
First, a posit ve evaluation of the WTO 
DSS is sustained through viewing it in 
.separation from the substanti ve rules which 
constitute the trading regime. Whereas the 
characterisation of a DSS as progressive 
nr otherwise should depend on m assess¬ 
ment of the content of the niies which are 
to be interpreted and enforced. In other 
words, while a rule oriented DSS has some 
intnnsic value it is mistaken to believe that 


it automatically translates into justice in 
the international trading j^stem, Jta die case 
of the WTO perhaps the contrary is true. 
Since the substantive rules essentially 
codify the interests of the dominant actors 
in 'international bade’, a lule-oriented 
systemonlycontributestotherigid enfbice- 
ment of the embodied inequities.^ It also 
explains the paradox that the developing 
countries are making greater use of the 
WTO DSS than they did of the GATT 
DSS: it Is a desperate search for fairness 
in the international hading system. While 
I am convinced that the fact diat India has 
little to gain from the substantive rules is 
sufficient reason for rethinking its ap¬ 
proach to the WTO DSS, I will not pursue 
this line of argument further here. 

Indeed, I will concede that despite the 
bias of the substantive regime the rule- 
oriented DSS has the potential of hurting 
the principal actors in the international 
trading system. The problem however is 
that in certain key areas the rule-onented 
DSS has been so constructed as to leave 
open vast inteipretivc spaces through 
which powerful states can safeguard their 
critical interests. For instance, as I shall 
argue in detail in Part II of the paper, 
concerned about the possibility that a rule- 
oriented system may on occasions prove 
inimical to the interests of even the most 
powerful state, the United States has 
contrived to include in the key agreement 
on anti-dumping special interpretive rules 
which all but ensure that WTO DSS will 
accept the determinations made by its 
national agencies. Needless to add, the 
anti-dumping provisions of the Final Act 
are very often invoked by the developed 
world against competitive exports from 
the third world to give protection to their 
domestic industry.-^ 

The heads I win and tails you lose 
approach this represents is supported by 
certain other rules and procedures of the 
GATT/WTO regime. Of these 1 would 
like to focus, in Part III of the paper, on 
the national security exception clause 
contained in Article XXI of GATT for it 
has troubling implications for India in the 
post-Pokhran II era. Article XXI appears 
to allow states to justify the non-fulfilment 
of any WTO obligation in the name of 
national security. While die natioiud se¬ 
curity exception clause contained in it 
can be invoked by all states its use by 
dominant states is likely to have grave 
implications for the trade and security of 
other states in the international system. 
Policy-makers in India therefore need to 
take a close look at it. 
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I will at^pt to ]od( at certain 
aspKts of the WTO rules and the DSS to 
conleiKl that powerful states appear to 
have the best of both worids in what is 
described as a rule-oriented system. On 
the one hand, a rule-oriented DSS allows 
these states to ensure that the developing- 
countries wodd fpifils their obligations 
under the WTO regime. On the other hand, 
the system is appropriately non-rule 
oriented when it ^dresses those areas 
where a rule oriented DSS £ould harm 
the mterests of these .states, as in the case 
of anti-dumping. The national security ex¬ 
ception clause likewise allows sufficient 
flexibility to the powerful states to pursue 
unconstrained non-trade objectives. 

If this analysis is correct then 1 would 
like to suggest that India .should pursue 
in the ongoing review process a strategy 
which seeks to make the present DSS lesis 
rule-oriented as a whole. As will become 
clear in the course of my expn.sition. by a 
less rule-oncnted system I mean a system 
which pays gieater deference to the deter- 
|ininations and decisions of national authori¬ 
ties with respect toall the agreements which 
constitute the Final Act. To put it differ¬ 
ently, the DSS must be made less rule- 
oriented nut by restoring the previous 
power-orien(edsystcmba.sedonthe positive 
consensus principle but through redefin¬ 
ing the meaning ol a rule-oriented .system. 


II 

Deference to National Governments 
and the Anti-Dumping Code 

Among the key issues which arose in 
the course of negotiating the WTO DSU 
was as to how far panels should show 
deference to determinations arrived at by 
national agencies and authorities. A view 
was exprc.s.sed by the United States that 
in the past GATT panels “had over-reached 
their authority and been too intrusive in 
disagreeing with national government 
authorities”.** While perhaps the principal 
area of concern was past panel decisions 
on anti-dumping rules, the objection was 
framed by the larger objective of making 
the WTO DSS more deferential towards 
national interpretations of international 
trade obligations. Insofar as the specific 
problem of anti-dumping was concerned 
the Final Act conceded ground to those 
who felt that the GATT panels had been 
too forward in their decisions. Thus. Article 
17.6 of the Agreement on Anti-dumping 
contains a most unusual provisiiHi from the 
standpoint of international law (as op- 
^posedto national law). It reads as follows: 
In examining the matter referred to in 
paragraph S: 

(i) in its assignment of the facts of the 
matter, the panel shall determine whether 


die authorities’ establishment of the facts 
was proper and whether-their evaluation 
of those facts was unbiased and objective. 
If the establishment of the facts was proper 
and the evaluation was unbiased and 
objective, even though the panel might 
have reached a different conclusion the 
evaluation shall not be overturned', 

(ii) the panel shall interpret the relevant 
Provisions of the Agreement in accor¬ 
dance with customary rules of inteipret- 
ation of public interaaiional law. Where 
the panel fmtls that a relevant provision 
of the Agreement admits of more than tme 
permissible interjaetation. the panel shall 
find the authorities’ measure to be in con¬ 
formity with the Agreement if it rests upon 
one €if those permissible interpretations. 
(Emphasis added.) 

Tile model on which this Article 17.6 is 
based is that of administrative law juris¬ 
prudence of the US.' It imposes serious 
constraints on the power of a WTO panel 
to question national determinations. Clause 
(li) in particular compels panels to accept 
alternative intcipretations of a provision 
of the agreement as long as it falls within 
the category of ‘permissible* interpret¬ 
ations. However, as has been pointed out 
that unlike in the instance of US juris¬ 
prudence the i\i)rd used here is ‘permis¬ 
sible’ and not ‘reasonable*. The reason for 
this replacement is significant. According 
to Croley and Jackson this substitution 
was a result of a ‘compromise’ in order 
to accommodate those 
...who wanted to ensure the effectiveness 
of many rules of the WTO. particularly 
those in the intellectual property area These 
interests also believed that the “reason¬ 
ableness criteria” would constrain panels 
too much, and make it difficult lo success¬ 
fully challenge objectionable practices 
that were inconsistent with various WTO 
rules.* 

In other words, it was not certain at this 
stageastowhetherthe provisions of Article 
17.6 would be confined to the question 
of anti-dumping and would not have 
general applicability. That it was so con¬ 
fined was because it was felt that allowing 
divergent national interpretations of the 
different agreements which formed a part 
of the Final Act could lead to undermining 
the DSS itself and prove counter-produ¬ 
ctive. In the words of Petersmann; 

An assumption of the legitimacy of diver¬ 
ging national interpretations could trans¬ 
form the WTO into a ‘tower of bahef and 
conflict with the declared objective of the 
WTO dispute settlement procedures “tO' 
clarify the existing provisions of those 
agreements in accordance with customary 
roles of interpretation of public inter¬ 
national law” (Article 3:2 of the DSU). 
This could undermine the declared objec- 
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live of "the maintenance of a proper bolam 
of rights and obligations of memben 
through “the prompt settlement of situi 
lions in which a member considers Ihi 
any benefits accruing to it directly or ii 
directly under the covered agreemeti 
are being impaired by measures uke 
hy another Member” (Article 3.3 of tf 
DSU).’ 

In the same vein Crolcy and Jackson writi 
Standing alone, that deferential review 
necessary to protect authorities' nation 
sovereignty fails to acknowledge that son 
balance between authorities' interest 
protecting their sovereignty, on the ni 
side, and the broader inierest in realisii 
the gains of international co-ordinalio 
on the other, must be struck. The argume 
proves t(K> much, in other words, as 
unwittingly challenges the very rationa 
of the GATT/WTO itself." 

In their view; 

...perhaps all that is required is that pane 
(including appellate panels) perceive at 
show sensitivity toward the issues invol vr 
when an international body reviews tl 
legal appropriateness of national goven 
ment authorities’ actions.^ 

This seems a reasonable view but ove 
looks, first, the politics of intcrpretatioi 
It is difficult to imagine texts which oi 
as filled with ambiguity as the agreemen 
which form part of the Final Act. It is the 
not difficult to imagine that over a peric 
of time the jurisprudence with which tlic! 
ambiguities will, under the pressure i 
non-compliance of key players,be fille 
will lend to favour the dominant slate 
But second, and more significantly, coi 
trary to the impression that Crolcy nr 
Jackson give, their view does not seek i 
.strike a balance between national ar 
multilateral interests with respect to a 
areas of WTO operation. A clo.se readir 
of their argument reveals that they do m 
seek to universatise the nuanced approac 
to the actions of national authorities h 
to insist that this be the ca.se where js.sui 
like anti-dumping are concerned. On d 
other hand, it is the burden of my aigiume 
that countries like India should insist th 
this be the case with respect to all obi 
gallons. Thus, India’s interpretation of i 
obligations under the TRIPs Text (fi 
example, of its Article 8)*' should also t 
upheld as long as it can satisfy the ‘pe 
missible’ interpretation criteria. There 
a possibility of advancing this line < 
argument for the ministerial conferem 
which adopted the Final Act took a .sign 
ficant decision which was made a part < 
the text of the Final Act: 

Decision on Review of Article 17.6 of ti 
Agreement on Implemeniiuion if A rticte ' 
of the General Agreement <m Tariffs at 
Trade I9V4 



Ministers decide as follows: 

The standard of review in paragraph 6 ol 
Article 17 of the Agreentcnt on the Imple¬ 
mentation of Article VI ot GATT 1994 shall 
be reviewed after a period of three years 
with a view to considering the question 
of whether u is capable of general appli¬ 
cation. 

Currently, a general review ol the WTO 
DSS IS underway and offers the opportu¬ 
nity tt> India to argue for the universali- 
sationoftheapplicabiliiy of Article 17.6 in 
order tosatcguaid the inieresisofthe Indian 
people. I now turn to an analysis of the 
national .security exception ciaase in GATT. 

Ill 

Interpretation of GATT National 
Security Exception Clause: 

Complete Deference to States 

The relevant parts of Article XXI of 
GATT read as follows: 

Nothing in this agreement shall be con¬ 
strued 

(a) ... 

(b) to prevent any party from luking any 
action which it considers necessary for the 
protection of essential security interests 
(i) relating to fissionable malerials or the 
materials Irom which they are derived; 
lii) relating lo iralTic in arms, ammunition 
and iinplcmeras of war and to such traffic 
in other g(H)d and materials as is carried 
on directly or indirectly for the purpose 
of supplying a military establishment: 
tiii) lakcn in time of war or other emer¬ 
gency in international relations. 

The interpretation of Article XXI raises 
the issue of whether the WTO DSS has 
the authority to review a national security 
claim liy a member .state lo refii.se to fulfil 
certain obligations. This is a critical issue 
for. in the words of one .scholar, “there is 
litllc doubt that Article XXI oflhc GATT 
employs a very vague concept; it is thus 
a far-rcaching national security exception 
with broad potential for abuse. Article 
XXI is a possible threat to the delicate 
.system of WTO/GATT rules’’.'^ 

'file International Court of Justice (ICJ) had 
in the Niraraf>ua ca.se (1986) had occa¬ 
sion to consider a national security excep¬ 
tion clause which was contained in Article 
XXI of the 1956 Treaty of Friendship, 
Commerce and Navigation (FCN) arrivcii 
at between the Unites States and Nicara¬ 
gua. Article XXI ol ihe FCN treaty per¬ 
mitted mcufttires "necessary to protect (...] 
c.sscntial security intercsks”. It is not widely 
known that the ICJ in its decision directly 
compared the wording of the FCN treaty 
with Article XXI ot GATT and observed: 
Th.ii the Court has |uri.sdiclion to deler- 
mmo whether measures taken by one of 


the partie.s fall within such an exception. 
IS also dear a ctmtrario from the fact that 
the text of Art XXI of the Treaty does not 
employ Ihe wording which was already to 
he kntnd in Article XXI of the General 
Agreement on Tariffs and Trade. This 
provision of the GATT (...] stipulates that 
the Agreement is not to be construed to 
prevent any party from taking any action 
which it 'considers necessary for the 
protection of its essential security inter¬ 
ests' {..,]. The 1956 Treaty, on the con¬ 
trary. speaks simply of 'necessary' mea- 
.surcs. not of those considered by a party 
to be .such.” 

Ii is clear from the opinion of the ICJ that 
II distinguished between an objective 
tiirmulation (‘necessary ’) and a .subjective 
formulation (‘considers necessary’) and 
concluded that the latter removed the matter 
from its juri.sdiction. 

GATT practice also revca],s that states 
are unwilling to have a panel, or any other 
bexly, review their invocation of the national 
.security exception clause. For example, in 
1982. during the di.scussion of the trade 
rc.strictions aficciing Argentina for non¬ 
economic rea.son.s the US representative 
staled that “the General Agreement left to 
each contracting party the judgment as to 
what it considered to he neccs.sary to protect 
its .security interests. The Ct)NTRACTING 
HARTIE.S has no power to question that 
liidgement.”’'* The representative of the 
EC slated that Article XXI “constituted a 
general exception, and required neither 
notification, justification, nor approval, a 
procedure confirmed by 35 years of imple¬ 
mentation of the General Agreement”.*-^ 
However, despite the obiter dictum of 
the ICJ. and the views expre.ssed by the 
United States and HC in the post, the 
language of Article XXI appears to ofi'er 
Ihe possibility of arriving at a view which 
lakes into account both the concerns of 
a state invoking Article XXI along with 
that of affected states through fireusing 
attention on the .sub-clauses of clau.se 
(b) which appear to limit the freedom of 
stales. This understanding is supported, 
first, by the fact that the CONTRACTING 
HARTIRS of GATT in 1981 adopted a 
‘ Decision Concerning Article XXI' which 
nolcd that Article XXI could constitute an 
“element of disruption and uncertainty for 
iiucrnaiional trade” and affirmed that all 
parties affected action under it “retain 
their lull rights under the General Agree- 
nicm”.'^ While legally speaking this 
decision did not ofter an authoritative 
interpretation of Article XXI, leaving the 
question open, it docs offer a preliminary 
view on the subject. Second, in a recent 
di.spuic between the BC and the US over 
the 1996 Helms Burton Act the EC ap¬ 


peared to contend thgf the national secu¬ 
rity exception clause is justiciable. The 
Helms Burton Act provides, among other 
things, for basis of claims in US courts 
against anyone who trafTics in pfx>perty 
confiscated by theCuban goverrunem from, 
persons who are US citizens. The execu-' 
lives of corporations who traffic in such 
property are to be denied entry, into the 
US. Upset over this the EC, aftw a series 
of infructuoas consultations, requested the 
establishment of a panel in October 1996. 
It claimed that the Helms Burton Act 
violated several provisions of GATT. The 
matter was however settled through dip¬ 
lomatic negotiations and die US and EU 
concluded a MOU on April 11. 1997 in 
which they agreed to .suspend the proceed¬ 
ings of the panel. But there is little doubt 
that the EU was willing to challenge the 
national security defence which the US 
would have in all likelihood advanced if 
the case had proceeded before a panel. In 
brief, the move of the EC to request the 
establishment of the panel supports (he 
view that the national .security exception 
clause is justiciable. ^ ' 

But even if this view is accepted it will 
only be in the rare instance that a WTO 
panel will find against the state asserting 
the national security defence; 

Assuming |...l that in principle the panel 
ha.s competence to decide upon the ques¬ 
tions emanating from Article XXI ot the 
GATT, it has to be noted that the panel’s 
powers are severely limited and that the 
state concerned has a wide margin of appreci¬ 
ation: since .security to a large extent is a 
question of perception and not ot hard 
fact, it IS primarily -but not .solely - the 
.state that is competent lo determine the ex¬ 
istence of an emergency in intemutionai 
relations. ” 

Thus, Article XXI harbours great poreri- 
tial fur abuse. This abuse can have grave 
consequences lor the inicmatiunal trading 
system when invoked by powerful states. 
While it may not be frequently resorted 
to. its u.se in critical situations can cause 
serious injury. India has already become 
an illegitimate target of Article XXI; it is the 
only defence that the US has to its impo¬ 
sition of sanctions after Pokhran il imsofar 
as they conflict with their GATT/WTO 
obligations. And given the wordings of 
Article XXI India will find it difficult to 
have a WTO panel hold agaiast the must 
powerful state in the intemalioiial system. I 

IV 

Coachision 

' 1 would therefore like to reiterate;.' ' 

conclusion that India should question the 
heads I win and tails you lose approach 


Br.nnnm». niul PnlitirnI Wmkiv Januarv 30. 199*1 



I 




of tife present mle*oi1ente<t WTO DSS 
wheitby tl is expected to strictly fulfil its 
oblivions when more powerful states 
can avoid doing so trough the incorpo- 
ratiop of novel interpretive schemes or 
usin| the national security exception 
clause. There are, 1 must emphasise, other 
provisions inf the GATT/WTO regime 
which I have not touched upon (the pro¬ 
vision governing the trade-environment 
interface, the agreement on subsidies, etc) 
which likewise offer the space to the 
principal trading states to harm the cause 
of the underdeveloped world.But that 
is another story for another time. For Che 
present I would like to plead with those 
in charge of policy-making in this country 
to frame a negotiating and litigating stra¬ 
tegy which allows the Indian people to 
protect their vital intere.sts. 

India would appear to have two options: 
either to argue in favtnir of making the 
present DSS more rule-oriented or to 
attempt to univcrsulise the .standard of 
review contained in the agreement on 
anti-dumping. I would suggest the latter 
course of action for the following rea.son.s. 
First, it is doubtful if the system can be 
made more rulc-oricntcd in view of its 
negative implications for certain critical 
intcrc.sts of the dominant states. Second, 
it is unlikely that a WTO panel will find 
against a .stale invoking the national .se¬ 
curity cxceptKMi clause. Third, strength¬ 
ening the rulc-oncntcd DSS is not in India's 
iniere.sts as it gains little from the substan¬ 
tive trade rules which the DSS will inter¬ 
pret and enforce. Fourth, it will have even 
less to gain from the envisaged agree¬ 
ments on investment, social clause and the 
trade-cnvinmmcni interface. Filth, even 
when the WTO DSS decides a ca.se in 
favour of India it will not always be easy 
to effectively enforce the .same against the 
developed countries in the face of asym¬ 
metrical power relations. Sixth, the threat 
of unilateral retaliations is not ruled out 
in practice de.spitc the establishment of the 
rule-oriented .system. Consequently, India 
should argue in favour of the general ap¬ 
plicability of the rationale which informs 
Article 17.6 of the agreement on anti- 
Dumptng. It will stand to gain from a DSS 
which pays greater deference to the na¬ 
tional inleqtrctations of all the obligations 
undertaken under the WTO regime. It 
should therefore attempt to persuade the 
rest «»f the WTO membership that an 
imbalance between international ohitga- 
lions and domestic independence will 
undermine the GATT/WTO regime and 
the principles upon which it is based. 
This should not be dilTicult to do when 
it is kept in mind that Article 17.6 applies 


to an iitsue area of which the following 
is said: “For all practical purpose.s, there 
is nothing wrong with dumping, as it is 
a normal business practice. The problem 
is anti-dumping”.^” Surely, the appficar 
bility of Article 17.6 cannot be withheld 
from the rest of the WTO agreements. 
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WHAT exactly was Jawaharlal Nehru’s 
policy on Kashmir before he publicly ruled 
out a plebiscite in the state in early 19547 
On the eve ol independence, the AICC's 
stand, as declared in its resolution of June 
15.1947. was that ‘the people of the states 
must have a dominating voice in any 
decision.s regarding them”. In contrast, 
Mohammed Ali Jinnah asserted, on July 
.30, that the ruler would decide which of 
the two slates to accede to “or to remain 
independent”. When a dispute grosc with 
Pakistan over Kashmir's accession to India 
on October 26, 1947 following a tribal 
raid I rum Pakistan. Nehru said repeatedly 
that the people would, nonetheless, decide 
the issue in a plebiscite. The two countries 
arrived at an “international agreement”, to 
use V K Krishna Menon’s words, on the 
modalities of a plebiscite in the form of 
two re.soultioiis ot the IJN Commi.ssion for 
India and Pakistan (UNCIP) dated August 
13.1948 and January 5,1949. On this basis 
a ceasc-fire was declared on January I. 
1949. The resoultions received the en¬ 
dorsement of the UN .Security Council. 
They were never carried out. 

From 1947 till l953Nchruwa.sprofu.se 
in proclaiming his commitment to hold a 
plebiscite (A G Noorani. The Kashmir 
Question, Bombay. 1964, pp 33-68). On 
record alsti are the speeches of Kashmir's 
prime minister .Sheikh Muhammed 
Abdullah from 1947 till 1952 which re¬ 
flected a strong disapproval of plebiscite. 
The roles were reversed in 1953. The 
.Sheikh began to look favourably on the 
propo.sul to Nehru's dismay; for by now 
Nehru had .set his face against it contrary 
to his public stance. On August 8, 1953 
Sheikh Abdullah was sacked from the 
office of prime mini.ster of Jammu and 
Kashmir and put behind the bars along 
with some colieague.s, chief among them 
being Mir/a Muhammad Afzal Beg (vide 
his memoirs recently publi.shcd in Urdu, 
Kluiak-c Anjuimind edited by Mirza 
Mumta/ Afzal Beg. Rajbagh. Srinagar). 

Documents which emerged in driblets 
revealed how the transformation came 
about in both r'!ehru and Abdullah The 


volume under review records Nehru’s 
despair on the eve of the breach in August 
1953. 

The Nehru-Abdullah rift marked a turn¬ 
ing point in the history of Kashmir. It had 
long been in the making. Yet the back¬ 
ground i.s little known and le.ss under¬ 
stood. Two factors caused the breach. 
Nehru's pressure on Abdullah to finalise 
the accession beyond doubt and the Jan 
Sangh-.supported agitation in Jammu 
with which not a few among Nehru’s 
colleagues sympathised. Earlier volumes 
of Selected Works of Jawaharlal Nehru 
record the drift towards the breach. 
Kashmir's Constituent As.sembly first met 
on October 31, 1951. In a note to Girja 
Shankar Bajpai. secretary-general of the 
ministry of external affairs, dated Septem¬ 
ber 18, 1951 Nehru opined; “the Constitu¬ 
ent Assembly cannot decide finally about 
the accession of the state, though it may 
e xftress its opinion upon that or any other 
subject" (vdl 16, p 296; italics mine 
throughout). 

At a press conference in New Delhi on 
June 21. 19.52, Nehru disco.sed; “When 
the Constituent Assembly met in Kashmir 
for the first time 1 might inform you that 
ii was its intention to pass a resolution 
forthwith confirming the .state's accession 
to India. We a.skcd it not to do it so as 
not to he embarrassed before the United 
Nations." 

What he did not disclose was that his 
opposition in 1951 was purely tactical and 
momentary and that he had since altered 
his stand. In a speech at a public meeting 
in Calcutta on January I, 1952, Nehru 
said: “If, then, the people of Kashmir tell 
us to get out, we will do so...If tomorrow 
Sheikh .'kbdullah wanted Ka,shmir to join 
Pakistan, neither I nor alt the forces of 
India would be able to stop it because if 
the leader decides, it will happen." In 
August 1953 Abdullah was imprisoned 
for far le.ss; he never favoured accession 
to Pakistan. Nehru asked “why would they 
[the people of Kashmir] live in a country 
where the Jan Sangh and the Rashtriya 
Swayamsevak Sangh are con.stantty te¬ 


leaguering them? TTiey will go elsewhere 
and they will not stay with us" (vol 17, 
pp 76. 77 and 78). 

Pressure from New Delhi was constantly 
preying on Abdullah's mind. On April 10. 
1952 came his famous speech at 
Ranbirsinghpura. Ka-shmir's accession to 
India would have to be of a restricted 
nature as the communal spirit still existed 
in India. While the government of India 
was trying to curb communali.sm. unlike 
that of Pakistan, it was none too succesit- 
ful. He did not equate the two. “So far as 
Ka.shmir was concerned, it wanted to- 
preach the mission of secular democracy, 
both to India and Pakistan.” Relying on 
a PTl' report. Nehru commented on it 
publicly drawing a mild reproach from 
Abdullah on April 23. Nehru replied on 
April 25. in a long, rambling letter, with 
a reproach of his own in another letter of 
the same day in respect of Abdullah's 
speech that very day. Nehru was clearly 
over-reacting and eager to .score points. 

It was against such a background that 
Nehru and Abdullah concluded the famous 
Delhi Agreement on Kashmir’s closer 
integration with the Union on July 24, 
1952. The negotiations were conducted in 
a tense atmosphere with reservations on. 
both sides (vol 19, pp 211-53). 

Soon thereafter, Nehru bared his 
thoughts inaconfidential Nnteto Abdullah 
dated August 25, 1952 while camping at 
Sonmarg in Kashmir. He revealed his 
decision to reject a plebiscite as far hack 
as I94H. his public statements notwith- 
standing. Nehru formulated with cold, 
brilliant clarity his policy on Ktuthmir. 

If NSC-68 drawn up by the US National 
Security Council was an accurate state¬ 
ment of its policy of containment of the 
Soviet Union during the cold war, Nehru’s 
Note has the same historic .significance as 
a .statement of his policy on Kashmir. It 
was baited on sheet real^itik: treated the 
people of Kashmir dismisstvely C' -- are 
not what are called a virile pbopte. They 
are soft and addicted to easy living”); and 
ensured that the Indo-Pak cold war that 
had been launched in 1947 would con- 
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unue, ah indeed, n tias for over hatf a 
centwy (v<ri >9. pp 322-30) 

WeH before the Delhi Agreement was 
signed. Nehru had met M A Beg. Maulana 
Mohammed Saccd Masoodi and D P Dhar 
New Delhi on June 19. 1952 In a note 
ne had then drawn up tor (he benefit ot 
senior colleagues like Maulana A/ad 
Nehni recorded "The point I stressed was 
that even before the^ ftnalned thetr Con- 
\tinitton the relalumshtp of Kashmir to 
India mmthefiiN\ilaiified Once this was 
done the other matters would not otter 
much difficulty " He wrote to piesident 
Raiendra Prasad the same day that "in my 
talks with the Kashmir Ministers. I told 
them that the first question to detide and 
clarify was the position ot Jammu and 
Kashmir state vi\-a vi\ India" (vol 18, 
pp 403 and 405) Nehru obviously sought 
to finalise the accession and nullify the 
tondition on plebiscite 
Beg could iH)t have tailed to report this 
to Abdullah who thus, knew what the 
Delhi Agreement could signify to Nehiii 
ufJow his Note ot August 25. 1952 dis- 
^lled all doubt in Abdullah's mtnd 
1 he Note pi esents a problem to a student 
ot hisioiy on understanding Nehru s 
psythe For while in private he was lor 
foreclosing all doubt and thus ending the 
dispute ptibliciv hecontinued logo about 
as he had since 1947 speaking in the most 
extravagant terms ot the people s will 
Vols IX and 19 contain texts ot his speeches 
in this tenor His speech in (he Lok Sabha 
onJun'26 1952 lor instance ‘ it just 
docs not mattei what youi Constitution 
says it (he people ot Kashmir do nut want 
It It will not go iheic’ If the plebiscite 
went against India he would accept the 
verdict and we would change our Cun- 
f stilutiun about it’ (vol 18 p 4IX) 

Nehru s Note ot August 25 1952 mode 
a startling leselation about hts change ot 
mind as tai back as m late I94H Ihc 
timing IS very important Towards the 
end of 1948 it seemed to me that there 
were only two possibilities open to us 
(I)continuation ol the war in a limited 
way. (2) some kind ot a settlement on the 
basis ot the then existing military situa¬ 
tion I have not mentioned the plebiscite, 
because it became cleat to me then that 
we would never get the conditions which 
were necessary for a plebiscite Neither 
side would give in on this vital issue, and 
so I ruled out the plebiscite lor all practical 
purposes " 

Why. then did he accept the UNClP’s 
proposals tor a plebtsr ite on December 23, 
^ 19^ > The Note explains his letter to the 
Sheikh soon thereafter on January 12. 
1949 "You know well that (his business 


ot piebiscMe is stilt tar away and there is 
a possdtibty of the plebtsate not takmg 
place at all (I would suggest, however, 
tlur this should not be said in public, as 
our bona fides will then be challenged)" 
Nehru mentioned the period repeatedly 
Events had "led me to certain definite 
conclusions towards the end of December 
1948 These conclusions were that the 
only possible way ot putting an end to this 
conflict was by accepting, more or less, 
(lie status quo then existing " Unilaterally 
ol course Thus while formally he had 
accepted the plebiscite proposals on 
December 23, 1948. in his eyes their 
virtue la^ in paving the wa\ to a cease¬ 
fire which would preserve "the status quo 
(hen existing" 

Nehru defined (he policy he proposed 
to pursue on Kashmir insofar as it in¬ 
volved Pakistan, coolly and with remark¬ 
able clarity ol purpose 

We are supenorto Pakistan in military and 
industnal power Bill that supenunty is 
not so great as to produce results quit kly 
cither in war or by fear of war Therefore 
our national interest demands that we 
should adopt a peaceful policy towards 
Pakistan and at (he same time, odd to our 
strength Strength ultimately comes not 
horn the defence forces but the industrial 
and economic background behind them 
As we grow in strength, and we are likely 
to do so Pakistan will feel less and less 
inclined to threaten oi harass us, and a tunc 
will come when, through sheer force of 
ciaum-stonces it will be in a mcxHl to 
accept a settlement which we consider 
lair whether in Kashmir or elsewhere 
The only danger is that the govcmment 
ol Pakistan, or some military clique there 
might in sheer desparation launch on an 
adventure 

This arrogant misjudgment is respon¬ 
sible lor strained relations with Pakistan 
to this day Even at Shimla in June 1972 
Pakistan refused to accept paititiun based 
on the status quo Incidentally not a tew 
ol tlie ones who talk ot rapprochement 
with Pakistan would yet refuse any serious 
concession on Kashmir 
The other was his wilful neglect of the 
crucial taclor - the people ot Kashmir 
Nehru assumed (a) that the Sheikh alone 
luprcscnted them, and fb) that neither he 
nor his people would turn against Nehru's 
government When they did. Nehru 
adopted the same policy ot reliance on 
torce, imprisonment and rigged polls 
Nehru reckoned with the democratic 
toctor only to dismiss it 

Purely trom the point of view ot India’s 
national interest we cannot agree, unless 
circumstances torce us, to sec this part ot 


Kashmir state go to Pakistan Dierc ore 
no circumstances visible that can force us 
to do this Pakistan cannot The United 
Nations cannot oventdr out wishes in this 
matter 

There is another aspect which we have 
stressed and which is important This is 
the wishc's ot the people ot Kashmir If the 
people ol Kashmir clearly and definitely 
wish to part company trom India dK*n: 
the matter ends however we may dislike 
It or however disadvantageous it may be 
to India But, as 1 have stated above / see 
no chance whatever of an\ proper pUhi 
it III deteimining thiv quimem 
So ruling out ihc plebiscite we have to 
accept the pit sent teadcisbip of Kashmir 
and the Constituent Assembly there as 
representing the will ol the people of 
Kashmir 11 the Constituent Assembly told 
India to gel out of Kashmir we would get 
out because under no citcumslances can 
wc remain here against the expressed will 
ol the people As tar as I know the 
CcmstitiHiU Assembls will not do such a 
thing and theiefoie die question does ncA 
arise for me 

He warned Abdullah 

Doubts in the mmcls of Itaihrs percolate 
to their followers and to the people 
generally What is required is a firm and 
clear outhMik and iwdt hate about haste 
issues Pcrschially I have that clear out- 
lo(4( mid base had it Jni ihest seats 

Volume 19 also contains a transcript oi 
his press conference on October 4 1952 
at which he referred to the UNClP’s 
Resolutions We accept them still and wc 
ore peiiectly prepared to piocccd on these 
lines' 1 his oi course, was untrue 
It IS hard to reconcile Nehru’s public 
ullcianccs and, indeed his negotiations on 
plebiscite with I'N mediators from 1949, 
to go no furtltcr till 1953 with his dis¬ 
approval of debate or argument’ on 
accession Were they lor the tecord. lor 
foreign consumption' Or was he simply 
contused > Also how is one to reconcile 
the Note of August 25 1952 with his 
agreement of August 21 1953 with 

Mohammed Ah Bogra. PM ot Pakistan 
on a rcgionwisc plebiscite in the state) 
In truth Nehru was torn between 
realpoliuk and commitnient to demne 
racy He opted tor the former hut was ux> 
intelligent not to perceive the vital omis¬ 
sion ‘ What has sometimes worried me is 
what happens in Kashmii bec.tuse 1 have 
tound doubt and hcsiioiion there and not 
clarity oi vision or firmness ot outlook’ 
He had Abdullah in mind not the people 
ol the Slate Their imxx] was ever more 
distrustful ol New Delhi This was a 
pcrccptivcohscrvotion Foiby 1952 Sheikh 
Abdullah was a deeply womed man 
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On May 14. 1948 ftom Srinagar Indira ; 
Gandhi wroic to Nehru: "They say that 
only Sheikh Saheb is conPidcnt of winning 
the plehiscite...Pcr.sonat|y, I feci that all 
this political talk will count for nothing 
if the economic situation can be dealt with. 
Because after all the people are concerned 
with only |oneJ thing - they want to settle 
their goods and to have loixl and salt." 
That still remains New Delhi's attitude 
towards them. Nehru’s wa.s little lictlcr. 
(SoniaGandhiTwo^/o/te, Two Together 
Letters Exchanged between Indira Gandhi 
and Jawaharlal Nehru. 1*140-1964. 
Hodder and Stoughton. London. 1992. 
distributors B 1 Fubliculions, p S.SI.) 

As mentioned earlier, on Januai^ 12. 
1949 a week after the UNCIP's pichi.scitc 
resolution ot January 5. Nehru wrote 
rea.s.suringly to Sheikh Abdullah: “You 
know well that thi.s business of pichi.scitc 
is .still far away and there is a possibility 
ot the pichi.scitc not taking place at all. 

(I would suggest however that this should 
not be said in public, as our bona tides 
will then be challenged)" (S Gopal, cd. 
Selected Works of JawahurUd Nehru. 
Nehru Memorial Fund. OIJP. Second 
Senes. Vol 9. p 198). On July 14, 19.5.1 
President Rajendru Prasad wrote to Nehru 
that according to the Vice-President, 

S Radhakrishnan, who had been to Kash¬ 
mir the previous year, "even Sheikh 
Ahdulltdi thought that u-e would lose in 
a plebiscite as Sheikh Abdullah hinuelf 
had told him that" (Valmiki Choudhary, 
lirRajendra Prasad: Correspondence attd 
Select Dm-uments. Allied. Vol 16, p 90). 
Such a result could not have failed to 
affect Nehru’s authority, if not. indeed, 
his U'nure as PM. 

Abdullah was able to end dyna.slic rule 
on Novemchr 11. 1992 and replaced it 
with an elected constitutional head of state 
‘Sadar-i-Riyasat’. the maharaja's son. 
Karan Singh. By the end of 1952 the 
Jammu agitation was in lull swing. Nehru 
was lorn between pre.ssures from the Jan 
Sangh leader. Syama Prasad MiKikcrjcc. 
and .some of his own tolleague.s and 
Abdullah's namiwitig nKun tor manoeuvre 
in view of the Jainniu agilalioti. the rise 
of Jan Sangh and not least the growing 
alienation in the valley itself which af- 
Icctcd Abdullah's own standing. Nehru 
gently reminded Abdullah, on January 5. 
195.1, of the need to implement the Delhi 
Agrcetnent by appropriate decisions of 
Kashmir's Constituent Assembly si> as to 
give it legal lorm (Vol 21, p 175). This 
was repeated on January .10. "Dhar told 
me that you were con.sidering taking steps 
in regard to the implementatton of the 
agreement..." (ibid, p 189). And. once 


again, on February 10: 'That would partly 
disable any big agitation" (ibid, p 196). 

Nehru would counsel Mookerjee to be 
patient (February 15, ibid, p 206) but 
patient he himself would not be. He wrote 
to A/ad. in exasperation, on Match 1, 
1953: "I fear that Sheikh Saheh’s mind is 
so utterly confused that he docs not know 
what to do... My tear is that Sheikh Saheb, 
in his present state of mind, is likely to 
do something or take some .step, which 
might make things worsc...Hc talks about 
a complicated procedure for conforming 
to (.sic) Delhi Agreement" (ibid, p 210). 
He meant its implementation, doubtless. 
Nehru had so taken Abdullah for granted 
I hat he mis.sed the point that the Delhi 
Agreement was yet in force in Abdullah's 
perception. 

Unknown (o both, time was running out 
on it. Even for a person impatient of 
legalities and procedure.s, Nehru should 
iu» have looked askance at the reasonable, 
and by no means 'complicated', proce¬ 
dure the Sheikh had outlined in his letter 
of February 27 as .summari.scd in a fiwt- 
noie - a Drafting Sub-Committee to give 
'final shape' to the agreement for submis¬ 
sion to the basic principles committee 
which was due to meet on March 5. Once 
the latter llnali.sed the draft, he would 
“lake immediate steps to .send a copy” to 
Nehru. Part at lca.st of Nehru's impatience 
stemmed from his passionate concern to 
finalise the accession, tell off the UN and 
Pakistan and get on with the task of 
governance interspersed with advice on 
moral behaviour to the rc.st of the world. 
Part at least of Abdullah's procedure 
stemmed from his desire to murk time and 
v'utch how events were shaping in New 
Delhi and .Srinagar. 

Volume 22 records that far from the 
breach narrowing, it became wider by the 
day; not least because of Nehru's growing 
impatience: "1 do not iny.self understand 
why thi.s particular limited matter of 
Kashmir's association with India should 
ixii be s/teedilv decided.-.this matter at 
least should he tackled with speed and 
.settled. 1 do not mind how long the rest 
of your Constitution takes." The tone was 
becoming sharper (pp 213-14). Abdullah 
had placed the Delhi Agreement before 
the Constituent A.ssembly on August 11, 
1952. Nehru had done iikewi.se in parlia¬ 
ment on July 24. 

An observation Nehru made in his letter 
to the Sheikh is of particular interest: "My 
own view about the Constitution has all 
along been that it is always better to have 
o brief and flexible Constitution. We have 
made a mistake, / think, in having too long 
and complicated a Constitution of India 


and we are regretting it... ittcomes in the 
way all the time" (p 214). 

On May 18. I9S3 members of the 
working comirottce of the National Con¬ 
ference took a faietui step. They were 
oppressed by the sense of uncertainty which 
had singled out their state in the entire 
subcontinent. Sheikh Abdullah took his 
colleagues into confidence and placed the 
matter before the working committee 
which met under his presidentship. The 
committee after prolonged discussions 
came to the conclusion that it was impos¬ 
sible to have internal stability so long as 
the .state’s future was uncertain. It accord¬ 
ingly appointed a committee consisting of 
the following eight members to explore 
avenues of a settlement: Sheikh Abdullah. 
G M Sadiq. Maulana Masoodi, Sardar 
Budh Singh, Mirza Afzal Beg, Pandit 
Girdharilal Dogra, Bakshi Gulam 
Mohammed and Pandit Shamlal Saraf. 

Nehru. whowasinKashmirfromMay 23 
to 25, was informed about the delibera¬ 
tions. Here is an extract from the minutes 
of the committee's final sc.s.sion held on 
June 9. 1953: 

As a result of the diM:us.sion.s held in the 
course of various meetings, the following 
proposals only emerge as possible alter¬ 
natives for an honourable and peaceful 
solution of Kashmirdispute between India 
and Pakistan: (a) Overall plebiscite with 
conditions as detailed in the minutes of 
the meeting dated 4lh June. 1953. |Thi.s 
apparently was a rcicrcnce to Maulana 
Ma.soodi'.s suggestion that the choice of 
independence be offered in the plebiscite. ] 
(h) Independence of the whole state, 
(c) Independence of the whole .state with 
joint control of foreign affairs. Id) Dixon 
Plan with independence for the plebiscite 
area | regiunwi.se disposition of the state). 

Bakshi Saheb was emphatically of the 
opinion that theproi»o.sal (d) above should 
he put up as first and the only pratrticahlc, 
advantageous and honourable solution of 
the dispute. Maulana SacctI, however, 
opined that the order of preference as 
given above should be adhered to. 

What G M Sadiq then .said is worth 
recalling: 

If iui agency consisting of India, Pakistan. 
Afghanistan, Soviet Ru.s.sia and China 
could be created to .supervise and conduct 
the plebiscite. I would .suggest that ae 
.should immediately ask for an overall 
plebiscite. Failing thi.s. we may a.sk for a 
supcrvi.ston commission representing all 
the Members of the Security Council for cn- 
.suring free and fair plebiscite in the state. 

Sadiq was close to the CPt 

In June 1953 Maulana Azad vi.siied 
Kashmir and was apprised of these 
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dev<|^nients. Eariy m JtHy I9S3, Ncthrd 
was Womned about the ctedsion (vide 
Sheikti'Scuiiq Correspofuienve, August- 
Octoher 1956, published by Mridula 
Sarabhai, New Delhi). Sheikh Abdullah 
quoted the minutes in his letter of Sep- 
^tember 26. 1956. Sadiq did not counter 
them. The editorial footnote is inaccurate: 
“Abdullah was .said (sic) to have shown 
his preference for ‘overall plebiscite or 
independence' while Bakshi Ghulam 
Mohammed and G M Sadiq differed 
substantially*' (p 191). 

Nehru found the proceedings disturbing 
as his letters to A/ad and Girja Shankar 
Bajpai. both dated June II, 1953, make 
clear. A/ad was warned; “I am afraid 
Sheikh Abdullah will give us a giKid deal 
of trouble. He is acting very irresponsibly. 
I hope your visit will check him” (p 191). 
It. in lact. exacerbated the problem. 
Abdullah was reportedly discourtcrnis to 
A/iut at the Idgalt. 

It IS, however, highly significant that 
Nchni was not disturbed by the stands 
taken by Bakshi and Sadiq, both of whom 
. endorsed plebiscite as late as in June 195.3 
■emphatically' and 'immediately'. The 
minutes were sent to Nehru Clearly the 
two were dissimulating in order to deceive 
Abdullah They wcie in touch with Nehru. 
The circumstances suggest (hat he was not 
unawaie oi their conduct it not. indeed, 
privy to it 

Meanwhile, m April 1951 the governor- 
geneial of Paki.sian had dismissed Khwaja 
Na/imuddin from his olllcc as prime 
minister and appointed in his place 
Mohammed Ali Bogra. till then amhu.ssa- 
dor to the t IS. Nehru made two comments 
about him. Fiisl. that he “is certainly keen 
on an agreement on various issues". They 
met in Katachi Irom July 25 to 27. 1953. 
having mci earlier in June in Ia>n<lon. The 
other comment Nehru made was that after 
the coup "Pakistan is now very much 
under the int1uence«>l (he United Statc.s". 
Plans tor US arms aid to Pakistan could 
not and need not have come as a big 
.surpri,sc to him 

Two lettcrsiii this volume reflect Nehru’s 
style ol approach and his thought pro- 
ces.ses. One is a letter to Abdullah on June 
28, 1953 One wishes he had gone to 
Srinagar as he said he might, since 
Abdullah vtroiild not come to Delhi. Nehru 
reminded him ot his Note of August 25. 
1952: 

This Note was discus.scd by us in Srinagar 
- later and / gathered from vou and vour 
tolleagues that you agreed with that 
anahsis and conclusion. Recent develop¬ 
ments have, however, led me to think 
that vou have eidwr changed wnir mind 


ccmtpJrMfv or are not clear about your 
tAMmg.ThisneccMitatesourundcrstand' 
ing, a.s clearly as possible, what we respcc- 
livety think. Ifonc cannot agree, one should 
at least know precisely what the difference 
IS. TImt difference appeared to me con¬ 
siderable when we talked at Srinagar la.st. 
But it seems lu me that I coukJ not gel 
a grip of what you had in your mind, 
except negatively. You told me that there 
were onlv two courses ojten for Rashmtr, 
either full integration or full autonomy, 
whatever that autonomy might mean. I did 
not agree with you in this, nor do I agree 
with you even now, becau.se there are 
many other middle courses... 

Surely, ‘fullautonomy’ within the union 
was the very basis ol Kashmir'.« acce.ssiun 
to India in 1947 and 1949 in (he discus¬ 
sions on Article 370 in (he Constituent 
Assembly. Nehru added; “My government 
has .sttmd. as you have .so consi.stcntly 
stood, lor a .secular democracy. / do not 
know what your feelings are on this 
snhiect now. But I fear (he tendency in 
Kashmir is away from it. Unfortunately 
(hat will have its reactions in India as such 
tendencies in India have their reaction.^ in 
Kashmir." Nehru was wantonly giving a 
communal colour to a demand for au¬ 
tonomy. It was a wounding letter to one 
whose .secular credentials were as impcc- 
cablcashisown. Excerpts from Abdullah's 
icpiy are provided in the liNitnotes; 

Muslims may rightly feel (hot in spile ol 
you and many others, the ideals ot .secular 
demiKTacy are nut much in evidence insular 
as treatment to Kashmiri Muslims is con¬ 
cerned I derived my strength Irom what 
I supposed was an assurance that t he state ’ s 
.icccssion with India would result in a fair 
dual to all sections of the (leople. But 
untoriunaicly that goal has not been 
achieved. 

On the chiugc of lapses Irom secularism 
Abdullah retorted: 

May I say, this is an unkind cut Time 
alone will prove my laith m (he pnnciple 
lor which I have con.sistently lought all 
these years My idea about secular demo¬ 
cracy IS nol cramped or narrow-minded. 
I believe in justice for all sections ol the 
people and my altitude is conditioned by 
realities and not by wishlul thinking. 

The Sheikh also wrote: 

You have spoken about guarantee. We 
certainly believed that the terms of the 
Indian ronstitution provided adequate 
guarantee.. But I would point out to you 
the di.screpancie.s that wc came to notice 
from time to time in the attitude of the 
government of India in regard to this 
position. When Article 370 was devised, 
wc felt assured by Sardar Patel (hat (he 


Instrument of Accession would be the 
final basis of the Indn-Kashmir relation¬ 
ship, Subsequently, when the E)clhi Agree¬ 
ment came up betore the Council of Staie.s 
on August .5. 1952. Shri Gupalaswamy 
Ayyangar stated that Article 370 was not 
a permanent feature ol the Indian Consti¬ 
tution and ‘wlwn the time was ripe' the 
provision could he wiped off the Consti¬ 
tution. This clearly shows that even though 
assurances were given to us....such assur¬ 
ances came with a gcKid deal of mental 
reservation. 

Events were to prove that Abdullah's Iwirs 
were fully justified. 

Significantly, Nehru ob.served: "What 
I have felt lately has been that your 
government is very lar from harmonious 
and in fact pulls in a number of different 
directions, that your organisation is also 
disintegrating in the same way". Abdullah 
replied: “I have not been able to under¬ 
stand your reference to disruptive tenden¬ 
cies both in the administration and in (he 
organisation. All I can .say is that it is 
basclc.ss and probably the result ol incor¬ 
rect inlormation given to you. 1 may. 
however, a.s.surc you (hat .so I ar as the basic 
principles arc concerned, there is no dif¬ 
ference of opinion among us in Kashmir." 
The minutes supported him. Nehru sent 
a copy of his letter to Bakshi. hut fairly 
informed Abdullah that he was doing so. 
In truth, it was New Delhi (hat was 
destabilising the slate government by 
encouraging dissidcnce in the party. 
Abdullah was not aware of thc.se intrigues 
evidently, least of all of Bakshi's liaison 
with New Delhi. 

Nehru’s letter to the chief minister of 
West Bengal, B C Roy - whose none trxi 
illu.siiiou.s a record on secularism never 
earned him even (he mildest reproach from 
Nehru - was wntten <mi June 29. the day 
after his letter to the Sheikh: 

It IS ditticult to speak openly about (he 
injurious results of this movement. It has 
made the Kashmir problem tar more dif¬ 
ficult than It ever was. Betore this move¬ 
ment wa.s started. I had little doubt in my 
mind that the tinal decision about Kashmir 
would be in our favour, however long it 
might take. But this movement has up.scl 
all my ealculations and weakened our 
position m Kashmir terribly I am lor the 
moment talking about ihe Kashmir Valley 
only. A.s you know, ihe people in the 
valley are over 90 per cent Muslim. The 
reaction ol the Jammu Praia Panshad 
movement on them has been very great. 
They have become trightened of the 
communal elements m Jammu and in India 
and their previous wish to be attached 
to India has weakened Indeed, at the 
moment, ail the hostile forces against us 
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are aominam in Kasnnur. rne raKtsumts 
in Kashmir have taken ftill advantage of 
this and have even coitie out in the open 
tor the llrst time. If Hindu communalists 
could organise a movement in Jammu, 
why should not Muslim communalist.s 
function in Kashmir? The iwsition now is 
that if there was a plebiscite, a great 
majority of Muslims in Kashmir would go 
against us. In fact there has been some 
petty violence also. 

Nehru added; 

The whole difficulty has been about the 
Valley of Ka.shmir and we are on thefxmt 
of losing it bccau.se of the Praja Parishad 
movement. Psvrhologtcally we luive lost 
it and it would he difficult to get hack to 
the older /nMition. You will appreciate 
how It lues distrcs.scd me to see the hard 
work of .several years wa.shed away by this 
movement. In the ultimate analysis, we 
gain Kashmir if we gain the goodwill of 
the fteople there. We cannot keep It at the 
point of the bayonet if it is clear that the 
people do not want us. For the first lime 
public cries arc raised in Kashmir that the 
Indian army should get out. 

Strangely enough when writing to 
B C Roy. Nehru wa.s all patience and 
understanding of Abdullah's problems 
in contrast to his impatient letters to 
Alrdullah himself. He wrote to Roy: 

It is true that if the Kashmir govemment 
had implemented the rest of the provusions 
of our agreement with them, tius would 
have helped considerably. But they were 
not given much of a chance. They started 
implementing it with the change in the 
Headship of the state. They would have 
followed with other provisions. But the 
first clumge itself was immediately fol¬ 
lowed hy this agitation in Jammu and later 
outride. A new situation was thus created 
with which ivr have been .struggling all 
this time and it became progressively more 
difficult lo take any .step in Kashmir of the 
kind we de.sired. It is easy lo criticise 
Shaikh Abdullah and I think that he has 
acted unwisely in many matters during the 
past tew months. But the point is that we 
have continuously lost ground there and 
have fought what might be called a 
rearguard action in regard to the main 
problem of the Kashmir state...During the 
past few months, I have had no greater 
trouble or burden than this feeling of our 
losing grip in Kashmir. 

Why did he not extend the same under¬ 
standing in his direct exchanges with 
Sheikh Abdullah himsellV Bluntly put, 
did Nehru have a split personality or was 
he being clever? Was he confused on 
cunning? 

In the .second quarter of 1953, both 
Jawarhalal Nehru and Sheikh Abdullah 


^Mind their standings in tneir respective 
'^nstttuencies under threat. But there 
was a vital difference. Nehru was vastly 
more secure; when threatened he could 
always point to the danger from Rikisua 
Abdullah's problem was far more acute. 
He found his popularity waning and 
pro-Pakistani feeling on the rise even in 
1948 xs Indira Gandhi testified to her 
father. The Delhi Agreement, if imple¬ 
mented. might spell his doom, he feared. 
Not without cause! In 1953 he was under 
attack from New Delhi, in Jammu and 
in Srinagar itself. His fingers on their 
pulse always, Abdullah knew that the 
people disapproved of his policy. His 
offer to Nehru of “full autonomy” (i c, 
cancellation of the Delhi Agreement) was 
the only alternative before him. Nehru 
could not sell it to India and was not 
intcre.stcd in it either. By now both di.s- 
iiu.stcd each other. 

Nehru was impatient to 'end' the Kash¬ 
mir di.spute in 1953. Rather than patently 
deal with Abdullah, he chose to put him 
out of commission. The thought that he 
might use this opportunity for a dialogue 
with Pakistan now with Abdullah's ap¬ 
proval did not enter his mind; it could not. 
given the mindset that produced the Note 
of August 25, 1952. Nehru used brute 
force to cru.sh Abdullah and all he stmxl 
for and priKcedcd to follow the Note of 
August 25.1952. In between he concluded 
an agreement with Pakistan for a regional 
plebiscite in August 1953 hut soon resiled 
from it. 

The point of no return for Abdullah and 
Nehru arrived in July 1953. 

For the march of later and more fateful 
events we will have lo wait for the next 
volume. Their consequences, however, 
stare us in the face today. They form the 
subjectof Subrau KMitra'sessay ‘Nehru’s 
Policy towards Kashmir; Bringing Poli¬ 
tics Back Again’ in the volume edited by 
Richter and Wagner, two eminent German 
scholars. The volume compri.ses, besides, 
able e.s.says on the MQM in Pakistan, the 
ethnic conllict in Sri Lanka, the politicai 
conflict in Bangladesh, which has split the 
polity vertically, not to overlook Paitha 
S Ghosh’s fine analysis of cross-border 
population movements in south Asia. 
Milra’s brief survey covers the years 1947- 
1986. His '’onctusions deserve wide no¬ 
tice in India; 

As long as they keep chanting the mantra 
that Kashmir is an integral part of the 
Indian Union on the basis of the Instru¬ 
ment of Acces.sion and as a symbol of 
Indian secularism. India's policy-makers 
would stand dangerously expo.sed to the 
politicai and moral disapproval of the 


ijHBuMUomM pointcaicQiiiniuiitiy. ivoris 
it any longer possible to make it a non¬ 
issue in internal politics;, with the rise of 
Hindu nattondtsm, the earlier consensus 
has gone. In its place, there is a demand 
to strengthen the integration uf Kashmir 
by removing Article 370, proJ«4ed by the 
Bharatiya Janata Patty and other parties 
of Hindu nationalism as the last obstacle 
to real integration. At the same time, ...it 
is politically inconceivable today for any 
political party to take the kind of initiative 
that Nehru was proposing towards the end 
of his life. India may not be able to impose 
law on Kxshmir but she has demonstrated 
every will, and ability, to impose order. 
The tragic reality of the situation is thus 
that while the status quo is clearly far from 
ideal, (he alternatives are tar from realis¬ 
tic. The need of the hour is for qutrt 
diplomacy based on legitimate interests of 
the conflicting parties a.s opposed to the 
rhetoric of plebiscite and the puerile ar¬ 
gument of Kashmir xs a guarameeof Indian 
sccutari.sm. 

The truth is that after the Delhi Agree¬ 
ment of 1952. both Nehru and Abdullah 
found their popularity dwindling in their 
respective constituencies. Till then 
Abdullah was stoutly opposed to a plebi¬ 
scite de.spite the fact that he hod a must 
unpleasant experience of breach of faith 
practised by Vallabhhhai Patel. Abul 
Kalam Azad and N Gupalaswamy 
Ayyangar just before Article 370 was 
adopted by the Constituent Assembly on 
October 17, 1949. Had the agreed draft 
not been altered unilaterally. Abdullah's 
dismissal on August 8. 1953 would have 
been constitutionally barred beyond the 
slightest doubt (vide this writer's e.ssay, 
‘Article 370: Broken Pledges and Flaw^ 
Secularism’ in Hindus and Others edited 
by Gyanendra Pandey. Viking, 1993, 
pp 205-7). When Nehru pressed him to 
conclude the Delhi Agreement and there- 
aflerto implement it while at the .same time 
foreclosing all po.ssibililies of a settlement 
with Pakistan by his note of August 25. 
1952, Abdullah’s mind turned to other 
options. It is a matter of opinion whether 
it was a bargaining ploy to set aside the 
Delhi Agreement or indeed to settle the 
future of the .state once and for all. Nehru 
panicked and Abdullah was put in jail. In 
retrospect it is clear that wc are in the mess 
we are in because Nehru had second 
thoughts on his promi.ses to both the people 
of the state as well as Pakistan. He might 
have pulled it off had he allowed 
Abdullah’s Kashmir to retain the .status it 
enjoyed prior to the Delhi Agreement. 
Backing out of agreements with both 
Abdullah and Pakistan was, U> say the 
least, unwise. 
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Corporate Strategy and Hanning in die Science City 

Bangalore as ^Silicon Valley’ 

James Heitzman 


Bangalore has in the recent decades seen an explosive growth of not only the software industry hut of 
a diversified high technology research and industrial base. More recently, infrastructural problems, among 
other developments, have prompted the reopening of the long-standing debate on the sustainability of this 
growth, which is examined in this paper from the perspective of high technology organisations that have 
been driving formal job creation in the recent past. Presented here are four short case studies of companies 
active in the field of information technology and services: one a large-scale public sector enterprise: three 
indigenous firms that originated as .small-scale enterprises and two companies started by multinational 
corporations. The studies demonstrate the new challenges facing these companies and the consequences 
of the ongoing ship from an older paradigm of state intervention toward the new paradigm of entitled 
liberalisation. 


THE city ot Bangalore (city population 
2.63 million, metropolitan area population 
4.1 million in 1991). has been one of the 
fastest growing cities in India and has 
providcdacongcnial atmosphere forentre- 
preneurship since independence. During 
the late 1980s. the electrical and electronics 
industries in Bangalore experienced pro¬ 
found shifts in the ground rules of competi¬ 
tion under the impact of 'liberalisation' 
and greater opportunities for interaction 
with multinational firms. There has been 
an explosive growth of the software 
industry, which has given Bangalore the 
title of the ‘Silicon Valley' of India among 
busine.sscirclcs worldwide,' but .software 
companies comprise only one facet of a 
diversified high technology research and 
industrial ha.se. Analysis of the business 


environment and corporate strategies 
within a variety of technological niches 
is necessary in order to understand the 
dynamics underlying Bangalore's recent 
growth and the possibilities for continued 
expansion of the city’s economy. A long¬ 
standing debate has questioned the 
sustainability of this rapid growth on 
environmental grounds, and state policy 
has attempted to encourage the location 
of industries in other areas in order to 
create multi pie nodes of industrial strength. 
I'his article will approach .sustainability 
from the perspccti ve of the high technology 
organi.sations that have beendriving formal 
job creation in the recent past. 

Bangalore had a long history as a centre 
lor textile prcxluction, originally through 
a variety of non-mcchanised and decentra¬ 


lised 'putting out’ arrangements, then 
through the introduction of large millsduring 
the late 19th and early 20th centuries. With 
encouragement of the government of 
Mysore, other indu.strics began to grow in 
the Bangalore area, and during the .second 
world war the establishment here of a 
number of public sector companies, inclu¬ 
ding Hindustan Aeronautics, caused the 
greatest spurt in population growth the 
city has ever seen within a decade. The 
industrial ba.se of Bangalore thus rc.sted. 
at independence, on the two limbs o( tex¬ 
tiles (home made and factory made) and 
public .sectorenterpri.scs. The.se two limbs 
remain even today the most important 
parts of the formal economy in Bangalore.^ 
We may di.stinguish four phases in the 
economic history of the city since 


Fur putting together this issue of the RPE with the focus 
on Science. Technology and Medicine we are grateful to 
Shiv Visvanathan who has penned the following general 
introduction to this selection of papers; 

The study of .science as a knowledge system still has no 
place in the university. What we have is Science Policy 
Studies which unfortunately isarcserve for retired or mediocre 
scientists happy to he extension counters of the current 
regime. Critiques of .science have been more inspired by 
NGOs who have functioned as dissenting academics to the 
university. We decided tou.se Economic and Political Weekly 
as a floating academy, a forum for historical, .social, 
philosophical studies of .science, technology and medicine. 

The current i.s.sue has six papers. The first by James 
Heit/.man is an attempt to study the making of Bangalore 
as an information city. Heitzman began origina’'y as an 
Indologi.st and is in fact an authority on the Chola period. 
His IxHik Gifts of Power (OUP) is a study of Lordship in 
an Early Indian State. Heitzman now leads a parallel life 
as a computer and information expert. His essay is an 
evidence of his twice-born status. 

Shambu Prasad’s essay on cotton is an attempt to re-read 
its scientific and technological history. He shows how a 
certain view of commerce and an accompanying notion of 
technology created the tragedy of cotton in India. The second 


half of his essay demonstrates how Gandhian ashrams 
became research laboratories to redeem cotton. There are 
intriguing .sections on Maganlal Gandhi and Richard Gregg. 

The third paper is an essay on mathematics by the late 
Chhatrapati Singh. Chhatrapati was known more for his 
work on the philosophy of law and his researches into 
environmental law. He was also one of India's finest 
philo.sophers of science. This still tentative work on an 
Indian theory of numbers is evidence of the multifaceted 
nature of his work 

Dhruv Raina is a historian of science. Along with his 
colleague Irfan Habib he has done much to revive the 
interest in the Indian mathematician. Ramachandra. Raina 
shows how the conventional histoty of science which creates 
a split between science and religion blinds one to the role 
of Jesuits in science. Raina provides adetai ted understanding 
of the role of the Jesuits in the history of astronomy in India. 
It is a .self-reflective work of a secular historian who looks 
creatively at the contributions of a religious group to the 
development of astronomy and its historiography. 

The final paper by Shiv Visvanathan is a detiuled study 
of the Lentin Report on the deaths in J J Hospital in 1986. 
Justice Lentin’s investigation into the naturcof responsibility, 
became a classic report on medicine. Visvanathan analyses 
the extraordinary nature of the indictment. 
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iiutependence. The firsi phase, during the 
t950s and 1960s. was dominated by the 
government of India initiatives in locating 
public .sector research and production 
facilities in Bangalore. These in.stitution.s 
still have a m^jor impact on the city, the 

1^ five largest public sector companies in 
1991 officially employing over 81,000 
people in tiujir Bangalore plants.-^ Their 
direct impact, including management of 
their own townships, housing schemes, 
and transport sy.stems, was supplemented 
by the numerous subcontracting opport¬ 
unities they provided ior small and medi dm 
enterprises. The .second phase, beginning 
in the late I960.s and running through the 
1970s. witnessed the rapid growth of state 
government bureaucracy, employment and 
eventually state-run businesses, helping to 
fuel the .second largest spurt in the city's 
population growth during the decade of 
the 1970s. The third pha.se began during 
the 198()s. when Bangalore began to experi¬ 
ence the citects of preliminary ‘liberalisa- 
tKMi' and private enterprises became growth 
engines, especially in micro-elecironics- 
based companies. The lourth phase. 

I beginning in the late I980.S. brought 
tncicasing and more vuned relationships 
with multinational corporations. 

Tlic results ot each ol these phases still 
exist, inscribed in the physical space ot 
the city and in the overall industrial 
structure ot the metropolitan region. It is 
probable that the lormal sector with the 
largest impact on employment is still 
textiles, it one includes the populations 
connected to silk weaving and cottage 
indu.stries .still visible in the old city and 
in Bangalore rural district. Next in imptir- 
tance are the public sector giants and the 
institutions ol central and state govern¬ 
ments. Although It is clear that business 
opportunities will remain iii all the.se areas 
for the foreseeable future, it is doubtful 
that they will generate growth, employ¬ 
ment or subcontracting arrangements that 
will keep up with the rale of population 
increa.se in the Bangalore metropolitan 
region. The growth of the economy will 
depend on the dynamism of private .sector 
enterprises with high-value outputs, 
minimal environmental impact, and the 
ability to generate direct employment as 
well as indirect growth ot services. The 
must likely candidates are mirro- 
electronics-ba.sed companies in hardware 
and software production fields with a 
variety of connections with foreign firms. 

This paper will present short case 
studies of companies active in the field 
of information technology and .services, 
representative of the "high technology’ 
component in the indu.strial structure of 
the Bangalore metropolitan region. These 
cases include a largc-.scale. public sector 
enterpri.se. three indigenous firm.s that 
originated as smali-scate enterprises within 


emcr^ng technology markets, and two 
companies started by multinational corpo- 
Mtions. These cases will demonstrate the 
challenges thut have confronted the.se 
companies in the rapidly changing 
economic scenanoduringthe lust 1S years, 
and the shift that has been occurring from 
an older paradigm of state intervention 
toward the new paradigm of entitled 
liberalisation. The problems encountered 
by these firms and the strategies they have 
pursued for success, offer instruction on 
management strategy and public policy 
appropriate lor the near future. 

I 

Indian Telephone Industries (ITl)'* 

The Indian Telephone Industries was 
established in 1950 in order to provide 
equipment to the department of tele- 
eommuiiications (DoT). Originally there 
were two units in Bangalore, but in 1973 
rn became a multi-unit organi.sation with 
plants in Naim. Palghat (Palakkadu). and 
Rue Bareli. Later, additional plants were 
established in Mankapur. Naim and 
.Srinagar, and tlic second plant in Bangalore 
shitted to a 'model factory' in Hicctronic 
City. Ill had a large fmpact on Bangalore 
because o! the large workforce employed 
I here (the workforce in 1995 was about 
11.000, including4,000 in manufacturing) 
and Its oiganisation ot a complete 
township on the ca.st side of the city and 
provision ot extensive benefits paekages 
for Its workers, includi ng housing I aci lilies 
I n multiple locations. ITI also offered lots 
ol opportunities for subcontracting tirms 
to grow up in the Bangalore area. 

By the 1970s. political interference in 
this public sector company combined with 
tclrogradc technological decisions to 
cripple ITI’s long-term competitive 
posture The establi-shmcnt of the Rae 
Bareli plant (in prime minister Indira 
Ciandhi'.s electoral district) involved an 
investment of Rs 60 crore into crossbar 
switch production - embracing an already 
ob.solcte technology instead of collubo- 
r.iting with a foreign company to upgrade 
production of electronic components. The 
1970s also witnessed the withdrawal of 
ITI from the export market, severely 
damaging its long-term market position. 
I'he main research wing unti I this time was 
the Telecom Re.scarch Centre in Delhi, 
which viewed m as a mechanical organi¬ 
.sation with only technical experience in 
production. 


The management of m took steps to 
upgrade its technological profile and 
modernise its management techniques. 
Chairman IK Gupta started research and 
development capacity in the mid-1970s. 
Chairman CS.S Rao in the early 1980s 
insisted that the compiuiy grow us own 
managers and .stopped additional recruit¬ 
ment. He tried to take m out ol the ministry 
of communication and into the ministry 
of industry, the only acceptable alternative 
to privatisation at the time, but the move 
wa.s quashed. KPP Nambiar introduced 
concepts ot scientilic management, 
corporate planning, and dccentrali.sed 
decision-making within the company. 
The.sc moves were neccs.sary because it 
was apparent by the mid-1980s that m 
would ^ operating within an increasingly 
competitive market. Competition for 
private area branch exchanges began as 
early as 1985; competition in the telephone 
instrument market began in 1987; cros.sbar 
production ended at the Bangalore plant 
in 1989. The pace of liberalisation incr»- 
ascdaftcrl99I until 1994. when ITI found 
itself in a completely open market. 

Although m wa.s under prcs.sure to 
develop locally or to indigenise modem 
equipment, it had regularly engaged in 
arrangements for technology transfer 
with multinational corporations.^ By the 
mid-1990s LTl had technical collaborations 
with 16 loreign firms, including arrange¬ 
ments with ALCATEL for prixJuclion of 
exchangeequipment. with D.SC Communi¬ 
cations (Denmark) and AT&T tor fiber 
optic systems, and with NEC Japan for 
microwave equipment. The tendency to 
rely on foreign collaborations, and the 
slow pace of development lor switching 
technology appropriate to conditions in 
the country, was the stimulus for the foun¬ 
ding of the Centre lor the Development 
ot Telematics (C-DOT) in 1988. and arrange¬ 
ments for transfer ot its designs to ITI. 
During the 1990s. switch designs trans¬ 
ferred I rom C-DOT were under production 
at Electronic City and Rae Bareli plants. 
The equipment produced by the main plant 
in Bang.-ilore included digital swiiches, 
telephones, and equipment for microwave 
radio, coaxial cable, multiplexing. VET 
channels, satellite communications, UHP/ 
VHP systems, and fiber optics. ITI was 
rated 'excellent' tor its performance 
according to a memorandum of understan¬ 
ding with the govcmmeiu ot India tnim 
1990 until 1994. in fact, until 1994 ITI 


Table I. PEBWJBMANrt cir ITI 



1984-85 

1989-90 

1993-94 

1995-96 

Sales and services (Rs in crore) 

2.16 91 

958.75 

1,527.25 

782 62 

Profit after lax (Rs in crore) 

15.51 

29 48 

84.15 

-283.96 

Total assets (Rs in crore) 

.162 64 

994 55 

1,494.14 

1.173 15 

Number of employees 

10.126 

32,.114 

28.633 

26.272 

V aluc added per ctiiployec(Rs) 

54,997 

153,401 

268.708 

104.244 
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continued to record acceptabJe growth 
statistics, having increa.sed sales by 159 
per cent and profit after tax by 286 per 
cent over a five-year period (see Table 1). 

The crash came in 1994-95, when the 
company registered a loss of Rs 81 crore, 
but the situation became much worse the 
next year, with losses of Rs 284 crore. Net 
worth per rupee of paid-upcapital declined 
from a high of 3.64 in 1994 to less than 
zero in 1996. Despite an increase in the 
quantity of equipment produced hy 1996, 
its market value was significantly decrea¬ 
sing. Signs hud appeared in 1993, with a 
0.1 per cent decline m annual gniwth of 
the value of production, but the decline 
hit 35 per com m the iollowing year and 
29 per cent hy 1996 Export earnings dec¬ 
lined from Ks 2.76 crore in 1994-95 to 
Rs 1.42 Clone in I W5-96.rn was mit demon¬ 
strating an ability lo compete in high- 
value market segments, but was still stuck 
with pmviding low-value products lo a DoT 
that was diversifying its vendor base. 
During this period the company was with¬ 
out a chief exccuti ve officer for over a year. 

One management response was to 
move away I nmi the reputation of a strictly 
manufacturing company, redefining the 
bu.sincss as full-scrvice consultancy tor 
telecommunications. With the division of 
the country into 18 telecom circles open 
to limited private competition in the mid- 
199{)s. m could become a low-cosi techno¬ 
logy company offering bandwidth with 
technical expertise and decision support. 
The problem with this strategy was 
continuing opposition from its main 
customer. DoT. which blocked ITl’s 
competition lor basic services. Another 
management response was to downsize or 
‘right si/c' the company, lowering the 
.salary and benefit hill in order to increase 
pnxluction costs for value-added manu¬ 
facturing. .Salary expenses in 1993-94 were 
Rs 186.73 crore and benefit contributions 
were Rs 22.28 crore. in 199.5-96 lhc.se 
expenses had risen to Rs 203 erore and 
Rs 35.47 crore, despite reductions in the 
total number ol employees. Expenditures 
on amenities lor its employees, including 
maintenance of industrial townships, 
iransporialion. medical and canteen 
facilities, schools and social activities, 
parks and vegetable farms, amounted lo 
Rs 66.66 crore in 1993-94 and Rs 76.75 
crore in 1995-96. Labour unions and 
workers had fought bitter battles in order 
to obtain thc.se wages and benefits,'’ and 
naturally responded slowly to management 
suggestions for dismantling this extensive 
system. ITI was already decreasing the 
number ol employees by 1994 (sec Table 
1). and by 1997 the company had let go 
4.000 workers through a voluntary 
retirement .scheme (cixsting the company 
Rs 54 crore) and was planning lo let go 
another 7,000 workers.^ 


m restructured itself into nine bus iness 
groups laxgeting markets both insidti and 
outside the department of telecommuni¬ 
cations, such as defence, railways and 
cicctrici ly boards. A network system:; unit 
was e.stnbiished in 1994-95 to positio n ITI 
as a provider of network services and 
valuc-addixl services .such as email, paging, 
or voice irvail. ITI formed a new company 
in collaboration with Korea Telecom for 
production of pagers, signed a memio- 
nndum ot understanding with US-basetd 
James Maiitin and Company for .softwa re 
development and consultancy, and an 
agreement with the Swiss firm A.scoiii 
Energy Sy .stems to manufacture powe r 
pliinls,** In 1993-94, m spent Rs 47.0.5 
crore on rc'.search and development, but 
in 1995-9f) expenses amounted only to 
Rs 33.35 c rore. or 4.25 per cent of lota I 
liimovcr. 

m begar I to turn around in 1996 unde r 
a new chiel executive officer. Marketing,, 
research and development again came 
under cent raliscd management. Ncgo<- 
tiations for technology acquisition from 
partners, which had involved one or two 
yours, now concluded in six months. In - 
huu.se subcontracting began to replace 
outsourcing!. Regional marketing and 
customer su| iport offices were reaclivatei 1. 
l..osses m 15 *96-97 declined from Rs 284 
billion to 5 I million. A Rs l(K) billion 
bond issue in Scptemhcr/Oclober 199 7 
was oversuh. scribed and the company wi is 
expected to I ircak even during 1998-99.” 
The survival I of n'l. therefore, was nio 
longer in dot ibl. but after the downsizing 
and the cu Ibacks in external sufi- 
contractmg. it was no longer an engine 
lor job creat ion in the Bangalore arci'i. 

II 

Namtech"’ 

KPP Nam biar began his career i n 
England do ing research on silico n 
semiconductors, including work for 
Transitron. a I JS corporation. He retume< J 
to India in 196 3, worked for Phillips Indiia 
and then hcl ped start Tata eicctronic.-s 
research and < Jcvelopment capabilities in 
Bombay. In I' 973 he moved to the Keralii 
.Stale Electro nics Development Corpo ¬ 
ration (KELT RON), where he bccamn 
chief managin ig director. This corporatiorii 
was the first ol' its kind in India, and served 
as the model fi >r later innovations in olhe r 
slates includin g KEONICS in Karnataka. 
In 1985-86ucvvaschiefmanagingdircctor 
of ITI in Banga lore., where he oversaw th e 
transition to electronic switching equip*- 
mcnt.Hcbccanic the s 'cretary of the Indian 
government's depanment of cleciroinics 
from 1987 lo 1*989, where he dire;cteid 
moves toward liibcrali.salinn. 

His son. PadiTian '.Sunny' Nannbiar 
studied at the Universii»y of Wales and 
obtained a dcgiec in electrical engine cring; 


in 1980, afterwhtch he worked in Phillip! 
ResearchLabor^ories. Surrey, on projects 
systems integration, microprocessors am 
graphics. Returning to India, he began tht 
Namtech group from scratch in 1984. Tht 
first organisations on the books were 
Namtech Con.sultants (NCPL) ant 
Namtech Systems (NSL). In reality. NSL 
remained dormant for several years. Onlj 
NCPL, begun with absolutely no capital 
functioned as a platform for accumulatinj 
knowledge of local conditions anc 
transferring technical, project and system: 
knowledge to the Bangalore area. Tht 
reasons for choosing Bangalore as i 
business site, in order of importance, wert 
(I) the desire for a south Indian locatior 
lo take advantage of his family'sexpertise 
Kerala, the ancestral home with 
KEL'fRON lies, was seen a.s political!) 
volatile and a poor labour market foi 
technical personnel; (2) the nice climate 
(3) thti labour base, with fewer unior 
activities and cadres of workers eager tc 
live there because oi the cliqialc am 
intellectual environment for technology 
The business strategy followed from the 
start was to cultivate Indian markets foi 
foreign electronics components unti. 
Namtccfi could introduce their owr 
production regime and capture market: 
directly. Everything Namtech did 
therefore, was a strategy for technology 
transfer that moved fully-rcscarchcd am 
operational production, created overseas 
into their own hands with indigenou: 
markets already penetrated. 

In 1986 NSL began marketing gas dis¬ 
charge tube surge arrestors for telecom¬ 
munications equipment such a.s phone 
lines, primarily lor DoT. This initial 
marketing agreement with CITBL France 
changed intoai licensing agreement in i 99t 
which includc:d complete transfer of pro¬ 
duction processes with equipment fronr 
the US, France: and Switzerland. In 1987 
a SSO.OOO iny/cstmetii and a licensing 
arrangement w,ith the Ronan Engineering 
Company of Los Angeles established i 
scheme lo produce and market a line ol 
eight .separate instrumentation, control am 
testing products u.seful in a variety ol 
industrial and power generation plants 
Ronan received a royalty of $65,000 anc 
10 per cent of sales. The fabrication ol 
these products, which u.scd primaril) 
foreign electronic components, was man¬ 
power intensive, which made assembly ir 
India particularly attractive. For example 
the X-86 proce.ss instrument calibrator 
.sold to over 200 plants in India, requirei 
careful and time-consuming calibration ir 
the factory before delivery. However, large 
casted components and mounting board: 
were subcontracted to firms primanly ir 
Bangalore, lo make use of the installer 
base of mechanical engineering firms neai 
the plant. These outsourcing arrangement* 
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were so successful, and the quality so 
high, that Ronan began to ask for payment 
in the form of casted components rather 
than cash. In 1994 NSL decided to dis¬ 
continue four Ronan products but agreed 
to prtxluce and market eight additional' 
products, giving Ronan royalties of 
190.000 and 10 per cent of sales. 

The facuiry for NSL was located in a 
twtKstory building at Electronic City. The 
management here came from Kerala 
through contacts from the elder Nambiar's 
KELTRON days. KEONICS. which 
managed Electronic City, promised 
preferential allocation of electricity and 
water, but NSL experienced shortages 
typical of locations in the Bangalore region, 
including power outages up to four hours 
daily and water availability at about SO per 
cent of requirements. These infrastructure 
problems necessitated the in.stallation of 
equipment for electricity generation and 
Linintcrnipied power supply, and the boring 
of a tube well lor water. The roads at 
Electronic City were also in very poor 
shape, giving evidence of construction 
with suh-siandaid materials and little il 
any maintenance. 

With (hr expansion ol the f’lTEL 
arrangements in 1990, the Nambiars 
created a new company. Namtcch Electrical 
lie vices (NEDL). and set up another factory 
down the road trom the first plant in 
Electronic City. The new plant involved 
considerable investment in equipment, 
including a .$ I million healing machine. 
The managemeni here, recruited from 
Kerala as hctorc. made great strides in just 
lour years in the indigeni.sation ol 
technology, inserting computers made al 
NSL. us control devices and duplicating 
entirely some testing equipment and cast 
parts with locally-milled components. By 
1995 Namtech began production al this 
factory ol a new line of ceramic arrestors 
through arrangements with Suntech, a 
)apane.sc firm. 

By the early 1990s Namtcch had identi¬ 
fied a market for thermistors in India, and 
began a search tor foreign collaborators 
that ended in a marketing agreeincnl with 
Bowthorpe, a British firm that was among 
world leaders in this technology. In 1994, 
with Namtech contntlling 70 per cent of 
the market in India, they created a company 
for the production ol thermistors in a new 
factory in Electronic City ready in 1995. 
ITiis wa.s a novel arrangement for Namtech. 
becau.se Bowthorpe controlled 74 percent 
of this company and Namtcch 26 per cent, 
making Padman Nambiar into just one of 
many managers worldwide reporting once 
a month to a head office in London. 

By 1994 Namtcch was employing 100 
people in the Bangalore area, of whom 35 
were in three offices in the city in 
marketing, .secretarial and accounting roles, 
while the remainder worked in two plants 


in Electronic City. With thie addition of 
a new' plant and expansion iinto new lines 
lor ccmtrol and telecom c(|uipment, the 
company was expecting to double i ts work 
force within two years. Namtech main¬ 
tained a van for transportation of employees 
to and from Electronic City, since traffic 
was terrible on Ho.sur Road during the 
rush hour. They were planning to build 
their own office locations off Hosur Road 
on the outskirt.s of the city to avoid the 
(i me-consuming commute. There, was also 
an office in the city called ‘The Schtx)!,* 
which fronted as a training institute for 
multimedia computer applications. This 
was the place where most corporate 
presentations occurred for prospective 
clients, investors, or collaborators. In 1994 
NCL was worth $700,000. $1.5 million, 
and NEDI. $2 million. NEDL was first 
listed on the Bombay Stock Exchange for 
Rs 10 per share, which ro.se to Rs 100 per 
share by 1994; the Nambiars controlled 
,13 per cent directly or through NCPL. 
('apitiil invested in Naiiitcch tuiallud $5 
million, with $ I million post-lux profit." 

Ill 

Infosys" 

InfosysConsultantshcganin 1981 with 
an invc.stment of $.100 and with N K 
Narayana Murthy as chairman and 
managing director. The-original purpose 
ol the company was to make use of 
inexpensive but well-trained .software 
engineers in India to provide offshore and 
onsite con.sulrancy on corporate pro¬ 
gramming projects mostly in the US. The 
company was. i n essense. a body-shopping 
centre that exported labour and expertise, 
and thus was a precursor of the many 
software houses, both Indian and foreign, 
that later grew in Bangalore. Infosys 
competed as a vendor offering turnkey 
contracts for .software engi neering pi ojccts; 
used the difference in time /.ones between 
India and the US to allow 24-hour 
productivity in maintenance operations, 
ns customer and vendor teams were able 
to work in relays; and pushed the concept 
of the ‘offshore .software development 
centre’ that functioned as an extension 
of a customer's software .staff. During 
the first year of operations, revenue 
amounted to Rs 1.16 million and profit 
al ter tax was Rs 3,78,000. During the next 
10 years, annual revenues grew to Rs 100 
million. 

By the late 1980s the management of 
Infosys predicted that enhanced 
competition for profc.ssional personnel 
within India, and increasing competition 
trom firms in other developing countries, 
would eventually restrict growth in 
consultancy services. They therefore 
decided to move up the value chain by 
developing their own business software 
products in orderto compete internationally 


withinspecific niche markets. Theproducls 
developed by Infosys included the 
distribution management application 
package (DM AP). a suite ol 600 programs 
designed for distributors of consumer 
products, used by Rt-ebocL in France; 
EAGLE, a warehouse management 
package used by ReebtKk in Russia; and 
BANCS 2000. an automated hanking 
package installed at over 60 hank 
branches in India by 1995," By 1997 
additional pnxJucts focu.scd on client 
server architectures." 

During 1992 the Indian government's 
economic liberalisation policies were 
attracting more foreign companies that 
located sottware .shops in Bangalore, 
competing for .skilled personnel and 
potentially eroding the margins of the 
offshore consultancy operations. Infosys 
decided to invest capital in software 
development centres in India and to 
accelerate the move toward product 
development.'' In 1993 the name of the 
company was changed to Infosys 
Technologies and there was an initial 
public offer of stock. A new corporate 
office in Electronic City, touted as the 
large.st of its kind in the country and 
involving expense of US$7 million, was 
inaugurated in February 1995; in a 1 ,25.000 
square fool building there were over a 
thousand networked computers running at 
speeds ol up to 10 mbps, .30 servers, video 
conferencing and multiple 64 kbps 
communication links, and biickup electrical 
generating capacity of 760 kilowatts In 
1996 Infosys terminated its arrangement 
with Kurt Salmon As.Sociates and 
established a new wholly-owned subsi¬ 
diary, Yantra Corporation. ba.sed in 
Massachu.setls, for the purpose of 
marketing and supporting software 
packages developed by Infosy.s.*'' The new 
corporation purcha.scd EAGLE (renamed 
WMSYantra) for U.S.$10 million in the 
form of 50.000 equity shares. 

In 1995-97 Infosys .still derived 73 per 
cent of its revenues from software 
development or maintenance, and was 
continuing to innovate in these areas. Fttr 
example, they landed a contract to 
supplement the computing staft of 
Nordstrom, a US-based fashion specialty 
retailer." The In 2(KM) .service was an 
extension of its long-term consultuncy 
.services to address the Year2000problem, 
but management intended to restrict 
this lacei of the business to between 25 
and 30 per cent of total sales revenue. 
Instead, the company continued to push 
development of it.s own products, and in 
1996-97 invested ovcrUS$2 million (5.17 
per cent of total revenues) in re.scarch and 
development (up from 3.40 per cent and 
3.SO per cent in the two previous years). 
Revenues from its own products, which 
had ri.sen to 23 per cent of revenues by 
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1997, were projected to cross 30 per cent 
by the year 2000. New products included 
BankAwayl.anelectronic banking product 
for the World Wide Web, and Websetu. 
a suite of Kmls enabling construction of 
Iniernet-bascd electronic businesses. 
PortcNT was a solution to port programs 
from the OS/2 or UNIX operating .systems 
to Window.s NT. The company now 
adopted a structure ba.sed on five strategic 
business units focusing on specific 
business domains, plus 10 groups dealing 
with specific pioducts or management 
fields (eg. education, technology infra- 
.structure. human resources). Infosys had 
eight development centres in India, six 
sales offices in the US and two in Europe. 
The revenues of Infosys grew Irom 
US$2.64 million in 1991 to US$1«.II 
million in 1995 to US$39.59 million in 
1997. while net income grew from 
US$4,()9,IKX) in 1991 to US$9.41 million 
in 1997, when the company was worth 
$550 million and hud 6.526 shareholders. 
Infosys was still getting 87.12 per cent 
of its earnings from exports and 76 per 
cent of its business from the Americas, 
and thus stoird as one of India's great 
success stories in offshore soltware 
con.sultancy and innovation. 

One of the strengths of Infosys was its 
concentration on human resources and 
public SCI vice issues. In March 1997 the 
company employed 1.705 employees, 
labeled ’intascions,’ including 1.261 
revenue-earning software engineers, and 
intended to hire 700 more; employee costs 
were 36 per cent of total income. After 
borrowing llS$2.06 million from the 
Housing Development Finance 
Corporation (HDF(’) in 1994, Infosys 
con.structed quarters for some of its .staff, 
and provided a small fleet of bu.scs for 
tran.spo!ling employees to and front the 
Electronic City oil ices. Infosys provided 
an attractive benefits package and 
cultivated a collegial, campus-like 
atmosphere complete with sports faci lities 
and daycare at its main oil ices, in an 
attempt to retain trained personnel in a 
field where employees typically stayed 
less than three years. Five per cent of 
revenues were spent annually on employee 
training. Concerned about traffic prob¬ 
lems on Hosur Road which led to Elec¬ 
tronic City. Infosys donated Rs 8.78 lakh 
to the BangaloreTral fic Police lor purchase 
of an ambulance and six motorcycles, 
and established the Infosys Foundation, 
a non-profit trust to promote social causes. 
Three social programmes had begun 
by 1997; "Catch Them Young’, which 
taught algorithmic thinking and 
programming to .schiKil children: ‘Train 
the Trainer", an ouireach programme to 
local academics: and "Reach the Rural", 
which aticmpted to disseminate education 
in villages. 


IV 

Informatics'* 

N V eSatya") Satyanarayana received 
his ma.stersdegree in Library Science from 
the University of Mysore in the mid-1970s 
and faced a standard career in special 
libraries. He worked as a library assi.stant 
111 an Udupi college, then worked at the 
Indian Institute of Science before joining 
the library at Smith. Kline and French 
(later Eskayef). He began to conceive of 
a private company that would help provide 
databases that were currently unavailable 
in India: “It was here that I realised how 
starved for information Indian industry 
was. I began to see the tremendous 
possibi lities this field had.” Later that year 
he joined the libraiy at Hindustan Machine 
Ti«)ls (HMT) and met SuryanarayanaRao. 
an accountant: “Wc both decided that this 
thirst should be quenched. That's what 
prompted us to tap this field which resulted 
in Informatics.”'*’ 

Satyanarayana began Informatics in 1979 
and incorporated the company in 1980. 
rhe original mission had a broad profile, 
including provision of library supplies 
(including furniture), trading, design, 
reprography and document delivery 
through manual searching. Initially he and 
his employees carried out .searches for 
clients in well-equipped libraries around 
Bangalore, including the library at the 
Indian Institute of Science. There was a 
gradual focusing on institutions of higher 
learning and industricsconductingre.search 
and development: at that time there were 
less than 300 research and development 
establishments in Bangalore (by 1995 the 
number had grown to more than 1,500). 
An important role initially was acting as 
a broker for subscriptions to journals. 

Informatics began an informal relation¬ 
ship with Dialog Information Services in 
1984, with access through telex. Business 
that year amounted to Rs 8 lakh, and 
included customers such as Tata 
Chemicals, the Gas Turbine Research 
Institute and the Defence Scientific 
Documentation Centre: most queries came 
I rom the pharmaceutical industry, followed 
by the chemical industry. By 1990. when 
Intormatics formally became Dialog's 
iniernatinnal training and educational 
consultants for the south Asia region, they 
had serviced over 400 different clients: in 
lhai ycai Informatics gave nut passwords 
to 62 out of 65 Dialog u.ser.s in India.^” 
In 1991 Informatics participated with 
Dialog in the intoxluctiori of KOMPASS 
ASIA/PACIFIC, a business directoiy of 
Asia-Pacific companies.^* The job of 
Informatics was to create a mass of mo.stly 
business u.*;crs for Dialog (and, after 1993, 
lor Dialog DataStar)^* through the sale 
ot passwords and training conducted by 
an Inlormatics office in Bombay. In this 


role. Informatics oiganised in Bangalore 
the Infotex ’93 Conference officially 
attended by 226 representatives of 
government and business.^^ 

In 1990 the department of science and 
technology had entrusted to Informatics 
the jobs of identifying international 
scicniific databases available online, and 
the creation of a databa.se on parliamentary 
questions and answers on science and 
technology.During the next year 
Informatics won a contract from the 
Developing Country Trade Agency 
(DECTA), run by tteBiitish Government’s 
Overseas Development Administration, to 
.set up an Export Opportunities Service 
(BOS) in India, providing potential Indian 
exporters with targeted market data and 
tender notifications. Another project was 
an arrangement with Predica.st (USA) to 
develop a techno-commercial database on 
Indian industry and business by scanning 
leading financial dailies and journals.--' 
It later worked with Reuters to supply 
Indian data for their databases, while 
between 1990 and 1995 Informatics 
contributed 23,416 records from six 
leading Indian newspapers and journals to 
the PROMPT databa.se of Infonnation 
Access Company, USA.-^** By 1991, in 
addition to Dialog, Informatics was 
providing corporate representation to six 
other major information vending 
coinp-rnies and access to 10 international 
database systems.-’In 1993 a new 
company, Faxon Informatics, emerged 
from a deal with the U.S-based Faxon 
Informatics, the latter holding 40 per cent 
(with an equity base of Rs 3,(H),()()0) and 
Satya's company holding 60 per cent. 
After this ‘fusion of leaders’, all current 
project.scxccptdatabuscexportsandlho.se 
associated with Dialog were turned over 
to the new partnership.’" 

One ot the main problems in expanding 
(he online business was the .state of inter¬ 
national telecommunications during the 
1980s. Only in 1986/1987 did packet 
switching ^come available for inter¬ 
national computer communications. In 
September 1989 a breakthrough occurred 
when Videsh Sanchar Nigam (VSNL) to 
set up the Gateway Packet Switching 
System (GPSS) in Bombay. Informatics 
co-operated with VSNLin c.stablishing an 
online database .service centre called 
Infotcl, initially coasisting of twocomputer 
terminals connected to the gateway switch 
and a library of .software and manuals to 
aid database .searching. Satyanarayana was 
highly critical of high tariff rates on 
international business calls from India.’^ 
By 1990 there had been a dramatic 
change in the mission of Informatics. 
Although commissions on magazine and 
journal subscriptions still accounted for 
65 percentofatumoverofRs 1.25cFore,-’® 
the company had shifted away from the 
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priniariiy at the information needs of people 
in industry, including managers, engineers, 
and others in positions of decision support 
who utilised external sources of 
information. For this purpose Informatics 
became more active in a variety of 
awareness seminars. In June 1990 
Informaticscelebratedits 10th anniversary 
by organising a seminar on ‘Database 
Production and Distribution Indu.strics for 
the 1990s', the first of ah ‘Annual Lecture 
Series on Telematics' that served as a 
major focus for the information society in 
Bangalore, bringing together in one place 
people from business, telecommunication 
and library aimmunities. Satyanarayana 
repeatedly empha,sised that his biggest 
problem was not the si/c of the potential 
market fors services, but an awareness 
among customers of the value of 
information. In I9K9, at the inauguration 
of Infotel, he said 

In India we are still not an infnrmation- 
cnn.sciou.s .society and that most decisions 
are based on feelings and emotions even 
at corporate levels. This tendency has 
proved to he very expensive lor us. The 
object of Infotel is to change this culture 
and spread a new information culture to 
benefit dccision-making praccs.sc.s in an 
cflcctive manner.” 

Satyanarayana noted that among the 
thousands of global databases available 
internationally there was not one from 
India. lie called for an opening of the vast 
archives of data stored in hundreds of 
government agencies: “It’s impossible to 
get the public domain data anywhere from 
India, as most ot the labs and institutes 
arc not sure ol making them public".'- 
By the late 19S0s, Informatics was one 
of the only private bu.sine.s.ses in India 
attempting to market compact disk (CD) 
dataha.se products to the Indian market. In 
l9Kg they tied up with Silver Platter, Inc 
from the US to prrrvide foreign data¬ 
bases, and gradually used their connec¬ 
tions with Faxon to introduce a wide 
range of CD prcxlucts.'^ By 1997, the 
explosion in the Indian CD market, and 
the widespread availability of CD pro¬ 
duction technology in India, allowed the 
company to upgrade its own facilities and 
outsource CD production. One result was 
EXIM INDIA on CD, an 'electronic book’ 
on Indian’foreign trade regulations that 
provided* reference to customs, excise, 
imports and ex|M>rts policies, procedures 
and tariffs, with search engine and 
hypertext links.-’'* 

In 199.5 the Dialog operation accounted 
for approximately 40 per cent of Infor¬ 
matics business. CD subscriptions and 
systems for 40 per cent, and the old perio¬ 
dicals provision for 20 per cent. The 
Dialog busine.ss was stagnant, however, 
and one year later accounted for only 


relationship with Dialog then ended in 
19%. The decline and loss of the online 
business pushed Informatics into a 
greater emphasis on CD products and 
support. The company now included a 
CD-ROM division in Bangalore and a CD 
Tech division in Pune, involved in the 
systems integration work that was the 
higge.st growth area. Consulting services 
providing complete ‘document manage¬ 
ment' solutions for networked CD 
database systems, including hardware and 
software vending, installation and 
support, and CD production facilities. In 
1995-96 growth was 40 per cent becau,se 
CD products took off. Informatics 
employed about 75 employees, including 
lour operating out of an office in Pune, 
three in Calcutta, and six in Delhi. But the 
advent at la.st of a new technological 
paradigm provided another challenge for 
the company. In 1997 gmwth was only 12 
per cent because increased availability of 
the Internet, according to Satya, put a 
'transitional lethargy’ into purchu.sing, 
slopping people from buying infor¬ 
mation'. Informatics was poised to move 
into business on the Internet, hut Satya 
complained bitterly of the continuing 
monopoly over Internet access exercised 
by the government that waschoking online 
entrepreneurship.’-’ 

V 

Multinational Corporations and 
‘Offshore’ Software Facilities 

The concept of Bangalore as a 'Silicon 
Valley’ took off in the mid-l980.s under 
the impact of Rajiv Gandhi's policy of 
economic libcrali.sation in several high 
technology fields, including electronics. 
There was an announcement in 1985 of 
a software technology park scheme, with 
special rules and concessions for 100 per 
cent export-oriented units (EOU). Tlie first, 
and most influential, multinational 
coiporation attracted at that time was Texas 
Instruments, which chose Bangalore 
hccau.se of theahilily of technical personnel 
to work with English and to absorb training, 
a potential labour pool emerging from the 
Indian Institute of Science and other 
educational institutions, the already 
installed base of electronics industries and 
subcontractors, the attractive climate, and 
relatively cheap real estate. In a successful 
case of technology transfer, Texas 
Instruments .set up a 64 Kbps data link and 
later turned it over to the department of 
telecommunications. This allowed the 
Bangalore team to develop and support 
software and transmit code online to the 
US and other locations globally (By 1994 
the line was operating at 128 kbps). 

The projects beginning in August 1986 
focused on a Design Automation Division, 
where proprietary computer-aidcd-de.sign 


-- —- 

of integrated circuits, including appli¬ 
cations for simulation, testing, layout and 
verification. In mid-1988 71 India expan¬ 
ded its activities toincludc design of mixed 
signal integrated circu its and development 
of a writer range of .software. In 1990 
design activities began on application- 
.specific projects (cell lihrarius. methodo¬ 
logies ar^ support software for very large- 
scale integrated circuits) and memories 
based on dynamic RAM and non-volatile 
semiconductor technologies. An Infor¬ 
mation Technology Group began to re¬ 
engineer mainframe transaclion-ba.sed 
applications for customers worldwide 
using proprietary computer-aided software 
engineering tixils. TI India began in 1986 
with 26 engineers, a total stalT of 33, and 
revenues of US$.5 million. By 1994 it 
employed 2.30 engineers, a total staff ot 
270, and generated revenues of US$6 
million. Unlike the original Silicon Valley 
experience in California, it did not generate 
new spinoff aimpanies and did not land, 
direct design contracts from customers, 
although by 1994 Indian .staff were working 
on training and subcontracting links with 
staff from educational institutions in 
Bangalore, and a Corporate Venture Pro¬ 
jects organisation was looking for new 
business ba-sedonTTsdigital micro-mirror 
device.’^ 

I'hc image of Bangalore as ‘Silicon 
Valley* was already established when 
Will Bailey of the Australia and New 
Zealand Banking Group (ANZ) had a 
conversation with prime mini.ster Rajiv 
Gandhi on obtaining a liccn.se to buy 
Grindleys Bank, which had numerous 
offices in India. He promised, as part of 
the agreement, that ANZ would do 
something to reimburse India. Hiis evolved 
into the creation of Index Computing, a 
wholly-owned subsidiary of the holding 
company ANZ International, Singapore. ” 
The Bangalore office opened in 1989 as 
an export oriented unit with D 
Chaudhury, who had 22 years experience 
with ANZ. as managing director. It was 
part of an A$S(X) million investment in 
information technology in three .sites 
(Melbourne, London and Bangalore) 
dedicated to .software production. The 
original investment in the Bangalore 
operation was Rs 70 lakh, with a staff of 
22 professionals.-’* 

The first job was performing some low- 
Icvcl mainframe conversion work for ANZ. 
The .second project involved le-prugra- 
mming of retail banking software for 
offshore offices purchased by ANZ from 
a UK company. Index initiated customi¬ 
sation and development that changed an 
obsolete banking package from an NCR 
platform to a database kernel running on 
a PC platform, introduced LAN connec¬ 
tivity, and set up interactive front ends that 
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allowed funds tronster. teHer operations, 
statement storage, online data entiy and 
verification. They attached a signature 
module that allowed digital scanning and 
presentation of photos, signatures and 
documents, and called the package BANC, 
which they marketed to banking and 
financial institutions worldwide for back- 
or ftonl-end office applications. It became 
their core product that generated a ma)or 
.segment of income through the early 1990s. 
Other projects involved a minicomputer 
environment tor source code production 
control products, trade finance products, 
research and development on handwriting 
capture software, and outsourcing work 
(‘body shopping’) for ANZ as well as 
firms in the Gulf .States and Singapore. 
About 25 per cent of the out.sourcing 
work was on HOGAN, a worldwide 
mainfiame banking product. Sales 
increa.sed .15 percent between 1991 and 
1992. and profit aftertax increased from 
Rs 1.6 crorc (US3>.5 million) to Rs .1.2 
crore (US.$I I million), with a value 
addition ol 7.1 per cent within the first 
three years of operation. 

By 1991 the staff at Index reached 126 
persons and was projecting a major 
expansion, when ANZ experienced ina|or 
problems and underwent re.strucluring that 
included shedding of protessional .staff. In 
the opinion of later general manager John 
Pinnis. Index was ‘hitting the wall' because 
it had reached a state of maturity that 
necessitated a focus on core business areas 
in distinction to an early tendency to take 
on all sorts of poorly-articulated projects 
with .short-term dependence on 
outsourcing contracts. So by 1993 the 
goals changed to a limited technology .set. 
specified ranges of cu.stomers. and limited 
products Pinnis refocused business on 
the ANZ Group and a small set of key 
external customers who could provide 
front-end marketing and first-line service 
for Index products worldwide. 

For initial operations there was an IBM 
AS-40() minicomputer with .some work¬ 
stations in .stand-alone mode. This changed 
by 1994 to a local area network with live 
servers and KK) nodes. Communication 
link.s until 1989 were dial-up through DoT 
phone lines, with no guarantee ol access 
and a high failure rate. There was no 
digital exchange and legislation did not 
permit transfer of media, .so product transfer 
involved physical movement of disks or 
tape. By 1990Index had acquired a dedica¬ 
ted line that allowed voice, email and data 
transfer speed up to 9.6 Kbps through 
Group Data Network with leased lines 
from DoT and V.SNL. A 64 Kbps connec¬ 
tion installed thnnigh DoT to Bombay 
with an uplink to a satellite made possible 
real-time computing after 1992. Five years 
later Index was developing a high speed 
data communications backbone tor all its 


south A.sia ofnees, including a triple level 
Of redundancy; a base terrestrial system 
throughDoT; VSATconnectionsbetween 
metropolitan centres run by vendors; and 
radio cellular links. Index was also setting 
up (our customer service centres. 

In 1998 ANZ Grindlays Bank had 56 
offices in India, and Index was providing 
programming for ail south Asian offices 
as well as technical services for South 
Asia and west Asia. Index employed 150 
professionals, in addition to IS more for 
f>racle/Unix and NT work in Bangalore 
and Chennai. The company had enough 
work to easily employ 250 people, but 
ANZ had limited its expansion. The ‘Year 
2(KK)’ problem was a massive is.sue for 
ANZGnndlays, involving between A$ 150 
and A$200 million of reprogramming. By 
kite 1997 Index was devoting 70 per cent 
ol its resources to this issue, leaving 15 
per cent for new bu.siness and 15 per cent 
to lilc-and-fix operations. Index was 
t.ipping no external markets at this time. 
,md had been turning down millions in 
contract offers annually. The strategy was 
toexpand slowly but consistently. General 
manager Denis McGee expected a ‘fourth 
wave’ of demand for IT resources as 
organi.sations concentrated on built-up 
demand, so expansion in the indu.stry could 
he dramatic. 

The main advantages with the Bangalore 
location remained the schmils, which were 
Mill churning out enough people so that 
lor four jobs offered. Index was receiving 
I,(8)0 applications; and the operational 
cost differential, which in McGce'sopinion 
w'as fast evaporating. Salaries were 
increasing at a rate of 20 to 25 per cent 
annually. Workers, especially in the entry 
level (less than three years .senionty). would 
shift jobs ‘for ten rupees’. There was a big 
ilrain to the US, Canada and Singapore, 
where hanks and other offices would pay 
three times what Index gaveand include 
numerous perks. The location of 
Bangalore remained good tor ANZ 
operations, since it was cost effective 
to travel to and from Europe, Asia and 
Australia to deal with client problems. 

The big problem was that hidden costs 
of ofierating in Bangalore were making it 
more difficult lor multinational corpo- 
r.itions to move i nto Bangalore, and McGee 
predicted that within a horizon five to 10 
years in the future it would become as 
expensive to run operations there as it 
would he in Australia. Infrastructure issues 
were the big ncadachcs. including poor 
water (they had to pay Rs 6(8) daily for 
two water lorries), power .so irregular that 
they were running their generator eight 
hours a day with fuel costs rising 50 to 
1(8) per cent annually. Parking was un¬ 
available in their Cunningham Road 
location, and expenses of providing nice 
housing for the Australian personnel in 


India w«c escalating. ANZ was already 
exploring possibilities in other places like 
the Philippines. 

VI 

Corporate Strategy 

Under the economic paradigm dominant 
until the 1980$. the structure of high 
technology innovation rested with a 
number ofgovernment-supported research 
establishments (the apex in Bangalore 
being the Indian Ircstituie of Science) and 
with a limited number of large companies, 
.such as m. In addition to their large inter¬ 
nal labour forces, these companies relied 
on subcontracting of speciali.sed compo¬ 
nents from a number of engin^ring and 
production firms, which were effectively 
captive to the market pnivided by the 
public sector. Thus Bangalore enjoyed a 
thriving subculture of small and m^ium 
enterprises connected by contractual 
arrangements to the public .sector. Within 
protected markets, in the absenceof intense 
international competition, there was a 
tendency for technology to remain one to 
three generations behind that available in 
north America, Japan or Europe. Agree¬ 
ments for technology transfer occurred 
primarily within large corporations which 
then transmitted design specifications lor 
production, perhaps with enhancements 
through indigenisation. to internal units ot 
to external subcontractors, who would then 
produce with minimal value added. An 
impressive level of growth and employ¬ 
ment generation was po.ssible within this 
business world that was large, but bounded 
and increasingly fragile. 

The transition to a new paradigm was 
being completed in the I99()s, but it is 
clear from the ca.ses examined here that 
it was underway by the early 1980s. The 
fate of ITl demonstrates m extreme form 
the impact of this transition on the public 
.sector behemoths, as an inability to 
innovate ortoexplore new markets doomed 
the company to live on boirowcd time 
until quite late, only to experience the fall 
out from market erosion and a bloated 
corporate culture by 1995. While the other 
big public .sector firms in Bangalore did 
not suffer to this extent and made the 
transition more effectively, the overall 
result of these changes was job loss for 
employees in a downsizing phase and a 
slow-down or outright shrinkage in 
subcontracting opportunities for .small and 
medium firms. 'Iltere is little doubt that 
thebig public sectorcompanies will survive 
and (even in the case of ITI) grow at 
acceptable rates in the hear future, but it 
is likely that their overall impact on the 
economy of the Bangalore metropolitan 
region will decline. This means that 
Bangalore must look elsewhere for 
models of growth and employment 
generation. 
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l^e cases of successful small and 
mediuni businesses indicate that they owe 
a geeat debt to the fHiblic seaor for the 
training of their management. The debt is 
visible at least in managerial training 
through the Indian educational system, 
hut IS most obvious in the case of the 
originators ot Namiech. who established 
an independent company that fed parts 
primarily loITl. Entrepreneurs of this type 
ot small business emerged from 
government-supported institutions and 
utilised their contacts there to understand 
emerging markets in.sidc and outside those 
institutions in order to create new 
businesses. Many of the skilled personnel 
essential to the competitive advantage of 
the.se companies similarly had spent their 
early careers in the public sector, but 
migrated out i n search of better wages and 
more interesting projects. Tlic public .sector 
was. in this sense, a stage in the a.sscinbly 
of capital and human resources that 
established a critical ma.ss of market 
opportunities and people, allowing the 
emergence ot an iniemutiunally compe¬ 
titive high technology. 

Thc.se firms went through a Mage of 
passive adoption ot designs, inventions, 
Kxtls or projects originating in foreign 
companies. This appears in the slralcgies 
ot Namtech for capturing Indian markets 
with foreign-developed components. 
Inlosys's beginnings as an exporter ol 
programming talent lor north American 
projects, and ihc growth ol Informatics as 
a vendor of loreign databases. With Indian 
R and I) and markets still in their infancy. 
Ihc most effective strategy was to establish 
joint venlurcs for technology transfer or 
to accumulate capital by landing low-end 
eoniracis that brought in lorcigiiexehange. 
Later, as personnal commanded up-to- 
date expertise and the Indian market 
muiurcd. processes of technical indigeni- 
sation and market capture could occur. 
It wa.s then necc.ssary to move toward 
internal development of new. high value 
products applied to the Indian market 
in particular or to an international 
market. The management of Infosys in 
particular has repeatedly stated that the 
Indian software indu.stry must move to 
this stage it it intends to continue 
growing in the long term. 

A recurring theme in ihc cases examined 
here is the 15-ycar struggle between an 
emerging economic paradigm and 
government policy. For ITI the struggle 
ultimately concerned its own independence 
within an incieasingly archaic model that 
defined abounded field ofiechnology and 
’.society and then allocated .specific and 
unchangeable roles to organisations within 
that field - a model that was ultimately 
incapable of accounting for rapid 
technological or .social change. A similar 
fate was in store for Informatics, which 


repeatedly encountered import restrictions 
based on obsolete understanding of 
technology and the Indian govemmentLs 
monopoly over telecommunications. The 
biggest problems faced by all these 
companies was ba.sic infrastructure-water, 
power, roads, telecom facilities - which 
forced them to supplement or purcha.se 
these things on their own and to cut into 
their own margins. 

The experience of Narayana Murthy 
from Info.sys was particularly in.structivc. 
Info.sys conducted annual strategic 
planning exercises and he was particularly 
concerned about the role of technology 
companies in the growth of the country 
and in the planning of their own 
environment. He had participated in 
planning discu.ssion.s at the Stale Planning 
Board, the dcparlmenl of industries and 
commerce, and the Bangalore City Corpo- 
iMliou. He was regularly confronted with 
meetings that led to no decisions and an 
inability of even the highest-level 
bureaucrats to acce.ss data structures that 
could describe programme status or alter¬ 
native planning .scenarios. The mcs.sagc he 
presented was that all planning activities 
re(|uirc a coherent administrative structure 
based on dynamic systems models 
producing graphical output, allowing 
people to look at policy options and their 
impact on the city. This would require 
named personnel devoting attention full- 
nine to the relationship between infor¬ 
mation technology, systems and targeted 
planning outputs. Acomprcliensivc vision 
ot an extended time hori/on, allied to 
clleciive budgetary and executive powers 
was necessary. A foreign firm with 
experience in this area, hired regardless 
of price, could provide the cxpcrti.se in 
equipment and methodology and the ability 
to train personnel in India or abroad. 
Funding from agencies like the World 
Bank could link with this. He felt that the 
response of mo.sl bureaucrats wa.s that this 
approach was cither Kx) sophisticated or 
too theoretical. 

Three or four years earlier it appeared 
that Bangalore and Karnataka would 
receive lots of information technology 
investments, and during the period 1991 
to 1996 there was an acceleration. By late 
1996 Narayana Murthy noticed that fewer 
organisations were coming or showing 
interest. The apathy of die state government 
even in Electronic City, the lack of 
investment in inirastructure improvements, 
were reducing information technology 
inputs. The problem in the state govern¬ 
ment was that bureaucrats continued to 
point to the How of projects coming into 
llte area as proof that nothing was wning, 
but many of the.se represented the 
implementation of-schemes devised during 
the previous five years, rather than new 
projects. Under these circumstances, high 


technology firms faced with rising costs 
of doing business in Bangalore would 
look elsewhere. Even Infosys was kxiking 
seriously at alternative sites in China, the 
Philippines, Costa Rica and Barbados as 
places where they could relocate offshore 
activities, leaving Bangalore only as a co¬ 
ordinating centre for expanding opera¬ 
tions. In his opinion, the metropolitan 
region had about five years time to turn 
the situation around, before irremediable 
shifts in capitali.st tactics resulted in the 
abandonment oi Bangalore.'*" 

The expansion of Ihc software industry 
has been a body-shopping exercise. The 
inHux of multinational soitware firms, 
which contributed to the international 
currency of the ‘Silicon Valley’ epithet, 
began during the l9X0s as an explicit 
move to exploit the cheap but skilled 
labour emerging from institutes of 
technical education, within an urban 
environment where the cost of externalities 
was still not high enough to offset the 
savings in personnel costs. By the I990s' 
some firms were making progress in 
moving away from this employment model 
and attempted with some succe.ss to create 
independent linesufpnxlucts and services, 
but ultimately the continued success- of 
offshore production in Bangalore rested 
on (he ability of its firms to provide quality 
products altlowcr cost, which meant 
control over expenses for payroll and 
physical plant. The healthy, annual 
expansion of Indian software exports in 
any particular location thus relied on a 
fragile relationship between the local 
labour market and intrastructiirc provided 
by public institutions. I.ihcrali.sation has 
challenged government agencies to 
provide, at public expense, the services 
and labour that would allow private 
cntcrpri.scs to operate with no guarantee 
that they would remain in one place. In 
Ihc final analysis, planning dcci.stuns by 
public planning agencies have become 
crucial in Ihc provision ot services and 
infra.structurc that allow the continued 
growth of the science city. 

VU 

Public Policy and Planning 

Bangalore has enjoyed a long history of 
public planning.'** In 1945 the City 
Improvement Trust hsui come into 
existence, eventually producing an Outline 
Development Plan from 1961 lo 1976 for 
500.sq km including 220 sq km of compact 
development. The Bangalore City 
Corporation (BCC). founded in 1949 with 
the combination of the municipality and 
the cantonment, created its own City 
Planning Board as well. In an allempl to 
co-ordinate the efforts of these two bodies, 
in 1976 the government of Karnataka 
brought them together into the Bangalore 
Development Authority (B D A) which took 
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eight years to eoine up with a Compre¬ 
hensive Development Plan for 1986-2001. 
subsequeiuly revised in 1994.^^ By this 
time the uilian area had expanded to include 
almost all of the original 500 sq km of 
planned space. In response, the government 
ot Karnataka set up the Bangalore Metro¬ 
politan Region Development Authority 
(BMRDA) in 1985, with authority to plan 
for a ‘metropolitan region' including 
Bangalore urban district, Bangalore ruial 
district, and one laluka in Kolar distiict: 
in practice this meant those ureas not 
already covered by the planning activities 
of the BD A and BC( ’. It was not uttti 11995 
that BMRDA was able to generate a preli¬ 
minary ‘strucluie plan’ for the region.**' 
The rcstrictiiin of planning activities 
within three ugcncie.s, each geographically 
ne.sted within a higher office, .should 
simplify dccision-making and lead to co¬ 
ordinated policy and vision. There are 
several leasons why this has not happened. 
First, the state government established a 
variety ol agencies loi the provision ol 
basic SCI vices (e g. the Bangalore Water 
Supply and Sewage Board. Karnataka 
Housing Boaid. and KarnatakaHlectiicily 
Board), and a .separate .scries ot agencies 
for the encouragement of industrial 
development (e g, corporations for the 
management ol industrial parks such as 
F.lecironic City) that have developed their 
own agendas, exercised independent 
control over sections of the urban 
periphery, and attempted to cut special 
deals with the .service agencies. Second, 
the concenliation of decision-making 
within stale government agencies, a kind 
of 'colonisation' of public institutions by 
the .slate, divorced public policy from local 
conditions and Irom local constituencies. 
Fixing potholes in the road outside one’s 
off ice became a tangled problem resolvable 
only at high levels in the state government 
Third, the potential for corruption in these 
conditions has become ever greater not 
only for members ol the bureaucracy who 
act as gatekeepeis tor resoutces and 
services, but also loreicctcd representatives 
who find opportunities to intervene within 
bureaucratic proc'edures and policies.'*'* 
'File further insertion of judiciary as a tiuil 
tor f urthei ing or blocking the progiamines 
of government agencies has resulted in 
slowness and inctficiency in allocating 
land and resources."*^ 

1’he direction of planning took a new 
turn in 1992 with the passage of the 74th 
Amendment to th»* Constitution, the 
Nagarpalika Act. which included among 
Its pnivisions the requirement to create 
district planning committees and 
metropolitan planning committees The 
composition ol these committees rested 
with the slate government, but they required 
initial recon.stiiution ot corporation coun¬ 
cils and district panchayat counnls, them- 


jiclvcs reconstituted by the earner lira 
Amcndment.In September 1994 the 
government of Karnataka amended its 
own laws to accord with the 74th Amend¬ 
ment, and then embarked on a four-year 
process ot redefining local election 
constituencies and powers of local 
"wards committees.' During this period 
the future of Ihe BD A and BMRDA and 
their relationship with either the service 
agencies or industrial development 
corporations remained uncertain, for their 
roles within the projected metropolitan 
council remained unknown and virtually 
iindebated. BDA had accumulated a large 
staff and considerable power over its own 
planning area, but had a poor reputation 
and did not officially operate at the 
‘metropolitan’ level. In the immediate 
aftermath of thi& 74th Amendment's 
passage, BMRDA expected its own 
demise, but as time went on there were 
indications that the state government might 
n-work It into some new form of metro¬ 
politan council. Meanwhile, there were 
three chief ministers of the state within a 
three-year period, resulting in a dis¬ 
continuity in leadership. 

The result of the.se political changes 
was a period ot five years in which there 
was litticovcrall managementot planning 
or vision for the long-term development 
of Bangalore. During this time there were 
clear indications that investment in 
infrastniclurc lagged behind growth ol 
population and construction in the city 
and its environs. Furthermore, there was 
only limited .success in attracting external 
sources of capital for implementation ot 
inlrastiucturc improvement programmes. 
As a result, the externalities asstwialcd 
with urban congestion and competition 
lor services, combined with a steady ri.se 
III labourexpcnscs, lowered the attractive¬ 
ness ol Batigalore as an arena for private 
mvcstmenl.While the city .still had advan- 
t.igcs over other metropolises such as 
Mumbai or Delhi, it experienced more 
ctlecli VC competition I rom Hyderabad and 
Pune. Bccau.se Bangalore was operating 
111 an international investment scenario, 
cities in other countries were al.so in a 
position to offer more investment options 
or enhanced infrastructure to lure multi¬ 
national corporations and new entre¬ 
preneurs, both foreign and Indian. 

Bangalore has reached a stage in its 
gniwth V here a new level ot challenges 
Ijcc it and the entrepreneurs who may 
attempt to work there. As population 
continues to grow at a rapid pace - proje- 
ettons .sugge.st a figure of seven million 
by 2010 - it is mo.st likely that the eco¬ 
nomic growth ncce.s.sary to support these 
jicopic will have to come from the private 
sector, led by the kind of high technology 
companies discussed here. Iticircontinued 
viability rests on improvements in 


mtrastructure mat win support cunent 
operations and enhanced functionality 
needed to co-operate in multinational co¬ 
operative settings. This infrastructure, in 
turn, ultimately rests on institutions and 
decision-making in the public sphere. Tte 
overall direction of planning is to place 
more responsibility for decision-making 
at the lowest operational level, a process 
we may describe as decentralisation or 
devolution - the most salient trend within 
management in the 1990s. This vector is 
apparent even within the Nagarpalika Act. 
which visualises local bodies at the ward 
level directing public investment and 
planning. Private enterprises will need to 
become more active at the.se local levels 
in providing inputs for their own services 
and infra.structure, and there arc numerous 
examples in the Bangalore region of 
companies that have taken initiatives in 
their neighbourhoods with excellent 
re.sults. Operating at the local level, 
however, is not sufficient for dealing with 
larger issues of regional planning, water 
and power, the allocation of .space, and 
equity. Thescdccisionsrcquin; input within 
the largei institutional structures ot 
municipal, di.strict, and metropolitan 
councils, and arc thus political issues. 
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Suicide Deaths and Quality of Indian Cotton 

Perspectives from History of Technology and Khadi Movement 

C Shambu Prasad 

The suicide deaths of farmers is a failure of agricultural science and the historical nature of the crisis 
needs to he appreciated. This paper seeks to retrace the route by which the present connections between 
Indian cotton and the mechanised textile industry were first established, a direction that has led to the present 
crisis on the fields of the cotton farmers. It also explores the alternatives in the khadi movement which 
with the aim of reintroducing spinning to the masses had to look at varieties of cotton suited for home- 
based production and evolve tools for use in the movement. 


THE large-scale suicide ofover 300cotton 
farmers in Andhra Pradesh this agricul¬ 
tural season point to a crisis in the 
sustainability ofcolton fanning. One needs 
to go beyond analyzed causes like the 
failure of extension mechanisms, the 
unavailability of easy credit and the spe¬ 
cific conditions of Andhra Pradesh, lo 
understand the reasons for cotton becom¬ 
ing a highly risky and unsustainable crop. 
A longer-term viesv of the situation has 
to appreciate the historical nature of present 
day cotton farming and the concomitant 
loss of autonomy of farmers over what 
they arc growing. The recent deaths of 
cotton farmers in Vidarbha. the shift to 
traditional varieties m north India, and the 
earlier event of suicides t>f farmers in 
Guntur and Prakasam districts in 19S6-K7, 
together with the present plight of the 
Andhra farmers, all point to a larger crisis 
in cotton farming that is .sy.s-temic and not 
isolated.' 

Despite repeated failures the cotton crop 
today requires high levels of pesticides 
and irrigated water. Although recent stud¬ 
ies on the farmers suicides have pointed 
lo the dependence of farmers on pesticide 
dealers and the increasing expenditure on 
irrigation, they have assumed these as 
inevitable for the crop. ^ The suicides point 
to a need for a cotton crop that would 
minimise the risk to the farmer and ensure 
sustainability for both the grower and the 
.soil. There is therefore a need to reopen 
the debate between American and 'desi' 
varieties of cotton in the light of the well- 
known sturdy and pest resi.siant nature of 
the desi varieties. 'Ilie agricultural estab¬ 
lishment today grudgingly accepts the 
sturdiness of indigenous varietie.s, as is 
evident from the recent nnive lo grow 
traditional varieties along the Indo-Pak 
border to prevent pests from entering India. 
This action however falls short of quc.s- 
tioning the farming practices within India, 
wltcre hybrid and American varieties 
dominate.’ Thi.i paper looks at the history 


of cotton farming in India lo examine the 
reasons for the neglect of desi varieties of 
cotton and thereby attempts to challenge 
its 'inferior' status. 

Spinning in India is concentrated in a 
tew centres like Coimbatore, Mumbai and 
Ahmcdabad and the cotton trade has been 
following the pattern of trade laid down 
in the IKth and 19th centuries. The inter¬ 
national trade determines prices and 
varieties gniwn. the benefits of which 
rarely accrue to farmers. Better returns for 
the farmer is possible if there exi.st 
decentralised cotton spinning technolo¬ 
gies for value addition at the village or 
small towns. Alternative routes of prtxluc- 
tion that could, by linking household textile 
production, local yam spinning and the 
growing of cotton in small fanns, perhaps 
provide the key for sustaitiable cotton 
farming. The needs of the mills today are 
incompatible with the nature of produc¬ 
tion on small farms. This paper seeks to 
retrace the route by which the present 
connections between Indian cotton and 
the mechanised textile industry were first 
established, a direction that has led to the 
present crisis on the fields of the cotton 
l.'irmer. It also explores alternatives in the 
khadi movement. 

There are thiee pans to this paper. In 
part 1, we look at how the nature of cotton 
changed, with the change in the use from 
a raw material for a technology that could 
adapt to the widely differing qualities of 
local cotton, to one that had to service the 
machinery of the English indu.stry and its 
production system, and how in this pro¬ 
cess Indian cotton earned the name of 
'inferior' cotton. The reasons for the ‘in¬ 
feriority* of Indian cotton are then identi¬ 
fied. In part II. the question of quality is 
explored in greater detail. We cite several 
instances from the history ofcolton grow¬ 
ing in India to challenge the notions of 
the poor quality of Indian cotton. We 
question the universality of the term, and 
hope to .show that it has diverse meanings 


for machine made and hand made produc¬ 
tion, or export-trader ba.scd productior 
and decentralised operations for local use. 

In part III, we look at the khadi move¬ 
ment during India's freedom struggle, a? 
a contemporary and alternative techno¬ 
logical respon.se to the developments ir 
the modern textile industry. 'The khadi 
movement had consciously rejected some 
of the parameters of modem textile tech¬ 
nology and thus provides an exccllcni 
case where some of the dissenting view^ 
on quality of Indian cotton m the account; 
that were mcnitoned in parts II and I were 
actually applied in practice. The move¬ 
ment, through its .scicnti.st.s like.Maganlal 
Gandhi and Dadabhai Naik. not only 
posited different definitions of quality 
more suited to the specificity's of Indian 
manufacture, hut showed how a different 
science was possible where the field wa<i 
on par with, even .substituting, the labo¬ 
ratory. and where experience and memo¬ 
ries counted as much asexperimcntal facts. 

I 

The history of cotton growing in Indiii 
since 1790, when Bourbon, the first exotif' 
variety was intnxluced, can be seen a; 
essentially one of the replacement of indi¬ 
genous varieties of cotton, which had been 
carefully bred over centuries to provide 
the world’s best cloths, by American 
varieties, to suit the emerging mill pro¬ 
duction of textiles in Lancashire. Conse¬ 
quent to the poor understanding of the 
difference of the two types of cotton, the 
indigenous was branded 'inferior’. While 
the 'deindustrialisation' caused due to 
colonial rule has been well researched, 
there is little understanding of the tech¬ 
nical dimensions of this process. The 
cultural specificity of technological choices 
become clear if one examines the history 
of cotton growing in modem India and 
analyse how a technology that evolved 
over generations of practice was branded 
‘inferior’ and replac^ by another whose 
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technological merit remained unques¬ 
tioned. 

Cotton in India, unlike in other parts of 
the world, came into general use as cloth¬ 
ing for rich and poor at an early stage in 
^ histoty. Cotton cloth reached a stage of 
perfection that made Indian texti ies known 
ail over the world and the textile industry 
gave employment to vast numbers of 
people at each stage of production. Dif¬ 
ferent varieties were grown in different 
parts of the country, each being suited to 
the local soil, water and climate. While 
the cotton of Gujarat had long staples, the 
Dacca cotton was short-stapled, and yet 
it produced the finesit fabric ever made. 
Since the cotton plant was so intimately 
related to the lives and occupations of so 
many people, a great deal of care had been 
given to their particular qualities and 
characteristics. Years of careful .seed se¬ 
lection resulted in the improvement of the 
variety for the particular characteristics 
that were required. Length of staple, which 
today is the most important factor in 
deciding 'quality', was not important, in 
fact was even a hindrance when cotton 
was carded with a bow with longer .staple 
cottons creating problems in proce.ssing 
by wrapping around the bow. 

Europeans, in contra.st. got involved in 
cotton as traders of cloth in the 17th and 
IKth centuries. They dressed in w<x>l and 
linen, both ol which cun be converted 
from fibre to fabric by fairly simple pro- 
ccs.ses. Their knowledge of cotton pro¬ 
cessing and its various techniques was 
limited. They were thus more in need of 
an 'indu.stnai revolution'. Britain that was 
in the forciront of the industrial revolution 
initially gut its cotton from Levant and 
We.st Indies for the mo.st part of the 18th 
century. There was a spurt in cotton imports 
of Britain from 1780 onwards due to 
supplies from America and India, with 
America constituting the lion’s share of 
Britain's imports of cotton thereafter. 
America became the biggest supplier of 
cotton to Britain from the 18()0s and this 
continued till the l8S0s when supplies 
were discontinued briefly due to the 
American civil war. 

Cotton was not nati ve to America. It was 
after nearly 150 years of constant trials 
and selection that cotton found its roots 
in American soil. Once it became accli¬ 
matised in the southern states there was 
a revolutionary change in America’s 
fortunes. Initial expansion of cotton 
cultivation in the US began in 1786 with 
the introduction of Sea Island cotton into 
Georgia from the West jndie.s. By 1792, 
Sea Island cotton Hlied all the coa.stal 
areas of South Carolina and Georgia.'* 


Along with the possibilities of large 
quantities of cotton wa.s the invention of 
machinery for cotton processing. 
Arkwright's spinning frame in 1769 in¬ 
creased the spinning potential of small 
manufactures. In the US the invention of 
the Whitney gin, in 1793. solved an 
impoitant bottleneck in the .speedy sepa¬ 
ration offibre from seed. Of interest though 
is the fact that all the machinery was 
developed with just the American cotton. 
Length of staple thus became an important 
criterion for reasons of convenience of 
operation by machine and had little to do 
with the quality of fibre. 

The over reliance on American cotton 
was of ameem to traders in tiie 19th century 
and the manufacturers of l,anca.shirc turned 
to the fields of India to increase supplies. 
The traders were not .sufficiently aware of 
the situation in the fields of India and of 
the cultivation practices of Indian cotton, 
and presumed that they could replicate 
American conditions in India. But there 
was a huge difference between the virgin 
Koilsof the North Amcricanconlincnt, and 
the soils of India, which differed widely, 
from place to place, needing regular 
manuring to maintain their fertility. Indian 
cottons were bred to withstand the vagar¬ 
ies of the variable Indian climate and 
cultivation practices were honed to 
minimise the cotton plants' vulnerability 
to pests. The traders were oblivious to 
thc.se niceties; they wanted quantity pro¬ 
duction conveniently delivered at central 
points, to be conveyed overseas as effi¬ 
ciently as possible. For this purpose, the 
Indian varieties and trade practices were 
unsuiled and so were branded 'inferior', 
and a systematic process of change ini¬ 
tialed to mould them to the new demands. 
Ii was the trader’s initiative to inlnxluce 
new technologies, the ginning mills and 
haling machine.s.-^ The traders felt that 
large-scale import of American seed for 
trials in India and improvement in irriga¬ 
tion would help improve supplies from 
India. They also wanted the government 
to invest in other public works like rail¬ 
ways and water carriage facilities to assist 
speedy transportation of cotton. 

The government in its policy followed 
the demands of the traders and attempted 
to improve the position of cotton supplies 
by: (a I introduction of exotic seeds that 
would give high yields; (b) astablishment 
of government farms to ‘prove’ superior¬ 
ity of exotic varieties and cultivation 
practices; (c) despatch of planters from 
America to introduce better cultivation 
practices: (d) introduction of machines for 
cleaning and pressing of cotton; and 
(e) Investment in public works for trans¬ 


portation of cotton to the ports and irri¬ 
gation for increasing the yields. 

Several reports were made on the sub¬ 
ject of cotton growing in India to increas¬ 
ing supplies from India and removing con¬ 
straints. Most were from government 
officials within specific areas such as the 
reports on the three presidencies, or on the 
Central Provinces and Bcrar, a major cotton 
growing area, where a cotton commis¬ 
sioner was appointed by tlie Manchester 
Chamber of Commerce. There were also 
reports and letters from traders in Britain, 
and cultivators - both Indian and British, 
as well as opinions of botanists. These 
.sources have been u.scd together lor this 
section on history of cotton growing. We 
now look at some of the impediments 
identified that came in the way to see how 
many of the.se rellectcd on the quality of 
Indian cotton. 

Si'KPLius i=ROM India 

Despite active governmental interven¬ 
tion, supplies did not increase as per ex¬ 
pectations of the trade circles causing a 
lot of anxiety. Traders' reports and the 
lobbies were quick to identify this with 
pixir infrastructure, namely, irrigation and 
Iranspixl. Indian cotton took the same 
time to rcachnhc ports from the interiors 
as American cotton took to reach 
Lancashire.** They lobbied fur railways 
for speedy transport and introduction of 
machines for ginning and baling. The 
railways would also reduce the adultera¬ 
tion of cotton in their opinion. The sy.s- 
tematic adulteration of cotton at all stages 
on its route to the port with mud. sand, 
stones and water caused the cotton with 
dirt that as was as high as 25 per cent.^ 
These reports did not look closely at the 
internal .structure of cotton growing and 
textile priKCssing. 

Cultivators, both Indian and foreign, 
who looked at it closely however arrived 
at different sets of rea.sons. Primary among 
them were the ptiverty of the cultivator 
and the repressive rates ol taxation. The 
high land tax came in the way of cotton 
growing, which in places of Gujarat were 
M high as 50 per cent of the produce." 
Shamrow. a cotton planter from Dhexilia, 
found little rca.son for the ryot to pay heed 
to the crop that he had no say on. The 
cotton was left unattended in case the 
government ‘kist’ was not paid and de¬ 
teriorated in quality produce.'^ Botanists 
who had experience of Indian agriculture 
and soils, also concurred with this view. 
In an evidence to tlic House of Commons 
Committee they had stated that the infe¬ 
riority of Indian cotton to American cotton, 
was almost entirely owing to the neglect 


BconomiG and Political Weekly January 30. 1999 


nc I 'j 



of the cultivators. They did not see any 
inherent defect with Indian cotton in re¬ 
lation to the American.In a few places 
where the ryot had more freedom his 
profits were better. Of the 13 districts on 
the Madras coast, only Visakhapatnam 
and Ganjam districts showed gotxl profits, 
the reason being that the land there were 
under native chiefs.*' 

The ptiverty of the cultivator was in no 
small measure abetted by taxation that 
affected all aspects of indigenous cloth 
manufacture. This was in keeping with 
Britain's policy of converting India into 
a source ol raw inuterial and a mutrket for 
finished products. The rcprc.ssivc regime 
of taxation made processing of Indian 
cotton pmhibitive. Indigenous processing 
t«:hniqucs. which were crucial, for the 
maintenance ot quality of cotton came 
under strain and were eventually replaced 
by the faster, though quality wise 
dubious, machines from the west. Brown, 
a planter who spent several years in the 
Madras presidency, describes it poignantly 
thus: 

The story ol cotton in India is not half told: 
how It was systematically depressed from 
the earl ic.st date that American cott on came 
into competition with it. about the year 
1786. how for 40 to .“iO years after, half 
of the crop was taken in kind in irevenue, 
the other half by the .sovereign merchant 
at a price always below market price of 
the day, which was habitually kept low 
for the purpo.se. how the cotton farmer’s 
bullocks were taxed; the ‘charkha’ taxed, 
the how taxed, and the Umm taxed; how 
inland custom-hou-ses were posti^d in and 
around every village, on passing which 
cotton, on its way to the coast for sale, 
was stopped, and like every othe r produce 
taxed alrcsh; how it paid export duty both 
in a raw state, and m every shape of yam 
or thread, cloth or handkcrchiel. in which 
it was possible to manufactun; it. 

Brown commented that it was only in 
1862, for the first lime in 64 years that 
the annual tax on the loom was repealed. * - 
The cultivators felt that due to lack of 
incentives and the change in production 
.system the cotton quality also suffered 
through poor picking and cteuining. I'hc 
demands of the export market, however, 
did not allow for different pickings and 
all picking was done only once. In the 
absence of incentives for the ryot to 
improve the crop, it was often piickcd late 
leading to a fall in quality. *'^ The care that 
went into the various processing stages for 
the indigenous industry were not com¬ 
plied with when there was a need to serve 
an external market. The traditional how 
rendered the cotton as free from impurities 


AS the mo.sl complicated machinery in 
England. As there were no incentive for 
gathering dean cotton the cotton that 
reached Britain was not bowed and was 
dirty.*'* 

We thus sec that in contrast to the trad¬ 
ers' viewpoints that left the questions of 
prevailing trade practices unquestioned 
and instead blamed Indian cotton and 
cultivation techniques, the cultivators and 
botanists wereofthe opinion that nochange 
was po.s.siblc without improving the 
position of the cultivator and reducing 
laxeson tiie Indian pmccssingimplements. 
Another rca.son for poor supplies to Britain 
Irom India was the existence of extensive 
and strong local markets. In Punjab, even 
as late as 1884. when machine made goods 
had made inroads into the local market. 
84 per cent of the cotton yield in the prov¬ 
ince was ItKally consumed. * ^ Correspond¬ 
ingly the demand for American cotton 
amongst the indigenous manufacturers was 
poor. Colonel Skinner, a succe.ssful planter 
III Bengal had to abandon cultivation of 
American cotton because the produce did 
not fetch more in the Calcutta market than 
native cotton.*^’ 

None of the constraints outlined above 
point to any fault with the Indian cotton. 
Ii was to this that James Dunsmore, a 
retired cotton merchant, tried drawing the 
attention of the government. He wrote a 
sonc.s of letters between 1823 and 1827, 
on the i.ssue of Indian cotton to the court 
of directors and brought to the attention 
of the government the es.sentiai difference 
between the Indian and American variet- 
i«;s on the question of quality, a difference 
that trade circles were unaware of. He 
contended that the superiority of Indian 
labrics w'as as much due to the cotton a.s 
Irom the prevailing view that placed it on 
the skill ol the Indian weaver, a view later 
confirmed by Hamilton in his .study on the 
Dacca muslin. He argued that the .soil and 
climate of most parts of British India gave 
a superiority to the quality of Indian cotton 
that no cotton wool of oilier countries 
could equal. 

He remarked insightfully that the spin¬ 
ning machinery had been invented by 
people who had only .seen American cotton, 
and so it was not suited to Indian varieties 
and wondt cd why the manufacturers using 
Indian cotton wool should not have dis¬ 
covered that its quality was both distinct 
and superiortothcircarlierones. Dunsmore 
observed that “the manufacturers have no 
views beyond immediate gain, and in 
genenil want no change in the material 
because it would occasion a heavy outlay 
III new machinery". Dun.s.more pleaded 
with the government to intervene and 


correct Us error in policy but his letters 
remained unacknowledged.'? 

Cultivators who spent several years in 
India in cotton growing echoed Duns- 
mcne's feelings on Indian cotton. These 
voices of dissent were ignored in govern¬ 
ment policy that favoured exotic seeds. 
We now look at the success of exotic seeds 
and experimental farms. 

' Exotic seeds and government farms with 
American cultivation practices did not 
work out in India. In 1816, the Bombay 
govcmincni in a letter to the court of 
directors, reported that the crop of Bour¬ 
bon cotton had failed on the same .spot 
where the indigenous plant produced 
plentifully. By 1837 the farm at Akra was 
considered a failure by the government's 
own assessment.*** Fischer reporting on 
these experiments at Madras presidency 
considered “the American plant a delicate 
and unprofitable one” and not as produc¬ 
tive as the common country or indigenous 
cotton. Gray, a planter in Madras, remarked 
that 'The indigenous plant of India will 
not thrive well on any landexccpt denomi¬ 
nated cotton .soil, while on the same soil 
the plants of the western world invariably 
fail".*’ 

The cultivators were more torthrighi in 
criticising the efforts. Shammw pointed 
out th.it while the government and com¬ 
mercial agents reaped all the benefits, the 
farmer got little in return for his enhanced 
trouble and expense. In his .scathing com¬ 
ments on the ex peri mental farms Shamrow 
remarked that the government “lavishly 
wa.stcd vast sums of money (on expensive 
mixlel farms) upon the sheer chimerical 
suggestions of would-be amateur experi- 
incnialist. and ignorant imbeciics...They 
(the experiments) were for the .satisfaction 
of government, only, so that my country¬ 
men remain, as before, unenlightened.”®* 

Wight commented in detail about the 
work of the American planters, two of 
whom were sent to Coimbatore. The 
experiment, which began in 1840, went 
on for 13 years. He observed that in three 
years American planters had completely 
exhau.stcd the fertility of the soil by crop¬ 
ping it with cotton year after year, making 
it unwonhy of gathering in the fourth and 
fifth years. At the end of the fifth year, 
the planters retired from the field alto¬ 
gether, confes.sing candidly that they could 
not compete with the (Coimbatore farmers. 
The Coimbatore farmers at the end of their 
I3lh year of trial, pnxiuced from Ameri- 
cap seed a cotton crop as good and a.s 
abundant as was produced by planters in 
the llrst year and at half the co.st.^* The 
experiments had proved that Indian farm¬ 
ers were in no need of tuition from 



Americdns. However, in the absence of a 
guaranteed price, they were reluctant to 
take up the cultivation. 

Opinion against exotic seeds was com¬ 
mon by the 186()s. However, when Rivett- 
Camac was appointed the cotton commis¬ 
sioner of Berar and Centml Provinces in 
1864. his main task was still to introduce 
foreign staples. In experiments atNagpurc, 
Camac found that none of the plams of 
the Egyptian or fresh New Orleans seed 
could weatherthe heavy monsoon, whereas 
the indigenous could. Having realised the 
futility of efforts with exotic .seeds he went 
ab(Hit improving the indigenous cotton. 
He popularised the Hingunghat variety 
amongst tarmers and merchants and con¬ 
ducted exhibitions in the cotton heartland 
to show the possibilities of improving 
Indian cotton. Them were over 300 speci¬ 
mens of cotton exhibited from all parts of 
India and the world amongst which the 
Khandesh Hingunghat cotton wasdeclared 
best ahead of the sawginned Dharwarcottun 
t)l Amcncan seed.*’ 

Dh(:i.Nl-RAlH)N AND NETiI.Et'r OH 
Indian Cotton 

With the decline of household spinning 
in India, both the growers and weavers of 
cotton became the clients of the inter¬ 
mediary spinning mills. The import of 
machine-made yarn into India broke the 
connection between the cultivation of 
cotton, the spinning, and the weaving. 
Cotton which had largely been grown for 
local use. began to be grown specifically 
for export, and numerous textile prtxiuc- 
ing centres decayed. The export market 
completely transformed cotton cultivation 
in India by setting up new criteria of quality 
for cotton It was now for the needs of the 
machine rather than forthecloth that could 
be made from it. that the characteristics 
were examined, Though desi varieties 
were well-known to pniduce the finest 
cloth, they were un.suited to the new texti Ic 
machinery invented in England. Hamilton 
commenting on the cotton of the Dacca 
muslin observed that despite the greater 
fineness of emton produced near Dacca, 
the American varieties have a longer fila¬ 
ment and arc thus more fitted for European 
machinery. 

The damaging effects on cotton culti¬ 
vation through promoUtHi of research for 
the sake of trade was recogni.sed by the 
well-intormed George Watt, the botanical 
'advisor to the government, who observed 
that due to the prevailing trading policies 
the progression of improvement of the 
indigenous .staple was deliberately stulti¬ 
fied and the labours of centuries ruthle,ssly 
thrown away. The existing track:, he felt 


was aimed against all the good fetUures 
of the indigenous fibre. ‘The retrograde 
traffic is directed towards attainment of 
high yield of a worthless .staple*'.^^ 

The change in cultivation practices 
brought about by the colonial government 
led to the deterioration and loss of diver¬ 
sity of some of the best native species. 
Ihe cotton that made the famed Dacca 
muslin had already disappeared. Tradi¬ 
tional seed selection, manuring and cul¬ 
tivation practices of desi cotton farming 
died out, and traditional long-stapled 
varieties like the perennials of Gujarat and 
Kathiawar, were replaced by inleriorones. 
Bani. the breeding stock from which the 
tamed Hingunghat originated, was re¬ 
placed by Jari or Varadi. high yielding but 
low grade varieties that could grow even 
on inferior lands. Middleton in his Hand- 
Imik on Cotton in the Bengal Presidency 
considered the populari.sation of Jari and 
Varadi a calamity and a dangerous rival 
to the finer varieties. These varieties when 
bmughttoanew kx;aliiy had robast growth.s, 
matured early, and were prolific. Once 
established, however, they degcnerated.‘‘* 
Watt had e.stimated that by a proper 
selection of seed and its cultivation, the 
cotton crop could be improved by SO per 
cent. This hud been suggested by other 
botanists; In 1886, Trevor Clarke and 
Jones, the superintendent for farms in 
western India highlighted the importance 
of the ‘pedigree’ sy.stem for careful selec¬ 
tion of the .seed. Colonel Showers had 
earlier in I86S made several recommen¬ 
dations for the improvement of the indi¬ 
genous plant.^'’ Contrary to informed opin¬ 
ion in .scientific circles on improvement 
of quality through changes in agricultural 
practices and introduction of quality indi¬ 
genous .seeds, the government .sought to 
improve the quality of cotton mainly 
through legislation like the adulteration 
law of 1929 with a penalty of two years 
rigorous imprisonment for adulteration, 
that became more stringent with the 
Adulteration Act of 1863.^** 

By the time the government had rcali.sed 
the need to improve Indian cotton much 
damage had been done. Mollison, the 
inspector general appointed to improve 
Indian cotton, reported, in 1903, little 
practical re.sults in improving the cultiva¬ 
tion of Indian cotton. The reason being 
that the existing knowledge on indigenous 
varieties was poor and incomplete. He 
recommended that a survey be conducted 
of the existing cottons of India ha.sed on 
tlie sugge.stions of George Watt and that 
.seed farms be e-stablished all over the 
country. Seventy-.sevcn varieties were 
examined as a result at the three farms in 


the presidencies and their characteristics 
observed over a period of time. The results 
.showed that the indigenous varieties had 
suffered deterioration mainly because of 
continued use of the .same strain over 
generations.-"^ 

The .scientific intere.st in the early part 
of the century was however not pursued 
in the field. The unhealthy practices of 
cultivation and trade continued unchecked. 
Though there was an increase in acreage 
between 1899 and 1939 from 13.8 million 
acres to 24.2 million acres, the quality of 
cotton grown was poor. The textile indus¬ 
try was undergoing rapid change. Britain 
lost its supremacy in textiles. Between 
1885 and 1891. Continental Europe 
imported more cotton from India than 
Britain. Japan and the Indian mills were 
also serious competitors to the produce of 
Indian uotton. The Indian mills were yet 
to establish thetn.selves and were concen¬ 
trating on coarse manufacture and were' 
not particular about the quality of cotton. 

One would have expected a change in 
trend after India’s independence and that 
the unfinished agenda of impmvement of 
Indian cotton taken up vigorou.sly. On the 
contrary, in a misplaced national zeal for 
self-sufficiency in long staple varieties, 
a crisis caused in part by partition which 
separated cotton growing areas from 
Indian mills, post-independence policies 
were shaped as a rc.sult directed towards 
import sub.stitution of long staples. The 
focus was on high yielding varieties in 
irrigated areas in rich alluvial soils with 
large inputs ol fertilisers and pesticides. 
Con.sequcntly there has been a shift to¬ 
wards hybrids and hirsutums because the 
desi (indigenous) varieties were unsuited 
to incieased yields through artificial in¬ 
puts. In 1947, 97 per cent of production 
was from indigenous varieties of the 
arboreum and herbaccum varieties. This 
decreased to 37 per cent in 1990, while 
that of hybrids and hirsutums went up 
from 3 per cent to 63 per cent.^* 

These changes were* not due to market 
demands but due to a deliberate policy by 
the government that favoured certain 
varieties. A study team on cotton con.sti- 
tuted by the National Commission on 
Agriculture envisaged a gradual incrca.se 
in lower medium count but no incrca.se in 
production in coarse counts for 25 years. 
It is thus little wonder that the price of 
lower counts of cotton have witnes.scd the 
steepest increase in price in recent years 
much to the di.stn;.ss of millions of handitxtm 
weavers making cloth for everyday use in 
local markets.^’ 

The re.search conducted since indepen¬ 
dence has been on the same principles and 



toiiowing me Name oirecnon as mat es¬ 
tablished first by the East India Company 
and continued by the colonial govern¬ 
ment. Both policy and research favour the 
cotton merchants and big mill owners, at 
the cost of the small farmer and the weaver, 
.)r even the user of the end product, the 
cloth. The cotton, which now gets a high 
price, is the variety suited to the machine. 
!iOt that which gives g(«)d cloth. Once it 
reaches the spinning mill it is made into 
yarn on the same machines that were 
Jcvelopcd Irom the early ones and in- 
;ended for long staple cotton. There has 
'teen no research into different machines 
iuiled to dcsi cottons. 

The present suicides of cotton farmers 
tre directly linked to the policy of the 
government to favour tho.se varieties that 
were amenable to huge inputs of irriga- 
ion. feitili.ser and pe.sticidcs. It is becom- 
ng increasingly clear that such policies 
ire counter-productive and unless there is 
i fundamental que.sttoning of the basis of 
hese like the inferiority of Indian cotton, 
hese trends are unlikely to he reversed. 
\ techno-historical audit of cotton lech- 
tology can help us examine these axioms 
ind replace them with others consonant 
vith sustainable cotton farming. In the 
bliowing section we critically examine 
me .such axiom, namely, that longer staple 
engfh implies good quality cotton, an 
ixiom on which Indian cotton has been 
iranded inferior. 

11 

Ti;xtii.k Tr(’hnoi.ooy and Quai.iiy of 
Indian Coti’on 

Textile .science today equates length of 
laple as determining the quality of cotton, 
iuch a quality consideration fails in the 
;ase of the Dacca muslin, which produced 
he finest cloth in the world from the 
hortest staple. Hie Ponduru spinners of 
Irikakulam to this day arc able to spin 
'am as fine as I (K) counts and above from 
:otion that is of .short .staple. Tlie.se un- 
ixplaincd 'anomalies' in textile science 
aise some questions. Was the shortness 
if staple a limitation for mill machinery 
0 operate? If .so. what were the pre-spin- 
ling operations that were responsible for 
he high quality of yam of Indian fabric 
if the past? Arc they being served by 
iresent-day machinery? Isn't there a need 
or different quality markers for hand made 
md machine made goods?To answerthese 
|ue.stions we look at some evidence from 
cxtile history tm the quality of Indian 
.otlon. This will help us examine if there 
s an incompatibility with Indian cotton 
ind mill technology today and between 


American cotton ana inaian nana tecn- 
niques. 

*11131 Indian cotton could produce high 
quality yam was a fact not unknown to 
ilic British. The cloth manufactured from 
the thread of Nagpore cotton was reported 
to la.si long, and to bear watthing well. 
Ilingunghat cotton was celebrated for its 
cleanness, strength, length, brightness, 
evenness and silkincss.™ George Watt 
commenting on the peculiarity of the Dacca 
muslin cotton believed that the manu¬ 
facturers of machinery had a lot to learn 
from the cotton and spinning techniques 
employed. He attributed the peculiar 
c X celicncc of the Dacca muslin to its ability 
not to swell on bleaching.-^' 

Several .studies 'were made on Indian 
cotton in the 19ih century in Britain and 
they give us some idea about the particular 
characteristics of Indian cotton. Clare’s 
study comparing the threads made from 
Indian and American cotton through a 
microscope revealed that yam made out 
of Indian cotton was much finer than the 
American. “It required, at lea.st. four such 
threads of hand spun British India cotton 
twisted together to make one thread equal 
to the finest machine spun cotton in this 
country”. He observed that the presence 
of moisture while spinning was respon¬ 
sible for the differences in appearances 
between Indian cotton and others. The 
hand-spun fibres had belter adhesion and 
were thereby stronger and finer than 
machine made yarn. Briggs, commenting 
on Clare’s and Wilson’s studies, remarked 
that the “facts brought to light by means 
of ihc.se microscopic observations afford 
an idea of the delicacy of Indian cotton 
beyond anything of which we could have 
any conception”. However he was quick 
lo add. in keeping with the thinking of the 
limes, (hat independent of fineness of 
Maple, length of staple was of (he highest 
importance in trade circlcs.^^ 

Indian cotton today is used only tor 
spinning lower counts so much .so that desi 
cotton has become synonymous with 
coarse cloth. This wa.s not the case before 
the advent of modem machinery. It is on 
record that yarn up to count 400 was 
produced. In 1868, wlien Briti.sh goods 
and yarn l-id made sufficient inroads into 
the local markets and the spinning indus- 
ti 7 had almost died out in most parts of 
India. Ri vctl-Camac was .still able to dem¬ 
onstrate yam of count 244 spun by the 
Dhers in one of his cotton exhibitions.^^ 
Indian cotton could also lake dyes better. 
A calico printer of fine Swiss cloth 
realised that his colours were brighter 
when he used ea.st Indian fabrics than 
British. Dunsmorc attributed this to the 


pre.sence ot essential oils tn inaian coaon 
that the American cotton did not have. 
Tests with indigo indicated that Indian 
yam took colour hetter.^ 

During the 1860s when the British 
authorities were concerned about the lack 
of demand for British goods in the Indian 
market, they commissioned a survey on 
(he slackness of demand for European 
goods. The survey report revealed that 
“Indian cloths contained more cotton and 
le.ss sizing material than their imported 
substitutes, and were, therefore preferred. 
The native article was more durable, 
thicker, warmer and better suited to the 
wants of the people in the area."-^-' Indian 
cotton has a larger diameter to compensate 
for the shortness of staple. The greater 
elasticity of Indian cotton provided for a 
cavity for easy passage ofair making cloth 
fnim Indian cotton more absorbent. 

Despite these aUribuics one of the rea¬ 
sons for the British disfavouring Indian 
cotton was bccau.se the cotton that arrived 
in LiverptHil from India came in a highly 
contaminated state. When lhi.s cotton was 
pnK'csscd in Britain injury to the staple 
was high. Whitney’s saw gin was used for 
ginning and was seen as an improvement 
over the roller gin because of speed ol 
operation. It was on account of the saw 
gin that length of staple became important. 
The longer the staple the more was the 
chance that even if it broke in processing 
the remaining pieces would still he long 
enough to engage in the machine. In 
contrast, the superior qualities of Indian 
cotton - fineness, silkinc.ss. softness, 
durability and absorbency - arc enhanced 
by low speed operations. Arkwright, the 
inventor ot the first spinning machine, 
however knew only ot long-stapled 
hirsuium of America. It is Irom this device 
that all modern spinning machinery is 
derived. 'Quality' in cotton fibre has 
thereby become dictated by (he limita¬ 
tions of the spinning machine. As modem 
machines work at higher and higher speeds 
they need longer and stronger fibres, but 
the action of the machine itself weakens 
the cotton. All the.se qualities are sacri¬ 
ficed to the needs of a particular design 
of the spinning maqhine.-^^ 

The incompatibility of Indian cotton 
with machine processing in Britain be¬ 
comes clear in the cotton reports of 18.14. 
Several tests were perfonned on Indian 
cotton and Indian cotton was injured in 
almost all thecleaningoperation.s. Acloser 
look at the tests show that there was tea.st 
injury to the staple when the foot roller 
was used, more injury when the chaikha 
(hand gin) was used and maximum injury 
when the saw gin was used. When the 



speed of the saw gin was reduced from 
210 tpm to 90 rpm. the injury to staple 
was Considerably reduced. This points to 
ihe fact that it was possible to devise 
machinery to run at lower speeds to suit 
Indian cotton. However, there was no 
attempt made in this direction.-^^ In India 
modem ginning affected traditional cotton 
growing practices. The.se gins mixed 
different cotton varieties, good and bad 
seeds, serving as a disincentive for the 
farmer to grow good conon as his best 
seeds were mixed up with inferior ones 
and he got an uneven seed mix in return. 
Watt poimed out that as a re.sult, the Indian 
stock of cotton got degraded or equalised. 
He remarked that “the specialisation of 
centuries of natural .selection was being 
rapidly effaced by this new pha.se of com¬ 
mercial production”.-^* 

The need for a different kind of machin¬ 
ery to suit the specificity of Indian staple 
received little attention. There was no 
substitute for the Whitney gin in India as 
late as 1860. It was only during the cotton 
famine that the court of directors declared 
an award of 100 pounds through the East 
India As.socialion to stimulate mechanics 
to produce a suitable machine for Indian 
cotton. Of the few that finally worked, the 
Perker’s gin was the most promising and 
initial tests indicated that it cleared five 
times more cotton than the native charkha 
without injuring the staple. It is not clear 
as to what happened to this machine. But 
the lack of reference to it in later texts 
indicate that Ihe effort was di.sconlinucd. -^'^ 
We thus notice that Indian cotton had 
several special attributes. It was more 
absorbent, more durable, took dye better, 
was capable ol extreme fineness, had a 
lustre and was soft. On many parameters 
Indian cotton was more than comparable 
to the best cottons in the global market. 
Many of these attributes were enhanced 
by low speed processing, spinning, and 
weaving. The deterioration of quality ip 
Indian cotton is thus also linked to the 
replacement of these techniques by faster 
machine made processes. 

The attempt here is not to belittle any 
innovations that occurred in the modem 
textile .sector but to point out that inno¬ 
vations are n«:essanly context specific. 
The kind of ‘industrial revolution' that the 
indigenous industry would have under¬ 
gone would have been of a vastly different 
nature. The machines and the modes of 
production would have perhaps been sealed 
down to suit the decentrali.sed nature of 
production and the specific characteristics 
of Indian cotton. Quality would then have 
become intrinsic to the system instead of 
being imposed from outsitte. Quality in 


the Indian context would necessarily have 
looked into the quality of the linkage bet¬ 
ween the various parts of the whole rather 
than emphasising increases in produc¬ 
tivity of individual parts of the industry. 

The industrial revival of India that 
Gandhi sought for through the khadi 
movement in the 1920s had consciously 
rejected some of Ihe established axioms 
of the textile industry. In inttodireing khadi, 
Gandhi and his followers were also at-' 
templing to establish a different textile 
science by placing faith in the axioms of 
indigenous cloth manufacture. The re- 
.spon.se of the khadi movement to colonial 
science and technology was not just a 
cultural re.spon.se but al.sn a technological 
response to the quality aspects of Indian 
cotton. The khadi movement sought to 
work out in the field the di.ssenting sci¬ 
entific agenda on the quality of Indian 
cotton outlined above. It is to such an 
indigenous industrial revolution that we 
fiKus our attention to in part III. 

Ill 

SriFNCt; IN Khadi Movement 

Khadi (hand-spun, hand-woven cloth) 
needs to be re.suiTected today from its 
cliched usage of a symbol that got India 
its freedom. In the specific case of cotton 
technology khadi also has in it the seed 
of an alternative technological response 
to universalistic modem western science. 
By insi.sting on hand-spun yam in decen¬ 
trali.sed manufacture Gandhi introduced a 
new dimension to the swadeshi move¬ 
ment. Swadeshi was no mere boycott of 
mill yam but had to focus itself on pro¬ 
viding a technology to rework a produc¬ 
tion system of decentralised cloth manu¬ 
facture that had gone out of use. It meant 
replacing the inefficient processing tech¬ 
niques and wasteful transportation of 
cotton by techniques that could be done 
at the farm and'eottage levels, and finally 
to varieties of cotton that would suit 
decentralised manufacture. Just as Indian 
varieties of cotton were unsuited to modem 
textile mills and caused injury of staple, 
American varietiesofcotton were unsuited 
to the indigenous cottage mode of manu¬ 
facture. The seeds of these varieties were 
too soft and would get crushed in the hand 
gins. It was thus not possible to conceive 
of an Indian swadeshi khadi movement 
with American cotton. 

The khadi movement that started with 
the aim of reintroducing spinning to the 
masses had to look at the varieties of 
cotton suited for home-based production. 
Ihe movement had its own laboratory, the 
Satyagraha Ashram, where tests on all 


aspects of cloth manufacture were con¬ 
ducted. Heading the technical department 
of the All India Khadi Board (later the Ail 
India Spinners Association) was Maganlal 
Gandhi who played a big role in providing 
the necessary technical inputs to the de¬ 
mand for khadi cloth created by the nrm- 
cooperation movement and the swadeshi 
vows. Maganlal and his co-workers had 
to set new parameters of quality cloth 
production that was to be experimented 
and validated at hundreds of production 
centres through out the coumry. They had 
to research, innovate, test and try out 
different types of tools for use in the 
movement. Experiments on growing of 
cotton varieties were carried out at the 
Ashram simuluneously with improved 
gin.s, carding bows, cha^has and methods 
of testing yarn. 

The popular political journal young 
India reported the results of the experi¬ 
ments on the cultivation of cotton through 
Maganlal’s column, ‘Khadi Notes*. 
Maganlal was not biased in lavour of 
indigenous cotton varieties. He was at¬ 
tempting to grow high quality cotton for 
use in decentralised manufacture. Initially, 
the focus was more on care in the growing 
of cotton and proper manuring even 
through composting human excreta. His 
experiments and experiences soon led him 
to recommend growing hardy and resis¬ 
tant cotton varieties and also tree cotton 
in the backyards of peasants' homes. 
Maganlal followed up his in.sights on 
perennial cotton with the varieties of treC 
cotton that could be grown.^’The Ashram 
began co-ordinating the supply of good 
quality .seeds separated by the hand gin. 
The column sikhi became a forum to report 
the diverse varieties of cotton from places 
as far as Bengal and Karnataka. Science 
and khadi were very much part of the 
political agenda of the Congress and 
Congress workers were urged to bring all 
varieties of cotton grown in their region 
with particulars of .soil, climate, rainfall, 
etc, for the annual khadi exhibitionsduring 
the Congress Plenaries.^' 

In his book Charkha Sastra (translated 
in Engli.sh from Gujarati in 1924) Maganlal 
Gandhi mentions in detail the ways of 
examining good cotton and compares 
Indian cotton and hand ptoces.sing with 
machine proce.sse.s. Maganlal reali.sed the 
important connection betwren hand spin¬ 
ning and growing of cotton and remarked 
that the extinction of the fine art of spin¬ 
ning “spelt the death of fine cotton grow¬ 
ing in India”. In acknowledging that Ihe 
fineness of American cotton of 20th 
century was through “gradual improve¬ 
ment brought about by careful and scicn- 



tific cultivation" he was implicitly setting 
the research agenda for proper cultivation 
of cotton for India to recover her glory of 
the past. In the section ‘Examination of 
Cotton’ we find an ei^ration of a dif¬ 
ferent science that on the one hand acknow¬ 
ledges the effort of the scientific advances 
of the west, but on the other, argues for 
a different application of this science in 
another cultural and geographic context.'*^ 
Maganlal goes about his scientific ex¬ 
periments by first validating, through ex¬ 
perience of use in the field, the Indian hand 
processing techniques. He affirms faith in 
the tools by arguing that the proper use 
of these could lead to good yarn. 

The yam spun out of these slivers (of small 
carding bows) is so clean and strong 
that it surpas.scs .superior qualities of even 
mill yam. Cotton receives such a rough 
handling dunng the process of cleansing 
adopted in the mills, that it is found by 
scientific calculation to be losing 80 per 
cent of its vitality, if strong staple cotton 
is drawn out of the pods on the plants 
without allowing any dry leaves to inter¬ 
mix with it and is carefully ginned with 
a hand ginning machine and similarly 
carded, it would also yield very good yam. 
Maganlal then makes an important shi ft 
in the way this .science could be validated 
by insisting that it is right at the farmer's 
fields, and not the laboratory, where the 
cotton is best examined. He says. 

It is not so easy to determine the quality 
of the. cotton when it is ginned as when 
it is still adhering to the seed...Thc habit 
of (^.sefvation is a most valuable acquire¬ 
ment of man as necessary for matters 
worldly as well as spiritual, and the ex¬ 
amination of cotton contributes to its 
development in no small measure. 

What is of interest here is the possibility 
of a .science where universality is not in 
its repeatability in specific conditions but 
in the semse that every man could be a 
scientist without the need for expensive 
laboratories. A farmer examining cotton 
with care in his field was practising sci¬ 
ence on .similar terms as a laboratory 
scientist or technologist. 

‘Examination of Cotton’ reads like any 
laboratory manual.. 

Take a small quantity of cotton. Grasp half 
of it in each hand and then divide it into 
two parts by pulling away the hands. If 
the .sound (of separa(ion) is dry and gritty, 
it means the cotton is strong and good. If 
low, it is the contrary. .Sound varies di¬ 
rectly according to quality. 

Maganlal was quick to remark however 
that this seemingly .simple test required 
practice that would make it an art. 

To be able to detect the differences in this 
sound requires almost the same capacity 


as is required for distinguishing the finest 
variations in a musical note. 

He writes .similarly on strength tests. 

To te.st strength one end is held by the 
fingers and then stretched. Their strength 
is .seen by the resistance offered to strain. 
A long practice is necessary to learn to 
recognise their relative strength by this 
process. An aspirant for proficiency in 
.spinning ought to be able to recognise the 
quality of cotton. 

Maganlal in an innovative shift connects 
these proces.ses with education and the 
political context of the times by suggesting 
that village .schools be the ‘model farms’. 
In villages a small cotton farm can be 
attached to each national school to facili¬ 
tate the learning of this art. If the teacher 
has a taste for gardening, by his experi¬ 
ments he can improve the cotton cultiva¬ 
tion of his village. What is done at enor¬ 
mous cost at the government farms can 
he done at a much smaller expense by our 
national schools. By paying taxes cotton 
cultivators and merchants are indirectly 
bearing the burden of the enormous ex¬ 
pense of such farms. They could be paying 
a direct (ax to the national schrwis of their 
own villages contribute to improve the art 
of spinning and be able in the near future 
to enjoy the sweet fruits of national 
welfare.^-' 

At the more practical level he recom¬ 
mended steps for belter quality of cotton 
and yarn that included field picking of 
cotton instead of pod picking, dry ing before 
ginning to prevent crushing of seeds and 
formation of weak ftbres. and thratihing 
with a hooked stick to reduce ginning 
lime. Drying he said was essential as 
improper drying can lead to seeds getting 
crushed. For best results he suggested that 
spinners take cotton direct from the fields, 
lulling which they use hand ginned cotton 
and in the worst case machine ginned but 
unabled cotton. Baling according to him 
would make the thrashing insufficient and 
necessitate additional scrubbing making 
him to remark that ‘‘machine made slivers 
even if made from good cotton is inferior 
(o hand made slivers as the vitality of 
cotton fibres is destroyed by 80 per cent 
in passing through various machines”.^ 
Maganlal perhaps did more than any of 
the govemmenl scientists in the progiammc 
in improving Indian cotton varieties and 
reversing the trend in favour of American 
varieties for global trade. The Ashram had 
set the parameters for research in the 
movement by encouraging people to 
grow their own cotton even if it was just 
in their backyards. The Ashram also set 
file standards, by example, of the quality 
of yams for hand spinning, and thereby, 
the methods of processing and care in 


cultivation of cotton. The khadi move 
ment tried establishing its own norms ol 
quality which while on the one hand was 
open to the question of diversity, on the 
other, allowed for the possibility of con¬ 
stant improvement through continued ex¬ 
perimentation. Quality was not forsaken 
for greater production. In his notes 
Maganlal advised workers that the manu¬ 
facture of strong and good khadi was more 
essential than increase in the quantity of 
production. He warned spinners against 
spinning yam of high count but weak 
yam. He would rather have the spinners 
spin lower count yam superior to the mills. 
In Maganlal one finds a hard headed 
scientist for whom the fact that India 
pos.sessed traditional knowledge of high 
calibre was not rea.son for elation, hut 
rather, the fact of its extinction a case for 
serious research "to go deeper into these 
things and not assume it to be easy and 
simple”. He urged Congress workers to 
involve themselves deeply into the art of 
cloth manufacture and take interest in all 
the processes, not just spinning.En¬ 
thused by the atmosphere created by 
Maganlal and Gandhi, there were workers 
like Laxmidas Purushottam who took on 
experiments in the Ashram to “demon¬ 
strate that given good cotton and good 
carding, it was possible lodraw fine thread 
that would beat the strongest mill yarn of 
the same counr.‘‘*The continued produc¬ 
tion of khadi cloth started providing new 
insights and facts on indigenous proce.<is- 
ing techniques making Gandhi remark that, 
“machine ginned and machine pressed 
cotton loses its vitality and is more dif¬ 
ficult to treat with the hand bow than hand 
ginned cotton”.^^ 

The Ashram was not averse to using 
modem textile testing apparatus if it suited 
their purpose.'*^ What is of particular 
interest here is the process of scientific 
research that leads todifferent results based 
on fundamentally different axioms, in this 
case local production for use instead of 
production for export, Maganlal was no 
Luddite fighting American varieties of 
cotton. We find in his model of research 
a lot of importance given to field expe¬ 
riences. In his notes he does no more than 
report these experiences and the connec¬ 
tions between cotton variety and the kinds 
of processing. The khadi movement dius 
shows a different relation between the 
centre of re.search and the place of appli¬ 
cation - the laboratory and the field. 
Research at the centre did not make for 
a universal validity of truth claims to be 
applied at the field, but on the contrary, 
the field worker had to do his own research 
and validate it locally. Conversely, the 
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lattorttory’ {SatyagnhaA 8 linni>wasai 80 
(0 tie involved in production making it 
sensitive to every crisis in the field. This 
IS in contrast to the model of agricultural 
science prevalent today where despite large 
numbers of suicide deaths of fanners, the 
scientific establishnKnt seeks to explain the 
crisis merely asfaiiuresof extension mecha¬ 
nisms or ignorance of the farmers. It does 
not see it as a crisis in agricultural .science. 

It is quite probable that the experiences 
and experiments of Maganial could have, 
if continued and collated, provided fresh 
insights and newer theories on textile 
manufacture. However, the demands of 
the movement and his untimely death in 
1928 ended a significant chapter in the 
technical history of the movement. 
Krishnadas Gandhi, the secretary of the 
All India Spinners Associatiem (AI.SA). 
was later to remark in 1949 that no sys¬ 
tematic efforts to ie.search on cotton grew - 
ing were taken up after Maganlal's death. 
Maganial had by then established the 
qualities of home-ba.sed precessing. The 
AISA planned a khadi museum in his 
memory, which would house specimens 
of the finest yam, the various implements 
of manulacturc of khadi fiotn different 
parts of the country and a plot where 
experiments on cotton growing would 
continue. The AISA basing itself on his 
experiments and experiences in the field 
could by then confidently proclaim the 
superiority ol decentralis^ manufacture 
and had established that "home-grown 
cotton which is well picked and which 
does not need to undergo the devitalising 
process of pressing enables the spinner to 
draw a stronger thicad”.‘*''H<»wevcr it was 
not until Richard (Ircgg brought out his 
.scholarly btwk on khadi in 1928 titled, 
Ecimomii s of Khaddarthat these insights 
from the field were placed in the larger 
context of the debate between hand-based 
and machine-based manufactures. 

Gregg and Khadi ScitNCE 

Gregg, an American lawyer with expe¬ 
rience in industrial labour problems, spent 
two years in the villages studying the 
movement and put together the insights 
mentioned above by connecting them with 
some scientific results from the modem 
textile processes. He embarked on a sys¬ 
tematic analysis of cotton technology to 
place in perspective the possibility of tine 
and durable cloth through hand production. 

Gregg argued that as no two fibres of 
cotton were wholly alike modem spinning 
practices required more elaborate process¬ 
ing of the fibre prior to spinning. Hand 
operation of yam. on the other hand, 
allowed for the “sensitive touch and sight 


and discriminathig judgment and skill of 
the worker to instantly clumgc and adapt 
itself and the working of implements to 
tlie variations in the fibre.” Gregg throws 
more light on the loss of vitality that Gandhi 
referred to by pointing to the inherently 
violent and inefficient methods in mill 
spinning. “Cotton for mill spinning needs 
to be cleaned, mixed, beaten, and drawn 
many, many times. The necessity for 
greater output from the machines results 
III all these processes being done at high 
heater and roller speeds in power ginning, 
enormous pressures in baling cotton and 
further violent, high speed beating in the 
opening or blowing process, high speed 
machine scutching and carding. All these 
bruise, scrape, .strain, ‘cut and injure much 
ofthe fibre, and waste much of it, and dec¬ 
rease the elasticity, strength and ‘vitality’ 
ol what survives. The corresponding hand 
preces.sc.s”. Gregg observed, “were vastly 
more slow and gentle, and tended far more 
to preserve the qualities of the fibre.” 

Gregg pointed out that durability was 
not ju.st through uniformity of fibre, but 
also of strength, pliability and elasticity. 
What Gregg alludes to is the fact that what 
the Indian mode of production lacked in at 
aparticularstageorattributein comparison 
to mill processes, was compensated for in 
a later stage or by other attributes. Com¬ 
parisons at each stage on parameters set up 
by modem spinning processes would dis- 
l.tvour Indian cotton and processing tech¬ 
niques. However, if a comparison was 
made of the cloth as a whole then Indian 
hand spun cloth was more durable. Thus 
a relatively weaker yam that would make 
weaving impossible in mill weaving would 
be possible by the handloom. What indi¬ 
vidual fibres in Indian cotton lacked in 
strength was compensated through greater 
twist provided in spinning. Greater friction 
between fibres in hand spinning resulted 
m little loss in overall strength of the yam. 

Gregg pointed out other advantages of 
charkha yam over mill yam. Hie indi¬ 
vidual fibres were stronger and more elastic, 
the twist more uniform, no electricity 
developed in the hand process and the 
individual fibres were better locked. The 
larger periods of storage for ripening and 
drying in hand processes gave more twist 
to the individual fibres and greater strength. 
Hie expoiiure of raw cotton to the sun 
increased the elasticity of the seeds and 
helped prevent their being crushed in the 
gin. Gregg gives us further proof to show 
how the demands of trade worked against 
tlic qualities of the Indian fibre and how 
increased speedof operation was at the cost 
of quality. The hurry to send the cotton to 
tlieportsfromtheinlandproduction centres 


before the onset of monsoon prevetHttd. 
Indian cotton in the 19th century from 
attuning ns maturity and true strength. If 
Maganial had set the stage for research on 
hand made processes, Gregg provided the 
theory and scientific understanding for the 
Charkha Sangh’s claims on quality.^ 

Naik and the Kapas Samiii of 
Charkha Sangh 

The khadi movement was unable to work 
out all these possibilities though it had 
faith in them. Hie need for systematic 
work on cotton varieties was taken up only 
in the late 1940s with the setting up of 
a 'kapassamiti’(‘cottoncommittee’)under 
the auspices of AISA in 1949. Dadabhai 
Naik, who was the head of this committee 
was perhaps the last dissenter to argue for 
the quality aspects of Indian cotton. Much 
of Maganlal’s experiences were based on 
Gujarat, which had traditional long staple 
cottrin. Naik’s experiences in Madhya 
Pradesh made him to question more fron- * 
tally the mistaken notion of longer staple 
leading to more durable cloth. He argued 
that government policy favoured the mills 
through legislation and pricing policies 
disfavouring short staple varieties. The 
government scientists claimed that tree 
cottons attracted pests and legislated 
against it askfng tarmers to bum the plants 
after harvest. The pest problems however 
did not reduce but some indigenous tree 
cottons like the Karunganni never survived. 

Given the total neglect of research by 
research laboratories regarding varieties 
suited to khadi. the AISA decided to 
embark on an ambitious research 
programme on cotton. This programme 
recognised that diversity of varieties was 
possible and could only be preserved 
through larger participation of people in 
the scientific quest. The research agenda 
of the AISA was to progress through open 
sharing of information and a call was 
made for participation by farmers and 
enthusiasts to build a knowledge base of 
the varieticsof Indian cotton through large- 
scale experimentation across the country 
at various farms and regions. The com¬ 
mittee listed the parameters for research, 
which emphasised pure line selection of 
local varieties of local cotton over the 
hybrids, and durability and maturity of 
fibres over staple length. Primary research 
was to be done at the farmers’ fields and 
there was scope for final testing at the 
government laboratories, though with an 
altered perspective. Naik insisted that the 
laboratories would have to look at the 
cloth as a whole and not just the fibre or 
yam strength. Naik went further and 
suggested a ’wear test’ (emphasising 



dunibiUty)insieadoftheconventional ‘tear 
test’ vdiich was basedontemife strength.^' 
Krishnadas Gandhi, the then secretairy 
of AISA, made an attempt to share these 
insights with the Indian Central Cotton 
Committee (ICCC) to get them involved 
in research into indigenous cotton variet¬ 
ies. He placed before it the fletd experi¬ 
ences of the movement, namely, that 
durable cloth of the last 20-25 years were 
not from the prevalent cotton varieties. He 
pointed to the difficulties spinners faced 
in obtaining pure strains of rozia that gave 
durable cloth due to programmes that 
favoured the higher yielding jarila in the 
cotton tracts of Madhya Pradesh. Gandhi 
requested ICCC for varieties suited to 
each region. Placing their own experi¬ 
ences regarding desi cotton varieties, he 
questioned the ICCC on parameters such 
as tensile strength and .staple length won¬ 
dering if they were the only factors in the 
making of durable cloth.-^^ This open 
invitation by the khadi movement to ICCC 
does not seem to have met with any 
meaningful response or rethinking by the 
.scientific establishment. Thefindingsof the 
khadi movement were relegated to ICCC’s 
section on perennial cottons withoutcieat¬ 
ing any change in its main agenda. Naik 
was invited for a seminar on perennial 
cottonthreeyearslaterandthecotton establLsh- 
ment continued its research agenda oblivi¬ 
ous to the scientific questions raised. 

At the seminar Naik was critical of the 
policy for finer cloth that neces.sitatcd 
import of cotton or cloth. He stated that 
the durability of the cloth made out of long 
staple cotton was suspect. “It is a half truth 
that the long staple cotton gives us a more 
durable yarn. The cleanness and strength 
of cloth is not dependent on the length ot 
the staple as much as the percentage ol 
maturity of the pods. Varieties with long 
staple have a lesser percentage of mature 
pods.... India has always known to pro¬ 
duce medium and short staple cotton. It 
is from these that the fine and strong 
muslin cloths was made and are being 
made. The Mochri and Gajjar kokti of 
Bihar, Kondapatti of Andhra and Bani of 
Madhya Pradesh arc examples of these. 
So too the Coamadas and Nadams.”^^ 
The slow degeneration of the khadi 
movement after independence through its 
burcaucratisation made Dadabhai Naikthe 
last known dissenter arguingfor indigenous 
varieties Naik put together his decade of 
research in a book titled Kapas in which 
he forcefully argues thecasefor indigenous 
varieties.'^ It is only in recent years that 
some scientists in the cotton establish¬ 
ment have started questioning policies that 
have disfavoured indigenous varieties.*-^ 


We have in this study attempted to Hnk 
the khadi movement widi the dissenting 
vieurs in the history of textile technology. 
This helps us draw a different diiection 
in the history of technology by charting 
out a genealogy of dissent, focusing cm 
the roads not taken, and thereby under¬ 
stand to the biases tlrat favoured a particu- 
liu- choice of technology. It is only by 
appreciating these fundamental changes 
III textile history that the piesent crisis in 
cotton farmingcanbe set right. Theclamour 
for greater yields of cotton without look¬ 
ing at the issues of sustainability and quality 
is likely to create more situations for suicides 
and starvation deaths. This presentsagreat 
challenge to researchers not only amongst 
cotton scientists but al.<io in the textile 
industry and the khadi establishment. 

The suicide deaths of farmers is a failure 
of agricultural science that the scientists 
can come out of only if they appreciate 
the hi.storical nature of this crisis. Rather 
than look for collaborations with scien¬ 
tists’ abroad in transgenic cotton and in 
growing organic cotton, the scientists 
would do well to listen to the long list of 
scientists and dissenters who spoke on and 
worked towards improving Indian cotton. 
Ibc faith in Indian cotton varieties needs 
to be much more than peripheral attempts 
along the Indo-Pak border to ward off 
pests. Much more needs to be done within 
India to deal with the over utie of pesti¬ 
cides and to ree.stablish the quality of 
Indian cotton of ancient times. It is only 
by being self critical of its role in society 
and being open to learn from traditions 
outside Its own that the scientific estab¬ 
lishment can be free from the danger of 
repeating the follies of history. 
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Philosophical Foimdataons of a General 
Ttieory of Numbers 

i 

ChhatrapaU Sinch 

This paper considers how Indian mathematicians have traditionally cognised numbers and their operations, 
and what bearing it has on problems faced by modern number theories. The discussion is not merely an 
exposition of the traditional Indian view. The Indian conceptions have the potentiality of generating 
alternative perspectives which may be conducive to providing solutions to modern problems or in striking 
our new paths. It is these alternatives that this paper seeks to explore. It considers not just algorithm of 
numbers but their philosophical foundations. Since algorithms and axioms are finally based on philosophical 
ground beliefs, it is only by analysi.\ of these beliefs that clarity can be achieved for alternative conceptions. 

Before discussing the Indian views and their consequences, it first states the general, problems about numbers 
posed by the western tradition for which solutions have been sought and discusses the attempted .solutions to 
die important problems. It is only in the light of this that the Indian alternative can be properly appreciated. 


I 

General Problems 

THE numbers involved in enumerating - 
1,2,3. etc. are taken to be of the simplest 
kind. Since late classical Greek times these 
have been called 'natural' numbers, thereby 
being contrasted with the ‘artiUciar kinds 
of numbers, such as rational numbers (all 
numbers expressible as fractions), real 
numheni (all numbers that measure length 
and areas - for example, the ratio of 
hypotenuse to side on an isosceles right 
triangle, V2, although real is not rational), 
complex numbers (those having ‘imagi¬ 
nary’ components based on v-l) and 
translinite numbers (uncountably large 
numbers). Theory, dealing with natural 
numbers alone is elementary number 
theory; whereas theory ot real numbers is 
known as analysis. I shall be using the 
term number theory generally, to include 
all types of numbers, unless otherwise 
specified. 

There are two distinct types ot founda¬ 
tional issues involved in any number 
theory; (a) what ground beliefs (as axioms, 
theorems, principles, etc) must one accept 
for the relationships that hold between 
different types of numbers; and (b) what 
basic beliefs must one accept for the 
relationships that hold between these 
different types of numbers and reality. The 
first concerns i.ssues about internal rela¬ 
tionship between numbers and the second 
that ot external relationships between 
numbers and the world. The first belongs 
to mathematical logic, and the second to 
philosophy of mathematics. These two 
issues require different types ot solutions, 
but number theorists often mix and some¬ 
times cmiuse them. This happens because, 
as we shall .see, one’s views ol internal 
relations, i e, in mathematical logic, is not 


independent of one’s view of external 
relationships, i e, in philosophy of mathe¬ 
matics. 

The general proiflem about internal 
mlations concerns the derivation of all 
types of numbers from a single prototype, 
always the natural type. The desire for 
such a derivation is grounded in the fact 
that if $ucces.sful, a deductive internal 
relationship would have been shown to 
exist amongst different types of numbers. 
I'he establishment of deductivity has its 
p.sychologtcai roots in the desire to re¬ 
move arbitrariness and discontinuity in 
the existence of numbers, and its episte¬ 
mological roots in the desire to .show what 
is pos.sibleas following from what is known 
to be real. A similar further feat is then 
desirable on the class of numbers that has 
been taken to be the prototype, the natural 
numbers. These have to be shown to be 
derivable from a set of basic axioms. The 
motivation once again is same - if all 
theorems can be derived Irom the axioms, 
an internal relation of deductivity has been 
established within that class of numbers. 
Tlic basic epistemological requi rement can 
be expressed in Leibnizian terms: there 
iiiu.st be necessary and sufficient reason 
for the existence of anything. 

There are some outstanding problems 
concerning internal relations for which no 
solutions have been found so far. One 
concerns fi > ding the algorithm from which 
the occurrence of the prime numbers in 
the natural numbers series can be deduc¬ 
tively deduced. Another concerns show¬ 
ing deductively why every even number 
is the sum of two prime numbers - the 
Goldbach conjecture. And yet another, 
Fermat’s last theorem about why there is 
no natural number satisfying the equation 
x" + y" = z", where n is a natural number 
greater than 2. 


Solutions to the problems about exter¬ 
nal relations, however, are much more 
baffling The first general problem is; what 
do numbers represent in relation to the 
external world or human consciousness? 
The usual an.swers, such as that they 
represent cias.scs or sets, are intelligihle 
with reference to natural numbers, that 
they run into .senous difficulties with leal 
(incommensurate) and imaginary ortrans- 
finite numbers are considered. 

The second general problem concerns 
explaining the reasons for the occurrence 
of similarorsame pcnodicity in the number 
senes and series of disparate entities in the 
world. For example, the series of tones in 
the musical .scale has almost the same 
periodicity as that ot prime numbers. 
Similarly, the harmonic .series in progres¬ 
sion of numbers is named after the senes 
of musical notes which arc hannonious in 
progres.sion. One may also note that the 
progression of numbers of protons in the 
nucleus repeats its properties after every 
seven protons. Exactly similar is the case 
in music, after the progression of every 
seven whole tones the eighth tone repeats 
the properties of the first. Then there are 
‘invariable constants’ in physics, whose 
values turn out to be the same in all 
operations and frame of reference, .such 
as Dirac’s number, or the speed of light 
or Avagadro’s number. One may dismiss 
such observations as contingent coinci¬ 
dences, but they may not be so. There may 
be a deeper reason why the periodicity in 
matter and music are similar, or Why some 
values are invariable. Insofar as the human 
mind seeks sufficient reason for, every 
phenomenon, the basic problem about 
explaining the relationship between num¬ 
bers and the reality with which they 
coincitfe remains. Let us him now to review 
the important solutions that have been 



provii^ for tbesc probletns. 1 shair dis¬ 
cuss solutions to problems concerning 
internal and external relations separately. 

n 

Modem Soluttons 
(a) Internal Relations 

Philosophical puzzlements about vari¬ 
ous kinds of numbers was greatly reduced 
by the works of Richard Dedekind (IS88) 
and other 19th century mathematicians 
who developed a unifi^ theory of num¬ 
bers. They showed how each of the arti¬ 
ficial kind of numbers, together with the 
operations (such as addition and multipli¬ 
cation) performable on numbers of that 
kind, can be defined in terms of the natural 
numbers and the opei^ons performable 
on them. Moreover, they showed that this 
can be done in such a way that the laws 
that govern the artificial numbers can be 
deduced from the laws of natural numbers. 
In short, they were able to construct arti¬ 
ficial numbers from natural numbers or 
reduce the former to the latter. This es¬ 
tablished an interna] relationship of 
deductivity between numbers. There are 
alternative schemes of definitions that 
make this possible; one approach is as 
follows: Rational numbers can be defined 
as a certain type of sets of ordered pairs 
of natural numbers, the real numbers as 
a certain kind of set of rational numbers, 
the signed (positive and negative) real 
numbers as a certain kind of sets of real 
numbers, and the complex numbers as 
ordered pairs of signed real numbers. By 
using George Cantor’s theory of infinite 
sets this scheme can be extended to yield 
a hierarchy of larger and larger infinite 
numbers. The resulting unified theory 
enables us to regard the various kinds of 
numbers as belonging to a single family, 
all emerging from one parent kind and 
governed by the .same principles. The 
problem then remains of showing the 
generative principles of natural numbers 
only. The accepted set of axioms for 
generation of natural numbers are those 
presented by Peano (1889). His postulates 
run as follows: 

(PI) 0 is a natural number. 

(P2) If x.is a natural number, there is 
another natural number denoted by 
x' (and called a successor of x). 
(P3) (k# x’ = y’. then x’ = y'. 

(P4) If x' = y'. then x * y. 

' (PS) (principip of induction); 

If Q is a property which may or may 
not hold of natural numbers, and if (a) 0 
has the property Q. and (b) whenever a 
natural number x has the (uopetty Q, then 
x' has tbe.jHoperty Q. 


There art numaous more reflned sym¬ 
bolic representations ci these basic axioms 
which attempt to delimit the meaning of 
the primitives ‘successor’ and ‘property’. 
In tlMiT Principia, Russell and )^itehead 
(I9l0-1913)attempted to deduce the above 
axioms from basic principles of logic so 
that axioms and theorems of arithmetic 
may be shown to be totally derivable from 
baiiic logical principles. Such a reduction 
is called a logistic thesis for arithmetic. 

Assuming that the Dedekind-Peano 
scheme and Frege-Russell logistic inter¬ 
pretation of it is correct in some ways, 
does it really amount to a general theory 
of numbers as Dedekind claimed? This is 
farfrom the truth, despite ubiquitousbeliefs 
to the contrary. First, this approach ig¬ 
nores the problems about the external 
relations of numbers to the world, in the 
wider sense explained earlier. That is, 
besides being unable to give a satisfactory 
answer about what numbers represent, the 
theory fails to explain the reasons for 
periodicity or the lack of it as amongst 
prime numbers. Second, the very basis on 
which internal relations ane attempted to 
be explained are themselves questionable. 
It invokes the notion of the ‘pair*, or 
•order’ and of ‘set’. Within this theory 
these notions lie on the boundary which 
joins issues of external relations to those 
of internal relations. The notion of a ‘pair’ 
is itself a notion of a number, because its 
comprehension involves understanding 
what is meant by two; that is, one cannot 
claim to have cognised a ‘pair’ and not 
understood what is meant by two. This 
assumption is therefore question begging. 
Employing the notion of sets, and attempt¬ 
ing to reduce number theory to set theory 
has its own problems. For first, by now 
mathematicians have shown that vadous 
schemes of definitions are available for 
characterising set-theoretic entities having 
the desired structural properties. We have 
no reason for regarding orte of these as 
the correct or preferred scheme of defi¬ 
nitions for numbers and other schemes as 
false. Second, in response to paradoxes 
within set theory - such as Russell’s 
paradox,' several distinctly different forms 
of set theory have been evolved, each 
having some advantage and some dis¬ 
advantage. but none being free of arbitrary 
limitations. This undermines the view that 
with die helpofset-theqry we can discover 
and describe the structure of a realm of 
abstract reality. Further, it is now known 
that natural numbers cannot have decision 
procedure consisting of mechanical routine 
steps as a general test of the truth of 
statements expressible in the notation of 
the number theory. This fact is corollary 


to Kurt Godei’s (1931) proof that there etui 
be no consistent set of axioms for natural 
numbers from which every truth expres¬ 
sible in the notation of the theory could 
be deduced. Another fondamental discov¬ 
ery is the Lowenheim-Skilem theorem 
which states that if a set of quantificationai 
schenuta are consistent they all come out 
true together under some interpretation in 
the universe of natural numbers [Thoralf 
1934]. This implies that the logical struc¬ 
ture of any theory (its truth functions and 
quantifications) is insufficient to distin¬ 
guish the objects of the theory from natund 
numbers; they could as well have been 
words ormusicai notes. Logistic schemad- 
sation, including axiomatisalion, by itself 
is, therefore. insufTicient to prove that the 
rules reveal the deep nature of numbers 
and not of other entities. This realisation, 
as we shall subsj^uently see, has signifi¬ 
cant relations to the Indian perceptions, 

(b) Critique of Sufficiency of 
Internal Relations 

Despite the differences between the 
numerous set-theoretic and logistic ap¬ 
proaches to problems concerning internal 
relations of types of numbers and those 
inherent in natural numbers itself, there 
are some comipon threads running through 
all these diverse attempts. It is important 
to note these because they are some of the 
basic tenets which distinguish these lines 
of western thoughts about numbers from 
the Indian view. These tenets are: 

(a) The belief that the progression 1.2.3, 
etc, of integers is in fact the natural kind, 
i e, these are the most elementary types 
of numbers which must form the basis fw 
all other types of numbers; it must be 
noted that within the .schema this is dogma, 
however, intuitively certain one may feel 
about it. There is nothing in mathematics 
to warrant the belief that what we call 
‘complex’ or ’artificial’ numbers are not. 
indeed the natural kind, in the sense that 
they most truly reflect, qr are related to, 
the way the world is naturally ordered. 
That the world is not naturally ordered in 
the progression l,2,2,...The particulars are 
just there. 

(b) The belief that progrc.ssion of num¬ 
bers is ordered n natural succession of 
unity, so that the successor of n must be 
n^f 1. This basic assumption of Dedekind- 
Peano. Ru.ssell and others, is a dogma too. 
It may be true by definition but not nec¬ 
essarily a feature of how progressitm 
happens in reality. It-is quite possible that 
real progressions are incommensurate, and 
therefore the progression of a value, which 
may be de.signated as a number, is an 
incommensurate value, the next number. 
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The asssumpiioD that *naUH«)' progressions^ 
are in unities isa mental construct Stand¬ 
ing as much in need of justification are 
hypothetical: axioms of number theory 
always assert the existence of something. 
The axioms invariably run: 'There is an 
X such that x has the property...’. Once the 
axioms are expressed in this way the 
question naturally arires: what is the nature 
of the thing whose existence is being 
asserted? Or perhaps, is it the case that one 
has first presumed that numbers mu.stexist 
as something and in some way, and then 
gme on to construct the axioms? This is 
not unlikely. But first let us see what .sorts 
of solutions have been proposed to unravel 
the nature of the existence of numbers. 

One broad category or philosophical 
views comprise those accor^ng to which 
the laws of number theory are somehow 
literally true. They attempt to assert that 
things deserving the name of numbers do 
exi.st and are in no sense fictional, and that 
such things arc amongst whatever belongs 
to the “ultimate furniture of the world”. 
Literalistic views can be divided broadly 
into three kinds; nominalistic, conceptu- 
alistic and platonistic. I shall consider 
only the.se three views in .some detail here 
because it is these that have gone into the 
various formulations of axioms in the 
numbertheory.suchasolTeanoandRussell. 

Nominalism is the view that there are 
no abstract entities. A crude version of 
fonnali.stic nominalism would identify 
numbers with signs on paper, blackboard 
or wherever they occur. More serious 
formalism would assert that only such 
signs exist and that there is nothing else 
of numbers besides them. A psychologistic 
nominalism, on the other hand, would 
identify numbers with particular ideas 
occurring in people' s heads. Gottlieb Frege 
(1962) criticised such nominalistic posi¬ 
tions by pointing out that there are larger 
numbers which have never been written 
down or thought about. These would 
not exist in this view. AI.so, different lan¬ 
guages have different signs and words for 
numbers. If their existence were identi¬ 
fied with these signs or words each num¬ 
ber would have a simultaneous multiple 
existence and its uniqueness of meaning 
would be lost. W V (^ine and Nelson 
Goodman (1947) have attempted to pro¬ 
vide a more sophisticated version of 
nominalism. However, no series of actual 
concrete items in the real world seems 
capable of being known to constitute a 
progression in the full sense required by 
such number theories. Moreover, this view 
also overlooks real and transcendental 
numbers which can neither be completely 
written down nor thought of. For this 


reason nominalism Mb to provide an 
explanation for the existence ^ numbers. 

Conceptualism may be roughly 
characterised as the view that abstract 
entities exist but only in so far as they are 
creatures of human thought. As a literal¬ 
istic view of numbers conceptualism may 
be regarded as holding that numbers lit¬ 
erally exist as timeless absuact things yet 
are mental constructions which have no 
being independent of the mind. Kant 
(1764; 1781) is a representative of this 
view. He connected numbers with time (a 
•pure intuition’, ‘the form of inner sense’) 
and believed that knowledge of numbers 
rests on.the mind’s capacity to repeat the 
act of counting, time after time.^ In recent 
time L E J Brouwer (1912) has also 
defended a similar view. This fmm of 
intuitionism faces problems similar to 
nominalism. First, Ihete.are larger numbers 
which have never been counted, therefore 
their status becomes problematic. Second, 
there are real numbers which cannot be 
counted hence their .status too becomes 
dubious. However, the more serious 
problem with intuitionistic conceptualism 
is its difficulty in explaining how mental 
cortstructs apply to external phenomena, 
including those where periodicity and 
progression are involved. For example, 
does the mind construct the nation of the 
progressions between musical notes or 
does |t discover them as property of sound? 
li is more commonseasical to hold the 
latter view. When such conceptualism is 
pushed to its logical consequences it must 
lead to idealism, such as of the Hegelian 
kind, where the real becomes the rational 
and the external-internal di.stinction does 
not hold. The problems about numbers 
would, however, .still not be .solved, al¬ 
though the problem of its application 
would. For example, it would be a great 
puzzle how the mind can claim the exist¬ 
ence of all numbers when it has not 
constructed them, or how it can deny it 
when there is nothing else besides mind. 
Problems about numbers which cannot be 
counted will also remain. 

Platoni.sm is a realistic view which holds 
that numbers neither exist as signs nor as 
mental constructs but have an indepen¬ 
dent existence in a separate realm. It is the 
mind’s task to discover the properties of 
this realm. Recent set-theoretic and logis¬ 
tic theories of numbers, such as of 
Dcdekind, Frege and Russell, have tended 
to be platonic. Such a strategy is more an 
attempt at explaining away the problem 
about numbers than at ex^aining them. 
For, in effect, what it does is to shift the 
problem about the status of numbers to 
problems about a whole realm of mathe¬ 


matical eittities which include numbers. 
One has then to inquire idKiut the onto¬ 
logical status of this whole realm and its 
relationship to the actual world. Explain¬ 
ing the reasons for phirality of realms has 
its own metaphysical problems, but in 
this case the difficulties are additional. 
Because what is supposed to exist in such 
a realm are universals, not particulars, or 
‘forms’ in Plato’s terms. Now whereas 
with retqiect to Figures and .shapes the 
notion of an ideal or universal form of 
geometrical entities is intelligible - in the 
sense that in imagination one may attempt 
to visualise the form of a perfect circle and 
blame the imperfection of one’s’eognition 
on the limited capacity of the mind, this 
type of intelligibility is not available when 
one attempts to visualise or cognise the 
form of a universal or perfect two. Any 
two seems to be just as any other two, 
unlike triangles or circles which have 
degrees of perfection. Extending platonic 
realism beyond geometry creates more 
confusion than clarity, besides compel¬ 
ling one to give spatial inteipretations to 
numbers in which their ‘fonns’ arc sought. 

None of the main litcralisti^ theories of 
numbers is satisfactory. The iuct that Pcano. 
Frege. Ru.ssell and others have tended 
towards Platonism, and that the basic 
assumptions mentioned earlier have been 
employed, makes it necessary to inquire 
into the Greek foundations from which 
they derive their life. 

Ill 

Greek Foundations 

In Greece mathematics developed out 
of the necessity to measiure land. This 
necessity aro.se from the manner in which 
real estate was divided amongst in¬ 
dividuals. Regulation of property through 
law, which found better expression in the 
Roman law, was thus directly related with 
the development of geometry, which by 
and by became the paradigm science. 

In l^ia family and clan structures did 
not necessitate division of land holdings. 
Property was held incummon by the family 
or the whole clan or tribe. Communal 
rights in land involved the notion of 
‘kshetra’ or field within which individuals 
could enact (live) their lives. Thus, the 
science of possible actions within a field 
drew greater attention than geometry. 
Considerations of possible actions ma^ 
predictability the central goal of science, 
and not measurement of exactitudes as it 
happened in Greece^ The fact that only an 
area which is exact, distinct and measur¬ 
able can exist as someone’s property in 
law orcustom, brought about adeep rooted 
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«^bci<aion between ^ notion of ejtist- 
and exactitude, distinctnesa and 
obmmensurability. in the Greek mind. 
Individualism at the economic and legal 
levels is thus not unrelated to the episte¬ 
mological and ontotogical assumptions 
which the Greeks applied to mathematics. 

For Gree(c mathematicians, thus, what¬ 
ever was exact and distinct existed and 
vice versa. Euclid’s assumptions, there¬ 
fore, »e ail existential postulates, they all 
as.seit the existence of something, arid of 
relations between them. The belief that 
whatever exists is clear and distinct sub¬ 
sequently become a basic tenet of western 
mathematics, its clearest exposition being 
the Cartesian one. Ibis also made the notion 
of the cupula ‘is* or 'to be’, the central 
notion around which identity relations 
could he as.serted as ba.sic mathematical 
propositions. In short Coitesianism and 
Platonism have formed the foundational 
background for mathematics in the west. 

With the ri.se of different types of ge¬ 
ometries in this century the Euclidean 
postulates of existence and hence 
Platoni.sm, had to be dropped for this part 
of mathematics. But not so for nuihber 
theory. Peano's, Dedckind's. Russell’sand 
other scheme, as we have seen, begin with 
existential postulates. Ibey also attempt 
to reduce incommensuratccomplex or real 
numbers to exact and di.stinct natural 
numbers who.se existence is certain. This 
is true of both set-theoretjc and logi.stic 
interpretation of numbers. 

Cantor (1932) characterised a set as “any 
collection of Mdcfinite well-distinguished 
objects ol our intuition or thought which 
are called the ‘elements' of M. into a 
whole”. Notice the Cartesianism in this 
definition. It has formed the basis of most 
subsequent set-theoretic explanations. It 
is virtually impo.ssible to explain Cantor’s 
idea of a set without using words of the 
same general type, only vaguer, such as 
‘collection’, 'multitude', etc. The notion 
of a set is an existential primitive in this 
scheme. 

The move from set-theoretic explana¬ 
tions to logicism i,t through Frege (i%2 
Vol I: 36ff). instead of '.set' Frege u-sed 
the term 'extension of a concept'. The 
extension of a concept is simply an object 
a.ssocialcd with the concept in .such a way 
that if two concepts apply to the same 
object they have the same extension. 
Frege’s usage is based on the tendency to 
regard the predicates of a language as 
standing in quantifiable places and to 
derive from the general terms abstract 
singuiarterms. which are usually explained 
as referring to properties of attributes. 
Since identity relations, in which general 


quantifiers quantify variahies, can be 
expressed symbolically as logical formu¬ 
lae, Frege’s scheme makes way for the 
reductions of arithmetic to logic, Frege’s 
uleas were, in effect, to define the cardinal 
numbers as the equivalence classes or 
relation in which there was .one-io-onc 
correspondence between the numbers and 
tltc extension of the concept. This defi¬ 
nition requiresa powerful useof the notion 
of extension, which in the final analysis 
are sets, since Frege regarded numbers as 
not features of individual thin^ but per¬ 
taining to .sets. We have already seen the 
problems with set-theoretic explanations. 

The alternative to Frege’s scheme, the 
Hilbert programme, ahso rests on 
Platonism. Hilbert (1928) sought to estab¬ 
lish clas.sical platonistic mathematics on 
ii firm foundation by fonnali.sing it and 
providing the result of this formulation as 
internally consistent for all theorems of 
arithmetic. Gudcl’s proof showed Hiibeit’s 
programme to be impossible. In recent 
limes mathematicians have attempted to 
analyse numbers on the basis of recursive 
function theory and model theory. Their 
theory uses constructivist meth^s. but 
tiieir philosophical foundations are un¬ 
clear. We shall consider them in some 
detail after discussing the Indian percep¬ 
tion of numbers. The Indian perceptions 
too. as we shall see, leads towards 
constructivism, but for altogether differ¬ 
ent reasons. 

IV 

Indian Approach 

The orientation of Indian mathematics 
was towards finding basic algorithms on 
the basis of which predictions could be 
made. A ba.sic reason for this was that 
astronomy in India had close affinities 
with religion. All Vedic rituals were, and 
still are, performed strictly in accordance 
with the position of the .stars and the 
members of the solar system. The neces¬ 
sity to predict their exact position thus 
became a matter of utmost impoitancc. 

Such a social requirement necessitated 
the development of algebra, and not merely 
arithmetic and geometry. The evolution of 
algorithmic rules through application of 
which the values of unknown variables 
could be determined was a natural con¬ 
sequence of the desire to extrapolate from 
the known to the unknown. The notion of 
a field, kshetra. in which the individual 
variables could play their specific roles 
was already available to the Indians on 
account of their social and legal arrange¬ 
ments. Algebra was therefore conceived 
as 'bija-ganita', as.a science of planting 


individual unknown bija (seeds) in ksh^ 
and then finding out how this Mja vdiii^ 
or grew within this field. Such an orie^ 
tation is evident in the earlicstSu/ibasHmas 
(texts onmenustral geometiylandVedongn 
Jyotisa (astrological work). IIk notions oI 
kshetra, karma (action) and phala (results) 
which go together had their basic meta¬ 
physical roots in 'samkhya' philosophy^ 
as one can find in the Samkhvakariku as 
well as in the Gita which was influenced 
by it. 

Such an orientation has some impoitant 
consequences. On the one side it avoids 
the dogmas of Platonism and Cartesianism. 
and on the other, it offers a different 
perspective on intuitiunism. I shall dis¬ 
cuss the two aspects separately. 

Whereas the Platonism of Greek mathe¬ 
matics has accepted numbers as entitiei 
and its geometrical Cartesianism made 
the Pythagoreans .seek geometrical shapes 
as property of numbers - .such as square 
numbers, pentagonal numbers and trian- 
gularnumbers, the Indians were not stifled 
by accepting numbers, as entities. 
Amyogadvara Sutra (100 BC) classifier 
numbers into three types: (I) 'samkhyata' 
(those cardinal numbers which can be 
ordered by ordinal numbers), 
(2) ‘asamkhyata’ (those which cannot be 
so ordered, e g, incommensurate num¬ 
bers), and (3) 'ananta' (those which can¬ 
not be ordered, at all. e g. infinities.) This 
general division, with further sub-classi¬ 
fications. is pervasive in later works 
Apstamba sutbasutra (3.8)cla.SKiftcsnam- 
bers as 'niiya’ (commcnsurate)and ’anity' 
(incommensurate). Algorithms to deter¬ 
mine the value of 'anitya karanis' (surds' 
were developed in great detail. More 
refined methcKls are to be found ir 
Aryabhatiya. In Bha-skara-II's commen¬ 
tary on Aryabhatiya specially in the 
chapter 'Goladhyaya', as well as ir 
'Suryasiddhanta' and in Katyayam 
sulbasutra, rules in determine the value: 
of incommensurate numbers find cleai 
specifications. Similarly, fractions ant 
negati ve numbers did not pose any puzzle¬ 
ment for Indian mathematicians ApsmmAr 
suibasutra classifies all fractional num¬ 
bers as 'bhaga' and develops rules foi 
operations on them. The important fact tc 
note is that Indian mathematicians did noi 
perceive the field of numbers as diwxm- 
nected nr a.symmetric. unlike the Greek] 
who found it heterogeneous. The reasor 
behind perception of numbers belonging 
to a homogenous field is that they cognisec 
numbers not as entities, but purely as 
phala (result) of mathematical operation! 
in the field of samkhya. In ancient Indiar 
texts samkhya did not denote number (a< 
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denoting any quantifiable or determinable 
substratus (kshetra) from within which, 
amongst other things, numbers could be 
generated. The meaning of ‘samkhya’ in 
the name of the ttKtSmMiyakarika makes 
this evident. This book is not about num¬ 
bers, but about determinable and di-scem- 
ible results in the development of the 
imteterminate substratum (‘padartha’). In 
hischaplerof‘Bija-Qanita’ inAryahhatiya 
<[l.t) Bhaskara-II states: 

UipwlakamYaipravadmiiBudherdhislam 
satpurusena samkhya. Kritsanusya 
tokaeya latlek hijam hyaktimL\am ffaniiam 
cha bande. 

(I salute that which Samkhya perceives a.s 
endowed with the qualities of pcrsonhood 
and the producer of intellect, and which 
is the seed of not only the manifest world 
but also unmanifestcd mathematics.) 

In a science not bound by platonistic 
assumptions about neccs.sary existence of 
entities or by Cartesian assumptions about 
necessary relations between commensu- 
labilily and exi.stence, explorations would 
naturally proceed towards the study of 
operations by which any kind of number 
can be generated within a variable or 
invariable Held, whether or not they exist 
or he exact. Greater emphasis, therefore, 
is to be found on operations in Indian 
mathematics. In Sridhara’s Patiganiia 
(199 AO), a text has .significant influence 
on all later texts, we find the names of 
various mathematical operations 
.summarised as the very beginning of the 
work. Sridhara enumerates 20 types of 
operations that can be performed to gen¬ 
erate numbers, and nine types of opera¬ 
tions pertdmied for groups or types of 
numb^ (Sridhara Patiganim 900 AD, 
p 2], Much has been said on the develop¬ 
ment of the decimal system and the num¬ 
ber zero in India. But what is important 
is that ‘O' wasneveramceivedasanumber 
earlier, it was conceived purely as an 
operation. Its initial sign, a dot (a ‘bindu’), 
has deep metaphysical significance in 
Tantra. a school of philosophy closely 
related to Samkhya. Thus, for example, 
just as the point in 1.2 in the decimal 
system does not denote a number but the 
fact that the 10th part of two is co-joined 
with unity. *0' in 102 in Aryabhat's sys¬ 
tem would signify the operation of co¬ 
joining 2 with 100. A debate whether zero 
is anatural type, of the western type, could 
never arise in Indian mathematics InBija- 
ganita, Bhaskara-II tells us: 

Aira mpanam Vayyvaklanatn chadyak- 
sharasyas palakshanartha lekhyani vani 
rinagaimi uini urdhamvinduni cha. 
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unknown, express them as letters, such as 

*ka*. ‘na’. etc., but when they are negative 

si^ify the operation with a bindu (zero) 

above the variables, such as ka, na, etc.) 

The emphasis on the fundamentality of 
npendions not only overcome the problem 
of incommensurate numbers but also al¬ 
lowed a liberal attitude in which the prin¬ 
ciple of excluded middle did not become 
a binding axiom. This avoided the prob¬ 
lems of Cartesianism in which truth and 
falsity are connected with existence and 
finally exact determination. Since opera¬ 
tions and their products are correct or 
incorrect, approximate or exact, the ques¬ 
tion whether or not the principle of ex¬ 
cluded middle applies to the realm of 
numbers would exhibit a misunderstand¬ 
ing from within the Indiaq perspective. 
I'he question would be a categorical 
mistake and not just semantic. The right 
type of question would ask: the accep¬ 
tance of what type of operational rules 
tlien become a matter for theory of justi¬ 
fication. ‘nyayasa.stra', part of which is the 
theory of proof, 'pramanasastra'. and not 
a matter for theory of truth. The criteria 
for the correctness or incorrectness of 
rules would be grounded in their power 
to determine reality (and consequently 
predict) as well as in their power to con¬ 
struct. This type of constructivism is 
pragmatic in approach. If the rules fail to 
predict or construct they would be incor¬ 
rect, not false. The inconstructibility of a 
numerical value does mx nccciHarily reflect 
on the nature of the value in this .scheme, 
it may reflect on the inadequacy of the 
operational rules. The incommensurabil¬ 
ity of real numbers, or the negative or 
fractional values of others, hence, did not 
bother Indian mathematicians since such 
values were constructable by operations. 

The employment of the criteria of deter- 
minability and coastructability in mathe¬ 
matics has drawn the attentions of many 
researcher to the use of similar criteria in 
lingui.stics and other traditional Indian 
sciences. Navjyoti Singh (1984), for ex¬ 
ample. has emphatiised the homology that 
exists between Indian linguistics and 
mathematics. That Indian linguistics and 
mathematics are homologous in funda¬ 
mental aspects is undoubtedly true. But 
the reasons for this similarity does not 
seem to lie merely in 'the influence that 
one science had on the other. A deeper 
observation reveals that even in Indian 
musicology, where the properties of in¬ 
commensurate 'srutis' (the smallest dif¬ 
ference in pitch) are studied, similar cri¬ 
teria of determinability, constructibility, 
and operational feasibility have been 
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contend itself with finding the meta-niles 
governing the truth or folsity of proposi¬ 
tions. It sought the foundations of proba¬ 
bilistic and multivalued logics. The reasem 
for the homologous foundations of these 
varied sciences must, th«efore. be deeper 
than the mere mutual influence. 

The reasons seem to me to be meta¬ 
physical. This paper is not the occasion 
to discuss them in detail. However, the 
bare essential points need to be noted, 
since these beliefs have determined the 
development of not only the sciences and 
aits but also the socio-economic lifestyle. 

The Greek.s, and subsequently the Judeo- 
Christian beliefs perceived the world as 
bntologically distinct from god and al.so 
as a finished work of his. The Indians 
perceived the world as ontologically 
continuous with god (brahman) and not 
as a finished product but as a continuou.sly 
transforming determination of his being 
in becoming. This is the most fundamental 
line of thought which divides the Judeo- 
Christian-Islamic world view from the 
Indian one. reflected in Hinduism, Bud¬ 
dhism, Jainism, Sikhism and all other 
systems of belief emerging from India. 
Since the products of god were ontolo¬ 
gically finished or complete the Greeks 
were uncomfortable with incommensu¬ 
rate numbers or entities. The Indians on 
the other hand, naturally expected and. 
accepted incompleteness and indetcr- 
minability. Tlie nature of brahman or the 
'padartha' being indeterminate, mccim- 
mensurability was expected in mathemat¬ 
ics, linguistics and music. Likewise, whi le 
the Greeks divided the simple.st elements 
of phenomena into existing and complete 
atoms or monads, the Indians accepted not 
fully independently existing ‘anus’, at¬ 
oms. The force of the.se basic beliefs is 
pervasive. While the ideal of Greek art, 
and western art for long, was recreation 
or representation of the existent, the aim 
of Indian art has been to create the ideal 
and thus through the process of becoming, 
bringing into existence something which. 
was not perceived or conceived in exist¬ 
ence before. 

These remarks are meant only to under¬ 
line the reasons for the homology that 
one finds in the development of various 
sciences in India, without any claims to 
finality. However, before we can begin to 
draw lessons for mathemrnics from this 
homology, it will be necessary to first 
briefly recapitulate it. so that we kpow 
exactly wherein the homology manifests 
itself. 

The notion that there are kshetras (fields) 
in which the ’kshetrgyan’ (operators) 



iijnction. is not applicable to mathematics 
alone. It is a generic epistemic notion 
which can be inteipreted for any type of 
particulars. Thus we find its application 
in modem phy.sics in expressions such as 
'unified field theory'. What is the meaning 
of 'field* here'.' What does it refer to'.' 
Whateverit refers to. it is in a similar sense 
that the term has been used in Samkhya 
philosophy. In quantification and deter¬ 
mination of the field Indian mathemati¬ 
cians found that operatioris yielded com¬ 
mensurate and incommensurate values 
which were signified by numbers. In com¬ 
munication and transfer of information 
within the field it was discovered that 
operations (meta-rules) yielded determi¬ 
nate results, such as propositions or state¬ 
ments, as well as indeterminate results, 
.such as 'dhatus', the simplest elements of 
propositions As concerns music within 
the field, it was discovcied that there were 
determinable smtis. 'swaras*. as well as 
indeterminate 'srutis', on which opera¬ 
tions had to be performed to yield 'ragas'. 
It must he noted that these discoveries 
were not a priori, but empirical. The 
numerous phonetic elements with which 
texts ot Sanskrit grammar, such as 
Lughusiddhantakaiimitdi, begins were 
discovered atterclose scrutiny oHanguage. 
Similarly, the Natsmastra describes ex- 
penments with numenius ‘ vinas' (.stringed 
instrument) with diverse lengths ot 
strings to determine the smallest differ¬ 
ence in pitch and thus to determine the 
srutis. 

In linguistics the most significant deve¬ 
lopment arose from the realisation that 
momentary syllablisation of sounds have 
the property ot adding into phonetically 
and semantically incaningtul utterances. 
The natural question to arise was: what 
are the simplest phonetic and semantic 
elements, and how does the proc'css ot 
addition of (the being oO the.se simplc-st 
elements take place to become meaningful 
propositions'.'The 'siksa' and 'pnitisakhya' 
cla.ss of literature deal with the theoretical 
aspects of utterances. As concern seman¬ 
tics. the central problem, such as in 
Bhanithrhan's Vakvapadya. is not how 
propositioas become true, but how a senes 
of .sound patterns add up in time to become 
meaningful. The situation in music is 
similar: how do the simpie.st elements of 
sound, srutis, add up in time to produce 
'rasa' (emotions)'.' Rg Pratisakhya (600- 
400 EC) deals elifoomely with the meta¬ 
rules, 'parihhasa', of how utterances arc 
joined together to yield meaningful re¬ 
sults.^ Bharatmuni's Natyasastra and 
Sarangdeva's Sangitaratnakar, among 
other musicological texts, deal elaborately 


with the question whtf scht of meta-niles 
are appropriate to join srutis together so as 
toyieid melodies. In ‘Kndotapatipnkarana’ 
(2.2) chapter of Sangimratnakara 
Sarangdeva sees a direct relation between 
the semantic meta-rules of language and 
music. In musical terminology the 'field’ 
IS referred to as ‘nada-brahman*; 
Sarangdeva states in this section that 
language and mu.sic are the re.sults of the 
operations of different operational meta¬ 
rules on the same ‘nada-brahman’, hence 
tlieir foundations must be similar. It is also 
important to notice the parallels between 
the classifications of meta-rules for lan¬ 
guage and tho.se in law, which although 
apparently disparate, are fundamentally' 
similar because in law too rules apply to 
determine actions in an indeterminate 
siK:ial field. Rg Pratisakhva has three 
classes of mcta-rules (‘paribha.sasutras’) 
applicable to language, (a) 'samanya-sutra* 

(universal rules), (b) 'apavada-sutra' (rules 
tor exceptions), and (c) 'nipatana-sutra’ 
(counter-niles). The Dhamasastm texts 
Ourisprudential codes) make exactly 
similar classification ot meta-rules into: 
'samanyadharma', ‘apavadadharma’ and 
'iiipatana dharma* (For a di.scu.sston of 
diflerent types of dharmas .sec P V Kane 
11411. These coincidences are not 
accidental, but reveal a deeper unity in 
beliefs. 

The most significant thesis concerning 
the simplest element of propositions that 
pervades Indian linguistics is the one 
assigned to Bhardwaja: the thesis that the 
root or stem of a proposition is the verb, 
not the logical subject, the noun. Saktayana 
developed the idea that all words, includ¬ 
ing nouns, have verbal lOots (700-500 BC). 
TIk 'Nirukta’ (etymological tradition) that 
toltowed Saktayana, notable among.st ^hich 
IS 'Ya.ska nirukta'. developed this thesis 
III various directions. The mo.st significant 
breakthrough came thiough Panini's 
'.^.stadhyayi’ (600-400 BC), which took 
a whole sentence and not a word as the 
simplest unit in language. Panini devel¬ 
oped his ‘karaka' theory of language in 
which he attempted to set forth the rules 
which relate the variable that can stand for 
a noun with the vanablc that can stand for 
a verb. The deep structure provided by 
Panini’s grammar provides the possibility 
of semantic interprkations and of recuisive 
meta-rules, unlike the Chom.skian scheme 
which remains at the level of syntax. The 
cm|4iasis again is on the operational rules 
which can generate meaningful sentences 
nitherthan on characterising acc'ompli.shed 
existential propositions. 

The parallels between the approach in 
mathematics and in other sciences can be 


multiplied. What is important to note ate,' 
the following methodological similiuitiei: 

(a) In the various sciences operation^ 
rules rather than existential propositions 
have been the matter of primary concern. 

(b) Unlike the Greek tradition where 
mathematical propositions have an excep¬ 
tionally higher ontological status, almost 
amounting to eternal truths, the status of 
such propositions in the Indian perspec¬ 
tive was the same as the status of higher 
propositions about language or music; it 
faced the same problems as any other 
recursive set of rules would. 

(c) Since recursive meta-rules can be 
applied to any field in which determina¬ 
tion and operational construction is fea¬ 
sible, the syntax of the mcta-rules by itself 
cannot decide to what sorts of particulars 
they can apply. In other words, the Indian 
theoreticians were already inutitivelyaware 
of the Lowcnheim-Skolem theorem; they 
did not have the apparatus or the need to 
prove it; they were already practising what 
would be true as con.scqucnces of this 
theorem, namely, not confusing axiomati- 
sation and deducibility with matirematics, 
and specially numbers 

(d) The most .significant methixloio^- 
cal insight was that the property of co- 
joining or Addition of the .succes.sors was 
not the property chi any one specific series 
but the property of any field in which the 
values of undetermined variables could be 
determined by operations. In (he field of 
'nada'. thus incommensurate srutis pro¬ 
gressed in succession in time in such a way 
that they added up to commensurate 
musical notes and melodics, whose mo¬ 
dalities could be a.scertained by recursive 
operational rules to yield ragas. In the 
same field, with a different set of rules 
modalities for patterns of communication 
could be brought about, in which the 
succession of atomic utterances added up 
to yield words and .sentences in time. The 
property ol additivity, which in the field 
in which matter is considered is called 
'gravity' is thus not the property of matter 
alone, it is the property of all determinable 
and discernible elements in the field, 
whether conceived as material or non- 
material. Just as elements ot 'matter' add 
up to produce new forms, elements of 
sound add up to produce new melodies 
or .statements as we produce them or when 
they get produced. With respect to differ¬ 
ent considerations about the field, thesre 
arc different ways of expressing tlw pro¬ 
cess of additivity. With respect to human 
beings we say; they arc naturally gregari¬ 
ous, leave some ii^ividuals together and 
they will soon form a society. With respect 
to matter if we wish to explain this process 



01 aaaitivity oy uymg mat mere is a force 
of gravity putling things together, we have 
not said anything more than that things 
are naturally endowed with the property 
that they will add up together. Whether 
Newton's principle of gravitation is a 
synthetic proposition of observation or an 
analytic a priori proposition of definition 
Still remains to be decided within philoso¬ 
phy of science. Indian musicians defined 
the smallest bit of sound as the least 
difference in frequency perceptible by the 
human ear. Mention of the smallest Mt of 
sound may seem abstract as compared to 
smallest bit of matter. But we must keep 
in mind that the description of matter in 
modem physics makes it just as intangible 
as sound. Now we are even talking of 
8malie.st bit of information in Information 
Theory. If this is intelligible surely the 
smalle.st bit of any otiwr phenomena is too. 

Let us turn now to .see what the.se 
various observations from within the 
Indian perspective have for modem theory 
of numbers. 

V 

Consequences of Indian Approach 

The the.sis that 1 have built up on the 
basis of the Indian approach has the fol¬ 
lowing significant consequences: 

(1) Peano's first axiom that *0’ is a 
natural number has to he dropped. There 
is no ba.sis for this. 'O' can be conceived 
as an operation. 

(2) Peano'.s second axiom that every 

natural number has a successor has to be 
radically modified. Both Russell’s inter¬ 
pretation of it that the .successor of n is 
n-f I. and Frege's version that there is one 
to one correspondence between the suc¬ 
cessors and the extension of the concept, 
are arbitrary. This can be assumed to he 
so by definition but to assume that this 
reflects how things are in reality would 
be a mistake. * 

(3) Theexistential assumption in Peano's 
second axiom that numbers exist is un¬ 
necessary. It is sufficient if they can be 
constructed as results of mathematical 
operatinas. whether or not the re.sult actu¬ 
ally represents .soiitething in existence. To 
show that it does .so. additional semantic 
a.ssumptions would have to be introduced. 

(4) With the modification of first, 
second and third assumptions Peano’s 
third and fourth axioms also become un¬ 
necessary. 

(5) The principle of mathematical in¬ 
duction, Peano's fifth axiom, goes along 
with the successor axiom. In itself the 
axiom does not tell us what ‘property’ is 

Kl^tno SirtrthiltA/l Halt •I’* if ic 


!K>«nter|Mttecl the successor of omuit have 
property of being n-f I, problems similar 
to the second axiom would arise. 

What I am suggesting in short is that 
number theory can rid itself of the prob¬ 
lems it presently faces only by making a 
radical change like classical geometry 
to non-Euclidean geometry. Whereas 
geometry has made this leap, number 
theory still works with the classical Greek 
assumptions of existence and exactness. 
That is, while geometry has discarded 
Platonism and Cartesianism modem num¬ 
ber theory is still hampered by it. How¬ 
ever, this can be done only if one moves 
from cognising numbers from the Greek 
way to the Indian way. The Indian percep¬ 
tion does not demand existential pre- 
.suppositions. I also believe that the prob¬ 
lems in modem number tteory, such as 
Golbach’s theorem and Fermat’s last 
theorem, can be solved only after number 
theory becomes ‘non-Euclidean’ in the 
.sense that it does not assume Platonism 
and assert or claim knowledge of the 
reality, hut only of operations perform- 
able on it. 

The philosophical foundations for a 
general theory of numbers would have the 
following characteri.stics: 

(I) First it would have to define the basic 
operator and show that all otheroperations 
are reducible to the basic operation. For 
example, when additivity is taken to be 
tlie tmic operation, multiplication isshown 
to be the summation of additions, division 
as the multiplication by the inverse, and 


soon. There are various schemes ofdoiag 
this. 

(2) It would then be required to tgipty 
this scheme to the number domaiits, that 

is. to die field in which the operations 
yield numbers. Such a requirement can be 
satisfied by the following basic axioms for 
number theory which utilises the notions 
of additivity and successor but avoids any 
existential claim: 

(a) Hie successor of an infinitesimal 
numerical value is another such value. 
(Infinitesimal numerical value is the 
smalie.st magnitude, just as points are in 
geometry; such values would be the 
smallest result that mathematical opera¬ 
tions can yield.) 

(b) The successors have the property of 
additivity, i e, the principle of addition 
applies to them. (Note that the Peano- 
Russeli scheme uses this principle, signi¬ 
fied by the signbut does not state that 
an additional assumption is being made 
here.) 

(c) Successive addition of infinitesimd 
values can re.sull in either accomplished 
or unaccomplished numbers (numerical 
values). A number is said to be accom¬ 
plished when it can be divided only by 

it. self or unity, i e. the addition of even one 
further infinitesimal value will make it 
divisible by a value other than itself. One 
may call them stable and unstable num¬ 
bers, or any other terminology to signify 
this property. 

The above axioms are sufficient for the 
purposes of number theory. The accom- 
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(tpisiied numbeni are the prune numbers, 
and riglitly cali«i so. MiUhemmical open* 
tions of a^ition mid subtraction (or other 
operations) can yield the full 1,2.3,... 
integer serie;!. which have hitherto been 
called natural numbers. In this scheme the 
prime numbers are constructs from them. 
Once the l.2,3...series is generated one 
can apply Dedekind's or some other such 
similar operational scheme to generate all 
other types of numbers. 

Being .so u.sed to viewing 1.2.3,...scries 
as tire ‘neutral’ series one may find it 
difficult to accept my suggestion that the 
disconnected prime number series is the 
basic seric.s. But this is a matter of educa¬ 
tion, orrathermi.seducation. Wehavebeen 
repeatedly told that the progression of n+1 
is natural, there is nothing in nature to 
suggest this. We have already noted the 
Greek and Canesian basis of this miscon¬ 
ception. 

Once we understand that the prime 
number series represent the series of 
accomplished numbers the problem of 
internal and external relations of numbers, 
mentioned earlier, is easily solved. The 
reprogrcssion of the elements (of matter 
as well as of musical notes, besides other 
elements) turns out to be in terms of prime 
numbers because they represent accom¬ 
plished or stable states of additivity. We 
must keep in mind that numbers are not 
entities, but results of operations on a 
variable field which could be interpreted 
for any particulars. To ask why stable 
additions (accomplished states) of infini¬ 
tesimal elements of objects have values 
represented by prime numbers, is to go 
beyond mathematics. The solutions must 
be sought in physics or metaphysics. 
Mathematics limits itself to uninterpreted 
rules and meta-rules that may apply to any 
field, the accomplished state of any ele¬ 
ment is repre.sented here only as a result 
of operations which yield values not di¬ 
visible by any value. 

If the virtue of this foundational scheme 
is to he judged, it can be judged from the 
fact that a problem such as (he Goidbach’s 
throrem is hardly a matter of much sur¬ 
prise here, it follows trivially from the 
basic axioms. 

As noted, all unaccomplished numbers 
are nothing hut the products of operations 
on prime numbers, that is, they can be 
generated by mathematical operations on 
prime numbm. Unaccomplished numbers 
include all odd and even numbers (which 
are not prime numbers) in the 1,2,3,... 
series. All unaccomplished (even) num¬ 
bers, therefore, are the products of accom¬ 
plished (prime) numbers. Since addition 
is the simplest mathematical operation and 


other operations aui.be reduced to it. ail 
even numbers can be rqiresented as sums 
of prime mimbers. The 'first principle of 
arithmetic’: thm all oumbers can be re¬ 
solved into their simplest factors which 
arc prime numbers, also follows from this. 
They can be so resolved because in the 
first place they were nothing but products 
of prime numbers. 

Iliis section will conclude by noting 
two important points. Although the Indian 
approach is a constructivist approach, it 
does not face the problems which Kant’s 
constructivism faces. Since numbers are 
not conceived as oitities the problem about 
titefir exisusntial status does not arise. The 
question: do infinitely large numbers exist, 
would be interpret^ as: do operations 
exist by which infinitely large numbers 
can be generated? The answer wmild be; 
yes. 

Secondly, thinkers have often asserted 
that if one drops the principle of excluded 
middle what happens to cla.ssical mathe¬ 
matics, does it go over-board? [See for 
example Baker 1964]. Withinthisapproach 
the answer would be. no. Peono’s axioms 
which assume the principle of excluded 
middle would be a special case (interpre¬ 
tation) of the general axioms of number 
theory, just as Euclidean geometry is a 
special case of non-Euclidean geometry, 
or Newtonian physics of relativistic phys¬ 
ics. It would be a special ca.se because, 
he.sidcs re.stricting the domain of applica¬ 
tion (in which counting can be done by 
applying integers) it assumes a .successor 
relationship also for the requirement of 
counting, hot for characteri.sing nature or 
the whole of reality. In other words, the 
Pcano-Russellian scheme derives and 
applies to the necessity of counting, just 
as physical (Euclidean geometry) has its 
basis in the necessity of measuring. 

Notes 

fPreNCiued at Seminar on 'Philosophy of Science 
in the Indian Context', Decemter 1-3, 1984. 
MSTAOS. New Delhi. To be publiahcd in 
hiundalitmt of Mathematics volume of series 
Smdifs ill Fiwndiiums and Methodntogy of 
liieoreiiral St-ienres in Indian Tnuliiion.] 

1 Most sets ore not meinbens of themselves; the 
set of cals, for example, is not a member of 
itself, because the set of cots is not a cat. 
However, then; may be sets which do belong 
to themselves, e g, the set of all sets. Now, 
consider the set A of all those sets X such that 
X IS not a member of X. Clearly, by definition. 
A is a member of A if and only if A is not 
a member of A. Thus, A is both a member and 
a non-member of A. This is a statement of 
Russell's paradox. For a discussion of this 
problem see Kurt Godcl (1944). 

2 See Rg Frulisakhya sections: I.S.3, 4.1, 4.2, 
4..14. .^.17 as well as f.54 and 2.70. 
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French Jesuit Scientists in India 

« 

Historical Astronomy in the Discourse on India, 1670-1770 

Dhniv Raina 

The intellectual activity finally culminating in the grand theoretical syntheses of the celestial sciences 
towards the end of the JHth century followed a century's toil undertaken by Jesuit scientists and traveller’s 
posted outside Europe. This es.say briefly addres.sed the endeavour of the French Jesuits who landed in 
India during the late 17th and first half of the IHth centuries. The Jesuit scientists of the period were 
inaugurators of a discourse on India and Indian historical astronomy marked by ambiguity, where fascination 
and dismissal .w together; where the enchantment with the new world and its distinct knowledge forms 
provide the occasion for enriching the self in cognitive and cultural terms, and through an act of distantiation, 
of redefining the .self as superior. 


A true man of (he church, he intended to 
prove that the Bible had not lied, but also 
a man of .science, he wanted to make the 
Sacred Text agree with the results of (he 
research of his own time. And to this end 
he had collected fossils, explored the lands 
of the Orient to discover something on the 
peak of Mount Ararat, and made very 
careful calculations of the putative dimen¬ 
sions of the Ark. 

-Umberto Eco, The Island of the 
Day Before. 

THE 18th century legacy of the history of 
science for long ensured that the role of 
the Je.suits in tite advance of modem science 
was underplayed. This lack of attention 
was partially the product of an ideological 
fixation concerning the antagonism 
between science and religion. In fact, late 
19th and early 20th century historiography 
had been habituated to the idea that science 
and religion were pathologically opposed 
to each other. The overplayed Galileo 
epi.sode has for sometime been interpreted 
by historians of science as being a speci fie 
manifestation of the relation between the 
views of .some natural philo.sophers and 
the interests of religious institutions 
[Wallace 1984]. Furthermore, throughout 
the medieval ages intothe ageof modernity 
institutions of Christian religion had 
evolved with traditional bodies of natural 
knowledge jShapin 1996: I36J. The 
ecumenical Merton thesis has done a great 
deal to deflect our simplistic ft xation with 
the conflictual model. According to this 
thesis, where “.science prospered in early 
mtxlemtimcs. it derived important support 
and reinforcement from organised religion" 
[Heilbron 1989; IIJ. A variety of a.stro- 
nomy that emerged in Jesuit institutions 
in Italy in the 17th century gradually 
blossomed into an active tradition of Jesuit 
science in FraiKe in the 18th century. This 
tradition has been Iitti6 researched [Harris 
1989; 41]; despite the fact that the Jesuit 


writings on the sciences constitute a fairly 
suKstanlial corpus. 

Between the years 1600 and 1773, the 
year when the Society of Jesus was 
supprc.s.sed, Je.suit scientists had authored 
more than 4,000 published works, about 
600 journal articles appeared after 1,700, 
and about 1,000 manuscripts were 
available. The society's known publica¬ 
tions include 6,000 scientific works 
covering areas such as Aristotelian natural 
philosophy, medicine, philosophy, 
astronomy and mathematics [Harris: 41]. 
I'hc scientific writing of the Jesuits fall 
into six broad categories. Off the six, three 
of immediate concern to us include 
textbooks and treatises on Euclidean 
geometry and mixed mathematics, treaties, 
opuscules and journal articles on 
observational astronomy, and academic 
publications on experimental and natural 
philosophy [Harris: 42]. About 40percent 
of tlic Jesuit literaty output from the foreign 
apostolates dealt with astronomy. These 
included important eclipse ob.servations, 
other celestial events such as the transit 
of Venus, and the correction of longitudes 
of important places.' These efforts 
furthered the determination of the shape 
of the earth [Harris: 36], and i n a less direct 
way provided the grounding for the 
finalisation of ccle.stial mechanics, that 
more or less closed the era of Laplacian 
physics by the 1830s [Pyenson 1993; 4]. 

Amongst the French members of the 
Society of Jesus were many astronomers.^ 
These contributions included the 
determinatio!'. of latitudes and longitudes 
for all of China, the observation of solar 
and lunar eclipses as well as of eclipses 
of Jupiter's satellites, the pas.sage of 
Mercury through the .solardisc-to mention 
a few. These Jesuit astronomers also 
initiated studies on ancient Chinese records 
and ab.servations, in order to analyse 
('hinese chronology. In fact, it was a similar 


interest that led them onto the study of 
Chine.se, Indian and Egyptian history [Han 
1995:491]. These astronomical observa¬ 
tions in Chinc.se were often u.scd to 
determine the accuracy of Chinese history, 
and hence these Jesuit scientists were the 
progenitors of Chinese historical 
astronomy [Han: 492], 

The historian of science, S N Sen, 
remarked in an important paper, that unlike 
the case of China, the Jesuits in India made 
little contribution to the growth of modern 
.science [Sen 1988: 114]. However, some 
of Sen’s own research into the history of 
astronomy requires a revision of the 
hypothe.si.s. The Jesuit project i n India was 
certainly not on as grand a scale as it was 
in China. Nevertheless, despite internal 
dissension within the Jesuit order, 
witnes.sed both in India and China, the 
Jesuits inaugurated the historical inquiry 
into ancient Indian astronomy (as they did 
in China) by providing both the impetus 
and material for French savants and 
astronomers to develop their histoires de 
Tastronomie. Furthermore, the efforts of 
French Je.suit a.stronomer.s in India and 
China mutually complemented each other. 
The institutional and administrative 
organisation of Jesuit science was ensured 
through the disciplinary structures of the 
Society of Jesus that reinforced a ‘high 
level of group coherence and loyalty' 
[Harris 1989:39], Jesuit superiors station^ 
at foreign apostolates were thus required 
to send detai led reports and edifying news, 
in the hope of winning over new apostates, 
to Rome and western European metro¬ 
polises [Harris: 57], 

Three different interests. Jami points 
out, ednverged in the formation of the 
French Jesuit missions, and subsequently 
deciding their research agenda. In the First 
instance the director of the Paris 
observatory in the 1670$ Gian-Domenico 
Cassini (I b24-1712) submitted a proposal 
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to the minister Ctdbeit to send Jesuits to 
China to make some astronomical 
observations, and to advance their 
knowledge of latitudes, longitudes and 
magnetic declinations. Secondly, the 
Fmnch king was compelled by French 
Jesuit interests to. augment support for 
Catholic missions abroad, since it was 
binding upon the “Church’s eldest 
daughter*', to do so. The third, was part of 
a larger proposal to send French embassies 
to Asian courts [Jami I99S: 495]. One of 
the missions that was sent to I'haiiand 
finally landed up in Pondicherry. 

A leading French astronomer stationed 
in China was Pere Antoine Gaubil (1689- 
1759), whose a.stronomical researches had 
exercised influence on the French 
astronomer, theorist and mathematical 
physicist, Pierre Simon Laplace (1749- 
1827). Gaubil researched into traditional 
Chinese astronomy, and proposed that the 
changing obliquity of the ecliptic should 
be adopted from Chinese a.slronomical 
sources. As indicated earlier. Gaubil was 
instrumental in creating a formation that 
one could call ‘hi.siorical asirom>my’ - for 
convenience we shall take the term to 
designate the project of probing historical 
records for cele.stial events that could 
retrospectively result in the revision or 
validation of contemporary astronomical 
practice. This is evidenced in some of his 
important books such as ‘Histoire abregee 
de I’astronomie chinoise', Paris. 1729; 
‘Histoire dc rAstronomie chinoise' that 
first appeared in volume 31 of the Lettres 
edifianiex-, and Traite de la chronologic 
chinoise - while this manuscript was sent 
to Paris in 1749, it was Laplace who dis¬ 
covered a copy in the library of the Bureau 
des Longitudes fDieny 1995: 503], 

Pere Gaubil was in constant touch with 
the French Jesuit astronomer and 
cartographer Pere Claude Stanisla Boudicr 
(1687-1757) stationed at Chandemagor in 
India. Boudier’s reputation as an astrono¬ 
mer earned him an invitation to Jai Singh’s 
court in 1734. During his journey to and 
sojourn at Jaipur, he, like his counterparts 
in China detennined the longitude of 63 
Indian cities, in addition to measuring the 
meridional altitudesof a few stars. [Ansari 
1985: 372]. In addition, he observed the 
first satellite of Jupiter on April 2, 1734 
at Fatehpur, and again at Jaipur on August 
15 of the same year. He also observed the 
solar eclipse of May 3, 1734 at Delhi and 
had earlier reported the lunar eclipse of 
December 1, 1732. Pere Gaubil however 
considered that Pere Boudier’s estinuites 
of the diameter of the sun were on the 
higher .side. It appears, that just as the 
French Je.suits provided the last accurate 


figures of the longitudes of the leading 
Chinese cities. Boudier did the same for 
Delhi and Agra [Ansari 1985: 372]. 

The historian of astronomy, Ansari tries 
to draw a parallel between the perseverance 
of the Jesuits in India and C!hina. He is 
right in ob.serving the neglect of scientific 
textual scholarship of the Jesuits in India; 
hut then the phase of European textual 
scholarship in and on the sciences of India 
really commenced much after the Society 
of Jesus had been suppressed.'* Regarding 
the place of Jesuit scientists in the court 
of the Chinese emperor and that of the 
Moghuls, Ansari’s remarks are less 
conclusive. But the third point that the 
French Jesuits in India, unlike theirChinese 
counterparts were not good scientists and 
were not in contact with the best scientists 
in Europe is at best an overstatement 
[Ansari 1985: 374-75J. It is true that not 
all the Jesuit astronomers in India were 
in touch with the leading French 
astronomers located at Paris. It is 
nevertheless incontestably true that their 
reports and records became the source 
material for three subsequent generations 
of French a.stronomers: Le Gentil. Bailly, 
Laplace and Dclambre. This in any case 
does not detract from the point that the 
Jesuits did not bring the Copernican 
revolution to the east, that its impact on 
Indian astronomy was minimal [Sharma 
1982: 351]. We now come to the specific 
context of the French Jesuits who came 
to India, their writing, who they were and 
what source material they provided on the 
ancient astronomy of India. 

Founding of Three French Jesuit 
Missions 

The tenure of the European Jesuits in 
India dates back to the 16th century. But 
our purpose is not an essay that constructs 
the entire Jesuit corpus as one homo¬ 
geneous text. On the contrary, internal 
political and doctrinal differences emerged 
within the Jesuit order as a consequence, 
not only of different intellectual traditions 
and social orderings, but piore importantly 
of the rivalry between different European 
states.-* In this particular case, we shall not 
discuss the programme of the Portuguese 
Jesuits in Goa in the 16th century.” The 
focus of our attention are the French Jesuits 
who arrived in India towards the end of 
the 17th and the early decades of the 18th 
centuries. 

The counter reformation provided the 
backdrop for the first Portuguese Jesuits 
who arrived in Goa in the first half of the 
16th century: and were propelled by the 
forceful colonising and evangelising 
impulse, manifest in rituals of ‘slash and 


bum’ eva^elisation [Zupanov 1993; 136| 
Another interpretive tradition found ijK 
expression in the evangelical efforts of the 
Italian Jesuit, Roberto Nobili. founder Ol 
the Madurai Mission. This strategy. 
Zupanov calls the ‘adaptationist methof 
of conversion' - accomodatio - was 
developed by Italian missionaries for Asiat 
countries [Zupanov 1993: 124]. anc 
possibly come out of the Collegio Romanc 
where this art of Jesuit conversion wai 
rehearsed. This method was premised upoi 
a humanist theological universalisn 
[2^panov 1993; 123]’ that was quite a 
variance with that of the Portuguese order 
This strategy of accomodatio was ii 
measure adopted by the French Jesuit 
who came to India and founded th< 
Missions at Pondicherry. Mysore aru 
Chandernagore. With the dcmocratisatioi 
of knowledge that marked 17th centur 
Europe, the lower literate social orden 
from whose ranks some of the Jesuit 
came, were also engaged in the colonia 
enterprise. The.se figures came arouiv 
to considering themselves “superior t< 
any learned Brahman’’, and found th 
“colonial setting fertile ground for thi 
kind of p.sychological...official promo 
tion” [Zupanov 1993: 143]. 

In the late 17th century, there were twi 
distinct pha.ses marking the rcIationshi| 
between French traveller’s and Jesuits wkl 
princes of several Indian slates. The firs 
was a period of 20 years, from 1666 ti 
1686. Hie French saw the geographies 
expanse of the Indian subcontinent a 
politically divided in two: the Mongo 
ruled India of the north that was more a 
less independent from ‘I'lndc pathane 
and ‘I’lnde camatic’. As far as the Frencl 
were concerned this period coincided wit 
that of the relative prosperity of the Com 
pagnie royale francaise, which indicate 
that the French had the nece.ssary resouree 
for the creation and extension of thei 
commercial interests [Duarte 1932:195 
Their first explorations were purely of 
territorial nature, and the political Icadci 
adopted a policy of reconciliation [Duari 
1932: 196], This was reflected even in th 
Jesuit programme of evangeli.salion. 

The second period also extended ovc 
20 years: from 1686-1706. Difficultic 
began appearing in 1677 and climaxed i 
1679. By 1706 the Compagnie des Indc 
Orientaleshadallbutdisappeared.and wi 
reconstituted in 1719. But this time it di 
not survive through its own efforts, havin 
sold its monopoly to private societie 
During this period French policy was lim 
ted to prudently and surreptitiously increi 
sing the number of their posts, while awai 
ing favourable times [Duarte 1932; 196 
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The death of Saint Francis Xavier 
appeared to have marked the deceleration 
of the Portuguese proselytising fury in 
India. It was for Perc Roberto dc Nobili 
toshowthatthecontemptoftheindigenous 
population towards the missionaries was 
the cause of the decline of missionary 
effort. He then set about reversing the 
trend. It was for him to inform Rome that: 
'*We imagine thatthesc people arc ignorant, 
buf I assure you that they arc not. 1 am 
actually reading one ot their bonks in 
which I learn philosophy anew almost in 
the same terms as I .studied it at Rome, 
though of course, their philo.sophy is 
fundamentally different from ours” [quoted 
in2Uipanov 1993: 126|. This hermeneutic 
discernment sought to propose that Hindu 
customs and rites could nut only be in¬ 
corporated into Christianity, but justified 
within Christian theology [Zupanov 1993: 
127]. Zupanov conjectures that Nobili's 
aristocratic background possibly accoun¬ 
ted for his extra-sensitivity “in detecting 
and acknowledging...non-European an¬ 
alogues". This proto-cmic approach of 
seeing the world through the eyes of the 
other may have licen.sed “both epistcmic 
condescension and intellectual curiasity” 
[Zupanov 1993: 143]. 

OeODESV AND ClIRONOKKiV IN LeTTKES Of 
JrsuiTs 

The French Jesuits arrived in their 
evangelical role on the Coromandel coast; 
the French king having sent these mis¬ 
sionaries versed in the sciences of Europe 
to India. PeresTachard, Fontenay, Bouvet. 
Gerbillon. Le Comte and Vi.sdelou were 
the Ursi French missionaries to arrive in 
India. As the IXth century commenced 
there were three large French missions 
located in .southern India: the Madurai 
missions founded by Nobili in 1608; the 
My.sore mission that was first run by the 
Dominicans and later by the Franci.scans. 
Neither of them left traces of their work, 
and it was left to the French Jesuits to 
refound the mission (Bambuat 1933: H.S]. 
The third was the Carnatic mission that 
commenced at Pondicherry and was 
founded by members of the Society of 
Jesus who landed at Pondicherry after they 
were expelled during the course of a revolu¬ 
tion in Thailand. The most notable of these 
Jesuits were Peres Tachard. Mauduit** and 
Bouchet (Bamboat 1933: 85]. 

PereTachard was among the first French 
missionaries of liie Society of Jesus to 
choose India a.s the “theater for their 
apostolic work”, having been sent by Louis 
XrV to Thailand in 1685. He learnt the 
language of the country and in 16X6 accom¬ 
panied the French ambassador to Thai land 


tdf meet Louis XIV and the Sovereign 
I^ntiff. He returned to lliailand in 1687, 
hut two years later following a coup against 
the king and his minister, he retired to 
Pondicherry with other missitmaries and 
remained there till 1693. When Pondi¬ 
cherry fell to the Dutch, he was arrested 
and sent to Europe. He returned to Surat 
in India in 1696 and later founded a small 
seminary atChandemagor(Bamboal 1933: 
X9]. He went on to found the Carnatic 
mission and .sent Jesuits to the hinterland 
of the province. He had a reputation for 
making accurate astronomical observations 
(hat are contained in his diary and letters; 
in addition to which there are important 
remarks on the geography of the region 
[Bamboat 1933: 90-91]. 

In fact, in the year 1687 he visited Louis 
XIV in Paris with the French ambassador 
to Siam. M de la Loubere, and carried a 
Sanskrit manuscript from Thailand. This 
manuscript contained rules for the 
computation of the longitudes of the sun 
and the moon. In its own time, it was to 
exercise the scientific skills of Gian- 
Dominique Cassini, then heading the Paris 
observatory, before he could translate the 
cotnputationaj ruiescontained therein into 
the language of modern astronomy [Sen 
1985: 49]. Cassini’s computations were 
pie.sented i n the Memoi res of French Royal 
Academy. Based on the ratio of omitted 
lunar days to the total number of days, that 
Cassini took to be 11/703. he calculated 
the .synodic month to be 29 day.s. 12 hours 
44 minutes and 2.39 .seconds. Having 
established that 228 solar months were 
equivalent to 235 lunar months. Cassini 
showed that the metonic cycles were known 
to the Indians who had generated these 
astronomical rules [Sen 1985: 50]. The 
sun underwent X(M) revolutions over a com¬ 
puted pcriiKl of2.92.207 days, and Cassini 
estimated the length of the sidereal year 
to be 365 day.s. 6 hours, 12 minutes and 
36 seconds. Since this figure agreed with 
the valueobtaincd in the PaulisaSiddhanta 
of Varahamihira, it was much later argued 
that these computational rules were derived 
from the latter text [Sen 1985: 50|. 

Pere Papin was one of the first mis¬ 
sionaries in India and was appointed 
Superior in Bengal in 1711.Hislettersaiid 
writings pro'/ii^ important information 
on the indu.stiy and medical practices of 
the region.'* Like Pere Tachard. Pere 
Bouchet was a member of the expedition 
to Thailand in 1687. But the revolution 
of 1688 brought him to the province of 
Malabar. He was later sent to the Madurai 
mission. [Bamboat 1933: 93]. Bouchet 
opened up a discussion on metempsychosis 
and. shall we say. comparative philosophy. 


His detailed letter to M Huet. the former 
Bishopof AvranchestLeftrer, 1810,Tome 
12: 1^93], discussed the points of con¬ 
vergence of Pythagorean and Indian 
metempsychosis. As a Catholic, he was 
naturally perplexed by the doctrine of 
transmigration of the soul, and -so embar¬ 
ked on a comparative discussion on the 
doctrine of the soul among^ the Indians. 
Pythagoreans, the Platonists and the 
Christians, and naturally sets up a distance 
between the former three and the latter 
[Leuns 1810. Tome 12: 145-53]. But 
what is most significant, is the preoccupa¬ 
tion with, on the one hand eschatology, 
and on the other Indian cosmology, the 
theory of the beginning and the end of the 
world, the Indian book of genesis [Leitres 
1810,Tome 12: iS5].Thisintcrestpersists 
into the .secular history of astronomy 
produced by non-Jesuit French savants, 
and is po.ssibly the signature of the 18th 
century fa.scination with the origin of the 
universe, the commencement of terrestrial 
time. In astronomical terms, this pre¬ 
occupation moves along a fluid boundary 
between the scriptural and the scientific, 
and is reflected in the second pretKcupation 
of the 18th century mind that is articulated 
even within the archive of French Jesuit 
.science, and this has to do with chronology. 

This engagement with chronology is 
not to be disassociated from traditional 
co.smology. For if chronology dealt with 
the unfolding oftime.it temporally situated 
the unfurling of human history. For those 
nurtured in Catholic doctrine, human time, 
like history, began after the Deluge. Con¬ 
sequently, the .search for analogues of the 
Noahic Deluge figures in their reading of 
other scriptural traditions, as if the Deluge 
was a mythopoeic universal that infor¬ 
med our meditations on celestial time 
[Lettres 1810. Tome 12: 157]. In terms of 
the scientific interpretation of the Bible, 
as the history of science moved towards 
becoming a secular discipline, the 
Dispersion of Nations and the Deluge were 
to be dated. Hence these preoccupations 
were not specific to Antoine Gaubil for 
whom answering these questions required 
the study of the history of astronomy in 
China [Dieny 1995:504], but of the Jesuits 
in India and the mental land.scape of the 
18th century scientific imagination, rooted 
both in hi.story and the Bible. 

Expeditiun of Peres Pons and Boudier 
TO Jaipur 

Pere Pons arrived in India in 1726 and 
after spending a few years in Thanjavur 
was appointed superior of the French 
Mi.s.sion in Bengal. Other than compiling 
a Sanskrit grammar, and a treatise on 
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Sanskrii pnciics that was sent to Buropc. 
he visited Delhi and Jaipur with Pere 
Boudter. mentioned earlier, to make some 
astronomical observations fBamboat 1933; 
9S]. We find an account of this in a note 
entitled ‘Observations; Geographic Ex¬ 
pedition Undertaken in 1734 by Jesuit 
Fathers During Their Voyage from 
Chandernagor to Delhi to Jaipur' in the 
Lettres Edifiantes [Lettres, 1810,1S; 269- 
91]. In fact, this is a report on the very 
observations mentioned earlier in our 
discussion on Gaubil. The report begins 
by pointing out that the raja of Amber. 
Sawai Jai Singh, a savant in asiri>numy. 
for whom the Jesuits had undertaken this 
expedition, hud a number of astronomers 
working for him [Lettres 1810. 15; 269). 
Jai Singh hud requested the superior 
general ot the church at Chandcrnagorc. 
B«>udicr, to send Jesuit lathers stationed 
at Chundcrnagorc to make some obser¬ 
vations: and so Pres Pons and Boudicr set 
out tor Delhi and Jaipur 
The motivations behind this expedition 
have been rccorrled by Eric Forbes | Forbes 
i9K2|.'*’ Jai Singh's first contact with 
European astronomy appeared to reinforce 
his conviction that his large masonry 
observatories yielded more accurate results 
than iron u.stndabcs and sextants. I Ic lai led 
initially to appreciate the point that the 
source of his error was a faulty theoretical 
basis for computing lunar and planetary 
motions adopted by I at Hire. In his letter 
to Pere Boudier. Jai Singh informed the 
former that he recognised this failing on 
mastering La Hire’shook, and then wi.shcd 
to in vest igate whet her other tables e x istctl. 
and if so its underlying theoretical 
principles (Forbes 1982: 238]. And while 
Boudier was a "skilled telescopic ob¬ 
server". he was not equipped to answer 
Jai Singh’s queries (Forbes 1982: 238). 
Peres Boudicr and Pons agreed to undertake 
the I .(XX) milejoumey to Jaipur on January 
6.1734 in the hope that they could establish 
a Chn.siian mt.ssion at Jaipur. They reached 
Jaipur nine months later, but were forced 
to return shortly on account of ill health. 
When they were not making theirobserva- 
tions. Forbes writes, they spent their time 
trying to convince the local brahmin’s of 
"Indian astronomy’s indebtedness to 
ancienf Greek culture’' (Forbes 1982:240). 

The docuinenr in the Lettres reports 
their observations of latitudes and 
longitudes of about 60 Indian towns and 
cities, the course of rivers they encountered 
during the course of their journey, the 
occultation of the Jovian .satellites, and 
finally their observation regarding two 
eclipsesthat occurred in 17.34. Appendix I 
provides a list of the latitudes and longi- 


tiKlcs of some of the cities and towns 
obtained by them. However, there is an 
error of 35” in his latitude measurements 
of the observatory sites at Jaipur and Delhi 
(Sharma 1982: 347). 

Throughout the 18th century one of the 
crucial obstacles for reconstructing the 
geography of India was the paucity of data 
on geographical latitudes and longitudes. 
I'he condition was further exacerbated by 
the nnn-standardi.sationof the Indian mile 
v«-a-v».vtlic European mile, given the fact 
that the Indian mile varied from region to 
region of the country (Sen 1982; 1]. The 
Jesuits .set about mapping this terrain. The 
method employed for determining these 
parameters required that the latitude and 
longitude of Chandernagor be known 
through a large number of astronomical 
observations. The route followed was 
camfully mapped as they travelled l'n>m 
one station to a neighbouring one. All 
along, the time was scrupulously noted 
with a lime piece on hand, that was 
calibrated for the Paris meridian. The lime 
spent was then compared with the .speed 
of the vehicle. In addition, the dettuirs 
along tire route were carefully marked, and 
the speed of the air noted, a compass 
provided the directional leadings [Lettres 
1810,15:273 (. This pnicedure was repea¬ 
ted all the way from Chandernagor to 
Kassimhazar to Patna to Agra to Delhi till 
they reached Jaipur. From Patna to Agra 
they could not u.sc the compass since tlwy 
were travelling by cart. I’hcir observations 
had thus to be supplemented by surveying 
the course ol the sun. Furthermore, 
tlmnighout the voyage, as is done on .sea. 
they had to crirreci their estimates by 
oblumingihe latitudes of several locations 
[h'ttres 1810. 15: 274). No observations 
were made between Chandernagor and 
Kassimbazar since they covered this dis¬ 
tance by the waterway, and the mean- 
dciing path ol the Ganges would have 
required that they spend a great deal of 
time to obtain a just estimate. In addition, 
they spent some time covering the dis¬ 
tance at night [lettres 1810. 15: 274. On 
examining a number of naval maps, they 
found that Calcutta was marked more 
u 1 wards (he cast than Chandernagor, whi Ic 
in tact it was more to the west. Boudier 
and Pons iound it surpri.sing that the pilots 
sailing on the Ganges from one town to 
tlte next had not corrected this error. In 
addition, the report contains observations 
of the meridional heights of stars in 1734 
taken from .several towns [Lettres 1810, 
15: 280-83), 

At Kassimbazar. the French Jesuits 
carried out ob.scrva(ions to calculate 
longitudes in 1734. The.sc observations 


related to the immersionof the findsatelHte 
of Jupiter on January .30 at 15 hours. 41, 
On the same day, the pa.s.sage of Beta 
Polaris was noted at 14 hours. 2 minutes 
and a fraction of a second [Lettres 1810, 
15:284-85). At that moment a second stor 
pas.sed the vertical of the North Star at ) 6 
houis 21 minutes and 30 .seconds. From 
the passage of these two stars across the 
vertical of the North Suir the time of (he 
immersion of the satellite was obtained. 
During this period the time elapsed was 
2 minutes and 50 seconds, and tire hour 
of immersion was corrected to 15 hourt 
38 minutes and 30 seconds. At Fatehpour 
the immersion of the first satellite t>r 
April 2commenced at l3hour.s4Sminute» 
and a fraction of a second. On the same 
day. the Itcight of the tail ol Leo toward! 
the west was 46 degrees 9 minutes at 13 
hours 50 minutes and a traction ofa second, 
and the height of the hnghtest star ir 
Aquila towards the cast, was 19 degree! 
I minutc30scc(Nidsat l3hours57minutei 
and about 10 .seconds [Lettres 1810. 15 
285). Fmm the height of the two stars ii 
was concluded that the time elapsed wb! 
I minute 26 .seconds, the corrected houi 
of immersion was 13 hours 43 minutes anc 
34 seconds. Based on PereGauhirsobser- 
vation of the time of immersion in Beijinj 
on the AprH II. 1734 [Lettres 1810. 15- 
2KS). the dificrence between the mcridiar 
at Paris and Fatehpur was calculated at! 
hours and 13 minutes. I’his could b< 
calculated differently. At a known time 
the interval between the immersion ot 
April 2 and 11. was 8 degrees 20 hohn 
and 25 minutes, that could he suhtractec 
from the time ol observation at Beijing 
On April 2. 16 hours 6 minutes and S' 
seconds was the time ol' immersion a' 
Beijing. But at Fatehpur it was observet 
at 13 hours 43 minutes 34 seconds. Thii 
gives a difference of 2 hours 23 minute! 
and 23 seconds, (hat mu.st be siibtractet 
from the longitude of Beijing, which wat 
7 hours 36 minutes. The difference bet 
ween the meridians at Paris and Fatchpu 
was 5 hours 12 minutes 37 .seconds or / 
hours 13 minutes (irvr/Y-i' 1810, 15; 286) 
A similar exercise was carried out in the 
case of Agra (Lenre.r 1810,15:287]. Gaubt 
responded to the longitude mca.surementi 
based on the observations of the (Kcultatior 
of the Jovian satellites, pointing out tht 
error’s in Boudicr’s calculations and tha: 
Boudicr was unaware ot stellar aberratiol 
(Gaubil. cited in Sharma. 1982; 347). 

However, in the ca.se of Delhi a sola: 
eclipse that occurred on May 3. 17.34 wai 
used to obtain the longitude. The cclipst 
commenced at 3 hours 57 minutes and I 
.seconds, but it was difficult to decide tht 
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end ol the cc lipse si nee the sky wascknidy. 
The anrected time tor the eclipse was 3 
hours 5*> minutes and S9 seconds and 
finished at 5 hours SK minutes and 3 
seconds f/y-Mre.r (810.15:268). In a letter 
Pere Gaubil had mentioned that the 
Swedish astronomer Celsius had observed 
the end ot this eclipse at Rome at 11 hours 
52 minutes and I second. Using the method 
devcJopcit by La Hire, the eclipse com¬ 
menced at Delhi, when the time in Rome 
was 11 hours 40 minutes and 5 scamds 
in the morning, and finished at I hour 39 
minutes 40 seconds in the afternoon. This 
gives the difference between the meridians 
at Rome and Delhi as 4 hours 19 minutes 
and 4 seconds for the commencement of 
the eclipse and 4 hours Ibaninutes and 
18 seconds for the end of the eclipse. 
These differ by 46 .seconds, half of which 
is 23 seconds. Adding this to the smaller 
of the two figures, we get the mean dif- 
I’emncc of 4 hours 18 minutes and 41 
seconds, to which we add the difference 
between the meridians of Rome and Pans, 
which IS 41 minutes and 20 seconds. Thus 
the difference between the meridians of 
Parts and Delhi is 5 hours and I .second 
ILettrex 1810, 15: 288). 

On December 1, 1732 there was a total 
immersion of the mmin at 22 'gharis' (the 
Indian unit ghari^ 24 minutes, and each 
;hari=60 ‘palas' )7 ‘pols’ after sun .set was 
.)b.served at Jaipur. The emersion com¬ 
menced at 26 gharis 13 pols and a half 
iftcrsun set. Thus the middle ofthccclip.se 
was at 9 hours 41 minutes 24 .seconds after 
Jie sun set. In thcircalculation the brahmins 
iad not taken account ol the effects of 
mfraclion. and the tact that the sun set at 
S hours 12 minutes 48 seconds, conse¬ 
quently the middle ot the eclipse was at 
14 hours 54 minutes 12 .seconds [Lettres 
I8I0. I5: 289|. According to Cassini's 
ibservation at the Paris Observatory, the 
middle of the eclip.se was 9 hours 58 
minutes 38 .seconds. Hence, the di ffercnce 
letwccn the meridians ol Paris and Jaipur 
was4 hours 55 minutes 34 seconds [Ij-ttrex 
1810. 15: 290). While Gaubil had made 
tis observations of the satellite of Jupiter 
j.sing a 20-foot local length telescope, the 
lesuits during their expedition u.scd one 
hat was a retracting telescope of focal 
ength 17-teet |/a'f/«-.v *1810. 15:290). 

Perusing thc.se records, we recognise 
'irstly the importance and authority of 
3aubil among the Jesuit astronomers in 
ndia, lor he appeared to be providing 
hem the numbers that they considered 
itandard, and thus aided their calibration, 
f was Gaubil who forwarded their results 
o Cassini, and thus the latter was the final 
luthority ccrtilying the results of the 
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expedition. Secondly, the study of the 
motion of the stars and the planets, enabled 
the savants, through the Jesuits to map the 
co-ordinates of the globe, symbolically 
weaving Paris. Rome. Delhi, Jaipur and 
Beijing into the new fabric of modem 
science of which the Jesuits were the pro¬ 
minent cultural vectors, and subsequently 
the agents of cultural imperialism. 

Till-: Duchamp manuscripps 

In order to rea.s.sert the point regarding 
Gaubil as an authoritative figure within 
the realm of Jesuit science we must briefly 
discuss two other Jesuit scientists in India, 
Fere Patoui ilet and Pere Xavier Duchamp. 
Two of three important sources for the 
history of astronomy in India appearing 
in Jcan-Sylvain Bailly’s Traite de 
/ axtronomie iiulieime at Orientale [Bailly 
1787) and Delambre'shistory of astronomy 
IDelambrc 1817 and 1819], were based 
on Jesuit reports of Sanskrit manuscripts. 
f>nc of them was sent by Pere Patouillet 
Irom India to the astronomer Joseph de 
Lisle in 17.50. This was a copy of the 
Funcanga Siroinani. The manuscript may 
have come from Masoulipatnam or 
.Narsaptir. but Bailly felt that it came form 
Benaras that has the same meridian as 
Narasimhapur. whose provenance was 
questionable |Sen 1985: 50). The manu¬ 
script of Duchamp, or the Xavier manu¬ 
script as Sen refers to it, could be a copy 
of a treatise on Hindu astronomy authored 
by Duchamp, that he had mailed to Gaubil 
ilK'n in Bei jing)Sharma 1982:348), Copies 
of some of Duchamp's manuscripts arc 
extant at the archives francai.ses de la 
Compagnie de Jesus at Vanves, Paris 
I Duchamp). Most of these arc not .Sanskrit 
manuscripts, but accounts of Indian astro¬ 
nomical practices, calculations of eclipses 
based on the explication ol the procedure 
lollowcd by Tamil astronomers at Pondi- 
chciry, and contain a glossary of astro¬ 
nomical terms employed in Sanskrit and 
I'amil. Both Patouillet’s manuscript and 
the Duchamp inanu.script we:e the fcKus 
of much di.scussion with the astrono¬ 
mers Bailly, Laplace and Dclambre. Pere 
Duchamp’s manuscript suggc.sts that 
within ihe Indian astronomical tradition 
iliercexistcd many methods lorcalculating 
the equatioi.i of the sun, mmm and the 
planets. At the time, the manuscript was 
prepared. Pere Duchamp had not deci¬ 
phered the steps m the operation employed 
to calculate the lime tor tlic commence¬ 
ment and the duration of eclipses. The 
procedures he diKuments have to do with 
lho.se operations that were employed to 
calculate pa.st eclipses. To validate his 
reconstruction of the computations ot the 


brahminsl I^tchamp requested the help 
of a brahmin astronomer, and used his 
method as an exemplar in order to illustrate 
the procedure employed [Duchamp: folio 
000002). It is during this ethnographic 
phase of French Indology, that the Surya 
Siddhanta begins to be canonised as the 
Indian Almagest. It is very likely that 
Duchamp was unable to decipher the 
Siddhantic rules for calculating eclipses. 
Tlie method he encountered was probably 
Ihe ‘vaikiam’. Since Duchamp was unable 
to discover the textual source of the method 
he concluded that the method itself was 
forgotten amongst the practitioners of 
Indian a.slronomy and astrology. This 
textual dissonance is rcllected in his 
explanation that is articulated from his 
location both in terms.of cultural superio¬ 
rity, as well as the Jesuit construction ol 
the brahmins as adversarial aulhontics. 
The brahmins would not have shared their 
knowledge of their method or divulged its 
source for they would have lost a livelihood 
had they done so. Secondly. Duchamp felt 
that they would have lust a sense of 
correctness of their science This criticism 
drew upon tlic quintcs.scntially renaissance 
premise regarding the virtues ot the 
democratisation of knowledge. 

The lettersof the Jesuits \lMttres 1810) 
are not only important from the point ol 
view of literature, but provide us ot the 
first accounts ol a country derived from 
a textual knowledge of .^Sanskrit. It was 
Nobili who had created an interpretive 
tradition that privileged the written text as 
being the voice of a ci vilisuiion (Zupanov: 
126). A number of Sanskrit texts were .sent 
to the Bibliothcque royalc in Paris: but 
these were largely textsuf scriptural value. 
In this fascination with tcxtually inscribed 
knowledge, Duchamp .saw the brahmins 
as the only literate interlocutors in India, 
who no longerapprcciated their rich textual 
legacy; and hence even they were in a 
scn,sc illiterate.'* The positioning of such 
interpretations within thediscourseof India 
gave credence to the idea of the wi.sdom 
of an ancient people which had been 
disfigured. The theory of the lost ancient 
peoples was to serve, within appropriate 
contexts, as a device for maintaining their 
constructionsof non-wc.stem peoples, that 
could in turn legitimate imperial control 
and programmes. 

As far as astronomy proper was con¬ 
cerned the Indians had forgotten the 
theoretical context of theirastronomy (mod 
textual) and knew only how to calculate, 
and even these calculations of meridians, 
by now a Je.suit specialty, and eclipses 
were nor accurate [Duchamp]. Conse¬ 
quently, Duchampindicates that the native 
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a^ronomcrs had predicted that theec!ip!«e 
of July 29. 1730 would be partial and the 
disk would be of the order of 3/4, when 
it was actually 4/12. Purtheimorc, given 
the Jesuit interest inchrunology. Duchamp 
was unable to find the formula to convert 
the Indian calendars to the western one. 
Nevertheless, he specifies that the sources 
from Thailand would provide important 
material and throw some light on the 
equation of the centre [Duchamp: folio 
000154J. However, in a letter to Souciet 
dated January 3.1733, Duchamp retracted 
some of his remarks concerning the cor¬ 
rectness of some of the Indian a.stronomical 
procedures, especially those related to the 
calculation of latitudes [Duchamp 1733). 

Pere Calmette collaborated with the 
Carnatic mi.ssion for 15 years and .studied 
the sciences and monuments of India, and 
di.scovered Ihe similarity between the 
Indian and Huiopean /(xliuc. which in turn 
reminded him of Greece [Bamboat 
1933:98). 

However, we should note that when it 
came to the usironomical sciences, the 
Jesuits based their reconstruction on the 
recounting of astronomical practices, the 
era of textual reconstruction was a century 
away. In this, the contrast with China is 
substantial. Furthermore, the Jesuit 
.scientists of the laic 17th and early I8lh 
centuries were inaugurators of a di.scour.se 
on India and Indian historical astronomy 
marked by ambiguity, where fascination 
and dismissal go together; where the 
enchantment with the new world and its 
distinct knowledge forms provide Ihe 
occasion for enriching the self in cognitive 
and cultural terms, and through a simul¬ 
taneous act t>f di.stantiation. of redefining 
Ihe self as superior. The terms of this 
engagement were defined by the con¬ 
temporaneous preoccupations of late 17th 
and early 18th century Europe and France 
in this ca.se. Despite the overwhelming 
dimensions i>f this intellectual landscape 
that provided Jesuit .science with itscrucial 
identity. Indian voices gradually imposed 
what Zupanov calls "their own horizon of 
interpretation" IZupanov 1993:143), But 
it is this new self-assurance in the idea and 
culture of Europe that possibly prompted 
Bamboat's remarks that the 17th century 
voyagers couldn't appreciate the beauty 
and depth of the literature and .sciences of 
India [Bamboat 1933:146). 

COONITIVU ANIl CUUIIRAI, HoRIZON OK Till-. 

Lcitkes 

The U'ttres were first publi.shcd in 1704 
and its audience was the church of France, 
clerics and devotees [Murr 1983: 238). 
The collection of letters .sought to inform 


this devout readership of the work of the 
firreign missions and the difficulties that 
afflicted them. It also .served three other 
strategies on the politicid. economic and 
apologi.st planes. In political terms, the 
Lettres constantly provided evidence of 
mi.ssionary activity in the service of the 
glory of the king of France (Murr:238). 
The economic strategy was designed to 
attract rc.sources for mis.siunary activity 
ahniad. Thus Ihe Lettres served as publicity 
material to attract funds for the Society 
I -Murr: 239). As apology, the Lettres served 
us an instrument of religious propaganda, 
to point out to Catholic devotees that god 
was always among.si them and constantly 
iiuervcncd to assist those who served 
with religious zeal. But a more significant 
task was to combat libertines, atheists, 
skeptics and the attacks mounted by the 
philosophcs. The letter of Pere Bouchet 
to M Huct. former Bishop of Avranches 
IS an exemplar of this genre of philo¬ 
sophical and religious combat [Lettres 
1810. Tome 12:130-93). Here, the author 
very subtly sets up a distance between 
Catholic doctrine and the views of the 
Pythagoreans and theirindian umnterparis. 
I'he scientific agenda of the Jesuits never 
prevailed upon the strategic intentions. If 
in Ihe course of their explorations they 
came across an Indian work that provided 
a more accurate, authentic account, Murr 
arguc.s. they would certainly not have 
communicated it to Europe unless they 
felt that the cause of their religion would 
gain something: for the underlying belief 
was that the civil cu.stom.s and religious 
beliefs of the Indians were undesirable for 
Christians in France. Thus Murr goes on 
to write that scientific finality was .sub¬ 
ordinated to pastoral finality [Murr 1983: 
240). Letters mailed fntm India by the 
Je.suits that travestied this official image 
of the country were cither un.scrupulously 
lorn, edited, censored or modified by the 
editors of the Lettres [Murr 1983; 240). 
Furthermore, as far as the transmission of 
scientific knowledge was concerned, we 
see no mention of Copernicus, Kepler or 
Galileo in their letters. In fact, during their 
expedition to Jaipur, it is not clear whether 
Peres Boudicr and Pons even appraised 
J.u Singh ol the Copernican system.'-^ 
There was a change in publication 
practices of Jesuit astronomers in India 
and China at the turn of the 17th and early 
years of the 18th ccntuiy. Tlic a.slronomical 
observations made by Ihe Jesuits were 
regularly mailed back to Paris by Ihe Jesuit- 
mathematicians of the king till the end of 
the I7thcentury. With the commencement 
of the 18th century the Jesuits preferred 
tlicirown works on asirenomy, or published 


their observations from their foreign 
missions in journals .such as Jtmmat 
Trevoux [Murr: 243), that wasestablishei 
in 1701 and continued publication till 1767 
Amonpt a range of diKirinal debates am 
polemics the journal served as a forum fo 
the publication of the scientific rescarche 
of the Jesuits. This possibly explain 
Heilbroii's observation that after I70t 
Jesuit scientists authored about 6tX) article 
in scientific journals [Hcilbron 1989:41 ] 
it is only in the .second half of the I8tl 
century after the ScK'iety of Je.sus wa 
suppressed, and the Lettres were tcrmiiu 
ted, that the Academic des Sciences becam 
intcre.sted in anthropological terms in pre 
ducing a positivediscourseon India, devoi 
of partisan influences |Murr 1983: 243. 

'Die information on India and the image 
of India appearing in the Lettres, Mui 
suggests, are enveloped in a rhetoric wher 
the rclationsof alterity between the Frcnc 
and the brahmins simultaneously deveio 
along three levels. The first is a radici 
alterity, where India is prc.sent«l as a 
el.sewhere [Murr 1986: IS). Throughoi 
the first half of the 18lh century, the Jesuit 
reaffirmed that paganism was a form c. 
madness and the unhappy Indians wet 
prey to the delirium of a mythology a 
monstrous as that of the Greeks an 
Romans. 'Dius the translation of bcliefi 
superstitions and ritual practices wet 
constantly aimed at presenting elsewhei 
as an elsewhere that was radical and clos 
to an inverted image of here. It was a 
ideological and fantasinatic cLscwhen 
signifying that the church was the foui 
ol enlightenment, truth and reason (Mui 
1986: 15-16). The second is similitudi 
India is prc.scntcd as an other here. At th 
same time, as the Indians were pre.sente 
as anti-Christians, they were considere 
as similar to the Europeans. Like th 
philosophes. the Jesuits affirmed thi 
human nature was identical and that exoti 
particularities were ines.senlial. But tiii 
founding idea of human nature was m 
based on some rational luithropology. bi 
was theological since rationality ws 
constantly subject to the dictates of dogm 
[Murr 1986: 17). The third sense wm* 
exemplar. India is presented as a Utopif 
There were to two types of Utopia, the fin 
was Christian and the .second ‘system 
de police ideal' -- the .social order [Mui 
1986; 19). In the case of Ihe Chrislin 
Utopia, theoriginal purity ol the mis.sioiiai 
conferred on them a legitimacy that st 
generis they believed endowed authoril 
on the first apostles and apologists in the 
apostolic work and from whom the 
adopted a model of autonomy in judgmci 
vis-a-vis the Vatican. In the second tyf 
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or utopia, the Micial order of the Indians 
was presented in certain letters as an ideal 
model, where all .social life was subordina¬ 
ted to the .sacred order, the clergy was the 
fount nl lempstral power and that all social 
orderwasscrupulcMisIy observed and social 
pressure conserved values. This was ihe 
dream sy.stem of the Jesuits where natural 
litie was inediuled by social life, suhsumed 
in turn by the reality of the sacred order 
tMurr 1986: 21-22). 

Intekphetino Bluer and Mafpinc: Earth 

Amongst the French Je.suits who came 
to India were a number of Jesuit 
astnmomers. While their task in India was 
primarily related to conversions, these 
Je.suit .scientists played the important nile 
of .surveyors ol this new domain. Even 
within their role as evangeli.st.s, they were 
predisposed to accomudatio as a mis¬ 
sionary strategy, that had been perfected 
by Nobili and embraced by the Jesuits of 
the Madurai. Carnatic and Mysore 
missions. Fuithennore. Nobili’s strategy 
included adopting local cultural practices, 
and more importantly consisted in 
recognising the brahmins as the savants 
on the Indian subcontinent. The brahmins 
were thus projected simultaneously as 
adversaries, who.se cultural practices were 
to be emulated in India by the Jesuits in 
order to further the cause of the French 
king and more importantly, the church. 
On the other hand, the brahmins were 
a).so considered the repositories ot the 
.cultural and intellectual treasures of 
India, and it was through them that 
Europe would be enlightened about this 
ancient land. 

Hence, in the letters thc.se Jesuits wrote 
home, we llnd a panel «d images of India, 
most of which persisted throughout the 
French enlightenment, us well provided 
the founding tropes of Orientalism. 
However, the.se letters were also the source 
of much scientific intormation on the 
geography, botanical resources and 
medical practices of India - material for 
the historian of science, lliis material has 
not been meticulously investigated by 
hiiitorians of .science, for reasons that 
partially have to do with self-impo.sed 
obstacles within the historiography of 
sciences. The scientific investigations of 
the Jesuits have lor long been neglected. 
In addition, to the material appearing in 
the Leiircs the Jesuits published their 
scientific findings in reports, in particular 
of astronomical observations, and scientillc 
journals in the early decades of the IKth 
century. 

While iho via ol textual studies on the 
history ol astronomy of India did not 


commence ti II the birth of British Orieitta- 
tkim. the Jesuits provided an ethnographic 
account of the prevalent astronomical 
practices, and these accounts later went 
on to shape the subsequent reconstruction 
of Le Gentil. Jean-Syivain Baiity and 
Laplace. Within the overarching frame of 
the 'discours sur I’lnde'. the Jesuits 
simultaneously contributed to promoting 
an interest in the subject amongst 
practising astronomers from the age of 
the enlightenment. Beyond the fascination 
with this ancient knowledge, the Jesuit 
accounts were punctuated with markings 
of caution, that this ancient knowledge 
could not possibly have been generated 
amongst these fallen people, who had 
possibly disfigured a wisdom that had 
arrived from elsewhere. By the 1830s or 
thereabouts the idea that other civilisa¬ 
tions could have had a ‘.science’ as 
conceived by the Enlightenment came to 
he regarded with increasing .scepticism. 
While India and Iran were possibly 
exceptions, the Orientali.sts had framed 
them as partof the Indo-European family. 
As Bernal succinctly puts it they filled the 
"niche of exotic ancestors” [Bernal 
1987:2361. 

Jc.suit interest in Indian astronomy had 
lo do in turn with two raging Biblical 
themes: that of the commenccmcni of the 
world and that of dating the deluge. 
Astronomy and the scientific inter¬ 
pretation of passages of the Bible would 
provide the hermeneutic to decode the 
precise history of these events. The skies, 
as in eras past offered the key to .scriptural 
enlightenment. Jesuit interest in the 
astronomy and chronology of the Chinese 
and Indians was prompted by Ihe need to 
explicate these events, in case other 
traditions had an answer to these 


quandaries or provided evidence .tiu 
would validate the claims of theEun^a 
astronomers. The antiquity of Indiai 
civilisation provided the pretext fo 
clarifying burning questions oi 
chronology. The debate was organise* 
around history, and the coherence of th 
Judeo-Christian world founded on thi 
sacred chronology of the .scriptures [Mur 
1983: 249). Indian chronology, a: 
evidenced in the astronomical sources 
would provide the final validation that thi 
Indians could not have predated the delugi 
that was supposed to have transpired 3.S0( 
years ago. ^re Bouchet and Perc Calmette 
cited earlier, in 1767 sent a chapter to tin 
Academie des ln.scriplian$ et Belles Lettra 
on 'Sciences de Brahmes. epoque di 
Deluge' (Murr 1983: 253]. Thi; 
preoccupation persisted in to the age o 
the enlightenment. Dating the delugi 
served three ends. Firstly, it provided i 
secular, scientifically validated accoun 
of certain primal epi.sodcs recounted ii 
the Bible. Secondly, it possibly certifiec 
that Judeo-Christian civilisation predatet 
its Indian counterpart. Finally, there wa; 
both the scientific and religious issue U 
be settled, as to when the universe wa; 
created - a key anxiety for scientists ant 
Christians since the time of Newton 
Newton during the later years of his lift 
was ensconced in the world of alchemy 
astrology and magic. But the.se wert 
rather discredited predilections withir 
a century of his death. Thi.s possihl* 
had to do with the triumph of capitalisn 
in England and Holland and statism ir 
France [Bernal 1987:169). We are how 
ever still located within the Jesui' 
world where thc.se scriptural concern: 
were significant lo the .scientific prac¬ 
tices of the Jesuits - and this should noi 


Aiwnimx I; Tablf. or Latitudp <if thr PtHi.owiNri Pi-ack. and Thrir LuNomiDR with Rkspkct to itii: 

Royal Obsrkvatory op Paris 


Name of town 

Longitud 

East 

Ivatitiide 

North 

Jaipur 

73m 

50’ 

26ni 

56’ 

IMgh 

7.5 

22 

27 

25 

Mathura 

75 

49 

27 

30 

Agra 

1 >elhi (Kuja's observatory at the 

76 

9 

27 

10 

Mughal emperor's palacel 

74 

54’ 

28 

37 

Faridabiid 

75 

8 

28 

41 

Eiawah 

76 

57 

26 

45 

Fatchpur 

78 

.30 

25 

56 

Henaros 

80 

47 

25 

21 

Jehanabad 

81 

40 

25 

10 

Patna (with the Reverends of the Pitts Capucins*) 

83 

15 

25 

38 

Murshidabad 

86 

41 

24 

II 

Chandemagor (Ihe Church of the fortress) 

86 

5 

22 

51 

( alcuita 

86 

2 

22 

33- 

Hala.soR: (the observation of ihe Jesuit Pire Martin) 

84 

36 

21 

29 


■* Anoihcr Christian order from Primee. 

Taken from Ihcrcpon of 17.14 appearing as Observations in Lettrts, 1810, Tome. 15, pp 271-273 
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si^riK us. For in tins 'deeply religimis 
age’, the book of nitfure was as much a 
source of the natural philosopher’.s 
knowledge as divine knowledge was of 
Scripture tShapin 1996: 137]. While an 
independent existence wa.s sought for 
natural philosophy, science could extend 
support to religious beliefs [Shapin 
1996: 137]. 

The other dimension of the interest in 
the antiquity of Indian civilisation was to 
establish a certain direction of cultural 
diffusion. This direction would be 
essential to founding Eunipoccntrism, and 
the idea that Greece was the epitome of 
European scientinc culture. Ihe historical 
device, that we encounter within the 
archive of Jesuit science, and that is 
frequent ly reiterated in the Enlightenment 
writing of historians of astronomy, is to 
draw upon various cultural analogies 
between the Occident and the Orient, and 
explain these analogies in terms of a 
cultural transmission from the west to the 
cast IMurr 1983: 2.'i31. 

Thi.s trend ran parallel with the sug¬ 
gestion of the Academic in 1744 to 
compose the hi.story of India for it.scif. 
Outside the Jesuit circle, then the 
Academy .sought to install Orientalism 
as contrary to Europocentrism. This 
compicnicni to universal history, 
combined the hermeneutic method with 
comparative etymology to prove that 
Bacchus was none other than Osiris, 
who was none other than Esau, who was 
none other than Iswura in the Indian 
tradition. But this too was a superfluous 
alteration ol the cosmogony of Moses 
(Murr 1983: 250). It is not our purpose 
here to discuss the 18th century French 
Ortcnialists. hut to highlight the key 
themes elaborated by the French Jesuits 
that shaped the subsequent historical 
discourse on the astronomy of India, 
occasioned by French astronomers of 
the Enlightenment decades. By the time 
the Jesuit order was suppressed in the 
third quarter of the 18th century, 
astronomy hud moved into the hands of 
secular astronomers who embarked on 
expeditions overseas, to cither India, 
China. South America. The perseverance 
of the Jesuits though never acknow¬ 
ledged. would echo in the Laplacian 
synthesis of celestial mechanics. And 
even though the images of India 
communicated by Jesuits would endure 
in the history of science, the labours of 
the British Orientalists would alter the 
terms of the di.scipline, such that 
Orientalism itself would become a 
discourse con.stitutive of the history of 
science in the 19th century. 


ApfEHDiK 2; OiossAKY OF A*i*ouomicai.Teiims 
w we Taxi' 

( 'flextial meridhm-. a great circle on the celestial 
sptien:, passing through the two celestial poles 
on the observer's zenith. 

kfhptic: the apparent annual path of the sun 
among the stars: the intersection of the 
plane of the earth’s orbit with the celestial 
sphere. 

hmersimi: (be appearance of a celestial body after 
and eclipse or occultation. 

ImmcrtHW. the disappearance of a celestiai body 
cither by passing behind another or passing 
into another's shadow. 

Men Jim atliluJe: the altitude of a celestial body 
when it is on the celcstiol meridian of the 
observer, hearing (KKf or IIMf’. 

Mcndim iMx.ttiiie: Ihe passage of a celestial body 
across the observer's meridian. 

Meriduuud: pertaining to longitudinal movements 
or directions that is northerly or .southerly. 

ilfe/7i/ioM((/(//|ferr/i('e: thedilTerence between the 
meridional puns of any two given parallel 
laiitudcs; this dineiencc is found by subtraction 
if the two parallels am on the ssime side of the 
cqtmlnr, and by addition if on opposite sides. 

Meumu- (yc/e: a time period of 235 lunar months, 
or 19 years 11 days: after this period (he 
pha.scs of the moon occur on the same days 
of the month. 

< fhln/uily of the rc/i/ir/c: the acute angle between 
tile plane of the ecliptic ande the place of the 
celestial equator, iilmiit 23'’27'. 

Sidfrral month: the lime period of one revolution 
of Ihe moon about the eanh relative to the 
stars, this period vanes because of 
penurbations. hut is less than 27 1/3 days. 

Stdvreulyeur the time period relative to the stars 
of one revolution of Ihe earth around the sun: 
it is about .365.2564 mean days 

Syiiodit Huuilh: a month based on the moon's 
phases 


Notes 
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the work of Sylvia Murr.) 

1 An iiiiportant work from the end of the 17lh 
century published by the L’Imprimerie Royal 
in 1692 is the Ohservatumx PhyxHfuex el 
Molhemiilii/uex pour xervir a 1‘Hixtoire 
Naturelle Envoyeex dei Index el de la Chine 
II I'AiwIemie dex Si-iencex ii Piirix. 

2 Joseph Needham has chronicled the con¬ 
tributions of the Jesuits in China to the emer¬ 
gence of French science fNecdham 1959). 

t Historical atitronomy is a term employed by 
Han. that we shall attempt to elaborate later 
in the e-sscy. 

4 One of the Hrst astronomical texts produced 
in French based on a colleciion of .Sanskrit 
astronomical manuscripts u. that of Abbe 


Guerin that appeared in Ilt47,.andbeinaiiii(il|i 
that he was aided in his efiorts by member 
of the Asiatic Society. Calcutta. 

5 For example, the arrival of the French "King' 
Mathematicians” inChina precipitated on ocuii 
conflict between the French Jesuits and th 
already resident Ponugue.se Jesuits. Jami writet 
"what in Europe was an attempt to bicol 
Ponugal's monopoly of the sponsorship c 
Asian missions on Ihe one hand, and at^onflic 
of pirwer between Pans and the Vatican fiw th 
control of chureh insiitution-s on the other, wa 
reflected in Cliina by a spin between FrencI 
and Porlugiicsc...Jesuils’' (Jaiiu I995'496). 

6 For a study of the image ol India in th 
accounts of the Portuguese Jesuits se 
[Bouchon 1988). 

7 A19th century account ol the FreiK'h mission 
in India is to he found in the well know 
[latunay 1898|. and draws up<m the arehive 
of a number of inissions. 

8 A l9ihceniuiyaccounlofiheFronchinisiiioii 
in India is to be found in the well know 
[Launay 1898], and draws upon the archive 
of a number of ini.ssions. 

9 See the letter wntten by Pere Papin to Pci 
Ic Gohicn. also of the Society of Jesus, iroi 
'Bengolc'on the December 18,17(l'>(/>rrre. 
Tome 11:202-209] Thelctterisuilcscriplia 
of the textile and mechanical arts of Bengt 
as well as contains a de.scnption of ntedici 
practices. This is followed by a second letie 
dated 1711 and sent from Chtindcmagon 
detailing the medical practices cncountens 
in Bengal [l^nrex. Tome 11. 209-215). Th 
interesting tcalure ahoiil the Idler is th 
cuntparalivc perspective adopted in narrolin 
these practices 

10 The pap^r by Forhe.s chronicles the era of th 
Portuguese Jesuit astronomers in India durin. 
the 16th and I7lh centuries. 

11 Much later D'Anville recalculated the longi 
lude of Delhi with respect to the meridia 
of Ferro a.s 94" 54'. while Boudier's valu 
was 74" 54' with respect to Pans. .Similarl 
tor C'handernugore D’Anville give 
Boudier's value with respect to Parts 8f 
5' ISen 1982: 7). 

12 Much later, with Ihe rise orBriti.sh OricnuilisR 
.Sanskrit w.as considered in on anaiogou 
relationship to the Indian vernaculars as dree 
and Uuin were to (he European ones. Thus the 
focu.scd their explorations tm ancient .Sonskr 
literary, philosophical and scienliric woiki 
and their pnvileged inicrlociilors were thei 
'subcontinental cnunlerpans'. the brohimn 
who mastered Jianskrii [Rat 1996. 288). 

13 Shonna mentions a letter from the Portugucs 
Jesuit Figuerado that discusses Copemicui 
This letter appears in the 1781 cdiium of th 
l^liiex. hut IS not iound in the 1810 editio 
fSharma 1982: 352). This is imcrcsling ft 
one of the leading Jesuit scirniists of (he I8t 
century RuggieroGiuscpfie Hoscoviuhl 1711 
1787) played a signiricani role in revising th 
ecle.siasiical hostility to Copernicus 
astronomy. 
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The Great Indian Novel 

Reflections on the Lentin Report 

Shiv Visvanathan 

More than the novel or the pamphlet, it is the bureaucratic document, as expert’s report or as a commission 
of enquiry, that has captured many of the great dramas of the 20th century. It is these reports that will 
survive as the archives of democracy in India. The Lentin Report on the deaths due to contaminated glycerine 
at the state run J J Hospital in Mumbai is such a document, a contender for the Great Indian Novel. The 
report examines four institutions, the hospital, the industry, the Food and Drug Administration and the 
politician, in painstaking detail showing how individual acts of corruption, each insulated in itself, together 
led to the tragedy. And. typically, its findings lie unattended till today. 


t 

THE tact.s arc simple. Bhaktavar Lentin, 
a judge of the Bombay High Court. wa.s 
appointed to head a Commission to 
investigate the ideath ot 14 patients in 
January 1986 at the J J Hospital, Bombay. 
But tacts as iouniaie.se arc not enough. 
The Lentin Report^ demands a deeper 
meditation. We have to understand why 
a monograph replete with technical detai Is 
on everything Irom chcmi.stry to pro¬ 
motions has become a contender for the 
Great Indian Novel. To understand this wc 
have to begin by viewing the bureuucnitic 
report as a liteiaiy form. 

II 

Literary genres like piutr relatives can 
be subject to benign neglect. While the 
bureaucratic report is one of the great 
literary forms ol the 2()lh centur>', it has 
not received its due from critics. Great 
critics from [.ukacs and Bakhtin to Watt 
and Rene Girard have celebrated the novel, 
waxing eloquent about its varieticsol lime, 
Its multiplicity ot voices.^ Inatundiimcntal 
way the novel is a irihuie to that great 
histoncal archetype - the bourgeois and 
his favourite site, the city. 

The clerk as archetype has had his Katica 
and his Bal/^ic but the bureaucratic report 
has yet to find a critical genius, an equiva¬ 
lent of a George Steiner or a Hannah 
Arendt. This is crucial for more than the 
novel, orthe pamphlet it is the bureaucratic 
document, as expert's report or as a Com¬ 
mission of Enquiry that has captured many 
ot the great dramas of the 20th centuty. 
Whether it is the future as heuristic, the 
process of planning, the genocides ol 
development, the multiculturalism called 
the UN, it is the report that has been iconic 
ot these events. 

The Bureaucratic Report performs a 
second and more parochial function in the 
Indian context. One genre of writing that 
India has virtually missed out on is the 


detective novel. Ttie writings of Conan 
Uoylc, Poe. and Georges Simenon are 
meditations on murder, crime, scandal. 
They .sec murder and crime as processes 
ot disordering which the detect! ve restores 
through the investigative act. For the 
detective, the equation is clear. Truth = 
Justice -I- Rationality. The detective novel 
operates at t lie level of the i ndi vidual world. 
One looks for a motive, and a weapon. The 
structure of causation is direct. The plot 
IS generally a scries of dyadic encounters. 
The detective reserves the right to 
interrogate the various characters and 
through the interrogation he recreates the 
rational ity of the mtxicm world. The closest 
one gets to .such a situation in India is in 
the encounters with the lawyer, the 
policeman and the doctor, the trio of 
professionals who thrive through 
I nterrogation. The nearest approximations 
to the detective story come through 
narratives around these three characters. 
Initially one was pu/./led as to why 
detective fiction as a genre didn't thrive 
in India. But when one thought it through, 
one realised that the detective story exists 
III a transformed way as the Commission's 
report. 

The Commission’s Report is both a 
detective story and a sociologist’s investi¬ 
gation. It interrogates both the individual 
and the system. Secondly, there is a quality 
ot cverydayness that the report has, a 
mundaneity which even the best of 
Simenon lacks. Crime in one is individual 
and even individualistic Corruption in the 
other focuses on the individual but also 
creates achain of being. The report suggests 
that even evil is a collaborative act which 
participates in the division of labour. 

ITic Report explores a second kind of 
murder, a crime, a scandal which implicates 
not one man but a network of people. 
.Some may not even know each other but 
all are implicated in the crime. True, the 
act of death may have a presiding genius 
but he IS only first among equals. What 


one has to confront is a network ol acts, 
events, emotions, tndifrcrence, error, 
mistakes, cheating, incompetence, 
imposture and ail woven together. Each 
might actually he an i.solated act and 
eventually what connects them is only 
the nairative. It is the .story that impli¬ 
cates all. 

There is an imperiousness to these 
narratives but it is not the imperiousness 
ol kings or of the cartesian detective. It 
IS the imperiousness of democracy asking 
for an account, an accounting and an 
accountability. Number and narrative, 
numeracy and literacy weave together in 
these reports. This eponymy ol the report 
is also crucial ks I mportance of the eponymy 
of scientific discoveries. The labels, the 
Kothari Report, the Lentin Report, the 
Shah Commission give it a resonance, a 
stability, an equilibrium like Chandra¬ 
sekhar’s Limit or the Raman Effect. Like 
science texibixiks there is a realism to 
these reports, an object! vity and as expert’s 
documents they operate value neutrally. 
Yet the passion and rage that seeps through 
them is awe.some. Where many of these 
documents fail is in their sense of ending, 
the act of clo.surc. They elaborate the 
spectacle of crime and evil, the theatres 
of corruption and yet their prc.scriptions 
are done with callipers. It is as if the 
Commissions begin like clerks and experts, 
metamorphose into diagno.sticians of the 
polis and return eventually to (he 
boundedness and neutrality ot expertise. 
The final move is an act ot rcdistancing, 
a di.scngagcmciit from the world they have 
been guiding us through. 

Any report appears to have three aspects 
(1) the factual (2) the normative (3) the 
pedagogic. There is first the sense of 
realism, who did what, to whom, when 
and how‘> The who-done-it. Then a sense 
of order or the violation of it. W'ho broke 
the rules'.' Which one and how? Finally 
there is an act of persuasion, that the 
normative order still deserves support, still 
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I deserves repair. In that scase every nsport! 
is a morality play. 

The Commissions of Enquiry have thus 
* been pedagogic cxerci.ses involved in 
rituals oi restoration. They seek as it were 
I to restore the nonuis and vvhal makes them 

really powerful is the rhetoric of nor- 
^ mativeness they use so uncon.sciously. 
They arc obsessive about procedures but 
it is norms that they are really concerned 
about. More than the works of journalism 
or the political theory ol academics, it is 
^ these reports that will survive as the 
archives ol democracy m India. 

These reports prcsuppo.se a reader but 
the overt hospitality, the seductive 
invitingness ol the detective story is 
missing. They make no concessions to the 
C reader. In (act they surround themselves 
with a thicket ol technicalities, as an 
initiation rite lor those who want to enter 
j, this world. But once one moves beyond 
this, thc.se reports become a celebration 
of a civics, a />«/«. a moral world. In that 
.sense they arc stones that every child should 
^ read and every adult remember. From 
Santham to Chagla. Irom Shah to Lenlin 
what we have are grand moralists in a 
world before postmodernism was born. In 
fact it is the world of crime and corruption 
® that seems postmodern, polyvocal, 

P) inventive, chameleonic and tocounterthem 
one returns to an old fashioned rhctonc. 
and old vanguard celebrating their world, 
its values, theircareersand especially their 
Q icons with love and integrity. They also 
seems to say We write, let the readers 
learn to read'. How does one read the.se 
texts? 

Keith Tester in The inhuman Condition 
provides a way open even to a general 
reader. He borrows Richard Roriy's 
contrast between inspired and metluKlical 
reading. He states- 

Thcmethixlical reader attempts to discover 
Hi the dcliniiive and absolute truth of a text 
(an attempt which is doomed to tailure. 
every reader will di.seover his or her own 
truth). The methiKlical reader lends to pliice 
the text under a glass dome in a museum, 
ja But. by contrast, the inspired reader 
approaches rhe text as something which 
might change his or her life. An inspired 
reading idenlifies a text as a slimulus to 
creative thought and even action.' 

In (hat .sense The Leniin Report is a book 
you mu.st read with your children, at least 
the older ones. Lentin's encounter with 
each character comes out as clearly as a 
h, photograph. Yet there is more. This is not 
a series ol snapshots in an album of 
homicide. It demands that you talk to the 
^ hook, engage with it. It is only the social 
act ol hermeneutic, of reading and 


I rereading and remembering that can 
redeem the senseless death of fourteen 
innocent patients. 

in 

Death in the Hospital 

Commission Reports like constitutions 
usually have preambles. The preamble to 
the constitution enacts a covenant. It is the 
creation myth of a political .society. But 
a Commission’s Report unlike consti¬ 
tutions do not begin with creation myths. 
They begin with the moment of the fall, 
the scandal, the tragedy, the disaster as 
death, flood, riot, or accident. This serves 
as the trigger for the Commission which 
rcc«instructsthcseevents and restore.s them 
lo the nonns. The Commi.s.sion’s story is 
the act of heating, a narrative needle 
stitching up the ruptures step by step. The 
introduction states 

In .lanuary I9K6. tragedy struck the J J 
I iospitui. Four departments were affected. 
Neurology, Neurosurgery, Nephrology and 
Ophthalmology.... It started with Bapu 
Thombre. He died on 21st January 1986. 
He was followed by 13 others. The la.st 
was DawcHKi Oholakia on February 7. 
1986.1'hey were all patients in the J J 
Hospital. 1'hcy all died unnatural and 
untimely deaths. The ages ranged from 10 
to 76. Two of them were well on their way 
to recovery. To the astonishment of the 
doctors, they too died. The common drug 
iidminislcred to all I4 was glycerine. 
olhcrwi.se a harmless dnig in therapeutical 
doses used down the years by the medical 
profession the world over including the 
J J Hospitaltocombatoedemaor.swclling 
ol the brain. 

But this glycenne was not harmless. It was 
lethal. It was contaminated with diethylene 
glycol, a deadly poi.son. As a result, all 
ihe.se patients developed aneuria leading 
to renal cortical necrosis. It was irreversible. 
Dialysis was of no avail. They did nut ask 
lo he horn; they did not choose to die. They 
died. They died as they had lived, quietly 
and in poverty. 

Little could they know that by their deaths 
they would arouse an outcry of public 
indignation which would lay bare lack of 
probity in public lile, malaise and 
corruption in places high and low indulged 
in contempt of the laws of God and man. 
All is over bar the shouting. It is time to 
piiu.se and forage into the murky waters 
of lies, daeit. intrigue, ineptitude and 
corrtiptiun to salvage the truth which led 
to this ghastly and tragical episode. 

To that end, insofar as is relevant to this 
Inquiry, hereunder the set up of the J J 
Hospital and the sequence ol events (pi). 
J usticc Lentin's investigation unravels this 
event through a .series of nested frames. 
I- irst the chemical. Then the medical. Then 


% 

t%.organisational. The last is a bit like the 
map in a detective novel; a prop, necessary 
in a .symbolic sense but not for use. A 
vestige, a reminder of bigger wider 
explorations. 

Glycerine is a standard drug recognised 
as such in the Indian pharmacopoeia. For 
years it has been used to relieve cranial 
pressure. The drug requireshighstandards 
of purity. It must be at lea.st 98 per cent 
glycerine and not more than 2 per cent 
moi.sture. 

The drug administered at J J Hospital 
was not glycerine but dicthylene glycol 
which is drastic on the liver and lethal on 
the kidneys. Even dialysis is unable to 
reverse the effects. The doctors who ad¬ 
ministered the drug did .so in good faith. 
The possibilities of renal failure were 
distant and the two reported ca.ses (one in 
1937 in the US and the other in 1969 in 
South Af rica) were few and far between. 
In fact the doctors were not even aware 
of them. What was administered as a 
standard drug in all innocence resulted in 
14 deaths. Yet, innocence, as Ixntin 
di.scovcrs is a strange word. It is the white 
that hides enormous shades of grey. It is 
prim and official, to he worn like a mask 
to hide (he secrets of the soul and it is with 
this perspective that Lx;n(in studic;. the 
hospital. 

Before we proceed we must emphasise 
something. Weaving through the tropica- 
lity of corruption that constitutes the core 
of the report, one forgets the victims. Here 
the victims arc mere bodies. Tliey died but 
there is no meditation on death. The report, 
like the detective novel, seeks to elude 
death by unravelling a homicide. 

Lentin’s foray into J J Hospital becomes 
an epitaph for a gcncnition. J J Hospital 
could he urban India in its potential, its 
arbitrariness, its dankness, its cramped 
rooms, its seedy storage places, a factory 
demanding herculean hours from nurses 
who had to climb three to four 11 .)ors half- 
a-do7.cn times during a shift because there 
were no lifts, li was still a great hospital 
hut like most Indian institutions on the 
decline. 

A hospital is a system of care and 
communication, and so the first question 
Lenlin a.sk.s is: what happened when the 
dcKtors discovered (hey had administered 
a contaminated drug? The an.swer was 
disturbing. As Lentin notes, it "makes for 
startling reading” and he adds, ‘‘diftlcult 
though it may be... I shall endeavour to 
speak in measured terms and restrained 
vocabulary in deference to their noble 
profession”. 

The Dean, Or Chandrikapure, admitted 
that he did nothing wlien he received a 
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phonecail from the department of 
nephrology informing him that they 
suspected the administratiim ot a con¬ 
taminated drug to be the cause of the 
deaths, he admitted he did nothing. “It was 
his day off. so he did nothing (p 33). 
Despite the senousnes.s ot the situation, 
the Dean did not visit the hospital on the 
lame excuse that then: were competent 
people in the hospital to handle the 
situation. He did not even telephone the 
Head ol Departments or any doctors to 
narrow down the suspect drug”. For two 
vital days, “while the drug was still being 
administered the Dean enjoyed his holiday 
and did nothing. Rome burnt and Nero 
fiddled" 

The story ol the hospital superintendent 
IS equally startling, even more bizarre. As 
Lentin remarked “His course ol conduct 
like the Dean's borders on the grote-sque” 
Like the Dean. Dr Deshmukh lived on 
campus but when miormed of the deaths 
he stayed at home stating “that every death 
that takes plac e is no signal for him to rush 
to the hospital” and that “there was nothing 
he could have done about the deaths which 
had already taken place”. Lentin reports 
that the next day was Republic Day. So 
dutifully the two doctors went tor the Hag 
hoisting. “Neithei the Dean nor the 
Superintendent did anything to identity 
the drugs or withdraw them” 

Theirtirst act was belated routine circular 
on Januarv 27 without any el tori to tollow 
up. The Dean explained to the Commi.vston 
that he considered the death ot live patients 
from drug reaction as statistically normal. 
He added “over five patients would be a 
serious problem” But then claimed later 
that “it a drug is contaminated, spunous. 
adulterated or otherwi.se substandard, he 
wou Id consider even two cases of reaction 
to be aserious problem”. He tried toexplain 
away his role as merely clerical. Lentin 
adds that the doctor knew the medical 
store which was supplying drugs was open, 
yet did iHithing (p 37). 

It was not only the doctors who were 
negligent. Lentin di.scuvers that the 
pharmacist too was guilty. Jamadagni, the 
pharmacist, was among the first to know 
about the gravity of the situation but did 
nothing. “It was .Saturday the 22nd and yet 
on that date he shut shop as usual at 12 
niKin and went home. Even on the 27th 
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when he got a notification that he .should 
notity the wards and stop the use of 
3 suspect drugs. Jamadagni did nothing’. 
I entin mmarks that on the morning of the 
27ih, he had issued “15 Itesh buttles of 
glycerine” and yet even alter receiving the 
circular, he did not recall the bottles. There 
isaneven more bi/arre tact. The haphazard 
and hi/4UTC way in which the pharmaci.st 
maintained his records left an even more 
tantalising quc.stion unanswered. 'To this 
day there is no complete account ot the 
v'lthdrawal of Batch 27 which can be 
accounted for”.The commi.ssion discovers 
something even more startling. Reviewing 
ihe procedures for ordering drugs. Lentin 
reali.ses that pharmaci,st had violated the 
lulcs ot quota, and ordered excess bottles 
Irom the company Alpana Pharma. Lentin 
comments “Alpana Pharma was given the 
order tar in excess ot the requisite 11 per 
(.eni. It this had not been done, perhaps 
Baich 27 would not have been ordered by 
I J and lives m the hospital might have 
been .saved, albeit lost elsewhere...”. 

The Commission then asks: “Why this 
v> urmheartednessonthepartot Jamadagni 
toward Alpana Pharma'.'Was it love'.' No. 
Was It triendship'? No. Was it ignorance'.' 
No. Was It a mi.stakc'.' No. Was it stupidity'.' 
No. Was it the old adage - you tickle me. 
l oby. I tickle thee'.’ Perhaps the quc.stion 
he.sl answers itself” (p 76). 

The Lentin Report smacks ot literary 
allusions. In a strange way it is a very 
British document. In tact one secs an in¬ 
version. When one reads the great colonial 
icports. one sees an attempt to grasp the 
ii opical. the oriental, the native, thcexutic. 
With independence came a new genre ol 
reports written by Indians and many ot 
them were immaculately British in style. 
In fact. The Lentin Report could have been 
only written by someone rai.sed on Dickens 
and Shakespeare. It is these literary giants 
who provide the archetypes, the metaphors 
V ith which lentin approaches corruption. 

It IS in unravelling the procedures 
lor the ordering and purcha.se of drugs 
that The Lentin Report begins a pilgrims 
progress, a bureaucratic equivalent ot 
tinker, tailor, .soldier, spy. I^cntin traces a 
trajectory through doctors, compounder, 
nurse, businessman, clerk, politician, all 
the accoutrements ol a city. The text has 
all the visuality of old daguerreotypes. 


We encounter first the clerk. The clerk 
is a bizarre magical figure. Itis In the world 
of rules that every clerk becomes a 
magician, determining what is real or not. 
The clerk is a figure that subverts the 
Weberian bureaucracy Max Weber wrote 
about the bureaucratic organisation as one 
mo.st powerful of human creations In his 
ideal typical portrait he talked out its 
division ot functions, its impersonality. 
Iheclarity. the hierarchy, the importance of 
writtencomniunication.Theclerk subverts 
it all turning a tran.spareni organisation 
into a magical and occult one. Weber 
would have wept at the Borgesian turn the 
clerk gave the bureaucracy. 

In re viewing the pnKedurcs toi purchase 
Lentin unravels this surreal world. The 
Commi.s.sion di.scovcr.s that ten meetings 
were held about tenders between July 11 
and 25, 1984. The members present 
included representatives of the FDA, the 
directorate of i ndustries and the pmfessors 
of pharmacology at J J Hospital. The 
Commission notes: 

Decisions taken by the Committee 
members were not contemporaneously 
reduced to wnting. That was done later 
and never signed on the same day.. No 
minutes ofihe meetings wcic kept, hence 
(here IS no written record to show what 
actually transpired . The comparative 
statcmcius do not bear the dates ot the 
decisions taken or even the dates the 
dceisions were signed . . Meetings were 
on from II a m to 5 or 6 p m daily with 
the conventional breaks 50 items were 
discussed at each meeting, making an 
average ol X-10 minutes per item By the 
time Ihe last item came, everyone was not 
unnaturally in a hurry to depart The 
procedure was that the items were called 
out serially, hut only one comparative 
statement was placed bclorc all Ihe 
members; no copies made available for 
their benetit The compaialive statement 
remained with the Director of Industries 
and was not ciiculatcd amongst the 
Committee Members, with the result that 
they had no incans oi inannei ot knowing 
or recalling betorehand the names oi the 
tenderers or the viability or otherwise of 
the drug concerned. However tiles of Ihe 
tenderers were kept ready toi pcru.sal ot 
the members, in ca.se they dcsiicd to .see 
them. From the record it tl»cs nut appear 
that any member expressed a dcsitc in that 
diicction... Everything hinged on a mere 
visual observation ol the sample, the 
container and the lalicl Decisions taken 
were not written down there and then - 
that was done the following day or a tew 
days later. These deci.sions were thereafter 
sent m bulk to the members for their 
signatures. It is difticult to envisage how 
after a space ot tunc, all the members 
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would remember all the decisions taken. 
The above aspects emerging from the 
evidence of the.<ic witness indicate the slap- 
happy and totally unsatisfactory procedure 
adopted at the Committee Meetings where 
medicines and drugs including life saving 
drugs were selected forbcingiidministcred 
in govcmmeni-mn ho.spital.s (p KU). 

In tracing how Alpana Pharma received 
the contract despite giving a conditional 
tender, the Commission discovers the 
macabre role of the clerk Torvi, an indus¬ 
tries department otTiccr. Alpana Pharma 
wa.s listed at serial no S for discussion. 
Enter Torvi and presto four contenders 
disappear from the list and become non¬ 
persons. All Torvi is required to do is mark 
NTS in the column next to the contenders. 
"In the remarks column, a brief noting was 
made if a tender was rejected, that noting 
whatever be the reason for rejection, was 
a mere NTS -- an abbreviations of not to 
specifications (which might mean 
anything) - hut the actual rca.son.s for the 
rejection were never stated". NTS was a 
magical wand in Torvi’s hands (p 81). 

Alpana Pharma was not even eligible to 
apply for the contract because it was only 
a repacking I irm and neither an authori.scd 
distributor, agent or manufacturing 
company. It did not even have a mandatory 
research laboratory for testing drugs. The 
Commission ohserves. 

Circumstantial evidence docs indicate that 
Alpana Pharma hud. as stated earlier, some 
protective and interested guardian angel 
in the Industries Department to look afier 
its well-being. There is no rca.son why 
obvious deficiencies should have been 
allowed to pass muster or why they should 
have been allowed to be 'cured' at a later 
.stage, to wit. the lack of income-tax 
clearance icrtificatc. There is on record a 
certificate dated I st Augu.st 1984 from the 
General Manager. District Indu.strics 
Centre. Nandcd. It is a strange ecrtiricaic. 
It says that Alpana Pharma 'has gone into 
initial repacking of pharmaceutical 
products w e f 26th April 1984'. Apart 
iniiTi the fact that Alpana Pharma had not 
done anything ot the kind, it is a miuter 
of bewilderment how this certificate given 
in August 1984 should have found a place 
on the record of the Committee during its 
meetinginJiily 1984 when Alpana Pharma 
had already Njcn selected for the contract. 
No explanation has been forthcoming tor 
this amazing who-donc-il... No doubt 
Alpana Pharma was a favoured 'customer' 
in the Indusincs Department. Why should 
this he .so unless there was a strong 
motivation lor .someone in the Industries 
Department'? Corruption is manifest... To 
that end the strongest motivation was on 
the part of the Industnes Ofllcer Torvi as 
iscleariroinhisevidcnce Torvi scrutinised 


■ the tenders. Thereafter Torvi prepared the 
scrutiny .sheet. The documents remained 
with Torvi. It was he who belatedly 
accepted In June 1984 Alpana Pharma’s 
income-tax clearance and SSI registration 
ccrltricaie.s which Alpana Pharma was 
bound to Tile with the tender on 27 April 
1984. No doubt, this was done by Torvi 
in order to make sure that Alpana Pharma’s 
tender should not be invalidated at the 
threshold for the lack ofthe.se documents. 
Torvi also knew that a conditional tender 
had to be rejected. Even so he stowed 
Alpana Pharma's conditional tender to 
puss muster. In the Comparative Statement 
prepared by him he did say that the tender 
was conditional. That by itself docs not 
indicate honesty of purpo.se on Torvi’.s 
part. He did so obviously to .safeguard his 
own position, as a conditional tender was 
bound to come to light sooner or later 
(p84). 

The Commi.ssion asks "Pray, why wou Id 
Torvi go out of his way to do all this. It 
is here that the entry for Rs 500 shown 
as “tender expenses CSPO’’ in Alpana 
Phanna's account book assumes signi¬ 
ficance. On the showing of Alpana 
Phanna’s partner O P Ladda. this entry 
though made under date May 19. 1984 
should have been made in April. That was 
the month when Alpana Pharma filed the 
fender. The "tender expenses CSPO” 
appears to be an euphemistic way of 
denoting a bribe. In April who could have 
been bribed? Some one who would not 
.scuttle Alpana Pharma’s tender at the very 
outset for its obvious and patent defect. 
Who could that someone be? Who other 
than the one person in whose hands lay 
the power to invalidate that tender? That 
person was officer Torvi.” 

The Commission then proceeds to 
unravel the parallel lives of Dr Kulkarni. 
professor of pharmacology at J J Hospital. 

From 1972 until February 13. 1986 
Dr Kulkarni was attached to theJJ Ho.spital 
as Professor of Pharmacofogy except for 
a period of one year in 1976-77. From 
1972 he was a member of the Drugs 
Scledion Committee except in 1976-77 
when he held an identical post at the B 
J Medical College. Poona. He was a full 
time Government employee. His last awn 
monthly salary was Rs 4800 inclusive of 
non-p aciice allowance of Rs 600. 
According to him. thi.s wa.s his only source 
of income coupled with remuneration for 
examining papers of Ph D. post graduate 
and other students... While he was 
Professor of Pharmacology, he started two 
units for doing rc.search work in the J J 
Hospital, namely Unit I (Clinical 
Pharmacological Unit) in 1969 and Unit 
li (Dr R U Kulkarni Reticarch Unit) in 
1972-73. Dr Kulkarni was the Director of 


bothiinits.'rtte patron ofUnitl was Hoechst 
Pharmaceuticals with an annual grant of 
Rs 1.00,000 to Rs I .SO.O(X) to cover ex¬ 
penses. The patron of Unit II was Himalaya 
Drug Company with an annual grant of 
Rs 1.00.000tocoverexpenses.Theexpen- 
diture of these units was budgeted. Unit 1 
had an account with the Syndicate Bank 
in the name of 'Clinical Pharmacological 
Unit, Gram Medical'. This hank account 
wks operated jointly by Dr Pinto Pereira 
of Hoechst Pharmaceuticals and Dr R D 
Kulkarni. Unit II had a savings account 
with the Maharashtra Stale Co-operative 
Bank, Opp J J Hospital tn the name of 
‘R D Kulkarni Research Account’ 
Indisputably these units were controlled 
by Dr Kulkarni as is manifc.st from the fact 
that after he left the J J Hospital in February 
1986, both Hoechst and Himalaya termina¬ 
ted their agreements. For the purpose of 
the present inquiry, we are concerned with 
Dr Kulkarni’s manipulations in the savings 
account of Unit II which was operated by 
him alone. As will appear presently, from 
this account large amounts aggregating to 
about Rs 2,00,()(K) were received every 
year and large withdrawals in cash or by 
cheque were made including certain 
withdrawals which on Dr Kulkaroi's own 
admission were his personal with awals, 
having nothing to do with Unit II. No 
account books were maintained and no 
income-tax returns were filed.... In 1982. 
hio-availahility data study work was done 
in Unit II by Dr Kulkarni for Artichem 
Laboratories, Pune. Since then he knows 
Artichem’s partner Ramanlal Karwa. On 
30 May, 1985 Artichein issued a cheque 
for Rs 18.000 in favour of R D Kulkarni 
Research Account. This amount was 
depQsiled by Dr Kulkarni in the savings 
account with the Maharashtra State Co¬ 
operative Bank. This amount is said to 
have been legal payment for certain hto- 
availability data study work done hv 
Dr Kulkarni for Artichem in 1984. How¬ 
ever as will he shown prc.scmly, it was 
nothing hut a consideration given jo 
Dr Kulkarni by Ramanlal Karwa toensurc 
the passing of Alpana Pharma’s tender by 
the Drugs Selection Committee of which 
Dr Kulkarni was a member. That is how 
Unit ll’s savings account in the name of 
'R D Kulkarni Research Account' solely 
operated and controlled by Dr Kulkarni 
comes into the picture... Dr Kulkarni 
pontificated that this savings account in 
the Maharashtra State Co-operative Bank 
was not his personal account and no 
personal expeases were met by him from 
that account. This will prasentty be shown 
to be utterly false. He knows a person by 
the name of Karwa, but initially sought to 
distance himself from him by professing 
not to know his first name. He professed 
not to have remembered Artichem’s name 
that morning when he gave his evidence 
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or'evcn that it is situated at Pune, even 
though specifically asked, but suddenly 
remembered it when Artichem was 
mentioned in Connection with Karwa-Thas 
after such and similar calculated and 
pathetic attempts to distance himself from 
Ramanlal Karwa and Artichem, 
Dr Kulkarnt ultimately admitted that 
Ramanlal Karwa is the same person 
connected with Artichem Laboratories for 
whom Dr Kulkarni had done bio¬ 
availability data study work in I9K2 and 
who had met him in 1984 for the same 
purpose and that it was the same Ramanlal 
Karwaand the same Artichem from whom 
in the past he had received payments in 
the vicinity of Rs 30,000. Initially 
Dr Kulkarni was categorical that receipts 
were always given to parlies making 
payments torthc hio-availahility data work 
done by Units I and II. that such payments 
would he recorded in the account hooks 
maintained by the Unit concerned and that 
a regular account projcctwise was 
maintained He soon had to swallow these 
sanctimonious sentiments when he had to 
admit to the contrary, namely that he did 
not prepare yearly account so as lo tally 
it with the htink account, nor was any 
account maintained in the formofa ledger, 
cash h(M)k or journal and that the accounts 
allegedly maintained have not been .shown 
by himtoanyone...DrKulkamrssiatemcnt 
that the savings account in the Maharashtra 
State Co-opcral i ve Bank was nevertreaicd 
hy him as his personal account was 
demonstrably untrue troin his own 
admissions that a number of withdrawals 
had been made by him for his personal 
expenses, to name a few. payments lo the 
Diners (’lub. the rC’l, lo George Motors 
for icpaiis to his personal motoi-car, 
Ks I ^.()(>() to a builder towards the 
constructum ot Dr Kulkarni’s bungalow 
at Pune and electricity bills.... None ol 
these .unounts and many more, did R D 
Kulkarni ever think of putting back into 
this account. And there was reasons for 
his not doing so; because he ireatai this 
account as hi.s sc» ret undi.sclosed personal 
account, which indeed it was (Amalga¬ 
mated tn>m pp 91-93). 
llie final question that one needs to a.sk 
is what did the other members of the 
Commission feel? Assistant Commissioner 
Rayakar admitted he had not read the 
pages fully or scrutinised them with care. 
It was then discovered that Rayakar was 
a student doing his M Pharm in the 
Pharmacology department where Kulkarni 
was a professor. Given this he behaved 
like a mere figurehead at the meetings 
allowing Dr Kulkarni 'to lead him by the 
nose’. 

DrMistry. another member of the Com¬ 
mittee admitted to being casual. He was 
virtually a rubber stamp. In fact what is 


interesting is that Misliy could hardly 
remember the details of the meeting. 
Nothing like a touch of amnetiia to erase 
guilt. 

IV 

In the novel, the hospital like tite ship 
or the ca.stle is a self enclosed space within 
which the detective can detect a crime. 
Hermetically shut off by storm, snow, sea 
or moat, these spaces resemble the space 
of thcconttolled experiment. The brilliance 
of Lcntin lies in opening out this space. 
The frame of the report changes. We are 
not tracking one munlcrcrin uscif-cnciascd 
locale, like murder in a mansion, a ship 
or a tourist hostel. The site opens as we 
leave the ho.spital and trace the moral 
career of the drug across the city. 

Just ICC Lcntin lakes I our institutions each 
a specific and bounded domain, each a 
weh of silence and amnesia, and connects 
them. The four structures arc the hospital, 
tlic industry, the Potxi and Drugs Admini¬ 
stration (PDA) and (he politician. 

Reading these pages one is reminded of 
.Kihn Donne's of quoted lines “No man 
is an island. Ask not for whom the bell 
lolls, it tolls for thee." And in that lies the 
t.iscination of Lcntin. He shows how each 
individual act of corruption, in.sulated in 
Itself creates a chain reaction that leads 
lo 14 deaths. Yet what is interesting is that 
no one owns up. There is only amnesia, 
erasure or evasion. Lcntin forces everyone 
to remember. Even it there is no guilt, no 
atonement, he connects them all into a 
great chain of murder - indirect, random 
and almost de.spcratcly meaningless. The 
victims arc incidental to the murder. It was 
r.indom. It could have been anyone, 
emynmn, evertman. 

L,enlin di.scovers a .second tact, that the 
moral universe around these structures 
docs not exist. There is the event and there 
IS a public outrage but eventually it has 
ail the excitement of a monsoon shower. 
In tact, it is Lentin’s narrative that creates 
the moral world. Lenthi 's Report by linki ng 
llicm, asking them, talking to them, 
implicates all of them. 

Lcntin wants you to experience the 
events, live through each decision not in 
ii'rms of motivations or intentions but 
consequences. Each little cameo is petty, 
even sterile. What bare drama there is lies 
in the erasing of a diary, lying about some 
petty event, or the simulation of amnesia 
or misunderstanding. Corruption to be 
understood needs a sense of connection. 
There are two ways of conceptualising 
this, two notions of connection, of 
hierarchy both captured in folklore. You 
can read it forwards like ‘The Hou.se TTtat 


JackBuilf. 'This is the rat that aK Ibe inaK . 
that lived in the house that Jack built. This 
is the cat that ate the rat that ate the mdt 
that lived in the hou.se that Jack builf. Or 
more puritanically the old folk poem, 'For 
want of a nail a shoe was lost. For want 
of a shoe a horse was lost'. Children have 
this senseofthe oceanic circles. Remember 
how as children we drew the name, the 
house, the street, the city, the region, the 
world with a here I stand celebration. 
Understanding corruption requires that 
sense of connection and consequence 
again. It is with such a sense that Lentin 
sets out to connect all the tour orga¬ 
nisations. 

V 

Lentin's chapter on the indu-stry begins 
with a list of dramatis personae and as 
we move across the list of manufacturers, 
packers, middlemen, we reali.se that this 
is not the drug industry in the nonnal 
sense. Tlicse are not research multina-., 
tionals with scientific testing laboratories 
whose antiseptic pallor may hide enor¬ 
mous crimes. Nor arc these the local 
'dawakhanas' where housewives prepared 
decoctions with care and skill. This so- 
called industry could be a set of props, a 
shadow play where one man claimed to 
be a packer, smother a chemist. It is a bit 
like the game ot passing the parcel, only 
the parcel happens to be a lethal adulterated 
drug. The basic sequence was as in the 
figure. 

The making of Batch 27 begins at Ganesh 
Chemicals Corporation. Jethalal 
Chaturbhuj Soni is its sole proprietor and 
he manufacturesand supplies what iscalled 
'chalu glycerine'. The 'chalu' glycerine is 
glycerine for industrial purposes. It is 
usually classified into two grades, one of 
which is for the manufacture of writing 
ink. stamp pad ink, typewriter ink and the 
other which is u.sed in the textile industry. 
Neither ol the two grades is however fh 
for human consumption as both contain 
diethyicne glycol. 

Soni's modus operandi was simple. He 
brought large drums from hawkers or 
reused drums in which he received raw 
material. He painted these .2.M) kg drums 
in red and on the lids he stencilled 
‘Glycerine Not For Medicinal Use'. This 
was not out of any altruistic reason but 
to obtain exemption under schedule .K of 
the Drug Act. 

A BSc in chemistry from Gujarat 
univeriiity, .Soni admitted that his glycerine 
was not up to ISl .standards but was a 
substitute glycerine. He admitted his 
product was the result of his own formula 
and could not be found in any recogni.sed 
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textbuuk or Merck Index. In tcrmsof market 
price, it was 50 per cent cheaper thsui 
Industrial While (IW) glycerine. 

Now glycerine is a dual purpo.se item. 
IP glycerine is produced in terms of 
the standards prescribed by the Indian 
pharmacopoeia. For IW glycerine no 
.standards arc laid unless a firm claims an 
ISI mark. 

Stmi s pnxliict was not glycerine. It was 
a mix ol sorbitol and diethylene glycol 
with a touch »>t glycerine. Soni “admitted 
that unless he called his prtxluci glycerine, 
he would not gel the same price as he 
would get merely I'rom the sale of sorbitol 
or ethyl glycol". He also added that “he 
never indicated either by any dcKumcni nr 
on the drum ol his product (hat it was a 
.substitute tor glycerine". Nor did he 
identify the commodity though he was 
required to do so under the Weights and 
Measures Act but pleaded “ignorance of 
the rules framed under the act". Soni also 
insisted that all his customers knew what 
his pnxiuct really was. 

Mahcnder Doshi ot H M Chemicals 
purchased this product from Soni and 
supplied it to Kailash and Company. Doshi 
however disclaimed all responsibility by 
slating he never took responsibility for 
“the glycerine sold by him" and that 
"purchasers bought from him at their own 
risk". But Doshi knew that the prtxluci 
was adulterated. The market price for 
glycerine was clo.se to Rs 50 per kg and 
Doshi knew that the glycerine he was 
purchasing from Soiii was a substandard 
item. Doshi failed to warn his customers 
that it could not be used for medicinal 
purposes and in that sense was .selling a 
misbranded drug. 

We now come to the role of Alpana 
Pharma and its patron Ramanlal Karwa. 
Karwa was an M Phann from Nagpur 
University. A .student of the 1975 batch, 
he was fortunate to have as his colleagues 
several FDA officers. He started a series 
of manufacturing concerns and one of 
the.se was a repacking firm called Alpana 
Pharma. I Ic appointed Om Prakash Ladda. 
a cousin of his wife Nimiala. us head. But 
Alpana Pharma was "a creation and a 
creature of Karwa". It was established at 
Nandcd. a backward area to avail itself of 
government concessions. 

In March 1984, Alpana Pharma applied 
for a repacking licence for 212 drugs. In 
three days the drug inspectors had inspected 
the unit’s premises, and lour days later the 
FDA had recommended a grant of licence 
to Alpana Pharma, an efficiency that the 
Commission found ‘breathtaking’. Now 
all one requii ed was a resident chemist and 
an in-housc laboratory. 




;i|3m Prakash Ladda in his statement 
before the Commission admitted that 
Alpana Pharma had not the slightest 
intention of setting up a quality control 
laboratory orto appointaqualifiedchemisl. 
He admitted that “such an undertaking 
was gi ven not because he wanted to honour 
ii but because the FDA required it". By 
December 1985. he had bought some 
equipment but with these only two of the 
sixteen tests for glycerine could be 
performed. In fact the.se two - the colour 
and the de.scription test - did not require 
any equipment at all. The Commission’s 
evaluation of Ladda is deva.stating. 

1’o start with, he admits that before he 
started his repacking operation, he did not 
draw any sample from the two drams 
received by him, nor did he send any 
sample from these two drums for analysis. 
Ncgl igcnce. Ilioiigh according to him, the 
repacking from these two drams was done 
under his personal .supervision, he admitted 
that he did not examine the actual contents 
ot the drums before commencing the 
repacking pixx'css. Negligence. The excu.se 
given by him that it was not possible to 
do so while the glycenne was actually in 
the drum, is tixi absurd to countenance. 
He slated that when he was repacking this 
glycerine it was colourless and did nul 
smell of burnt sugar. Thi.s is false becau.se 
the Government Analyst’s report reveals 
that lire glycerine was pale yel l» w in colour. 
This show.s that O PLadda h.id not bothered 
even to see what his ca.sual labourers were 
repacking. He admitted that between the 
time that the glycerine was repacked and 
the sample sent to iheGovemment Analyst, 
It did not change colour because glycerine 
does not change colour. He ai.so agreed 
that pure glycenne is odourless whereas 
the report of the Government Analyst 
showed that the sample smelt of burnt 
sugar, that chemical odour would not 
generally be of burnt sugar and that he has 
never come acro.ss a single instance where 
glycerine used for medical purposes smelt 
of burnt sugar. These admissions are further 
pointers that the repacking was not done 
under O P Ladda's supervision, his 
protesiati.m in his evidence to the conlraiy 
notwithstanding. If only O P Ladda had 
taken the elementary precaution of .seeing 
what was being repacked instead ot leaving 
the operation to his casual labourers, he 
would have realised that what was being 
repacked smelt of burnt sugar and even 
lacked the eolourofglycerine, 'fhis should 
have put him on his guard. Thus even this 
elementary care and precaution O P Ladda 
did not care to take. Negligence.... Thus 
it was only on January 29, i986 after the 
j J Hospital tragedy, it dawned on O P 
L adda that what he had repacked was not 
tor medicinal use. Even so, and though 




indisputablyhis Batch No 24alsocontained 
dietl^iene glycol, he did not any step 

to inform any of his purchasers about this. 
But it was not only a case of negligence. 
O P Ladda was a conniving unscrupulous 
man. He realisedthat he needed certilicates 
which showed that his samples had been 
tested. So Ladda sent samples for analysis 
which did not have any relation to the one 
which he was ultimately going to purcha.se. 
By this jugglery, he was always one step 
ahead and did not have to wait for Che 
analytical report, as an advanced sample 
was sent for analysis of a hatch yet to be 
received or purchased for (p I(i3). 
Realising the sequence of events, this 
nexus of four firms decided to ab.solvc 
thcm.selves of their liability by framing 
another firm. They entered into a conspi¬ 
racy to forge invoices and other drKuments 
to show that the drum wa.s obtained from 
Edgar Hanley and Company. They claimed 
that the two 250 kg drums were actually 
stored in that Company’s warehouse, a 
ru.se that fortunately failed to work. 

The Commission noted that all the four 
firms were responsible. Doshi. Kasat and 
Ladda knew that the conc(x;tion was adul¬ 
terated but the evidence did not establish 
that llx:y knew it was diethylene glycol. 
They were merchants in adulteration and 
merchants of death but the Commission 
reluctantly held that they behaved “without 
intention of causing death". 

There was a last irony. Under the Indian 
penal code the punishment for such grave 
crime is only two years imprisonment, but 
spotting a ray of hope the Commission 
noted that the penalty lor manutacturing, 
sale and distribution ot drugs in contra¬ 
vention of Chapter V is five years cxiciui- 
ahlc to life. It recommend^ that .Soni. 
Kasat, Doshi and Ladda be prosecuted 
under the second statute. 

The Commi.ssion then investigated the 
laboratory in question. 

Chem Med was one of lho.se lovely 
structures out ot a macabre Alice in 
Wonderland. Established in 1961, it had 
300 regular clients and a l.tKK) casual 
clients. The glorious history of Chem Med 
makes fa.scinating reading. It prepared 
about I5fX) failure reports every year. 
Under the rules these reports had to be 
submitted to the FDA. However Chem 
Med avoided this through a simple ru,se. 
It reclassified these as reports on 
‘experimental samples' because .such 
reports were not required by the FDA. As 
a result only S to 10 percent of the .samples 
analy.sed were declared as .substandard. 
Intere-stingly no rectx'd of substandard 
samples was maintained. 

Chem Med received its samples fnim 
Alpana Pharma and commenced work on 
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November 8. W85. The worit was done 
by Rekha Pai. a trainee who admitted that 
she 'would not have been able to do her 
analysis work on her own'. Glycerine to 
quality lor the IP grade requires sixteen 
tests and Chem Med cenified that Batch 
No 27 had cleared ail (pp 173-751. 

The Commi.ssion notes that not only did 
the FDA's initial rcportschallengethisbut 
that Chem Med's general reatrd persuaded 
one in this direction. The latter indicated 
three possibilities: (a) that the tests were 
not carried out: (b) that if conducted, they 
were not carried out properly; (c) that in 
any event in order to avoid displeasing the 
client standard quality re|H>rts were typed 
out and sent to Alpana Pharma. But either 
way one thing isclcar. Chem Mod'sreports 
212/213 on Alpana Pharma's Batch 27 
were 'false ami bogus'. 

Chem Med were maste.rs at this game. 
As Lentin observed "Chem Med is proud 
pos.scssor ot a previous history ol mani¬ 
pulating reports and with the benevolence 
ol FDA virtually getting away with it”. In 
a rare burst ol candour Chem Med's 
managing partner Sipahiinulani disclosed 
the .secret of keeping FDA olficials "happy 
and purring with contentment", lie 
dc.scribed it as an 'exercise in spreading 
happiness ami contentment among FDA 
officials'. 

The Commission held that in fact "any 
upright FDA olficer immediately on 
receiving Chem Mod's reports and 
protocols ... would have vigorously pro¬ 
ceeded against (^Iwm Med including listing 
It as co-accu.sed". None of this was done 
thanks to high ranking FDA ol ficial.s. "two 
powerlul oflicers who bc.slowed their 
benevolence on an erring analytical 
laboratory", but 'surely not lor love'. 

TheCommi.ssion'sinve.stigationsol the 
laboratory reveals the only person who lelt 
guilt during the entire proceedings. Rekha 
Pai was a student trainee chcmt.st who 
discovered that she had 'analysed' Batch 
27 white working at Chem Med. She left 
the 'employment of Chem Med alter .she 
read in the newspapers about the J J 
Hospital deaths as a result ol glycerol 
certified by (?hem Med... Being a very 
emotional person she was extremely upset 
when she read this and gave up her chosen 
profession as a trainee chemist and has 
since then not taken up this profe.ssion". 
Rekha Pai became a receptionist at Hinduja 
Hospital. But e'en Pai fobs oft her 
responsibility on ui a senmr chcini.st. 
UnJbitunately she blamed one who was 
not even present on the day of analysis. 
But in the entire report she stands a.s the 
one person who admitted to a sense of 
remorse and guilt. 


Struggling with these reports one also 
.senses that everyday modem technology 
- in medicine, iranspott, housing- is seen 
as outside the ethical framework. It is not 
the old idea of the immediate visibility of 
cause and effect. There is .somehow a 
sense that a wrong chemical result, or a 
substandard drug arc things floating in air. 
Ihcre is no notion of responsibility attached 
to them. These indi viduais may be iKirrified 
by one murder but a .stati.stical trend is .seen 
us abstract. Adulteration of a drug is seen 
neil her us a technological or moral fai lure, 
ti seems to Hoal unconnected, di,scmbed- 
deJ. without ganglions of responsibility. 

This is why there is an almo.st complete 
absence of horror among the witnesses, 
or even gui It. They read death as il it were 
a mistake in traffic signals. The right word, 
the right signal can erase the crime. Moral 
ii'sponsihiliiy in an impersonal .scn.se docs 
not seem to exist. You have no rituals for 
II. Morality is for friends. ela.s.smatc.s. 
neighbours, ancestors. They are ritually 
lied into a concrete Iramc. A con.sumcr, 
a potential patient, are remote categories, 
unless the consumer or patient is a friend 
or neighbour. 

in fact there is a simsc of anomic about 
these domains. The reader leels he is 
iiuvcrsing a no-man's land or a fnigment 
ol absurd drama. By this time he realises 
ihai not one of the people investigated 
accept guilt, feci grief. What one en¬ 
counters is evasion, erasure, indiltcrcnce. 
amnesia. There is a .sen.se that one is traver¬ 
sing spaces where no one cares. It raises 
iwo sets of difficult questions. Is there 
something about lhe.se spaces that makes 
them amoral'.' Has modernity, especially 
through the creation ol bureaucracies, 
altered the moral univor.se? 

There IS a quiet sense o( evil which 
inciejLses as one enters the FDA. il is here 
that The Lentin Reimrt creates bolh a sen.se 
ol despair and dread. There is a process 
of dehumanisation that leaves Lentin 
helpless. Il is as if a framework ol ethical 
lolalionships has collapsed especially in 
the bureaucratic domain. What is worse 
Miles and procedures are turned into facile 
meccano sets tor manipulation. 

Lentin's motto is like Richard Hoggarts' 
l.imoiisappeal, 'onlyconnect'. ForLentin 
il is prcci.sely this politics of community 
that IS missing. This report is not only an 
invitation to be angry but to wonder why 
we fail to he concerned with other people 
in the cverydayncss of bureaucratic life. 
Here caring is,not concrete. It is not X and 
Y. It could be any member of the alphabet. 
How do we create caring in this more 
abstract sense? How do we face up to the 
amoralism of the bureaucracy? 


Years ago Edward Banfield wrote abotik 
on The Moral Basis of a Backward 
Srtcit'ty.*Inihat he coined the term 'amoral 
familism' which became almost as famous 
as Oscar Lewis' ‘culture ol poverty’. Both 
these concepts however got implicated in 
the devclopmcmalist discourse with its 
arrogance, its racism. But there is a core 
of fruitfulness and truth we might rescue. 
Banfield who made his studies on Sicily 
asked himself the que.siion. why do people 
respond to public spaces in a certain way. 
He noticed that family spaces were 
sacnisanct, morally cixled but anything 
beyond is a no-man's land. You keep your 
house clean but throw garbage acniss the 
wall. I ou donate blood for friend and kin 
but noi lo a stranger. Similarly with cor¬ 
ruption. ^ .>11 use the bureaucracy to help 
kith and kin and manipulate the rest of the 
world. The question one must a.sk is 
whethercorruption is a part of hureauciatic 
amoralism, that decrees that any one in 
in.strumcntal. rational legal .space is or can 
be ‘largeted’. One serescs this more as one 
enters the FDA. 

VI 

The FDA is the coniralling agency of 
an industry with an annual turnover of 
2.000 crorcs. It is ve.sted with the power 
“to ensure public health and safety by 
properly regulating the manulacture, sale 
and distribution ol drugs and preventing 
the manufacture, sale and di.stribution of 
substandard, spurious and mis-branded 
drug.s". 

The FDA is a gargantuan labyrinth. In 
Mahara.shlra it.scif there were 3.500 licence 
unttsandanothcr4.(XK) loan licence manu¬ 
facturers. The latter manufacture drugs in 
the premises ol liccn.scd owners using aLso 
their staff. Merely 10 per cent of these 
units had in-house testing facilities. But 
liMipholcs were uflably easy as manufac¬ 
turers were given licences on the written 
as.surancc that they would have in-house 
testing facilities within two montbs. Inspec¬ 
tion of drugs was u herculean task. Foi 
instance in the lO.(MM) sq km in Nanded 
urea where Alpana Phunna was located, 
one inspector had to lirok utter 306 drug 
.selling units and sixteen manufacturing 
units. 

The Commission considers the FDA at 
two levels. Ilrstly as an organisation. In 
terms of a system of rules and regulations, 
the Commi.ssion found littlethat was wrong 
with it. Oncconcofthe finest organisations 
in Asia, it has been subverted to .serve the 
interests of the politician and industry. Il 
is in examining this that the Commissior 
encounters the question of evil in a blatani 
way and wading thmugh lliis section oni 
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discovers sonmhingdistuibu^. his whd 
one might call a Tolstoyean twist to the 
problem. Tolstoybegiosone of his greater 
book stating. "Happy families are all alike, 
unhappy ones are different each in their 
own way”. In The Lentin Report, honc.st 
people look alike but dishonest ones are 
each corrupt in their own way. One fccl.s 
that goodness follows rules period. It is 
corruption that seems continuou.sly > in¬ 
ventive. even reflective as it plays around 
with the nature of organisations. 

How does one describe the personnel 
of the FDA? ITie characters that apirear in 
the story Dolas. Kochar. Bhirud. Kulkami 
areeach a separate layer, a seriesof distinct 
ma.sks, each one more corrupt than the 
other, all culminating in the evil genius 
of Jt Commissioner S J Dolas. Let us begin 
with Kochar. One must .see each character 
as a repertoire of strategics. 

KtKhar is the diverter. 

Assistant Commissioner Kochar of the 
Intelligence branch knew almost im¬ 
mediately that the prime source of supply 
was Ganesh Chemicals. While Ganesh 
Chemicals itself had no clout with FDA. 
it obtained an advantage because KtKhar 
was determined to save Giridhar Ka.sat. 
Instead of taking positive .steps to further 
the investigation, the intelligence officer 
ordered an inve.stigatton into Bakcwcfl 
India. He simultaneously filed a defective 
complaint against Alpana Pharma 
suppressing the fact that it was Ganesh 
Chemicals that was the pnmc supplier. In 
his need to save Kasat, Kochar made a 
fal.se statement inculpating Bakcwcll 
India as prime supplier knowing full 
that Bakewell's glycerine which came 
from Italy was not the killer glycerine of 
Batch 27. KcKhar even tried to blame the 
containers indirectly on the ground that 
they were made of plastic. Kochar as intel¬ 
ligence officer was •'the eyes and cars ot 
[he FDA”, but he ii.sed his skills to suppress 
investigation and thwart it. The Com¬ 
mission found that Kochar was a past 
master at this art. 

Then there is Tolia. 

Tolia is the tout. 

As.socialed with two companies-Tolson 
Drug Laboratories and AtuI Pharma¬ 
ceuticals. he was a habitual loiterer in the 
^A. Earlier he used to pack zinc oxide 
vithout a licence but the FDA still loved 
lim. In fact when proceedings were 
aunched against him he got Dr Baliram 
-liray. the health minister to reverse 
troceedings and the latter even stated 
Ntfore the Commission that it was done 
‘to .serve public interest". Dr Sane who 
vas the Commissioner of FDA was 
tersuaded to take a lenient view. 


Interestiitglyafter Sane’s retirement. Tolia 
provided him with office facilities. Sane 
started ‘a consultancy business in the name 
of GMP Consultants. GMP standing with 
unintended irony for Good Management 
Practice. He had his office in Tolia’sofifice 
premises at TV industrial estate. GMP 
Consultants was merely a facade for Sane’s 
activities as a liaison man with FDA where 
.several of his erstwhile comrade in arms 
are'. Sane was a weak commissioner who 
obliged health ministers. He obliged 
minister Sarnayak by not prosecuting 
Sakarchand Shah for producing .spurious 
Sulphadiazine tablets and also for with 
drawing charges against lho.se adulterating 
groundnut oil. 

Then there is Kulkami. the facilitator. 
As Joint Commissioner of the FDA, 
Kulkami filed charges against Dolas for 
inefficiency, misconduct, negligence, and 
I nsuburdination. On the basis of his report, 
an inquiry were framed. During the course 
of the inquiry Kulkami retracted all his 
charges and Dolas was acquitted. For his 
achievement Kulkami was transferred from 
Nagpur to Bombay as ‘a just reward'. 

On January 10, 1985, Emeure Pharma¬ 
ceuticals made an application for addi¬ 
tional pixxlucts. The speed with which the 
application was processed was intriguing. 
The application reached the FDA office 
at Pune on January 14, 1985, the FDA 
inspected the prcmi.scs on January 28, 


1985, and on me same my the joi 
commissioner gave his lecommendatio 
On January 29 the papers reachedBomba 
and N D Kulkami proces.sed the paper 
on the same day. Incidentally he retire* 
two days later and is now serving ai 
consultant to Emeure Pharmaceuticals 
One could also add that during his carce 
Kulkami also helped facilitate the drop 
ping of charges against Cyma Pharma fo 
marketi ng substandard drugs, Hem Pharm: 
for producing .substandard chloram¬ 
phenicol tablets, especially its its proprietoi 
“a family friend of the FDA” provided free 
medical treatment to its officers. 

The one meets the certifier Bhirud. 

S D Bhirud was the first Joint Com¬ 
missioner and Licen.sing authority of the 
FDA. He was the one who gave hi> 
imprimatur to ail the machinations of 
Kochar. Dolas and Kulkami. The Com¬ 
mission deemed that “Bhirud was a total 
misfit’. He took ab.soiutely no interest in 
investigating the deaths at J J Hospital. He 
would blindly sign reports to the govern¬ 
ment which were tailor-made by Dolas. 
Bhirud was equally .supine to the machina¬ 
tions of Kochar. The Commission noted 
that ‘Bhirud was monully afraid of Dolas 
and obediently signed those reports 
presented to him”. 

The periodic table of cormption can go 
on. Lentin classifies them zealously but 
one name dominates all becoming as the 
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c omimssion nscir aomiis, me thread that 
ties! together the narrative, Doias. 

For Letuin evil cannot stand exposure; 
evitis something underground, damp, dark, 
tmptc. Evil hasin beconfnmted objectively 
and in public. He states “Secrecy breeds 
suspicion and suspicion breedscontempt". 
Yet Doias is one person who threatens to 
evade Lentin! Behind the judge’s apparent 
disgust is a.sense that he hasencountered a 
new species, that Dickens and Shakespeare 
might need Dostoevsky for adeeperunder- 
standing. 

I^ntin’s literary metaphors from the 
world of Dickens and Shakespeare holds 
only at the first level. There is a realism, 
a moral resonance to his language. But 
Falstaff and Shylock mi.slcad in the world 
of KfKhar and Doias. The theatres of the 
nurdieval world and those of the m<Klern 
bureaucratic domain arc different. 
Fal staff's attitude to his victimorShylock's 
sense of re.sentment. even revenge, repre- 
•sents a passion of a dii lerent sort from the 
clerks ol the FDA. 

Doias seems a blend of Machiavcili and 
Dale Carnegie, an m.stiller of fear, meti¬ 
culous us a miniature. Fur Doias. the FDA 
IS only incidemnlly about medicine. He 
could easily have been in electricity, 
transport, real estate. All he needs arc the 
skein ot rules and procedures to weave his 
own special labyrinth. It is almost as if 
Doias rewrote the computer programme 
of FDA to create as Lcnlin dubs it a world 
"where good was evil and top was down”. 
Doias is not a sadist driven by pathology, 
ideology or passion. All that motivates 
him IS money and power. If he could have 
.sold the lunerul commodities lo ihc 14 he 
would have tione so and probably 
adulterated them also. There is no satiety 
to it. No target level. Not c vena redundancy 
becau.se each act of manipulation attains 
a different level. 

Lcntin considers Doias’ efforts at ‘trans¬ 
fers and promotion'. Doias is a manipu¬ 
lator, asurvivor. Out of his 28 years service, 
he managed to serve 20 in Bombay and 
four in nearby Thane. His close proximity 
to power en.sured his survival in Bombay. 
He always knew the right person to 
approach. He persuaded the Gandhian, 
Bhaskar Rao Chalukya to put in a word 
for him with the minister wlien a depart¬ 
mental enquiry was in progress. Ofcour.se 
he forgot to tell him that the charge was 
corruption. He approached Shalinitai Patil 
when her husband was Chief Minister. 
Doias was rclentle.ss. He superseded four 
.other officers to become joint com¬ 
missioner. The joint commissioner is the 
only .statutory licensing authority for the 
entire state. It was solely up to him to grant 


or refuse licences. It was he who approved 
of technical staff, layout etc. 

During Doias’ term 8S2 drugs were 
lound to be substandard and the Com- 
mi.ssion discovers that practically none of 
them had been prosecuted. It was Doias 
who subverted the investigations into the 
deaths at J J Hospital. In fact in protecting 
C'hcm Med, Doias even states before the 
C!ommi.ssion that “ 14 deaths was not really 
a seriou.s businc.ss”. Lentin pureues him 
relentlessly tilt he retracts the statement. 
Doias could blithely claim he had no per¬ 
sonal interests in the industry despite his 
daughter working for a well-known drug 
company. When Kulkarni filed charges 
against him for incfllciency. insubordina¬ 
tion. indifference D«das persuades him to 
retract it and rewards him with a choice 
tiansfer. When the forces of law virtually 
catch with him, Bhai Sawant, the minister 
transfers him from the department of drugs 
to food. In actual terms all it meant was 
moving from one room to another in the 
same building, "from one bedroom to 
another” where he could still keep an eye 
on his fietdom. 

The Commission’s final comments on 
r tolas, that ‘officer of neuter conscience’ 
arc both fa.scinating and damning. 

.Slight of build, soft of speech, initially 
unperturbed, S M Doias radiated old-world 
courlesyf None of this however could 
di.sgui.se the deviation of his mind or his 
absurd and fanciful pretensions to rectitude. 
He believed not in force but in subtlety; 
and he believed he was subtle. That was 
his mistake. His conduct was as negligible 
towards the efficient and hone.st discharge 
of his duties as his tortuous mind was as 
ShykK'kian in its capacity for intrigue. 
Doias wielded absolute power in the FDA. 
Absolute power corrupts absolutely and 
there is nollting by way of Doias' activities 
in the FDA lo doubt Ihc authenticity of 
that axiom. With him in virtual control and 
Bhirud as his assiduous sycophant and 
compliant today, the whole order of the 
FDA corresponded with the rapacious 
capacity of its membereand result^ in the 
ridiculous difference between their 
siippo.sed aims and their actual achieve¬ 
ments. To Doias can be attributed the 
corruption of power reinforced by disdain 
of con.scquence. conceived in political 
patronage and his infinite capacity to use 
others for the fulfilment of his objectives. 
It is unfortunate for Bhirud and the FDA 
and the public at large, that he should have 
surrendered himself so totally to the 
disastrous inlliience of Jt Commr Doias. 
If I conclude that in Doias’ moulding 
hands, Bhirud wasa moral coward, Bhirud 
has only himself to blame tor that deliberate 
revelation. Doias left the witness-box a 


deflated man, of cringing nuinnefi$K;.1 
indifferent to truth as he was to his duticei, i 
It is difficuU to see how a man so utterly 
lacking could even have been thought Of 
lo hold charge a post as sensitive as Licen¬ 
sing Authority even for short span of time' 
and with a limned fKissibiliiy of choice. 

VII 

Corruption to thrive needs the official 
imprimatur. The FDA was corrupt hut it 
was a corruption sanclionctl and sustained 
by a series of health ministers. In fact the 
best way to understand thi.s officialdom 
of corruption is not to li.st out the .sins of 
ministers but to understand what happens 
when an honc.st man enters the system. 
Fighting corruption is not easy. How does 
one reform the FDA'.* 

Probably the one upright man in the 
upper echelons of FDA was Venkat- 
achalam. He was brought from the IPS to 
the FDA. His target was Doias and all he 
stood for. He said of Doias that ‘his 
subordinates were afraid of him and that 
his seniors were in his pocket'. The situa¬ 
tion that Vcnkaiachalam faced is described 
with rarccundtnirin an intenogation before 
the Commission. Sipahimalani, owner of 
Chem Med was asked 
Dues; Is it correct that in your kind of busimsst 
you coanot afford to antagonise the FDA 
officers? 

Ans: Yus, I would suy that is correct. 

Ques. Cancellation of licence or with awal of 
approval would he u closure of your 
business? 

An.s. Yes 

Qtics: Is It therefore always belter if the FDA 
officers are kepi pleased? 

Ans: Cienenilly speaking, yes. One of the ways 
in keeping them pleased is noi to challenge 
their order 

Ques: An: there any other ways of keeping them 
pleased? 

Ans; Yes. Generally speaking if you give them 
presents nr something like tiuii or he a very 
giKid host by inviting them to dinnera or 
parties. 

Ques: Is the diseiction of the FUA ufTicers in 
granting or revoking licences tilled by the 
hospitality extended to them ..nd the 
presents given to them'* 

Ans: Thai would depend upon ihe officer 
concerned. 

Ques: By presents do you mean pre.sems in cosh 
or kind"* 

Ans: In cash and in kind. 

Ques; Therefore Ilie iimn: inuniliccm ihe pivsem. 

■he greater would he their goodwill? 

Ans: TIuil wiHitd he the general tendency (p I MOj. 

The Commi.s.sion noted that “This 
general tendency applies to all analytical 
laboratories, manufaclurer.sand rcpackeni 
who are dependent for the licences on Ihe 
FDA. This answer applies lo whosoever 
has to deal with FDA and other authorities 
in general”. 
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What Venkatachaiam began was a 
cleaning of the augean stables. He found 
over9()() applications for licencespending 
and .set a time limit fur their disposal. This 
was resented by FDA officers “for the 
longer the licences were kept pending, the 
greater would be the anxiety of manu¬ 
facturers to strike a bargain with the 
officers. With one stroke Venkatachaiam 
UK)k away their pickings”. Next he drove 
away the touts and power-brokers including 
Tolia from the FDA premises. This was 
rc.sented even more by the officers for as 
the Commission noted that ‘they would 
be thwarted in their mi.sdeeds without the 
medium of the worthy gentleman through 
whom tlicy could e.stablish a monetary 
dialogue with uascrupulousmanufacturers 
and licence holders'. Venkatachaiam 
added in.suIt to injury by launching prosecu¬ 
tions and reopening files which hud been 
declared closed. One move in particular 
created great consternation and this was 
his reopening the tile of “the family friend 
of FDA”. Tolia. It wasde.scribcd in 'certain 
quarters as the unkindcst cut of all'. Tlic 
Commissioner also introduced the system 
of the maintenance of movement diaries, 
a hard blow to inspectors who now had 
to account for their work, movements, and 
quotas. Tlic industry's response to all this 
was intriguing. When “Venkatachaiam 
tried totake manulacturcrs inlociHifidencc 
with a view to know theirdifllcultie.s” they 
were reticent. As Venkatachalanicxplaiiied 
before the Commission “they said that I 
was merely a passing pha.se as Commis¬ 
sioner, whereas they would have to deal 
throughout with Dolas.” 

TheCommission notedthat 'the qualities 
of efficiency, integrity and independence' 
were ‘the vciy qualities which in tlic lop.sey- 
turveydom of ministerial interference 
resulted in his downfall'. It wasclear 'that 
success! VC minisiersdidn't want an upright 
man'. Even worse, ‘the entire .system, inclu¬ 
ding power-brokes and louts, unscrupu¬ 
lous manufacturers and the FDA officers 
themselves were against Venkatachaiam'. 
The Commission added that there was as 
usual "a health mini.stcr weak enough to 
succumb topressurc”. Venkatachaiam was 
“inconvenient to handle”. What was also 
inmic was that he was replaced by V C 
Sane. Tlie Commission noted “It must 
indeed be the Devil's Delight (to borrow 
a literary title) that an officer as corrupt 
... as .Sane should have replaced an upright 
and efficient ottlcer like Venkatachaiam 
at the helm of R)A”. It adds: once 
Venkatachaiam left “the ills which he 
curbed enipicd once again. Tho.se ills can 
best be compared to wild horses held in 
check on a tight rein and which go out of 


' control once the rein is loosened. And so 
it was with FDA." 

S M Dolas who had been transferr^ by 
Venkatachaiam made “a triumphant return 
to Bombay". Tolia was rehabilitated in the 
PDA and the prosecution case against him 
was withdrawn. Maintenance of daily 
diaries was rendered a farce. The licensing 
authority succeeded in making a two- 
thousand crore industry dance to his tune 
and corruption increased by leaps and 
hounds’. As one partner in a medical firm 
put it ‘to the FDA officers Diwali comes 
more than once a year’. 

The Commission added that .such 
corruption was made possible by health 
minister and noted “Health ministers 
cannot possibly discipline their sub¬ 
ordinates, if they them.selves commit 
flagrant breaches of rules and regulations 
and indulge in acts prompted by extraneous 
consideration. Corrupt masters make 
coi rupt servants.” The roll-call of 'masters’ 
includes the following health ministers - 
Baliram Hiray, Bhai Sawant, ma.ster ol 
iransfers, patron of Dolas, Pramila Topic 
and G S Samayak. 

Only a few addendums need he stated. 
A few loose ends. 

TheCommission notes that “in addition 
to the 14 who died, M patients who found 
their way to the nephrology department 
had been given glycerol Batch 27. They 


had not died >in the hospital.” The 
Commission asks “Are their whereabout! 
known? Is their condition known? Out ol 
the.se how many are dead and Ik>w man) 
crippledT The Commission admits thai 
it was not possible for it to trace them oi 
enquire about their well-being. “That i: 
for government to do and to offer their 
adequate compensation because for ni 
fault of theirs, they were administerec 
contaminated glycol in a governmeni 
hospital.” 

In one of the la.st sections of the Repor 
the Commission ends a di.scussion of the 
FDA with this quick .sentence: “And thu! 
ends the saga of Venkatachaiam". It leave! 
it for the reader to add 'Dolas still rules' 

Notes 
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Financial Crisis and Elusive Recovery 

Lessons from South Korea and Thailand 

C P Chandrasekhar 
Jayad Ghosh 

The current crisis in emerging markets may signify the end of a phase of international capitalism in which 
deregulation and increased economic integration have led to increased volatility and uncertainty. This article 
examines - with a focus on Thailand and South Korea - the factors that led to financial liberalisation, 
the link between financial openness and crisis and the problems that persistence with open regimes creates 
for efforts to overcome the crisis. The experience shows that developing countries will have to control and 
regulate capital flows in accordance with national priorities. 


IT is now commonplace to date the cur¬ 
rent economic crisis in south-east Asia 
from July 1997. when the Thai baht was 
put on float and quickly depreciated 
against the US dollar. It is true that the 
financial contagion that followed led to 
collapsing currencies and slumping stock 
markets across the region, and that the 
real economic crisis appeared thereafter. 
But signs of impending problems were 
evident in .several of these economies for 
some months before. In Thailand, for 
example, there had been speculative 
attacks on tlie currency from around 
August 1996, which were warded off only 
with great difficulty by the Thai govcni- 
inent. and the balance of payments im¬ 
balances which triggered such .specula¬ 
tive attacks were clear from early 1996 
[Ghosh et al. I996J. The first Thai 
company to miss payments on foreign 
debt defaulted as early as February 5. 
,Similarly, in South Korea there were 
problems evident at least from January 
1997, with .several chaebols facing 
difficulties in servicing some of their 
loans. 

Seen in this light, the sheer longevity 
of the crisis becomes a matter of note. It 
is more than two years since the first clear 
signs of cri.si.s. and nearly one and a half 
years since the full-blown financial de¬ 
bacle. Yet. the .south-ea-st Asian region 
continues to be in the throes of a reces¬ 
sion, if not a full-fledged depression, and 
the desperate search for some .straws in 
the wind that would suggest any future 
recovery still remains largely fruitlc.ss. 
While the financial indicators that first 
brought about the crisis have now largely 
stabilised, the real economic slump is 
worse than ever. And finance remaias the 
key to understanding both the nature of 
the crisis and the apparent inability to 
recover from it. 


In this article, we examine the factors 
that led to financial liberalisation, the link 
between financial openne.ss and crisis and 
the problems that the persistence with 
open regimes creates for efforts to over¬ 
come the crisis. In the discu.ssiun. we 
focus on two countries that have come to 
symbolise the crisis in its varioas forms, 
Ihailand and South Korea. 

Thailand was the first country to have 
experienced a major financial crisis, and 
started the downward spiral through con¬ 
tagion in the region. South Korea’s 
economy is entirely different in its struc¬ 
ture. macro-economic fundamentals and 
even in its degree of development, and yet 
its financial crisis has been remarkably 
similar. Both countries went speedily to 
the IMF for a.ssi.stancc. and subsequently 
both have been exceptionally ‘well-be¬ 
haved’ in conforming to the IMFs policy 
guidelines. Nevertheless, in both coun¬ 
tries there have been sharp and continued 
declines in output and economic activity, 
and the process of contraction continues 
even though the IMF has permitted a 
limited degree of reflation by repeatedly 
relaxing the budgetary targets it has set 
lor them. Y,cl the superficial signs of 
stabilisation in terms of more stable cur¬ 
rencies. slightly lower interest rales and 
less volatile slock mariccts, have been 
generated only through a contraction that 
squeezes large current account surplwics 
nut of economies in severe crisis. The 
.suggestion now is that the region is headed 
for a ‘lost decade' similar to that experi¬ 
enced by Latin America in the 1980s, even 
though the economic processes involved 
are very different. This is especially ironic 
given the extent to which the east Asian 
region had been touted as the example for 
otherdevcioping countries, including those 
in Latin America and Africa [see Stein 
1995 and Wade 1990, among others]. 


I 

Financial Openness and Economic 
Instability 

Why has recovery proved to be so elu¬ 
sive in the region, and particularly in these 
two countries? For an answer to that 
question we need first to look more closely 
at the nature of the crisis and the partkatlar 
manner of its unfolding. With the spectre 
of a financial crisis now haunting WaR 
Street and the we.st. even niain.streun 
international opinitm, led by the Worfal 
Bank, is seeing ‘premature’ financifd 
liberalisation in developing countries, with 
inadequate supervisory and reguiatoiy 
institutions as a proximate cause of the 
crisis. This, together with global capital 
market imperfections that resulted in sur^ 
of capital flow in periods of prosperity and 
waves of panic in periods when ccononnc 
fundamentals weakened, arc being seen as 
the factors that led to the east A.sian crisis 
[for a detailed elaboration of this argu¬ 
ment see World Bank 1998]. Howeva, 
this tendency to adopt positions that sound 
similar to the more radical critiques of 
financial globalisation thtu were scoffpd 
at until recently, is accompanied by a 
refusal to accept at least some of the 
systemic influences that led up to the crisis. 
In particular, it is being argued that finan¬ 
cial liberalisation per .se is acceptable so 
long as prudential norms and guidelines 
are in place; and that goods market 
liberalisation, which requires a vibrant 
export sector to finance a rising import 
bill, is unequivocally positive. To quo|e 
the World Bank; “The potential for all 
countries to gain from freertrode and Irtm 
expanded flows of foreign direct invea- 
ment remains as compelling and valid as 
ever, indeed continuing to increase with 
advances in transport and communica¬ 
tions technologies. Developing countries 
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will continue, as in the first |ait of the 
1990s, to see the payoffs of almost two 
decades of economic reform and .struc¬ 
tural adjustment.” It is to ensure the 
realii^lion of tho.se predicted payoffs that 
the Bank .seeks to draw some le.sson.s from 
recent experience, which diverge from 
those implicitly drown by the IMF. 

The IMF loo has learnt its les.sons. It has 
not only backed a call for “strengthening 
the intemational financial architecture”, 
but also cautioned countries against has¬ 
tening towards capital account convert¬ 
ibility, and chosen to put on hold its call 
for fiscal contraction in ca.st Asia. The 
explanations for this superficial change in 
perspective are not hard to find. First, with 
the near-collapse of hedge funds like Long 
Term Capital Management (LlfTM) in the 
US. it is increasingly becoming clear that 
‘lack of transparency' is not a problem 
typical of emerging markets but rather is 
a feature intrinsic to the liberalised and 
proliferating global financial .system. The 
international hanking system, in search of 
the high returns proini.sed by risky invest¬ 
ments, had lent such funds sums that were 
many multiples of their capital base, and 
help^ fuel a speculative boom in both 
emerging markets and developed country 
slock markets. As the expectations on 
which such investments were made have 
been belied, there is a real threat of a 
collapse of the speculative bubble, and 
even ol that collap-sc driving the devel¬ 
oped indu.strial nations into a deep reces¬ 
sion. Secondly, it has become clear that 
the restoration of at least a .semblance of 
growth and stability in the Asian region, 
in the economies in transition and in Latin 
America is a prerequisite for .stalling a 
global recc.s.sion. which now is a real possi¬ 
bility. With the consequences of liherulised 
finance being felt clo.scr to home, deve¬ 
loped country governments and the inter¬ 
national fmanciai institutions have woken 
up to the fact that unregulated finance 
creates financial and real instability. 

This reality has generated a degree of 
unprecedented candour even on the parf 
of the IMF. which was hitherto instrumen¬ 
tal in pushing for financial and capital 
account liberalisation in all the develop¬ 
ing countries in which it had any policy 
influence. The IMF's World Economic 
Oittltmk declared; ”lt would he wrong ... 
to attribute financial crises exclusively to 
policy shortcomings in the crisis coun¬ 
tries. Financial crises of the type ex|x:ri- 
enced in Asia and Russia also illustrate 
the difficulties that emerging market 
countries can experience when they sud¬ 
denly become the target for very large 
capital intlows. History is replete with 


»Wj’* 

^sodes in which developing countries 
mive experienced large-scale capital in¬ 
flows ill situations when rotes of return in 
tite industrial countries were telaltvely 
unattractive, for example during periocte 
of cyclical economic weakness, or when 
developing countries have appeared to 
offer particularly promising inve.stment 
opportunities... Complications often arise 
for two reasons. First, becau.se of the 
magnitude of the resulting capital inflows 
relative to the absorptive capacity of the 
recipient countries, the inflows may con¬ 
tribute to surges in property and stock 
market prices a.s well as appreciating real 
exchange rates - asset price bubbles that 
often prove unsustainable. Second, when 
cyclical conditions normalise in creditor 
countrie.s, or when perception of coun¬ 
tries' fundamentals change, investors and 
hanks may no longer find the higher returns 
in emerging market countries worth the 
ri.sk. Bouts of excessive optimism among 
intemational investors followed by epi¬ 
sodes of excessive pessimism can also be 
a pmblem as illustrated by the inadequate 
yield spreads on emerging market debt 
instruments immediately prior to the 
Mexican and A.sian cri.scs, and by the 
excc.ssivc jumps in risk premia in tire wake 
of lhe.se crises, even for countries with 
relatively sound policy records. Indeed, 
such cycles go back hundreds of years. 
Ilmrugh these channels, and in conjunc¬ 
tion With weak financial .sy.stems in many 
emerging market countries, and other 
wcakncs.scs in policies and in.stitutions. 
Iluctuations in the global economic and 
financial environment may therefore con¬ 
tribute to the proneness of emerging market 
countries to crises” [IMF I998b:2{)-2I]. 

It cannot he denied that cxces.sive de¬ 
pendence on foreign capital inflows, es¬ 
pecially short-term debt, is an important 
explanatory factor for the nature and the 
severity of the crisis in ca.st Asia. But a 
liillcr explanation must touch on a related 
set of issues: Why did these countries, 
with remarkably high domestic savings 
and investment rates, choose to invite 
foreign capital Hows of this magnitude? 
And why did capital from the ostensibly 
more transparent and rule-ba.sed financial 
systems in the more developed financial 
markets chooae to invest sums in these 
countries v hich wc know, with hindsight, 
were farhcyondtheircapaciticsto ab.sorh? 

Financial CENrRAU.SAnoN and 
Volatility 

To answer the second question first, we 
need to examine the manner in which 
finance capital ro,se to a pasition of domi¬ 
nance in tl^ global economy and the role 


that cross-border flows of laptal have 
been playing in the process of 
Initially, there were specific developments 
outside the realm of finance itself that 
contributed to an increase in internati<nial 
liquidity, such as the surpluses generated 
by the oil shocks which were largely 
deposited with the international banking 
system. Sub.sequently, financial liberali¬ 
sation increased this overhang (a) by 
increasing the flexibility of banking and 
financial institutions when creating credit 
and making investments, as well as per¬ 
mitting the proliferation of institutions 
like the hedge funds which unlike the 
banks were not subject to regulation: 
(b) by providing the space for ‘financial 
innovation’ or the creation of a range of 
new financial in.strunients or derivatives 
such as swaps, options and futures that 
were virtually autonomously created by 
the financial system; and (c) by increasing 
competition and whetting the appetite of 
banks to earn higher returns. 

The massive increa.se in international 
liquidity that followed these developments 
found banks and non-hank financial in¬ 
stitutions desperately searching for means 
to keep their capital moving. At first, there 
were consumer credit and housing finance 
booms in the developed industnal nations. 
But when those opportunities petered out. 
a number of developing countries were 
discovered as the 'emerging markets' in 
the global financial order. Capital in the 
form of debt and equity in vc.stmcnt.s began 
to flow into these countne.s, especially 
those that were quick to liberalise rules 
relating to cross-border capital flows and 
regulations governing the conversion of 
domestic into foreign currency. Singh 
(1996) has documented tiie abnormally 
large reliance on outside llnance for cor¬ 
porate investment in the more pmminent 
newly indu.striali.sing countries, and of¬ 
fered some proximate explanations for 
thi.s. The result of these developments was 
that there were a host of new financial 
a.s.scts fnim the emerging markets in the 
international financial system which were 
characterised by higher interest rates 
ostensibly becau.se of the greater risks of 
investment in these areas. 

There ore a number of features charac¬ 
teristic of the global financial system which 
evolved in this manner. Principal among 
these is the growing importance of un¬ 
regulated financial agents, such as the so- 
called hedge funds, in the system. Many 
years back the Grmip of 30 had cautioned 
governments that these funds were a.source 
of concern because they were prone to 
“undercapitalisation, faulty systems, in¬ 
adequate supervision and human error”. 


274 


Economic and Political Weekly January 30, 1999 



Though tiedgc futidsTmit originated ito- 
medikely after the second worid war, they 
have grown in number and financial 
strength in recent times. Their number is 
currently placed u between 3,000 and 
4(000 and they are estimated to be man¬ 
aging $300-400 billion of investors' 
money. These investors include major 
international burdcs, which are forced by 
rules and regulations to themselves avoid 
risky transactions promising high returns, 
but u.se the hedge funds as a front to 
undertake .such tran.sactions. 

The operations of the now infamous 
LTCM itlu.sirates one of the roles these 
institutions play. Operating out of the US. 
as most hedge funds do. LTCM managed 
a part of the money of leading hanks, like 
Travelers Group and U BS of Switzerland. 
The fund's principal trading activity was 
based on exploiting the diffcamtials in 
interest rates between different securities, 
ft was to the credit of LTCM". it was 
argued, that it indulged in such trades by 
investing primarily in sovereign debts in 
emerging markets which were more .se¬ 
cure. and yet garnered returns as high as 
40 per cent on capital. What was less 
praiseworthy was the extent to which its 
operations were based on borrowed capi¬ 
tal. On an equity base of a little less than 
$.*i bn. LTCM had borrowed enough to 
undertake invcsrincnls valued at $2(K> bn 
or more. This was possible because there 
was nothing in the regulatory mechanism 
which limited the ex|K>surc of these insti¬ 
tutions relative to their capital ba.se. 

Such flows of credit to a few institutions 
arc signitlcani hecau.se in a world oi 
globalised and liberalised finance, when 
countries arc at different phases of the 
busine.ss cycle and characlcri.sed by dif¬ 
ferential interest rates, capital flows in the 
direction of high returns. Nothing illus¬ 
trates this belter than what tlic markets 
term the 'yen-carry trades'. According to 
the IMF capital markets report for IW 
JIMF IW7:yX-9'>l: "Foreign purchases of 
IIS trea.sui 7 and government agency bonds 
and notes reached $293.7 bn in 1996. and 
there was a further $7S bn of foreign 
purchases of US corporate bonds. Simi¬ 
larly smmg capital inflows to US secu¬ 
rities markets have been apparent in the 
first quarter of I ‘>97: foreign purcha.ses of 
government and corporate iMiiids during 
the first quarter of 1997 were slightly 
above the quarterly average during 1996.... 
Particularly wide interc.st differentials 
between the US and Japan, in conjunction 
with the belief that the Bank of Japan did 
not want the yen to .strengthen in 1996- 
97, were viewed by some laige global 
hedge funds as a potentially lucrative 


situation. Theiie so-atlkd ypn-cairy uades 
involved borrowing in yen. selling the yon 
for dollars, and investing the proceeds in 
relatively high-yielding US fixed-income 
securities. In hindtiight. these trades turned 
out to he considerably more profitable 
than simply the interest dilTcrential, for 
the yen depreciated continuoasly over the 
two years from May 1995 through May 
I‘>97. which reduced the yen liability 
relative to the dollar inve.stmcnt that it 
financed." The implications of these and 
other flows to the US was tliat inter¬ 
national liquidity "was intermediated in 
I IS financial markets and inve.sted abroad 
through purctuLses of foreign securities by 
I IS inve.stor.s ($ 108 bn) and by net lending 
abroad by US banks ($98 bn)” fIMF 
I‘>‘>7:I00]. 

There arc a number of points to note 
here. To start with, the current global 
financial sy.stem is obviously characterised 
hy a high degree of centralisation. With 
US financial institutions intermediating 
global capital flows, die investment de¬ 
cisions ol a few individuals in a few 
institutions virtually determines the na¬ 
ture of the 'exposure' of the global finan¬ 
cial system. Unfortunately, unregulated 
entities making huge profits on highly 
speculative inve.slmenLs are at the core of 
lliat system. 

Further, once there arc institutions that 
are free of the now-diluted regulatory 
s ystem, even those that are more regulated 
are entangled in risky operations. They are 
entangled because they tliemselves have 
lent htrgc sums in order to benefit from 
the large returns the risky investments 
undertaken on their behalf by these insti¬ 


tutions seem to promi.se. They m 4^ 
entangled because the securities tm wMi^ 
these institutions bet in a speculative 
manner are also .securities that these banks 
hold as ‘safe investments'. If changes in 
the environment force the.se funds to dump 
some of their holdings to clear claims that 
are made on them, the prices of securities 
the banks directly hold tend to fall, affect¬ 
ing their assets position adversely. That 
is. there arc two consequences of the new 
financial scenario; it is difficult to judge 
the actual volume and ri.skine.ss of the 
exposure of individual financial institu¬ 
tions; and within the financial world there 
is a complex web of entanglement with 
all finns mutually expo.scd, but each in¬ 
dividual firm exposed to differing degrees 
to any particular financial entities. 

Entanglement takes other forms as well. 
With financial firms betting on interest 
rate diffcrentialsand exchange rate changes 
at virtually the .same time. debt, slock and 
currency markets are increasingly inte¬ 
grated. Crises, when they occur, do not 
remain in one of these markets but quickly 
spread to others, unless stalled by govern¬ 
ment intervention. Finally, the ri.se oi 
finance in the manner described aboyc 
feeds on itself in complex ways. The 
explanation for the liberalisation wave tit 
the dcvciopjng countries is that this py¬ 
ramidal growth of finance, which in¬ 
creased the fragility of the system, wai 
.seen as an opportunity. Enhanced flows 
to developing countries, initially in Ifit 
form of debt and sub-sequcntly m the lomi 
of debt and portfolio investments led te 
two consequences. First, the notion ol 
external vulnerability which underlay the 
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Btterventionisi strategies of the l9S0s and 
1960s no longer seemed relevant ■> after 
all any current accoum deficit could be 
financed, it appeared, with capital inflow.<t 
so long a.s such inflows are ensured. Sec¬ 
ond. growth wa.s now easier to ensiure 
without having toconfront domestic ve.sted 
interests, since imemationni liquidity couki 
be used not merely to finance current and 
capital expenditures but to ca.se any sup¬ 
ply side con.<!traints that may dampen or 
‘ bring to a halt such growth. 

The financial press, the international 
financial institutions and large sections of 
the academic community argued that this 
created an opportunity to launch on an 
integrationisi growth strategy in the de¬ 
veloping countries, since in any case the 
sums required there were seen as a small 
fraction of the international liquidity being 
created by the financial sy.slem. For western 
finance emerging markets were a hedge, 
and tor developing countries international 
finance was an opportunity. A co.sy rela¬ 
tionship .seemed easy to build. It appeared 
that all that was needed was the 
liberalisation of finance and a monetary 
policy that ensured interest rates high 
enough to make capital intlows attractive 
even after adjusting for risk. 

II 

East Asiaa Experience 

In the exse of ca.st Asia, these arguments 
could he di.smts.sed on the grounds that 
growth was hardly a problem. However, 
there is reason to believe that, de.spjte their 
high savings rates, the decision to liberalise 
finance and allow free capital inflows was 
ki part the rc.suli of a growing inability in 
these countries to sustain the expoit-ba.sed 
miracle growth rates that had hiadc them 
the favourites of international capital. It 
is now almo.si universally accepted that in 
terms of the degree of openness and the 
extent of intervention by the state in the 
functioning of markets, the ea.st Asian 
countries pursued widely varying strate¬ 
gies. However, the common element in 
those strategies wa.s the crucial role of 
exports in .su.siaining their high growth 
rates. Unfortunately, successful export 
growth ha.s its co.sts, especially when it is 
such rapid growth that it involves continu¬ 
ously increasing international market 
8 har». It invites retaliatory action from 
countries which arc the targets of that 
export drive, it leads to a loss of GSP 
preferences, it triggers a ri.se in domestic 
wi^e.s. it often results in infrastructural 
bottlenecks. All of this in fact happened, 
and it tended to undenninc the very expoit 
competitiveness that underlay the high 
nites of growth in these countries. 


i^Hiose who extolled the export-orienta- 
tioiti in these countries and the associated 
‘%ing geese’ phenomenon which saw 
such a strategy replicated in new countries 
in the region, recognised this reality. But 
they also presumed that the early new 
iiHtostriaiisers (NIEs) would, in response, 
.successfully diversify into more tech- 
nokigy-iniensi ve, high-end .sectors and sus¬ 
tain their export drive. This was partially 
true. But what also happened is that intra- 
rcgional investment Hows created similar 
capacities as tho.se which characterised 
the 'early east A.sian indu.strialisers’, in 
newer and more competitive locations. To 
the extent that this has rc-suhed in com¬ 
petition within the Asian region among 
tliosc seeking the same markets abroad for 
tlic same products, oldersupplicrshave often 
lost out in (he competitive biutic that ensued. 

Nothing iliu.strates this more than world 
trade in the ‘olTice automation’ and con¬ 
sumer electronics sectors. Most Asian 
countries have expcrienc'cd deceleration 
or decline in their manufactured exports 
since the middle of 1993. and the causes 
for this sudden drop have .still not been 
adequately explored. One factor most 
commonly cited is the .saturation of de¬ 
veloped country markets, particularly for 
the office automation and telecom equip¬ 
ment segment and the machinery and trans- 
pon equipment category. In the case of 
mast of these counlric.s these accounted 
for an overwhelmingly targe share of total 
exports. The slow-down of trade growth 
III these categories is therefore seen to 
have had a disproportionate effect on 
exports from these countries. 

If we examine the relative shares of 11 
pnxluct groups in total merchandi.se trade 
in 1996, wc find that since 1985, these 
shares have varied little, with two excep¬ 
tions: the share of mining products has 
declined from 22 to 11 percenKdiie mainly 
to a decline in the value of trade in pe¬ 
troleum), while that of machinery and 
transport equipment has increased from 
31 to 38.8 per cent. Two items of signifi¬ 
cance within the latter category were office 
machines and telecom equipment and 
automotive products, whose share of 
merchandise exports stood at 12.2 and 9.2 
per cent, respectively, in 1996. Of these 
two, olTice automation and telecom equip¬ 
ment constituted a major expoit for 


develdj^ng Asia (cxehKMng Anstrajia. 
Japan and Nbw Zealand), accQuhrity for 
26.3 per cent of their total merrimndise 
trade in 1996. If the 1996 shares are 
compared with those for 1984, the share 
of office and telecommunications equips 
ment in world merchandise trade n^y 
doubled over the 12 years, from 6.3 to just 
over 12 per cent. Thus, telecommunica¬ 
tions and office equipment have made 
important contributions to worid trade 
growth in recent years, with rates of export 
growth which were higher than the aver¬ 
age for all commodities. It amid therefore 
be argued that a slump in the market for 
those commodities would have affected 
Asian trade performance quite adversely, 
given the importance of those commodi¬ 
ties in ea.sl Asia’s export basket. 

This argument carries weight for a 
number of reasons: (i) if we take the .six 
principal item.s of consumer electronics. 
oITtce equipment and telecommunications, 
the eight ea,st Asian economics accounted 
for 46 per cent of developing country 
exports of these items and 9.3 per cent of 
world exports in 1990-91: (ii) these com¬ 
modities accounted for a significant share 
(15.4 (ter cent) of merchandise exports 
from the.se eight countries; and (iii) since 
these were the most dynamic areas in 
world trade growth during the last decade 
and a half, east Asian success in exports 
in these areas would have allowed them 
to ride the boom in this .segment while 
being iasulated frt>m the slump in others. 
This partly explains the divergence in the 
growth performance of the.se eamomtes 
comptued with the re.st of the world. 
However, what is perhaps more crucial is 
that the saturation in the market for these 
items has set olT a competitive struggle 
among economies in the region which 
becauscofintra-regional inve-slnnent flows 
have speciali.scd exce.s.si vely in these areas. 
Winners in that battle like the Iliiiippines 
or those which have not specisdi.sed in 
such products have been the gainers. The 
Philippines doubled its exports of office 
automation and telecom equipment in two 
years, from $3,047 million in 1994 to 
$10,056 mn in 1996. The.sc items ttere- 
fore came to account for almost half its 
merchandise exports in 1996. Such growth 
must have triggered a price war be.sides 
stowing export growth in other Asian 


Table 2: Capital Plows to Developinc CouNntiEs/EMERuiNCi MAUxiiTs 

(S tm) 


Source 

199.5 

1996 

1997 

I9<^>8 

1999 

Net private flows; IMP 

147.3 

190.9 

131.8 

87.6 

104.1 

Net private flows; IIP 

228.1 

« 

.307.6 

241.7 

158.2 

158.3 


Knif. The lip's figures relates to what it defines as 29 emerging inatkets. 
Soun e: IMP (1998) and IIP (1998). 
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et^nomies. On ttK other hand, China in 
at^Mry in which none of thete products, 
excepting radio broadcast receivers, fea¬ 
tured in its list of principal exports. Its 
ex}>ort dynamism is based on a number 
of traditional manufactured exports like 
textiles and clothing for example, which 
accounted for 25 per cent of its manufac¬ 
tured exports in 19%. That is, China's^ 
trading strength lies in areas in which the 
leading ca.st Asian traders have lost their 
compelittvenesK much earlier, forcing them 
to gradually vacate the markets for such 
exports. 

Thu.s. the trade experience ol the cast 
Asian countries afflicted by the currency 
crisis has indeed been spccitlc, inasmuch 
as it retlecLs a fall in export volume growth 
and unit values triggered by an excessive 
specialisation through relocation in areas 
where capacity growth has come to ex¬ 
ceed market growth. It was to deal with 
these problems inherent in the strategics 
they were folittwing that many of these 
countries chose to diversify out of manu¬ 
facturing into services in general and 
Tinancial services in particular. Both South 
Korea and Thailand shared ambitions of 
bearming the financial hubof the cast, and 
seeing a sharp ri.se in the services com¬ 
ponent of their GDP. Financial 
liberalisation was Ihercforc seen as the 
means to achieve this end. as well as meet 
pressures fr<un the dcvelopetl industrial 
nations to open up the financial sector as 
a quid pro quo for keeping open dcvel- 
oped-c<»untry markets for manufactured 
exports Irom the east. As a result, during 
the eaily I99().s. almost all ea.st Asian 
countries liberalised their financial .sec¬ 
tors and allowed local corporal ions, hanks, 
and cK)n-bank financial institutions to freely 
accc.s.s international capital markets with 
little commitment ti) earn the foreign 
exchange needed to .service the costs of 
such access. 

But that was not all. An appreciating 
real exchange rate encourages investment 
in non-lradabic sectors, the most obvious 
being the property market. Given the 
differential in interest rates between do- 
metaic and international markets and the 
lack of any prudence on the part of inter¬ 
national lenders and investors, local agents 
borrowed heavily abroad to directly or 
indirectly invest in the property and sKKk 
markets. The resulting btxtm generated 
the incomes to keep domestic demand and 
growth growing at relatively high rates. 
This soon resulted in signs of macro¬ 
economic imbalance, not in the form of 
rising fcscal deficits financed by the govern¬ 
ment mint, but a current account deficit 
retlecting the con.sequcnces of debt- 


financed privaie proiRigpey. It was in¬ 
evitable that this would soon result in a 
coltapseof investorconfi'dence. When diat 
did occur, capital was pulled out and 
currencies depreciated, those with dollar 
commitments in the offing roshed into the 
market to purchase dollars early and ciu 
their losses. The spiral ccUitinu^. gener¬ 
ating a liquidity crunch and a wave of 
bankruptcy [Chandrasekhar and Ghosh 
I99K clabiirate this aigument]. This is 
something which is ra;ognisedby the IMF 
as well. 

Despite such knowledge, there still 
appears to be no rorgivcnc.ss on the pait 
of the IMF. in terms of changing the core 
policies it prescribes for developing coun¬ 
tries facing balance of payments difTicuI- 
ties. In particular, international policy¬ 
making circle.s still refuse to cometo terms 
with the link between export dependence, 
financial openness and instability. Even 
(hough the IMF has belatedly diluted its 
basic remedy of high imcrc.st rates, cuts 
in government .spending and other defla¬ 
tionary measures which have exacerbated 
the crisi.s. it appears to be anxious toen.sure 
that the most obvious conclusion regand- 
ing the need to regulate capital flows is 
not drawn, and that other developing 
countries do not follow Malaysia in insti¬ 
tuting some forms of currency c'ontrol. 
further, it fears that faced with inadequate 
capital flows, developing countries may 
ho encouragcti to partially in.suiatc their 
economics, thereby creating a national 
space within which they could seek to spur 
growth with government spending. Thus, 
in the IMF's view, “in all countries, it is 
particularly important that the difficult 
external environment docs not lead to 
defensive exchange rate and trade actions 
with negative international consequences 
or to market-closing mea.sures’’ [IMF 
199Ka:41. Ail this is seen as a prerequisite 


' ‘ ' *" ‘Vl 

for ie.storing foreign investor crmfitteiMiev 
and wooing back the same foreign capHd^^' 
which had created all the problems in the' 
first place. 

There has been widespread criticism of 
the IMF’s east Asia strategy. not only fttim 
the World Bank, but from independent 
analysts [Veneroso and Wade 1998; 
Bullard et al I99R] and even those who 
were earlier very bullish about all forms 
of economic openness and globalisation. 
Thus, in a recent article, Radelet and Sachs 
(1998:1) critici.se main.stream assessments 
of the crisis by pointing out that just as 
Jawaharlal Nehru had once remarked 
that history is written by the victors, .so 
“financial history, it seems, is written by 
the creditors”. They admit that “the crisis 
was not the inevitable result of an Asian 
capitalist model, but rather, an accident of 
partial financial reforms that exposed these 
economies more directly to the instability 
of international financial markets” 
(Radelet and Sachs 1998:23]. The implb 
cation is that continued financial openness 
is inimical to recovery. 

Despite its unpopularity. IMF continues 
to hold what is still in es.sunce its earlier 
position. This rellecLs not only the .struc¬ 
ture of power within that organisation, but 
also the persistence of its beliefs regarding 
how current capitalism works. The IMP 
obviously believes that restoration of 
capital inflows is the only viable route to 
recovery in these countries, and that 
lihcralksation aimed at facilitating .such 
flows and macro-economic and finandal 
policies aimed at attracting them form the 
only acceptable response to the crisis in 
these countries. Such beliefs arc based Ott 
the premiss that investor confidence in a 
world of gkrbalised finance is country- 
specific and that the ‘fundamentals* thm 
spur such confidence arc not undermiried 
by greater financial openness. 


Tabu, 3 ; Capital Fuiws to Emekoinc, Markko, 


(tl Im) 


Coiiipiincntfi 

1995 

1996 

1997 

1998 

1999 

C urrciit account balance 

-95 

-95,4 

-76.2 

-44 8 

-27 1 

Net exiernal financing 

267.8 

3II.I 

282.4 

2(«).4 

184.6 

Private flowN, ncl 

228,1 

307.6 

241 7 

158.2 

158.3 

Equity inveslincnl 

106.7 

128.2 

144.9 

116.7 

119.9 

1 Tired 

82.2 

94.9 

119.7 

105.9 

lot,8 

Portfolio 

24.5 

33.4 

25.2 

10.7 

18.1 

Private creditors 

t2l.4 

179.3 

96 8 

41.5 

.38.3 

(oiiiinercial banks 

10.3.1 

113.3 

22 2 

-0.7 

11.9 

Non-bank private creditors 

18.3 

66 

74.6 

42.2 

26.4 

Official riow.s, ncl 

39.7 

3.5 

40.7 

42.2 

26.3 

liiicraational linancial instituitons 

20.4 

7.2 

28.3 

.32.2 

14. t 

Bilateral 

19.3 

-3.7 

12.4 

10 

U.2 

Resident lending/othcr 

-77.7 

-128.6 

-161.3 

• 115.9 

■95.7 

Reserves change 

-95 

87.1 

-44.8 

-39.7 

-61.8 

Memo net short term 

-54.5 

62.1 

-14 

-42.6 

t.S 


Soun t: IIP (May 1998). 
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Natiwe uh lNVE<ntm OmnoENCE 

Cunsidcr (he argument that investor 
conlldence is country- or region-specific. 
It is now clear that (he all-loo-brief period 
when the financial markets of .some de- 
/velopipg countries and economies in tran¬ 
sition were seen as the favoured destina¬ 
tion of international inve.stors. is over for 
.the time being. The outiiKik for most 
emerging markets is muddy if not defini¬ 
tively negative. According to IMF project 
tions. total net capital flows to all devel¬ 
oping coumries are likely ti> decline from 
lost year's levels by more than $90 bn. or 
around 40 per cent. Table I gives more 
detailed e.stimutcs from the IMF tor Asia. 
Latin America and east European econo- 
nuesin traasition. As expected. Asia shows 
the mo.st dramatic change, which is not 
simply a decline hut a reversal to a sub¬ 
stantial net outllow of more than $18 bn 
[IMF I998cl. 

Data on gross private financial flows to 
emerging markets indicate that gross (or 
new) financing peaked in the second and 
thtr([ quarters of 1997, and (hat.in the first 
half oi' 1998 it was running at about half 
of pre-crisis levels. Asia has accounted for 
most of the decline in gross flows since 
mid-1997. but flows to other regions have 
afcio been adversely affected. In August, 
gross financing virtually dried up. rctlcci- 
ing the turbulence in Russia and other 
emerging markets. As a result of all this, 
net private capital flows in 1998 as a 
whole have been estimated by the IMF to 
be a further $44 bn lower than in 1997, 
at around $87.0 bn. This is less than half 
the net inllow recorded in 1996. 

A survey by a private agency, the 
Washington-ha.scd Institute for Inter¬ 
national Finance (1998). has come up with 
Similar indicators of a likely decline in 
finance to emerging markets in the fore¬ 
seeable luturc, though the estimates of the 
IlF of capital flows to emerging markets 
are for higher than the IMF's figures for 
developing countries (Table 2). The HP's 
estimate of disaggregated flows is pre¬ 
sented in Table 3. The IIF report high¬ 
lights the following important features of 
capital flows to emerging markets; 

(1) Net private capital flows to 29 major 
emerging market economies arc pnijccted 
to fall to a little below $160 bn in 1998 
from $240 bn in 1997 and a peak of over 
$3(M) bn in 1996. This fall reflects both 
the direct impact of the financial crises in 
Russia and Asia and consequential efl'ects 
traasmiticd through financial markets. 

(2) Lending by private creditors is pro¬ 
jected to lull to $42 bn in 1998 from 
$97 bn in I‘>97 and $180 bn in 1996. Net 


lading by commercial banks is projected 
lit about zero this year as net repayments 
Asian economies will offset positive 
lading to emerging market economics 
elsewhere. 

(:') Secondary market spreads on emerg¬ 
ing market bonds have widened very 
.Htib.suntially after the Russian devalua¬ 
tion and unilateral moratorium in mid- 
August, although there has been some 
nuxleratiun very recently. The UFbelieves 
that in many cases these spreads now 
substantially exceed levels that correspond 
to a realistic assessment of default prob¬ 
abilities in individual countries. 

(4) New issuance of credit has virtually 
come to a halt as borrowers are generally 
unwilling to pay current spreads and 
invc.stor appetite for risk has declined 
dramatically. Bond issues from emerging 
market economies rcjtched $63 bn through 
.September compared with $93 bn in the 
same period last year. 

(.5) If It is a.s.sumed that spreads on emerg¬ 
ing market bonds and other borrowing 
will narmw and access to international 
capital markets will gradually he restored 
for creditworthy borrowers, then the IIF 
projects that net flows from private credi¬ 
tors will again reach about $40 bn in 1999. 
I lowcvcr, a sub.stantiai part of this lending 
will be involuntary (in the form of debt 
re.scheduling rather than fresh loans), as 
some economies including Russia and 
Indonesia are expected to incur interest 
arrear.s. 

(6) Direct equity investment has been 
relatively less affected by recent financial 
cri.se.s and at $ 106 bn is projected to account 
forovertwo-thirdsof private capital flows 
this year. Portfolio equity flows, in con- 
ira.st. are pmjected to fall to only $11 bn 
this year from $26 bn last year, as emerg¬ 
ing equity markets have fallen steeply and 
inflows seen in the first half of this year 
have been partially reversed. 

It is now generally accepted among 
observers of varying ideological and 
analytical persuasion, that this is not a 
iiautcncy (hat will quickly reverse itself. 
Even tlic IMF. generally the lust multi¬ 
lateral economic institution to accept any 
unplea.sant reality, has conceded in its 
WoHifEconomic OutUmk (19‘>8) (hat there 
is a real ri.sk that the recent panic may fail 
to subside . ir some time. This is likely 
to imply significant net outflows of for¬ 
eign capital from many economies, as 
already witne.s.scd in the Asian crisis 
countries and in Russia. The growing fear 
and iasecurity among market participants, 
which is reflected in the large yield spreads 
.seen recently, could become .scif-fulfiling 
and result in the prolonged (lisruption of 


intematioflal financial flows wHh sevpiiely 
depressing^ffects on economic activity as 
. well as on world trade. 

What is important to note here is that 
the crisis - in the specific form of dramatic 
reduction in net capital inflows - is cur¬ 
rently attacking virtually all emerging 
markets, not simply those which have been 
identified as having specific domestic 
problems or which are perceived as par¬ 
ticularly risky prospects. This is essen¬ 
tially a repetition of a historicaji pattern in 
international lending and portfolio invest¬ 
ment which can be traced over more than 
a century, whereby problems of repay¬ 
ment or potential default in one recipient 
country have led to dramatic declines in 
all such inflows to all developing coun¬ 
tries. rather than being confined to the 
individual transgrc.ssor. International lend¬ 
ing to developing countries has always 
been characterised by such cycles, and 
sharp collap.ses in such flows consequent 
upon repayment problems of a small sub¬ 
group of debtors, are evident in the 192()s, 
1930s, and of course in the external debt 
crisis of the 1980s (Kindlcbcrgcr 1986]. 
The current talk of 'contagion' - as if it 
were a qualitatively new market phenom¬ 
enon - misses this obvious hi.storical point. 
It has typically been in the nature of private 
international capital to move in such a 
manner, and the current expansion of global 
finance has only accentuated such a ten¬ 
dency. 

Liberalisation and 1nve.stor 
C oNFIDENrE 

The .second difficulty with the IMF's 
revised perspective is its failure to .see that 
the fundamentals which may become 
crucial for the sustenance of investor 
confidence can be undermined by 
liherali.satiun itself. Not surprisingly, when 
the crisis which was brewing for more 
than a year, first broke out with the de¬ 
valuation of the Thai baht in July 1997, 
mainstream international opinion, influ¬ 
enced by the international financial insti¬ 
tutions. argued that wmng domestic poli- 


Tabi.e 4: Thailand - GDP Growth Rates 
(I9KK Prices) 

(Per < ent fter annum) 


Year 

Overall Manufaduring 

Agriculiure 

1989 

12.2 

16 

9.6 

I9i«) 

11.2 

15.7 

-4.7 

1991 

8.6 

lt.7 

7.2 

1992 

8.2 

11..^ 

6 

1993 

8.6 

112 

0 . 

1994 

8.9 

9.3 

5.3 

1995 

8.7 

11.2 

2.5 

1996 

5 5 

6.9 

3.8 

1997 

-0.4 

0.2 

1.5 


Source: Bonk of Thailand. 
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c^jjs tn'iheM! uouniries 'were Kspom;ible 
tidr the crisiii. The thrust of the analysis 
u^riying tiiiat opinion was the idea that 
private profligacy financed by a non-trans- 
paent. state-directed financial and hank¬ 
ing system, had tiieileda speculative boom 
ba!!Cd on capital flows from ahntad. This 
tendency was in turn attributed to irratio¬ 
nal and corrupt collusion between the state 
and private capital in these countries. The 
boom it.<>elt was seen to involve unwar¬ 
ranted expansion of overgeared pnxluc- 
tivc enterprises as well as speculative 
inve.stments in the property and stock 
markets. When developments in inter¬ 
national trade triggered a slow-down of 
gn>wth in these economics and tlicir ‘fun¬ 
damentals' ostensibly came up for scru¬ 
tiny. it was inevitable according to this 
view that a collapse steered by a lo.s.s of 
investor confidence would ensuj:. 

The real change in terms of analysis is 
that now the situation where countries 
become dependent on foreign finance, in 
excess of their absorptive capacity, is 
blamed nut merely on governments and 
private agents in cnietging markets hut on 
the international tlnancial players as well. 
And the conclusion that is drawn i.s not 
that cminirics should turn their hacks on 
such llnance and pursue a more in.sular 
strategy which discourages the use ol 
foreign capital innows.hut that they should 
adopt more prudent inacni-cconomk; strat¬ 
egics and that they and international in¬ 
vestors should .strive for greater transpar¬ 
ency in the financial sector to ensure that 
only the best users are in a position to 
access capital and lluil such u.scrs and the 
international in\ cslors arc not denied what 
are seen as murket determined profit 
opportunities. 

Ill lad. one very common conclusion 
that has been coivstantly mpeated since the 
start of the Asian crisis in mid-1997 is the 
importance of ’miuihI’ macro-economic 
policies, once liiiaticial Hows have been 
liberalised. It has been suggested that 
countries like Thailand. South Korea and 
Indonesia have laced .such problems hc- 
cau.se they allowed their current account 
deficits to become too large, reflecting too 
great an excess ol private domestic invest¬ 
ment over private savings. This belated 
realisation is a cliuiigc from the earlier 
obsession with govcmtmmt fiscal deficits 
as the only macro-economic imbalance 
worth caring a^tul. hut it still misses the 
ba.sic ptiini. This point i.s Ihtit, with com¬ 
pletely unbridled capital flows, it i.s no 
longer pos.sible for a country to ctmirol 
the amount of capital inflow or outflow, 
and both movements can create conse¬ 
quences which are undesirable. If. for 


example, a country is suddenly chosen as 
a preferred site Ua foreign portfolio in¬ 
vestment, it can lead to huge inflows which 
ill turn cause the currency to appreciate, 
thus encouraging invc.stmcnt in non- 
iradubles rather than tradable.s. and alter¬ 
ing domestic relative prices and therefore 
incentives. Simultaneously, unless the 
inflows of capital are simply (and waste- 
billy) stored up in the form of accumulated 
lorcign exchange reserves, they must* 
necessarily he associated with current 
account deficits. The large current dcflcits 
in Thailand and elsewhere therefore were 
nccc.s.sary by-pnxlucts of the surge in 
capital inflow, and that was the basic 
mucro-cconomic problem. This means that 
any country which does not exercise some 
svirt ol control or moderation over private 
capital inflows can be .subject to very 
similar pres.surcs. These (hen create the 
conditions forthcirown eventual reversal, 
when the current account deficits are 
suddenly perceived to be too large or 
iinsuslainahic. In other words, what all 
this means is that once there are com¬ 
pletely free capital flows and completely 
open access to external borrowing by 
private domestic agents, there can he no 
■prudent' macro-economic policy; the 
overall domestic balances or imbalances 
v'ill change according to the behaviour of 
capital flows, which will themselves re¬ 
spond to the economic dynamics that they 
have set into motion. 

That is not all. When this dynamic results 
in a crisis following a collap.se in capital 
Hows, restoring gmwih within an open 
environment of the kind that the IMF 
insists on proves near impossible. This is 
hccau.se the structure of an open regime 
(which i.s also open financially) is such 
I hat growth comes lodcpcnd not on exports 
but investments in non-aradahics. particu¬ 
larly certain services and in a.s.set markets, 
financed with capital inflows. Reversing 
this dependence on non-tradables and 
services itself requires large inve.stmcnts, 
in order to restructure cxi.sling and create 
new internationally competitive capacities. 
However, the economic contraction or 
slow growth that follows the collapse in 
investor confidence makes it impo.ssible 
to rebuild that confidence in adequate meu- 
Kua*. One way in which the IMF has sought 
lo deal with this problem is to relax its 
I iscal deficit targc(.s incounincs that accept 
its conditions about opcnnu.ss. However, 
since pump-priming the sy.slem within an 
open regime inevitably widens the current 
uccounit deficit and nece.s.sitates capital 
inflows, there arc limits to which even this 
strategy can be pursued, detennined by 
the ability of the IMF to organise the 


necessary foreign capital. In the 
recovery in the.se oainomies proves 
sive and they are stuck <>n a trejectoiy 
which worsens the burdens of adjustmew 
heaped on the population, which is rav¬ 
aged by unemployment and an erosion of 
real earnings. 

Sustainable recovery in these countries 
requires a different .strategy, h involves a 
turn away from the excessive openness 
resulting from the mud pursuit of easily 
acces,scd foreign capital. For a time, (he 
sheer availability of .such finance, at least 
for a minority of nighly publicised emerg¬ 
ing markets, had convinced developing 
countries that the problems of external 
vulnerability which had warranted the 
earlier import .substituting industrial poli¬ 
cies are no longer relevant. Now. how¬ 
ever. there is greater realisation that these 
problems of external vulnerability have 
not gone away, and can be as vicious os 
ever. This has meant a revival in policy 
ideas that arc hosed on some degree of iru 
sulalion fnim the vagaries of international 
markets, particularly financial markets. 
While a full return to the earlier forms ol 
import-substituting regime is obviously 
not advisable, the only way in which fiscal 
deficits can be u.scd to trigger growth is 
inhere exists an ‘areaofcontror insulated 
from the debilitating consequences of Uw 
free flow of capital, goods and services, 
llnfortunatcly, while the IMF is wilHiq 
to relax its fiscal deficit targets, it is still 
completely against control and regulation 
over trade, exchange rates and capital Mows 

To enrniborate these conclusions, w< 
examine in what follows the po.st-cri$l! 


Taw.!: S- Tmaii.ani> - Tram Growth Rates 


Period Expons 

Imports 

IW6 -l.v 

0.6 

1997 ^ S 

• 13.4 

inn-Junc I99K -4.1 

-.39 

Souire. Bank of Thailand. 

’ 

Tabu. 6; Thailand - BAi ANni or Trai* 

(1 S $ iiui 

1996 

-16148 

1997 

-4614 

Jtuluary-Junc I99S 

.S726 9 

July-Ocinbcr fWS 

4256 

Sourer. Bunk of Thailand 


Tahu- 7- Thau ano-Annhai.isi-.o RaO: op 

Inflation 


1997 

7.7 

January-Junc 1998 

9.7 

July 1998 

10.0 

August 1998 

7.6 

September 1998 

7.0 

October 1998 

5.9 


Source: Bank of Thailand. 
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adjustment experiences of South Korea 
and Thailand. Urc factors leading up to 
the crisis in these countries are essentially 
similar to iho.se elaborated above, in that 
liberalisation of various mturkets played a 
role in creating the macro-economic con- 
dition.N for crisis. However, we do not 
concentrate im these, which have been 
described elsewhere [Chundrasekhar and 
Ghosh 1998: Ho-Joon Chang l998;Pasuk 
1998; Lauridesen 19981 but on develop¬ 
ments after the onset of the crisis in mid- 
1997. Thailand illustmtcs an instance 
where the pursuit of (MF-stylc policies 
has not managed to rc.stoFc investor con- 
fittencc. with devastating effects on the 
economy and especially on the poor. The 
South Korean ca.se indicates that even 
such a restoration of investor confidence 
need not he enough to generate an adju.st- 
ment leading to economic recovery. 

Ill 

IMF and Economic Depression 
in Thailand 

Recently. Jayasankar Shivakumar. the 
World Bank's director for Thailand, 
declared that “ten years will pass before 
the structural reforms take elTcct and 
prosperity can he measured for the va.st 
majority of people". IMF and World Bank 
officials have never been known either for 
their sensitivity or for their eagerness to 
avoid thedeva.siaitng effects their.scvcaiied 
'reforms' have on the majority of the people 
in countries (hat follow their advice. Even 
so. this quotation is remarkable for the 
ca.sual manner in which a medium-term 
pro.speci of continued economic di-sasier 
is prophesied for Thailand. It is even more 
remarkable given the alacrity and humility 
with which the Thai government has in 
general accepted the economic policy 
advice of the IMF and the World Bank 
in its attcorpi to counter its current crisis. 
Clearly, if the Tluii people must continue 
to suffer for the ncx* decade, the blame 
for this must also lie with (he.se policy 
advisers, who have been closely a.ssoci- 
ated with the .strategics which arc causing 
such suffering. 

As late as November 1996, when it was 
already apparent to diiiceming ob.scrvcrs 
that the 'Thai economy wa.s heading for 
dtfficuitie.s, Michel Camdessus, manag¬ 
ing director ot the International Monetary 
Fund, publicly upheld Thai land as a model 
of macnveconomic policy for other de¬ 
veloping countries. In Augu.st 1997. after 
signing the first of a recent series of letters 
ol intent with the Thai government, he 
once again approved of the government’s 
proposed policies to deal with the current 
crisis, which he felt would “decisively 


in marled 

Fund officials have 
continued to insist (hat the policy package 
adviKated by the IMF is the only possible 
way to deal with the crisis, and have also 
accepted that the Thai govenunent has in 
general followed their recommendations 
without demur. 

Yet in the period from Augast 1997. the 
. IMF has been through ito less than six 
'letters of intent' with the Thai govern¬ 
ment. as continuously deteriorating eco¬ 
nomic circumstances render the earlier 
agreements irrelevant. For most disinter¬ 
ested observers, it is now clear that the 
IMF policies havecontributedsignincantiy 
(o the deterioration : rather than helping 
to form the .solution, (he IMF has defi¬ 
nitely been a major part of the problem. 
The IMF approach was initially based on 
two broad planks of fi.scal compression 
and tight monetary control, both of which 
added to recessionary tendencies in an 
economy who.se basic initial problem in 
the current crisis was asset deflation. This 
real economy recession, along with con¬ 
strained accc.ss to credit, has in turn meant 
that Thai companies have faced greater 
difficulties in repaying loans, which has 
made the hank.s worse off. further adding 
to (he financial sector problems. The 
continuing interaction between these 
downward pressures has led to the eco¬ 
nomic depression which is now sweeping 
across Thailand. 

The explicit aim of IMF's strategy in 
I'haiiand. as elsewhere, is to restore for¬ 
eign investor confidence, in the hope that 
a renewed inflow of foreign capital will 
allow economic growth to re.suine. To this 
end (and also as part of the overall dogma 
of reducing the role of government) it has 
pn)poscd extensive privati.sation of public 
assets, with the sales open to foreigners, 
as well as greater openne.ss to foreign 
invc.s(mcnt and ownership in areas such 
as real e.statc. Measures .such as an expan¬ 
sionary fiscal strategy to counter reces¬ 
sion, to be financed by rai.sing taxes, are 
explicitly ruled out. So the only hope of 
recovery mu.st rest with foreign investors 
who have to be enticed to come back into 
Tliailand with large net inflows through 
whatever means pos.sible. It is interesting 
that this ^c^ival of foreign investor con¬ 
fidence was hoped for in an economic 
context in which even domestic investor 
expectations arc bearish in the extreme, 
with domestic markets shrinking and costs 
nsing bccau.se of rising import costs and 
tighter credit. 

It is not surprising that such a strategy 
has failed, nor that it has been as.sociated 
with worsening economic conditions such 


tiitt Qiitput tvgets have had fohe.t;^^* 
ally revised downwards. The recession, 
which has now really become a full-scale 
depression, has ^so meant that the fiscal 
targets set by the IMF cannot be met 
despite the Thai government’s ruthless 
cuts in a whole range of necessary devel¬ 
opment and welfare expenditure. 

Thailand’s record of fiscal sutpiases 
came to on abrupt halt in 1997 when the 
government announced a deficit of 3L1S 
bn baht - the first such deficit in lOyeors. 
For 1998, the government had originally 
promised to the IMF a budget surplus of 
I per cent of gross domestic product, or 
about SO bn haht. for fi.scaf 1(^8, ending 
in .September. This wa.s supposedly to 
offset the interest costs on debt incurred 
through the Bank of Thailand’s efforts to 
prop up failing financial institutions. To 
meet the target the government slashed 
more than 200 bn baht from the fi.scal 
budget through five rounds of cuts. Value 
added tax was increased from 7 per cent 
to 10 per cent while petrol tax jumped one 
baht a litre. Excise t^eson imported luxury 
goods such as wine and clothing also 
increased. 

The economic contraction in the first 
half of 1998 forced the government to 
reconsider this fi.scal strategy. Tax rev¬ 
enues were sharply down (except for value- 


Ta8le 8; South K»ki:a - Q(iahti:kuv Growth 
Ratl.s 

(Per l enll 


Period 

GDP 

PFCE 

GCF 

1997 QI 

5.7 

44 

0 3 

1997 Q2 

6.6 

5 1 

0.2 

1997 Q.1 

6.1 

5.1 

-3.7 

1997 Q4 

3.9 

-02 

-9.8 

1998 01 

-3.9 . 

-9.7 

23 

1998 02 

-6.8 

■129 

-29.8 

1998 Q.1 

-6.8 

-11.8 

-28.3 


Note: PFCE = Private final consumption 
expenditure. 

CCF = Cnis.s capital fonnalion. 

Siiuire. Bank of Korea. 


Table 9; South Korea - Trade Pbrkormance 

(S '000} 


Period 

Exports 

Import .s 

CAB 

Avg l.st half 

10875.9 

12402.0 

-1679.3 

Avg 97 3Q 

11393.9 

11895.9 

-487.8 

Avg 97 40 

12242.3 

11505.6 

1664.6 

Jan-1998 

9007.1 

7526.6 

3069.2 

Feb-1998 

11222.5 

8006.5 

4128.9 

Mar-1998 

12010.1 

8.3.58.1 

.3630.4 

Apr-1998 

12063.6 

8243.8 

3.590.3 

May-1998 

II3I0.I 

76.52.1 

4056.1 

Jun-t998 

11466.5 

7749.4 

3262.5 

Jul-t998 

100.37.6 

70W.0 

3814.2 

Aug-1998 

9726.8 

7119.3 

2169.6 

Sep-1998 

10861.8 

7255.3 

3643.0 

Oct-1998 

10837.6 

7657.5 

2747.5 


Source-. Bank of Korea. 
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the signifiontty increased the fo^ 
eign^xchangeiossesorthecorporate sector 
and ^mestlc recession also kept proflu 
low. ^Maintaining the I per cent budget 
, surplus become next to impoMibie. Hie 
(thtM letter of intent with the IMF. signed 
in February, conceded this. Instead of a 
I per cent of GDP surplus, the Thai 
govonment was aflowed to run a deflcit 
of up to 13 per cent of GDP for the central 
budget aiid 0.S per cent for state enter¬ 
prises. 

But even the new targets proved un¬ 
reachable, as the economic recession 
continued to wreck havoc on tax collec¬ 
tions in the first quarter. A new revision 
was necessary by May when the fourth 
letter of intent was drafted. In this, the 
overall public sector deflcit target under 
the programme for 1997-98 was changed 
from 2 per cent of GDP to 3 per cent, 
with some fiO bn baht to be allocated for 
strengthening the social safety net and 
ongoing public works projects. The fiscal 
target for the next year was also changed 
* from balanced budget to a small deflcit 
of I per cent of GDP. 

The next quarterly review, known as the 
fifth lettcrof intent, which came in August, 
once more revi.sed the fiscal targets. Under 
the agreement, the 1999 budget, which 
began in October 1998, was to have a 
deficit target of 3 per cent of gross domes¬ 
tic pnxiuct, the same as the 1998 budget. 
This included a central budget deficit of 
I per cent of GDP, with the remainder 
from .slate enterprises. It excluded the 1 .5 
per cent of GDP budgeted for financial 
restructuring costs, including domestic 
bond issues by the Financial Institutions 
Development Fund and other costs from 
the reform package announced on August 
14. Monetary policies were to be main¬ 
tained. especially since short-term rates in 
the money market had fallen from 20 per 
cent earlier in the year to about 10-12 per 
cent. However, short-term interest rates, 
it was argued, should be “promptly raised 
to counteract speculative pressure.s’’. The 
government's priorities were to be cor¬ 
porate debt restructuring and financial 
reform measures. Both were seen as 
“c.s$ential to re-establish noimal market 
relations, altow the resumption of credit 
flows, and support a recovery of the pri¬ 
vate sector”. 

The most recent quarterly review, or the 
sixth tetter of intent dated December I, 

1998, goesevenfurther.Theoverall public 
sector deficit for 1998-99 is now targeted 
at about S per cent of GDP, higher than 
the previous target by about 2 per cent of 
GDP. In addition, the interest casts of 


flnaheiad restiuctutiM; aResflmated at 3 
per cent of OEMP of wM^.; as indicaied 
in our memorandum on economic policies 
(MEP) of August 25, 1998. the govetn- 
niertt will 'flscaiise' up to I.S per cent of 
GDP of imerest costs in 1998-99. 

The latest review thus suggestsihat while 
the IMF may have learned something from 
the debacle so far. it is nowhere near 
enough for it to provide a viable way out 
of the crisis. In allowing the government 
to run a modest deficit, the IMF has 
acknowledged that public spending may 
he one of the few ways to stimuli the 
economy, given the shortage of private 
capital available for productive invest¬ 
ment and expansion. In fact, in an IMF 
relea.se managing director Michel 
C'amdessus “welcomed the easing of fiscal 
policy, and the .strengthening of the social 
safety net”, because ‘1he.se factors, along 
with the .significant interest rate reduc¬ 
tions that have taken place in recent months, 
will provide a strong foundation for eco¬ 
nomic growth next year.” However, the 
agreement tacks sufficient measures to 
help spur the economy and ease un¬ 
employment. To start with, it fails to 
recognise that the growth-inducing con¬ 
sequences of higher deficits would be 
limited for two reasons: first, higher defi¬ 
cits do not reflect higher spending, but a 
fall in tax revenues far greater than in 
spending; and second, the new demands 
generated by enhanced spending could 
well spilloverin the tbrmofhighcrimports 
rutlier than higher domestic production. 
Further, the package focuses additiibnal 
spending on corporate and financial-re¬ 
structuring rather than on the expansion 
of employment opportunities. Thai critics 
have already argued that this will basically 
waste hundreds of bns attempting to bail 
out now-defunct finance companies whose 
major shareholtters have long since cashed 
out and headed into comfortable exile 
abroad. 

The resources‘for this bail-out of the 
private corporate sector are to come from 
a massive privatisation programme, in 
telecommunications, mains water and 
transport, which the Thai cabinet approved 
in late August. It is hoped that market 
liberalisation, including changes to land 
ownership and the Alien Business Law, 
would lead to greater foreign investment. 
Unfortunately there is yet no great interest 
in such invesunenis on the part of tbreign- 
crs. It is evident that this latest letter of 
intent essentially restates the same policy 
package that has already clearly failed, 
albeit with a ferlv changes in the details 
of the fiscal deficit. It does nothing to 
increase domestic consumption and em¬ 


ploy itiettt oppt^nities. which is die tey 
to the economic turnaround. And it sac-:' 
rifices more resources to the altar of in¬ 
vestor coitfidence, offering both taxpay¬ 
ers' money and public assets for sale 
towards this (hibious end. 

Thai CRowni Recoro 

The failureof the package comes throu^ 
from an examination of its effect on output, 
employment and general living standards. 
As evident from Table 4. the very high 
rates of growth that marked the 1980s in 
Thailand also continued into much of this 
decade. The early years of the 19908 in 
fact saw aggregate real GDPgrow at around 
IS per cent per annum, which came down 
to the still high rates of around 11 percent 
in the middle of the decade. Given the 
volatility of agricultural growth, most of 
this increase came from industry and 
services. But by 1996, a deceleration was 
apparent, and this slow-down reflected 
both the deceleration in exports (which 
tell to zero growth in that year) a,s weU 
as the saturation of domestic demand ccui- 
sequent upon a feverish speculative boom 
in real estate and financial assets. The 
crisis has been seen as primarily flnancial 
in nature, but of course it was closely 
related to real economic imbalances which 
were partly a cidaiion of the financiaispurt 
and in turn contributed to it. 

Like several other developing country 
regimes in the early 1990s, the Thai 
government harboured amluttons of cash¬ 
ing in on the globalisation of finance by 
attracting large amounts of capital inflow. 
Indeed, (hecentraibankin 1993announced 


Tabi.e 10: South Korsa - Quarterly Extort 
Growth Rates by PRmnPAt. De-stination 

(Per cent) 


Penod 

industrialised 

Countries 

Developed 

Countries 

1997 01 

-14.6 

2.5 

1997 Q2 

8.S 

6 

1997 Q3 

16.9 

14.6 

1997 Q4 

10,3 

-1.3 

I99XQI 

23.4 

-2.5 


Stmree: Bank of Korea. 


Table II. Now-fERFORMiNO Credit of 
South Korean Bank.s 

(Miltinn want 


Year Bad Credit Non-perfonning Assets 


1990 

1.9 

7.2 

1991 

2.1 

8.3 

1992 

2.4 

10.3 

1993 

2.9 

12.1 

1994 

1.9 

11.7 

1995 

2.3 

12.5 

1996 

2.5 

12.2 

1997 

to.i 

22.6 


Source: Bank of Korea. 
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its plan to develop Bangkdc as a regional 
financial centre, taking advantage of 
Thailand's central location in south-east 
Asia and the apparent trend of continu- 
ou.sly rising export.s. Foreign exchange 
controfs were relaxed in the early 1990s 
to encourage freer flow of capital. In 1993, 
the central bank allowed the establish¬ 
ment of International Banking Facilities 
to help mobi li.se offshore funds for domes¬ 
tic lending. The.sc meaiiures generated a 
heavy influx of foreign capital, the ma¬ 
jority in the form of short-term credit 
seeking to exploit the higher interest rates 
available in the local market. Portfolio 
investments al.su increased as .share prices 
on the St<x:k Exchangeof Thailandjumped. 

Meanwhile, however, the basket peg 
system introduced in the mid-198()s. which 
efYectively fixed the baht to the US dollar, 
was continued. At one level, this was of 
course a basic requirement for the aim of 
becoming a regional linancial centre and 
retaining foreign investor confidence. But 
the combination of this rigid exchange 
rate regime and liberalised capital flows 
inevitably set the stage for greater macro¬ 
economic instability in the future. It should 
he remembered that a llcxiblc exchange 
rate regime would nut have got around this 
pmbicm. since the high rate of capital 
inflows would, if anything, have made the 
baht appreciate even faster in real terms. 
The source of the problem in Thailand was 
actually in the very feature that was being 
lauded by international finance and the 
Bietton Wocxls institution,s at that time. 
Essentially it was the sudden and dramatic 
increase in capital inflows that can be 
described as the original sin that created 
the future macro-economic imbalances. 
In the first place, the relatively high baht 
made exports less competitive, and also 
encouraged a biKim in imports. This was 
also possible because the trade regime had 
been progrc.ssivcly liberalised by that point. 
Growing consumerism spurred heavy 
import demands, paid for in turn by capital 
inflows. Associated with this there was a 
shift in domestic inve.stmcnt away from 
tnidables into non-tradables, and espe¬ 
cially into real estate and similar sectors. 
Unproductive investments in property and 
speculative securities also led to higher 
costs, wages and capital goods prices, 
further undermining the competitiveness 
of Thai exports. 

All this also encouraged greater depen¬ 
dence on foreign capital than was neces¬ 
sary or even wairantcd by the domestic 
investment pattern. Thai companies, see¬ 
ing no exchange risks under the currency 
peg. Ilixrkcd to international markets to 
borrow at tnten'st rales lower than those 


:|levaiiing in'the local maik^, despite 
ItKreasing leverage ratios. Financial insti- 
ifitions were also beneficiaries of rela¬ 
tively cheap foreign funds. As the eco¬ 
nomic expansion continued, tending cri¬ 
teria ea.sed os banks and finance compa¬ 
nies competed for increasingly risky in- 
ve.stmenl opportunities. 

As a result, the current account deficit 
reached a peak of 8.2 per cent of gross 
domestic product in 199S. The ratio of 
foreign debt to gross national product 
leached SO. 14 per cent in 19%, pointing 
to the country's deteriorating external 
position. It is wrong to attribute this solely 
to the fixed exchange rate, however, as the 
Nukul Commission appointed by the Thai 
government has suggested. In fact, it is 
really the continuous and growing depen¬ 
dence on large capital inllows which was 
re.sponsible. since this would have led to 
u high level of the baht even in a floating 
rate regime. 

The floatation and associated devalua¬ 
tion of the baht on July 2. 1997 was the 
culmination of a period during which it 
had become increasingly difficult for the 
Bank of Thailand to defend the currency 
in the face of speculative attacks. But it 
triggered a major financial and then eco¬ 
nomic crisis into which the country has 
sunk even deeper in the sub.sequent year. 
(tutput has slumped, and there have been 
major losses in employment. The domes¬ 
tic credit sy.stcm has nearly collapsed, and 
this has magnified falls in sales, trade and 
working capital. In the current year, an 
8 pdr cent contraction is estimated. The 
economy recorded negative growth of 8.2 
per cent of GDP in the first quarter, 9.4 
per cent in the second and 5.8 per cent 
in the third. Already, the economic crisis 
has wiped out productive gains of the last 
seven years. For 1998. aggregate personal 
disposable income is estimated to be 
around 113 trillion baht, equal to that in 
1991, and a stark contrast to the 183 trillion 
in 1996. 

Meanwhile, the devaluation of the baht 
has done less than ejcpcctcd to boost 
exports, as evident from Table 5, Govern¬ 
ment forecasts .show export revenue in 
dollar terms dropping by around .3 per 
cent, with total revenue of about $53 bn. 
According to the Bank of Thailand, June 
exports tell by 3.1 per cent in dollar terms 
compared with the year before, but ship¬ 
ment volume rose by about 15 per cent, 
bubsequently, the month-to-month rate of 
decline of the dollar value of exports 
incrca,sed sharply to 3.8 per cent in July, 
11.7 per cent in Augu.st, 10.3 per cent in 
September, and an e.sti mated 12.5 per cent 
in October. Private estimates suggcist that 


^ vdiieofexportslhiit year will be worse 
than expected, and that revenue in dollar 
terms is likely to fail by 8 per cent from 
last year’s level. Agricultural exports 
should have benefited greatly from the 
baht depreciation, but to date they have 
not. The export value of agricultui^ pro¬ 
ducts, which account for 13.8 per cent 
of all exports, rose by just 0.1 per cent to 
$1.9 bn in the first three months of the 
year. Industrial goods, which account for 
65.3 per cent of exports, fell by 5.1 per 
cent to S8.8 bn, while agro-proccssing 
exports dropped by l4.rpercentto$l.2 bn. 

Along with the credit squeeze which has 
affected working capital costs for export¬ 
ers, the inability of exporters to take 
advantage of baht depreciation has been 
attributed to a lack of bank financing, 
weak Japanese import demand, and a sharp 
economic contraction in Asia. The situ¬ 
ation could worsen in the second half as 
raw materia! inventories in warehouses 
run out, if no fresh funds for replenishing 
stocks can be found. The result could be 
the closing of many small and medium- 
sired operations, and many more job losses, 
especially in the textile and garment in¬ 
dustries. 

The current account, which has shown 
steady .surplu.ses for almost a year, reflects 
the collapse m imports rather than any real 
pickup in exports. The value of imports 
in the first 10 months of the year declined 
by almost 40 per cent compared with the 
same period last year. This is rellectcd in 
the trade balance figures, shown inTable 6. 
The result is a healthy looking current 
account, hut a closer look reveals a sharp 
drop in imported raw materials for key 
indu.stries such as textiles, automobiles, 
electronics and electrical appliances. Pro¬ 
duction for the domestic market is fraught 
with difficulty. Some firms are being 
squeezed by a lack of credit and falling 
cash-tlows. while others have seen their 
markets vanish, or arc making products 
that sell only at low prices that dra,stically 
reduce profit margins. 

' Official figures place unemployment at 
1.8 mn people, but some analysts predict 
this could jump to three million next year 


Tabi.f. 12: Current Aroouw a."! pERCENTAne 
(«=GOP 


Country 

199.S 

1996 

1997 

1998 

Russia 

1.6 

0.6 

■0.1 

1.6 

South Korea 

-1.9 

-4.7 

• 1.8 

13.2 

Indone-sia 

-3.3 

-.3.3 

-1.8 

3.0 

Malaysia 

-lU.O 

-4.9 

-4.2 

II.O 

Thailand 

-7.9 

-7.9 

-2.0 

11.4 

Philippines 

-4.4 

-4.7 

-.3.2 

1.2 


Source: IMF (lV98a). 
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coilktinue. The gtentest job losses have 
been in the industrial sector, but several 
services activities are aim increasingly 
under threat as the downslide goes on. 
Already in the first half of 1998,-both the 
number of firms reporting job losses and 
the number of employees who have lost 
their jobs project a big increase over last 
year’s already large totals. 

Meanwhile, economic conditions ini¬ 
tially worsened even for tho.se who still 
have employment. Pixxl prices rose sharply 
as the baht devaluation had made rice 
exports more profitable. While the coun¬ 
try remains mure than self-sufficient in 
rice and peasants can probably maintain 
their rice consumption, those employed 
outside agriculture found food prices 
moving up disproportionately fast. How¬ 
ever. the depth of the recession has helped 
steady prices. The overall rate of inflation, 
shown in Table 7. ruse to touch double 
figures during the first half of the year, 
but has declined substantially since then. 
The economy seems to heentcring aclassic 
deflationary path. 

Ironically, these deflationary tendencies 
have been further reinforced by the tight 
monetary policy iinpo.sed as part of the 
IMF package. The private sector, which 
was already strained from higher costs and 
declining revenues, has been further 
burdened by the lack of new credit and 
the onerous burden of debt service co.sts. 
In March, the central hank unveiled new 
loan ela.ssincation, provisioning and ac¬ 
counting standards aimed at strengthen¬ 
ing local financial institutions to inter¬ 
national levels. Small and medium-sized 
banks came under fierce liquidity pressure 
in the first quarter of the year as deposits 
moved to larger institutions and foreign 
banks and interbank credit lines were cut. 
Local banks have .seen as.set quality dec¬ 
line further becuu.se of high imercst rates 
and recession. In consequence. Thailand's 
commercial banks .showed total losses of 
113 bn baht in the first half of this year. 
Thefigure fornon-performing loans, which 
continue to pose a major threat to the 
economy.is now estimate to be 1.7 trillion 
baht. In such aconiext, good debtors might 
well decide to keep the cash for fear that 
financial in.stitution.s would not lend again 
and that would cause non-perfbnning loans 
to grow further. Few, if any. commercial 
banks arc expected to show profit in 1998. 

Since the recession is expected to stretch 
well into 1999, prospects fur the banking 
sector in the medium term remain bleak. 
The sheer scope of the bad-loan problem, 
coupled with poor market sentiment, high 
interest rates and tight liquidity, have left 


iiiiuiy oames ana TinaiK^ nowKs seiwusiy 
undercapitalised and facing insdivency. 
Bankruptcies and unemployment are 
expected to skyrocket, particularly with 
the pa.ssage of a new foreclosure law in 
October giving creditors greater leeway to 
.seize collateral from ctelinquent borrow¬ 
ers. And the battered shape of the financial 
.sector, with non-performing loans cur¬ 
rently expected to peak at around 40 per 
cent of total outstanding credit sometime 
next year, will continue to act as a drag 
on sentiment amid market uncettainties of 
whether further bank and finance com¬ 
pany closures are imminent. The result is 
u .self-remforcing downward spiral, which 
will continue unless active policy mea¬ 
sures are put into place to reverse it. 

Ail this has forced several small and 
medium-sized banks to turn to the central 
hank‘.sFinancialIn.stitution.s Development 
Fund ror.support. But thisinstitution .simply 
docs not have enough funds given the 
enormity of the task at hand. In its finan¬ 
cial reforms announced on August 14, the 
government pledged support for 
undercapitalised local hanks and finance 
companies. Under the restructuring plan, 
llic government will provide 300 bn baht 
in capital a.s.sistance for hanks and finance 
companies. Incentives arc in place to 
encourage speedy debt restructuring and 
new lending to the private .sector. Bankers 
worry that this will lead to even more 
voluntary defaults by clients under the 
misguided impression that the state will 
pay for any lo.sses. Other groups, such as 
the farmers, have been asking why .so 
much public money should go to protect 
large firms and big banks, and have de¬ 
manded a moratorium on their own debts. 

In such a weak domestic economic 
situation, the external .sector is unlikely to 
appear very strong. Fven so. there ap¬ 
peared to be some recovery towards the 
beginning of 1998. The balance of pay¬ 
ments. negative in January and February, 
moved into surplus in March and April. 
Portfolio investments and the successful 
recapitalisation of Bangkok Bank and Thai 
Farmers Bank helped cause a net capital 
inllow for the two months. But there are 
signs that the .stability of the baht would 
he short-lived. By June, the baht crashed 
through 42 to tlw dollar, pulled down¬ 
wards alongside other regional currencies 
by the weakness of the Japanese yen. 
llierc arc increasing signs in the market 
that foreign speculators may gear up for 
another as.sault on the baht, and certainly 
speculative pressures on the currency are 
likely to remain significant in the medium- 
term unless some form of capital control 
is imposed. 


inaiiana s experience is one wmeil 
suggests that pursuit of IMF-style irmcrp^ 
economic policies does nut spur inveslof 
confidence and trigger a recovery. Further, 
persisting recession makes it impossible 
to meet the IMF’s fiscal targets, so that 
pursuing the strategy recommended itself 
becomes impossible. The result of course 
is a decline without any immediate pros¬ 
pect of recovery, the burden of which also 
falls on the poor and the fixed income 
earners who had no role to play in the debt- 
financed profligacy that triggered the crisis. 

IV 

South Korean Experience 

The Thai experience has been inter¬ 
preted by the IMF and other financial 
market analysts as .suggesting that the 
recovery is elusive in ea.st Asia because 
foreign investors are refusing to return. 
The South Korean experience contradicts 
that conclusion. It has been more than a 
year since South Korea's bunks were 
subjected to the first credit-rating down¬ 
grade. because of their exposure to con¬ 
glomerates going through an unpre¬ 
cedented financial crunch. And the coun¬ 
try which epitomised east Asia's 'rags-to- 
riches’ story has been a year from the date 
on which it accepted a loan from and 
subjected itself to conditionalities speci¬ 
fied by the IMF. In the intenm. South 
Korea has not just seen a change in govern¬ 
ment. but also a .series of new initiatives 
worked out in consultation with, and 
monitored by. the Fund. As a result, the 
country has won itself credibility with the 
IMF. However, this has been inadequate 
to reach on the principal goal: that oi 
spurring gniwth. On July 24. the govern¬ 
ment of Korea in one more letter of intent 
to the IMF declared; “The domestic 
economy...appears to be falling furthei 
into recession and consumer and investor 
confidence isata low ebb. Unemploymcni 
has increased fa.ster than previously ex¬ 
pected and more layoffs are expected tc 
result from the acceleration of restructur¬ 
ing." 

The story of this decelerating growth m 
reflected in Table 8. GDP growth which 
had slowed marginally from around 8 pei 
cent during 1994-96 to 6 per cent pei 
annum over the first three quarters of 1997, 
fell sharply to 3.9 per cent at the heighi 
of the crisis during the last quarter of 1997. 
when negotiations with both the IMF fbi 
the $57 bn rescue package and the bankt 
for the roll over of short-term credit: 
placed at close to $100 bn were success 
fully concluded. But after these agree 
ments were concluded, the process o 
deceleration in growth was transformo 
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into one of contraction, with ODi* fatting npitai account libcrelisatiottdiiriiv 1993- through a suiplua on the govcfhindiit'ii; 

by close to 4 per cent in the first quarter 9^ which substantially eased controls on budget. When the IMF prcgnunme was 

of I99K (relative.to the corresponding sdunt-term borrowing. White this cidied initiaUy adopted in Deceiiiber 1997, the 

quarter of the previous year) and by a fora combination of capital controls and IMF had demanded a package of tax and 

massive 6.8 percent during the second and aie.stnicturingofthe financial sector, some expenditure measures, designed to yield 

third quarters. Almostall of this contraction effort to stimulate demand was necessary revmuies equal to I per cent of GDP, 

in growth is attributable to three sectors; in the ipterim. The principal error of the* which was expected to deliver a fiscal 

construction, manufacturing and services strategy worked out by the IMF for South surplus (of 0.2S per cent of GDP) in 1998. 

in that order. Needless to say, once the Korea was that it equated the difficulties Despite this, growth in 1998 was expected 

weight of each of these ^tors in GDP generated by public profligacy with those to remain positive at around 1 per cent, 

is taken account of, the secuir leading the stemming from private profligacy encour- revised down from expectations of t per 

economy into a slump is manufacturing, aged by financial sector liberalisation. So cent or more earlier. However, by Febru- 

The proximate explanations for the it recommended to South Korea what it ary even the IMF had to accept that a 

dramatic downturn in manufacturing are imposes on countries where balance of weaker growth outlook for 1998 and the 

not hard to find. Since the South Korean payments difficulties result from excess impact of the exchange rate depreciation 

economy is characterised by a high ex- public deficits financed directly or in- would make a fiscal deficit of around 1.5 

port-lo-GDP ratio, the slow-down in ex- directly by borrowing from abroad, viz, per cent of GDP inevitable. In the updated 

port growth resulting from the regional deflation led by a sharp curtailment of memorandumontheeconomieprogramme 

crisis .should itself have contributed to public expenditure. prepared for the second quarterly review 

slower manufacturing growth. Hie dollar This engineered deflation was to take in May 1998, it was decided that “with 
value of exports, which fell sharply in two forms. First, a tight money policy the uf^ated macro-economic projections 

January, recovered only marginally there- designed to push up interest rates. As the indicating weaker growth, and ongoing 

after and has stagnated at that level since South Korean government’s first letter of structural adjustment in the economy, a 

(Table 9). But there have been two other intent to the IMF stated, “to demonstrate larger fiscal deficit (1.75 percent ofGDP) 

important trends underlying the rece.ssion to markets the government's re.so)ve to will be permitted”. But barely two months 

(T^le 8). First a collapse in investment confrontthepiesentcrisis, monetary policy later in July a new economic mempranr 

reflected ih a contraction in gro.ss capital will be lightened immediately to restore dum declared: “In order to support eco- 

formation which in absolute magnitude and sustain calm in the markets and con- nomic activity and to further .strengtlwn 

fell by 10 per cent in the last quarter of lain the inflationary impact of the recent the social safely net, the supplementary 

1997. 2.1 per cent in the first quarter of ‘won’depreciation. In line with this policy, budget to be passed in August increases 

1^8 and by close to 30 per cent in the the large liquidity injection in recent weeks the deficit in 1998 to 4 per cent of GDP’*, 

second and third quarters of 1998. Sec- will be reversed, and money market rates The latest letter of intent dated November 

ond, a downturn in private final consump- will be allowed torise .sufficiently and will 13, 1998 states clearly: “The government 

tion expenditure, re.sulling from the in- be maintained at that level or higher as is attempting to stem further economic 

crease in unemployment and the erosion needed to stabilise markets.” Through this contraction through a combination of 

of money incomes accompanying the policy the call rate was raised from 12.5 stimulative fiscal policy and accommo- 

recession. The official unemployment rate, per cent cm December I, 1997 to 21 per dating monetary policy. The national 

whichaveragcdaround2.6percentthrough cent on December 5 and 30 per cent by assembly approved the supplementary 

1997. rose to 4.7 per cent during the first December 24. Needfoss to say, this sig- budget in September to allow the fiscal 

quarter of 1998 and is estimated at 7.1 per nailed a rise in all interest rates with tim deficit to expand to around 5 per cent of 

cent for October 1998. aim of halting speculative trading in the GDP in 1998. The draft budget for 1999 

Thiscollapseofdomesticdemandcallcd ‘won’ and of attracting foreign investors also incorporates a fiscal deficit of 5 per 

forareflaiionary.strategy,especiailysincc hack into the market so as to strengthen cent of GOP with public investment spend- 

the Korean crisis of 1997 was more the the currency. For South Korean firms, ing to be concentrated in the first half of 

result of bank oveitxposure in corpora- overgeared due to past government en- the year. The actual application of planned 

dons taking a beating in international and couragemont and adversely affected by spending is being monitored on a wwkly 

domestic markets. The IMF itself noted demand conditions, this increase in the t»sis to make sure that fiscal stimulus 

after concluding Article IV consultations interest burden was a prescription for takeseffectinatimely manner. Monetary 

in May: “In 1994-96, Korean conglo- bankruptcy. The understanding was that policy has also been eased. Call rates have 

merates undertmrk an aggressive invest- an c.sseniial prerequisite to deal with the declined well below pre-crisis levels, 

ment drive financed by large increases in financial crisis wasa restoration of capital although lending rates have declined less 

borrowing from domestic banks, which, inflows and that some bankruptcies of rapidly.” But these adjustments of the 

in turn, sharply inciea.sed short-term ex- Korean corporations was a small cost to ‘permitted deficit’ have turned out to be 

ternal borrowing. During 1997, an un- he paid in pursuit of that goal. In fact, too little too late, and have failed to pre- 

precedented number of highly leveraged through capital maiicet liberalisation and vent the virtual collapse of GDP. 

conglomerates went into bankruptcy as tlie .substantial Ifoeralisation of restrictions The reasons for this continuous flexi- 

the build-up in capacity proved unviabic on the aggregate holding by foreigners of bility with regard to the fiscal deficit and 

owing to the depreciation of the yen, a equity in domestic corporation, bankrupt- monetary policy are not hard to find. When 

sharply adverse movement in Korea’s cies were sought to be convened into a the IMF programme began in early De¬ 
terms of trade, and the slowing of domes- benefit by encouraging sales of a.ssets to cember 1997, the projection was that as 

tic demand in 19%. The bankruptcies foreigners at bargain prices that would compared with growth in GDP of around 

resulted in a severe deterioration in the contribute to capital inflows. S.5 percent recorded in 1997, the growth 

balance sheets of Korean financial insti- The second means, of engineering de- in 19.98 would be around. 3 per cent To 

tutions." All oflhis was attributed to hasty flaiion was fiscal contraction ensured quote the first letter of intent: “The 
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intended to nwrow die 
external current account deficit to below 
1 :pet cent of GDP in 1998 and 1999, 
comaifi inflation at or below S per cent, 
and - tioping for an early return of con¬ 
fidence - limit the deceleration in real 
GDP growth to about 3 per cent in 1998, 
followed by a recovery toward potential 
in 1999.” By February the GDP growth 
projection was placed at a po.<iitive I per 
cent, although zero or negative groivth 
was seen as a possibility. By May tire letter 
of intent projected real GDP growth at 
minus 1 per cent, while admitting that 
“more negative growth remains possible”. 
Soon thereafter on July 24 the projection 
was changed to the objective of “contain¬ 
ing the decline in real GDP to 4 per cent, 
with recovery starting in 1999”. The 
memorandum of economic policies pre¬ 
pared for the IMF in November 1998 
remains silent on growth in 1998 and 
includes in its macro-economic projec¬ 
tions for 1999 the expectation of “positive 
growth resuming during the year; the 
timing and strength of recovery will de¬ 
pend critically on improvements in do- 
me.stic confidence and the external envi¬ 
ronment”. Very clearly the notion that 
larger deficits and the “early return of 
confidence” would trigger a recovery has 
not been realised. Deficits do not work 
because the economy remains open and 
their effects do not remain in the domeslic 
economy. 

Nor does restored investor confidence 
seem to matter. According to the IMF’s 
executive board's assessment made in May 
this year, substantial progress has been 
made in overcoming the financial crisis. 
To start with, after continuous deprecia¬ 
tion till March, the 'won’ appreciated 
slightly and stabilised. In November the 
currency stands at around 1,250 to the 
dollar as compared with 1.620 to the dollar 
in February and 1.378 in March. Second, 
inflation is close to zero on a month-on- 
month basis .since March and the 
annualised rate at 7 per cent in Aupsl is 
well below the 9 percent target set in July 
and is heading towards the original S per 
cent target of December 1997 Third, after 
the debt restructuring agreement with 
foreign banks reached inearly April, which 
converted private short-term debt into 
government guaranteed long-term debt, 
albeit at a high interest rate, the South 
Korean government has successfully 
managed a $4 bn bond i.ssue. This com¬ 
pares with Malaysia’s decision in late July 
to postpone a $2 bn Eurobond issue because 
of poor market conditions. Fourth, as a 
result of the contradtion in economic 
activity imports of all categories of goods 


have virtually coHapsediothe last quarter 
of 1997 and the first quarter of 1998, so 
that even with exports performing poorly, 
the current account has been in surplus 
since November 1997, wift the surplus 
averaging close to $3.8 bn a month since 
February. Fifth, according to the Ihff’s 
assessment there has been a significant 
increase in portfolio inflows. Sixth, bar¬ 
gain hunting by international corporations 
.seeking to pick up assets of beleaguered 
South Korean firms has resulted in large 
inflows of capital in recent months. Ac¬ 
cording to IFR Securities Dhta, non-Asian 
buyers spent $6.52 bn i n the second quarter 
of 1998 on deals in Japan, South Korea, 
Flong Kong. Malaysia. Thailand and 
Indonesia. This furthers an upward trend 
since the third quarter of last year, when 
the total was only $680 mn. Deals in the 
fourth quarter of 1997 reportedly fell just 
short of $3 bn, rising to about $5.5 bn in 
the first quarter of 1998. South Korea and 
Japan accounted for most of this increase 
in the value of takeovers. Finally, as a 
result of ail this the usable foreign reserves 
rose sharply from less than $9 bn in 
December 1997 to over $40 bn in August 
1998. surpassing expectations. 

So the issue is not one of the persistence 
of a lack of confidence but of the fact that 
the return of such confidence has failed 
to spur economic recovery. This is be¬ 
cause the kind of flows that sustained the 
speculative bubble of the mid-1990$ can¬ 
not be expected any more. On the other 
hand, the IMF’s 'adjustment strategy* 
which put South Korea on a traverse 
involving direct deflation through sharply 
curtai led capital formation, enforced bank¬ 
ruptcies and reduced government expen¬ 
ditures, has set off a cumulative decline 
which slightly more permissive fiscal 
regimes and restored investor confidence 
are finding too difficult to reverse. Within 
the IMF's framework, only a sharp turn¬ 
around in exports could have provided a 
new stimulus to growth. Unfortunately 
exports are taking a beating as the con¬ 
tagion from east Asia spreads to other 
parts of the world and begins to tell on 
growth in the industrialised countries as 
well. As Table 10 shows, to the extent that 
South Korea ha.s been able to keep exports 
stable with the help of the depreciated 
‘won', the de.stinations which have mat¬ 
tered arethc industrialised countries. While 
such exports have shown high and rising 
growth rates in recent quarters, exports to 
developing countries affected by the crisis 
havebwn contracting. However, if growth 
in tlie industrialised countries slows sub¬ 
stantially, as is now widely expected, one 
dampening influence on the downslide in 


South Korea’s GW*^ would I 
maldng even the much revised IMF 
timates of negative growth for this yegr' 
look like gross underestimates. Cteariy, 
the IMF’s policies have set South Korea 
on a disastrous traverse which creates 
conditions that undermine the ability of 
the system to realise the principal goal of 
the strategy: a restoration of growth with 
stability. 

Furti^, the downward slide of the real 
economy is making the process of dealing 
with the financial crisis even more diffi¬ 
cult. As we have mentioned, for the cw- 
porate sector the results of IMF-style 
deflation have been disastrous. Corporate 
insolvencies that averaged around 3,500 
compuiies a quarter during the first three 
quarters of 1997 and rose to more than 
6 ,000during the last quarter were close to 
9,500 during the first quarter of 1998. This 
has a ftnancial implication. Corporate 
insolvencies were precisely the reason for 
the sharp rise in the non-perftxrmingcredit 
of the Korean banking system in 199^. 
The non-performing credit ratio increased 
sharply to 6 per cent at of the end of 
December 1997 from 3.9 per cent at the 
end of 1996. because of the bankruptcies 
of large companies .such as Hanbo, Kia, 
Halla, Sammi which held large outstaiid- . 
ing credits. What emerges from Table 11 
is that the non-performing credit ratio of 
the South Korean banking system actually 
fell from an average of around 7 per cent 
during 1990-93 to an average of abQid > 
5 per cent precisely during the years of the 
credit financed boom in South Koreui . 
industry during 1994-%. It was the sub- 
sequent reduction in growth that pushed 
this ratio up once again, by making it 
difficult for South Korean corporations 
both to cross-subsidise their operations 
and to meet their debt service commit¬ 
ments. With the collapse of growth diis 
year, in all likelihood the ratios will touch 
new highs, unless they are ‘concealed’ 
through bank restructuring. 

The implications are clear. The IMF’s 
recipe for South Korea has not only failed 
to restore growth, but has also contributed 
to a worsening of the core financial crisis. 
So long as the casts of that ‘error’, deter¬ 
mined by an overwhelming concern with 
protecting the interests of international 
finance and winning its confidence once . 
again, were borne by South Korea’s; 
workers and white collar employees, the 
west accepted the virtual economic geno>. 
cide of a nation. But as the evidence grows 
that tire consequences of the crisis would 
toireh on the bottom lines of the large cor¬ 
porations of the west and erode the live¬ 
lihood of its own population, disilhisuMi- 
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meat witn tne nas grown. But just 
as is true is Russia, in South Korea as well, 
this belated realisation could offer little to 
reverse the decimation of what was a 
vibrant domestic economy. 

V 

Conclusion 

It is now being acknowledged by almost 
all observers that the current crisis in 
emerging markets may be more than a 
passing tendency or a simple cyclical 
downturn in the pattern of capital flows. 
It could he the beginning of the end of a 
particular phu.<ic of international capital¬ 
ism, in which deregulation and increased 
economic integration - the typical features 
that are described as ‘globalisation’ - have 
led to dramatic material changes as well 
as a much greater degree of volatility and 
uncertainty. 

It is increasingly evident that there is 
very little option to greater regulation of 
volatile capital Hows, for developing 
countries who need a minimum degree of 
stability to pursue theirown developmental 
goals. The alternative, it is now clear, is 
both too uncertain and too costly in terms 
of the economic devastation wreaked on 
citizens. Thus, in the most significant 
‘emerging markets’ - those in cast and 
south-east Asia, along with Russia - most 
domestic macro-economic changes in the 
past decade have been driven by capital 
flows, rather than the other way around. 
And bccau.se lhe.se capital flows have been 
relatively unregulated thanks to financial 
liberalisation, they have created domestic 
economic pressures which governments 
have been powerless to confront. 

The most stark evidence of this comes 
from the extent of the macro-economic 
adjustment which has been forced on the 
south-east Asian countries in the wake of 
the capital outdow. Table 12 gives the 
pattern of current account deficits in these 
countries in the recent past. In the current 
year, barring Philippines which has man¬ 
aged to keep its surplus small, the other 
ASEAN-4 countries and South Korea arc 
likely to be forced to generate current 
account surpluses of between 3 and 13 per 
cent of GDP. The most dramatic changes 
are in South Korea and Thailand, which 
have moved from the fairly large deficits 
of 1996 to relatively huge surpluses in 
1998. These surpluses have been squeezed 
out of economies which are contracting 
heavily, and have meant declines in per- 
.sonal disposable income far in exce.ss of 
the fall in domestic output. A look at the 
nature of the trade flows that have created 
such current account patterns is even more 
telling. Dt‘spite the massive devaluation 


Of currencies in tne region t oy arounaw 
cent for most currencies and needy 80 
percent for the Indonesian rupiah) exports 
ill dollar terms have hardly increased and 
in some cases have even declined. This 
is in spite of die huge effort in terms of 
increased export volumes. Hius, the im¬ 
provement in trade balance has had to 
Come from massive import compressitm 
in these economies, reflecting the general 
state of worsening depression. 

The message for other developing coun¬ 
tries is clear, and should not be allowed 
to disappear in the miasma of misrepre¬ 
sentation that the IMF and other institu¬ 
tions are seeking to spread, by focusing 
on ‘crony capitalism’ and other such ten¬ 
dencies which are clearly present in every 
single capitalist country, including those 
of the advanced west. Developing coun¬ 
tries simply cannot afford to allow com¬ 
pletely unregulated capital flows, and will 
have to rely on various different ways of 
controlling and regulating such flows in 
accordance with national priorities. Free¬ 
dom from the uncertain pattern of growth 
driven by capital flows, in turn implies 
that these countries have to ensure that 
vulnerability on the current account is 
constantly under check. What the south¬ 
east Asian crisis suggests is that even 
medium-term export gains are not a guar¬ 
antee that exces.sive trade liberalisation 
cannot lead to greater dependence on 
capital flows and a possible economic 
downturn. 

{This is a revised version of a paper presented 
to a conference on 'The Economic Crisis in East 
Asia and Its Impact on the Local Population', 
Roskilde University, Denmark, October 29-30, 
I99».] 
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IBJP’s Defeat in Vidhan Sabha Elections, 1998 

Widespread Erosion of Support Base 

Saajay Kumar 

The assembly election results to the three nbrth-lndian states shows that the disenchantment with the BJP 
is spread across all sections of the society. Not only was the party never the first choice of the dalits, the 
adivasis or the poor, it seems to have also lost support of the educated young elite and upper castes, the 
traditional base of the party. 


THE re!>ults of the recenlly concluded 
vidhan sabha elections in four states 
marked a major political defeat for the 
BJP, Never before has a party in power 
at the centre been so badly defeat^ in a 
major round of stale elections within a few 
months of forming the government. 
Usually the performance of a central 
government is not reflected in an election 
to the state assembly. Dtres the defeat of 
the BJP .signify a vote against the perfor¬ 
mance of the centraf government? 

The Congress, on the other hand, had 
I a taste of electoral success after a long 
time. While it captured political power in 
Delhi for the first time after the creation 
of the Delhi assembly, it returned hack to 
power in Rajasthan after a gap of eight 
years. More impoitanlly. against all odds, 
it managed to register a second successive 
victory in Madhya Pradcsh(MP). Its joy 
was nut entirely unmixed, for it lost the 
elections in Mi/oram after being in power 
for about ten years. Should the victory of 
the Congress he looked upon as the 
beginning of the comeback trail for the 
parly at the national level? Also does the 
poor performance of the Third Front in all 
the states .signal its end? 

This article does not .seek to answer fully 
these large i|Ue.stion.s which have engaged 
the attention of the media in the aftermath 
of election results. It .seeks to achieve a 
mode.st objective, namely, to bring out 
some of the patterns inherent in tiieclcction 
verdicts. I begin the analysis with a close 
look at the electoral outcome in terms of 
votes and .seats. This enables me to pose 
and tentatively answer some preliminary 
questions about explaining the nature of 
the verdict. I will then pnicced to try and 
present a social analysis of the voting 
behaviour, f will question the prevailing 
wisdom that the BJP lost in the three north 
Indian states because some sections of the 
.society swung decisively against it .since 
the Lok Sabha election. 

This analy sisases two kinds of data. The 
aggregate data on the current election 
results which is based on the preliminary 
data released by the Election Commission 
on the web (www.eci.gov.in). The 


aggregate data on the past elections and 
.some reprocessing of the current data from 
the centre for the Study Of Developing 
Societies (CSDS) data unit. The article 
depends heavily on .survey data for social 
analysis of voting liehaviour which is 
drawn from the exit poll conducted by the 
C'SDS in all the four states where elections 
were held. The sample for the exit poll was 
selected by multi-stage random method 
using the probability proportionate to size 
(PPS) technique in all the four states. 
Clonsidering the variation in size of the 
different states, different proportion of the 
total seats was selected, i e, 25 per cent 
from Mizoram, 20 percent fmm Rajasthan 
and 15 per cent from MP so that the size 
of the sample docs not become too small 
for a small .state. As a special case we 
selected 35 assembly constituencies in 
Delhi, practically every alternate consti¬ 
tuency. From each selected constituency, 
three polling booths were randomly selec¬ 
ted. In Delhi, however, four polling booths 
were .selected from each con.stituency. 

On interviewing approximately 50 
respondents from each polling btxnh, we 
collected a sample of 1,472 from 30 booths 
in Mizoram, a sample of 5,822 from 120 
booths in Rajasthan and a sample of 6,146 
from 144 booths in MP. On interviewing 
approximately 35 respondents from 140 
polling booths in Delhi, we collected a 
sample of 4,778 respondents. 

The Verdict 

The BJP .suffered a major defeat i n Delhi 
in these elections. The party had registered 
a thumping victory during the 1993 vidhan 
sabha election. It had won 49 seats and 
.s<»:ured 42.8 per cent votes while the Con¬ 
gress had won only 14 seats and secured 

34.5 per cent votes. The popularity of the 
BJP showed an upward trend in the two 
successive elections held thereafter. During 
the 1996 Lok Sabha elections, it polled 

49.6 percent votes. In tte 1998 Lok Sabha 
elections, the party led in 52 vidhan sabha 
segments and polled 50.6 per cent votes. 

In the recently concluded assembly 
elections, the BJP won only 15 seats and 
polled 33.9pcrccnt votes withtheCongress 


securing 47.7 per cent votes and as many 
as 51 seats (see Table I). The Third Force 
only got a notional presence. Shoeb Iqbal 
won the lone Janata Dal seat from Matia 
Mahal. The two independents. Matin 
Ahmed and Ram Singh, both Congress 
rebels, were succe.ssful from Scelampur 
and Badarpur constituencies respectively 

The past one decade of politics in 
Rajasthan has wi tnes.sed a complete decline 
of the Janata Dal as a political force in 
the state. The marginalisation of the Janata 
Dal started semn after the 1990 vidhan 
sabha elections and very soon it was 
completely wiped out of the political map 
of the state. The ahsence of Ihe Third Force 
rc.sulted in a two patty contest in the state. 
Both the conte.sting parties had a keen 
contest during! the 1993 vidhan sabha 
elections. The BJP won 95 scats with 38.6 
percent votes while the Congress bagged 
76 seats with 38.3 per cent votes. In terms 
of popular vote,s, both parties were very 
close but the widely scattered votes forthe 
Congress, however, resulted in lesser 
number of seats for the party as compared 
to the BJP. With the further decline of the 
Janata Dal, votes for both Ihe contending 
parties increased during the 1996 Lok 
Sabha elections. The Congress pol led 40.5 
per cent votes while the BJP polled 42.4 
per cent votes. But reversal of the trend 
for two parties began during the 1998 Lok 
Sabha elections when (he Congress led in 
123 vidhan sabha segments and polled 

44.6 per cent votes while the BJP led only 
in 56 seats and polled 41.5 per cent votes. 
The trend continued in the recently 
concluded vidhan sabha election. The BJP 
m.-maged to win only 33 seats and polled 
33.3 per cent votes while the Congress 
won a thumping majority of 150 .scats and 
polled 44.8 per cent voles (sec Table 2). 

The impres.sive perlormance of the BJP 
in MP during the la.st two Lok Sabha 
elections in 19% and 1998 made many 
believe that the party may win in the state 
this time. In the 1996 Ixtk Sabha election, 
the BJP won 27 Lok Sabha seats and 
polled 41.3 per cent votes while the 
Congress gut only eight seats with 31 per 
cent votes. The (terformance of the BJP 
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further improved in the 1998 Lok Sriiha 1% Lai 'Donhawala. Ih the stfbeequeiit. 
election when it led in 222 vtdhan sabha Vitttian sabha election held hi 'f993, the 
segments and polled 46 percent votes. But Congress entered into an alliance with the 
the party suffered a setback in the recently Peoples Conference of Brigadier TSaib. 


concluded vidhan sabhaelection. The result 
of this elections is quite similar to that of 
the 1993 vidhan sabhaelection in the state. 
As compared to 117 seats and 38.8 per 
cem votes in 1993. the BJP won 119 seats 
and polled 39.3 per cent votes this time. 
The Congress in the recent election 
won 172 seats, only three seats less than 
thoseit had won during the 1993 vidhan 
sabha election and polled 40.6 per cent 
votes as compared to40.7 percent votes 
in 1993. 

However, in fact, this election was very 
different from the 1993 election if we look 
at it in terms of the results in different 
regions of MP. The Malwa has been a 
stronghold of the BJP during the past few 
elections and the party had won 47 seats 
from here during the 1993 vidhan sabha 
election. In this election it lost a large 
number of .seats here. It won only 24 of 
the total 89 seats here while the Congress 
won 61 seats and virtually swept this region. 
The Vindhya Pradesh is the region which 
touches the boundaries of Uttar Pradesh. 
In this region, the BSP had managed to 
increa.se its support base during the past 
few elections to a great extent, the Con¬ 
gress was relatively strong while the BJP 
had performed poorly. But this election 
marked the reversal of trend for both the 
parties in this region. The BJP doubled its 
seats winning .30 of the total 68 seats from 
this region, while the Congress went down 
to 23 from 37 seats it had won during the 
1993 vidhan sabha election. The BSP also 
suffered a loss of three seats here and won 
only seven seats. In the tribal dominated 
theChattisgarh region, which accounts for 
a total of 90 .seats, the Congress suffered 
a loss of six .scats and won 48 .seats. On 
the other hand, the BJP increased its tally 
from 30 to 36 in this region. In the 
Mahakoshal region which pcounts for 73 
seats, the loss of four .seats for the Congress 
was the gain for the BJP in this election. 
The Congress won 40 seats while the BJP 
improved its tally from 25 seats in 1993 
to 29 seats in this election. So the regional 
pattern of the results makes it .somewhat 
clear that there was a massive change in 
results in different regions of the state. 

The victory of the Mizo National Front 
(MNF) in alliance with the Mizoram 
People’sConrerence(MPC)intheMizoram 
elections has ended a decade tong Con¬ 
gress rule headed by Lai Thanhawala In the 
state. In the 1989 vidhan .sabha elections, 
the Congress won 23 seats in a 40-member 
house and formed the government headed 


This regional front had joined the Janata 
Dal soon after the 1989 Lok Sabha elec¬ 
tion but even before the 1993 vidhan sabha 
election, it had withdrawn Bom the Janau 
Dal and named itself the Mizo Janata Dal. 
It consequently formed an alliance with 
the Congress, but its candidates contested 
as independents. During the 1993 vidhan 
sabha election, the Congress won 16 seats 
and polled 26.5 percent vote but in alliance 
with MJD whose eight candidates won as 
independents, and formed the government 
heatted by Lai Thanhawala. 

The decii ne of the Congress started since 
the 1998 Lok Sabha elections when it led 
in only 13 vidhan sabha segments and 
polled 34.9 per cent votes while the 


tSrizens'CemittMm 

sidlha segments poihmg llie same amouni 
of vmes. The MI^ led in only two vidhu 
sabha segments and polled‘26.8 per ceoi 
votes. In the recently concluded vidhar 
Itabha elections, the Congress won only 
six seats and polled 29.8 per coit votet 
while the MNF won 21 seats with 23 pei 
cent votes and its alliance partner in thh 
election, the MFC won 12 seats poHinf 
18.1 per cent votes (see Table 4). 


Table S: Flow of Seats in Delhi. 1993-1998 


PromNTo 

Congress 

BJP 

Others SeMs in 
1993 

Congress 

14 

0 

0 14 

BJP 

33 

IS 

1 49 

Others 

4 

0 

2 7 

Seats in 1998 51 

15 

3 69*/70 


Note: *Election not held for Nongloi osseinbl) 
constituency. 


Table I: Vidhan Sabha Elections in Dbi.hi. 1993-98 


Party 

1993 Vidhan Sabha 

1998 Lok Sabha 

1998 Vidhan Sabha 

Seats 

Won 

Votes Shane 
(in Per Cent) 

Segments 

Ud 

Votes Share 
(in Per Cent) 

Seats 

Won 

Votes Share 
(in Per Cciitl 

INC 

14 

34.5 

16 

42.6 

51 

47.7 

BJP 

49 

42.8 

52 

50.6 

IS 

33.9 

JD 

4 

12.4 

2 

2.5 

1 

1.8 

BSP 

- 

1.9 


2.3 

- 

- 

IND 

3 

5.9 


07 

2 

8.'' 

Others 

“ 

2.5 

- 

1.3 

- 

7.9 


Table 2: Vidhan Sabha Elections in Rajasthan, 1993-98 


Patty 

1993 Vidhan .Sabha 

1998 Lok Sabha 

1998 Vidhan Sabha 

Seats 

Won 

Votes Share 
(in Per Cent) 

Segments 

Ud 

Votes Share 
(in Per Cent) 

Seats 

Won 

Votes, Shore 
(in Per Cent) 

INC 

76 

38.3 

123 

44.6 

iSO 

44.8 

BJP 

95 

38.6 

56 

41.5 

33 

33.4 

JD 

6 

6.9 

2 

2.1 

3 

1.9 

BSP 

- 

0.6 

- 

2.1 

2 

2.1 

IND 

21 

12.9 

12 

3.8 

7 

14.4 

Others 

2 

3.3 

7 

5.9 

2 

3.4 • 


Table 3: Vidhan .Sabha Elktion-s in MP, 1993-98 


Party 

1993 Vidhan Sabha 

1998 Lok Sabha 

1998 Vidhan Sabha 

Seats 

Won 

Votes Share 
(in Per Cent) 

Segments 

Led 

Votes Share 
(in Per Cent) 

Scats 

Won 

Votes Shore 
(in Per Cent] 

INC 

175 

40.7 

89 

39.7 

172 

40.6 

BJP 

117 

38.8 

222 

46.0 

119 

39.3 

JD 

4 

3.9 

- 

1.2 

1 

i.9 

BSP 

11 

7.0 

6 

8.7 

II 

6.2 

IND 

7 

5.8 

- 

1.4 

9 

6.2 

Others 

6 

7.6 

• 3 

3.0 

8 

5.5 


Table 4: Vidhan Sabha Elections in Mizoram, 1993-98 


Patty 

1993 Vidhan Sabha 

1998 Lok Sabha 

1998 Vtdhan Sdtha 

Seats 

Won 

Votes Shore 
(in Per Cent) 

Segments 

Led 

Votes Shore- 
(in Per Cent) 

Seats 

Won 

Votes Share 
(in Per Cent) 

INC 

16 

33.1 

13 

34.9 

6 

29.8 

BJP 

- 

3.1 

- 

- 

- 

- 

MNF 

14 

40.4 

2 

26.9 

21 

.25 

MPC 

8 

13.2 


- 

12 

18.1 

CCF 

- 

' - 

25 

34.8 

- 

- 

IND and Others 

2 

10.2 

- 

3.4 

1 

12.3 
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Flow OP Seats 


One might think that in the wave against 
the BJP in MP, Rajasthan and Delhi, the 
party might have wtm only its stnmgholds. 

But SUfDnKtIltflv thiK ic PniA Sm 


the coming of a new party ami the end of 
some existing ones. 


Explaining the Verdict 

(«"y In « 


all the 14 seats it had won in 1993 h s r?d® m **” elections in MP. the 
clear frem Table 5 thaTthe bS'BJP would have u.sed the lame excuse of 

managed to retain the 15 .scats it had won AweSS?lS'“^ 

lor ihe party‘.s thorough defeat. Escalating 


But this dtws not apply to the results in 
MP and Rajasthan. 

If we look at the MP results at the con¬ 
stituency level, we find that there is a 
massive change as compared to the results 
of the 1993 election. Both the Congress 
and the BJP won nearly similar number 
of seals, but these are not necessarily the 
seats won by these parties in the earlier 
election. In fact, this time both the BJP 
and the Congress won a large number of 
new assembly seats and lost seats they had 
won during the 1993 vidhan sabha 
elections. Table 6 makes it clear that of 
»e total 172 .seats won by ihc Congres,s. 

It managed to retain only 103 seals and 
lo.si 59 .scats to the BJP. At Ihe .same time 
tt won 69 new seals of which 60 .scats 
came from the BJP. It i.s not that the BJP 
won only in its strongholds. The BJP lost 
in more than halt of those constituencies 
it had won in 1993. but at the same time 
secured 59 of those constituencies which 
were taken by the Congre.ss in the previous 
election. This major change of .seats from 
one party to the other in this election 
points towards anti-incumbency working 
against die party as well as the sitting 
MLAs. The voters rejected those can¬ 
didates whom they disliked or who had 
not performed. 

Even in Rajasthan in these elections, the 
BJP only managed to retain only 16 of the 
total 94 seats it had won in 1993 while 
it gained 15 seals from the Congrcs.s. It 
is clear from Table 7 that the Congress 
registered a major victory in this election 
winning a total ol 151) .seats. The Ctingress 
lost 15 of ius previous .scats to Ihe BJP hut 
at the .same time w»m 75 .seat which had 
been earlier held by the BJP. So there was 
a massive change in the results at the 
constituency level. 

After winning two successive elections 
in Mi/oram. the Congress was badly 
defeated in this election. It won only six 
seats but .still managed to retain two of its 
previous ones. The MNF retaining nine 
scats lost two of its previous ones to the 
Congre.ss. The larg;e number ol others in 
Table 8 represent different state parties as 
every new election in Mi/.uram wiines.scs 


-.—.. .iiuiuugii ueicai. escalating 
onitm price, which had given the opposition 
a rallying point again.si the BJP govern¬ 
ment, ironically provided an excuse to the 

BJPIeadership.Nature,Godaiid ‘Congress 

hoarders’ were to be blamed for the BJP's 
defeat, said the party leadership. Our 
analysis, however, suggests that while 
price ri.se did have an impact on the 
electoral outcome. It was. however, not 
the only factor. 

A look at the CSOS exit poll data does 
reveal the growing disenchantment of the 
people on the issue of price rise. It drove 
a large .section of people away from the 
ruling party, the BJP. The data confirms 
that price rise was the biggest issue in this 
election. It influenced the choice of about 
33 percent voters in MP. 3()pcrccnt voters 
in Raja.sihan. 44 per cent voters in Delhi. 
However, a mere six per cent voters fell 
this was an i.ssue in Mizoram. This could 
be because of the fact that there were other 
pressing i.ssues the people were facing 
(here. Corruption was one. 

But this docs not signify that it was a 
negative vote against the central govern¬ 
ment only on the i.ssue of price rise, which 
was capitali.sed by the Congress. It 
may be somewhat true for the states 
of Rajasthan and Delhi where the BJP 
was in power at the state level, but it 
would be unjust to conclude the same 
tor the Digvijay Singh government in 
MP. The CSDS exit poll confirms that a 
section of people in MP voted for the 
Congre.ss bwause of the developmental 
work done by the Congress government. 

Of all those who voted for the Congre.ss 
in MP. 24 per cent were influenced by 
tlie i.ssue of development while in Delhi 
only nine fwr cent took this into con¬ 
sideration. In Mizoram, of all tho.se who 
voted for the MNF and the MPC, 47 and 


^ frer cent respectively, were influenced 
by the issue of corruption. 

If tte rising pnees of essential com¬ 
modities, especially vegetables, turned a 
large number of people away from the BJP 
in general, the deteriorating law and order 
situation and general misgovernance 
during the la.st few months made the situa¬ 
tion even worse for the party in Delhi. The 
CSDS exit poll indicates that nearly 44 per 
cent people were di.s.sati.sfied with the 
performance of the state goveromeni in 
Delhi and only 21 percent were .sati.sfied. 
A )a.sl minute change in the BJP leadership 
in Delhi to contain the growing discontent 
again.st the party did not work, and people 
in large numbers voted against the BJP in 
Delhi. 

Neariy eight years of Bhairon Singh 
Shekhawat’s rule has made BJP quite 
unpopular in Rajasthan. It is telling that 
44.4 per cent people said that they were 
not satisfied with the performance of the 
state government. To make the situation 
worse, as high as 36 per cent people were 

TASLfe 7; Flow cir .Seats in 
Rajasthan. IW.T-IWX 


FrointTo 

INC 

BJP (Jiheis 

Seats 
m 199.3 

INC 

.54 

IS S 

74 

BJP 

Is 

16 3 

94 

Others 

21 

2 6 

*>9 

Seats in I9«)X l.so 

.33 14 I97»/2(X) 

’ bieciions not held in KumbhiilEurh, Bhim 

unci Mundwa 

QSKtfiiihly conMMiieflvies. 


Tabu- H; Rjiw nf Smis in 



Mizoram. 1993-1998 


FroinVTo 

INC 

MNF Oihcis 

.Seals 




in 1993 

INC 

2 

6 8 

16 

MNF 

2 

9 3 

14 

Others 

2 

6 2 

10 

.Seats in 1998 f, 

2f 13 

40 

Table 9: Issiif.s iNreuENcTNO 

- 


the Voters CNoin- 


Issues 

Dellu RajUjithan Madhya Miziiram 



Pnidesh 


Price rise 

44.4 

39.3 33 1 

6 4 

Corruption 

9.3 

14 0 15 4 

.37 9 

Li-’v nnd 




order 

62 

6.1 5.3 


Aloni boinh 

69 

7.2 5 6 

(17 

Oevciopiiieni 19 6 

25 9 25.1 

37.4 


Table 6. Fuiw (if Seats in MP, IVI.l-lViix 


rVoinVTo 

INC 

BJP 

B.SP 

Others 

.Seats in 1993 

INC 

BJP 

hSP 

(Hlicrs 

.Scats in 1998 

103 

60 

1 

8 

172 

59 

SO 

S 

S 

119 

4 

2 

5 

0 

II 

9 

5 

0 

4 

18 

175 

117 

II 

17 

320 
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smisTied with th^ central govem- 
tneni where BJP is in power. It was not 
tneqsiy price rise which influenced voters 
shoice, but cttmiplion was al.sD a major 
issue with a large number of voters. With 
^wing dissatisfaction, the party, which 
iiad already witnessed a decline during the 
1998 Lolc Sobha election, was voted out 

power by the people of Raja.sihan. 

It cannot he claimed that people were 
ibsolutely saiisiied with the performance 
}f the .suueguvemment in MP. but develop- 
nemal works initiated by the government 
left its impact on the election results. The 
lenefits enjoyed by the people on account 
.if the decentralisation ufpowerto the local 
xidies, the provision of a primary school 
ivithinakilometrcofany villagethksought 
t and the watershed management projects 
o a great extent translated into votes for 
heCongrcKs. Internal rivalry among party 
eaders and disgruntled rebels made the 
iituation worse for the BJP and contributed 
o its second successive defeat in the state. 

Ever since the two regional parties, the 
VINF and the MPC'. fnnned a joint Iront. 
t was almost certain that the Congre.ss 
voukt face a rough weather in the stale 
t had tilled toralmo.st 10 years. The ciner- 
jence of the United People's Party, acoali- 
ioii of splinter gniup of MNF and social 
icti vists uddeit to the Congress's problems. 
Various corruption charges were levelled 
igainst the dccade-old Congress govem- 
nent. which had its own impact on the 
I'oters. The C.SDS exit ptili confirins that 
.'orruplion was the leading is.sue for the 
najorily of voters in the state. This single 
ssue influenced the choice of nearly 38 
ler cent voicis. Among them 41 per cent 
rtHed for MPC and 28 per cent voted for 
VfNF. Besides, in a state with a high level 
if literacy, the rising unemployment among 
he youth had eroded the niling party's 
mage and fuelled the anti-Congress 
ientiment. 

Si'PisiRT Ba.si; or Poliikai. Pakth-s 

The convincing defeat of the BJP in the 
hrec states suggests that it has lost support 
tmong various sections of the .society. But 
s its support spread evenly across all 
lections or is it strong among .some and 
iveakcr among others'.' 

The BJP had an emirmous growth during 
he ia.sl two Lok Sahha elections held in 


1996 and 1998 when it emerged as the' 
single largest party in the Lok Sabha 
winningl6l and 179 .seats respectively, 
lliis growth is largely attributed to the 
growing popularity of the party among 
various sections of the society. But surveys 
in the recent past has confirmed that the 
appeal of the party is not evenly spread 
across all sections of the society. Its social 
base is heavily skewed in favour of a few 
.sections of the society. The support fur the 
BJP is high among young voters, the upper 
caste, the educated and people with high 
occupation. Although some from the 
deprived .sections ofthc.society-thedttlits. 
the tribals. the prair and people with low 
education - moved towards the BJP during 
liic past few elections, the majority of them 
still voted for other parties. The CSDS exit 
pull conducted during this election reveals 
the support hascofdiffercnt parties among 
various social groups. 

Tlte decline i>f the BJP votes in all these 
three stales makes one believe that the 
party has lost the backing of all .sections 
of .society, but a careful analysis of the 
n^.sults reveals that the party still draws 
large .support fmm those social groups 
which voted tor it in large numbers during 
I he past few elections. 

In urban areas. Congress got more votes 
than the BJP. The survey, however, shows 
that support for the BJP among urban 
voters is .still higher in context of the total 
voles of the party. During the la.si few 
elections, the upper ca.sie voters had gone 


for the BJP in large numbers but did not 
do so in this election. The exit poll reveals 
that the upper caste voters were divided 
equally between the Congress and the BJP 
in Rajasthan while they were slightly lilted 
in favour of the BJP in Delhi. But compare 
the votes for these two parties among the 


Table 12: .Swinu as its Ux ality 


Locality Delhi 

Rajasthan Madhya Pradesh 

Urban 12 0 

49 


04 

Rural 9.0 

5..3 


5.0 

Average 11.1 

5.2 


5.3 

Table 13: .Swim; amont. Various Aoe Croup 

Age Croup 

Delhi Rajasthan 

Madhya 

Pradesh 

Up to 2.S years 

9.2 

4.4 

4.6 

26-.35 years 

10.6 

5.2 

5.4 

.36-45 years 

I2..3 

6.1 

6.0 

46-55 years 

12.5 

5 3 

5.2 

56 years and more 

log 

5 2 

5.6 

Average 

III 

5,2 

5,3 


Table t4: Swino amom. Varkhis 

ritfllPATIIlNAL Ca11:(XIRIE.S 


Occupation Delhi Kujasihun Motlhyu 

Pradesh 


High service and 


professionals 

12 0 

6.5 

5.6 

Big bu.sinc.ss » 

lO.t 

5.3 

3 4 

Small busine.ss 

11.5 

5.6 

4.6 

Low serviL'c class 

11.7 

4.5 

3.3 

Agriculture 

- 

4.9 

5.6 

Manual labour 

II.O 

4.9 

6.0 

Average 

II 1 

5.2 

5.3 


Tabie 11 : Support Base op Poi.rrirAL Parties amono Varkris .Siktai. Groups 
Vidlian Sobha Elections (IWXI 


Social Caicgones 


Delhi 

Raiasthnn 

Madhvu Pradesh 

INC 

BJP 

INC 

BJP 

INC 

BJP 

BSP 

V oung voters 

-0.4 

-1.2 

-0.8 

-1.0 

-1.2 

+ 1.8 

+0.2 

Wonwn 

+4 1 

-24 

+1.9 

+ 1.9 

+2.5 

-2 7 

-0.3 

1 Than 

+0.9 

+6.7 

+3 2 

+ 1.0 

+0 8 

+4.4 

-2.6 

1. pper caste 

-9,2 

+ 10.2 

-7.0 

+7 6 

-7.3 

+ 12.7 

-2.9 

Dalit 

+ 11.5 

-14.9 

-2.) 

-2 5 

-1 4 

- I0..3 

+10.3 

Trihals 

Neg 

Neg 

+ 12.7 

-12.8 

+7 0 

-7 8 

-0.1 

High occupation 

5 2 

+7.3 

+2.8 

+2.0 

-4.9 

+7 9 

-2.0 

Low (Kcupaiion 

+7.9 

-9 7 

-0 6 

1.4 

+0.2 

- 1 3 

♦0 0 

High education 

-9.2 

+ 12.4 

-3 2 

+ 1.9 

-8 4 

+9.1 

-1.3 

Illilcralc 

+ 13.7 

-16.8 

+5 3 

-47 

+4.8 

-6.5 

+ 1 4 

Average vole (survey) 

46.6 

37.3 

48.3 

.34.6 

39.6 

46.6 

.3 9 

Average vrue 
(actual results) 

47 7 

33.9 

44,8 

33.4 

40.6 

39.1 

6.2 


AVor' The variation of support aiimng different siKial sections has been calculated from the .^lurvey 
figure assuming that the discrepancy hetwceii the actual vote and the survey vote is evenly 
distrihuied among all sections. 


Tabi.1 I'I- .Saiispaiturs with .State ano Cesitrai. Govfrnmeni 


-evel of Saiislaction 


Delhi 

Raiasihan 


MP 

Mizoram 

Stale 

Government 

Central 

Government 

Central 

Govcmiiicnt 

Stale 

Government 

Central 

Govenunent 

State 

Governiiwni 

Central 

GovcinnBini 

Slate 

Government 

9o( at all satisfied 

44.1 

19 8 

44.4 




62 6 

28.1 

ioinewhat satisfied 

31.3 

32.4 

26.1 




19.8 

31.7 

i/cry satisfied 

21.3 

23.3 

25.8 

mSsM 



13.3 

15 3 
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upper cttsie as uHnpared to their total 
votes. It will emerge that in spite of the 
reduced .support tor the fiJP. this party is 
still popular among the upper ca.ste in the 
three states. 

In spite of the decline in support for the 
BJP among people with high education, 
white collared and pr»f6s.sional.s in the 
recent elections as compared to the pre¬ 
vious elections. this party still draws large 
support from ihc.se sections of the society. 
Even though the Congress registered an 
impressive victory in these elections, its 
suppon aiiKing highly educated voters .still 
remains low in all the three .states. 

The success of the Congre.s.s lies in the 
loige support the party received from the 
poor, deprived and underprivileged 
sections ol the society. The dalits. which 
constitute IV.6 per cent of Delhi’s popu¬ 
lation. voted in large numbers for the 
Congre.s.s. In MP. the Bahujan Samaj Party 
received large support from the dalits. The 
Congress received overwhelming support 
from the tribal voters both in MP and 
Rajasthan. 

The illiterates and ptHir people voted lor 
the Congress in large numbers while the 
BJP received a raw deal from them. In 
Rajasthan and MP. the support for the two 
parties among the illiterates is not very 
lopsided. In Delhi, these voters clearly 
preferred the Congress. Voters with low 
occupations also chose the Congress in 
Delhi. There isalso a shift in the preference 
of women and young voters during this 
election. They moved away from the BJP 
who tliey had supported during the last 
lew elect ions in large numbers. A majority 
of the young voters in Delhi and Rajasthan 
hacked the Congress. Women voters in all 
the three states did the same. 

T^HIK is S\MN(f VaRMH'S 


F.m 1 

[AIION,M C.\'l|.(.llKli:s 


Education 

Delhi K.iiusihun Madhya 
Pradesh 

Non-lilcruic 

10 0 4 t 


Below inutiii. 

11.6 S.2 

s x 

Undergraduate 

10 7 S4 

4,6 

Cnuluulc and above 11.6 6 2 

5 1 

Average 

II 1 S2 

5 S 


^Ifhese findings prove that the upperetass 
add upper caste character of the BJP has 
still not changed even alter the party has 
been badly defeated. The Congress which 
used to be a party of the poor and the 
deprived in the pa.st. but was facing rough 
weather during the past few eiection.s, 
mainly at the hands of the Third Force, 
managed to win back the support of its 
traditional voters in the absence of the 
Third Force. 

.SwiNO op Votes from BJP to Congress 
(1998 Lok Sabiia to 1998 Viohan Sabha) 

It is true that the BJP still draws mure 
than its average support fn>m some higher 
s<x;ial gnnips while its popularity is below 
average among the lower siKial sections, 
especially the dalits, the tribaLs, theillitcrate 
and the other underprivileged. But docs 
ii mean that the shift of votes from the BJP 
to other parties has been uneven, large in 
.svime sections of society and small in 
others? Many newspaper analysts have 
argued that the BJP was defeated bccauiic 
(he lower sections ol siK'iety - dalits. 
adivasis and OBCs - who had moved 
towards the BJP in the rwent years switched 
tlieir loyalty back to the Congress. If this 
was true, we should expect a clear diver¬ 
gence in the proportion of voters who 
swiched their loyalty from the BJP to the 
Congress between the Lok Sabha election 
in February 1998 and the November 
As.scmbly elections. 

The CSDS exit poll was designed to lest 
this hypothesis. Wc a.skcd the voters to 
indicate noi only who they had voted for 
(hat day but al.so to recall who they had 
voted for in the February Lok Sabha 
elections. The recall turned out to be fairly 
reliable. The figures pre.scntcd through 
'['able 12 to 16 are of (he voters who shifted 
Irom the BJP to the Congress. The figures 
show the proportion of all votersof .society. 
Among urban voters, the BJP support base 
IS above its average, but there is little 
iliflcrcncc in the swing among the urban 
■ind the rural voters. 

There is almost an even swing among 
all age grrmps of voters from the BJP to 
the Congress in all the three states. Though 


Tabi.i- 16 SwiNo Vmcim's CasiiTCommi'NIIV 



Delhi 

Kaia.sthaii 


Madhya Pradesh 

Up|)cr Cxsle 

II 2 

Upper Ca.sie 

6.2 

Upticr Caste 

5.0 

Puniahi Khnin 

KI.K 

Raipui 

VI 

Rajput 

.5.7 

Jai 

•> S 

Jul 

S.4 

Halba** 

12.1 

OBC 

It 6 

OBC 

4.1 

OBC 

5 1 

SC 

II.O 

SC 

4.0 

SC 

.tK 

.ST 

0 4 

Miiiu 

S 7 

Hhil 

.V3 

.Sikh 

12 8 

Other .ST* 

10.2 

ST 

6.2 

Muslim 

4 

Muslims 

5..S 

Muslims 

.7.7 

Average 

It 1 

Average 

5.2 

Average 

5.7 


Noif ' Siiiiill sample. •* Very small .sample. 


IS 

the decline of sitpport fur the BJP tuntN^ 
the younger voters, who backed the party 
in earlier elections', is sharp, in terms of 
swing away from tire BJP to the Congress 
it is more or le.ss even. Theswing is highest 
among middle age group voters in all the 
three states (see Table 13) because this 
working .section of the sireiety felt the 
pinch of price rise most. 

If we look at the vote fur the BJP among 
various occupational categories, we find 
that (he party ha.s received above average 
support anumg voters of high trecupation 
and below average fnim tho.se who belong 
to tow occupations in all the three states 
as mentioned in Table IS. But it does not 
mean that the shift of voters among high 
occupation is lc.ss than that of voters in 
low occupation. There is ulmo.si a similar 
.shift among all occupational categories. 
The swing is slightly higher among the 
high services in all the three states. 

The BJP enjoys higher than average 
.support among voters with high cducatiim. 
It got below than its average votes from 
illitcrttte.s during the recently concluded 
elections. Docs this mean (hat the swing 
among the educated is tower than among 
the illiicratc? The CSDS exit poll .shows 
that the swing among all sections is more 
or less even except for the great swing 
among the highly educated votci.s in 
Rajasthan. 

Even among voters be longi ng to di fferent 
ca.sic communities, it is hard to find uneven 
swings from t he B J P to the Congress during 
this election. There are only a few excep¬ 
tions. The swing among upper caste has 
been slightly higher in Rajasthan, some¬ 
what higher among the Sikhs in Delhi and 
marginally higlicr among ilie trihals in MP. 

What do the.se results show? What docs 
(he trend portend fur the future? One thing 
is crystal clear. The di.senchaiirmcni with 
the BJP IS spread across all sections of the 
society. It is wrong to assume (hat the party 
lost these elections because certain sections 
of the .society switched (heir loyalty. The 
BJP lost support in all sections. Chinks 
developed in the BJP’s poeket-borough.s. 
the educated young elite and upper castes. 
It is also clear that the parly is nut the first 
choice of the dalits. the adivasis or the 
poor. Tlwre is a clear signal that the party 
will have to go beyond Ayodhya and 
Pokhran (o retain its base. Ai (he same 
time, everything is not hunky-dory fur the 
Congress either. Though the party won the 
elections in MP and Rajasthan, many of 
ilssitting MLAs lost in thcirconstituencies. 
If anything, thc.se elections .sugge.s( that 
performance is the key mantra. Rhetoric 
alone cannot win elections, it has to match 
with actions. 
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People in Protected Areas 

Koyna Sanctuary in Maharashtra 

MUindSBokU 

If a meaningful debate is to take place on what appear to be conflicting needs and claims of wildlife 
preservation and forest and people '.v rights, we need to understand the historical, and ecological and socio¬ 
cultural issues in each of these areas. This case study of Koyna sanctuary and the people of the area is 
such an attempt. 


IN India envircmmental awareness is 
steadily on the rise. It has been realised 
that the great mass of flora and fauna in 
the subcontinent is threatened due to the 
increasing pressure of urbanisation, 
industriuli.sation. commercialisation and 
ecological degradation. Various attempts 
are. therefore, being made to protect, 
regulate and conserve these resources 
situated in various ecosystems. A concrete 
manifestation ol thc.se efforts is found in 
the increasing notifications of wildlife 
sanctuaries, national parks and game 
rc.serves. However, these con.servational 
efforts have also triggered off a con¬ 
troversy. It has been found that very often 
the notilications of protected areas 
transgress upon the rights and livelihiMid 
intere.st.s of the people situated in such 
arctis and lead towards their displacement 
from the ancestral habitat. In fact, an intcn.se 
debate about the juslil'ication, planning 
and management of the protected areas 
has been ensuing among forest officers, 
conservationists, environmentalists on 
the one hand and social activists, local 
community leaders and human rights 
advocates on the other |Kothari et al 
199.S;2755| 

In order to sustain this debate and come 
to some meaningful conclusion, it is 
necessary to have systematic knowledge 
about the ground reality. It is es.scntial to 
understand the historical and ecological 
setting of the concerned area, the 
Itvelihorxls activities of the people and the 
.stKio-cultural and physical conditions. 
Above all. it is important to understand 
the wishes and aspirations ot (he affected 
people. What is required is a .socio- 
anthropolog'ical approach with which a 
complex and multifaceted reality could be 
comprehended. Unfortunately, this is 
easier .said than dune. What one encounters 
is the insensitive, bureaucratic and rigid 
stand of the pmpt^ncnis on the one hand 
and emotional, unrealistic and equally 
dogmatic attitude of the protesters on tte 
other. As pointed out by Guha (1997:349), 


the need is to have sociological studies of 
the origins of conflicts in the protected 
areas, their unfolding over time and the 
paths by which they may be resolved. This 
study of the Koyna .sanctuary in Satara 
district of Maharashtra, is an attempt in 
tliat direction. 

The Koyna dam is one of the largest 
dams in the Western Ghats. However, 
unlike other dams it has been constructed 
mainly for hydro-electric purposes. Its 
uniqueness lies in the fact that an eastward 
flowing river. Koyna (originating at 
Muhabaleshwar), was impounded in the 
hills and its water was diverted to the 
Konkan region on the west through tunnels 
built into the mountain. The dam and the 
associated hydro-electric works are 
considered to be engineering marvels. 

I'he dam was completed in 1962 and 
submerged 98 villages in the Koyna valley. 
The distance from Mahabaleshwar to the 
dam site at Koynanagar is about 86 km. 
I'hc villages belonged to two talukas, 
Javuli and Patan. Historically, this was 
the area where Shivaji established his 
kingdom. The Koyna site was one of the 
most ideal sites in the Western Ghats and 
even the Tatas had eyed it for constructing 
a hydro-electric power station before 
independence. They abandoned the idea 
after the experience of Mulshi dam in 
F'une. where stiff rc.si.stance to the dam 
was offered under the leadership of 
the veteran freedom fighter, Senapati 
Bapat. 

Tltc displacement due to Koyna dam 
was the biggest of its kind in Maharashtra. 
The state govemmenlhad offered to resettle 
all the dam ou.stces but the sites offered 
were .scattered at far away places. Hence, 
in the first phase of this operation, only 
about 30 per cent of the vi Hagers preferred 
to move out of the district. They were 
luscttled at various localities in Thane. 
Raigad. Sangii and Solapur districts. The 
remaining villagers did not opt forthc sites 
provided by the government and preferred 
to move either on the upstream hill slopes 


or down.stream plains in the vicinity. The 
rehabilitation of the dam-oustees was a 
lengthy and tiresome process which has 
not been completed yet. 

Koynanagar as the centre of a massive 
earthquake in 1967 which took a heavy 
toll in Maharashtra. There have been 
contrasting opinions about the correlation 
between seismic activities and the storage 
of water. Hie people on the down.streatn, 
however, panicked thinking that the dam 
might burst. Many of the dam-ousted 
families, who had come out of the catch¬ 
ment area and were .settling downstream, 
decided to go back into the mountains. 
The local politicians encouraged them to 
do so. The irri|;ation department relca-sed 
the surplus land in their custody (which 
was acquired for the project but not u.sed) 
and these people were resettled on the 
upstream hill slopes. Though the 
population was considerably reduced, 
about SS villages were thus relocated in 
the catchment area (25 at the Patan end 
and 30 at the Javali end). 

The combined population oi these 
villages today is around 9,5(X). Needless 
to mention, they have been encountering 
considerable hardships, (he most obvious 
being the problem of transportation and 
communication. The upstream villagesare 
total ly cut off from the surrounding world. 
Tlie state government provided them pieces 
of land but did not provide any other 
facilities. Life has been miserable in the 
absence of roads, schools, di.spensaries, 
markets, electricity, drinking water and 
other basic amenities. A ferry launch was 
started by the zilla parishad r<nly in 1978. 
Till then, villagers from places like Dicholi 
in the Patan area had to cover a distance 
of nearly 40 km on foot to reach 
Koynanagar. Primary .schools wereopened 
also about the same time. Till date, there 
has been no primary health centre. 
Electricity has been provided only at a few 
places. The condition of about 20 villages 
in Javli area has been a little better as they 
have access from Satara and Maha- 
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baleshwiir. But people in the reirutining 
villages, especially in the Patan area, lead 
a pitiable existence. 

The Koy na sanctuary is notified over the 
whole catchment area. Though it covers 
all the 55odd villages, six villages in Patan 
taluka failing in the central core region 
have been the worst affected. Thc.se 
villages are nestled in the high niountain 
ranges at an altitude of about 3,000 ft. 
They are Mura. Kisrulc. Zadoli, Ambe- 
ghar, Punavali and Dicholi. The original 
locations of these villages, except Dicholi. 
were submerged and. hence, they have 
been relocated at an altogether different 
and higher site. Dicholi was spared 
because it was previously .situated on a 
hill top. At present, the ferry launch is the 
only means of transportation. It takes about 
two hours to reach these places from 
Koynanagar. 

ITtc Koynu region is characterised by 
broad hill plateaux around the peak of 
Mahabaleshwar. This is a very high rainfall 
area (6.(X)0 mm and abovci. Traditionally 
this area has been inhabited by two 
communities; kunhis and dlianagar gavalis. 
The kunhis (al.su called as marathas) are 
the main ugriculturi.st community in 
Maharashtra whereas the dhanagar gavlis 
belong to the dhanagar caste clu.ster who 
are shepherds and cowherds. Hi.storical 
evidence suggests that (he.se communities 
came to this mountainous tract from the 
eastern direction. The plateau lands on the 
east were earlier inhabited by animal 
rearing agriculturists, The first farmers of 
this region have been related to the po.st- 
Harappan pericxl starting from 1800 BC. 
They were residing in the river valleys 
and there was no sharp differentiation 
between the agriculturists and the pastoral 
nomads. However, by about KXX) BC. 
the area witnessed a long span of aridity 
which destabili.scd the agricultural .sy.s- 
tems and .some gnnips took to shepherding 
and cow or buffalo herding [Dhavalikar 
19851. 

Hie ecological history of this region is 
traced by Gadgil and Malhotra (1982). 
They have pointed out that the domes¬ 
tication of animals and plants as well as 
sedentarisation originated in the .semi-arid 
tract of the Deccan plateau and spread into 
the higher rainfall /.one. This implied a 
progress) ve destruction of tree growth i nto 
the higher and higher lainfall area. The 
destruction of gallery forests along the 
water courses in the semi-arid tract 
eliminated the possibility of a single 
pastoral group maintaining sheep and 
bulfalo. The shepherds, therefore. 


rd^ned in the semi-arid tract while 
htffalo herding dhanagar gavlis moved 
upstream of the water courses into the 
deciduous forest zone (at the foot hills) 
to the west. The agricultural frontier 
expanded with the kunbis coming into the 
area. As the tree growth in the deciduous 
/one was removed and land brought 
under cultivation hy the kunbis. the gavlis 
had to move farther west into the higher 
rainfall zones towards the crest of the 
We.s{ern Ghats. The ability of the peasant 
community to displace the pastorals has 
been traceable to their numerical superio-. 
nty. which has been due to the higher 
carrying capacity of the land for culti¬ 
vators in comparison to the pastorals 
|ihid;ll51. 

Before the construction of the dam the 
kunbis resided in the valleys. Hiey far 
outnumbered the gavlis staying on the 
hills. Even today, when both the groups 
arc re.siding on the hill slopes, kunbis 
occupy the lower levels whereas the gavli 
hamlets are at a higher altitude. Tradi¬ 
tionally. the kunbi villages also included 
(he artisan and ex-untouchable castes. 
Almo.st all the artisans have now shifted 
out of (he catchment area and the same 
is true of the ex-untouchabies. At present, 
only a few families of the latter have been 
residing in the mountains. They have been 
classified as neo-Buddhists after their 
conversion to Buddhism but are 
appropriately called dalits. 

The spatial differentiation between the 
kunbis and dhanagar gavlis gave rise to 
(wo di.stinct economies, agricultural and 
pastoral. The gavli dhanagars reared 
buffaloes without traditionally owning 
any lands. In Dicholi. however, they 
received lands under the Tenancy Act. In 
tact, many of the kunbis and dalits also 
received lands under the Tenancy Act. A 
large poition of land in these villages was 
assigned as 'inam‘ (land grant) to local 
chieftains and feudal landlords during the 
Peshwa rule in 18th century. The British 
colonial administration promulgated 
ryotwari settlements but did not disturb 
inain rights. They were abolished only 
alter the independence under the land 
ceiling and tenancy reforms. Consequently, 
the kunhis b>igan to cultivate the low lying 
paddy fields whereas the land owning 
dhanagars practi.sed .shifting cultivation 
on the hill slopes and grew ragi (‘Eleu-sine 
coracana’) and varai (‘Setaria italica’). At 
present, as both the communities reside 
on the hill $lope.s, ragi and varai are the 
principal crops. Paddy is grown only on 
some small flat terraces. Some pulses and 


'oilseeds are also grown at tamvenient 
locations. 

The lands on the hill slopes are not 
measured or demarcated. Hence, though 
each household knows how much land bet 
she possesses, its exact location and 
demarcation is unknown. The lands ore 
cultivated by mutual convenience, 
collective labour and general under¬ 
standing. The productivity is very low. On 
the average, under standard climatic 
conditions, about six to eight quintals of 
ragi and three to four quintals of varai is 
produced per hectare. The productivity of 
rice is about eightto I Oquinlals perhectare. 
Needless to emphasise, this type of 
agriculture is precariously balanced on the 
vagaries of nature. 

The six core villages in Patan taluka 
were selected for the study and all the 
residents were covered under the socio¬ 
economic survey. Tire numberenumeraied 
here pertains to those who came back after 
the earthquake in 1967 (the gavlis from 
Dicholi had not moved out). For example, 
village Kisrule had about 200 households 
before 1962. About 60 per cent of them 
shifted to Bhivandi resettlement site in 
Thane district in 1962-63. The others did 
not opt for Bhivandi and preferred to setilr 
in the nmby villageHelwakon the western 
side of the mountains. Of them. 17 
households came back after the earth¬ 
quake and started staying at the pre.scnt 
site which has been on a higher plane than 
the original. When the sanctuary was 
declared in 1985, eight of them again 
moved out to places where their kin were 
settled. The pre.sent number of 21 house¬ 
holds has ri.sen out of the remaining nine 
households. The number has increased 
due to successive partitioning among the 
fraternity. Similar process have occurred 
in other villages. 

As the income derived from agriculture 
has not been sufficient, .supplementary 
activitiesarecarriedout. Whereas the gavlis 
have relied on ani mal husbandry, the kunbis 
and dalits have been traditionally involved 
in wage labour and service. They have also 
been migrating out. Some of the migrants 
are currently working in Mumbai. These 
persons have been employed mainly as 
unskilled labourers in the unorganised 
sector. Many of them have been working 
as coolies in the vegetable market yards. 

The animal husbandry practices of the 
gavli dhanagars in Koyna region are 
traditionally tuned to the ecological setting 
(a good description of the gavlis of Western 
Ghats could be found in Gadgil and 
Malhotra, 1982). They prefer buffaloes 
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over canlc. The buffalo is a sturdy and 
rugged oniinal. It can withstand the high 
altitude rain, cold, wind and other harsh 
conditions. It can also defend itself against 
predating animals. The gavli animals arc 
not sull-fed, they are not even tied by a 
rope. The animals roam around the Jungle 
and are gathered only in the evening. Very 
often camps are mode in the jungle itsell. 
The ge.<itaiion period of a bulYalo is quite 
long (15 to 18 months). As a result the 
gavli herd consists of a large number of 
unproductive animals. The milk yield is 
not signiticam. On an average a good 
milking buffalo produces two to three 
litres ot milk {ler day. As the animals arc 
free throughout the day. most of their 
energy is lost in rmming around and hciicc 
the feed to milk ratio is low. The gavlis 
tend to maintain large herds mainly because 
todder is obtained free ot cost and there 
is an inherent compulsion to retain the 
young as well ns the unproducti vc animals 
for future utility. Previously, wlicn there 
were no dui ly s(x;icties. they u.sed to prepare 
butiei and sell it in the Konkan area. They 
used to retain buttermilk which was their 
principal source ot protein. At prc.scnt 
they sell the milk to a kical co-opcralive 
daily, .started by a voluntary organisation, 
which o|)craics a launch service Gadgii 
and Malhotra. in the above cited study, 
have concluded that succc.s>ivc ecological 
degradation o| the urea has forced the 
gavlis to mo\e from rearing huilalocs to 
cuttle and goals and latel> to wage lahout. 
To some extent this has been also tnie o1 
the Koyna valley 

The agricultural and pastoral livelihoods 
activities aic supplemented by the col¬ 
lection ol non-timber tomsi produce. The 
principal among them is shikckai ('Acacia 
concinna') which is sold to the contractors 
authorised by the toicst department. 
Similaily.kadhipaUa('Murrayakoenigr) 
IS gathered Anotner important item is 
honey. .Seasonal Iruits like mango, 
karavanda (‘Carissa carandas'), jambhul 
(‘Eugenia jainholanu'I. amla (‘Emhiica 
oMicinalis') aie also collected but they are 
consumed kKally. Theie arc a number ol 
medicinal plants in the region but market 
channels aic not well established yet. 

The educational details of the res¬ 
pondents are piovided in Table I. It can 
be seen that the average adult literacy is 
as low as 24 per cent. The literacy level 
of the gavlis is vciy low. Female literacy 
18 still lower. TTte literacy levels have been 
low bccau.se there were no .schtxils alter 
the dam was built. At present, .schools arc 
there only at Zadoli and Dicholi. The 


(Yichbii school is ifl 8 good condition but 
the Zodoii building is dilapidated. The 
problem at both the places is that teachers 
do not come regularly as there is no 
ctmvenient transportation. The quality of 
education is extremely poor os tlw schools 
arc not equipped with any teaching matenal 
or educational aids. There is. however, a 
strong desire among the people to educate 
their children. This could be vouchsafed 
by the impressive number of children 
attending the schools. About 40 per cent 
til ilK’m are attending schools outside the 
dam area. Around 35 children from Dicholi 
are staying at Koynanagar for their 
soh(X)ling. A couple of them have passed 
.S,Sr and arc attending junior colleges. 
Only two people from Dicholi have 
completed graduation. 

The ub.scnce of education and lack of 
exposure tooutside world hmi haditseffect 
on the .socio-cullural life of the villagers. 
.Supcr.stitiou.s beliefs and blind faith have 
been quite common, especially among the 
gavlis as traditionally they remained aloof 
Irom the rural society. These beliefs have 
caused considerable social trauma and 
disturbances. The position of women has 
been quite low among these communities, 
particularly among the gavlis. The women 
arc anaemic, overworked, illiterate and 
lepicssed by the patriarchal .system. Till 
recently, chi Id marriage was the norm. lYie 
constricted character ot the traditional 
society was exacerbated by the isolation 
and dislocation caused by the dam. 

In the area under study a voluntaiy 
organi-sation named Shramajivi Janata 
.Sahayyak Mandal (SJSM) has been active. 
Ibis was founded by a local youth, Bal 
Kolckar in 1979 who comes from a modest 
dhanagar gavli family from Dicholi. His 
l.ither was recruited in the Indian army 
111 the second world war. Bal studied at 
.Satara. He was the rirsi graduate from his 
community. After graduation, he received 
training under the graduate volunteer 
scheme (GVS) of the Bombay University. 
This scheme was an attempt to attract the 


educated youth to the field ol rural 
development. After completing this 
training, Bal came back to his village in 
the mountains. Unlike other rural youth, 
he started working for his people living 
in the Koyna catchment area. He founded 
the SJSM along with some ot the local 
friends. Initially, an ashram school was 
started near Koynanagar. Thereafter 
various issues were taken up. An agitation 
was launched for basic facilities like 
education, health, transportation and 
housing in the catchment area. The SJSM 
worked with the vision of building people’s 
organisations and initiating the process 
of development from within. Its emphasis 
was on establi.shing co-operali ve .societies. 
Alongside, it also staned acru.sadc against 
superstitions and evil practices among 
the gavli community. The work .soon 
blossomed into multifarious activities 
as Bal and bis colleagues toiled hard with 
commitment, devotion and perseverance. 
At present, there arc more than 20 co¬ 
operative institutions and three voluntary 
agencies working under the guidance 
of the SJSM. It has undertaken large 
affore.siation and watershed programmes 
in collaboration with (he forest depart¬ 
ment and the state government agencies. 
There are sift rural campuses, a herbal 
garden and re.scarch centre, a canc and 
bamboo production unit, an agneuitural 
farm and a women's co-operative agro¬ 
products manufacturing society. In the 
span of last 20 years SJSM has emerged 
as one of the most ellectivc NGOs in 
Maharashtra. 

ThH SANn^l^RY 

An area of423.55 sq km. tailing within 
the backwater region ol the Koyna dam, 
was notified as Koyna sanctuary by the 
state government (revenue and torest 
department vide their notification no 
WLP/1885/CR/l588(l)F-.5.dated 
September 16, 1995). This area consists 
of 16,110.94 haof reserve loresl, 6,353.63 


TaBLC I BnUC'ATtONAL DeTMU ''S ReSPONIICNT HotISLHtHDS 


V ill.igr 

Agewise Breakup ol 
_Household Members 

No ol Lileialc 

Nil ul School- 
Cioing 

0-6 

6-I8 

>IM 

6-18 

>18 

Mum 

II 

17 

54 

9(55) 

5(9) 

9 

Kisiulc 

It 


72 

25 (70) 

6(8) 

17 

Zadoli 

7 

21 

St 

16(59) 

22(52) 

12 

Ainhehgar 

5 

25 

85 

15(52) 

27 (52) 

20 

Punavali 

2\ 

27 

77 

26 (96) 

15(19) 

28 

1 Muholi 

45 

102 

178 

45(44) 

28(16) 

46 

1olal 

ItX) 

251 

527 

132(57) 

128(24) 

1.52 


^llle Figures in parenihescs indicate percentogc« 
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ha forest closed under Section IV of the 
Indian Forest Act < 1927), 8.221.59 ha in 
the pon^ssion of other departments and 
11,966.62 ha of piivaie lands. 

The forest is composed of two types: 
western tropical and sub-tropical broad 
leafed hilt forest and west coast semi- 
evergreen forest. The prominent fauna 
consists of tiger, panther, wild cat. wild 
boar, deer, sambar. chital. mou.se deer, 
chtnkara, fox. wild dogs, sloth-bear, 
monkey, bison, porcupine, python, flying 
squirrel, etc. and bird species of green 
pigeon. Indian sand grouse, partridge, 
paradise fly-catcher, jungle fowls, etc. 
According to the census conducted by the 
forest departnient in May 1995. there were 
two tigers, six panthers. 57 sambars. 63 
deer, 44 bisuns, 14 porcupines, 45 bears, 
54 flying .squirrels. 65 wild boars, 11 
langtNirs. 23 hares, and 10 foxes. The 
actual strength, according to the 
information provided by the locals, would 
be at least twice the.se numbers. Though 
conservation work has begun, demarcation 
of the .sanctuary has nut been completed 
yet. The necessary staff has been recently 
appointed and infrastructure is being 
established. The land acquisition reports 
to be Hied by the district collectorate arc 
said to have been prepared. 

As soon as the sanctuary was notified 
the provisions of the Wild Life Protection 
Act (WLPAi 1972 have been brought into 
effect. Previously, the Koyna area was 
designated as a re.scrve forest. The 
elevation from the status of reserve forest 
to that ot a sanctuary meant imposing 
more restrictions and curtailment of 
various nghts previously enjoyed by the 
locals. .Some ot the provisions of the 
WLPA would make this point clear. 

The WLPA says that "no person shall 
wilfully pick, uproot, damage, destroy, 
acquire or collect any specified plant from 
any forest land and any area .specified by 
notification by the central government 
and possess, .sell, offer for sale, or transfer 
by way of gift or otherwise, or transport 
any specified plant whether alive or dead 
or part or derivative thereof’ (Section 
17A). Only a member of a scheduled tribe 
is allowed to pick, collect or possess in 
the district he resides any specified plant 
for his bona fide personal use (None of 
the above communities are recugni.sed as 
scheduled tribes). The Act also prohibits 
cultivation of and dealing in specified 
plants without licence (Section I7C and 
I7D). It explicitly says that the sjiccified 
plant or part or derivative thereof shall 
be the ptoperty of the central government 


(dlKtion 17H). As for hunting, the rales 
a^ quite stringent and they prohibit 
hftnting of scheduled wild animals 
(Section 9). Only in certain cases, as 
approved by the chief warden, hunting of 
wild animal is permitted (Section 11). 
There are also various restrictions on 
the entry into the sanctuary, and the 
persons residing in the sanctuary are bound 
to perform certain duties for the enforce¬ 
ment of the act (Section 27). ImmunisaUon 
of the livestock kept in or within 5 km of 
a sanctuary is compulsory and the act says 
that “no person shall take or cause to be 
taken or grazed any livestock without 
getting it immunised” (Section 33A). 

Needless to mention, these restrictions 
adversely affect the traditional lifestyle 
of people who arc intimately dependent 
upon the forest and are involved in 
agricultural and pa.storal occupations. The 
act not only hampers their livelihoods 
activities but also affects their freedom 
and mobility. It prevents them from taking 
wild fruit, flowers, leaves, timber, grass, 
fuel wood and other forest produce which 
essentially supplement their sustenance. 
T'hc customs and practices which till date 
are a part of life have now become crimes 
and offences. 

In the first two to three years the impact 
of the sanctuary was not discernible and. 
hence, the people did not take it seriously. 
But gradually the noose was tightened. 
Firstly, the forest began to grow as a result 
of the protective measures. Felling of trees 
(legal and illegal) was .stopped. The forest 
canopy became thick and extensive. 
Previously, the forest was at a certain 
distance from the village.s. .separated by 
agricultural fields. But as the vi llages were 
re.seitled on the hill slopes the forest came 
closer to people and so also the wild 
animals. Their population also began to 
increase. The effect of the increased 
population of the wild animals has been 
quite decisive. The villagers had been in 
the habit of using a grass called ‘kolamb’ 
for thatching the roof. This grass, which 
grows on the hill slopes, was consciously 
pre.served by the local people. Before the 
.spread of Mangalore tiles this was the 
standard roofing material all over the 
Koyna valPy. This grass was totally 
destroyed by the bisons. They not only 
uprooted the stalks but also pounded 
them so that future growth became 
impossible. The roofs have to be thatched 
annually before the rainy season. In 
1991-92 all the gra.ss was destroyed and 
the people were shelterless. This matter 
was brought to the notice of the forest 


department. However, no action was 
taken. An agitmion was laanched under 
the guidance of SJSM. The forest depart¬ 
ment did not provide any help but com¬ 
pensatory grants were provided by the 
then chief minister from the Chief 
Minister’s Hind. Mangakxeiiles weredisiri- 
buted in ail the six villages and the problem 
was somehow resolved. The bisons have 
also attacked human beings. In at least 
four cases bisons caused serious injuries. 

The second problem has been due to 
wild boars which are a menace to the 
crops. The ragi and varai fields are along 
the hill slopes and are easy targets for the 
boar. No protection has been effective 
against their assault as they strike mainly 
at night. They have also been attacking 
the paddy and com fields near the vi llages. 
Previously, the villagers used to hunt the 
boar and, hence, their population was 
kept in control. As hunti ng was prohibited 
the boar began to roam freely and mena¬ 
cingly. Villagers report that only 40 to SO 
per cent produce can be effectively sal¬ 
vaged. As mentioned earlier, agriculture 
on the hill slopes was already precarious 
and the menace of the boar has caused 
a great set back. 

Another intimidating animal has been 
the black bear which is a herbivorous 
animal but is notorious for attacking human 
beings. It particularly attacks the face and 
upper limbs. It is a matter of common 
experience that people living in such situa¬ 
tions do not fear predators but arc afraid 
of die bear. Previously, the instances of 
attacks by the bear were known but they 
were sporadic. With the sanctuary, the 
attacks have become more frequent. The 
worst victim has been one Laxman Kolekar 
from Dicholi whose eight yearold son was 
killed in 1993 by a bear in the vicinity of 
the village. Thechildren were playing near 
the .stream and suddenly the bear pounced 
upon them. The older children ran away 
but two of the smaller ones were caught. 
One could ran away with minor injuries 
but the other was killed on the spot. His 
head was broken and the face was com¬ 
pletely distorted. The family was given a 
cash compcn.sation of Rs 10,000 by the 
forest department and the father of the boy 
was given employment as labourer on 
daily wages. 

The most alarming threats have come 
from the population of panther and tiger 
which has increased due to the protection 
measures and they have begun to frequent 
the villages. Cattle and goats are easy prey. 
There is hardly a household in these villages 
which has not lost an animal in the last 
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twf'yeiuni; liiA big cows and 

bi^k^s, 33 calves md hafers and 24 
gobu have been killed by tte predators 
between June 1994 and May 1996. In 
Dif^i anitnais have been killed in the 
vicinity of the vill^es. Many of them have 
been lifted directly from the houses. During 
our stay in Dichdi, a panther visited the 
village on three consecutive nights and 
killed three goats. Its pug marks could be 
easily .seen in die morning. Till date, no 
human being has been attacked but the 
people have begun to fear that it might also 
ha|^n. 

Another problem has been with regard 
to the collection of fuel wood and non¬ 
timber fore-st pnxiucc. Previously, people 
could bring fuel wood and non-timber 
produce .safely from the adjoining forest 
fortheirdome.stic use. With the declaration 
of the sanctuary this activity has become 
illegal. The forest department has stopped 
auctioning the non-timber forest produce. 
Collection, transport and sate of products 
like 'shikekai' ‘kadhi patta’, honey and 
other things have been banned under 
the WLPA. Thus, a major .source of sup¬ 
plementary income has been lost. This 
loss has been estimated at about Rs 2.S(X) 
per annum per huu.schoid. The forest 
department has also put restrictions on 
fishing in the lake. The fishing co-operative 
e.stablt.shcd by SJSM has about SO members 
and has been authorised by the irrigat¬ 
ion department to fish in the lake. The 
sanctuary administration has, however, 
taken objection to this activity, the forest 
department has become very powerful and 
this has resulted in harassment of people. 

Re.slrictions are also being imposed on 
the movement of people. Contact with the 
outside world is being curtailed by the 
rules and regulations of the sanctuary. The 
i.solation cau.sed by the dam has, therefore, 
worsened. Since 1993 (after the Mumbai 
bomb blasts), Koyna lake has been subject 
to stringent .security arrangements Earlier 
trckkers and mountaineers used to frequent 
the valley. Now visiting the sanctuary from 
the Koynanagar end hxs become almost 
impossible. 

The WLPA is related to the protection 
of wildlife and, hence, docs not speak 
about the loss of other forms of iile. The 
provisions applicable to the re.served forest 
area are. therefore, enforced with respect 
to compensation. Tlie forest department 
hjis certain rotes prescribed for com¬ 
pensating the lass of animals or human 
beings. The rates are as in Table 2. 

These rates of compensation ail shame¬ 
lessly paltry. The pre.sent market price for 
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a gdu would taRgt between Rs 900 to 
1,200 and that of a cow between Rs 4.000 
to Rs 6,000. The price df buffaloes and 
bollocks are much higher. For the forest 
department the value of human life is not 
more than Rs 20,000 and permanent 
di.sability is valued at tmly Rs 6,000. Also, 
these ore the upper limits which are seldom 
reached while granting the compensation. 
The forest officials use their discretion 
and gi ve as little as possible. It was repotted 
that the compensation normally received 
lor a goat ranges between Rs 7S and ISO 
and that for a cow between Rs 1,200 and 
1.800. The discretionary nature of 
compensation leaves plenty of room for 
malpractices. 

The procedure for claiming the com¬ 
pensation is also complicated and tinte- 
ennsuming. In the Koynaatea it has become 
much more traumatic in the absence of. 
transportation and communication 
facilities. The person whose animal is killed 
has to report the incident to the forest 
official at Koynanagar so that the latter can 
make a ‘panchnama’ (inspection). Forthis 
purpose the presence of the ‘talathi’ (village 
record keeper) is essential because the key 
issue is the place of the kill. The talathi 
alone is capable of identifying the survey 
number of the spot and deciding whether 
il falls within the boundary of the forest 
of that of the village. The owner is supposed 
to retain the carcass at the spot till the 
panchnama is carried out. Compensation 
is allowed only if the animal is killed 
outside the forest. 

In the Koyna area this means that a 
person has to immediately take a launch 
to go to Koynanagar (the launch comes 
only in the morning and does not operate 
during the rainy season), inform the forest 
official about the incident, then search for 
the talathi and bring him along with the 
fore.st guard to the precise location. The 
talathi is often qot traceable and will not 
necessarily come to the spot in the remote 
jungle. Hie same is true of the forest 
guard. It lakes at lea.st 24 hours before 
thjs party arrives at the location. The 
necessary costs of bringing these persons 
are to he borne by the owner which also 
means a good deal of out of pocket ex¬ 
penditure. The location of the kill is often 
a matter of dispute as most of the time the 
predators drag the kill to a place of their 
choice, mostly inside the forest. In such 
a case it does not become eligible for 
compensation. 

We were told in the concerned villages 
that thecostof cartyingout the panchnama 
is anmnd Rs 200 per incident. And the 
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compensation (if at alt one gets it) is Rs ti 
for a goat. Hemie, few villagers want td 
get into the procedural muddle. They 
simply dispose of the carcass and blame 
their fate. Of the 110-odd incidents that 
took place between June 1994 and May 
1996, panchnamas were carried out in 
only four cases, that also, when a big 
animal was killed. Compen.sation was 
received only in one case (Rs I.SOO for 
a cow). In all the remaining cases, the 
owners spent around Rs 300 to 500 each 
but without result. The total cost of the 
animals killed in these two years would 
be around Rs 2,13,000 at a very conserva¬ 
tive estimate (Rs 3,000 for a big animal, 
Rs 1,000 for a small animal and Rs 500 
for a goat). This is the direct los.s caused 
by the sanctuary. The loss of crops and 
that of the forest produce i.s another matter. 

When living conditioas became difficult, 
people grew restless and petitioned the 
SJSM to look into the matter. Initially the ' 
SJSM tried to arrange relief as in the case 
of the ‘kolamb* grass issue. It then tried 
to articulate the prt^lems and presented 
the same to the concerned forest oflicials. 

It akso took up the matter with the local 
MLA and compelled him to raise this 
question in the state legislative assembly. 
Alongside, it kent petitions to the higher 
officials of the forest department In order 
to mobilise all the people effectively, 
it formed a committee called ‘Koyna 
Abhayaranya Kriti Samiti' wi,th represen¬ 
tation from all the six villages. 

Following these demands, the divisional 
and regional forest officials visited the 
area on a numberof occa.sions and listened 
to the grievances. Initially, there was no 
discussion about rehabilitation. In fact, 
SJSM was of the opinion that people need 
not leave the place but try to get their 
grievances sorted out. It was believed that 
displacement of this kind would not be 
beneficial. Instead, appropriate public 
works could be planned so as to make the 
best use of the surrounding resources. At 
that time, people were divided on the issue. 
Some favoured re.settlcment whereas others 
wanted to stay on. However, as the problem 
deepened and the very survival was 
threatened, they unanimously began to 


Tabi.e 2 

(In rH/tres) 


Losii/Damage 

Maximum Amount of 
Compensation 

Catlle/buffalo 

3.WI0 

Goal/sheep 

750 

Human life 

20,(XK) 

Human disobilily 

bsm 
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demand resettlement and rehabititation. 
SJSM had to bow before the wishes of the 
people. 

Then onwards efforts were made in that 
direction. It included petitioning to the 
fore.st department, rmsing the issue in the 
state assembly, involving people’s 
representatives like the MLAs and MPs 
and launching a persistent campaign. 
Fortunately, the forest department 
appreciated the problems caused by the 
sanctuary and was open to discu.ssion and 
negotiation. The idea of rehabi litation was 
favoured by the department. The people 
wanted to move out of the sanctuary but 
not out of the Koyna region. Hence, an 
idea of exchanging forest lands elsewhere 
in the district with the .sanctuary lands was 
mooted by thedepartment. *rhis proposition 
was accepted by the people and it was 
subsequently followed up. The local 
officials provided excellent co-operation. 
The people approved eight locations 
within the district and the department was 
asked to forward the proposal for further 
action. The matter has been pending at this 
stage. 

Though the need for re.scttieinent and 
rehabilitation has become apparent, there 
are certain issues that need to he sotted 
out before this pnKess could be set into 
motion. First, though the department has 
approved the re.settlcment in principle, 
there has not been any formal commitment. 
People have received notices after the 
declaration of the sanctuaiy hut no further 
action has been taken. On the other hand, 
the necessary establishment for the 
sanctuary is being set up. It is not yet clear 
whether the forest department would carry 
out the resettlement or the people would 
be treated under the Maharashtra Project 
Displaced Persons Rehabilitation Act 1976 
(amended in 1986). This act is fairly 
comprehensive and guarantees a number 
of benefits to the project affected persons. 
The question is whether this would be a 
simple resettlement (on the principle of 
land for land) or rehabilitation in the 
true sen.se of the term. The pertinent 
questions arc; What would be the basis of 
rehabilitation? How would be the property 
compen.satcd? Wltat facilities would be 
provided at the ne.w site? What kind of 
rehabilitation package would be offered? 
And so on. 

The second problem is the Indian Forest 
Act (1980), according to which the rights 
of transferring the forest land to non-forest 
use are vested with the central government. 
Thus, the permission of the central 
government would be required to transfer 


deforest lands in the district to the hames 
ofthe sanctuary-affected people. This is 
bound to be a time-consuming process 
unless the forestdepaitment acts promptly. 
The third problem is the valuation of the 
respective lands. Private lands in the 
sanctuaiy are much sought after by the 
forest department as it would create a 
coiitiguous, uninterrupted belt. Prom the 
point of view of forests these ate excelloit 
lands but their market value would be very 
small. On the other hand, the forest lands 
near the cities would have higher nnarket 
value. The sanctuaiy affected people might 
to.se in the bargain. 

The fourth problem is that, excepting 
Dicholi. all the other villages are dam- 
affected villages whose rehabilitation has 
not been completed yet. A few years ago, 
the .state government relcasedsurpluslands 
in the Ujani Command area in Solapur 
district for resettlement. Some people have 
accepted these lands but have not yet shifted 
to the new localities. Would they be eligible 
for rehabilitation under the present 
package? In what way would their rights 
be reconciled? What about the people who 
do not stay in the catchment area but 
continue to hold land there? These 
questions also need to be clarified. Besides 
these there are a number of small and 
technical problems but which could be 
sorted out once a basis of rehabilitation 
is determined. 

The Koyna case is significant for a variety 
of rea.sons. In the first place, there is the 


contradiction between wikRile conserva¬ 
tion and human rights protection. Thecon- 
flictisinevitable because people have been 
staying there for generations. Thme is a 
clear clash of interests between ^ple’s 
lirelihoods and environmental ideals. 

Orw approach of solving the conflict is 
joint protected area management. This 
approach is considered as one of the most 
reasonable ways of attaining both the 
objectives of wildlife conservation and 
continuation of people’s rights [Kothari 
et al 1996]. Needless to empha.sise, this 
option is ideal wherever suitable oppor¬ 
tunities exist as it avoids undue and 
unwarranted confrontation between the 
state and the people. In some areas, 
however, this would be difficult due to 
peculiar geographic, historical and socio¬ 
economic conditions, llie Koyna area is 
a case in point. The geographic location 
of the sanctuary is the main impediment. 
Had the sanctuary been located on a plain 
area, the approach of joint protected urea 
management would have been relevant. 
The sanctuary is created against the 
backdrop of submergence and displace¬ 
ment. People’s perception and aspirations 
have become different as they have suffered 
enormously in the past .15 years. The 
geographic, ecological and social .situation 
is such that either wildlife can survive or 
the people. Forcible coexistence would be 
detrimental to both. 

The villagers in the sanctuaiy area arc 
demanding rehabilitation. This is .some- 
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liitusttiil H today‘s^tttiMtion wtieie 
a case is often made against any kind of 
(iis|ftaceinent and subsequent tehabili- 
uuion. Why are they keen cm moving out 
Dfthearea?Anumberofintere!itingfactors 
are responsible. People have begun to feel 
that if they continue to live in the area, 
then their vety survival is threatened. They 
zannot continue with their traditional 
lifestyle of pastoralism and shifting culti¬ 
vation nor can they shift to conventional 
agriculture. The sanctuary has foreclo.sed 
these options nor can they cope with the 
wild animals. Secondly, it has Ixxn reali.scd 
hat the catchment area would always 
remain isolated due to its peculiar geo¬ 
graphic situation and there would be serious 
itnicturai limitations to its growth and 
Jevelopment. The implication of this is 
hat basic civil amenities would never 
Kcome available and integration with 
he mainstream society would be near 
mpossjble. 

Thirdly, the development aspirations of 
.he villagers have increased. The hunger 
generation does not want to live in the 
'emote and inaccessible mountains. Nor 
ire they interested m pur.sui.ng a primitive 
ifestyie which does not guarantee even 
he basic minimum subsistence. Like their 
rounierpurts in rural area they want to be 
educated, live in cities, pursue a new 
KTcupation and share the prosperity of 
TKxJern life. They have realised that their 
ising expectations cannot be met by 
staying in (he catchment area. Fourthly, 
here is a strong feeling among the people 
hat they have made a great mistake in not 
noving out of the area when it was 
submerged. The .socio-economic condition 
)f those who moved (ml has improved 
sonsidcrably. This sense of deprivation 
ind the feeling of ‘left behind' ha.s 
sompciled the people to think differently, 
fhey feel that this time they do not want 
o miss the bus. 

There is also a notion among the 
mlightened .section of the villagers that if 
hey continue to live in the mountains then 
heir society will continue to follow age 
>ld superstitions, blind faith and evil 
tracticcs. Tlie condition of women, for 
nsiance, cannot be improved. The com- 
nunity wilt continue to live in a stagnant, 
urochial and constricted manner. 

The broader question that emerges from 
his case is what is going to be our pers- 
rective for the development of com¬ 
munities living in remote and inaccessible 
ireas. What are these communities to do 
vhen unforeseen and irreversible changes 
tre brought about in tlieireco-.sy!itenii‘.' Are 


1 .. 

(hey supposed to have aqmadons and 
ideas as the rest of the Sodety? Can a 
shepherd boy/giri hope to become a veteri¬ 
narian? Should hefshe dream of going to 
Fiarvard or Cambridge? Or should they 
Slay on where they are, fiiily knowing that 
basic amenities like roads, schools, elec¬ 
tricity and dispensaries cannot be provided. 
Arc they supposed to have a choice about 
how they would like to develop their 
communities and themselves? 

Unfortunately, these questions are not 
addreiisedbythediscourse (Ml conservation 
and social ecology. The issue of people’s 
aspirations is totally bypassed by the 
conservationi.sts, ecologists, foresters, 
bureaucrats and human rights protagonists 
when (hey prescribe approaches and 
solutions. Naturalists and social scientists 
are also blind to it. The famous study on 
dhanagar gavtis by Gadgil and Malhotra 
(1982) does not even bother to inquire into 
(lie literacy .status of the dhanagars which 
i.s an essential parameter of change and 
development. It does not mention the 
stagnancy of their social organisation 
(especially their blind faith and super¬ 
stitions) caused by ecological isolation. 
Another issue is what is going to be the 
perspective towards the protected areas? 
Are (hey expected to b^roe true san¬ 
ctuaries of the endangered Hon and fauna 
or interactive habitats of humans and 
animals. If humans are allowed, then at 
what level of technological development 
should they remain? What kind of social 
and political organisation should they 
have? What limits of consumption and 
growth should they observe? 

In protected areas where wildlife and 
human interests are pitted against each 
other, the contradicrions have assumed 
violent forms. So far this has not been the 
case in the Koyna area. Here an attempt 
is being made to settle the dispute in a 
constructive manner. Though the local 
people have suffered considerable hard¬ 
ships they have not taken any measures 
harmful to wildlife. To a great extent the 
credit goes to the maturity and under¬ 
standing exhibited by the SJSM. As 
mentioned by Rangrajan, the constructive 
groups (like this one) have a very critical 
role to play as "their strength lies in their 
ability to evolve creative solutions to 
existing problems that not only improve 
livelilKxid but also increase the elbow 
nxim of disadvanti^ed groups in dieir 
struggles” (I99&2406). 

The World Bank has been assisting the 
Maharashtra Foresuy Project in which the 
management of protected areas is a key 
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feature. Aseparate Settlement and Plaiming 
Ceil has been created in the office of ftw 
chief wildlife warden. This cell is respem- 
sible for helping to find solutions to 
questions regarding whether to res^tle 
people living within protected area (PA) 
boundaries and how to accomplish such 
resettlement practically and within Bank 
and government norms. The idea of 
resettlement was suggested by the forest 
department and hence they should follow 
it up. The present case provides a rare 
opportunity to the Worltl Bank and the 
Ibrest department to implement the rtwtoric 
of satisfactory rehabilitation with as¬ 
sistance from a voluntary agency. The 
mini.stiy of environment and forc.sts also 
has a scheme for assisting voluntary 
resettlement of people. Unfoitunately. tlw 
state forest departments have nut made 
use of the scheme. 

The issue of conservation of wildlife 
and protection of human interests needs 
to be considered in totality and judged 
upon the individual merits of the case. 
Instead of taking predetermined posi¬ 
tions, it is neces.sary to understand the 
ground reality from the viewpoint of the 
affected people. The present ca-se shows 
that the real liCp situation is a complex one. 
Though the objective of wildlife protect¬ 
ion IS a laudable one, it cannot be accom¬ 
plished by sacrificing human interests. 
Environmental conservation needs to 
go hand in hand with social justice. In 
situations where these interests conflict 
with one another, appropriate solutions 
need to be put forward without delay. 
Otherwise, neither of the objectives wilt 
be achieved. 

References 

Dhavaliknr, M K (1985); The Tim Farmers of 
the Deccan, Ravish Publishers. Pune. 
Gadgil. Madav; K C Malhotra (1982); 'Ecology 
of a Pastoral Caste; Gavali Dhanagars of 
Peninsular India', Hmmn Ect>logy, lO-l. 
Gadgil, Madhav; Ramchandra Guha (1992); This 
Fissured Land: An Ec{th>i!ifatHisntryi^Mia. 
Oxford Univensity Press. New Delhi. 

Ciiha, Rainochandra (1997); '.’Social-Ecological 
Research in India; A Status Report'. Eiymamic 
and Folilical weekly. XXXIl-7 
Kothori. Ashish:Saloni.Suri; NecnaSinghC 199.5). 
‘Conservation in India; A New Direction. 
Eaminnic and Palmcal Weekly. (X'tober 28. 
Kothari. Ashish; Neena Singh; Saloni Suri (1996); 
People, and Protected Areas: Towards 
Participatory Cim.'iervutiiHi in India. Sage 
Publications, New Delhi. 

Rangrajan, Mohesh (1996): ‘The Politics of 
Ecology: The Debate on Wildlife and People 
m India' 1970-9.5’, Ecomunic and PaUticul 
Weekly, XXXI- 35.36..17 (239!-2409). 


too 



Faftern of IMlisation of Health Services 

Policy Implicattons 

C A K Yesudiaa 

There are a number of misconceptions about the utilisation patterns of health care among the poor. This 
has led to the formulation of inappropriate urban health services especially targeting the poor. A survey 
of utilisation patterns of health .services among the poor in two areas in Mumbai provides some insights 
which may he useful for policy formulation. 


IN order to have public health/medicai 
Abilities in urban areas that are responsive 
to the pour, one has to have a broad and 
meaningful cultural context of the p«x>r, 
their epidemiology, their tastes, and how 
they live. Certain .stereotyped ideas of the 
poor often mislead the policy-makers into 
taking inappnipriatc decisions. The.se ideas 
include the belief that the poor have a 
uniform socio-economic level and that 
they mainly suffer from communicable 
diseases and malnutrition. Other ideas 
about the urban poor are that they do not 
percei vetheirhealth needs properly. There¬ 
fore special programmes for them, like the 
health post programme, must be specially 
planned and target them specifically. 
Another misconception is that the poor 
fully depend on public sector health ser¬ 
vices alone and hence this sector should 
be expanded. Health services planned and 
based on .such misconceptions often fail 
to serve the teal demands of the urban poor. 

The lifestyle of the urban poor could be 
as complex as the lifestyle of the urban 
non-poor. Their health problems too can 
he varied and the poor often do understand 
their health needs very well. Given their 
socio-economic conditions, the poor uLso 
take rational decisions to utilise not only 
the public sector health .services but al.so 
other health care resources available in 
urban areas. They may have different reasons 
to use different sources of health services. 
For example, the poor may utilise the health 
services despite their poor quality for an 
acute illness because of economic reasons. 

This paper attempts to shed some light 
on these problems by examining thrsrugh 
the survey results, two distinct poor areas 
of Mumbai. The survey intends to look 
into the health policy implications from 
the community's perspective, which is 
neglected in urban health policy-making 
process. The purpose of the survey is to 
determine how the demand for public 
health services was either met or not met 
by the existing types, kinds and locations 
of services. Consequently, utilisation 
patterns within and between the two areas 
are contpared as are explanations for their 


similarities and differences. Suggestions 
for policy-makers follow. 

The population of Mumbai in 1991 was 
10 million. As estimated 45 per cent of 
Mumbai’spopulationliveinslums or slum¬ 
like areas. The Municipal Corporation of 
Greater Mumbai is the major public sector 
health service provider in Mumbai. It has 
a wide network of health services which 
includes teaching hospitals, general hos¬ 
pitals, special hospitals, maternity homes, 
dispensaries and health posts. These health 
.services are mainly intended to serve the 
poor. 

The poor of Mumbai live in specific 
geographical areas in different parts of the 
city, mostly in environments with poor 
housing and poorenvironmental sanitation. 
Whi le most of the poor areas in the central 
part of the city are congested and located 
in small areas, in the suburbs and extended 
suburbs, clusters of huts can be .seen in 
vast open land with few basic amenities. 
Often they are in undeveloped marshy 
land. The size of slums varies from half 
a million population in a slum like Dharavi 
to a few thousand living in some of the 
new slum areas. 

Two contrasting study areas were 
.selected to highlight the differences in the 
uti lisation pattern of health services among 
lire urban poor. The study areas, Naigam 
and Deonar were selected based on their 
differing living conditions and the 
availability of health services. While 
Naigaum is a highly congested slum in the 
central pariof thecity, Deonar is a suburban 
sprawling slum surrounded by marshy land. 
In Naigam, housing and basic amenities 
are planned, though they are old, whereas 
in Deonar. the ar^a was never developed 
for human living and there is very little 
basic amenities like water .supply and 
sanitation facilities. In terms of health 
.services, Naigaum is situated in an area 
where almost all the major public sector 
health care facilities are ItKated, which 
includes the city’s biggest teaching 
hospital, biggest maternity hospital, 
higge.st children’s hospital and the nation's 
premier cancer institute apart flom a social 


insurance hospital, municipal maternity 
hospital, dispensary and a health post. On 
the other hand, Deonar has only a few 
health care facilities. Even the maternity 
home, dispensary and health posts are 
situated 2 to 3 km away from the study 
area. Thus Naigaum and Deonar present 
a contrasting picture in terms of their 
physical location, development of the area 
and the availability of public sector health 
services. 

A s^ctured interview schedule was 
used to collect data from both the .survey 
areas. The interview schedule was divided 
into different sections which included 
demographic, socio-economic, housing 
and basic amenities .sections and a detailed 
section on the utilisation of health services. 
This main .section was further divided into 
utilisation of health services for minor 
illnesses, acute illnesses and chronic 
illnesses as well as maternal and child 
health services and family planning 
services. The final section of the interview 
schedule emphasised the extent of 
utilisation of municipal health services as 
well as the reasons for the utilisation/non¬ 
utilisation of municipal health services. 

Different recall periods were u.sed for 
different illne.sses. For minor illnesses, the 
recall period was one year. In the case of 
multiple minor illne.sses in a household 
within a period of one year, the last illness 
was considered for the study. Current 
chronic illnesses were taken for the study. 
In less than 1 per cent of the households, 
there were two persons suffering from 
chronic illnessesandinftxmation regarding 
both cases was collected. Acute illness 
was defined as those illness conditions 
which called for hospitalisation. This 
excluded hospitalisation meant for child 
delivery. The recall period for acute illness 
was one year. In the case of multiple acute 
illnesses in a year in a single household, 
the last illness was recorded. Information 
regarding maternal health services was 
collected for the last child delivery, if it 
‘had happened within the last five years. 
ImiTiunisation data for children undtt five 
years were collected. Family planning 
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utilifntmtiKa wereconecteSfu’ muried 
pera^in theirreproductive age group of 
l4to44yean!. InthecjrseofiniiiorUinesses, 
a little over 5 per cent of the patients had 
changed the source of treatment Only 3 
per cent of chronic illness patients had 
:hanged die source of ireument Thestudy 
ecorded the details of the last source of 
joatment only. 

It should be mentioned here that the 
llnesses were not identified objectively 
>y a medical professional. They were the 
nibjective perception of the respondents, 
rherefore broad categories were used 
ather than specific illness categories. 
Stomach illness included diarrhoea and 
lysentery. Respiratory illnesses identified 
Aiere tuberculosis, asthma, etc. and fevers 
Deluded cold and fever, influenza, enteric 
fever; etc. All the surgical prcKedures were 
dubbed together. A majority of the surgical 
procedures were meant for removing 
tppendicitis and hernia and procedures 
'elated to fractures. 

The dal a collecti on work was carried out 
n the year 1987. A 10 per cent sample 
ivas .selected for the survey. In the absence 
}f any reliable data ha.se to select a sample, 
t was decided to interview every 10th 
pousehold starting from the left hand comer 
pf the slum as far as possible, though it 
ivas difficult to follow the order in certain 
ireas as the houses were not in a line. If 
he 10th household was closed or refused 
o respond, then the I itii household was 
'equested to respond. On the whole, there 
were very few rcplacemciusof the .selected 
iainple hou.seholds. The interviews were 
conducted by trained interviewers. The 
nespondents were cither male or the female 
adult member of the hou.schold, a majority 
pf whom were female members. 

DiFH REN TIAL LiI USTYLES 

This section of the paper analyses data 
lo .show that the urban poor within the city 
have different lifestyles. Demographic, 
economic and social variables were 
analysed for this purpose. The total samp.lc 
population of Naigaum was 4.624 per¬ 
sons. whereas the total sample population 
of Deonar was 3.730 persons. The average 
household size of Naigaum was 5.6 and 
that of Deonar was 5.4. Dconarhad slightly 
higher proportion of children (43 percent) 
in household’s than the Naigaum house¬ 
holds (38 per cent). The age structure, 
sex-ratio and marital status did not vary 
between the two communities. Other 
variables discussed here are presented in 
Table 1. Both the communities (Naigum 
and Deonar) differed in thek social com¬ 
position. Deonar was more heterogeneous 
than Naigaum in terms of caste, religion 


and mptbeitongue. Nugwwm iMtd fewer 
migrants and most of them Ind stayed in 
Mumbai for a longer period. On die other 
hand Deonar had more leoently settled 
migrants. 

In Naigaum there were fewer illiterates 
and more higher educated persons a$ 
compared to Deonar. Naigaum residents 
were slightly better Off in their economic 
status. Housing and basic amenities like 
water supply and drainage were far supe- 
nor in Naigaum. In Deonar. p«>ple lived 
in huts using the tew public su^ posts 
for water. Hiere was no closed drainage 
in Deonar. Though both were poor com¬ 
munities, the quality of life seemed to be 
superior in Naigaum which had higher 
economic status, better housing facilities 
and public amenities than Deonar. The 
Naigaum community was more homoge¬ 
neous, and had also been settled in the area 
for a longer period. 

Morbidity : Deonar households reported 
fewer illnesses than Naigaum households; 
while 63.4 per cent of the Naigaum 
households reported more than 15 episodes 
in one year, only 49.9 per cent of the 
Deonar households reported more than 15 
illness episodes in the same period. 
Detailed analysis of morbidity data are 
presented in Table 2. All categories of 
illness were found more or less in equal 
proportion in Naigaum and Deonar. 

I lowever, within each category illnesses 
varied between the two communities. For 
example, Deonar had higher proportion of 
stomach ailment in the minor and acute 
illness categories. In the chronic illness 
category, heart diseases and diabetes were 
found to be in higher proportion in 
Naigaum. On the other hand, the main 
chronic illness of Deonar was respiratory 
di.sease.s. There was a large proportion of 
physical handicap due to polio in Deonar. 
On the whole, the illness pattern of Deonar 
was typical of a poorcommunity, suffering 
from preventable diseases, on the other 
hand, epidemiological transition is quite 
vivid when we look at the chronic nine.sses 
prevalent in Naigaum. 

Mortality: The analysis of data on 
mortality (Table 3) shows strikingly 
significant variation between Naigaum and 
Deonar. Though the proportion of deaths 
lo UHal deaths in one year did not vary 
much between the two communities, the 
distribution of deaths by age showed 
signiFicant differences. Half of those who 
died in Deonar in the previous year were 
children up lo the age of five years. The 
situation was just the opposite in Naigaum 
where a little over half of the dead persons 
in the same period were old people above 
tluj age of 60 years. 


Task I'-. Socio-Bcqnomic CHAftAcreawna ' ' 

(ArreeiM) 


Socio-Economic Naigaum 

Characteristics 

Deonar 

Caste and religion 

Scheduled or low castes 
and Buddhists 

27 2 

37.9 

Upper castes and 
non-Hindus 

64.3 

52.0 

Mother longue 

Marathi 

76 2 

62.9 

Hindi 

5.5 

la.i 

Uiydu 

9.2 

II.K 

Migration 

Total migrants 

65 8 

78.2 

Lengths of Stay in Bombay 

20 years and above 

48.2 

42.9 

Area of Migration' 

Urban 

7.2 

15.7 

Rural 

92.8 

84.3 

Educational status 

Illiterates 

26.2 

40.9 

Higher secondary and above 

22.-8 

11.3 

Per capita monthly income 
Less than Rs 100 

3.3 

4.0 

Rs 100-Rs 199 

24.3 

33.8 

Rs 200 - Rs 299 

33.6 

32.4 

Rs 300 and above 

38.8 

29.8 

Housing 

Type of housing 

Pucca house 
(concrete building) 

70.8 

8.4 

Kutcha house (hut) 

19.6 

78.6 

Water supply 

Private tap 

25.1 

0.7 

Common lap for the 
building 

44.9 

9.4 

Public stand-post 

28.8 

66.4 

Type of drainage 

Open drainage 

29.7 

92.5 

Closed drainage 

70.2 

20 


Notes: * Figures are given in precentages only 
for the major categories of the variable. 
Hence, the percentages will not add up 
to one hundred. 

Approximately Rs 30 = US I I 


Tablf. 2': Morbiditv and Disabilitv 

iPer cent) 


Morbidity and 

Disability 

Naigaum 

Deonar 

Minor illness 

Households suffered 

96.6 

99.1 

Fever 

75.2 

65.9 

Stomach ailments 

5.7 

14.6 

Acute illness 
(Hospitalisation) 

Households suffeied 

25.8 

29.3 

Surgery 

13.9 

13.0 

Stomach ailments 

21.2 

.30 8 

Fever 

7.2 

13.9 

Chiitnic illness 

Households suffered 

6 5 

58 

Respiratory diseases 

43.5 

71.2 

Heon diseases 

32.3 

15.5 

Diabetes 

21.0 

8.9 

Disability 

Households suffered 

1.7 

2.7 

Disabled leg 

35.8 

15.5 

Polio related disability 

21.4 

6.3.1 

Paralysis 

21.4 

0.0 


Note: * Figures are given in precentages only 
for the major categories of the variable. 
Hence, the percentages will not add up 
to one hundred. 
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Causes of death loo varied between the 
two communities. In Nugaum the major 
killers were heart diseases and old age 
problems meaning degenerative chronic 
diseases affecting old people. On the other 
hand, preventable diseases or conditions 
likestomachailmcnts. fevers and accidents 
were the major causes of deaths in Deonar. 

The data analy.sed so far .showed clearly 
that there were qualitative differences in 
the morbidity and mortality patterns of the 
two communities. Deonar mainly depicts 
a typical poor community, wherein com¬ 
municable diseases are still the main causes 
of deaths, di.sabilities. and hospitalisation. 
But Naigaum presents a very different 
picture. There .seems to be an epidemio¬ 
logical transition taking place in Naigaum, 
though the present study did not look at 
this aspect over a period of time to observe 
the change. The mortality and morbidity 
patterns show a trend towards diseases 
like heart di.sea.ses and diabetes. 

Ht-.ALTH Services Utilisation 


Mnority ofpregnaitt women fromNa^aum 
aitt Dronar went to iwblic sector 
care facilities for maternal care whidi 
included ante-natal care, child delivery 
and post-natal care, (f) Immunisation and 
family planning programmes being 
government programmes, a majority from 
both Naigaum and Deonar used public 
sector health services. 

Extensive use of the private sector 
indicates that the urban poor too spend 
substantial amounts on medical care. 
Tables givesdetailsofthe medical expen¬ 
diture incurred by both the communities 
during (he last one year. The Naigaum 
community had spent more than the Deonar 
community during the previous year. 
Though more free/nominally priced 
municipal health services were available 
to the Naigaum community, they had spent 
more money for health services. Op the 
whole, both the communities had some 
capacity to pay for health services. 

Table 4 shows that the municipal 
health services were used by the house- 


ItbWs I^NaigquraaimlDeoBarfbr AffenilK 
categories of illnesses. The overidl 
utilisation of the municipa] health services 
based on the recall of respondents for the 
pievious one year revealed that a majority 
of bmh the communities had gone to 
municipal facilities for one puipose or 
'Other. However, a larger proportion of the 
Deonar community (68.8 per cent) had 
used municipal health services, as 
compared to the Naigaum community (S6.3 
per cent), though the municipal health 
services were more abundant in Naigaum. 


Table 5: Medical Expenditure During 
One Year 

(Fer cent) 


Medical Expenditure 

Naigaum 

Deonar 

Less than Rs 100 

8.2 

16.0 

Rs 100 - Rs 299 

22.6 

26.9 

Rs 300 - Rs 499 

30.9 

24.9 

Rs SOO - Rs 999 

21.8 

18.2 

Rs 1.000 and above 

I6..3 

140 

Total 

100.0 

100.0 


Note: Approximately Rs 30 s US $ 1. 


Table 4 gives details of various sources 
of health services utilised for different 
kinds of illnesses and health needs. The 
data were compared between Naigaum 
and Deonar. The following findings can 
be inferred from the table, (a) Though 
Naigaum and Deonar differed in their 
socio-economic characteristics, morbidity 
and mortality patterns and the availability 
of health services, they u.scd almost similar 
health services for various categories of 
illnesses and health needs, (b) For minor 
illnesses, a large majority of the households 
both in Naigaum and Deonar u.sed private 
sector health services, ic) For chronic 
illnesses, the largest proportion of the 
patients from Naigaum and Deonar went 
to the private sector for treatment, (d) For 
acute illne.sses requiring hospitalisation, 
a majority of the cases in Naigaum and 
Deonar used public sector hospitals 
because indoor facilities of the private 
sector are very expensive, (c) A good 


Tabu 4: Health Demands and Sources of Health Services Utilised 


Type of Facility 


Health Needs 

Public 

Private 

Employ Benefit 

Other 

Minor illness 

Naigaum 

23.1 

66.0 

II.O 

0.0 

Deonar 

27.3 

68.4 

4.4 

0.0 

Acute illness 

Naigaum 

77.8 

14,7 

7.6 

0.0 

Deonar 

76.8 

1S.3 

7.9 

0.0 

C hronic illness 

Naigaum 

36.0 

48.0 

14.0 

2.0 

Deonar 

42.1 

44.7 

7.9 

5.2 

Ante-natal care 

Naigaum 

76.4 

21.2 

l.l 

1.3 

Deonar 

76.9 

18.2 

3 7 

1.2 

IVlivery 

Naigaum 

69.2 

18.0 

1.4 

II.4(^ 


Tabie 3'; Mortality 

{Per cent ) 

Deonar 

61.0 

9.3 

2.1 

27.6«> 





Monality Paitcni 

Nigaon 

Deonar 

Post-natal care 

Naigaum 

74.9 

18.9 

0.0 

6.2 

Age at Death 




18.6 



^ildren (0-5 years t 

6.9 

.50.0 

Deonar 

72.1 

3.6 

5.7 

Elderly (Above 60 years) 
Major Caiise-s of Ocalh 

.55.2 

15.4 

Immunisation 





Stomach ailments 

7.6 

14.0 

Naigaum 

52.9 

9.1 

0.9 

37.1# 

Heart diseasci 

19.7 ' 

10.5 






Arcidcnls 

4.5 

140 

Deonar 

61.2 

10.8 

2.6 

25.4# 

Fevers 

.3.0 

14.0 






Respiratory di$ea.ses 

12.1 

10.5 

Family planning (sterilisation) 





Old age 

25.9 

8.8 

Naigaum 

83.6 

13.2 

3.2 

0.0 

Nine - * Figures are given 

in precentages only 

rieonor 

82.2 

10.2 

7.6 

0.0 


for the inaior categories of the variable. 

Hence, the percentages will not add up . 

U) one hundred S'nirx: 9 Home delivery: # Voluntoiy sector. 


{Per cent) 


Total 


100 

791 

100 

686 

100 

211 

100 

203 

100 

.SO 

100 

38 

100 

.373 

;oo 

.3.31 

100 

422 

100 

431 

100 

403 

100 

366 

100 

.3,32 

100 

492 

100 

348 

100 

236 
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Ti|bles 6, ? and 8 discuss the ni«u« 
leasBns forusing or not using die rowdci- 
pal liealth services. The findings are 
summarised as: (a) The higher levels of 
municipal health services were better 
utilised than the lower level services, 
because higher levels were perceived to 
provide better quality of health services 
in terms of good humanpower and better 
supply of drugs and materials (Table 6). 
(b) Free/nominal cost o1 health services 
in the municipal facilities was the most 
important reason for both the communi- 
tiesto use the municipal health services 
(Table 7). (c) Barriers to the use of 
municipal health services included in¬ 
convenient timings of the out-patient 
department for the Naigaum community 
and the long distance to reach the munici¬ 
pal facilities in the case of the Deonar 
community (Table 8). 

The above analyses of utilisation of 
health services revealed that differential 
utilisation pattern ot health services did not 
take placc.eventhough there aredifferential 
socio-economic conditions, difterential 
morbidity and mortality patterns and 
differential availability of health services 
in the two communities Secondly, even 
il health sei vices arc made available at a 
nominal cost at the nearest locality of the 
patients, effective utilisation of this health 
services would not take place. 

This study observed that the utilisation 
pattern of health services is a product ot 
not only the cost of service and proximity 
but It aKso involves the convenience of 
timing of delivery ol the health service and 
the perception of the quality of health 
services delivered Proximity and con¬ 
venience ol timing ot services are indirect 
economic factors. Longer distance in the 
ca.se ot the Deonar community prevented 
people using health services becau.se il 
involved travel cost. Similarly incon¬ 
venient timing ot health services delivery 
often leads to the loss ot a day’s wage. 
Hence people prefer to utilise those 
services, which arc delivered at times 
convenient to them. About the quality of 
health services,generally people perceived 
early cure, good supply of drugs, 
personali.scd services, good doctor and 
good nursing care as indicators of giHxl 
quality health care 

Therefore*, these tour factors, i e. cost 
of services proximity, conyeniencc of 
timing and perceived quality ot health 
services influenced the utilisation pattern 
of health services. Ideally speaking, health 
services perceived as good quality 
delivered freely in a nearby place at 
convenient times would be well utilised 
by the.communities in Naigaum and 


Oeoniw, But in reality, diCfeteat factors 
influenced the use of health servicn for 
different categories of health problems. 
Hence, the poor too adopted different 
strategies and used different sources of 
health services for different categories of 
health problems. Understanding this 
complex utilisation pattern of health 
services is iniportant forthepolicy-makers. 

Someof tlie findings need to be analysed 
and elaborated for the purpose of making 
policy recommendations. The following 
policy issues are raired from the survey 
findings: (a) Misuse and overuse of higher 
level of municipal health services. (b)Poor 
quality and underutilisation of health 
services at lower levels (dispensary) of 
municipal health services, (c) Accessibility 
i.s.sue in termsofiong distance, longwaiting 
time and inconvenient timings, (d) Role 
of private sector health services in slums. 

Though the municipal corporation has 
a wide networic of health services at all 
levels, there is crowding at the higher 
levels, especially at the teaching hospital 
level. The municipal corporation has not 
so far thought about a good refeaat system 
to avoid minor illness cases thus, crowding 
teaching hospitals. Further, most of the 
dispensaries are manned by young 
generalists, without adequate drugs and 
diagnostic services. Therefore, people do 
not perceive dispensaries as delivering 
good quality health services. 

It was found that there were different 
kinds of accessibility issues in the two 
communities. Long distance was a major 
problem of accessibility in Deonar. This 
issue IS more linked to the distribution of 
health care facilities. Since Mumbai 
expanded to adjacent areas rapidly, the 
newly added areas like Deonar lacked 
proper health care facilities. Health care 
i.tcilities are mainly concentrated at the 
centre of the city, llicrefore, the location 
ot health care facilities is another policy 
issue that needs to be addressed. 

All the municipal health care out-patient 
f.iciiities except maternity homes operate 
in the morning. Since people have to go 
lot work in the morning, the timing is not 
convenient. Hence operating clinics in the 
evening will be mast convenient for the 
urban poor. However, such a move can 
encounter opposition from the providers, 
cs|)ccially diKlors, many of whom practice 
outside illegally in thcevening. Therefore, 
any change in out-patient timings should 
lake i nto account the problems or resistance 
such a change will bring. 

The waiting time is another deterrent 
to utili.se municipal health services. In 
Mumbai, the out-patient departments are 
overcrowded in teaching hospitals. But 


many of these cases can be treated at the 
lower levels. Yesudian’s study (1979) in 
a mqjor teaching hospital which is close 
to the Naigaum community revealed that 
a majority of those who attended the 
medical out-patient department suffered 
from stomach ailmeni.s. mainly diarrhoea 
or fevers. It was observed by the researcher 
and confirmed by some of the municipal 
doctors (hat lower level facilities especially 
dispensaries in some pansoi the city treated 
only a few patients every day. Therefore, 
any policy recommendation should address 
the issue of congestion at the tertiary level 
andunder-utilisation^thedispcnsaiy level. 

The study clearly brought out that the 
poor preferred the private sector health 
services as against the public sector 
municipal health services.They perceived 
that the quality of the private sector as 
being better than that provided in the public 
sector. The validity of this perception is 
questioned by many people mainly socially 


Table 6 Ex^nt or Utilisatkin of Differcnt 
Levels of Municifal Health Suvices 

(Per vent) 


Level of Municipal 
Health Services 

Naigaum 

Deonar 

Teaching hospital 

.^1 9 

76 

Other hospital 


55 2 

Maternity home^ 

24.1 

22 I 

Dispensary 

67 

124 

Health post 

4.8 

27 

Total 

1000 

100.0 

N 

461 

476 


Tablf 7. Reasons for Utiusinl, Municifal 
Health Services 

(Per cent) 


Reasons 

Naigaum Deonar 

Nominal charges 

75 2 

79 0 

Good treatmem 

12 4 

52 

Qualified doctors and 
other staff 

41 

.3 3 

Nearer to home 

7.3 

9.8 

Other 

08 

27 

Total 

100 0 

iOO.O 

N 

507 

479 


Table K Reasons k)r Nor UnusiNC. Municifal 
Health Services for Minor Iu nesses 

(Per rent) 


Reasons Naigaum Deonar 


Far away 

12 5 

50 6 

Inconvenient timings 

67 5 

31 4 

Ineffective medicines 

8 3 

69 

Doctors not good 

2 9 

3 0 

Rude behaviour of staff 

27 

24 

Medical benefits 



available elsewhere 

1 3 

1.9 

Other 

01 

30 

No response 

47 

08 

Total 

100 fl 

100.0 

N 

548 

472 
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conscious doctors, lawyers and social 
workers in the city. Most Of the private 
clinics in slums are run by unqualified 
medical practitioners. The clinics are also 
situated in an unhygienic environment with 
very limited facilities. 

Since the municipal corporation has a 
wide network of health services at different 
levels, a good referral system needs to be 
developed to make the services meaningful 
and appropriate for the urban poor. Such 
areferral .system .should have di.sincentives 
such as paying higher charges for un¬ 
necessarily using higher levels of health 
services. At the .same time, lower levels 
such as dispensary services need to be 
reviewed and strengthened. It is time for 
the municipal corporation to review the 
extent of utilisation of its dispensaries by 
the urban poor and to close down tho.se 
dispensaries, which are under utilised by 
the poor. This will reduce the wastage of 
the municipal resources. Resources so 
saved must be invested on the remaining 
dt.spensaries to develop and strengthen 
their facilities. This quality improvement 
and quantity reduction prtKess would help 
the poor to a great extent. 

There is scope for charging the patients 
for the services, at least for the drugs, if 
the poor perceive the .services as good and 
start asing municipal dispensaries. The 
collected revenue should be u.sed for the 
same dispensary to replenish drugs, so that 
there is no short supply of drugs at any 
time. This would increa.se the utilisation 
of the municipal dispensary to a great 
extent and at the same time, assure good 
quality health care for the urban poor for 
minor ailments. 

Urban health policy should address the 
issue of timings of the municipal health 
care facilities. Out-patient services need 
to be organised during the evenings for the 
convenience of the community. The muni¬ 
cipal corporation is already running the 
out-patient services of the maternity homes 
in the afternoon for the convenience of 
women: this has been well utilised. Apart 
from the convenience of timing, etforts 
should be made to cut the long waiting 
time in the out-patient department. All the 
sections related to the out-patient .services 
like the pharmacy. drc.ssing-room. X-ray 
facility and laboratory should be as close 
as po.ssiblc to one another, .so that patients 
can utili.se them within the shortest time. 

The study showed that the |)oor were 
not confident of the quality of .services 
delivered by the municipal corporation. 
This negative perception is mainly due 
to the way health services are delivered 
in the municipal facilities. In a large health 
set-up like the municipal corporation, there 


is need for professiomrily trkibed 
miiiqgers to run heaMi services. Health 
cane planning should be decentraii^ at 
tlie municipal ward level and hospitals 
need development of good management 
systems to run different servicesefficiently 
andeffecUvely. Urban health policy should 
address the development of muii^ement 
teams in municipal hospitals by training 
personnel in hospital management and 
making them responsible for developing 
good management systems. The manage¬ 
ment team should also be sensitive to the 
perceptions of the poor and break the 
harriers of accessibility, so that the well 
managed and good quality of health ser¬ 
vices delivered by the municipal corpo¬ 
ration are also accessible to the urban 
poor. There is a need to develop a proper 
licen.sing and monitoring system for pri¬ 
vate practitioners, so that the welfare of 
the uiban poor is safeguarded. The current 
Mumbai Nursing Home Registration Act 
(1949) is outdated and was never imple¬ 
mented. There is a need to replace this 
outdated act with a new legislation which 
should take care of the prevailing private 
medical practice, especially in slums. The 
act should prescribe proper norms for the 
location and space for running clinics and 
nursing homes. It should also specify the 
equipment and other facilities that a nurs¬ 
ing home or a clinic should have. If these 
aspects are taken care of, the poor will be 
a.s.sured Of some quality of health care 


even firin«'demi-qadifi<id Medkiri 
sonnel. The new act diouM dloO reatribt 
semi-quaKfied personnel liomlieiaingonl^ 
illnesses of minor nature. At Hie stwne 
time, they should be required to undergo 
continuing medical education programmes 
to update their knowledge to treat minor 
illnesses. They should also be 'required to 
keep proper patient records for inspection. 
These provisions should be prectmditions 
for renewing the licence of clinics. Such 
a provision is necessary keeping in mind 
that it is not possible to abolish the medical 
practice of these semi-qualitied doctors in 
slums. 

Urban health policy for the poor cannot 
ignoreeitherthe public sector or the private 
sector. Both the sectors have definite roles 
in providing hedlth services for the poor. 
In the case of the public sector, formulating 
a good referral system, relocating service 
facilities, .strengthening dispensaries and 
streamlining the management of service 
delivery are the major policy concerns. On 
the other hand, the poor are already 
expensively utilising the private sector, 
whose quality of health services is 
questionable, irherefore. the need arises to 
regulate the private sector. Strengthening 
of public sector will also alert the private 
sector to provide better quality of health 
services for the poor. Therefore, an urban 
health policy for the poor will aim at 
stronger public sector health services and 
a regulated private sector health .services. 
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Decentralised Health 
Services 

The inlnxluction of user fees and 
devolution of responsibilities to lower 
levels of government have been the 
two major reforms affecting rural health 
services. Review of initiatives to 
decentralise several World Bank-a.s.sistcd 
projects in population, health and 
nutrition with the focus on the problems 
which may arise in the effective 
implementation of the policy. 3S6 

Cost-Benefit of the Bomb 

How arc social choices made on the 
nuclear issue? What is the information 
base on the costs and benefits of 
generating the capabilities that are 
termed ‘nuclear deterrence’? 327 

Failed Solutions 

Even after the creation of .seven states to 
satisfy the ethnic aspirations of the 
local people, the north-east continues to 
be tn turmoil. Ihough the existing 
states have failed to meet the basic 
needs of the people, further 
balkanisation is being demanded. 
Clearly, it is necessary to kmk for 
fre.sh approaches and policies. 320 


Multiple Oppression 

The Convention against Untouchability 
and Dalit Women's Oppression in Delhi 
in last December brought to the fore the 
need to look at different forms of 
exploitation and then to link them up to 
devise a workable emancipatory strategy. 
What also became obvious is the 
disjuncture between the more avani 
garde practices of the social sciences 
and the grim political reality that 
awaits transformation. _ 323 

Manipulated Media 

Media manipulation yields distorted 
pictures of disasters and conflicts. In 
fact, the worst tragedies are often 
the least reported. _ 319 

Havana versus Davos 

Two major world economic conferences 
on the ambiguous theme of globalisation 
took place at about the same time: 
the first, in Havana, by the Association 
of Economists of Latin America and 
the Caribbean and the second by the 
world’s biggest capitalists and their 
political hangers-on in the Swiss Alpine 
resort of Davos. That however was 
where the similarity ended. 325 








LETTERS TO EDITOR 


Remembering The EW 

REMEMBERING these SO years of 
The EW and EPW brings back a host of 
memories of events and episodes, trials 
and tribulations, hopes and fears through 
which the journal has been baked into its 
present shape and stature. Threats of demise 
have been almost regular and the journal 
used to live by the day. shall I say, by the 
week with different types of uncertainties 
looming large all the way, till the Trust 
was formed and some semblance of man¬ 
agement was brought into play rather late 
in the day. The memories are naturally 
personal. My memories are both sweet 
and sour, .sort of a mix of moods and 
manoeuvres. Incidentally, I happen to have 
been a regular reader of the journal tight 
from the first issue upon which I chanced 
at the bookstall of M/S Mantu Ram at 
Dharamtaia tram terminus. Since then 1 
have remained an addict and a witness to 
the up and down, zigzag rigmarole that had 
been The EW and now EPW. 

I endorse every word of what Ashok 
Mitra has narrated in his piece ‘Fifty Years 
Ago’ (January 9). I used to know inti¬ 
mately Sushil Chose who struggled very 
hard to make his weekly stories authentic 
and would discuss very seriously some 
burning topic of the day at a book shop 
at the Grand Hotel Arc^. Shyam Babu 
harboured such gossip with a fervour 
putting in a comment or two about some 
new broks brought in by him. The EW thus 
had a span of warmth not restricted to 
economists or socialists. A K Das Gupta 
and Dhuijati Prasad Mukerji were insti¬ 
tutions. teachers with a mission. Ashok 
Mitra was himself a worthy succe.ssor to 
the idealists who took to the teaching 
profession with a religious zeal, of course 
sans fanaticism. I remember the debates 
in the pages ot The EW and EPW, no 
discus.sant ever giving way to an opponent 
without .solid argument. The wrapping up 
of the debate on farm size and productivity 
or for that matter modes of pr^uction are 
case.s in point. 

Even now. under the stewardship of 
Krishna Raj.EPVPis studiedly off-beat but 
never sidetracking a serious point to reckon 
with. Many new features have since been 
added but the old flavour continues to 
create a taste of serious, rigorous analysis 
co-existing with the lighter, journalistic 
pre.sentations. Often people would com¬ 
pare EPW with The Economist, Lxrndon. 
Readers of both the journals will have 
appreciated that The Economist has be¬ 
come faceless and its accounts have un¬ 
derlined falling storage value, unlike what 
happens with EPW whose articles would 
call for what may be termed as rumination. 


When somebody sharply reacted to 
the obituary notice written by Andre 
Beteille on S C Dube, responses were 
immediate frbmKNRajandMNSrinivas. 
Andre once mentioned to me that Dube 
was far ahead in the field and the data 
thrown by him were both authentic and 
serious. Hie unseemly reactions were 
unwarranted. ButEPWdidprovideaforum 
to all! 

The sensitivity of the readers of differ¬ 
ent hues has kept the aura of EPW alive. 
When economics was less mathematicised, 
controversies and wordy logic often 
reached high levels of sophistication. 
While The Economist revelled in giving 
more and more of more and more in 
snippets, EPW was been serving more and 
moreof less and less. Yet some of the most 
remarkable pieces of analyses in different 
fields of economics have appeared \nEPW 
which could as well have appeared in any 
foreign journal of repute. 

George Ro.sen’s letter in the same issue 
is much like him and his articles in EPW. 
His investment in Size, Capacity and Ex- 
[jonsion was a treat and naturally widely 
read, albeit the difficulties in accepting 
his contentions here and there. He scored 
high on ‘readability scores' and his 
isoquants were keenly read and assessed 
with respect to industries not coveted by 
him. There are several other names that 
come to mind who provided the arotiu 
that is EFW despite its rather poor get up, 
paper quality and absence of cover gloss. 
Readers look for content and I am sure 
that (hey get this to their heart’s content, 
whether you bark up the wrong tree or 
indulge in intellectual rowdyism. 

P Chattopadhyay 

(Calcutta 


Savarkar Memorial 

SUKLA SEN et al (December 26,1998] 
are mixing up issues in refosing to co- 
opmte widi theeffotts to glorify Savarlckr. 
Ihey should understand ^ tte outyorof 
Mat^iles has given consent to dw elec¬ 
tion of a memorial in memory of Savarkai 
sx a place close to die Old Port Area to 
commemorate the heroic effort at thtt time. 

Savaricar escaped from Bridtih custody 
by jumping through a toilet window of the 
steamship ’Moria’ on July 8,1910 when 
he was being brought to India from Britain 
to face treason chafes for waging wai 
against the crown. All Indians should 
remember that the memorial is being 
erected in'Marseilles to commemortue the 
heroic effort of escape made by Savarkar 
and certainly not for his ideology ol 
Hindutva. which came much later. This 
is also accepted by Sukla Sen et al. 

Sukia Sen et al in their letter of Novem¬ 
ber 24. 1998 to the mayor of Marseilles 
say. “the nationalist ideology of Savarkai 
during this period is reflected in his book. 
The First Indian War of Independence, 
1857, where he interpreted the 1857-1858 
rebellion against British Rule in India from 
an Indian nationalist perspective. And as 
a result of his militant anti-imperialisi 
activities had to suffer deportation to and 
detention in the remote and dreaded 
Andaman Islands...''. 

If at all, critics of S-ivarkar can oppose 
the erection of a mciimrial in India that 
may be asstKiated with Hindutva. but 
certainly not the one being erected at 
Marseilles to commemorate the brave acl 
of an Indian Fighting the imperialists. 

WrsHVAS Rane 
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Towards a Consensus, Slowly 


A lthough the eighth round of talks between the US 
deputy secretary of state and India's external affairs 
minister Jaswant Singh has not brought the hope for reversal 
of US sanctions, that there is a smoothening of the way is 
obvious. For as much as India and Pakistan for that matter, 
want the lifting of sanctions, it is as important to the US in the 
long-run that the opportunity to control critical technological 
developments gathering pace in these counti ies is not allowed 
to slip away. Moreover, restoring normal relations with India 
IS closely connected totheClinton administration’s eagerness 
to move ahead with the CTBT and have it ratified by the US 
^Senate. In any case, the US cannot escape acknowledging 
Indiaa.sanewmcmberofthenuclearcluh.howeverreluctantly. 
Just as the imposing of sanctions was the cspected response 
toIndiaaiid Pakistan puttingondisplaythcirnuciearcapability, 
it is now necessary for the US to lift the sanctions and 
especially its objections to the transactions of multilateral 
agencies. But timing is everything - for the leverage afforded 
by the imposing of sanctions in extracting some gains from the 
two countries may dissipate soon enough. 

The most vi.sible point of maximum gain for the US is 
September, when the CTBT entry into force provision meeting 
is held, before which the Clinton administration hopes to get 
the Senate to ratify the CTBT. Persuading India and Pakistan 
to sign the CTBT would strengthen the US government’s case 
in the Senate. At the end of the latest meeting between Singh 
and TalbtUt in January, the official statement was about 
^ “tangible visible movement’' towards the lifting of sanctions 
in anticipation of India taking some specific .steps on CTBT. 
The Vajpayee government is, however, caught in a bind of its 
own making after the bravado in the aftcniiath of Pokhran. It 
is imperative that apolitical consensus is ohtai ned in parliament. 
The irony is that although no paity has held out any specific 
objection to India becoming a signatory to the CTBT. none is 
willing to support the Vajpayee government’s decision to do 
so. The fact that Talbott’s visit to Sonia Gandhi was no 
courtesy call - he was accompanied by the full seven-member 
delegation - is indicative of the US’ keenness to ensure a 
consensus'on the issue so that there are no hitches and glitches 
in the future. Equally, it is aware of the difficulties at the 
political level for the Indian government to agree to sign the 
CTBT with any degree of certitude. 

- This means diat there is much to be gained on both sides if 
the US were to appear to soften its stand on the sanctions 
^ before any visible movement by the Indian government on the 
CTBT. And there are several indications that this is what is 
under way now. The US has not put up any objection to India’s 


application for a loan from the International Finance 
Corporation, the private lending arm of the World Bank for a 
coal mining project in south India. This is being seen as a first 
step. The test case will be the one billion dollar World Ba^ 
loan for the power sector in Andhra Pradesh. Tte US re 
reported to be talking to the other G-S countries to formulate 
an approach to facilitate the granting of that loan. In any 
case, having allowed the IMF to go ahead with its 
programme in Pakistan it would be difficult for the US to 
sustain its objections to the Indian requests. The World Bank 
is due to take up India’s case for a $ 125 million loan soon and 
it is likely that the US stand will not be as rigid as it was in May 
last year. 

The US is clearly not unappreciative of the nature of the 
moves being made by India and Pakistan to resume discussions 
at the highest levels. This is something that the US delegation 
had 'suggested'. It is also considered significant that the 
delegation spent only 24 hours in Islamabad while holding 
talks with several leaders over four days in New Delhi, 
indicating that the deal is being worked out with the two 
countries quite independently, although Islamabad is being 
kept informed of the results of the engagement here. It would 
seem likely then that the stage is being set for the twocountries 
to come to a co-ordinated decision on the signing of the 
CTBT, ‘independently’ of US involvement. 

There are other indications as well of the thawing of the US 
position. The Indian chief of army staff General V P Malik has 
been invited to attend the ceremony of the change of guards 
of the US Pacific Command in Hawaii later this monfti 
signalling, observers believe, a reversal of the US approach 
after last May when all senior level military contacts with 
India and Pakistan were suspended. The US also appears to be 
making efforts to engineer a rapprochement in India-Japan 
relations as well, with a senior member of the Talbott team 
visiting Japan specifically to inform it of the outcome of the 
meetings on the subc ontinent. Also, the US and India are 
planning discussions on the resumption of bilateral defence 
co-operation covering training programmes as well as transfer 
of technology. While there are no definite moves towards a 
review of the ‘black-listing’ select Indian companies by the 
US, this is an issue of relatively low sensitivity and is expected 
to be resolved in due time. 

There are, as is to be expected of course, apprehensitms on 
what kind of promises the Indian government has made, apart 
from on the CTBT issue, in return for the lifting of the US 
sanctions. While these will inform political debate in parliament 
and outside, circumstances being what they are, the Vajpayee 
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government has few (^ferings to malice lqr| 
tile US. Fbrone, the goveniinem ilt Oeiht < 
is skating on thin ice all the time keeping 
its different constituents in good humour 
and can hardly afford to take many 
significant unilateral initiatives; for 
' another, the signing of the CTBT would 
necessarily have to be a consensus decision, 
which would make it difftcull for any 
formation in otTice, even a single-party 
government, to make private deals of the 
kind made in the heydays of Congress 
power. In sum. if India does sign tire 
CTBT, as it seems likely to do together 
with Pakistan, it would probably be 
politically among the most una.s.silable 
decisions in international relations made 
by this country. 

tiHAR 

Fratricidal Politics 

A correspondent writes: 

THEma.ssacreof 23 dalits in Shakarbigaha 
village in Jehanabad in Bihar by the Ranvir 
Sena on republic day should be an eye- 
opener to the various Marxist-Leninist 
groups who are operating there. The 
impunity with which the Sena had been 
carrying out one carnage after another 
during the last four years since its birth 
- the biggest being in Bathani Tola in 
1996 and Lakshmanpur-Bathe in 1997 
(nut tospcak of a dozen other lesser killings 
in the strongholdsof the Marxist-Leninists 
in Bihar) - has been made possible by the 
fact that the naxalite groups arc more 
involved in lighting among themselves 
than in launching a united offensive against 
the Sena goons. 

There are mainly three Marxist-Leninist 
groups working in Bihar - the CPI(ML) 
Liberation group, the Maoist Communist 
Centre (MCC) and the CPI(ML) People’s 
War group. The latter came into being 
following the merger of the old People’s 
War group and the Party Unity group in 
August last year. Earlier attempts to bring 
in the MCC in the united fold failed. As 
a result, during the last four years, the 
Bihar countryside has seen intermittent 
cia.shes between the MCC and the People’s 
War group. According to the newly formed 
CPKML) People’s War gmup. the MCC 
had killed 84 of their supporters and lead¬ 
ers. In retaliation, the fonner had killed 
45 MCC .supporters. The MCC has not 
spared the Liltcration group either. In 
September 1997, MCC guerillas ambashed 
and killed a dozen Liberation group 
activists in a village in Bihar. In January 
this year two of their activists in Ranchi 


were npor^ty killed by the MCC. AH 
these naxalite groups idlege that the MCC 
IS being aided by Lakm Yadav’s niting 
Rashlriya Janata Dai. 

Whether the allegation is true or not, the 
fact remains that the internecine fights 
among these naxalite groups have come 
as a gift from heaven to the state admini¬ 
stration in Bihar. Ail through the 1980s, 
the police were totally helpless in the face 
of the rising popularity of the naxalite 
groupsamong the rural poorintheBhojpur- 
Gaya-Aurangabad belt who under their 
leadership were mefeiiising and resisting 
the ve.sted feudal interests. The private 
armies of the landlords, like Bhumi Sena, 
Lorik Sena, Sunlight Sena, etc, had to 
beat a ha,sty retreat in the face of the armed 
offensive of the naxalite groups. With the 
beginning of the 1990s, however, when 
Laloo Yadav came to power in Bihar, the 
Marxist-Leninist groups began to face 
problems from a number of directions. 
Firstly, Laloo Yadav succeeded in driving 
a caste-ba.scd wedge among the followers 
of the Liberation group, with a number of 
their Yadav supporters and activists 
shifting allegiance to Laloo. The large 
middle-peasant component of the naxalite 
base was thus fragmented. Secondly, the 
Liberation group, which was the largest 
naxalite organi.sation in the state, decided 
in the early 1990s to slow down on armed 
action and lay more empha.sis on parlia¬ 
mentary .struggles and mass movements 
in order to expand its base. As it came out 
into the open, the only underground armed 
groups left in the scene were the MCC, 
the Party Unity and the Pctrple’s War 
groups (the latter two now merged into 
one). They became increasingly hostile 
l«>the Liberation group, accusing'it of 
revi.sionism and attacking its cadres, thus 
unleashing a bloody fratricidal conflict. 
While the virtual withdrawal of the 
Liberation group guerilla squads did in¬ 
deed contribute to some extent to the 
blunting of the edge of the naxalite armed 
offensive, it cannot be denied that it .still 
remains one of the large.st Marxist-Leninist 
groups with numerous mass organisations 
and a vast following among the rural 
poor. By belittling this and treating the 
I-iberation group as an enemy, the MCC 
and the rPI(ML) People’s War groups 
have ignored the ground reality and 
created fissures in the Marxist-Leninist 
movement. 

This suicidal politics of division has 
now come home to roost. Taking advan¬ 
tage of it, the landed interests of Bihar 
have rallied their forces with renewed 
vigour. In 1994, they formed the Ranvir 


Sena, which, wtfri the'(ferect bacidm td 
theBJPmidtacit suppottfrmnLoloo Yaitev 
and the state admintstratkm, launched 
armed attacks on the poor peasant follow¬ 
ers of the naxalite groups. Under public 
pressure, the govemmeitt was faced to 
ban the Sena after it massacred dalits 
in Sarathua in Bhojpur in July 199Si 
Although the ban continues, it has not 
deterred die Sena from cariytng out mas¬ 
sacres. According to the Liberation group, 
the Ranvir Sena gangsters have so fai 
killed 270 people in 20 miyor massacres 
and 91 clashes. The naxalim groups have 
hardly been able to resist this ofrensive 
of the Sena, and till today, according to 
their own claims, they have succeeded 
in meting out retribution in a few cases 
only, in spite of pledges to avenge the 
massacres. 

It is thus evident that during the 1990s 
while the naxalites have wasted their fire¬ 
power on internecine clashes and have 
become increasingly fragmented, theii 
opponents among tl» rural feudal forces 
have become more consolidated and 
have succeeded in weakening the naxalitd 
base through terror tactics. One of the 
major rea.sons for the clashes among the 
naxalite ghiups is not so much ideological 
difference as competition for space in the 
narrow ba.se in which they remain con¬ 
fined in Bihar. In spite of three decades 
of activities, none of the groups has been 
able to expand their base beyond the 
Bhojpur-Gaya-Aurangabad belt and a few 
pockets in Palamau. The groups operate 
in these areas and contest with each other 
in carving out their separate zones o( 
influence. Each tries to jealously protect 
its own zone and fiercely resists any in¬ 
filtration by the other group. Instead ot 
undertaking the more challenging task of 
moving out to the hitheito untapped areas 
of the Bihar countryside, they try to vie 
with each other in expanding the.ir zones 
of influence within the same old narrow 
base. 

It is not only in Bihar that such clashes 
arc taking place among Marxist-Leninist 
groupsoversphercsofinfluence. In Andhra 
Pradesh, the People’s War group is locked 
in a bloody conflict with the CPKML) led 
by Chandra Pulla Reddy’s followers, who 
have a substantial ba.se in certain parts ot 
Telengana. Here again, these two groups 
remain confined to a few zones, where 
they compete with each other to gun 
influence. If the Marxist-Leninist groups 
are seriously interested in a revolutionary 
transformation of Indian .society, one 
wonders why instead of proliferating in 
one single area these groups do not send 
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thdl truaed octiviste to (HX^Htgue their 
inniilfes and build up movements in other 
parts of the vast Indian countryside, the 
miyor chunk of which stilt remains outside 
any communist influence worth the name. 
.India provides enough space to enable 
p^hem to try out their respective tactics and 
prove their validity. 

COMMUNAL VIOLENCE 

Kid-Glove IVeatmeiit 

WHILE the Sangh parivar’s vindictive 
campaign against the Chri.stian minorities 
and the BJP-led centre'.s acquiescence in 
it have indeed led to the escalation of 
attacks on that community in different 
parts of the country, the non-BJP-run state 
governments cannot wash their hand.s off 
and escape the responsibility tor allowing 
such happenings- in their states. 

Orissa, where the late.st incident of 
the horrendous killing of an Australian 
missionary and his two children took 
^place. is run by the Congress. In the Left 
*From-run state ot Kerala, three Christian 
students were recently attacked by RSS 
and VHP supporters. Bihar, ruled by 
Laloo Yadav’s Rashlriya Janata Dal, 
had seen frequent attacks on Christian 
mi.ssioiiaries and churches all through the 
1990s. In 1994, two Christian priests 
were murdered in Gumla district in south 
Bihar. Clearly, the salYron brigade's anti- 
Chn.stian atrocities are no longer confined 
to the BJP strongholds like Gujarat and 
UP (where in Allahabad, four Christian 
missionaries were recently attacked with 
iron rods by Bajrang Dal activists). Self- 
proclaimed secular political parties 
which arc running state governments 
f should seriously ponder over this, and 
ask them.selvcs why they are failing to 
protect the religious minorities in their 
states. 

The unrestricted spread of the outfits of 
the Sangh parivar (VHP, Bajrang Dal, 
Hindu Jagran Manch, etc) in hitherto 
communally unaffected parts of the coun¬ 
try may have le.s.s to do with any spon¬ 
taneous mass support for these aggressive 
proponents of hindutva, and more with 
sheer administrative failure to curb their 
criminal and violent activities, and politi¬ 
cal failure to ideologically defeat their 
campaign. The violence of these RSS 
activists could have been nipped in the 
bud long ago in places like Orissa, Kerala 
or Bihar if the local admini.stration there 
y had taken firm steps at the right time to 
arrest the miscreants who had been spew¬ 
ing venom against religious minorities 


and stop them firam mganfsti^ 'shakhas* 
and similar other nefarious activities. In 
Orissa, for instance, both the local police 
and the intelligence department now admit 
that the main culprit, allegedly a Bajrang 
Dal activist, was a history-sheeter who 
was booked fordacoities and murder, and 
had been campaigning for quite some time 
against Christian misttionaries and their 
tribal followers, and organising non- 
C'hristian villagers to strike against them. 
Ibere was nothing secret about his acti¬ 
vities. Yet, why did not the police arrest 
him? In Kerala again, the VHP had been 
for quite some time continuously spread¬ 
ing a vituperative campaign against the 
Evangelical Church of India on the issue 
of conversion. Yet the administration ap¬ 
parently took no notice of the explo.sive 
implications of such a campaign. The 
indifference of the police encouraged the 
VHP goons to physically assault the 
member of the Evangelical Church. The 
clamping of prohibitory orders and arrest 
of several RSS activists were a rather 
belated response, after the damage had 
already been done. 

The failure - or unwillingness - of the 
.state administration to curb such crimes 
is nowhere more evident than in Bihar, 
where not only Christians from the tribal 
communities, but also dalits from the 
downtrodden castes are victimsof unabated 
violence of the upper caste religious 
fanatics and landlords. The latest massacre 
of .scheduled caste villagers in Jehanabad 
in Bihar by the landlord-led Ranvir 
Sena, adds yet another chapter to the long 
history of such carnages in that state. 
It can no longer be attributed to the 
oft-repeated innocuous excuse of ‘failure 
of intelligence', since (he Ranvir Sena 
landlords had been openly threaten¬ 
ing the scheduled caste villagers under 
the nose ot the police. It is clear that 
while claiming to be the messiah of the 
poor, Laloo Yadav at the same time 


protects the upper caste landlords and the 
state administration acquiesces in their 
crimes. 

Thiskid-giove treatmentof Hindu upper 
caste criminal politicians, even by politi¬ 
cal parties which claim to be secular, 
indicates a certain tendency of subservi¬ 
ence to the religion of the majority in 
general, and the caste-based hierarchical 
system of that religion in particular. It is 
this attitude which had blunted the politi¬ 
cal campaign against the hindutva that is 
propounded by the Sangh parivar. The 
extent to which this infirmity has affected 
even the Left was evident recently from 
the deliberations of the 16th Congress of 
(he CPI(M) held in Calcutta in October 
last year. Reports from different state units 
revealed that many party members inBihar 
followed “various obscurantist practices” 
and that in places like Tamil Nadu. Ori.ssa 
and UP, caste discriminatory practices 
against scheduled castes, like not allow-, 
ing them to draw water from common 
wells, drink from common glas.ses in tea- 
shops. take out wedding or burial proces¬ 
sions through main roads, continue even 
in “areas where the party and the mass 
organisation influence exi.sis, but the party 
does not take the initiative to campaign 
against it”. ^ 

It is this lack of ideological initiative on 
the part of (he Left and secular parties that 
has led to a situation where the masses are 
either apathetic to. or connive at, the 
vitriolic campaign and physical violence 
launched by Sangh parivar against 
religious minorities like Muslims and 
Christians, and dalits who convert to 
these religions. The abetting of the ad¬ 
ministration in such crimes even in 
states ruled by the Left and secular 
parties further indicates how these parties 
in power all these years had allowed the 
forces of hindutva to infiltrate into the 
crucial segments of the bureaucracy and 
police. 
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CURRENT STATISTIC 


£PW Research FoondatioB 


Hie WPI hon falldh from 359.4 on October 31 to 353.9 on Jonutiry 23. the neepeM decline being in food uticies from 470.8 to 439.7 or fay 6.6 
per cent As n result, the annual rate of rise tn the WPI has come down from 8.5 per cent to 4.7 per cent and in food articles from 23.4 per cent 
to 7.8 per loint. Reflecting the recession in the real sectors, there is no significant pidc-up in non-food bank credit (even taking into account banks' 
commercial investmentsl. though M., growth has accelerated. 

Macroeconomic Indicators 


Indca'Numbers of Wholesale 
Prices (1981-82 s 1(10) 


All Commodities 


Weights 


Variation (Per Cent): Point-to-Point 


Over 12 Months Fiscal Year So Far 1997-98 1996-97 1995-96 1994-95 


Latest Previous 




Primary Aiticles 
Food Articles 
Non-Food Atticle.s 
Fuel, l^wer. Light and Lubneants 
Manufactured Aoducts 
Food Products 
Food Index (computed) 

All Commodities (Average Basis) 
(April 4.1998 .. January 23. 1999) 


Cost of Living Indices 


III III I—HI 


32.. 30 ,383.0 

17.. 39 439.7 


Variation (15!r Cent): Point-to-Point 


Month Latest Previous 1998-99 1997-98 


Industrial Workers (1982=1(8)) 

438.0" 

t.2 

197 

Urban Non-Man Emp (1984-85=100) 

34.5,0'’- 

-1.4 

12.4 1 

Agri Lob (1986-87= RX)) (Link factor 5.89) 

.305 ()•’ 

-1.6 
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Money and Banking (Rs crore) 


Over Month Over Year 


_ Variation 

Fiscal Year So For 
1998-99 1997-98 


1997-98 1996-97 1995-96 


Money Supply (Mr) 934666 9413(1.0) 

Currency with Public 167155 4872(3 0) 

Deposit with Banks’ 764166 .522.5(0.7) 

Ner Bank Credit to Govt 382636 198.3(0.5) 

Bonk Credit to CommI Sector 46.5788 l.56K.5(.3..5) 

Net Foreign Exchange Assets 1.39778 2728(2.0) 

Reserve Money (Jan 22) 248110 261.5(1.1) 

Net RBI Credit to Centre 152937 4278(2.9) 

RBI Cr^it to Bks/Coiiun Sector 21488 -l91.3(-8.2) 

Scheduled Commercial Banks (Jan IS) 

Deposits 685062 5168(0.8) 

Advances 349240 10287(3.0) 

Non-Food Advances 332640 %74(3.0) 

Investments (lor SLR purposes) 24984.3 -l6.5(H-^.7) 

Commercial lnvestmenl.s 45584 1468(3.3) 

9 Includes Rs 17.945 crore on account of proceeds Iroin RlBs. 
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21876(9.7) 

19.320(14.5) 

6206(40.6) 


78507(11.2) 

13207(10.0) 

63602(11.2) 

30493(10.6) 

2784.3(7.4) 

12892(12.2) 

12466(6.2) 

7451(6.2) 

3229(24.4) 


123451(17.6) 
13095(9 9) 
110036(19.4) 
42000(14.6) 
5.5883(14.9) 
21072(20.0) 
26248(13.1) 
12915(10.7) 
2029(15.3). 


97841(16.2) 

13829(11.7) 

84162(17.5) 

.30840(12.0) 

316.59(9.2) 

23356(28.4) 

5527(2.8) 

1934(1.6) 

I55.57(-54.0) 


72.581(13.7) 
17577(17.5) 
5.5042(12 9) 
.3.5360(1.5.9) 
5192.5(17.7) 
3109(3.9) 
25176(14.9) 
19855(20.1) 
8747(436) 


119883(21.2) 796.52(13.2) .59.580(11.8) 
47164(15.6) 25161(7.8) 2367.5(8.5) 

42577(14.7) 21046(6.8) 19259(7.1) 

34936(16.3) 31138(14.2) 24.<94(I2.8) 
I06I7(.30.4) I2500(.37.8) 15.5.56(80.1) 


99811(19.7) 71780(16.5) 46960(12.1) 
45677(16.4) 24386(9.6) 42455(20.1) 

40790(15.1) 26.580(10.9) 449.38(22.5) 
28192(14.8) 2.57.31(15.6) 15529(10.4) 
13673(70.4) 4412(294) 925(6.6) 


Praduclhm (199.3-94=100) 

Weights 


1998 

1998-99 

General Index 

100.00 


141.5 

137.8(3.5) 

Mimng and Quarrying 

10 47 


119.0 

II5.9(-I.2) 

ManuTacturing 
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145.8 

141.1(3.7) 

Electricity 
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131.2 
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Capital Market 
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in RlBs, excluding which the yeur-on-yeor growth of money supply would be 17.5 per cem. 
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End of Fcscal Year _ 

1997-98 19%-97 1995-96 


BJiE Sensitive Index tl978-79=:UK)) 321.5(-4.2) 3149 .3.3.57(0.1) 

BSE-KX) ll98.3-84:i:|tX)) l4l2(-2 5i 1402 I448(-I..5) 

BSE-200 (I989-«8)=I(X)) 32" .325 .322(-l..5) 

S and P CNX-50 (Nov .3. 1995=1(8)0) 936i . Ii 907 976(1.3) 

Skindin GDR Index (Jon 2.1995=1(88)) 602(-27 9) 636 835 
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1117(15.4) 

94(Xl.l> 


33611-0.2) 

1464{-5..S) 

328(-.5.0) 

968 

93(K-4.4) 


Foreign Trade 


Exports: Rs crore 
US S inn 
Imports. Rs cnire 
US S nui 

Non-POL USSmn 
Balance of Trade- Rs crore 
US S mn 


Foreign Exchange 
Reserves iexcluding gold) 


Rs crore 
US 5 inn 


November 

1998 


_l -iscal Year So Far 

1998-99 1997-98 


Fiscal Year Averages 


89897(10 I) 
2l4.33(-5 2) 
117948(21.8) 
28121(6.6) 
24094(14.8) 
-24222 
-.5784 


Jan .30. .Mar .31. 
1998 1998 


9.5490 102612 

24522 259.33 


8162.3(7.7) 

22.598(5.2) 

9.52.54(10.4) 

26371(7.9) 

20988(13.8) 

-13631 

-3774 


126286(6.3) 
33980(2.6) 
151.5.54(9 I) 
40779(5.8) 
32562(11 9) 
-25268 
-6799 


118817(11.7) 

.3.3470(5.3) 

138920(1.3.2) 

391.32(6.7) 

29096(-0.2) 

-20102 

-5663 


l(».3.53(28.6) 

.31797(20.8) 

I22678(.36..3) 

36678(28.0) 

291.52(28.3) 

-16325 

-4881 


.3367(3.3) 

1549(-3.5) 

.14.5(-6.3) 

na 

973»-0.6) 


82674(18.5) 

2633(KI8.4) 

89971(23.1) 

286.54(22.9) 

22727(29.5) 

-7297 

-2324 




Month Year 

Ago Ago 


21.59 21328 
479 2954 


Fiscal Year So Far 1997-98 l9%-97 199.5-96 1994-95 1993-94 




14206 15115 22237 21649 -7.302 18402 27430 

154.3 21.53 .3.564 5243 -.3690 .5640 8724 


M>rex'(i)Su|)er.wripiiiunieraldenoinnionthinwhirhri)!UFeieliiles.eg.suner.scnpl 11 siandtliM-November; (ii) Figures in braukeit are peieenlugevariationsoverihetpecined 
or over Ihe ci'Hipnruble (icriod ol the previous yeiii na- not available, neg: negligible. * unchangeif 
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COMMENTARY _ 

Conversion, Reconversion and the State 
Recent Events in the Dangs 

Ghanshyam Shah 


The events in the Dangs in the last week of December last year were 
a continuation of the ongoing persecution of Christians in Gujarat. 
The dominant section of the majority community, the regional media, 
manv non-government organisations and the state have either joined 
hands against the minorities and the oppressed or have preferred to 
remain silent. 


I 

CHRISTIANS constitute less than I per 
cent ot Gujarat's population. They arc 
scattered thoughout the state. The majority 
of them belong to the traditionally lower 
socio-economic stratum ot society. Not 
only Christian missionaries and their 
institutions hut poor Christians, parti¬ 
cularly dalits and adi vasis. arc under attack 
and have been systematically harassed by 
Hindu fundamentalists under BJP rule. 
The state machinery is more or less in 
collusion with or indifferent to the 
miscreants. The Gujarat government has 
not only ignored the recommendations of 
the Minorities Commission but also 
questioned its need to visit the state. I'he 
prime minister has given a clean chit to 
the state government and said that the 
chief minister was not at fault and had 
taken action to prevent atrocities against 
Christians in the state. VHP leaders have 
openly said that the Gujarat government 
is carrying out their agenda. The Sangh 
parivar, including BJP ministers and other 
office-bearers, allege that ‘people’ in 
Gujarat are getting converted to 
Chri.stianity. either forcibly or with ail 
kindsof allurements. There is a conspiracy 
to create a Nagaland or Mi/oram i n Gujarat 
with a majority Christian population. The 
events in the Dangs, in the last week of 
December, are in continuation of the 
ongoing persecution of Christians. The 
dominant .section of the majority com¬ 
munity, the regional media, many non¬ 
government organisations and the state 
have either joined hands or preferred to 
maintain silence, against the minorities 
and the oppressed, as if the stale and civil 
society have blended together. 

TheDangs literally means ‘forests’ and is 
a land of tall trees, thick .scab jungle and 
dense vegetation over some 1.764 sq km. 
It is the smalle.st di.strict of Gujarat with 
a population ot 1.44.091. There arc 309 


villages and two small towns - Ahwa, the 
district headquarters, and Waghai. More 
than 70 per cent of the villages have 
populations of less than S(X). Ninety-four 
per cent ot the inhabitants are adivitsis. 
The non-adivasis have .settled here during 
the la.st SO years for business or whitc- 
colliu* employment. Kunbis or kukanas 
(40 percent), bhils (33 percent) and varlis 
(14 per cent) arc the major tribal groups. 
Kukanas are believed to have migrated 
I mm Kokan. They are better off than the 
bhils. Though kukanas accept bhils as the 
rulers, the rivalry between the two 
continues in one or another form. Tlie 
Dangis in general and the bhils in particular 
are known for their militancy. They had 
vigorously rebelled .several times against 
the British administration. The bhil chiefs 
remained unconquered by any outside 
powcrtill the mid-19th century. The British 
administrat ion did not interfere in the social 
and economic life of the natives. The bhil 
chiefs were recognised as the rajas of 
difIVrent tracts and the Britishers took 
monopoly rights over limber. The Dangs 
was maintained as an excluded area. 

For the Dangis. forest and land are 
commonly-shared resources. There was 
no personal ownership of land till indepen¬ 
dence. Shifting cultivation, hunting and 
collection of forest products were their 
sources of li velihood. They used to change 
ilicir place of residence Ircquenlly for one 
or another reason. The British acquired 
liiase of forests by hook or by crook from 
the bhil rajas in 1842. The government 
exploited 'he forest for revenue and com¬ 
mercial purposes. The rights of tlie adi vasis 
on the use of forests had been slowly 
nxluced. Shifting cultivation was restricted. 
In the process, the owners of the forests 
were considered as encroachers. The same 
policy has been continued after indepen¬ 
dence. Shifting cultivation has been banned 
and the rights to the u.se of fore.st products 
have been reduced considerably. 


The Dangs is cla.ssifted into three areas; 
reserved forest, protected forest and 
unclassified forest. The area under each 
category has not remained constant. In 
fact, the area under unclassified forest, 
which the tribals could u.se for cultivation, 
has declined over a period ot time. Fbr 
instance, under the Surat Circle the 
unclassifTed forests had declined from 
2,218 .sq km to a mere 621 sq km. whereas 
the area under reserved forests had 
increased from 2.977 sq km to4.318 sq km 
between 1961 and 1971. “In the late 
19th ccntuiy about 66 percent of tlie Dangs 
was classed as available for cultivation. 
By 1956-57 the figure had fallen to about 
54 per cent. During the 1960.s. the Gujarat 
government carried out a survey of the 
Dangs with the aim of giving land 
occupancy deeds to the cultivators. As a 
re.sull of this survey. 79.913 hectares was 
clas.scd as farmland, which repre.sentcd 45 
percent of the total area" (Hardiman 1994j. 
By 1989-90 farmland had been further 
reduced to 61,400 hectares, that is 36 per 
cent of the area. Nearly 53 per cent of the 
area of the Dangs has been declared by 
the government as forest and the forest 
department has complete control over it. 
Nineteen percent of the land is not available 
for cultivation (GOG 1996). More than 
half is under ‘re.scrved' forest which the 
local population is not only prohibited to 
cultivate land but from where they arc also 
not allowed to use any forest product. In 
several ca.scs (according to one report, as 
many as I l()villagcs)dwcllings have been 
forcibly shitted from the aiea. According 
to a survey in 1968-69. from 79.409 
hectares cultivated by the adivasis. the 
forest department acquired 21.154 hectares 
by using all kinds of means fur forest 
plantation. In 1970. the government 
ordered transfer of 56.214 hectares for 
agriculture. But in reality only 15,617 
hectares were allocated to 17.638 adivasi 
cultivators. According to official records, 
only 30 per cent of adiva.si households 
have been registered as legal cuhivators. 
Underihc protected forc.sts the department 
carries out plantation woric. sometimes on 
the agricultural land of adivasis by 
removing their standing crops. This is 
being done even by violating a Gujarat 
High Court order of 1993. When the adivasi 
cultivators quote the order, the forest 
officers tell them to throw away the court 
order.' Adivasis are frequently harassed 
and beaten up by the forest department 
under one pretext or another. Tlie terror 
of the forest department scares the 
inhabitants. Forest labour has been their 
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eii^ties, the forest department used to 
open jungle coupes for felling, logging 
and carting of wmxt. The location of the 
coupes was spread over the whole of the 
area so that practically every village had 
easy access to the place of work fParikh 
' 1961; 338]. Gandhians have organised 
forest labour co-operative .siwieties (RjC^S ) 
since 1949 to clinrinate timber merchants 
and contractors. There were 45 FLOS run 
by Gandhians and political leaders in the 
mid-eighties, pnrviding seasonal employ¬ 
ment to more than 5,000 persons. FLCS 
were hotbeds of faction-fights and cor¬ 
ruption. A handlul of local political leaders 
have amassed wealth and developed a 
ve.sted interest in perpetuating the terror 
of the forest department. However, the 
FLCS provided slightly higher wages than 
the contractors | Joshi 1992]. The number 
of jungle coupes has declined sharply si ncc 
1986 with the new tore.st policy. Now only 
two or three coupes arc opened every year 
tor cutting dry trees. Except for plantation 
work, practically all forest labour has been 
discontinued. Conscciuently. the Dangis 
are torced to migrate outside the district 
lor labour. It is estimated that more than 
40 per cent ot the Dangis migrate after 
mon.soon tor six months to work in sugar 
cane farms in neighbouring Surat and 
Val.sad districts. There the conditions of 
work are wretched and wages are low. 

The Dangis were almost illiterate on 
the eve ot independe.Kc. There was only 
one schiHil started by the British Political 
Agent for bhil rajas and nay aks. It had only 
II students in 1947-48. Christian mis¬ 
sionaries began lo work here in the early 
19th century to spread the mcs.sage of the 
gospel. Some effoiis were made by them 
in the |94().s to start teaching Dangi boys 
Gandhian constructive workers settled in 
Ahwa. the headquarters of the Dangs in 
1948. They establisheil Swaraj Ashram as 
the centre ol their activities revolving 
around khadi and education. First of all 
they established Ashram Shala. a 
residential school. Later, the government 
ol Bombay introduced the system of 
A.shram Shalas in 1953. following the 
Gandhian model which encouraged 
voluntary organisations w ith recurring and 
non-recurring 100 per cent grant. For 
Gandhians. the objectives of the Ashram 
Shalas were nut only to teach the three R's 
but also to leach a ‘better way of living'. 
According tothem. tribals were'backwaid' 
in their customs, not cleaning their teeth, 
not taking bath everyday, wearing only a 
‘langoti’. i c, loin-cloth, and believing in 
ghosts and many .super.stiiions. Gandliians 
emphasise vegetariahism and. teetotalism 
and are anli-supcrstitious, and .support 
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by upper caste Hindus, fasting on certain 
days and cleanliness not only in a hygienic 
sense but akso with an element of purity. 
AmritlalThakkar. known asThakkarBapa, 
was the First to start an A.sharm Shala for 
adivasis in the Panchmahals district. He 
noted in his diary in 1922, “Bhil children 
were admitted after bath and dressed in 
new clothes, putting ‘chanlo’ (red mark) 
on forehead and eating ‘gordhana’ (jaggery 
and coriander .seeds)" [Shah 1955; 148]. 
Such customs are u.sually practised by 
upper caste Hindus. In the early Fifties 
there was competition between Gujarati 
and Maharashtrian Congress Sarvodaya 
workers to start Ashram Shalas as a device 
to create patronage networks. Later, after 
the formalion of Gujarat with the Dangs, 
competition fur opening Asharm Shalas 
intensified among the various factions of 
the Congress. Over a period of time fhese 
A.shram Shalas have .stagnated and are in 
a shambles [Joshi 1980]. 

With stale support, the Swaraj Ashram 
and Marathi-speaking Gandhian workers 
started 179 primary schools between 1949 
and 1955. The primary .schools run by the 
(iandhians and Christian missionaries with 
ihetr own resources were taken over by 
the slate. The number of primary schools 
hud increa.sed to 378 by the early nineties. 
There was only one high schtxil in the 
district in 1961. In 1975 the district 
panchayat of the Dangs controlled by the 
anti-Swaraj Ashram faction invited two 
Jesuits to start high .schools in the Dangs. 
The secondary schools have increased from 
eight in 1980 to 21 in 1990. Ot them three 
are run by Chri.stians; four are government 
schools and the rest arc Ashram Shalas or 
schools run by various Gandhian and non- 
(iundhian organisation.s. Deep Darshan 
mid Nava Jyot .schtmls are run by Christian 
organisations. More than 90 per cent ot 
the students (out of a total of l,l(X)) 
studying i n these schools arc non-Chri.stian 
adivasis. These .schools attract mure 
students as their teaching is considered 
heller than that of the others. Their per- 
tormance in the Secondary School 
r.xaminatiun (SSC) is .strikingly better than 
that of all the other schmils. On an average 
the Dangs had 36 per cent result in the 
SSC between 1988 and 1997, whereas the 
1 >cep Darshan .schcxil had 93 percent. And 
that is the reason thc.se schools are a .sore 
point for those who have been running 
schtKils in the di.slrici for many years. 

With the n.se in number of .secondary 
schools, the number of students has also 
increased three times during the last decade. 
1'he district now has a college also. In 
1969 there weie four Dangi graduates, 
Ihetr number is now more than 1,200. 
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Dangs has the fastest growth in literacy, 
though the literacy rate is lower than the 
state average which is 61 per cent. The 
rate is 48 per cent as against 36 per cent 
among ait STs in Gujarat 

At the .same time, the Dungs has the 
highest rate of educated unemployment 
among all the tribal talukas and di.stricts. 
A number of graduate and postgraduate 
Dangis arc forced to earn their livelihood 
through manual labour in and outside the 
di.strict. The district does not have many 
white-collar jobs. And as the Dangis ate 
late-comers in the field of education 
educated persons of other adivasi groups 
continue to dominate. In 1970 a graduate 
Dangi told me, “ A real test of life is to 
Find a job. Our illiterate and ignorant 
relatives think that after having studied 
this much (a college degree) one gets 
employment immediately. But that is a 
wonder of the world! Interview calls are 
only a formality. We wa.ste money lor 
going and coming, but there is nobixly to 
come to our rescue..." [Shah 1972]. The 
situation is now worse. The number of 
such frustrated youth has increased. 
Educated Dangis formed the Dangs Yuvak 
Seva Samiti in 1968 to get justice for the 
local youth. Their demand was that white- 
collar jobs ih the district should lie reserved 
for local Dangis. They were demanding 
an autonomous status for the Dungs. As 
unemployment among educated Dangis 
has increased sharply during the last two 
decades and as the forest resource-base 
has been shrinking, frustration among the 
youth is mounting and is getting ventilated 
in different forms. 

Several secular NGOs working in 
neighbouring areas have extended their 
activities in the Dangs since the mid- 
scvcnties. A tew local NGOs have also 
come up. They have taken several income- 
generating programmes such as milk c<i- 
operativc societies, poultry, sewing, 
bamboo work, furniture wotk, etc. But 
none of them has so far provided viable 
supplementary income to a sizeable number 
of people. The only advantage of these 
NGOs is that they provide employment to 
a handful of educated Dangis. 

Socio-economic transformation in the 
Dangs, thanks to overall capitalist develop¬ 
ment and particularly the forest and tribal 
development policies, has adversely 
affected the local population. As the 
adivasis lost their land to the forest depart¬ 
ment and experienced harassment, sporadic 
controntation between the Dangis and the 
forest or revenue department increased. 
There were several .struggles in the late 
seventies demanding the right of culti¬ 
vation of the landthcy used to traditionally 


Economic and Political Weekly Februarv 6. 1999 


.H3 



cultivate. In 1977 a memorandum was 
.submitted demanding: (a) resurvey of the 
district and allocation of land to the 
adivasis. (h) ownership of trees to the 
cultivator adi vasis where the trees arc loca¬ 
ted in land possessed by them, (c) closure 
of nurseries and plantations set up by the 
forest department on land cultivated by 
the trbials. and td) more facilities to the 
Dangis for education, health and agri¬ 
culture. Several dcmon.strations. meetings 
and priKCssions were organised to press 
these demands. All methods - reprc.ssion. 
intimidation and co-option ~ were used to 
diffuse the stitigglcs. 

Once again in the mid-eighties the Dangis 
formed the Adi vasi Bhumihin Kisan Hakka 
Sanrakshan Samiti (BKSS) for a.s.serting 
their rights over land and torests. Like in 
the seventies demonstrations, rallies, 
dharnas. meetings, etc, were organrsed. 
This was a more militant struggle than the 
earlier one and adivasis of several villages 
collectively had taken away 'lorest' land 
and started cultivation, resulted in direct 
confrontation with the government. The 
government used force and removed the 
crops. .Several adivasis M'cre airested. An 
adivasis ol Mahal village said, "when we 
demand land they do not give and when 
we take land they shoot us. How ilo wc 
survive?" Besides repeating the demands 
of 1977. the BK.S.S demanded that (I) all 
those adivasis from 110 old villages who 
had bt'en forced by the lorest department 
to evacuate, their villages should be 
allowed to settle in their old villages, 
(2) since adivasis had not been given land 
as per the 1970 survey, the survey of land 
and cultivators be curried out once again, 
and all those who were earlier cultivating 
land should be given possession of their 
land and all landless households he given 
at least five acres of land for sell 
cultivation, adivasis should he given 
a rca.sonahle price for the lorcst products 
which they collccteil, (4) all fore.st labourci s 
should Ire given equal and minimum wage- 
and tree labour should be slopped, and ti 
haras.sment by forest and other government 
officials slu'uld ne stopped immediately 
The government did not heed tlu- 
demands. In.steud. the leaders of the-Samiti 
and other adivasis were beaten up severely 
and aro'sled. A lew activists were killeil 
in police firing. The main leaders were 
arrested under TADA and all measures 
were used to crush I he movement. Though 
the organised struggle under I he leadership 
of the BK.SS has been diffu.scd, unre.st 
continues. Neither the Gandhians nor the 
Christian missionaries working in the area 
cstendetl support to the.se stniggles; nor 
did they protest against the bnitalify of (he 
forest and police department against the 


adivasis. For the Hindu philanthropic 
organisations and fundamentalists, the 
economic problems of the adivasis were 
a non-i.s.sue. All of them looked upon the 
struggles of the Dangis as disruption of 
the peaceful life of the district. 

n 

According to the 1991 Census 95 per 
cent of the Dangis enumerated their religion 
as Hindus. Sample surveys carried out by 
V Kial scientists do not give a significantly 
different picture from the census. A few 
v'ho arc fully committed to particular sects 
such as Sanalani. Mokshmarg. Swadhyay. 
Kabir, etc, reported their sect as their 
religion. The leaders of the.se .sects and (he 
I < illowers called their sects as part of Hindu 
religion. However, Christian and .some 
'■<ccutar’.seholarsque.stion the census opera¬ 
tion. It is argued that adivasis are Animist 
and not Hindus [Raj 1994). This isaticklish 
issue, more .so at this juncture when (he 
.Sangh parivar is bent upon making India 
a ‘Hindu Rashira'. Notwith.standing the 
risks, one cannot brush aside the is.sue. 

Formulation of (he questions about reli¬ 
gion and the method of enumeration of 
nrligion have been rightly contested. The 
quc.stion in the census and in .social .science 
survey questionnaires generally is: “What 
IS your ‘dharnia'?" The word ‘dharma’ as 
undcrstiMid by (he investigator is alien to 
the Dangi, particularly in hou.schold.s where 
formal education has not reached. Con¬ 
sequently, all adivasis except those who 
are con.sciou.sly bapti.sed into Christianity 
or Islam or one of the new sects of Hinduism 
or the tribals who consciously name their 
religion as ‘tribal religion’ [Singh 1994J 
are categorised as ‘Hindu'. It isa calegori- 
s uion more by the enumerator rather than 
I'v ihi* adivasi tespondont. 


If Hinduism means the ircstitutional 
four-fold'brahminical social order, tirc 
model pre-scribed by Manuxmruti, accept¬ 
ing Vedantic philosophy, etc, the adivasis 
are certainly not Hindus. Though adivasis 
have a notion of hierarchy based on status 
or ranking, the Dangis have not imbibed 
the values related to purity and pollution 
as understood and practised by caste 
Hindus. They do not consider them.selves 
as belonging to one of the castes among the 
Hindus. Nor do they perceive their present 
position as adivasi as the reitult of their 
deeds of their past birth. Their social orga¬ 
nisation, norms of interpersonal relation¬ 
ships and many of their customs related 
to marriage, child birth, etc, aredifferent in 
many ways from tho.se of the caste Hindus 
of the adjoining areas. More imporiunl, 
ca.ste Hindus do not consider adivasis as 
part of them. The adivasi is always looked 
down upon and placed outside the caste- 
based social order. Any effort to bring the 
advasis intothe institutional and dominant 
brahminical ideological Ifainework of 
Hinduism by conversion to Hinduism is 
only for political purpo.scs This process, 
following di I icrciil trajectories, m fact has 
a long history. It is now considered as 
natural and inevitable and is being system¬ 
atically and aggie.ssively carried out wiih 
state support, but not talked about. 

However, if Hinduism means plurality 
of religious bcliets related to god and a 
su|H:maiural power, worship in different 
ways to multiple gods and goddes.scs, 
nature and spirits, and diverse rituals anu 
beliefs about file and death, the over¬ 
whelming majority of the adivasis of 
Gujarat in general and the Dangs in parti¬ 
cular may be called Hindus. Kukanas 
considerthemselvcs ‘higher’ thantlicbhils. 
Tliey do not eat heel, whereas the bhiK 
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required puriricaiion of some kind [Parikh 
1961. Engineer I999|. Such Hinduisation 
or popular Hinduism, if one may call it 
that, has been a two-way process. Adivasis 
have adopted many beliefs and gods of the 
i.easte Hindus living in their vicinity, the 
latter also have embraced several deities 
of the adivasis. and in many cases both 
followed similar rituals and beliefs 
independent of each other. In .some cases 
the caste Hindus give brahminical names 
and legends to the deities worshipped by 
the adivasis. Such a process was clearly 
evident in the widespread socio-religious 
movement launched by the adivasis ol 
central and eastern India in the twenties 
to change their established ways ol life. 
The Dangs was also affected by the 
movement. It was popularly called the 
Devi movement. The commands ol the 
Devi, Cniddess Sarabai. were to stop 
drinking liquor and eating meat and, take 
bath twice a day This has some closeness 
will) the lends ol the Bhakti movemenl. 
Symbols, rituals and ceremonies practised 
^in v/orshipping the Devi were siiitilar to 
traditional paiicriis ol worship which had 
many resemblances to those ol several 
casicHindusof the region. The Devi asked 
the adivasis not to become C'liristians. 
David Hardiman observes. •‘The cultural 
side to the Devi programine laid most 
stress on riiiial purity and non-violent 
behavioui. Alinosi nothing was .said about 
religious beliets and no attempt was made 
todemand that the adivasis worship Hindu 
gods .such as Krishna, Rama or Hanuman. 
In a few cases, most notably in the Dangs, 
superstitious beliets were condemned, but 
this did not represent an imponant clemcnl 
ol the programme in most cases. Tin- 
, adivasis weie in fact permitted by the Devi 
to go on worshipping their old gods and 
goddesses so lung as they did not perform 
blood (Violent) sacrifice. Rituals and 
practice had to change, but not the religion 
as .such" (1987: 164). 

Adivasis ol the Dangs worship Silaiya 
and Simaliya Devs (deities symbolising 
the village boundary and hill), Mavlima 
(goddess mother). Kanasaii Devi (gram 
goddess), the snake and the tiger, ghivsts 
ol ancestors, etc [Parikh 19611. However, 
educated udivasis have begun to observe 
festivals and rituals of caste Hindus thanks 
to their socialisation in public institutions 
run by (landhians and the governmeni 
[.Shall 19841. 

A section of the adivasis believe that 
they were the original natives of the land, 
f In the thirties a religious movement called 
Sati Pati Panth was launched which 
opposed Hinduism as well as Christianity. 
The leaders of the Panth consider that the 
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encroached upon the adivasis' land and 
forests. They do not participate in elections 
and do not pay revenue to the state. They 
follow their rituals and ceremonies which 
are closely related to nature. In the fifties 
llte movemenl had a va.st following in 
.Surat and Bharuch districts. It launched 
a land-grab movement to oust non-tribal 
landowners. It hits quite a few followers 
in the Dangs. There are some other orga¬ 
nisations such as the Adivasi Vikas 
Panshad and Adiva.si EktaParishad. They 
appeal to the adivasis to awake and gel 
fme Irom the clutches of the Hindus. Like 
the Sati Pati Panth. they also advocate that 
the udivasis are the original inhabitants of 
the country. The Adivasi Ekta Pari.shad 
emphasises their culture, related to nature, 
and their communal way of life. In 1997 
the Parishad organised a conference near 
I iliarampur, close to the Dangs, in which 
more than I0,(KX) adivasis from different 
part s of Gujarat. Maharashtra and Madhya 
Pradesh participated. 

Nearly 20 Chri.stian organi.sations of 
iliftcrcnl denominations now work in the 
I >angs. Most ol them are Protestant, They 
mainlycullivatc relationships with the local 
people, listen to (heir woes, .sympathise in 
iheir difficulties , teach morals ('do' and 
'•Jo not do') and persuade them lo join for 
prayer. Compa.ssion is their approach. 
Miracles and medicines are used to attract 
the adivasis to jt)in Iheir fold. .Some of 
I hem, as a part of their welfare programmes, 
.ilso provide help in the torm of loans for 
buying seeds or levelling land. Recently 
s.)me churches have appointed newly- 
converted youth to work as 'Rakhewal' 
pastors with a salary. Cal holies who believe 
III liberation theology are engaged in social 
wel hire programmes. Prosclytisation is not 
a priority for them. 

In 1981, LSOO persons, both adivasi 
and non-adivasi, were enumerated as 
Christians in the distnet. Their number 
had incrca.sed to 7.S(X) by the 1991 Census. 
I'he majority of them are Protestant. The 
Church of North India has the largest 
iollowing. Most of them are first generation 
converts. Less than S percent am of second 
or third generation converts. There arc 
various reasons, as given by them, for 
accepting Christianity. The most common 
rea.snns are curing of diseases, relief fnim 
tension related to day-to-day problems, 
r.iith in prayer which helped them in their 
personal crises, particularly recovery from 
illne.ss. “1 was sick and tried ‘Bhuva- 
Bhagat’ [traditional healers] but could not 
get relief. My neighbour who is a Christian 
suggested to me to meet the ‘Padari' | priest] 
and a.sk him to offer a prayer for my 
recovery. 1 was knowing the Padari as he 
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He asked me to join with him for the prayer 
and I began to feel better. From that day 
I u.sed to attend the prayer regularly and 
later became •Crisli’ [Christian].” He was 
baptised 20 years betore. Another person 
who has pro.selytised recently told me. “I 
wanted amale child. I tried Bhuva’ and 
also observed 'vrata' [religious vows) but 
it did not help. I talked to the priest and 
thanks to his prayer now I am a father ol 
a male child. Hence 1 developed faith in 
prayer and became, Cristi". The humane 
and personal touch of missionaries who 
expressed concern, inlhe adiva.sis’ dialect, 
about the day-to-day problems of adivasis 
and were willing to help them influenced 
some to become Christians. After baptism 
they slowly give up certain rituals related 
to worship. They arc advi.scd to give up 
worship of the deities which they used to 
worship from their birth. Their participa¬ 
tion in traditional religio-cultural celebra¬ 
tions has declined. “You cannot worship 
two gods. You cannot be a Hindu as well 
as a Muslim, can you?" a Catholic Father 
asked me. Lancy Lobo observes, “ Protes¬ 
tants share some pre.scriptions with Hindu 
sects such as abstention from alcohol, 
smoking tobacco, etc. but they directly 
attack the indigenous cultural practices, 
.such as marriagesongs undriluals. ...Unlike 
Hindu sects Christianity introduces new 
and hitherto unknown cultural practices 
to the tribals" (1992: .55-56). TTic mis¬ 
sionary insi.sts that if one becomes Christian 
one should not worship other gods. This 
does create friction at village and family 
levels. For instance, the Dangis tradi¬ 
tionally celebrate (heir festivals like Holi, 
Akha Tij, Tcra. etc, collectively. On Akha 
I'ij aba.skct of germinated .seeds of di flcrent 
corn - nagali, warli. etc - is worshipped 
with kumkum’ (red powder) and is cere¬ 
monially thrown into water. Christians 
have stopped contributing for and partici¬ 
pating in the festival. Such behaviour of 
a tew in a small village of 60 or so hou.se- 
holds isokites them and creates ripples in 
the siKial fabric. But friction on such 
occasions has never been so sharp a to 
polari.se the community in a tug-ot-war. 
After all, it has never been a monolithic 
religious community. It may be noted that 
some Christian adivasis keep photos of 
Jesus as well .ts Hanuman, .some .say that 
they arc ‘Hindu-Chri.stians’. But both 
Hindu and Christian bigotry would force 
them to be eithci slrake or. 

Ill 

In the past the adivasis were known as 
‘kaiiparaj’, ie, black-skinned people. Caste 
Hindus looked down upon them as 
backward and 'jungali', i c, uncivilised 
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with bad customs and manners. Gandhiji 
called them 'raniparaj'. i e. brave perrpte 
livint;' with wild animals. Gandhians begun 
to work among adivasis us a pan oi' their 
political-ciim-socialrelorm programme to 
uplift them. They "disapproved of the tribal 
ways of life" |Chuudhuri 19751 and made 
cffortstobriiigthem intoihe 'maiii.slreum'. 
Hie Sangh parivar prefers to address 
adivasis as'vunvasis'. i e. forest-dwellers. 
According to them the difference between 
ca.slc Hindus and vunvasis is the place ol' 
seltlemont. the former live in the plains 
andihe lalicnii lurests. They consider that 
vunvasis am backward Hindus who need 
to be reformed. As a part t>f their program¬ 
me to reach out the vunvasis various out¬ 
fits ol die parivar and several sects of 
Hinduism curry out a number of philan¬ 
thropic activitiesamong the adiva.MK, inclu¬ 
ding di.siribution ol food, clothing and 
medicines during famines and epidemics. 
Tlicscpnigramines have been systematised 
and more exiensively carried out during 
the last iwodeciules. C'haritable institutions 
providing health services have been started 
at difieieni liKutions in the tribal belt. 
Some ol the Gandhian workers are 
collaborating withlhe.se ‘social' activities. 

Congress workers continue to have a 
hold over educational and .social welfare 
activities in the adivusi areas. The BJPhas 
so far not coinploicly succeeded i n bui Iding 
an institutional base for distribution ol 
patronage. Though the B JP won a majority 
in the slate assembly elections, the Con¬ 
gress has still an edge over it m the tribal 
belt. Not only docs the Congress continue 
to win the assembly .seat from the Dungs 
constituency, it also captured back a tew 
BJP seals in the 199S assembly elections. 
As a pari ol the election campaign, a 
leaflet was circulated inlorming adivasis 
that Christian adivasis were not entitled 
lo get beneliis as scheduled tribes. It 
priKlaimed' "altei the election (the new 
government ol BJP) would slop giving 
suchrightstoChrisiians Realise!Realise! 
Puri ty yourscif t hrough yagna and become 
a Hindu. Otitciwise you will regret later" 

As a part of building a base among the 
adivasis the Sangh parivar is activelx 
involved in welfare and religious activities 
in the region. The Hindu Jagran Munch 
IHJM) established Vanvasi Ashram, a 
resideiilial sclxxil. at Waghai in 1991. 
Thirty male students live in the u.shram. 
It aims at all-around development of the 
vunvasis .Swumi Avishanandji has .settled 
here for the last two years. One more 
ashram has been started in 1996 at 
Mokhamar village, near Subir, where the 
Nav Jyot school, run by Jc.suits. is located. 
Swann .Avishanandji says, ‘The ashram 


here is one of the 7,(XK) projects of vanvasi 
‘kalyan’ [welfare] in the uruntry. When 
I came here and talked to people they said 
•give us religion. Our brother whobecomes 
('hri.stian is deviating from us. There are 
many problems here, but first make us 
Hindu. We want our identity.* We regret 
that we have not come here earlier to show 
our tradition and culture. People here 
v'orship Hanuman. Village people get 
di vided as some become Christian-s. Those 
v'ho become Christians throw away our 
giKis into the forest which leads to tension. 
•Such tension has increased during the last 
|:ve years. Thirty per cent df the Dangis 
got converted lo Chri.stianity with f^nancial 
temptations and force. This procc.ss has 
been slowed down becau.se of our work. 
Now the convened are coming back [into 
the Hindu fold]. We take them to Unai 
v'here they take bath in hot springs and 
get purified.” 

The HIM organi.scda Hindu ‘.sammelan' 
<conference) in June 1998 in the Dangs 
III which some Chri.stian adivasis were 
collectively ‘purined' and taken back into 
I he Hindu fold. On the eve of the sammelan 
f If M distributed a leallet which said; ‘The 
most burning problem of the Dangs is the 
csiahlishnients being run by Chri.sttan 
missionaries... Wherever Christian prie.sts 
have gone in the world, they Uxit the 
people...They leach people to tell lies, to 
Meal in the name ol religion...Awakeii 
Hindu and struggle against these thieves 
who lie. who rob you of your rights, and 
bring these people to their .senses...” 

Besities ‘reconverting* from Chri.stianity 
lo Hinduism. HJM has launched a 
campaign lo harass and prcs.suri.se those 
( hri.stians who do not follow their advice, 
ill 1998 at least 14 incidents were reported 


in the pres.s nr in police records of 
haras.sment and beating. In several villages 
such as Jamalpada, Di vanTemrun, Kudka, 
Darpada, Borkhal. etc. individual 
Christians were beaten up. In Darpada. the 
cycle of a Christian was snatched away. 
Stones were thrown during the Sunday, 
prayers. Some prayer places - kacha 
buildings of bambtu) and tiles (only 4 per 
cent of the houses in the Dangs are pucka) 
- were damaged. In Dhagunia village which 
has eight to 10 Christian households out 
of a total of 122 hou.seholds, Christians 
were beaten up in November 1998. Some 
Christians were taken to Unai temple to 
be bathed in the hot springs. Those who 
refused to go were prohibited by the village 
sarpanch (headman) to take water from the 
village well. In Umerpada village the police 
inspector harassed Chn.stiuns on the basis 
of a false complaint made by VHP workers. 
In Kudka village evangelist Premchand 
was beaten by the police patel. In early 
December. Dakshin Gujarat Adi vasi Cristi 
Kalyan Pari.shad (DGAC'KP) submitted u 
memorandum to the chief minister giving 
deiailsof the instances filed with the polici./ 
The petitioners asked: "Despite the 
complaints about burning of six and 
damage to four prayer places why is the 
government silent’.' Why is the police 
department not taking any action.' Why 
has no one been urresied'.'” It is alleged 
that Christian adivasis are not given birth 
and tribe certiticates, necessary lor 
employment, by government officers 
In that sense, the government has in¬ 
formally implemented what the leaflet, 
mentioncil above, announced before the 
lu.st elections. 

In a few villages the Christians were 
persuaded and also intimidated that if they 
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K> fUH go u» unai ror punticanon. tney 
vouid face social boycott. Most of those 
ivho succumbed to various pressures 
:)elong to the first gciieration of Christians. 
‘We have to live in peace and harmony 
ivith our own people", one of them said. 
Another person from Jamanmala who was 
m his way to IJnai told us, "I became Crist i 
-tccau.se the Father advised me to offer 
jrayerand God would help me fora better 
life. But my condition has not improved. 
Slow Swamiji says, 'you should not forget 
/our culture and religion: get purified'. I 
un now becoming Hindu so that wc cun 
:ontinue to observe our rituals and can 
ilso drink liquor on Icstivals and can also 
ise cocoiuii in worshipping our devs' 
deities)" “1 became Cristi because 1 
houghtthut it would savemefromdisea.se. 
3ul now I am going to Unai because this 
s our bap-dada's | parental) religion". One 
>ld person said "I have come here |lo the 
ishram) because Swamiji has called us 
iikI others (lom the village have come” 

Last year VHP. RSS. HJM and other 
irganisations ol the parivar organised 
.everal anti-( 'hristiun rallies on Christmas 
Jay III dilleieni locations ot the adivasi 
sell III (iu|ural One ol them was at 
■’ipalwada in Vyara taluka. bordering the 
)angs. Ihe liaiiang Dal stalled its activities 
n the Dangs III I Wfi By distributing freely 
sictures of Haiuiman il popularised 
-lanunian as the god ol the Dungis. It 
ecruils youth. The Dal organised 
;>eceinber(). lUUK as Hindu Vijay Gaurav 
Jin. I c. Hindu victory day. ai Ahwa. 
dowever. the programme did iioi ultraci 
nuiiy youth ami passed ol fas a non-event. 

HJM decided to organi.se a mass rally 
inChrisimasduy. I leceinber 2.‘i, in Ahwa. 
The lown has more than 1(H) Chrl.siian 
amilie'< Dangi'- and non-Dangis. Then* 
s a ('hristi.in liHulity and a church As a 
lurt ol iis piopaganda HJM di.stribuled 
eatlets declaring: “Chnstian priests are 
nsulting Hindu .saiiiis through ncwspapeiv 
Hus insult is insult of the whole Hindu 
aicieiy. Il is a religious duly to bring sense 
o those riirislians who dared to in.sult the 
Hindu saints. HJM is determinant to stop 
he conversion activities of Christian 
missionaries.” Another Icallct was again.st 
Ishu (Christ) and the Bible proclaiming 
hat Islui was not a saint and a 'dut' 
messenger ol peace). It declared (hat Ishu 
lad come on eailh to divide the family and 
he people. He was a champion of war. 
The Bible asked followers to destroy the 
fod of those w'ho lived on the hills and 
o finish those people who worship gods 
ind goddess. 

Christian organisations such as the 
DGACKP and the Church of north India 


vmHc to the collector and distnet ponce 
commissioner in early December last that 
they had learnt about the proposed rally 
and were apprehending attacks on 
('hri.stians and churches on the 2Sth as had 
been attempted the previous year at 
Pipalwada where (here was an attempt to 
set lire to a church. The government was 
lequestcd not to give permission for 
holding the rally on that day. The DGACKP 
asked for protection to all churches. The 
South Gujarat Human Rights Gntup also 

■ '.‘quested the collector not to give 
permission for the rally. The collector 
called a meeting of representatives of 
\ ariousorgani.sations on the 23rd in which 
I lie Christian organisations reiterated their 
demand. The collector .said that there would 
he enough police force on that day. but 
ho diy not commit him.self whether he 
would allow the rally to be held. He finally 
gave permission to Ihe HJM for Ihe rally, 
l-olice protection was not provided to the 
prayer places. 

The venue ot the rally was very close 
lo the church in Ahwa. The lown was 
decorated with saffron flags on the 24th. 
Several truck-loads ol people Irom within 
.md outside tlie Dangs were brought for 
I he rally. The pniccssion started at 12 
noon. The main slogans of the rally were; 
■■(''hristians arc ‘chtir’ (thieves)”, “Hindu 
|ago Christians hhago” (Hindus awake, 
(‘hri.stians run away), “gali gali me shor 
hai Padari sabchor hai” (everybody in the 
sirecls is shouting (hat Christian priests 
me thieves). “Jay Ram and Bujarungbaii 
ki lay'”. Some of the placards were also 
painted with such skigans.Chri.stian leaders 
(.omplaincd to the deputy police com¬ 
missioner and the col leciorthat they .should 
not allow the shouting of such provocative 
and in.sultmg slogans At around 4 o'clock 

■ he rally was convened into the meeting 
III which provocative speeches against 
niissionarics and Christian conversions 
were made. Il was alleged that the mis¬ 
sionaries were anti-national and had plans 
lo convert India into a land of Christianity 
I orthat the missionaries were getting very 
huge foreign funds. People were asked to 
protect “our tradition and Hindu religion 
and leach a lesson to the Christians so that 
(hey do not convert people”. One of the 
speakers said that they did not need to fear 
as the governments at the centre and in 
ihe state were “ours" (of the Hindus). It 
IS also alleged that the collector went on 
the dais and received garlands. 

.Some Christians who were standing 
outside the gnaind proto.sled against the 
speocites. They appealed to (lie authorities 
again and again, without success, to prevent 
Ihe speakers from making offensive 


.speeches. It is alleged that someChnstians 
threw stones at the meeting The other side 
alleges that HJM activists threw .stones at 
Christian women in the market. In the 
evening around 6 o’clock, the police used 
lathis and tear-gas to disperse the meeting 
to avoid any further controniation. “Had 
there not been a lathi charge at that time, 
some Christians would have been killed 
as many ot the participants in the rally 
were armed with stones, steel pipes, .sticks, 
and tnshuls”. a police constable, a patidar 
by ca.stc from central Gujarat who was 
onduty at that place, observed in apersonal 
interview with this writer. 

As Ihe meeting dispersed, a crowd ot 
.50-60 persons went to the market. The 
mob broke open and IcKXed five shops 
Furniture was broken. Three of the shops 
were of Muslims and two were ot Chris¬ 
tians. Another mob went to Deep Darshan 
sch(N)l. about one and a halt kilometre 
from (he venue of the meeting. It was 
allegedly led by Janubhai Pawar. Bu|rai>g 
Dal leader. 'I'wo policemen who were on 
duly with sticks to pnividc protection could 
not stop the crowd. Stones were thrown 
and window panes broken. A third mob 
went to Subir. which is .iround twenty 
kilometres from Ahwa, by jeep They first 
threw stones at the hostel. A tew persons 
Irom the cr6wd went inside the compound 
of the school and set fire to a leep and a 
motorcycle. On the same night six indi¬ 
vidual Christians were be.aicn up in 
different villages. Two churches were 
damaged. Next day when the home minister 
of Gujarat camped in Ahwa. churche.s in 
three villages were set on fire. A Christian 
was beaten up in one village On Ihe 27th 
It) churches m ditferem villages were 
damaged or .set on fire In tive days Irom 
the 25ih to 2yih I ‘)churche.s were rcpoiled 
lo have been damaged and 10 Christians 
beaten up. Except in three or lour cases, 
the injuries were minor. The police has 
arrested more than 1(H) persons, both 
Chri.stiansand non-Christians and adi vasis 
and non adivasis. local and non-Dangis. 
But .sonic Christians live in fear becau.se 
they havc'hcen warned (hat as .soon as (he 
stale reserve police is withdraw n “we will 
(each you lcs.son”. 

During my visits to several villages in 
early January I found sharp Chrisiiaii-non- 
Christian divisions in the villages. Several 
non-Christiun adivasis lold us that the 
present sirile had been (he creation of 
politics. In most oi the villages outsiders 
damaged (he prayer houses. That too during 
the nights. In Muc bond village the church 
was .set on fire on the 27th at midnight 
by hooligans whocame tothe village Irom 
outside in a jeep. As soon as the village 
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joined together to extinguish it. The 
initiative came from non-Christians. This 
is uue ol many villages. In a tew villages 
Christians and non-Christians jointly 
repaired the damaged churches. 

The BJP government in Gujarat and at 
the centre said repeatedly that there had 
been conversion by force. Bui .so lar they 
could not get any evidence. ConciKled 
instances of disfiguring oi Hanuman idols 
or throwing away ot idols into forests by 
Christian adivasis have been widely 
circulated. Newspapers have published 
such stones without verification. The 
deputy chairman of the state planning 
board. Acharya. who is preparing a ‘Hindu 
Economic Plan for Gujarat' had the 
audacity to say publicly that the destruction 
of churches in the Dungs was a 'reaction' 
of the Hindus. According to him. "It is the 
missionaries who started the whole thing. 
The Hanuman temple was attacked first, 
leading HIM to take out a rally on 
December 2.^ as a show of strength ol the 
Hindu torces" - In rcspon.se toourquestion 
"Why did you organise rally on 25th 
December?'' Swumi Avishanandji. the 
mam organiser ol the rally, said, “If con¬ 
version is theii constitutional right, to 
organi.se a rally on any day is our con¬ 
stitutional right ".The leallcts. cited above, 
attacking Ishu and the Bible were 
circulated. They bore the publishers’ and 
printers’ names .Such activities were a 
deliberate attempt to hurt religious feelings 
and contributed to creating tension in the 
area. But the government has not taken 
any action against the culprits. 

IV 

The Dangs is in turmoil. During the last 
three decades the Dungis have been pushed 
nut of their toresl-based subsistence eco¬ 
nomy. Tliey have been forced to be settled 
agriculturists, but the total farm land area 
available to them has been considk?rably 
reduced. Whatever little agriculture land 
they cultivate is being increasingly en- 
croachetl upon by the lorcsl dopartinent 
for plantation. They are ulnio.st debarred 
from using major and minor forest pro¬ 
ducts. The quuntum of lorcst labour has 
declined significantly, torcing them to 
migrate outside to work on low wages and 
in wretched condition. Eklucalion has 
increased, but without non-farm job oppor¬ 
tunities. Uneinploymeiil among the educa¬ 
ted has increased, leading to frustration. 
Various wellare programmes have not 
taken oil the ground. Restlessness among 
the Dangis has been manifest in various 
form.s. resulting in several agitations. Aim- 
cities against adivasis involving the forest 
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Instead of solving their basic issues of 
survival, the present agitation focusing on 
Christian missionaries has been fostered 
li'oin outside, diveiting the prevailing 
tension and dividing the Dangis on 
religious lines which are a non-issue for 
the Dangis. 

The events in the Dangs arc a part of 
orguni.sed persecution of Chri.stian.s in 
(itijarai. The additional chief .secretary ol 
home department is reported to have told 
district collectors in, ‘high level review 
meeting’ in November 1997 that “lliere is 
u conspiracy in tribal areas todestroy Hindu 
• sanskriti’ by creating class war and largc- 
s.ale conversion. Tribal welfare program¬ 
mes need to he geared up to counter the 
conspiracy.” He asked the di.strict collectors 
to keep a clo.se watch on Christian mis¬ 
sionaries and their conversion activities.^ 
1’hc anti-Christian campaign on a large 
sjalc spearheaded by VHP, HJM and 
Bujrung Dal followed. In 1998 a number 
ol events look place in different purls of 
the state, including the burning of the New 
lesumietit in Rajkot, digging out ol (he 
body ot a dalit Christian from the grave 
111 Kupadwanj. attack on nuns in 
i'unchinahals, and damaging ol churches 
III tribal areas. The VHP and other organi- 
s iiions are openly involved in the anti- 
minority campaign. The director-general 
k)f police. C P .Singh, accepted in October 
1998 that "it was the activists of the Vishva 
Hindu Parishad and Bajarang Dal who 
were taking law intotheirown hands which 
posed serious danger to peace in Gujarat. 
Many of the attacks on the minorities were 
after thc.se organisations had whipped up 
local passions on mere allegations of 
conversions |by Chrt.stian missionaries| 
and forced inter-rcligiuus marriages, where 
again conversion was .supposed to be the 
alleged motive...”'* But the government 
has not taken action against the culprits 
Moreover, the Gujarat government has set 
up a police cell for monitoring inlcr- 
leligious marriages. This annnunf;cmcni 
was made in the assembly by the home 
minister. Thus the stale has become openly 
a party to the persecution of minorities. 

Notes 

11 ih.ink Uincy Uibu tur aiTungiHi; my visit to ilic 
I sings. Mu’ .ibliai Caekwud fur providing certain 
infurinaliun. Gopal Guru and S K Thorui lor 
C'lmnicnts on the earlier drali ol the paper and 
my colleagues at CSMCH. JNU, for encouraging 
me 10 write ihis paper.) 

i In l9V.l,onhelialfof228adivii.si.sof20villages 
a special civil upplicaiiun was filed asking for 
restraint on the forest depanment and iis 
employees truin evicting ilie adivasis from the 
land tlicy liaveheenciillivaiing lEiigincer 1999. 


order. 

2 The Times ttf India, Ahiiiedabad. January 2. 
1999. 

3 Sandesh. Surat. November 8. 1997. 

4 Cominunidism Cunduu. October 1998. 
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Worst Tlragedies, Least Reported 

Bharat Dogra 

Media manipulation is not a new phenomena. Many states have 
resorted to it over this century, making for a di,started picture of 
disasters and conflicts. 


rr is ironical that some of the worst trag¬ 
edies of the century were least reported, 
at least at the time that these occurred. One 
of the most iniumous examples is that of 
the great Chinese famine of 19.50-61. The 
nird World Guide, a widely cited refer¬ 
ence published by Instiluto del Terccr 
Mundo. Uruguay, says, ’in I9,5S, Mao 
launched the (ircai Leap Forward, aimed 
at accelerating rural collectivisation and 
urban industrialisation. This heavy- 
handed. dogmatic and inflexible plan led 
the country down a di.sastnnt.s path, spark¬ 
ing widespread tumine in the countryside. 
Planners in the cities continued to order 
food to be shipped oui of rural areas, 
assuming thai peasants were understand¬ 
ing their production by 15 per cent, while 
party officials in rural areas were actually 
over reporiing piodiiction by 1,5 percent 
The ollicial Chinese figure foi deaths 
between 1959 and 1961 is 20 million, one 
ol die greatest human tragedies of the 
century, and one ot the least reixiricd," 
The Hiiiiitiii DcvcIopiueiU Report (MDR) 
1997 says that the mortality was even 
higher. This report says, "In 1959-62 more 
than .^0 million people, most of them pea¬ 
sants. died in the (ii cat Famine (ol China)". 
It is perhaps not entirely unrelated that this 
domestic fia-sco was lollowed by China's 
invasion of India m 1962. 

Sub.sequently, the cultural revolution' 
al.so look a heavy toll of innocent lives 
in Chin.i. In the words of the Third World 
Guide'. "Al its worst, the Cultural Revo¬ 
lution degoiieniied into mob rule as op¬ 
portunists skilled m revolutionary rheto¬ 
ric settled per. inal scores. With the 
struggle between two lines’ attainingcivil 
war proportions at some stages m the 
Cultural Revolulion. production suflered 
severely as many factories and univer¬ 
sities closed altogether. An estimated 10 
million died ilui ing the years ot turmoil." 

Farlier in Soviet I hiior. during the years 
ol Stalin's supremacy, several hundred 
thou.sand people were killed to curb dis¬ 
sent in the course ol arbitrary imposition 
of ill-advi.scd development programmes 
devised by bureaucrats or armchair theo¬ 
rists having little contact with reality, 
particularly rural reality. When Sjtalin tried 
to forcibly convert Kazakh nomadic herd¬ 
ers into collective farm ranchers in the 
I93()s. as nuyiy as half the population of 
herders are c.stimuled to have died fighting 
this change. 


The terrible ecological min of Soviet 
Union of course continued well beyond 
the years of Stalin, in fact it was probably 
accentuated. As Zhores A Medvedev has 
written in a widely quoted paper, 'The 
Unvironmental Destruction of the Soviet 
I liiion' (The Biologist, 1990):'The Soviet 
Union has lost more pasture and agricul¬ 
tural land to radioactive contamination 
than the total acreage of cultivated land 
in Switzerland. More land has been flooded 
by hydroelectric dams than the total area 
of the Netherlands. More land was lost 
between I960 and I9K9 thiough salini- 
s ition. changes in the water table, and dust 
s.ili storms than the total area of cultivated 
land in Ireland and Belgium put together. 
Amidst acute fixxf shortages, the total 
acreage of cultivated land has declined by 
one million hectares a year since 1975. 
The Soviet Union is losing its forests at 
(he same rate as rainforests are disappear¬ 
ing in Brazil. In U/beki.stan and Moldavia, 
chemical poisoning with pesticides has 
led to such high rates of mental retardation 
that the educational curricula in secondary 
schixils and universities have had to be 
nuxJificd and simplified.’' 

The same expert further related how the 
entire tragedy had been covered up in 
secrecy for a long time. “Secrecy and 
government propagandaen.sured that there 
was no open debate in the Soviet Union 
about environmental issues - and that the 
(.Icbate that did occur was confined to 
small groups of concerned individuals. 
Cen.sorship prevented the general media 
Irom disckxsing pollution stati.stics, even 
lor non-toxic substances. Pollution caused 
by the military or nuclear industries was 
totally secret. The levels of everyday 
operational di.scharges ol radionuclides 
Irom nuclear power stations were also 
classified. Tlie methods of nuclear waste 
disposal and the location of the waste faci- 
I iiics were unknown. The Soviet people do 
not even know where their uranium mines 
and uranium enrichment plants are IcKated. 
Fixxl contamination by pesticides, nitrate 
or other chemicals remains unreported. 
Although government institutions exist to 
monitor the environment and to exercise 
toxicological control over food, they arc 
subjected to official secrecy. Unofficial 
measurements arc strictly prohibited." 

However, it will be a mistake to think 
that such cover-ups have been confined 
to communist countries. In fact the most 


advanced western countries which take 
pride in the freedom of their press have 
also been involved in ma.ssive cover-ups 
of important events Perhaps the most 
important cover-up related to tire motives 
behind the nuclear bombing of Hiroshima 
and Nagasaki in 1945. The Amcncan 
establi.shmcnt successfully managed the 
mainstream media to hide the crucial fact 
that the US’s own top military experts had 
said clearly that the use of nuclear weap¬ 
ons was neither necessary nor justified. 
Before Hiroshima, general Eisenhower told 
Stim.son, top advi.scr to president Truman. 
"Japan was already defeated and - drop¬ 
ping the bomb was completely unnecc.s- 
sory". General Douglas MacArthur told 
author Norman Cousins that “he saw no 
military justification for (he dropping of 
the bomp”. Admiral William Leahy, 
Truman’sehief of .staff said, “The Japanese 
were already defeated and ready to sur¬ 
render... My own feeling is that in being 
the first to use (the atomic bomb) we 
adopted an ethical standaitl common to 
the barbarians of (he Dark Ages." 

What then was the real motive behind (he 
use of nuclear weapons'.’ Physician Loe 
Slizard. whose di.scovcry of the chain re¬ 
action had contributed to the atomic bomb 
(muchtohistTismay)latcrsaid, he wa,s told 
by secretary of state James Byrnes that he 
and president Truman believed (hat the use 
of the bombs on a li ve target were necessary 
to make the Russians 'more manageable’ 
following the war. Prominent British 
scholar PMS Blacket has written. 'The 
dropping of the atomic bombs was not so 
much the last military act ot the second 
world war as the first major operation of 
the cold diplomatic war with Russia". This 
real motive was successfully hidden by 
the Amencan government for several years. 

A widely cited book co-authored by 
Noam Chomsky and Edward S Heriiuui 
says that at the time ot the Vietnam war 
the American media was guilty of portray¬ 
ing “murderous action as a defence of 
freedom” Other ob.servcrs have pointed 
out that highly destructive weapons used 
in the more recent gulf war wei.' later 
popularised us video games by media, 
reducing mass distress and deaths to tn via. 
In Nicaragua the US government wanted 
tooverthrow the pro-democracy, pro-pexir 
Sundinistas and the major newspapers 
extended full support to (Ins idea 'I'his 
reduced the entire debate to the tactics that 
ought to be used to throw out the 
Sandini.stas; (he view that the Sandinistas 
should be helped in.stead of being dis¬ 
rupted was simply ignored. According to 
a study rc.lca.sed by the Centre for Public 
Integrity. US, “The Reagan and Bush ad¬ 
ministrations have manipulated war cov¬ 
erage so drastically that the American 
public has a distorted picture of conflicts 
from Grenada to the Gulf". 
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North-East: Crisis Identity, &>eciii1ty 
and Underdevelopment 

Jayanta Madhab 

Even after the creation of seven states to satisfy the ethnic aspirations 
of the local people, the north-east continues to be in turmoil. Further 
balkanisation is being demanded which will lead to the creation of 
very small and totally unviable states. The existing states have failed 
to meet the basic needs of the people. There is growing discontent 
over corruption. The regional disparity between the north-east and 
the other states has widened as has the disparity between the rich 
and the poor in the north-east. Clearly, it has become necessary to 
reconsider the approaches and policies followed .w far. 


IN the 19S0s, north-east essentially meant 
Assam, Manipur andTripura. Thecolonial 
power introduced a number of adminis- 
^tive concepts like excluded areas, par¬ 
tially excluded areas, tribal areas, frontier 
tracts, north-cast frontier agency, etc, to 
^em the hill areas of the north-cast. Out 
}f erstwhile As.sam, partly to rationalise 
:he.se concepts and partly to give vent to 
sthnic aspirations, the government of India 
lad created four more states, namely, 
'Nagaland (1%3). Meghalaya (1972), 
Arunachal Pradesh and Mizoram (1987). 
[f creation of these states would have 
solved the problems, nothing would have 
)een better. But it created more problems; 
>ecause. on the one hand, various smaller 
ind bigger communities started to demand 
sstablishment of mure states; on the other 
land, the states showed their incapability 
0 deliver the basic goods. 

Indeed today, most parts of north-east 
ue much more disturbed than ever before; 
levelopment is .stalled, bureaucracy is 
floated and nothing is left for funding 
levelopment, unemployment is acute; 
:lamour for independence and creation of 
lew states is at its peak. 

It would have been simpler to describe 
hese phenomena as a natural corollary to 
ir a fallout from the process when a tradi- 
ional .society modernises. While this is 
lartially true, the main problems lie clse- 
vhere. Thecrisis isone of identity, security 
ind underdevelopment, all interlinked. 

One must realise that north-east is a mini 
ndia. There are more than 7S major popula- 
ion groups and subgroups, speaking 
ipproximately 4(X) languages anddialects. 
)f which there arc about 168 in Arunachal, 
IS in Nagaland, 87 in Manipur. 100 in 
Tripura and 200 in Assam. Meghalaya and 
flizoram. One political geographerremar- 
;ed. "by virtue of its location in the tran- 
iitional zone between east and south 
\sia, the region characteristically exhibits 
imalgamation of phenomena, with factors 


of race, language and religion. Thisenabled 
every subregion in the study area to di.splay 
distinct socio-cultural and politico- 
economic leanings and attributes” (Gopala- 
krishnan, Socio-Political Framework in 
North East India, 1996, p 27). The elite 
of the different dominant groups having 
seen that neither size of population nor 
economic viability matters in establishing 
.states within the Indian union and that 
only political pre.ssuie, violent or otherwise, 
is required, there is an upsurge of demand 
for subdividing As.sam again and the 
potential demand for subdividing Tripura. 
Meghalaya and Manipur cannot be under¬ 
estimated. On the one hand, tlie experiment 
with autonomous district councils or for 
that matter village councils in Nagaland 
has not, for various reasons, proved to be 
successful; on the other, the states have 
failed to deliver the basic requirements'of 
a society. On top of this, state politicians 
with the help of the bureaucracy siphon 
off a big chunk of .state financial resources, 
mostly coming from the centre. This comes 
as an incentive to the so-called elite groups 
foi demanding new states. Creation of 
states not on the basis of economic viability 
hut on political aspirations has not really 
helped the populace. Most of tlie budgetary 
resources arc spent on salaries and to a 
smaller extent on debt service, leaving 
practicallv nothing for development. 
Income disparities have grown and regional 
disparities, after the introduction of the 
liberalisation policies, have grown even 
turther. The north-ea.st states have lagged 
behind economically further and further 
III relation to the other states. 

In addition to the demand for creation 
of new states, there are long pending 
demands backed by violent struggles in 
Nagaland and Assam for independence. 

Looking at this kaleidoscope, one 
wonders why there have been such violent 
and vociferous demands for independence 
and for new states in the north-ea.st. Indeed, 


no other part ot India has tieen subjects 
tosuchaprolonged violeiUsttuggles, which 
have held development to ransom, as the 
north-east. 

Behind all the.se demuids and struggles, 
the overriding factorisoneof identity. The 
fear of losing identity is paramount. This 
is compounded by the security factor, 
which is essentially protecting the land 
from outsiders. Hie latter factor was so 
important that as far back as 1873 the 
colonial power introduced the inner line 
regulations for most of the areas. The hill 
states fear that people from the plains and 
neighbouring countries may take their lands 
to set up trade, industrial projects and thus 
jeopardi.se their security and upset the 
demographic balance. Mizos told the then 
home minister .S B Chavan in 1994 that 
“the need for tribal people is survival as 
tribal and development is our secondary 
issue”. For that reason, the Mizoram 
government docs not even levy sales tax, 
the most productive of state taxes. If sales 
tax is levied, registration certificate will 
have to be given to outside traders which 
will enable them to c.stablish residency. 

Assam did not have an inner line permit 
system. As a result of this and taking 
ad vantageof it. there was induced immigra¬ 
tion and later influx from Banglade.sh and 
Nepal. The immigration problem has over¬ 
shadowed all other problems since 1979. 
There is no realistic estimate of immigrants, 
but estimate varies between 30 and 40 
lakh. During 1971-91. the Muslim popu¬ 
lation grew nearly twice as much as the 
Hindu. The rate of growth of voters in the 
immigrant areas has been higher than the 
rate of population growth of the state. One 
observer reflected the sentiments of the 
Assamese people in 1985: “Within fifty 
ycius they will form the majority in Assam. 
The next step will be a referendum on 
merger with Bangladesh. With Assam gone 
India will have no land link with tlie rest 
of the north-east India” (Assam Tribune. 
August 17, 1985). 

This may be imaginary and unlikely to 
happen, but the fear is real amongst the 
indigenous pcrople of Assam. The A.ssam 
Accord of 1985, which dealt with the 
foreigners' issue and was supposed to 
identity and deport foreigners from Assam, 
was a total failure as far as this issue is 
concerned. The IM(DT) Act. which was 
introduced only in Assam while the rest 
of India follows another Act, was a non¬ 
starter. The various central and state 
governments including the AGP govern¬ 
ment in Assam have promi.sed scrapping 
of this Act. but have done nothing in view 
of the governments’ dependence on 
minority votes and on their MPs and MLAs. 
Therefore, no government in Assam can 
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afforil tp alienate this sizeable group. In 
August 1994, no sooner former chief 
ministerHitcswarSaikiamadeastatement 
in the Assam assembly that in a single year 
30 lakh Bangladeshi infiltnttors had entered 
Assam, the leader of the Muslim Forum 
threatened that unless the chief mini.ster 
withdrew his statement, the Forum would 
pull him down in five minutes. The chief 
minister later said that “there is not a single 
foreigner in Assam". Therefore, the solu¬ 
tion to this vexed problem becomes 
difficult if not impossible. In the meantime, 
agitation and .struggle go on. Frustrated 
youth lose faith in the system and take up 
arm for independence. 

An eminent historian has remarked, “a 
solution of the problems of foreign 
nationals is apparently extremely bleak. If 
the inflow of infi Itraturs remains unabated 
even at the present rate it will be only a 
question ot time when the indigenous 
Assamese will be alien in their own home" 
(Borpuzari, North East India: Problems, 
Policies and Prospects. 1998. p 126). 

If such be the case, clearly some re¬ 
assessment of the issue is nece.s.sary. 
Fourteen years have passed by and people 
have become di.scnchantcd with the 
progress ot identification and deportation 
of foreigners. AA.SU continues to agitate 
on the issue, submits memorandum to 
prime mini.stcr. home minister and chief 
election commissioner and ob.scrves 
•Betrayal Day', etc. The Boros, on the 
other hand, decided to settle the issue 
themselves through what is called ethnic 
cleansing. Atunachalis. Khasis in 
Meghalaya, indigenousTiipuris andMizos 
were not to be left behind; they also had 
their own scores to settle. There was a time 
in 1987 when there was a clamour which 
can still to be heard, fmm a section of 
politicians that all of north-east should 
have inner line regulations or Kashmir 
style con.stitutional safeguards. 

While all the.se agitations go on. the 
influx is unabated and attempt to deport 
foreigners are stalled. The Bangladesh 
government is in no mood to receive 
.such huge numbers of people and, in fact, 
deniesemigralion. The central government 
is equally reluctant to pursue the matter 
with Bangladesh. Under these circum¬ 
stances .some rethinking on the problem 
IS necc.ssary. 

Artiong political developments, another 
important one needs to be mentioned. 
While the .state legislative sy.stcm is well 
developed, at the tertiary level of district 
councils, panchayats. village council, the 
system has not either got off the ground 
or not worked properly. The states arc 
equally reluctant to share resources and 
functions. No elections have taken place 


to panchayats in Assam despite high court 
orders. The Shukla Commission recom¬ 
mended that those services which arc 
village specific like rural water supply, 
elementary education, primary health, 
PDS, etc, should be implemented at the 
panchayat/district council/village council 
level. This will enable peoples’ partici¬ 
pation and betiertransparency and probably 
lessen corruption. But this has not hap¬ 
pened. 

On another front, arguments have been 
made that while the noith-east has a land 
urea of about 8 per cent, but peoples’ 
representation in the parliament is only 4 
per cent. This may not be a tenable argu¬ 
ment. But there is an element of truth in 
ii. Take, for instance, Mizoram; it has only 
one MP in the Lok Sabha. The system 
being what it is, he may get to speak only 
once in II VC years. This is totally unaccept- 
uhle. Entire Mizoram may remain unheard. 
.Some better methods have to be esta¬ 
blished. 

Along with the issues of identity and 
.security, underdevelopment is the third 
f actor which has gi ven rise to agitation and 
insurgency. Barring Nagaland all other 
insurgency movements in the north-east 
had their genesis in economic back¬ 
wardness. 

At the beginning of the planning era, the 
north-east economy compared well with 
the re.st of the states. No sexmer the effects 
ot partition were felt, the economics started 
I .iltering. For. the region lo.st the mo.st vital 
transportation routes through East 
Pakistan. Instead, it had to take a long, 
fragile and circuitous route which was 
costly. As a re.sult, anything the region 
produced became expensive to market 
outside and its products became un¬ 
competitive. The region, on the otherhand, 
hud to pay more forall the products brought 
from outside of the region. If there was 
one overriding problem, it was the con¬ 
nectivity problem. Unfortunately, even 
after .lO years of independence, it is the 
same. Lack of infrastructure, particularly 
commu nication, transportation and power, 
became critical. Together with the lack of 
invcstiblecapital and lack ofcntreprencur- 
ship. this slowed down the pace of develop¬ 
ment. Local entrepreneurs, already small 
in number, could not seize the available 
opportunities. 

Agriculture which is the mainstay and 
on which 70-80 per cent of the populace 
depend is .still traditional and rice output 
is only one-third that of Punjab. The region 
is rich in horticultural products, but again 
the productivity is low and because of lack 
of market access farmers do not get 
remunerative prices and get discouraged. 
Tlte region is blessed with water resources. 


yet it imports about half of its fish 
requirements from outside. Even worse is 
the case of livestock development. Assam 
imports 74 per cent of its milk products, 
94 per cent of eggs and 98 per cent of its 
meat requirement. Except Manipur and 
Tripura, whose agricultural productivity 
per unit of land is higher than the all-India 
average, ih the re.st of the states in notth- 
east agricultural productivity is a point of 
concern. In 1991 -96 Assam’s agricultural 
growth rate was estimated at 1.2 per cent, 
much below the rate of growth of 
population and that of Meghalaya 0.8 per 
cent and Tripura 0 per cent. Despite the 
fact that agriculture and allied sectors 
contribute more than 31 per cent to state 
GDP and has the potential to grow the 
state’s budget allocation to this sector is 
meagre. Assam spends only 7 percent out 
of a total Rs 6,000 crore budget on that 
sector. Manufacturing sectoris small, never 
contributes more than S-6 per cent to the 
state national product. Due to lack of 
investment, growth is stagnant. Only the 
service sector, i e, government, and the 
construction sector, due to government 
investment mostly on border roads in some 
states, are growing. 

The Shukla Commission estimated that 
about Rs 2,S0Qciore worth of consumables 
arc imported from outside the region every 
year. In addition, the credit-deposit ratio 
being very low in the region, the banking 
.sector transfers something like Rs S.OOO 
crore from this region to other regions for 
inve.stment. Because of prolonged insur¬ 
gency in the region, despite abundance of 
natural re.sources (oil. gas. coal, granite, 
limestone, water and forest wealth), no 
outside investment has taken place. Indeed 
there was capital flight in the last eight 
years from the region. Unemployment, 
particularly educated unemployment, is 
high. All these have compounded the 
problem. 

Looking back, the planning priorities of 
governments, both central and state, were 
faulty. The implementation of projects 
and programmes was even worse. What¬ 
ever public sector enterprises were estab¬ 
lished, almost all got sick due to mis¬ 
management. Basic requirements like law 
and order, justice, primary education, 
primaiy hcal^. water supply and sanitation, 
motorable roads and electricity could not 
be delivered by the states despite having 
received from the centre Rs 42,000 crore 
during the last seven years. The per capita 
devolution is highest in the north-east 
amongst the .states. This is, however, not 
without rea.son. All projects in the north¬ 
east are big and lumpy. Projects can be 
implemented only during Hve months of 
the year due to prolonged monsoon; all 
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projects cost more because of trans¬ 
portation problem. Whatever the reasons, 
the common man has not been benefited 
by the huge development effort. Cor¬ 
ruption. like in other states, is all perva.si ve. 
People at large in the north-east are very 
critical of the performance of the govern¬ 
ments which have failed to harness the 
abundant natural resources of the region 
and exploit the potential of border trade 
with Myanmar and Bangladesh. 

Insurgency in Nagaland is the oldest in 
the region, though it has been halted at 
various times by the signing of accords 
and obtaining of concessions. The more 
aggressive NSCN has its origin in 1975 
and for the last 28 years has waged a war 
against the e.stablishment. Mizos fought 
for nearly 20 years. ULFA, the Boros and 
other outfits in the north-east are com¬ 
paratively new. Nagas, after half a century 
of instability, are clamouring for peace: 
a cease-fire with a section of NSCN is in 
place. The other section has still to make 
up its mind. Local people say that this has 
enabled the umlerground to come over¬ 
ground and collect extortion money and 
taxes more openly. 

In any case, insurgency can survive only 
when the local population gives support 
or remains indifferent. Unless local people 
clearly make a choice in favour of govern¬ 
ment. insurgent outfits will survive in some 
formorothertill the ground for insurgency 
are removed. Local people make the choice 
when they sec the benefits. Unfortunately 
in several states on the north-east, local 
people arc still largely indifferent, mainly 
becau.se governments have miserably failed 
to deliver the ba.sic necessities of life. 
They also see the perva.sive corruption. 
Lately, however, both in Nagaland and in 
parts of Assam a realisation has come that 
the co.sts involved on both sides are tremen¬ 
dous and the lime has come to di.scu.ss the 
issues. 

To sum up, even after the creation of 
seven .states to satisfy the ethnic aspirations 
of the local people, the region is, still in 
turmoil. Further halkanisation is being 
demanded which will lead to creation of 
very small and totally unviable states. The 
states have not been able to deliver the 
basic goods to their people. There is a 
growing discontent over the level of cor¬ 
ruption. The regional disparity between 
the other states of India and the north-east 
has widened as also the disparity between 
the rich and the poor within the region. 
Except Mizoram and Manipur, all other 
states have a higher percentage of people 
below the poverty level than the all-India 
average. 

Clearly, some rethinking is necessary. 
Existing policies have not worked; further 


creation of states will not guarantee the 
end of the problem. Independence is 
beyond the purview of any government to 
grant. What is required therefore are the 
following; 

(1) Encourage free, frank and open 
debate on the'issues of the nonh-east within 
and outside the region; let the population 
understand the issues in their perspectives 
and in totality. 

(2) Willingness on the part of the govern¬ 
ment of India to discuss unconditionally 
with ail major insurgent groups. 

(3) Rethinking is necessary on the issue 
of federalism, to enable states and tertiary 
level institutions to participate fully in the 
all-round development of their con¬ 
stituents. 

(4) Sincere efforts are required on the 
part of the central and state governments 
to strengthen the functioning of tertiary 
level institutions like panchayats, auto¬ 
nomous districts/viilage councils. 

(5) The foreigners issue needs to be 
reassessed in view of the current situation. 
Serious efforts ore needed from all quarters 
to .solve this vexed problem which seems 
insolvable. Some rethinking is neces.sary. 

(6) Identity and security which arc such 
emotional issues in the north-east can be 
assured through various means which need 
to be explored. Land alone need not be 
the only means of security. 

(7) Consideration for giving labour 
pcrmitstoBangladeshisand Nepalese may 
nut be ruled out once identity cards to the 
residents are given. 

(8) The central government had com¬ 
missioned various studies through 


committeesandcommissions. Two former 
prime ministers also announced hefty 
packages for the north-east. The Shukla 
Commission's recommendations largely 
remain unimplemented till date. People at 
the ground level do not see any difference.^ 
Indeed people have become disenchanted^ 
and cynical. Money alone will nm help, 
unless accompanied by strict account¬ 
ability. Money has come before, it may 
come again, but the people’s lot will not 
improve if the same system of disbursement 
is followed. Radical thinking is necessary. 

(9) At the same time, one cannot em¬ 
phasise too much that whatever the 
commitments made by the central govern¬ 
ment should be honoured through a time 
bound plan. 

{10) In a federal structure, it is the res¬ 
ponsibility of the central government to 
see that regional disparity does not go 
beyond a point. Reasonable, not total, 
parity need to be maintained. 

(II) Lack of appreciation and under¬ 
standing of north-east in the rest of India, 
particularly in the power centres, has 
compounded problems. This needs to be' 
removed. 

There is a tendency at the centre and 
elsewhere to see this region as a liability. 
But one mu.st recognise that the region was 
once prosperous and peaceful till extra¬ 
neous factors, not of their making, began 
to hurt. Its hydropower potential, oil and 
gas resources, its forest wealth, i f prudently 
used with linkages with $outh-ea.st Asia 
can benefit the whole country. Therefore 
it is time to see the area as an asset rather 
than a liability. 


Nominations for Human Rights Award 1999 

Nominations are open for 1999 M.A. Thomas National Human 
Rights Award instituted by Vigil India Movement. The award is 
given annually to an institution or an individual in recognition of 
their outstanding work in the area of protection and promotion of 
human rights, especially at the grass roots level. The award carries 
a cash prize of Rs. One lakh. The last date for receipt of nominations 
is April30,1999. They must be made in the prescribed form which 
is available from 

Vigil India Movement 

National Office, 

61. Charles Campbell Road 
Cox Town, Bangalore - 560 005 
Ph: 080-536 7114, Fax: 080-554 6831 I 

E*mail:vigil9giasbg01.vsnl.net.in 


^22 








UntouchabiUty and Dalit Women’s 
Oppression 

Beia Malik 

A purely dalit or a purely feminist movement cannot adequately help 
dalit women. But no matter. Dalit women participants at the 
Convention against UntouchabiUty and Dalit Women's Oppression 
were willing to help themselves. Even as they narrated their problems 
and humiliation.\. there was pride in a new identity, in being able to 
withstand hard.'ihips, and in the strength and courage to wage 
attritive battle.^. 


FIFTY years after independence ritual 
pollution, caste exploitation and all the 
other legacies ot Indian civilisation that 
those whooppose affinnative action in the 
name of efficiency chouse to ignore, and 
which those who oppose it from more 
prejudiced motives would like to per¬ 
petuate. are alive and well, keeping in 
g(HKi cheer the less polluting 'citizens' ot 
the nation. And the images of all of these 
were graphically brought out at the Con¬ 
vention against Untouchability and Dalit 
Women's Oppression, organi.scd by the 
All India Democratic Women's Associa¬ 
tion (AIDWA 1 on December 20. 1998 at 
Dciht. All that was recounted at the 
convention highlighted the need to address 
the specific pniblcm ol caste oppression 
compounding the burdens imposed by a 
generalised patriarchal exploitation. 
Thousand-odd dalit women from Punjab. 
Haryana, Rajasthan. Himachal Pradesh. 
Uttar Pradesh. Bihar and Madhya Pradesh 
participated in the convention, along with 
several guest speakers and AIDWA 
activists and sympathisers. The turnout of 
a thousand-odd was impressive. 

Dalit women speakers u.scd the forum 
to articulate their problems and to share 
the experiences of their struggles. They 
were from diverse backgrounds, belonged 
to different age groups and had varying 
degrees of cnn.sciousness about the gap 
between the reality of theirsocio-economic 
conditions and the legal rights that they 
notionally pos.sess. Tlie degree of passion 
expres-sed varied accordingly. The younger 
women, tor instance, were more militant 
and less willing to tolerate the terms of 
their existence. The women were mainly 
rural, though some activists were based in 
urban areas. .Some women were politically 
active and held political office at the 
panchayat level. Others were agricultural 
workers or construction labourers. Despite 
these differences, there were common 
threads running through their accounts. 
They narrated their experiences without 
hesittUion, and in a wide and mutually 


incomprehensible variety of dialects 
rendering the term 'Hindi-.speaking-belt’ 
somewhat of a misnomer. 

For the dalits. caste and class merge in 
subjecting them to the margins of India’s 
political economy. The convention fore¬ 
grounded the indignity being experienced 
and resisted by dalit women. Concentrated 
111 the primary sector, only a fraction of 
land is owned by dalits, and holding on 
to land that is legally theirs more often 
than hot involves protracted and tenacious 
struggle. Resorting to a mere language of 
lights is inadequate as a solution to the 
experiences of this section living away 
lixim the middle class world of rhetonc 
and debate. 

In Haryana, for example, according to 
the 1991 census, only 8.06 per cent of 
scheduled castes own land, while 5S.08 
per cent arc landless agricultural labourers. 
Land 'pattas' are never in dalit women's 
name. For dalits in general, access to 
schools and education is minimal. As an 
instance, in Rajasthan, only 8 per cent of 
dalit women are literate 

While it is true that dalits in general are 
oppres.sed, dalit women bear a dispro¬ 
portionately higher share of this burden, 
(liven the division of labour within the 
household, women have to suffer more 
Irom the tack of access to water, fuel 
sources, and .sanitation facilities, exposing 
them to humiliation and violence. 

Upper caste women are often among the 
perpetrators of oppression. In this general 
environment, the contexted significance 
of a purely dalit or. more specifically, an 
exclusively dalit women platform seems 
only natural. Given the nature of oppres¬ 
sion. a stniggle for a better life for dalit 
women cannot, perhaps, be divorced from 
a wider social cmsuicipatory agenda. It is 
often the case that a purely theoretical 
feminist argument as.serting the equality 
of women is not adequately sensitive to 
the larger context of caste and classcontext 
in which oppression and inequality of 
women is practised. It rqpiains a matter 


of reflection that those who have been 
actively involved with organising women 
encounter difficulties that are nowhere 
addressed in a theoretical literature whose 
foundational principles are derived from 
asmatteringof normativethcoriesofrights, 
liberal political theory, an ill-formulated 
left politics and more recently, occa¬ 
sionally, even a well-intentioned doctrine 
of ‘entitlements'. 

Dalit women face discrimination in 
access to a dignified life, to legal redress 
toclaim what is theirs in principle, toequal 
wages, to the decision-making process, 
and to benefits from government initialed 
programmes targeted at their welfare. 
Issuesof childcare and health are relegated 
to the background in a struggle for sub¬ 
sistence. The problem of being margina¬ 
lised and therefore discriminated against 
is worsened by the practice of untouch- 
abitity. Sharecropping, for example, is not 
extensive among dalit families due to the- 
observance of ritual purity by caste groups. 
The grim reality of untouchability appears 
inescapable. It is there in schools, in tea 
shops, while labouring, while walking on 
public roads. The fear of indignity, humi¬ 
liation and rape is always present. For 
instance, speakers reported that food was 
thrown to thSm as if they were dogs. ThCd 
abuses were casteist "she looks like a 
'chura'". Speakers also pointed out that 
casteism was practi.sed by people across 
religions. Caste becomes convenient in 
reinforcing existing inequities. Control 
over resources that fulfil fundamental 
human neces.silies isestablished unequally, 
in conformity with the coercive power of 
class. Its distribution, therefore, can only 
serve the ends of extended coercion. 

Women participants were keenly aware 
that caste pollution, by either presence or 
touch, that operated so strongly in the case 
of conflict over public resources seemed 
not to matter at all in the extraction of 
labour. When it comes to taking water 
from a hand pump, notions of ritual purity 
are invoked, when itcomestotheextraction 
of labour in the field, it does not matter 
at all that the seed is planted, the crop 
tended and the grain harvested by the same 
untouchable. The same applies in the case 
ol rape as social revengc/punishmeni/ 
coercion. By a curious quirk, the untouch¬ 
able becomes socially touchable in more 
ways than one. The image of a homp- 
gencous Hindu people in pursuit of a single 
civilisational dream was seen for the 
eyewash that it was by many speakers. 
Even in the case of purportedly so funda¬ 
mental an aspect of life as worship, the 
invocation of the existence of caste to 
create separate places of worship was 
emphasised. Even in the aftermath of the 



aemuiiiion ui me saon masjio, wnicn was 
ostensibly the act of a united Hindu com¬ 
munity. all temples were not open todalits. 

The speakers were aware of the work 
of mobilisation by the hindutva brigade 
in their midst. A strong sense of the li mi ti ng 
practice ot untouchability was manifest. 
This consciousness raised some broader 
self-evident que.sti()ns. Once this awareness 
exists, what is the mode of politics that 
becomes necessary? Secondly, what are 
the implications lorasociological analysis 
ofindian society insiitarasatransformative 
knowledge or a transformative self- 
realisation exists? Some sociological and 
anthropological, and from it. uncritically 
imitative historical writing pursuing 
knowledge Irom the perspective of identity, 
.seems to evade altogether the trans¬ 
formative possibilities presented by such 
con.sciousnc.ss. 

Be that as it may. this experience was 
common to the urban and rural parts ol 
north India. While a comprehensive 
legislation, the .Scheduled Caste and 
Scheduled T nbe (Prevention of) Atrocities 
Act, IV89. exists on paper, .social, political 
and economic pressures ensure that it 
remains ineflectivc. 01 the innumerable 
cases of rape of dalit women, only a fraction 
of the victims lodge reports, an even smaller 
fraction is filed by the piilicc, while actual 
conviction is negligible. The problem lies 
not so much with the law it.self as with 
the context in which it exists. 

The gravest problem is that of both an 
absolute and relative .scarcity of drinking 
water. At common water sources, dalit 
women face humiliation, and arc even 
deprived of water because upper castes 
assert their privilege in respect ot drawing 
water. Unequal relations are compounded 
from the lack ol equality in access to 
resources. The inequality is reproduced 
when, in exchange for permission to draw 
water from .1 public .source, dalit women 
are torced to pertorm various menial tasks 
for upper ca.sic women. The everyday act 
ot collecting water invites many abuses 
and jibes. Many speakers complained ol 
how they were made to beg for water, and 
after they were given permission to draw 
It. were made to scrub the hand pump 
clean. 

In a country where sanitation is a .scarce 
facility, and since what is scarce is subject 
to public disputes, the principle of distri¬ 
bution operates along a ca.ste-cla.s.s axis. 
The landless suffer, the dalit landless suffer 
even more and dalit landless women .suffer 
the most. Dalit women arc often forced 
to U.SC fields that belong to upper ca.stcs. 
leaving them su.sccpliblc to physical and 
mental harassment. 


ine problems arising irom lacK ot 
. literacy and education were reiterated. Dalit 
children face discrimination at schools. 
1‘heir objective conditions force them to 
drop out of school. Many speakers felt that 
without education, the next generation too 
would be trapped into the same iniquitous 
social world that their parents inhabit. 
Lack of electricity in villages and alco¬ 
holism among men were problems which 
found mention. 

The mode of transformation in demon¬ 
strably unequal .societies is the political 
organisation of socially oppressed groups 
to a.sscrt their purportedly guaranteed equal 
rights. Right comes alive when claimed, 
and it can only be claimed when those who 
are guaranteed the right, but deprived of 
it. organise and struggle to attain it. Mere 
organisation does not .secure it perma¬ 
nently. Neither do stray acts of militancy, 
successful orotherwise, necessarily enable 
the transformation of a backward social 
l eaiity. The organised force needs to assert 
Itself constantly until such time as the right 
i.s .secured permanently. Only then can 
the legal framework itself be said to be 
reasonably democratic, and, most im- 
ponantly. only then can the judiciary, 
especially at the lower levels, be forced 
lo think and act differently. 

Instances of such assertions were 
recounted at the convention in colourful 
and pithy terms, far removed from the 
eiisuims and protiKols of genteel .siKiety. 


Accounu were given ot women oigarasini 
themselves to ensure that policemen <k 
not harass them, oreven enter their village 
Such organising also ensured that lane 
legally theirs, but coveted by upper casu 
groups, was not lost. Most importantly 
there was a pride in being hardy, in noi 
being pampered, in being able to withstanc 
great hardships, in having a new identity, 
other than the caste-designated identity, 
in the strength and courage to sustain ami 
endure attritive battles. It was a feeling ol 
"we do not have the strength to bear any 
more, we only have the strength to fight”. 
A poignant account of the struggle of the 
women of Kitmai village, in the Fatehpui 
district of Uttar Pradesh. wa.s given. Rape 
of women in this predominantly dalil 
village was a routine matter. Collective 
action through the organisation of a Mahila 
Samhiti led to an improvement in the 
condition of women in the village. 

The convention brought to the fore the 
need to look at the different form-s ol 
exploitation that take place and tlien to 
link these up so that a practicable emanci¬ 
patory strategy can be devi.sed. What also 
became obvious wa.s the prevailing and 
worrying disjuncture between the more 
avant garde practices of the social science.s 
and the grim Indian political reality tnat 
awaits transformation. Tliat the social 
sciences, such as they are, can exist, even 
flourish, in such a context i.s itself a telling 
statement. 
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I&vana versus Davos 
The Unbridgeable Chasm 

Frederic F Clainnont 

The world economic conference in Havana in January, called by the 
Association of Economists of Latin America and the Caribbean, was 
explicit as to its purpose: to ensure maximum participation in the free 
exchange of ideas. Nothing reflected the spirit of generosity of the 
conference better than the courteous public exchanges between the 
World Bank representative and president Fidel Castro. 


TWO major world economic conferences 
straddling the ambiguous theme of 
globalisation occurred about the same time. 
The first, in Havana, by the Association 
of Economi.sis of Latin America and the 
Caribbean: the .second, by the world’s 
bigge.si capitalists and their political 
hangers-on in the elite Swiss Alpine resort 
of Davos. That however was where the 
similarity ended. The first ruthlessly 
analy.sed the ravages of the economic, 
cultural, political and .social policies of 
neo-liberalism, pressed so relentlessly by 
the satellite trinity of transnational capital 
and the US caste oligarchy: the World 
Bank. IMF and WTO. Its logo is un¬ 
inhibited market freedom of capital, liqui¬ 
dation of the nation-state, and the wholesale 
obliteration of the democratic institutions 
that partnered it over the last two centuries. 
Thc.se policies were tantamount to a gulag 
of a special kind that literally involvedjob 
liquidation to the tune of millions. The 
name of the game is rc.structunng. 

The Davos Forum, mi litant propagandist 
of transnational capital, was engineered to 
ensure the perpetuation and consolidation 
of the iinivers conceiitraiionaire of Big 
Capital, with the pensee unicpie its domi¬ 
nant totalitarian trait. Understandably, its 
deliberations rcc'cived world coverage in 
the corporate media in contrast to Havana. 
Was this not to be expected inasmuch as 
BigCapital and its mediatic protuberances 
are cesspools that hardly require publicity 7 
Significantly. George Soros. Milton 
Friedman and John Kenneth Galbraith and 
others were invited to Davos but chose to 
stay away. 

Okoanisino Principle 

The first thing that .stiuck the participants 
in the Havana conference was the beauty 
of the surroundings. The hotel and its huge 
complex, one of the most stunning in the 
Americas, included the convention centre 
where the plenary was held - a source of 
enormous pride, financed, built, owned 
and managed by Cubans. The numbers 
attending the meeting were between 5S0 
and 600. Simultaneous interpretation in 


five languages (including Chinese) was 
provided. Many of them were economists, 
engineers and workers and intellectuals 
and public figures such as Mmc Mitterrand 
and many otherproininent political, scien¬ 
tific and cultural figures from the Americas 
and elsewhere. The architects of this gathe¬ 
ring were explicit as to its purpose: to ensure 
maximum participation in (he free 
exchange of ideas. A goal that was consu¬ 
mmated. 

It was the antithesis of the pen.se unique 
lor widely divergent opinions were 
expressed. Many corporate media enter¬ 
prises were invited but not all came. The 
World Bank spokesman aired his views, 
nor was he boiled in oil for so doing. 
Nothing could have surpassed the spirit 
of generosity of the conference than the 
courteous public exchange in the plenary 
between him and president Castro. What 
country in the world, as an Indian delegate 
observed, could ever have financed and 
undertaken this project on such a vast 
scale, and that in a nation that still labels 
itself third world? 

For five days the intense pace of work 
never slacken^; from I O.OOhrs to 22.(X)hrs 
with pauses only for meals. The re.search 
papers met the highest standards of acade¬ 
mic scholarship. They will ultimately be 
printed and disseminated within Cuba and 
abroad os pedagogic materials to assist the 
reshaping of acrisis-stricken international 
economy. 

Unfailingly, president Fidel Castro and 
certain members of his political entourage 
were always present, assimilating the 
knowledge revealed in the presentations. 
Happily, vigorous meetings of this kind 
will be institutionali.sed, if only as a counter- 
vailing force to the destructive force of 
transnational capital and its propaganda 
apparatchiks, of which the Davos Forum 
is a notorious exemplar. Havana, as a 
C’otombian historian noted, was the twining 
of humanity and applied economies. 

Here was a head of state raising 
que.stion.s.a.ssimilatingthe new knowledge, 
venturing his observations forcefully but 
never dogmatically. His analysis was 


derived from the .staggering diversity of 
Cuba’s revolutionary experience over the 
last 40 years, nourished by his own 
extensive reading, discussions and medi¬ 
tations on international economic relations. 
He never pontificated but by his inces.sant 
quest for dialogue it was apparent that the 
congress had opened new vistas to him 
and indeed to all of us. In Cuba, the Special 
Period (following the demolition of the 
USSR and the s(x:ialist camp) is drawing 
inexorably to an end, perhaps too slowly 
for many, but nonetheless this is its 
trajectory. Growth is forecast, according 
to The Economist Intelligence Unit, to 
.surpass 4.5 per cent this year. Macro- 
aggregates depict however only a very 
small pan of the gigantic metamorphosi.*' 
that this nation of 11 million people it 
traversing; and whose impact on Latir 
America remains irrcprcs.sible. A Jesuii 
pariicipant came closer to the heart of the 
matter when he said that Cuba was the 
only country he knew in the Americas 
where children do not go barefoot, where 
they do not go hungry, where they do noi 
sleep on streets, and where they were able 
to read and write Monumental achiei^e- 
ments by any standards no doubt but Cuba's 
achievements were much larger as so 
tangibly exhibited in this conference. 

It was'a'poignant reminder also ol 
the stark tragedies of the totalitarian 
Frankenstein of neo-liberalism and its 
maledictions. The congress was a bastior 
of criticality whose goal was to promote 
debate on current trends within the work 
economy by exploring avenues of re¬ 
search via new theoretical and analytical 
tools. Hence, it was not conceived ex¬ 
clusively as a debuting forum but al.so one 
for the fortnulalion of alternatives in which 
social justice, that sworn enemy of the 
neo-liberal gulag, becomes the noble.sl 
of realities. 

Er'ONOMic Backurouno 

What shaped the contours of the debate 
was the breakdown of international 
capitalism that has battered the work 
economy since the collap.se of the Thai 
baht in June 1997. A firesUirm that showi 
no signs of relenting, hut of accelerating 
The once vaunted Tigers, touted by the 
World Bank, the IMF and the US oligarchy 
as paragons of 'invc.stor confidence’, anil 
the miraculous workings of unhindered 
capital flows are now squirming in the 
gutter of moral and economic decay. Tlicy 
are nut alone: (he credibility of the World 
Bank and the IMF is in tatters, shunned 
and assaulted even by the likes of George 
Soros who has lost faith in the system anc 
transnational speculative orgies that were 
the source of his net worth of % 25-30 bn 



At Uw discussions highlighted, even the 
spokesmen of transnational capital and 
their media ventriloquist dummies can no 
longer dissimulate the system’s 
putrefaction, demoralisation and a sense 
of impending breakdown that permeates 
corporate boardrooms. Japan is but one 
more example, followed by the Russian 
debacle of August 17. The rot did not and 
cannot be halted. The aftershocks of the 
Brazilian financial bubble and the Wretched 
expediencies being taken, such as the 
appointment of one of Soros’s agents to 
be boss of the central bank, dramatises 
the depths of an irreversible crisis. A 
moribund Mexican economy and its 
diseased ruling class, like that of Chile, 
is no more capable of weathering the 
typhoon than Brazil. Perhaps nothing is 
so humiliating as the liquidation of national 
sovereignty of cenain comprador govern* 
ments as Argentina as stressed by several 
speakers. 

It has sold out the national patrimony 
to theTNCs. including the banking sy.stem. 
There is nothing much left to sell off. 
Everything that could be piivati.sed has 
been privatised. These engulf trans¬ 
portation networks, airlines, gas. oil and 
electricity, and even streets. Vast tracts of 


die Argentinean pampas including farm 
holdings of as much as 4,00.000 hectares 
have been sold out to foreign investors, 
Geoige Soros, one of the most conspicuous 
urban real estate dealers in Argentina, 
ranks also among its biggest latifundistas, 
as do the major US grain companies. Far 
more tragic is that the ruling class is 
crawling on its belly calling for the removal 
of the last vestige of sovereignty; 
replacement of the peso by the dollar. A 
once freed slave now hollering for the 
imposition of his chains. 

Conclusion 

It was appropriate that this path-breaking 
congress was held in Havana on the 
threshold of a new century. What it above 
all demonstrated was the vitality of a nation 
that had chosen a divergent development 
path, and for which it has been condemned 
to death by a foreign power; but which 
refuses to die or capitulate. A sizeable 
chunk of Cuban territory, grabbed one 
century ago. continues to be occupied by 
a foreign power that celebrates its rape of 
Cuba's sovereignty. But that's not all. The 
economic bliKkade imposed on Cuba has 
already cost the nation over $ 60 bn. The 
US in its unilateral action remains ac- 


codmabte to no one. it is a modkeiy of 
the very notion ofabreenHiltilateral trading 
system which the USciaims to be defending 
when its political oligarchy has galvanised 
more than 40 laws and executive decisions 
to apply unilateral economic sanctions 
against 76 countries representing 42 per i 
cent of the world’s population. 
Globalisation is not an irreversible process. 
That is the moral of the congress. What 
has been globalised by the conquests of 
the TNC gulag can be de-globalised. 

What the congress in its far-reaching 
debates served to remind us was that while 
the transnational corporation is an 
iniquitou.s institution it contains the seeds 
of its own destruction best glimpsed in the 
headlong thrust of the concentration of 
capital, revelatory not of its strength but 
of irs weakness. Moreover, mass 
movements are emerging with impetuous 
force. Ultimately the.se movements will 
come to play a decisive role in reshaping 
the global economy and its peoples. It is 
precisely the advent of this mighty 
countervailing force that president Castro- 
had in mind when he observed that 
inasmuch* as the US today is the basis of 
globalised impcri.'ilism, the battle ugaiii.si 
its dominion must also be globalised. 


new fi'om Oxford 


Corporate Strategies 

A Comprehensive Handbook Based 
on the Indian Experience 
Bani P. Banerjee 

019 564763 7 1998 215 x280 mm 
552 pp. Rs 995 


Reflections on 
Human Development 

(expanded edition) 
Mahbub ul Haq 
0 19 564598 7 1999 (OIP) 

2! 5 X 140 mm .304 pp. R.s 225 



Food Policy and the Indian State 

The Public Distribution System in 
South India 

Jos Mooij 

0 19 5645661999 
306 pp. Rs 575 



OXFORD 

r N 1 \ I !' M 1 \ I' in s s 


• Calcutta; Plot No.A1-5, Block CP. Sector V, 
Salt Lake Electronics Complex, Calcutta 700091 

• Delhi; 2/11 Ansari Road, Daryaganj, New Delhi 110002 

• Chennai; Oxford House.,219 Anna S^ai, Chennai 600006 
• Mumbai; Oxford House, Apollo Bunder. Mumbai 4(XKX)1 



326 


Economic and Political Weekly l-cbriiary 6. IV99 









PERSPECTIVES 


rhe Nuclear Option 

Some Economic and Strategic Issues 

r Krishna Kamar 


How are social choices made on the nuclear issue? What is the 
nformation base on the costs and benefits of generating the nuclear 
:apabilities required to be termed deterrence? Does the nuclear 
tption itself increase the threat of aggression from neighbouring 
countries which may mean additiotml costs without yielding any 
benefits? Can there be any estimate of possible damage if the 
leterrence fails ? 


JEFORE exuinining the nuclear option 
ve need to have a working definition of 
vhai is meant by it. 1 define the nuclear 
tption as: (i) a nuclear technological cap- 
ibility, supported by a sustained R and D 
ffort, in the field of nuclear power 
;eneration; (ii) a capability to indigenously 
iroduce and process nuclear weapons 
nateriai so that the country can be comp- 
etely self .sufficient and self-reliant in pro- 
lucing the nuclear weapons; (iii) a cap- 
ibility to produce nuclear weapons of a 
ype and intensity that can be regarded as 
.t least equivalent or superior to what our 
leighbouring countries, which are 
•resumed to pose us a nuclear threat, have; 
iv) a surveillance and protection system 
0 defend our detence installations and 
he den.sely populated areas fn>m a pos- 
ible first nuclear attack by our neighbours; 
V) capability to deliver the nuclear 
veapons to the target sites in our ncigh- 
lounng countries, and this needs to be 
lone accurately and swiftly through 
urfacc-to-.surface missiles, weapons- 
arrying aircraft, and submarines. The.se 
apahilities are implied by our country’s 
ironounced policy of no first use of the 
luclear weapons. Whether one adopts a 
irst use or no first u.se policy the capabilities 
equired seem lo be almost the ,same. 
TTiese capabilities depend crucially on 
vho our enemies are, from whom we fear 
nuclear threat or a general threat of 
ggression. I therefore assume that these 
leighbouring countries from which we 
ear such threats arc China and Pakistan, 
lie first cited capability is a prerequisite 
or other capabilities. But it is also a 
apability that we need in order to be self- 
eliant in generating nuclear power for 
leaceful uses. Hence while examining the 
osts and benefits of such nuclear R and 
) one must note that benefits accrue to 


the peaceful uses of nuclear power as well. 
Of course, there is the tricky question of 
how to allocate the total cost of joint R 
and D effort between the peaceful purpose 
and defence purpose. 

Our countryexcrcises the nuclear option 
by our union government incurring huge 
mi Ii tary expend! turc towards acti vitics that 
are .supposed to generate these capabilities. 
One of the basic principles of economics 
is that an activity should be undertaken 
if the economic benefits outweigh the 
economic costs. This principle applies 
equally whether one is considering aprivate 
expenditure or government expenditure. 
The only difference is that the problem of 
calcu lating the economic costs and benefits 
of public or government expenditure is 
.somewhat messy. In addition, one must 
examine how the social choices are made 
regarding public or government expen- 
ditureon the nuclear issue. The calculation 
of benefits and costs at the individual level 
involves a high degree of personal and / 
or subjective judgment. Individuals have 
independent perceptions of these costs 
and benefits, and thus could take different 
positions on thd nuclear issue. Then the 
question is how a social choice is made 
on this nuclear issue. 

It is on this i.ssue of mechanisms of 
reaching a .social choice based on individual 
choices that our recent Indian Nobel 
laureate Amartya Sen worked. The majority 
decision, which is the hallmark of a 
democratic political system, can lead to 
some absurd results, called intran.sttivity 
of social preferences, unless some 
conditions are imposed on the preference 
structure of individuals. For instance, it is 
possible that one majority might prefer 20 
per cent increase in defence expenditure 
to 10 per cent increa.se in expenditure on 
power, while another majority may prefer 


10 per cent incrca.se in expenditure on 
powerto l0percentincrca.se inexpenditure 
on poverty alleviation, and yet another 
majority may prefer 10 per cent increase 
in expenditure on poverty alleviation to 
even 20 per cent increa.se in expenditure 
on defence. Sen showed that under certain 
reasonable conditions on preferences of 
people the majority decision rule will not 
admit such pathologies and that it would 
satisfy various conditions that a social 
choice must satisfy.' 

It docs not necessarily mean that the 
BJP, which enjoys a majority, is justified 
in itsdcci.sion to follow the iiuclcaroption. 
People may have different perceptions on 
the threat and costs associated with the 
nuclear option. These perceptions are ba.scd 
on insufficient and manipulated 
information available. The perceptions are 
also unclear and are quite uncertain and 
vague. It is not clear, for example, what 
the impact of increased detence 
expenditure i.s on the general price level, 
and on the level of poverty. When 
government resources arc scarce and they 
arc needed both for detence expenditure 
and also for an alternative such as poverty 
alleviation, onfc needs to know the trade¬ 
off between poverty alleviation and 
increased defence expenditure. It is 
therefore possible that with better and 
more information people may modity their 
perceptions. The social decision based on 
majority under that revised situation may 
or may not be in favour ot the nuclear 
option. A nationwide debate on the issue 
may enable us to make informed and belter 
social decisions through the majority rule 
of our democratic system. This is again 
one of the major conclusions reached by 
Sen: In a good democracy in which people 
have concern for one another, particularly 
for the poorest of the poor, in which there 
is freedom of speech and expression, and 
where people exercise their opinion 
through the vote, the .social decisions will 
maximi.se the .social wcllare which includes 
protection of individual's rights and social 
ju.'iticc. 

We need to know what it costs in rupee 
temis lo finance the activities that will 
generate the nuclear capabi lit ies described 
above. Similarly, it is also ncccs.sary lo 
know what i.s a reasonable estimate of the 
benelils associated with that expenditure 
in temis of rupees. While it i.s easy to 
obtain reasonable estimates of what it costs 
to pursue the nuclear option, the estimated 
benefits depend on the threat perceptions 
and how effectively the outcomes of the 
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expenditureeliminateorteducethe severity 
of those threats. At one extreme, if the 
threat perception is purely a myth then the 
benefits are zero: at the other extreme, if 
the threat perception is real and cenain 
then the benefits can be enormous, pro¬ 
vided that we assume that these capabi lities 
that we develop do serve as deterrent to 
such a threat. I .shall share with you my 
perception that this assumption may be 
wrong. As 1 will argue later the nuclear 
option can also increase the threat of ag¬ 
gression from our neighbouring countries 
which may mean co.sts. in addition to the 
expenditure on the nuclear option, without 
yielding any benefits whatsoever. 

While the rupee value of expenditure on 
the nuclear option is known with some 
degree of accuracy and certainty, the rupee 
value of the outcomes of that expenditure 
is not so tangible. These outcomes are not 
goods and services traded in a market¬ 
place having aiupee value. These outarmes 
will have greater value if there are threats 
of greater intensity and frequency, if the 
threats have greater certainty of occurring, 
and if the defence expenditure results in 
outcomes which will reduce the threats or 
reduce the probability of reaii.sing those 
threats. There arc a few questions that we 
have to pose: (i) What are the threats from 
our neighbours? (ii) Is the nuclear option 
a deterrent to those threats, as it is made 
out to be? (iii) How is the nuclear option 
a deterrent to those threats? (iv) Are there 
other less expensive ways of diffusing 
those threats or dealing with them? 

The threats arc: (i) Border disputes and * 
border encounters with our neighbours: 
(ii) terrorist activity supported by the 
enemies, such as what we are experiencing 
with the ISI of Pakistan: (iii) a traditional 
war of aggression from one of the 
neighbours, or from both of them jointly, 
which does not u.se the nuclear weapons: 
and (iv) a threat of first use of the nuclear 
weapons by one of tbe neighbours or from 
both. One might argue that the first three 
threats do not relate to the issue of using 
the nuclear option. I am assuming that 
one of the reasons we wish to follow the 
nuclear option is to create a perception 
among our adversaries that we are capable 
of using it and thus create a deterrence 
among them with regard to the first three 
threats as well. 

These are potential threats. There are 
different probabilities with which these 
threats may be realised at any future point 
in time. The greater these probabilities the 
greater is the potential threat. The next 
que.stion is how do we estimate the siKial 
costof these threats. One way of estimating 
the total cost of these potential threats is 


:.lo quantify the damage causad by diem 
and put a rupee value on that d^age. 
Since the threats are uncertain and occur 
with certain probabilities the estimated 
cost of damages will have a probability 
distribution. We would then be able to 
calculate the mean or average rupee value 
of the probability distribution of such 
damage. The mean or average cost of 
damage does not adequately distinguish 
between a colossal damage, albeit with a 
very small probability and an equivalent 
moderate damage with high probability. 
.Sometimes it is not possible to identify the 
extent of damage and to estimate its rupee 
value. In that case one standard suggestion 
made by economists is to take as a lower 
bound of such cost the value of social 
goods and services that arc foregone (the 
cost of the next best alternative). 

Threat Perceptions 

What does the nuclear option do to the 
threat perceptions ? One might expect that 
pursuing the nuclear option will either 
reduce the intensity of the type of threats 
that were listed above, or it will reduce 
the probability of realising those threats. 
In either case the mean or average cost of 
the damage due to those threats is reduced. 
This reduction in the average cost of 
damages may be taken as the benefit 
associated with the pursuit of the nuclear 
option. 

Most countries today assume that nuclear 
weapons will not actually be used by the 
governments of other countries. This is 
due to social, political, and economic 
o.stracising which it entails from the comity 
of nations. It may only serve the purpose 
of creating an atmosphere of deterrence. 
In other words, one might say that the 
threat of the first use of nuclear weapons 
by any country has a veiy small probability. 
By pursuing the nucleair option we are only 
reducing marginally an already small 
probability of the first nuclear attack by 
our adversary. Hence tlhe reduction in the 
average or mean or ex pet :ted cost of damage 
which can be attributed to the nuclear 
option is likely to be verjy small. Ultimately 
the estimate of the benefits is purely an 
empirical issue that requires information 
(m the extent of threat.'!, their likelihood 
and the damages causcid by them, both 
with and without the nuclear option. 
Unfortunately we have very limited or no 
information on the.se aspects. 

One might even argute that exercising 
the nuclear option would worsen the 
already hostile attitude tour neighbouring 
countries have towards uis. Hence it might 
provoke them to u.se other less severe 
threats than a nuclear attack from our 


neifhboars: the latter being "not an 
alternative at all for reasons just described. 
While the nuclear option might reduce 
very marginally the tiueat associated with 
a nuclear attack, it might increase the 
threat of less severe attacks by a much 
greater degree. The net result could be an 
increase in the cost of damage than a 
decrease, as advocated. 

The deterrent theory, which is often 
advanced for following the nuclear option, 
is based on a fal lacious premise. It assumes 
that the threat perception is based on the 
present situation and it also assumes that 
while we follow a .strategic decision our 
adversary does not haveacounterstrategy. 
Game theory and .strategic behaviour 
constitute some of the most commonly 
used concepts in economic theory. As an 
economist I wish to apply these to the 
nuclear is.sue. If we take a.strategic po.sition 
we must grant our ad versary also a strategic 
response. If we produce nuclear weapons 
we must assume that our adversaries also 
either produce or procure nuclear weapons 
of equivalent or superior quantity and 
quality. Hence our initiative in producing 
the nuclear weapons will undoubtedly 
trigger a nuclear arms rcspon.se from our 
adversaries. This situation would work 
like a sequential or a dynamic game 
between us and our neighbours and lead 
to an arms race. 

Acountiy like Pakistan that cannot match 
India in its resources will have to depend 
on military support from other nations. 
The geopolitical situation in this region 
will thus be .seriously altered. At a lime 
when we need to reduce tension and 
promote co-operation between us and our 
neighbouring countries, instead of going 
in that direction we are following the 


Tabi.e: Camtal Costs of a Nuclear Weafon.s 
Programme 

Rs Crorr 


One reactor to produce 

plutonium 


7IK) 

One missile production 

facility 


5(K) 

Cost of I.SO nuclear bombs 

of t.S-20 kilo tonne capacity 


6(X) 

Cost of missiles 


4,02.‘5 

S.S Prithvis 

ts.s 


.to Agnis 

l..'«K) 


2.S Agni -Us 

l.-W 


16 Sagorikas 

640 


Cost of Hiring tine lAF 

squadron 


60 

Cost of three nuclear 

submarines 


12,000 

Cost of ch 


t,.'i2.t 

Cost of two satellites 


2,(K)0 

Cost of radiir, missiles, etc, to 



protect airbases/launch sites 


5.000 

Total 


28.000 
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nuclei option. ITie consequences are quite 
clear in a world with only one superpower, 
after fre dissolution of the USSR. We are 
prompting our neighbouring countries to 
either collude against us or to have an 
alliance with the superpower. This strategy 
IS bound to i.solate India from several 
countries which are looking for India's 
leadership in the non-aligned movement 
to restrain the use of power by the 
superpower. Instead of prompting the 
nuclear powers to follow the policy of 
nuclear disarmament, the Indian move is 
likely to i.solate India, as it already has, 
with no change i n the nuclear disarmament 
situation. Our country's po.sition in the 
international context is likely to become 
weaker than stronger. 

As an isolated country we have to depend 
on ourselves in this game of arms racc.s. 
A poor country like ours cannot afford to 
devote increasing resources year afterycar 
for such acliviiies at the expense of the 
growth of the real economy. It may be 
recalled that il is this kind of arm.s race 
and the diversion of resources to defence 
expenditure that had dcstnryed the USSR. 
Another majorcoiicern expressed by some 
industrially developed countries, such as 
the US. is that nuclear proliferation might 
make misuse ot the nuclear weapons easy. 
This point must be taken seriously given 
the degree oi international terrorism today. 
A country like ours which cannot catch 
an alleged outlaw Veerappan with the 
support of the police of two states and that 
ol the border security torcc, may noi be 
able toensure i he safety of nuclear weapons 
once they are created. 

If our mam objective is to reduce the 
potential of threats I'rom our neighbouring 
countries there may be other alternative 
approaches available. We do not seem to 
have explored all the other alternatives. 
Transactions between neighbouring 
countries, whether such transactions are 
political, economic, social, oi cultural 
could be based on co-operation or conll ict. 
We may say that such transactions are 
outcomes of a game repeatedly played by 
these neighbouring countries. Economists 
have demonstrated that in repeated 
games ot this nature it isquiteoften advan¬ 
tageous to play it cu-«>perativcl> than non- 
co-operatively.-It is also shown that the 
scope for co-operation incrca.ses if there 
are more traasactions. Hence one of the 
optiores we should follow is to tncrea.se 
the co-operation between neighbouring 
countries and ours by increasing the 
economic, social and cultuial transactions 
between us. 

Finally there is another important a.spect 
associated with the choice of the nuclear 


option: India had earned a name as a 
peace-loving country that was the abode 
of a Mahatma who preached 'Ahimsa'. 
India is also one of the founders of the 
principle of non-alignment. Should we 
lose such on identity with our decision to 
pursue the nuclear option? This is also a 
decision that was taken by the present 
government in secrecy without having a 
prior nationwide debate. By following the 
nuclear option we as a nation arc earning 
a bad name of initiating nuclear 
proliferation among developing countries 
that cannot safeguard nuclear weapons 
from being misused by terrorists. Having 
seen what the nuclear bomb had done to 
thou-sands of people in Hiroshima and 
.Nagasaki it is hard to understand how our 
country can adopt a policy of triggering 
the use of such weapons of mass 
destruction. One argument often pre.sented 
is that the nuclear powers have such 
weapons and have not disarmed 
lliemselves. Il does not call for further 
production of nuclear weapons; instead it 
calls fora move towards a peaceful pressure 
on those countries to seek nuclear 
disarmament. One must distinguish 
between the historical context in which 
such weapon.^ were produced and are bei ng 
stockpiled from any new moves to produce 
them. It is this distinction that underlies 
the Comprehensive Test Ban Treaty 
(CTBT) and Nuclear Proliferation Treaty 
(NPT). 

Now let me return to the basic economic 
issues and present some rudimentary 
economic statistics. These estimates arc 
based on tho.se by a fellow economist 
C Rammanohar Reddy in a scries of three 
articles publi.shcd in The Hindu. It is 
estimated that in 19.^.^-64 when China was 
quite active in building its nuclear 
capability it spent on its nuclearprogramme 
aftbut US $28 billion (l9%-97 prices). Of 
course as Rammanohar Reddy correctly 
stales this expenditure was incurred by 
China when it developed the technology 
in isolation and when the base knowledge 
was still under-developed. In our case the 
cost could be much less. Further our space 
programme, which has produced Prithvi 
and Agni I and Agni II missiles already, 
incurs some ot the cost for the delivery 
system, and hence these are what 
cconomi.sts call sunk costs. 

General KSundaiji -states that a minimum 
deterrent el feet will be achieved by an 
arsenal of I SO nuclear bombs, each of 
lS-20 kilo tonne capacity of the kind 
dropped on Hiroshima and Nagasaki, that 
could be delivered by the already existing 
aircraft and missiles. He puts the cost as 
Rs 2,760 crorc in 1996-97 prices. This 


would be approximMely US $ 0.7 billion 
(1996-97 prices), which is only two and 
a half per cent of what China spent in 
building its programme between 1955-64. 
But Sundaiji’s estimate did not include 
command, control, communication and 
intelligence system (C-^I) that is absolutely 
neccs,sary for ensuring the deterrent effect. 
Nor did it consider using submarines for 
carrying the nuclear weapons. Brigadier 
Vijay K Nairgives ani^pendent estimate 
of Rs 6,835 crorc. This estimate includes 
C'^I and a nuclear submarine. This would 
be around US $ 1.7 billion, which is only 
about 6 per cent of China's expenditure 
on the programme spent between 1955-64 
(1996-97 prices). 

Rammanohar Reddy gives a detailed 
break-up of the estimate of capital costs 
of Indian nuclear weapons programme 
that can serve as a nuclear deterrent (see 
table). His e.stimatc of capital cost in Rs 
28,000 crore. This figure does not include 
the R and D cost for nuclear power 
generation capability that I would pul at 
the top of the list of capabilities. But if 
one adds the operating costs, wages and 
.salaries, fuel co.sls, transportation co.sts, 
R and D for C^I, etc. this estimate rise go 
to Rs 40,(KX) crore to Rs 50.0()0crore, over 
a period of 10 ytars. or about Rs 5.000 
crorc per year, lliis estimate does not take 
into account the hazards and environmental 
impact of the nuclear wastes. Thete is a 
recurring cost associated with salcguards 
against hazards. In addition one may 
assume that nuclear plants have a lifetime 
of about KX) yeans, and after that they 
have to be decommissioned ensuring 
safe disposal of nuclear material. This 
decommissioning of the nuclear plants 
involves some additional costs. It is 
suggested that thc.se costs would be several 
lime.s that of other costs. Even if one 
assumes that they arc twice the other costs 
il would amount to Rs 1.00,(XX) crorc. The 
annualised cost would be Rs l,(X)0 crorc. 
Thus, the annual cost of the nuclear option 
is about Rs 6,000 crore. 

How do these figures compare with other 
transparent numbers? Our country's gross 
domestic product (GDP), ns of the order 
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of Rs 1.25 million crore (1996-97 prices). 
The annual additional defence expenditure, 
is about one half of I per cent of our GDP. 
Our tax revenues are of the order of 10 
percent of ourGDP. Theadditional defence 
expenditure is therefore of the order of 5 
percent of ourtax revenue, which is already 
quite low and quite inadequate to even for 
the several important government 
programmes. Comparing the additional 
defence expendi^rc with the next best 
alternatives foregone, viz. expenditures 
on various social services, with Rs 6.(X)0 
crore one can run 15 lakh primary health 
centres, by spending that amount the 
government cun have a two-lold increase 
in its expenditure on primary education 
and meet the entire cost of universal 
primary education. 

To give another illustration. We have a 
foreign debt of I IS $ 90 billion. Assuming 
an average interest of 8 per cent per year 
the annual intcre.st payments are about Rs 
28,800 crore. The annual co.st of the nuclear 
option is thcTcforc a little more than one- 
filth ot this annual intere.st burden on our 
foreign debt. This is a very important 
comparison in the context ol increasing 
trade deficit and increasing foreign debt. 


It is the imprudent handling of foreign 
exchange situation in the 1980s that 
resulted in the financial crisis of 1991. 
One may recall that during Indira Gandhi’s 
regime as a political strategy the soft IMF 
loan was prematurely paid back in two 
years just prior to the general elections. 
I'his forced the government to borrow at 
higher commercial rates of interest. Rajiv 
Gandhi soon thereafter liberalised the 
economy allowing imports liberally when 
the exports did not register much growth. 
The increasing trade deficit and the high 
interest burden lead our country to a foreign 
exchange crisis in 1991. It is this crisis that 
made us dependent on the IMF and the 
World Bank which imposed conditions 
lor giving loans. It is these conditions 
which almost eliminated our autonomy in 
choosing our economic policies. All this 
happened when our economy was doing 
very well internally with atwo-digit growth 
rate. It is therefore very important that we 
manage our foreign exchange very 
carefully. 

One must recognise the futility of 
pursuing an arms race when the country 
docs not have enough resources. This is 
made amply evident by the arms race policy 


df former USSR and the US. The dis¬ 
solution of the USSR was due to its failure 
to meet the basic needs of its people as 
result of diversion of sizeable resources 
to the arms race with the US. A country 
can compensate for its military weakness 
by making its economy strong. This is 
made evident by Japan’s economic hold 
on the US economy. Let us put first things 
first and take care of our foreign exchange 
situation, primary health, primary 
education, and poverty alleviation before 
we gamble with a possibly futile nuclear 
programme. 

Note 

[Based on a talk delivered to an informal gathering 
of scientists at the Raman Research lastitute. 
Bangalore on November 14, 1998. The author 
(hanks Atladi Sitoroin. Vmod Vya.sulu. and the 
porticipanls at the informal gathering for their 
comments. The author atone is responsihic for any 
errors.J 

I The condition is that given any three alternatives 
there is a consensus on at least one of them 
as the least preferred, must preferred, or w;th 
median preference. .Such a condition will be 
satisfied if people commuiiicaie with each other j 
and show concern for each other This situation 
may be expected to prevai I m a good denKwracy 
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REVIEWS 


Impure Economics 

CTKurien 

Economics as Ideology and Experience: Essays in Honour of Ariiok Mitra 
edited by Deepak Nayyar; Frank Cass. London, 1998; pp xviii + 291, £ 19.50. 


I 

THIS volume consisting of a biographical 
sketch of Ashok Mitra by the editor, E^pak 
Nayyar and sixteen contributions by 
leading Indian economists and a couple 
of foreign economists is a fitting tribute 
to the man in whose honour it has been 
brought out. The volume was conceived 
and planned by Amit Bhaduri, Nirmal 
Kumar Chandra. N Krishnaji. Deepak 
Nayyar. Prabhal Patnaik and Krishna Raj. 
The biographical sketch concentrates on 
Ashok Mitra as an economi.st, but also 
touches upon his role as an administrator, 
parliamentarian, columnist, cricket 
enthusiast and a true friend to many, drawn 
from different walks of life. The 
contributions were referred and, as many 
of the contributors acknowledge, revised 
on the basis of the comments of the 
anonymous rclerees. 

The reviewer has a problem, though, in 
dealing with a volume of this kind without 
an overall theme. 1 shall exercise the 
reviewer’s liberty to reorder and reclassify 
the es.says. I start with four of them which 
deal with specific topics. The rest will be 
grouped into three broad themes. 

II 

The opening essay by Prabhat Patnaik 
is an attempt to show that unemployment 
in underdeveloped countries is of a special 
kind, different from the three familiar types: 
the first ari.sing from shortage of means 
of production; the second related to 
in.sufficiency of aggregate demand; and 
the third, resulting from rigidity of real 
wages. With the help of a mtxlel involving 
heterogeneous output, specificity of 
production processes including differential 
skills of workers, and specification of 
demand patterns, Patnaik shows that a 
kind of unemployment not explained by 
the above three can exist. The real life 
situation corresponding to it is said to be 
where goods produced by workers in an 
underdeveloped country (let us say hand 
woven cloth) cannot be conisumed by the 
workers them.sclves while others in the 
country and consumers in other countries 
prefer asub.stitute (let us say mill produced 
cloth). Therefore, says Patnaik, the nature 


of this kind of unemployment is related 
to •life.styles’, particularly, the desire of 
the well-to-do sections in underdeveloped 
countries to imitate the patterns of life 
prevailing in developed countries. This 
may be so. And yet, it is difficult to accept 
that this form of unemployment, even when 
ii is widespread, has the theoretical 
generality that the other three types have. 
Be that as it may. how valid is Patnaik's 
claim that "this kind of unemployment has 
not figured in the economic literature”? 
'fo those of us for whom D R Gadgil’s 
The Industrial Evolution of India in Recent 
Times was staple diet, it is not novel at 
all. “One of the most harmful effects of 
a foreign rule is the imposition on the 
conquered peoples of the ideals of the 
conquerors", noted Gadgil and went on to 
say, "the newly created Indian bourgeoisie 
showed itself during the latter half of the 
last century extremely ready to accept 
F.uropcan standards and to pour scorn 
on everything Indian”. Gadgil offered this 
as explanation of the decline of Indian 
handicrafts which, of course, led to the 
craftsmen remaining involuntarily un¬ 
employed and their equipment under- 
utili.sed. And Gadgil wrote before Keynes 
put forward insufficiency of demand as 
the explanation for involuntary un¬ 
employment. 

Amiya Kumar Bagehi's contribution is 
adiscussionon renUsecking, concentrating 
on rent-seeking by merchants, financiers 
and industrialists setting it in historical 
perspectives. Rent-seekingby these groups 
arise from the private monopolies they 
strive to e.stablish. Modern TNCs which 
combine trade, industry and finance have 
an excellent opportunity to derive rent via 
theirglobai operations. Andin theiropera- 
tions they derive support from national 
governments and international agencies 
like IMF and World Bank which claim to 
be against rent-seeking by public enter¬ 
prises. “For example", says Bagchi, “in 
India, the government has guaranteed a 
return of 16 per cent to foreign enterprises 
investing in the power sector... Thus, not 
content with the rents generated through 
private monopolies, TNCshavefound new 
vantage points for rent-seeking under a 
regime which ostensibly wants to abolish 


rent-seeking in public enterprises ...” 
(pll9). 

Ranjit Sau's paper brings out the point 
that in an economy such as India's, which 
maintains several modes of production, it 
is necessary to have structural macro 
economics that explicitly recognises not 
only capitalists and workers, but other 
classes as well. Sau also sets up a model 
that deals wiUt the relationship between 
industry and finance which provides 
insights into the complex relationships 
and cleavages among industrialists 
ordinary and monopolist, domestic and 
foreign. 

Taking off from Ashok Mitra’s 
pioneering work on class structure and 
terms of trade N Krishnaji and (the late) 
TN Krishnan have an interesting empirical 
analysis of how terms of trade influence 
the structure of demand. They come to the' 
conclusion that in the Indian economy 
there is in operation what may bedescribed 
as a food constraint on growth. “About a 
third of the population is not able to eat 
enough by any norm. For perhaps another 
third or more, the income elasticities of 
food expenditure tend to be high as a re.sult 
of both quantitative and qualitative pre¬ 
ference. The market for manufactures is 
then constrained by low levels of residual 
incomes left over after food needs are 
met”(p 136). 

Ill 

I turn now to those contributions which 
can be clubbed together under common 
themes. One of these themes, recognised 
in the volume itself is “The Comparative 
Dimension”. It consists of Terence J Byres' 
essay on the need for the comparative 
method in the social sciences, Utsa 
Patnaik's comparison of India and China 
in terms of agrarian change and the 
contribution by Jayati Ghosh and Abhijit 
Sen comparing the international capital 
flows of an earlier era with the contem¬ 
porary situation. Byres draws a di.stinction 
between the variable-oriented and case- 
oriented approaches to comparative 
studies. Examples of variable-oriented 
comparisons are the time scries kind that 
Simon KuziKts’ work illu.strates. the cross- 
section variety that is ased i n inter-country 
comparisons by many UN agencies and 
inter-state comparisons by many scholars 
in our country itself. This approach has 
many strong points, especially the quanti¬ 
tative estimations and relationships that it 
helps in establishing. It has many limita¬ 
tions too because by identifying an entity 
in terms of its decomposed variables, it 
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ansiraccs rrom cotnpiexHy ana at verstty in 
its search (nr the genera). In one of its 
familiar versions, a particular argument is 
expounded and evidence is selectively 
marshalled from different instances to 
.sub.stantiate it. The case-oriented approach, 
a common instance of which is 
comparisons of two periods in historical 
research, can he more thorough in one 
sense, but it has tts inherent limitations 
too. Byers suggests that though the usual 
practice is to use the ex pencncc of the past 
in the understanding of the pre.sent. the 
opposite also is possible. He observes that 
AshokMitru's work on inter-sectoral terms 
of trade is likely lo be enlightening for 
those Biiropeun historians who might wish 
to do serious work on (his neglected aspect 
in European economic history. 

Byers does not mention comparisons of 
economic systems as an instance of the 
ca.se-oricnted approach. But that is the 
locus of I Ifsa Palnaik's compari.son of the 
patterns ol agiarian change in China and 
India. She carefully documents the 
generally accepted position that radical 
land retomis in the po.st-revolutionary 
China enabled that country lo mobilise the 
abundant supply of labour power and use 
it tor capital formation in the rural ureas. 
India, on the other hand, by tailing to 
implement radical land reform has noi 
been able to generate that kind of 
dynamism. The case-oriented approach is, 
thus, used to distinguish between the 
•revolutionary’ and the conservative' 
paths of economic transition and to insist 
upon the central role of institutions in the 
process of transfonnation. While the 
validity of these claims can be conceded, 
two questions have to he rai.sed about the 
method itscH. The first is what institutions 
arc to be taken into aecouni in such com¬ 
parisons: onlytho.sethat arc directly related 
tolhc problem under discussion or a larger 
set? Whether the loss of life that occurred 
in China in the tale titties and early sixties 
has been exaggerated can be debated (On 
this Painaik has some very pertinent 
observations on pp 249-50.) It can also be 
argued whether the famines that caused 
the loss ol li fc and the scries of bud harvc.sts 
ot the period can he attributed solely to 
the radical organisational shift to large- 
■scale communes. But is it possible, as has 
been suggested by other scholars, that if 
the institutions ot participatory democracy 
and a free prc.ss had existed in China, 
perhaps the enormous Kiss of life could 
liave been avoided? Secondly, the com¬ 
parison of two paths rests on the as.sumption 
that the “initial condition!.” weie similar. 
Painaik niaintains that there were "enough 
similuritios in the initial conditions, despite 


all the dirrerences, to maxe a meaningiiii 
comparisonoftlietwocountries’ strategies 
of development" (p 223). But wmild the 
radical reorganisation of land ownership 
in China have been possible if the rur^ 
landlords had not been driven out during 
the civil war and the activities of the red 
army prior to the launching of the develop¬ 
ment strategy? And was there, in this sense, 
a major difference between the initial 
conditions of the two countries that makes 
it difficult to evaluate the differences in 
their strategies? 

Simitar que.stions about the comparative 
method arise also from the contribution 
of Ghosh and Sen. They do well to point 
out (hat the view that the large-scale 
international movement of capital is a 
recent phenomenon of the I98()s and 
199()s is not valid. True, these two decades 
have witnessed a phenomenal increase in 
the global movement of capital compared 
to the immediate post second world war 
decades. However, as a proportion of the 
GNP of the industrial countries theircapital 
exports have been less than 3 per cent in 
the past two decades compared to well 
over 3 per cent in many periods in the 
second half of the 19ih century and a high 
4.9 per cent in 1913 (p 266). But are the 
meaning and implications of capital 
movements the same if. as the two writers 
point out, there is a substantial growth of 
ifross (lows of capital across countries 
now? They point out other differences as 
well. Now there is no clearly defined 
■ leader’ of the world economy in the sense 
ill which Britain played the role during the 
years of the gold standard. Also, “while 
the explosion of llnance in the late 19th 
century occurred in the context of stable 
and growing aggregate output and.income 
III the industrial countries, high and rising 
investment rates and a general boom in 
world trade, the recent spurt in finance 
and capital market docs not have such a 
tjvourable background” (p 270). Given 
these differences and many more that 
can he cited, the methodological question 
Iroin a comparative study perspective is 
whether the recent spurt in international 
private capital flows can be, should be, 
li cated as u qualitatively new phenomenon 
representing a departure from what 
happened in an earlier period. More 
boldly, docs the present signify a new 
phase of capitalist development ? Can the 
answer be given based on experience or 
docs it belong to the realm of ideology? 

IV 

Papers by Nirmal K Chandra, C P 
Chandra.sckhar and Amit Bhaduri deal 
with problems ol former socialist regimes. 


unanarasinestsistnume riutoT socialist 
economies, of the Soviet Union in 
particular, was brought about by the "time 
bomb of consumer subsidies" (p 28). He 
points out that Marx in his Critique of the 
Gotha Programme had staled that in the 
first phase of communist society the 
individual producer receives back from 
society what he contributes to it after 
deductions have been made for the 
common satisfaction of needs such as 
.schools, health services, etc. From this 
and the writings of Engels on the .subject 
Chandra state.s that Marx and Engels did 
not favour increasing subsidies on food, 
clothing and housing during the 
transitional phase to communism. He 
points out that the cxtraordinaiy stability 
in food prices in the Soviet Union was 
a post'1965 phenomenon and (hat by the 
1980s subsidies for food, housing and 
transportation claimed a very high 
proportion of Soviet expenditure. 
Chandra, however, points out that 
consumer subsidies alone could not have 
brought about the collapse of the Soviet 
.system if othcrelements in (he .system had 
functioned well. 

In what I find a ta.scinating essay. 
Chandrasekhar probes the problems of 
ccntrali.sed planning which most .socialist 
regimes had resorted to. He brings out 
some aspects which have not received 
sufficient attention so far. First, it was 
assumed that once private ownership of 
resources was abolished the entire 
economy can be treated as one big factoiy 
and could be managed on the basis of 
principles underlying the internal 
administration of factories. However, the 
despotic character of technology within 
capitalist factories as overlooked as aLso 
the fact that the inherent hierarchical nature 
of lactory organisation would lead to 
excessive bureaucratisation. Second, the 
emphasis on the factory-society parallel 
ignored the fact that in capitalist societies 
an abundance of consumer gtxids forupper 
income groups was made possible by 
diverting resources from meeting the basic 
needs of the poorer sections. Socialist 
economies avoided this trade off initially, 
but once they got caught up with the 
desire to 'catch up’ with capitalist 
countries in terms of the product profiles 
of the latter, it became difficult to follow 
the .socialist principle of meeting basic 
necessities of all citizens and ensuring 
high levels of investment. Third, to the 
extent that socialist economies guaranteed 
free choice of occupations and a market 
for labour with difference in wages 
between different types of work, it became 
necessary to permit free market operations 
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for consumer goods also. Hence it was 
no longer easy to specify the veas of 
control of the state. Chandrasekhar 
concludes by saying: “Both theory and 
experience with socialism in practice 
suggest the assumption of the possibility 
of an omniscient state underlying the 
‘planning principle' is extreme. Once we 
do away with that assumption, however, 
we are left without an alternative structure 
of functioning institutions, in societies 
with social ownership. That is, even if we 
postulate a socialist economy as a planned 
economy, until we have specified the 
preci.se categories of decisions that are 
centrally planned, the institutions that 
would make decentralised decisions, and 
the fall-out of central decisions for the 
operational functioning of lower units of 
command, we have not fully specified the 
system. Wc arc also .still left with the 
problem that the extent and organisational 
form of decentralisation needs to be defined 
.so as to avoid importing in full the instabi¬ 
lity and wa.stc of capitalism" (pp 45-46). 
He is right also in affirming in the words 
of Maurice Dohhihai only experience can 
decide the expedient extent of the one and 
the other. 

Bhaduri tries to make more explicit the 
inner contradictions' of the system it.self 
that led to the eollap.se of the .sociali.st 
economies. Unlikecapitalisi accumulation. 
Bhaduri argues, socialist accumulation was 
based on a bureaucratic management of 
demand. The system "faced a double 
squcc7.e: real wage restraint was severe to 
finance investment accumulation and. at 
the .same time, wage goods were absent 
or hopelessly scarce because of a bureau¬ 
cracy-driven investment programme" 
(p 77 1 . It may have worked or been accep¬ 
ted in the curly stages, but over time it led 
to "a growing separation between 
bureaucratic central planners allocating 
investments and ordinary consumers 
generating the patterns of demand"(p 77). 
The system did not and could not correct 
this malaise and collapsed in the end. 
Bhaduri docs not leave it at that. He goes 
on to say: "Without any independent self- 
correcting economic or political mecha¬ 
nism. extraneous to the Par*y structure - 
either in the lorm of a reasonably func¬ 
tioning market mechanism or in the form 
of political democracy of countervailing 
centres of power- the socialist experiment 
of creating a ‘better society’ could not 
have succeeded. It tailed not because it 
made mistake.s, but because doctrinaire 
rigidity ruled out serious attempts at 
conection" (p 79). 

Chandra, Chandrasekhar and Bhaduri 
provide explanations for the l.ulure of the 


socialist experiments of the past. Further 
research along these lines is vital for a 
proper understanding of what happened 
and to provide guidelines for the future. 

V 

I am bringing the remaining papers in 
the volume under the general theme of the 
role of the state i n the economy and related 
issues. First there are papers that deal with 
particular aspectsof the broad theme. Iqbal 
S Gulati points out the magnitude and 
implications of international public 
borrowing .stating that even during the 
1980s when both internal and external 
public debt in India increased rather 
quickly, it was the internal debt that was 
racing ahead. Gulati also makes the point 
that the real problem, however, is not that 
internal debt is high and rising, but that 
increasingly government funds are being 
deployed unproductivciy. 

The late Pramit Chaudhuri has a critical 
appraisal of the role of the state in poverty 
eradication. On programmes of employ¬ 
ment generation he points out that only 
il additional employment is created at 
the lower end of the wage skills spectrum 
will such programmes have any dent on 
poverty and that ‘growth-mediated' and 
'suppoit-mediatcd' policies are not altcrna- 
livcs. but have to work hand-in-hand. 
Chaudhuri also warns that it is difficult 
to think of the state as working to emptiwer 
the poor, because that will be to participate 
in the diminution of its own powers. 

With inside experience of the planning 
process AVaidyanathan makes an 
evaluation of planning in the country 
indicating the distinctive features of 
Indian planning, especially its intimate 
links with the political environment. Under 
(he changed economic and political 
conditions Vaidyanathan recommends 
that the Planning Commi.ssion should 
become ‘‘a forum for strategic thinking, 
a medium forgetting the relevant experti.se 
from concerned enterprises, universities, 
and laboratories together to examine the 
problems and come up with solutions, 
and an interlocutor witlt the government 
to establish appropriate policies and 
institutional arrangements" (pp 196-97). 

Rehman Sobhan makes a survey of 
public .sector enterprises in the third world 
and the prevailing mood of privatisation. 
As against the widely prevalent notion that 
the e.stabli$hment of public sector 
enterprises in third world countries was 
inlluenced by socialist doctrines, Sobhan 
c laims that in the context of decoloni.salion 
it was the need to bring foreign enterprises 
owned by non-indigenous bourgeoisie 
under national management that led to the 


formation of public enterprises: it was 
essentially a proce.ss of naiionali.sation in 
the literal sense of the word. The.se enter¬ 
prises that, thus, came up in response to 
practical exigencies have, of late, come 
under the ideological onslaught of the 
IMF and the World Bank committexl to 
the cull of privatisation. The ideological 
pressure is accompanied by the opportunity 
that a new coalition of the present ruling 
classes and the bureaucracy finds to 
takeover state-created assets on terms 
that the coalition is now in a position to 
dictate. 

Through a study ol the historical evolu¬ 
tion of markets and a critical evaluation 
of the performance of ‘ market economics', 
Arun Ghosh examines the role of govern¬ 
ance in economies. He showsthat whatever 
may be the claims put forward in theory 
that markets cn.sure efficiency, the actual 
performance of market economics i» chara¬ 
cterised by enormous waste of resources. ‘ 
Ghosh then moves on to show that market 
economies' (as capilali.st economies are 
frequently referred to in popular writings) 
do not function on the basis ol their own 
laws and that they cannot function without 
a central authority that the state rcpre.scnts. 
"The nature of the market system is 
inextricably ifnked to the nature ol the 
state”, he argues (p61). 

Although this position is retlcclcd in the 
writings of others in ihis volume (.see. in 
particular. Bhaduri, p 78) nobody really 
develops the theme to bring out Ihe 
centrality of the state i n a modern economy 
(a modern capitalist economy) with roles 
much more than as a regulator ol markets. 
Phis may be because when economists 
write qua economists, they tend to treat 
the state as an external entity as standard 
conceptualisations of (he economy have 
no place for the slate within it. In the 
context of the evolution of the theory of 
international trade Deepak Nayyar brings 
out the consequences of economic analysis 
that leaves out the .state and the political 
processes that the stale in one sense 
epitomises. Going back to the writings of 
Smith and Ricardo on international trade 
Nayyar shows that their concerns did not 
lie in abstract economic principles. They 
were motivated by a strong desire to chal¬ 
lenge the political dominance of mercan¬ 
tilist ideology. Hence they viewed inter¬ 
national trade not merely tus an expression 
of comparative advantage, but in terms of 
its impact on income distribution, capital 
accumulation and economic growth. 
Subsequent economic theorising about 
international trade began to separate the 
economics from the politics. It is not neces¬ 
sary to go into the history of this divorce 
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proceedings. We only need to note that 
neo-classical economic theory ratified the 
divorce, cleansed economics from politics, 
made the state an external intruder and 
produced a crnpus of economics pure and 
simple - perhaps more simple than pure. 

In international trade theory this has 
meant, for instance, that while the cross- 
border movements of goods and capital 
are said to be governed by economic 
principles, the movement of labour is 
considered to be regulated by the laws of 
the state. Capital now claims the right to 
move freely across national boundaries as 
amatter of economic necessity, but workers 
come under regulations of various sorts 
If they try to move from one country to 
another. The former comes under econo- 


SINCE UNDP’s annual Human Develop¬ 
ment Report (HDR) was initiated in 1990. 
it has generated a valuable, critical per¬ 
spective of the conditions required for a 
just, sustainable and human-centred 
development process. Successive HDRs 
have laid particular emphasis on policies 
and institutions to address the condition 
of the mo.st disempowcred, marginalised 
and impoverished groups within nations 
and in the world as a whole. In offering 
their characteristically powerful critique 
of currently influential development 
policies, particularly when measured 
against the tasks of fulfilling objectives 
of universal primary education, equitable 
economic opportunity, basic health, 
popular participation, gender equality and 
poverty eradication, as well as in their 
continuing stress on the potential of 
informed and well-directed piditical action, 
the HDRs have been marked as much by 
a spirit of conceptual clarity and incisive- 
ness a.s by a canny appreciation of the 
value of salience in political discourse. 

In achieving what is doubtless adifficull 
balance the HDR authors have had to tread 
a fine line between the often competing 
claims of conceptual rigour and empirical 
complexity, ivory tower idealism and 
pragmatic realism, universal acceptability 
and cultural particularism. Most u.sually, 
however, this balance has been achiev^ 
with great adroitne.s.s and tact. 

The theme of this year’s HDR is global 
patterns of consumption in relation to 
human development. In compari.son to 


mics and the theory of international trade; 
the latter is treated as migration and is 
studied by the less advanced disciplines! 
In such a situation the interactive causation 
between international trade and inter¬ 
national migration, which may run in both 
direction, remains unexplored, observes 
Nayyar. 

A.shok Mitra the economist would have 
nothing to do with such economics 
removed from experience for it readily 
becomes mere ideology and not a tool 
to analyse real life problems. This col¬ 
lection of essays in his honour would have 
been morecomplete if it had a contribution 
dealing directly with the divorce of eco¬ 
nomics from politics and its contemporary 
ctHisequences. 


earlier years this year's report seems to 
have ventured into more uncertain ground. 
I'hough this may partly be because many 
aspects of its principal theme remain 
spiritedly contested within the natural and 
social sciences, this year the authors also 
seem to have fewer original ideas to offer, 
an analysis that is on the whole less clear 
and penetrating, and policy prescriptions 
that are sometimes too general and present 
considerable difficultiesforadaptation into 
viable instruments for economic policy 
and law in comparison with earlier years. 

Given the nature of the theme of this 
year’s HDR. it would be particularly valu¬ 
able to have an imsightful analytical syn- 
t hesis at this Juncture. Studies of consump¬ 
tion. itsdriving forces, di.stribution, natural, 
institutional and technological sources, 
.social and environmental impacts, as well 
us its implications for human development, 
constitutcacomplex.tran.sdiscipUnaiyand 
challenging range of concerns into which 
it would be particularly valuable to bring 
some order, clarity and practicality. 

This year’s HDR authors have achieved 
somewhat less than this. Their attempt to 
arrive at a theoretical synthesis of con¬ 
sumption, th environment and human 
development suffers from a lack of the 
analytical rigour and sharpness evident in 
previous HDRs. It also seems constrained 
by pa.ssing references to what are clearly 
central concerns given the issue of patterns 
of global consumption, and by a limited 
empirical ba.se that excludes key studies 
and conceptual is.sucs which would have 


revealed important new dimensions of the 
subject. I will restrict myself to two or 
diTK areas in which these omissions and 
contradictions seem to be most acute. 

Admittedly, disciplinaiy perspectives on 
human consumption are markedly 
divergent: it is a long way from the rational, 
individualist, utility-maximising actra- of 
neoclassical economics to the socially 
embedded actor for whom consumption 
is a principal means of establishing social 
relations, identity and status, a view that 
emerges from recent woric in the social 
sciences. Attempts to analyse or reconcile 
the.se divergences remain rare but critical. ‘ 
The HDRs have always stressed the 
importance of human functionings and 
capabilities in relation to socially contested 
goals, as well as the crucial role of public 
investment and social institutions in 
enhancing the level of human welfare and 
the human development index (this also 
applies to various other indices that have 
been proposed in the previous reports, 
such as the gender development index or 
the human poverty index). Given this range 
of concerns, one would assume that a 
concomitant degree of attention would he 
paid to broader. s(x:ially contested views 
of consumption and environment pollution 
that have emerged from recent theoretical 
and empirical work. 

Social scientists like Mary Douglas and 
population-environment modellers such 
as David Coleman as well a.s others have 
argued that becau.se human aspirations 
everywhere focus on the symbolic and 
the prestigious, consumption levels arc 
generally higher and maximum population 
numbers below the physiological limits in 
nearly ail societies. This condition makes 
models of human consumption and en¬ 
vironmental harm more complex and multi¬ 
dimensional (tor instance, due to asym¬ 
metries in equity, technology, and traite, 
and collective or cultural norms) than 
simple, linear models are capable of trea¬ 
ting.^ Yet there is little treatment in this 
year’sHDR of variations in interdependent 
utility functions in different cultural and 
normative settings, or of the social and 
institutional limits to consumption and 
environmental stress that arc critical in 
this regard, apart Only from passing 
mention of Veblen’s idea of conspicuous 
con.sumption and one excellent passage 
on the< exclusionary effects of social 
inequality and asymmetric consumption.^ 

Incompi-etc View of Poverty and 
Environment Linkages 

Such omissions seem particularly 
pronounced when it comes to the analysis 
of interlinkages between poverty and 
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environment. Broadly, the authors propose 
(over pages 66 to 83) the dominant 
dovtmward spiral’ view, in which environ¬ 
mental degradation increases poverty 
which in turn intensifies environmental 
degradation. This view is derived prin¬ 
cipally from works of various western 
authors who tend to take a macro-level 
systems view of such issues.^ Such a view 
is also consistent with the ‘bell-curve’ 
suggested as a general indicator of the 
relationship between income per capita 
and environmental degradation by the 
World Bank in 1992. In this view, increases 
in income first lead to greater environ¬ 
mental degradation but if sustained ulti¬ 
mately lead to diminishing environmental 
impact.-'^ 

It is important in this context to clarify 
certain key definitions. The bell-curve 
relationship may be accurate when the 
degradation specified is an index of 
industrial effluents, but it is false when 
appliedlnthc natural re-sourcesthat sustain 
poor rural communities in most parts of 
the world, or when an aggregate of green¬ 
house gjLs emissions are concerned. As 
economists including Kenneth Arrow and 
Partha Da.sgupta have noted, such 
generalisations are misleading.^ Indeed, 
Dasgupta comments that the bell-curve 
idea is "tantamount to saying that there 
is trade-off between the environment and 
income in the short run but in the long run 
this trade-off disappears". He also argues 
that the relationship between income and 
environment degradation depends on how 
income is measured: it will nut resemble 
a bcIl-curvc when income is taken to mean 
NNP pet capita where the shadow value 
lor the depreciation of fixed capital 
includes depreciation of both manufactured 
and natural .apital. 

Significantly, a wide range of empirical 
studies present a far mure complex picture 
of the relationship between poverty and 
the environment. In this context it is useful 
to distinguish between different types of 
poverty. In cases of rural subsistence 
poverty, environmental degradation can 
contribute to poverty by decreasing the 
supply of biomass re.sources required for 
subsi.stence. However, the evidence that 
this situation invariably creates further 
degradation of the environment is far from 
convincing. For instance, a scries of em¬ 
pirical studies by Vijay Jagannathan and 
others have suggested that rather than 
poverty it is features of the economic 
system such as market incentive structures, 
the pattern of public investments in infra¬ 
structure, and macro-economic factors that 
are the root cau.se.s' of land, water and 
environmental degradation in areas of 


widespread poverty.'^ These and other 
authors giso found Uttie evidence that the 
poor in the rural areas they studied pos¬ 
sessed either the capital or technology 
necessary for extensive degradation of the 
environment. 

Much depends on the coping strategies 
of the poor, which are in turn related to 
the options available to them, prevailing 
policies and social factors. These factors 
can include the presence of social capital 
that underlie the formation of institutions 
for collective action to regulate use of 
local environmental resources. Karl 
Polanyi long ago pointed out that a moral 
economy comprising essentially of norms 
of reciprocity and an entitlement to sub- 
.si.stence, both key aspects of social capital 
in rural subsistence contexts, has operated 
in most subsistence societies through 
history.* It is possible to think of poor 
people as lacking certain kindsof resources 
and capital but not others; for instance, a 
lack of financial and human capital does 
not invariably mean that natural and social 
capital are also lacking to a .similar degree.^ 

Ba.scd on the empirical evidence avail¬ 
able, David Pearce and Jeremy Warford 
conclude that the presence of poverty does 
not mean that environmental degradation 
will follow as a re.sult, that rather than 
being an underlying cause of degradation, 
poverty is properly seen an intermediate 
cxpres.sion of other factors responsible for 
degradation.They further suggest that 
i n t he case of rural subsistence communities 
us well asotherkindsof poorcommunilies, 
poverty is characterised by low resilience 
to shocks and risks caused by macro¬ 
economic factors or natural disasters. If 
these underlying shtKks and causes are 
ub.scnt. poverty will persist but without 
causing environmental degradation. 

The report does discuss this low 
resi lienee to ri.sks and shocks at any length, 
and suggests that the poor have an 
inherently short time huri7.on with respect 
to the use of natural re.sourccs, thus un¬ 
fortunately confirming the view that 
varying approaches have simply been 
gathered ad hoc from different sources 
without attempting the difficult task of 
constructing a coherent and rigorous 
analytical framework. A short time horizon 
suggests a rate of discount for the value 
of environmental resources that the 
income-poor do not display when ri.sks arc 
managed and mitigated, either through 
collective mechanismsor successful policy 
intervention. There is little evidence to 
suggest that poor people have uniformly 
short time horizons in diverse risk 
environments, nor that their average time 
horizon is very much lower than for other 


groups facing high risks and shocks from 
policy failure or other cau.ses. 

PoUCY lMPI.ICA"nON.S 

Critical to the discussion is that each 
view of the poverty-environment relation¬ 
ship has very different policy imperatives. 
If poverty isalways a root cau.se of environ¬ 
mental degradation, then little else is 
helpful apart from standard poverty alluvia¬ 
tion measures. On the other hand, il the 
real cause of degradation is chiefly the low 
resilience of poor people to shocks and 
risks, then a broad range of other measures 
including enabling policies to encourage 
natural resource management by local 
institutions, the provision of soft credit 
particularly during periods ot high risk 
(for instance, due to macro-economic 
change and natural disasters), as well as 
the supply of cheap fuel, clean drinking 
water and other environmental entitlements 
are called for. It should he noted that 
research to further our understanding of 
these issues is still weak and under¬ 
developed. However, the second approach 
also raises intriguing questions for future 
research; for instance, particularly usidul 
would be studies that tell us how the 
presence of micro credit in.stitutions and 
the provision bf credit to rural poor 
communities during periods ot high risk 
have affected the short-term utili.satiun 
and degradation ol environmental 
resources." 

The report extensively analyses the 
unequal burden that various forms of 
environmental degradation, including 
water pollution, indu.strial hiizards, solid 
waste, soil degradation, deforestation, etc. 
impose on poor people and in this as well 
as in many other areas it displays an active 
and urgent concern for the interest of the 
poor. Tliis is indeed a valuable contribution 
in analytical and policy terms. Unfortu¬ 
nately. its conceptual framework dictates 
that the poor arc seen as largely passive, 
fatalist and unwitting progenitors ol 
environmental degradation rather than 
dynamic actors who (like other human 
beings) must balance conflicting interests 
and act on the limited and continually 
changing range of options available to 
them. 

There are other generalisations that .seem 
out of place in what one expects in an 
impeccably researched document. F’or 
instance, on page 79 the report suggests 
that the impacts of global warming in 
terms ol the distribution of rainfall will 
accentuate current shortages in the 
developing countries, 

the effects luf global warming) will be 

distributed in a way that will generally 
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worsen existing inequalities and pattemt 
of poveny and hunger...yields are expec* 
ted to fall in Africa, south Asia and 
Latin America, where most of the world’s 
poor and hungry live...It is the same 
story for rainfall. By and large the haves, 
who get enough now. are expected to get 
more, while the have nots will get less. 
Water shortages are expected to increase, 
with sub-Saharan Africa, the Arab States, 
south Asia and Europe particularly 
affected. 

This view seem.s tocontradict most models 
of climate and general circulation. Studies 
of the south Asian monsoon reveal that 
it is driven by two principal forcing 
mechanisms, differential land-ocean 
sensible heating and tropospheric latent 
heating, both of which are based on pre¬ 
valent solar radiation patterns. In addition, 
anomalously heavy .snow cover over the 
Himalaya affecting Asian continental 
albedo and other factors have been identi¬ 
fied with a weakened or delayed-onset ol 
the monsoon.' ^Though many uncertainties 
remain, in accordance with these .studies 
most recent atmospheric models show 
increa.sed precipitation from the south 
Asian monsoon over mo.st of its area of 
influence due to higher average atmos¬ 
pheric temperatures and the increased 
effects ot solar radiation. As well, some 
modellers anticipate an incrca.se in 
stochastic local variations of rainfall such 
as those in the Uttar Ihradcsh Hills and 
around the Gorakhpur region of cast Uttar 
Pradesh this year. 

On the whole and despite these incon¬ 
sistencies this year's report is a welcome 
addition to the .series of HDRs. It is 
particularly to be welcomed bccau.se foi 
the first time it attempts to make a com¬ 
prehensive critique of the impactsof human 
society's skewed consumption patterns on 
the global natural rc.sourcc base, and ol 
the implications ot all these for human 
development. It is Ui be hoped that future 
reports in the .series will further develop 
these concerns and thus play a greater role 
in identifying policies and practices 
suitable for creating sustainable patterns 
of consumption in industrial and 
developing countries. 
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Marxism and International Law 

A Contemporary Analysis 

B S Cluinni 

Changes in international law over the past two decades have made it an instrument for safeguarding 
transnational capital. International law today creates and congeals inequities in the international system. 
It reflects the domination of bourgeotsie which profits at the expense of working classes and disadvantaged 
groups in both the developed and developing countries. This article attempts to fill the gap left by Marxists' 
neglect of the .study of international law. It calls for an international legal strategy that would form an integral 
part of a transnational counter-hegcmonic project. 


1 

Introduction 

INTERNATIONAL law is today playing 
an unprecedented role in creating and 
congealing inequities in the international 
system. The period alter the second world 
war has witnessed the exponential growth 
of international law ' No longer confined 
toquestionsol war and peaccordiplomacy, 
international law has. on the one hand, 
conic to govern the use of oceans and outer 
space, and on the othei. regulate cure aspects 
ol national economic, social, and cultural 
life. Recent years in particular have seen 
the adoption ot a network of laws which 
seek to esiahlish the legal and institutional 
framework favourable to the accumulation 
of capital in the era of globalisation. 

Gcncially speaking, three overlapping 
features can be said to mark the growth 
of iniernulional law in the last two decades. 
First, it is the |irincipal instrument through 
which the rule of private property is being 
extended in the world economy. .Second, 
it is the means through which the rights 
of transnational capital arc being safe¬ 
guarded. among other things, by 
prescribing unilorm global standards - 
ignoring the ph.'oomcnon of uneven 
development - in key areas such as techno¬ 
logy and foreign investment. Third, it 
guarantees the observance of these 
.standards through endowing international 
institutions with the means to enforce them. 

But despite the critical role international 
law has come to play in building and 
sustaining the contemporary international 
system Marxists have entirely neglected 
its study.* While an attempt was made in 
the former Soviet Union to articulate a 
Marxist approach to international law, its 
content was dictated less by Marxism- 
Leninism than by the need to rationali.se 
Soviet foreign policy.^ The principal ta.sk 
of Soviet international lawyers was seen 
as providing po.st facto justifications for 
the acts of omission and commission of 
the state in its external relations. No serious 


effort was undertaken to engage with 
bourgeois international legal .scholarship 
in order to highlight the di.stincti ve nature 
of the Marxist approach. Consequently, 
the field of international law still repres¬ 
ents a wa.steland insofar as Marxism is 
concerned. In this essay we make a 
preliminary attempt to fill the gap in the 
literature by rellecting on the condition of 
international law and institutions at the 
end of the twentieth century. However, the 
paper opens with a few theoretical 
considerations on the subject of historical 
materialism and international law. 

II 

Historical Materialism and 
International Law 

The .statement of a Marxist approach in 
any area of social science usually involves 
reference to, and exposition of, the rele¬ 
vant texts of Marx, Engels and Lenin. In 
the ca.se of international law this is ruled 
out for the simple rea.son that they never 
directly addre.s.scd the subject. In.stcad, 
what follows is an attempt to apply the 
insights of Marxist methodology and 
stKiology to the field of international law 
and institutions. 

Four interrelated features may be said 
to characterise bourgeois international law 
writings. First, they offer a formal and 
technical definition of international law as 
compiising norms which govern the 
relations between states.** Bourgeois 
writings tend to study the phenomenon of 
international law in abstraction from 
international society, ignoring its spccific 
fcaiures tn various phases of history, its 
social content, and its corresponding forms. 
.Second, bourgeois writers proceed on the 
assumption that the stme .stands above 
particular groups, interests and cla$.ses 
within a nation state. A key role of the 
state is said to be to regulate the conflicts 
between them in order to realise ‘national 
interests’ {Miliband 1977:66). Together, 
the.se two assumptions facilitate the 
portrayal of international law as a neutral 


device which stands above states and 
clas.ses. a depiction clearly belied by the 
history of international law and instiiuiions. 
Albeit, the class content ot modem inter¬ 
national law has undergone transformation 
over the la.st three centuries of its existence. 
Third, bourgeois scholarship, like the 
dominant realist tradition in international 
relations, "is premi.sed on the recognition 
of a fundamental di.sjuncture between inter¬ 
nal political life which is carried on under 
the co-ordinating and pacifying .sove¬ 
reignty of t^c state, and external politics, 
which is governed by the irresistible logic 
of anarchy'".' This makes it ignore the 
links between the internal organisation of 
a stale and its external policies which it 
hopes to write into international law. 
Foufth. bourgeois writings tail to recognise 
the .supranational character of capitalism 
and conceive the interstate system as a 
relationship between states which is 
independent ot the functioning ot the 
capitalist world economy. 

In contrast to the approach oi bourgeois 
scholarship four general overlapping 
propositions constitute the matrix within 
which a Marxist approach tn international 
law is to be articulated. First, a Marxist 
appmach to inicrnational law is inextri¬ 
cably related to its theory of intcrnatnmal 
relations who.se essence is in the final 
analy sisdetermined by the manner in which 
.states arc internally organised, in the words 
of Marx and Engels (1976:38), "the 
relations of different nations among them¬ 
selves depend upt>n the extent to which 
each has developed its productive forces, 
the division of labour and internal 
intercourse". Second, it lollows. the foreign 
policy of a state is integrally linked to its 
domestic policy and is articulated and 
executed in the matrix of a specific .socio¬ 
economic formation based on a definite 
and dominant mode ol production. Of 
course in turn, as Gramsci noted (1971: 
182), "international relations intenwine 
with these internal relations of nation¬ 
states. creating new. unique and historically 
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concrete combinations”. Third, it rejects 
the abstract and vacuous concept of 
‘national intere-st’ and contends that the 
state in its external relations does not seek 
toreali.se 'national interests’ but rather the 
intetests of particular groups and classes. 
Fourth, it does not view the contemporary 
international .system as a mere sum of its 
parts but as possessing a distinct identity 
created by the supranational character of 
capitalism which is rooted in a world 
market and an international division of 
labt>ur which together constitute the world 
economy.*’ Together thc.se prop<»sitions 
point towards a perception of international 
law and institutions as a device which 
serves sectional global interests. The 
history of international law bears out this 
understanding. 

The evolution and growth of modem 
international law is bound with the different 
pha.ses ot global capitalism. It is thus no 
accident that the different phases in the 
historical evolution of international law 
match the evolution of the world economy. 
In lieu ot the fact that “capitalism from 
the very beginning has been imperialist” 
(Patnaik 1997:18.11. The history of the 
world economy may be divided into the 
following pha.ses: 

(l| I6(K)-I76() UId coloniali.sm 

(2) 1760-1875 New colonialism 

(3) 1875-1945 Imperialism 

(4) 1945- Neo-colonialism 

It is intcrc.sting that .scholars of inter¬ 
national law have arrived at the .same 
break-up Iroin a study of international 
legal sources. For example, laii Brownlie 
(1984:157-70) of Oxford University 
mentions tiu' following phases: 1648-1750, 
1750-1850, 1850-1950, and I950-. 

The different phases of the world 
economy yield appropriate international 
legal superstructures which cun be 
cla,ssificd thus: 

(1) 16(M)-1760; Old colonialism - Transi¬ 
tion from feudal to bourgeois inter¬ 
national law. 

(2) 1760-1875: New colonialism - 
Bourgeois (colonial) international law. 

(1) 1875-1945: Imperiali.sm - Bourgeois 
(impenalisi) international law. 

(4) 1945-: Nco-colonialism - Bourgeois 
democratic international Ijw.^ 

Two clarifications arc in order here. 
First, each ot the pha.se.s of intermitional 
law which has been identified is not an 
undifferentiated whole. For example, the 
neo-colonial {leriod, dating from 1945. 
has seen both a piogrc.ssive pha.se - a 
period which saw the decolonisation 
pniccss unfold and the adoption of texts 
such as the Programme and Declaration 
of Action on the New International 
F-conomic Order (NIEO) and the C.harter 
of tconomic Rights and Duties of .States 
(CERDS) - and a regressive pha.se dating 
from 1975 li is fa.sciiiatiiig that the con¬ 


clusions from a review of legal materials 
again coincide with that of dependency 
scholars like Samir Amin (1994:106) who 
also identifies 1975 as the turning point 
in that the third world returned to playing 
a comprador role abandoning bourgeois 
nationalist projects.^ The year also saw 
the defeat of the upward trend in resistance 
ill the advanced capitalist world which 
started in France in 1968 (Callinicos 1996: 
PE-11], Likewise, beginning with the 
subversion of the Aliende regime in Chile, 
repressive states in the third world, with 
(he backing of imperialism, launched a 
fierce attack against working class move- 
iiients (fora detailed review .see Petras and 
Vieux 1994: I-14], It is this setback which 
tacilitated the move from nationalism to 
pragmatism.^ The regre,ssive phase has 
itself seen, since the early 1980s. the re- 
simcturing of international law and insti¬ 
tutions to facilitate the globalisation 
pr(x:c.ss. 

Second, in slating that the different 
pha.scs of the world economy have yielded 
corresponding superstructures of inter¬ 
national law the idea is not to offer a 
dcterininisiic and unidirectional inter¬ 
pretation of the evolution and growth of 
iiucmational law. While it does .suggest 
that international economic relations have 
in crucial ways shaped the international 
legal system it docs not contend either that 
the particular content and form it assumes 
IS directly determined by it or that it does 
not in turn inllucnce processes and events 
in international affairs. The Marxist 
categories of base and superstructure do 
:iot allow this complex reality to be 
captured. Three points may be. made in 
relation to (he contemporary international 
legal sysieni. 

First, productive relations regulated by 
law are in part meaningful only in terms 
of thcii definition in law. Marx himself 
s(res.scd the fact that the property relation 
stands in such close contact with the 
existing relations ot production that it “is 
but a legal expression for the same thing” 
IPashukanis 1978:91]. In (he case of 
international law the regulation ot 
productive relations is. it is true, mediated 
by internal law. But it would be a mi.stake 
lor this reason to repre.sent all international 
law as ideology for it can directly control 
the content of internal law.'*’ 

Second, the international legal system 
pos.ses.ses its own internal structure and 
dynamics whi h shapes its content and 
discourse.'' It develops, forexample, only 
ihniugh certain recognised ’sources of 
international law’.'^ The particular form 
iiucmational law thus as.sumes defines its 
boundaries; anything falling outside it is 
designated as non-law. Itsdislinctivenature 
has served to sustain the status quo and 
prevent the substantive transformation of 
the content of international law in favour 


of third world stues.' ^ For example, it has 
allowed near unanimous resolutions 
repeatedly passed by the UN General 
Assembly on restructuring international 
economic relations to be designated as 
‘soft law’ since resolutionsofintemational 
institutions are, among other things, not 
listed as a source of international law 
[Bedjaoui 1979]. Thus, as Bedjaoui 
(1979:99) has noted, “only the form of a 
legal concept is considered, while its 
content - the social reality it is supposed 
to express - is lost .sight of’. '“'The specific 
characteristics of its form also give it the 
appearance of neutrality. For instance, 
treaties are in the contemporary inter¬ 
national system arrived at between parties 
who, vide the principle of state sovereignty, 
arc equal in the eyes of international law. 
This principle of formal equality tends to 
automatically inject an international 
agreement with the elements of fairness 
and equity. Whereas, in reality the sub¬ 
stantive inequality of parties almost always 
shapes the content of the agreement.'^ 
ITiird, once international legal rules are 
adopted they po.sscss adegrcc of autonomy 
from the states which have agreed upon 
them. While power plays a crucial role in 
shaping the content of (he law. it imposes 
serious con.siraints on the behaviour of 
states once it comes into existence. A 
whole range of internal ionul (and national) 
mechanisms are in place to compel 
compliance with international obligations. 
The ta.sk of international institutions set 
up to ensure observance of rules is not (he 
defence of the interests of individual 
powerful .states but rather to salcguard the 
interests of a coalition of dominant global 
iiCKial forces and states. I'hus, even the 
most powerful actor in the international 
system has to justify its actions with 
reference to international law. The fear of 
undermining the legitimacy of the inter¬ 
national legal system through suggesting 
at all limes that there is one law for (he 
powerful and another for the weak al.so 
refrains dominant states from openly 
flouting the authority of international law 
and institutions. While .such adual .structure 
characterised colonial and imperialist 
international law its open a.ssertion is no 
longer acceptable. Toput it differently, the 
idea of rule of law is not a vacuous one 
in the contemporary international system. 
It is not merely an ideological device which 
is manipulated by powerful states to their 
advantage. It has real significance. In this 
regard it is often forgotten that the idea 
of rule of law has come to be embedded 
in the international system through the 
hi.storic struggles ot colonial peoples for 
independence as also democratic forces 
within the former metropolitan countries. 
To dismiss the idea of rule of law then is 
to belittle the.se struggles and to fail to 
understand that it was far from being the 
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retfity Cor centuries in the sphere of 
international relations. Of course, it would 
be equally mistaken to forget that 
international taw and institutions serve the 
intetests of the dominant social classes 
and states in the international system. 
Formal equality in it goes hand in hand 
with material inequality, and democratic 
principles and norms with neo-colonialism. 
In this essay it is this latter dimension of 
international law which is elaborated. In 
the sections to I'oltow we review, at both 
the economic and political levels, the recent 
developments in international law and 
institutions which manile.st the policies of 
neo-colonialism in the era of globalisation. 
However, for a correct portrayal of inter¬ 
national law. and in order to avoid legal 
nihilism, both the aspects need to be borne 
in mind. 

Ill 

Globalisation and International 
Law-1 . 

International law and institutions arc 
today being transformed to facilitate the 
proeesNof glohalisution. Globalisation may 
he .said to refer “to the shift of the principal 
venue of capital accumulation from the 
nation-state to the global arena" fTceple 
1997; 15).'* There is. as Teeple points out, 
"an historical parallel to the prc.sent shift": 
The development of national forms of 
capital III the IKth and 19th centuries 
required the destruction of local and 
regional iiirisdictions. Numerous dif¬ 
ferences in laws, standards, currencies, 
weights and measures, taxes, customs 
duties, political and religious rights and 
privileges made trade and commerce over 
a large geographic area extremely dilTicuit. 
Just a.s the.se barners to the expansion of 
capital had to he overcome to make the 
modern nation-state, .so today the .systems 
of governance in the nation-state have to 
be dismantled in order to remove the bar¬ 
riers to accumulation for global corpora¬ 
tions. It loliows that laws, regulations, 
standards, and g<>vcrning agencies since 
World War 11 have been and continue to 
be recon.siituted at the global level [Teeple 
1997:161. 

Since the early 1980s. the advanced 
capitali.st world has, under the guidance 
af the hegemonic transnationali.scd 
Fractions of its national bourgeoi.sie.s, and 
with the assistance of the trarnsnationaliscd 
Fractions of national capital in the third 
world, pushed thniugh a series of changes 
in international economic law which lay 
the legal foundation for capital accu¬ 
mulation in the era of globalisation 
[Robinson 1996:13-311. These changes 
appear to have two principal objectives; 
fi) to extend and deepen worldwide the 
rule of capiul through the removal of 
‘local’ impediments; and (ii) to dismantle 
iniematiunal laws of distribution which 


are based on the principle of market 
intervention. We identify below the 
different measures which have been taken 
in the woridof international law to translate 
these objectives inu> reality. 

(A) Extending and Deepening 
THE Reign of Capital 

A series of developments in the past two 
decades have sought to deepen and extend 
the reign of capital. 

First, reference may be made to the 
privati.sation of the public sector in the 
third world. This objective is being 
achieved through the instrument of inter¬ 
national monetary law which legitimises 
and enforces conditionalities imposed by 
international financial institutions.*'’ As 
has been pointed out. “forced privatisation 
was the .standard feature of ail structural 
adjustment pmgrammes” [Hoog velt 1997; 

138.172]. By 1992 more than 80 countries 
around the world had privatised some 
6.800 previously state-owned enterprises, 
mostly monopoly suppliers of essential 
public services like water, electricity, or 
telephones (Hoogvelt 1997:138J."* 

.Second, a growing network of inter¬ 
national laws seek to free transnational 
capital of all spatial and temporal 
constraints. The trend towards strength¬ 
ening the rights of foreign capital, initiated 
in the mid-l970.s (the move from 
nai.onalism to pragmatism), continues 
unabated. The concerns of transnational 
capital have been met through the c.sta- 
hlishment of a Multilateral Investment 
Guarantee Agency (MIGA) *’ and through 
concluding bilateral investment protection 
treaties (BITS) between the industriali.scd 
and the third world countries.’*’ By 1996 
more than 1 .(XX) BITS had been concluded, 
mostly between the industriali-sed world 
and the third world countries [Schrijver 
1997:191]. More recently, there have been 
the agreement onTradc Related lnvc.stment 
Measures (TRIMs) and the General 
Agreement on Trade in Services (GATS) 
adopted as a part of the GATT Final Act 
of the Uruguay Round of Trade Nego¬ 
tiations (hereaRerthe ‘Final Act’). If these 
texts arc examined in conjunction with the 
World Bank Guidelines on Foreign 
Investment (1992)’* and the proposed 
OECD multilateral agreement on invest¬ 
ment (MAI), the basis on which a global 
MAI is to be negotiated in the World Trade 
Organisation (WTO).” it becomes clear 
that the trend is towards removing all 
letters on the entry, establishment and 
operations of capital. This is confirmed 
further by the September 1997 statement 
of the IMF Interim Committee - issued 
at the behest of what Bhagwati has called 
the ‘Treasury-Wall Street-IMF Complex’ 
- endorsing a move towards capital account 
convertibility de.spiteall evidence showing 


the grave consequences for the economies 
embracing it (ibid). ’This is in contrast with 
original obligations contained in the 1944 
Articles of Agreement which called fbrthc 
“avoidance of restrictions on payments 
for current transactions" (Bhagwati 1998; 
7-12J. What is of significance is that while 
the noted texts confer or hope to bestow 
a number of rights on transnational capital 
they impose no corresponding duties on 
them. Indeed, the Draft Code of Conduct 
on Transnational Corporations which 
imposed certain dutie.s - respect for host 
country goals, transparency, respect for 
environment, etc - has yet to be adopted. 
Finally, the UN Centre for Transnational 
Corporations which was bringing some 
tran.sparency to the functioning of TNCs 
was shut down in 1993. 

Third, the global technology regime has 
been privatised.’^ The adoption of 
Agreement on Trade related Intellectual 
Property Rights (hereafter theTRlPsText) 
as a part of the GATT Final Act has been 
acruciai step in this regard with its preamble 
baldly slating that “intellectual property 
rights are private rights” There is little 
Jastificalion for such a pronouncement. 
Indeed, a review of the literature on 
intellectual property rights (IPRsI reveals 
that such a view is difficult |,o su.stain 
|Chimnil994:315-33|,Asone noted expert 
has put it, ’ 

(he language of properly is ill considered 
here... Knowledge is not a scarce resource. 
It is infinite in time and space. It can be 
used by all without depleting its value. In 
fact, the more it is u.scd. the more valuable 
knowledge often is. AlliKating property 
rights in knowledge makes ideas artiticiully 
scarce and their use less frequent—and 
from a social viewpoint, less valuable 
(Waver I994;259(. 

The history of the negotiation of the 
international patent regime in particular is 
extremely interesting. Between 1980 and 
198S four international conferences were 
called under the auspices of WlPO to 
negotiate changes to the Pans Convention 
on Industrial Property, 1883. The Paris 
Convention, which can he tenned an 
empowering document when compared to 
the TRIPs Text - it leaves to individual 
member stales to define the subject matter 
of patentability, the duration for which a 
patent is to he granted and the .scope of 
rights of patent holders - was .sought to 
be revised in order to take into account 
the concerns of third world countries. But 
a year later, in 1986, the GATT Uruguay 
Round of Trade Negotiations was 
inaugurated in which the ParisConvention 
was revised in the reverse direction of 
strengthening the hands of patent holders 
vis-a-vis states in the poor world. The 
TRIPS Text gives more rights to patent 
holders, mostly transnational corporations 
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(TNCs). disregarding the fact that it will 
have grave consequences for the health of 
the poor in the underdeveloped world 
through sharply raising the prices of drugs, 
including essential life saving drugs, that 
are already beyond the piKket of the piwr 
[Chinini 1993; l9941.Tlie absurdity of the 
TRIPs Text is revealed by the mere fact 
that it requires countries ranging from 
Rwanda and Nepal to the US and the UK 
to legislate the same patent regime. Thu.s, 
a principal objection of the third world 
countries to the TRIPs Text was that a 
global uniform patent regime did not allow 
individual countries the freedom - a 
privilege exercised by the industrialised 
countries to advance their own tcchno' 
logical development ~ to adopt patent 
regimes in accordance with the develop¬ 
ment interests ot the individual countries 
IRicupero 1990:198-991. They of course 
also questioned iiul • idual provisions 
whose substance is to subvert the gtial of 
technological self-reliance that countries 
like India and Brazil are pursuing IChimni 
l994;Birani 1990; UNCTAD 199l;Palel 
1989; Nair aiul Kumar 1994|. The response 
to the resistance offered was the in vocation 
of the US Omnibus Trade and C^om- 
petitiveness Act, 1988 under which sanc¬ 
tions wi^re threatened against countries 
unwilling to bring their IPR regime in line 
with its demands. Finally, like in the 
instance ol transnational capital few 
duties are imposed on the technology or 
patent holder in the TRIPs Text. The 
only text to do .so, viz, the Draft Code of 
Conduct on the Transfer of Technology 
has yet to be adopted despite being a 
subject of negotiations for more than two 
decades. 

Fourth, the global commons have been 
subjected to the process of privatisation. 
Consider the developments in the Law ol 
the Sea which regulates the u.se of tiie 
oceans. In 1982, after a decade of 
negotiations, the Third United Nations 
Conference adopted the Law of the Sea 
Convention. It was widely welcomed by 
the international community - de.spilc the 
scepticism of .some of us - as a legal 
regime which was iairtoall the participants. 
Under the convention the principle of 
common heritage of (hu)mankind applies 
to the non-living resourt;es of the ocean 
floor and its sub.soil beyond the limits of 
the Exclusive Economic Zone (extending 
to 200 miles) and the Continental Shelf. 
It IS to be o|x'ruiionali.sed through a parallel 
regime which requires (vide Article l.‘53) 
every exploitable site to be divided into 
two parts, one for the mining company that 
has made a claim, and the other for UN’s 
F.niciprise, the operational arm of the 
International Sca-Bed Authority e.stab- 
lished by the convention. Writing in 1982 
we had comenileii that the revolutionary 
concept ol I oinmon heritage of tnankind 


harboured reactionary content as it essen¬ 
tially envisaged the private exploitation of 
the resources of the seabed beyond national 
jurisdiction [Chimni 1982:407-12]. But 
such criticism was rejected as the parallel 
rngime envisaged the transfer of technology 
from private mining consortiums to tte 
enterprise. In 1994, through a subsequent 
agreement, the obligations relating to the 
transfer of technology were however 
dropped [Schrijver 1997; 191], What is 
more the operations of the Enterprise 
have been constrained in other ways.*** 
Thus, as one observer puts it, “the ... 
international law with respect to the 
global commons remains dominated by 
the rights of corporate property” fTeeple 
I997;.32I. 

Fifth, the idea of the global commons 
is .sought to be extended by the indus- 
iiialiscd world to the environment, inclu¬ 
ding re.suurces (e g. forests) which are 
located within the territory of third world 
countries (imber 1994:5811]. In addressing 
(he issue intertemporal considerations are 
not given due weight implying a change 
in (he di.stribution of property rights to the 
detriment of the third world countries. For 
"as industrial countries developed, global 
private rights were grunted to polluters; 
now, developing countries arc asked to 
agree to a redistribution oftho.se property 
rights without compensation for already 
depleted resources” lUimonen and 
Whalley 1997:66]. ITiis ‘redistribution’ 
ol course goes hand in hand with an IPR 
regime which makes environment friendly 
technology costly to access. On the other 
hand, there is a push to univcrsalise 
northern regulatory norms since they 
promote the interests of transnational 
capital: the leading 50 environmental 
corporations in the world arc located in 
the advanced capitalist countries [for 
details see Pratt and Montgomery 1997: 
75-961. 

Sixth, there have been established 
allcrnativcdisputesettlement mechanisms 
which sc‘ck toeliminate the role of national 
courts in resolving disputes between TNCs 
and the slate. Today, international com¬ 
mercial arbitration is the preferred mode 
ol settling disputes for TNCs. .Since the 
i.ite 197().s there has been a tremendous 
growth in the numbci of arbitration centres, 
arbitrators and arbitrations [Oezelay and 
Clarth 1996). “By the mid-1980s”, 
according to a close observer, “it had 
become rccv gnised that arbitration was 
the normal way of settlement of inter¬ 
national commercial dispute.s” [Lalive 
I995'2|. International commercial 
arbitration, it needs to be underlined, is 
essentially a private interests regime in 
which parties have ‘autonomy’ in terms 
of the selection of the arbitrators, the 
siib.stan(ial law to be applied, and the place 
of arbitration. Support for it rests on a 
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certain assumption of the proper sphere 
of state activities. In fact it reproduces the 
public/private divide in international law. 
Community policy comes into play only 
at the time of enforcement of an award and 
that too in the exceptional circumstance 
that the ‘public policy’ of a state has been 
violated, a concept increasingly narrowly 
interpreted. While, witliout doubt, inter¬ 
national commercial arbitration has a 
significant role to play in routine cases 
involving international business trans¬ 
actions, it is not a suitable method for 
resolving disputes in core areas of national 
economic life like, for example, the ex¬ 
ploration and exploitation of natural 
resources [Sornarajah 1991:79]. Third 
world countries were therefore for long 
su.spiciou.s of international commercial 
arbitration (ibid). For despite claims to (he 
‘autonomy’ of parties only a select and 
elite group of individuals serve as inter¬ 
national arbitrators and the law applied is 
invariably tiaditional (colonial and im¬ 
perialist) international law with its clear 
bias in favour of capital (ibid). But insti¬ 
tutions pursuing the interests of capitdl 
(the World Bank and (he International 
Chamber of Commerce, torcxample) have 
relentlessly promoted international 
commercial arbitration.-' The increasing 
competition in recent years between third 
world countries to promote foreign direct 
investment has helped this elfort as it has 
pressurised (hem to accept the preferences 
of TNCs in dispute resolution. 

(B) Rkmaking riir Inti;rn/Vi ionai. Laws 
O l- Dl.SIRIBOnON 

Accompanying the network of laws 
which extend and deepen the reign of 
capital have been attacks on principles and 
agreements which attempted to inject, as 
a pan of the effort to usher in a .NIEO. 
the traditional international law of 
distribution with elements of equity and 
justice. Twoexamples would suffice First, 
is the rejection of (he special and dif¬ 
ferential treatment (SDT) principle which 
calls tor preferential treatment to be given 
to third world countries. Beginning with 
the late I95()s, the industrialised world 
had, under prcs.sure from the new'ly 
independent countries - its institutional 
expression being UNCTAD and the Group 
of 77 - grudgingly accepted the SDT 
principle. For example, in 1966 GA'fT 
was amended to include Part IV of the 
agreement (entitled ‘Trade and 
Development’) which .sought to give 
expression to the SDT principle. While it 
did not place hard legal obligations on (he 
industrialised states they were compelled 
to accept a formal commitment to the SDT 
principle. Pursuant to it a voluntary 
Generalised System of Preferences (GSP) 
scheme was launched in 1970. It was 
introduced under the auspiccsof UNCTAD 
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for^he industrialised countries wrongly 
res^ted “giving the GSP the fomi of an 
amendment to Article 1 of the Geiwral 
Agreement (the MFN clause] and thus 
ensured the maintenance of the juridical 
sums quo*'[Berthoud 1985:78]. The GSP 
scheme brought little benefit to third 
world countries [Nicolaides 1995:309]. 
Beginning with the late 1970s the principle 
itself came under attack and attempts began 
to dilute even the soft law commitments. 
In the GATT Tokyo Round of Trade 
Negotiations which concluded in 1979. 
the industrialised world pushed through, 
despite the opposition of the poor world, 
a decision which introduced the notorious 
graduation clause into the SDT principle 
(GATT 1980:203-05]. A few months 
before the conclusion of the Tokyo Round 
the Group of 77 had i.s.sued a declaration 
in UNCT AD in which they expressed their 
“rejection of the concept of 'graduation' 
... which would allow developed countries 
discriminate among developing countries 
in a unilateral and arbitrary manner” 
[Berthoud 1985:831. It however failed to 
persuade (he industrialised countries. The 
biggest blow came in the Final Act of the 
Uruguay Round when a number of 
agtecmeius and understandings adopted 
drastically curtailed the grant of SDT. In 
the balanced language of TrebiIccKk and 
How.se, while the Final act ”retlcct[s| 
developing country concerns in a number 
of areas, the tendency has not been to grant 
developing countries broad exceptions to 
compliance with GATT lules. In some 
instances developing countries may be 
given a .somewhat longer period of time 
to phase in domestic compliance with 
the new rules, but the Uruguay Round 
result rctlecls, in large measure, a rejection 
of the view that developing countries 
should not be required to make reciprocal 
commitments to trade liberalisation" 
(Trebilcock and How.se 1995:324]. The 
new texts adopted on key provisions like 
Article 18-B. the safeguard clause and 
subsidies represent a clear set back for the 
SDT principle.’'* its dilution has been 
justified in the name of deepening the 
integration of the third world countries in 
the world economy and on the belief that 
"the insistence of on S and D and the 
refusal to engage in reciprocal negotia¬ 
tions meant that the benefits of GATT 
membership was substantially reduced” 
(Hoekman and Kostecki 1995:244]. In 
actuality, the denial seeks to squeeze the 
space for independent self-reliant develop¬ 
ment of third world countries. 

Second, dating from the arrival of the 
Reagan and Thatcher administrations in 
the US and UK respectively, an all out 
attack was launched on international 
commodity agreements (ICAs) whose 
primary aim is to stabilise the prices of 
primary commodities by intervening in 


the world marketthrough the use of export 
quotas and/or buffer stock mechanisms 
[Chimni I987;ch 3]. It may be recalled 
that the NIEO programme of action had 
recommended the “expeditious for¬ 
mulation of commodity agreements” and 
C'ERDS had stated that “it is the duty of 
states to contribute to the development of 
international trade in goods*' through 
concluding ICAs libid:3-4]. These 
instruments were however represented by 
the Reagan and Thatcher administrations 
as distorting free markets. The timing of 
the offensive was impeccable. It came at 
a point when primary commodity prices 
were at the iowe.st since the great depres¬ 
sion.^^ The unfortunate collapse of the 
Fifth International Tin Agieement in 1985 
was used to completely discredit the 
in.strumcnt of ICAs disregarding their role 
in ensuring a more equal distribution of 
gains from the sale of raw materials, as 
also the fact that the idea of free market 
was a myth (ibid: 197-212]. What the 
industrialised world wanted to ensure was 
ihat prices of primary commodities 
remained low through staving off inter¬ 
vention in markets through ICAs. It both 
increased the prolits ol capital as also 
allowed the industrialised world to tackle 
the problem of inflation at home. While 
in the beginning of the 1980s there were 
live ICAs in operation (covering cocoa, 
coffee, natural rubber, sugar and tin), at 
the end of the decade only one was in 
existence. On the other hand, by the early 
I99()s the average level of non-oil com¬ 
modity prices was “the lowest for over a 
century” (Maizels 1994:54). By 1991 “the 
total terms of trade loss on all non-oil 
commodity exports from developing 
countries amounted to about .$6() billion...” 
(ibid). Overthe period 1980-91 "the cumu¬ 
lative loss totalled some $290 billion” 
|ibid:56]. 

Yet the hostility to ICAs did not cease. 
Rather, the end of the cold war climi nalcd 
the strategic considerations for supporting 
ICAs. The US had started supporting ICAs 
in the early 1960s only in the wake of the 
Cuban revolution. The Latin American 
T ask Force set up by pre.sident Kennedy, 
concerned at the spread of 'Castroism', 
had inter alia recommended that the US 
co-operate in e.stabli.shing co-operative 
arrangements in order to reduce the 
potential political consequences of violent 
fluctuations in the pricesof Latin America’s 
cxpiMls (Fisher 1972:27]. In March 1961, 
ill his lamous Alliance for Progress Speech, 
president Kennedy stated that the US was 
ready to ‘co-operatc with the Latin 
American and other producer country 
governments in a serious case-by-ca.se 
examination of the major commodities 
and to lend its support to practical efforts 
to reduce extreme price fluctuations” 
(ibid:28]. Thus, the collapse of ‘actually 


existing socialism' has taken away the 
principal reason for the support of ICAs 
by the US. 

IV 

Globalisation and International 
Law-II 

The changes which have been inlniduced 
in international economic law have been 
accompanied by an emerging iiitcrnational 
‘political’ law which inte) aha seeks 
(i) to legitimise a system ol global apar¬ 
theid in a bid to preserve unbelievable 
privileges for a section of citizens in the 
advanced capitali.st countries. In this regard 
international law rules have been rewritten 
to limit voluntary and forced migration to 
the west (Richmond 1994]; and (ii) to 
promote “low intensity democracies” in 
the third world to sustain favourable 
conditions for foreign investment. New 
international law nornus are being 
established to promote 'demiKruti.sation' 
and ‘good governance' in order to confer 
legitimacy on collaborating regimes at a. 
historical juncture when authoritarian 
regimes no longer need to be supported, 
as in the pa.s(, to fight communism. The.se 
two developments arc analy.sed in .some 
detail below. 

(A) Toward an iNn-RNAiioNAi Law ot- 

Exa.iJsioN- A.SY1 DM I'NorH Threat 

While capital and .services have become 
increasingly mobile in the era of 
globalisation, labour has been spatially 
confined despite the urgings of consistent 
free trade economists (Bhagwati 1989: 
243-44]. But what is even more di.sturbing 
are recent developments in the advanced 
capitalist world in relation to the institution 
of asylum (Chimni 1994; 1995al. For here 
we are talking of the forced migration of 
people, i c, of individuals and groups 
fleeing untold misery and suffering. Since 
the early 19K0.s there ha.s been a concerted 
attempt by the western countries to 
dismantle the liberal international refugee 
regime which was established after the 
second world war. In particular, the post 
cold war era has seen a whole host of 
re,striclive practices being put m place to 
prevent refugees fleeing the under¬ 
developed countries from arriving in the 
west. 

The international rclugco regime was 
from the beginning a product of the cold 
war. It was seen as an instrument with 
which toembara.ss the lonncrSoviet Union 
and its allies. ‘The refugee definition was 
carefully phrased to include only persons 
who have been disfranchised by their state 
on the basis of race, religion, nationality, 
membership of a particular siKial group, 
or fxilitical opinion, matter in regards to 
which East bloc practice hald) been 
historically been problematic” i Hathaway 
1991:8]. The import of the definition 
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becomes clear from, among other things, 
the fact that nearly 95 per cent of refugees 
given asy ium in the US in this period came 
from the former communist bloc countries 
[Robinson and Frelick 1990: 298]. The 
end of the cold war meant that the refugee 
lost both ideological and geopolitical value. 
Identified below, albeit in a summary 
fashion, are a few of the legal measures 
and interpretations which have been 
mobilised for the containment of refugees 
in the last two decades,*** They violate 
either in letter or in spirit the UN 
Convention on the Status of Refugees, 
1951 to which all the we.stern states are 
parties. 

First, there are the restrictive visa policies 
and carrier sanctions: the latter making 
airline carriers liable to fines lor carrying 
passengers without proper papers. Second, 
‘international zones’ have been demarcated 
In airports where physical presence dixis 
not amount to legal presence and from 
where summary and arbitrary removal is 
pennissihle. Third, safety /ones have been 
created inside countries - as in northern 
Iraq and former Yugoslavia - to stop 
asylum .seekers moving out and seeking 
refuge. As it turned out. thc.se safe /.ones 
were the most unsafe you could imagine 
[Chimni 1995b: 82.1-54]. Fourth, the 
fundamental principle of non-refoulcmcnt, 
enshrined in Article 31 of the 1951 UN 
Convention, has been given an extremely 
narrow interpretation. According to the 
principle of non-refoulement “no refugee 
should be returned to any country where 
he or she is likely to face persecution or 
torture’’ [Goodwin-Gill 1996:117]. An 
example ot an extremely retrogressive 
interpretation is the decision of the US 
Supreme Court in Sale v Haitian Centres 
Council 11II S Ct 2549 11991)]. In it the 
US Supreme Court decided that the act of 
interdicting Haitian refugees on the high 
seas and returning them to their country 
of origin irrespective of the claims to having 
a well founded tear of persecution was not 
violative of Article 1.1 of the 1951 Con¬ 
vention. This decision met with near 
universal disapproval and has been 
described by the high commissioner for 
refugees as “a setback to modem inter¬ 
national refugee law”. Fifth, most countries 
in Europe, and the US since April 1.1997. 
are implementing the ‘safe third country’ 
concept whereby an asylum seeker is 
denied access to a comprehensive asylum 
detenninalion procedure becau.se they 
could apparently have sought protection 
in countries they passed through to reach 
thei r ultimate dcsti nation. The concept has 
grave consequences for the a.sy Ium seeker 
as it has led to chain deportations, often 
hack to the country from which the refugee 
(led. In an unfortunate decision the German 
Federal Constitutional Court in May 1996 
upheld the German safe third country law 


legitimising its practice in tuher countries 
as well. A recent report of the United 
States Committee on Refugees (USCR) - 
a privately funded public information 
programme of Immigration and Refugee 
Services of America - has however 
recommended that “the use of national 
safe third country national laws and 
practices should be discontinued im¬ 
mediately" [US Committee for Refugees 
1997:32]. Sixth, .still on the same theme, 
mention may be made of attempts to 
harmoni.se internal procedures in Europe 
which has led to the adoption of two 
conventions known as the Dublin and 
Schengen Conventions which have 
recently come into force. The USCR has 
also recommended the scrapping of these 
conventions insofar as the criteria used 
for determining claims of asylum seekers 
is concerned. It recommends that “the 
country where the asylum .seeker first 
ch(H>ses to seek asylum, rather than the 
country of first arrival, should normally 
assume responsibility for adjudicating the 
asylum claim” (ibid). Seventh, a.sylum 
.seekers have been held in offshore camps 
which have been effecti vely declared rights 
tree zones. For example, when the US 
started holding Haitian and Cuban refugees 
at Guantanamo Bay, a territory leased out 
from Cuba, a US Court of Appeals ruled 
in Cuban American Bar Association 
(CABA) V Christopher [43 F Id 1412 
(lllh Cir 1995)] that refugees in ‘safe 
haven’ camps outside the US did not have 
constitutional rightsofdue proce.ss or equal 
protection, and were not protected against 
forced return. This is. according to Bill 
r relick of the USCR. “an open invitation 
lor abusive and arbitrary conduct”. Eighth, 
where an asylum .seeker manages to cross 
these hurdles a very restrictive interpre¬ 
tation is given to the definition of ’refugee’ 
contained in the 1951 Convention. For 
example, asylum seekers fleeing former 
^'ugoslavia, most of whom met the 1951 
C’onvention definition, have been denied 
refugee status. Some countries (Canada, 
lor example) have also invoked the internal 
night alternative (IFA)testtodeny refugee 
siatus. Together, these interpretations and 
measures manifest a language of rejection 
which threatens the very institution of 
asylum. They epitomise the international 
law of exclu-sion. 

(B) Polyarchy, Intlrvkntion and 

International Homan Rights Law 

It has ho' ever not prevented the 
advancedcapitali.st world from mobilising 
international human rights law to support 
global economic expansion without 
committing itself to the pursuit of equity 
in its international economic relations. 

First, a particular perspective on 
international human rights law has been 
advanced to support the idea of ‘low 


imenslty democracy’ or ’polyarcby' with 
the idra of legitimising internal orders 
which favour foreign investment and 
provide stable social and political con¬ 
ditions for its operation [Evans 1997:99]. 
Polyarchy refers “to a system in which a 
small group actually rules and mass 
participation in decision-making is con¬ 
fined to leadership choice in eleakms 
carefully managed by competing elites” 
[Robinson 1996:49,57]. Underif’a.system 
can acquire a democratic form without a 
democratic content” [Ibid: see akso Evans 
1997:98-99]. International law experts like 
Franck claim that there is an emergent 
right to democratic governance linking the 
legitimacy of governments with ‘free and 
fair’ electoral processes [Franck I992;46; 
Fox 1992:539; Teson 1995:91-92]. This 
limited concept of legitimacy suits the 
interests of transnational capital which is 
keen to see the rule of law prevail without 
it tran.slating into the participatory rights 
of people.^** It is therefore no accident that 
despite accepting at a formal level the fact 
that economic and social rights have the 
same significance as political and civil 
rights the industrialised world has done 
little to put this view into practice on the 
international plane. For example, the right 
to development was declared by the UN 
General As.sembly in 1986 as ‘an 
inalienable human right’But little hrs 
been done to give .substance to the right. 
If anything attempts have been made to 
empty it of content. The SDT priiKiple is 
said to be "cential to a new international 
development taw” and “at the heart of a 
new legal method” to inject an element of 
equity in international economic relations 
[Cany 1993:88]. But the SDT principle, 
as we .saw. has been given short .shrift in 
the GATTAVTO regime. Further, the 
advanced capitali.st world has authored the 
structural adjustment policies being 
implemented by the international financial 
institutions which have led to the massive 
violation of the economic and social rights 
of the working peoples of the under¬ 
developed world [Bello 1994: Cornea 
1992; Development Gap 1991; Ghai 1991; 
Cornea, Jolly and Stewart 1987). 

Second, in the matrix of international 
human rights law a right to humanitarian 
intervention has been shaped which 
legitimises intrusions in the sovereign 
political space of third world countries. To 
put it differently, where ‘low intensity 
democracies’ collapse (‘failed .states’) the 
indu.striali.sed world has given to itsell the 
right to intervene (often through the UN) 
to restore ‘polyarchy’. As Orford has noted, 
in this view “collective humanitarian 
intervention is legitimate if it ensures that 
the criteria of formal procedural democracy 
are met even in sharply polarised societies 
where large groups are excluded from 
decision-making power” (Oxford 1997: 
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461]. Powerful northern states also use 
the languageofhuitianrigitts for the moral 
condemnation of states which are not low 
intensity democracies (‘rogue sutes') to 
take punitive action against them. In the 
Nicaragua ca.se the International Court of 
Justice held that, it “cannot contemplate 
the creation of a new rule opening up a 
right to intervention by the one State 
against another on the ground that the latter 
has opted for some particular ideology or 
political system”. ('Case Concerning 
Military and Parliamentary Activities in 
and Against Nicaragua', Nicaragua v 
United State.s of America, ICJ Reports. 
1986, para 28.1.) However, in recent years, 
precisely such a right of intervention is 
being shaped in the matrix of human 
rights law (for justification see Teson 
1988], 

V 

GlobalLsatinn and International 
Institutions 

In the corpus of literature which 
constitutes international legal .studies there 
is little retlection on the rolcof international 
institutions in sustaining a particular vision 
of world order. While international law 
experts have concerned themselves with 
international institutions, the discussion 
has largely been confined to the rules of 
law which govern their legal slatu.s. 
structure and functioning, with mutters of 
power and influence left to political 
scienti.sis. ’' This is in contrast to the signi¬ 
ficance of ‘international state apparatuses' 
(JSAs) in any national context. The ISAs 
serve, as Fine and Harris have pointed out, 
several functions. First, they help mitigat; 
inter-imperialist rivalries. This does not 
mean international institutions remain 
neutral to these rivalries. Rather “they will 
be constructed and forced to promote the 
internationali.sation of capital according 
to the relative strengths of different blocs 
of capital in competition ...” [Fine and 
Harris 1979:154]. Second, they help imple¬ 
ment imperialist domination through the 
international contiwl of finance, tariffs, 
etc. Third, “the working classes of all 
national states can be disciplined and 
moderated in clas.s struggle by the 
economic control exercised by these 
bodies, a control that is remote from the 
struggles at the point of production” 
[ibid; 15.3]. In other words, according to 
Fine and Harris. 

... there exists a complex structure of 
national and international capitalist state 
apparatuses, some of which are more 
distanced from the site of class struggles 
(the national social formation) than others. 
Those which are more distanced are more 
freely able to pursue the cia.ss interest and 
class positions of the dominant bourgeois 
fractions than is the national .state. Because 
they have mechanisms (laws, treaties. 


agreements) for enforcing policies onto 
their constituent national states this 
structure of international institutions is 
able to exert what appears as an outside 
pressure on national states in favour of the 
interests of internationalised capital 
[ibid: 160]. 

The Fine and Harris conclusions were 
perhaps not entirely appropriate for the 
time they were writing. In the 1970s 
international institutions still played a 
relatively peripheral role within the inter¬ 
national sy.stem [Kirdar 1977; 24-25]. This 
was a lime in which the third world 
countries were still avoiding going to the 
I.MF as it imposed onerous conditionalities 
on the state, and the GATT was a long 
distance away from being transformed into 
ihc WTO, an octopus like organisation 
regulating critical areas of national 
economic life. But today, as one observer 
notes, “the 'commanding heights’ of state 
decision-making are shifting to supra¬ 
national institutions” [Robinson 1996; 18|. 

The nature and character of these 
international institutions cannot be 
understood from within a bourgeois legal 
t ramework with its emphasis on tbrmali.sm. 
In order to make .sense of the functioning 
of international institutions we need to 
locate them within the larger social order, 
in particular the historical and political 
contexts in which they originate and 
tunction. Such an approach contends that 
only when a coalition of powerful social 
torccs is persuaded that an international 
institution is the appropriate form in which 
to defend their interests is it brought into 
existence, albeit through state action, and 
M surv'ives only if it continues to serve 
these interests [Murphy 1994:25,44; Cox 
1996]. The class which exercises the most 
influence in these in.stitutions today is the 
transnationali.sed fractions of national 
bourgeoisies with the now ascendant 
iransnationalised fractions in the third 
world playing the role of Junior partners. 
7'hese fractions do not seek in thc.se 
in.stitutions to aclualise ‘national interests’ 
but rather act as “transmi.ssion belts and 
filtering devices for the imposition of 
the tran.snational agenda” [Robinson 

I996;I9].^2 

Three principal features characterise 
contemporary developments relating to 
international institutions. The first feature 
is the transfer of sovereign economic 
decision-making from nation-states to 
international economic institutions. 
.Second, is the resistance to putting in place 
a decision-making process which is 
transparent and democratic. Third, is the 
gearing of the UN system towards pro¬ 
moting theintcrestsof transnational capital, 
including increasing the role that the 
corporate sector can play within the 
organisation. Together, these features limit 
tliepossibiiitiesof genuine democratisation 


of both inter- and intra-state relations. B 
acontrary impression is sought tobecreaU 
through steering the knowledge produetk 
and dissemination functions of inte 
national institutions; an ocean of literatui 
is produced to justify their transibrnK 
role. 

(A) ExpANDiNCi Role of ‘Ivn'.RNATi()NA 
State Apparati si-,s' 

The GATTAVTO regime best exent 
plifies the shift in power to 'internationi 
state apparatuses'. The GATT/WTt 
regime now regulates not merely trade i 
manufactured goods but also trade i 
agricultural commodities, ‘trade relatec 
foreign investment, intellectual propert 
rights and trade in services. Negotiation 
are to begin under the auspices of th 
WTO on other areas like the .social clause 
the trade-environment inicrface. and 
multilateral agreement on investment 
Guaranteeing the observance of the rule 
in these diverse areas is the WTO disputi 
.settlement system (DSS) backed by i 
system of sanctions. The usual lament lha 
international law is not law as it lack: 
enforcement mechanisms docs nut appi) 
at least in the instance of the WTO. 

In key areas of national economic life 
it will be the decisions of the OSS whicl 
will be final rather than, as in the past, the 
decisions oC the highest court within a 
nation-state. Tlic DSS has been consi¬ 
derably strengthened under the WTO 
through the inclusion ot several new 
features not present in the GATT system. 
The essence of these new features is to 
have di'.putes settled within a short time 
framev < irk and to ensure that tlic impugned 
.state abides by decisions delivered by the 
DSS.-^^ .A complex system ot sanctions 
(including a system ^ol cros.s-retaliation 
across sectors) has been put in place to 
make a recalcitrant stale agree to obey the 
decisions of the DSS.^^ 

It is true that the DSS has moved fn>m 
a power oriented system under GATT to 
a rule oriented system in the WTO.^' As 
Trcbilcock and Howse note: “...the history 
of GATT dispute re.solution has evinced 
a tendency towards greater reliance on a 
rule-oriented regime in resol ving disputes” 
(Trcbilcock and How.se;.3K.31. They cor¬ 
rectly point out that “the Uruguay Round 
Understanding on Dispute Resolution 
seeks to advance suhstanlially the legal 
orders conception of the GATT’ [ibid: 
397]. To the extent that the new DSS 
reduces the role of power in arriving at 
solutions to international trade disputes it 
is certainly welcome. Surely, in a battle 
of briefs the le.ss powerful countries have 
a better chance to have their views accepted 
than in negotiations which arc openly 
vi.sited by power. 

However, the move to a rule of law 
model is placed in perspective if, first, the 
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DSS is evaluated in conjunction with the 
substantive agreements which constitute 
the Final Act. Since the rules they codify 
protect the interests of the industrialised 
states, in particular transnational capital, 
a rule oriented dispute settlement system 
only goes to enhance the inequities which 
they sanction. Second, the fact that 
unilateral sanctions continue to form a pan 
of the system, as is reflected, for example, 
in the continuing u.se of super and special 
provisions of the 1988 Omnibus Trade 
and Competiti vcncss Act by the t JS. reveals 
that power continues to play a role in 
dispute settlement. Third, where there is 
thepo.ssibility of the DSS .seriously hurting 
the industrialised world attempts have been 
made to curb the move towards a rule 
oriented system. Forexamplc, special mies 
of interprciaiion have been included in the 
context of challenges to the imposition ot 
anti-duniping duties (c.s.scntially u.scd us 
a proiectioni.st device by the indu.strialiscci 
states).'’ 

The rcIcKaiion of .sovereignty that the 
DSS involves has been achieved without 
making the WTO in any way accountable 
to the peoples who inhabit the states who.se 
actions it proposes to survcillc and super- 
vi.se There is the ab.sence of democratic 
participation mthc law-making and dispute 
settlement process. Important elements of 
civil society - interest groups, civic- 
organisations. and legislaturcs-are denied 
any role in it. The WTO DSS does not 
allow non-state involvement and is 
secretive in hearings and documentation. 
Thus, the WTO clearly needs to be opened 
up to wider participation; the executive 
arm of the state alone should not be allowed 
to repre.scnl the state [Kingsbury 1994; 
8-9,14-17. .341. The democracy deficit the 
WTO suffers Irom is a big blow to the 
attempts of third world peoples to injcci 
greater democracy in the functioning of 
the intcrnulionul system. 

(B) Rl.SISIANri:TO OtMIX-KAIK- 

DhnsioN-MAKiNc.: Tin Ca.si. oi- IMF 

The absence of democratic functioning 
also characterises ihc international 
llnanciul institutions which have come to 
exercise unprecedented iiiflucnce on ihc 
lives of ordinary people in the third world. 
The anii-dcniocratic nature of its 
functioning is more primitive as here the 
problem is of allowing different groups of 
states equitable representation in the 
decision-making process of the 
organisation. To lake the case of the IMF. 
the decision-making process in it is based 
on a system of weighted voting which 
excludes its principal users, the poor world, 
from a say in the policy-making The 
third world voice is not heard even as the 
policies ol the Fund inttici enormous pain 
and dcaih on the people who inhabit it 
[Bello 1994; Cornea 1992; Dc'velopment 


(iflp 1993; Ghai 1991: Cornea. Jolly and 
Stewart 19871. 

. In 1993, the IMF boasted of a member¬ 
ship of I7.S countries. Of these 23 were 
developed countries, 17 were east Eu¬ 
ropean countries including eight states of 
the former Soviet Union, and the remaining 
135 countries were third world countries, 
including six central Asian countries of 
llic former Soviet Union. Nearly 4.4bilIion 
people or 78 per cent of the world's 1990 
population live in the third world [Gerstcr 
1993:121]. Despite con.stituting an 
overwhelmingmajority of the membership 
the third world countries as a whole had 
a voting share of 34 per cent in the IMF.-'’ 
Without the OPEC countries (who act as 
creditor states in the institution) this share 
is reduced to 24 per cent."’*’ 

Since the 1960s the third world countries 
have been concerned with their lack of 
effective participation in the decision¬ 
making process in the Fund.'*' In the 
beginning their concern was essentially 
with the usurpation of the Funds' decision¬ 
making by the industrialised countries 
rather than the internal decision making 
authority [ibid:87]. But since the early 
I970.S a .systematic challenge was laun¬ 
ched to seek changes in the structure of 
Fund decision-making.'** CERDS stressed 
the need for full and effective participation 
III the decision-making process of inter¬ 
national economic and Financial insti- 
iiitions."*-’ From the outset the third world 
countries were ready to concede that a one 
siatc-one vote formula was unrealistic 
i nsofar aSthe Fund was concerned. Besides 
the question of power politics, the need 
to safeguard the revolving nature of the 
Fund, and the viability of allowing bor¬ 
rower countries to have a majority in an 
iiiiernationai lending in.stitution, an im¬ 
portant constraint was the non-usability 
tor the most part of currency resources of 
the developing countries [Fergusan 
1988: l(X)-02]. In other words, an increase 
III their quotas could mean a diminution 
III the lending capacity ot the institution 
libid:1011. 

The third world countries arc therefore 
willing to give a functional interpretation 
lo Ihc principle of equality. Instead of 
insisting on equality of voting between 
slates they cmphasi.se on the relative 
equality among groups ot states.'*'* In other 
words, they wanted the third world 
countries as a whole to have an effective 
voice in the dcciston-muking process 
|Fcrgu.san 1988.91-941.*-'' This could be 
done by expansion of basic voting power 
and/or by cstablishi ng di fferent criteria for 
establishing voting power other than the 
one u.scd to dcicm; i ne quotas .Fori nstance, 
by taking population into account.'**’There 
arc many examples of using the concept 
ol group as the basis tor giving content 
to (he principle of participatory equality 


(STstotes (ibid:104-06^ If occeptedit would 
enhance the possibilities of effective 
participation of concerned states and 
increase the transparency of decisions, 
without taking away the dominant voice 
of the lender developed countries. Instead 
of looking to the long-term interests of the 
world economy in terms of the interests 
of the overwhelming population of the 
globe, the weak situation of the third 
world is being used to impo.se conditions 
which extend and deepen the role ol 
private property and lead to the wor.scn- 
ing of the conditions of the people. It is 
then understandable that the imperiali.sl 
world resists the transformation of the 
decision-making process in a democrutic 
direction. 

(C) Tut Privatisation of rut UN 
,Sy.stum 

In the present period all international 
institutions arc being mobilised in favour 
of promoting the inieresisoi transnational 
capital. Mention needs to be made of the 
important role that the I IN system is coming 
to play in the global privatisation process 
as also the moves to ‘privatise’ the United 
Nations system it.self. The UN secretary- 
general has gone so far as to suggest that 
“the very concept of iniergovernmcnta- 
lisin as we know it is being altered as a 
re.sult of the redefinition of the role of 
government...” [Annan 1997:681. In his 
speech to the World Economic Forum in 
February 1997 Annan announced that 
“strengthening the partnership between 
the United Nations and the private sector 
will be one ol the priorities of my term 
as secretary-general”."*’ This vision is buiIt 
on the “new universal understanding that 
market forces are es.sential for sustainable 
development (.sic)” [ibid: 11. These pro¬ 
nouncements need to he read in the back¬ 
ground of the shutting down of tlic Centre 
for Transnational Corporations, the fact 
that the UNCTAD has “repo.sitioned itsclF’ 
[Annan I997;20| and the marginalisation 
of development issues in the UN system 
[South Centre I996|. It becomes clear 
then that the agenda of the UN is being 
transformed from one supportive of re- 
.stnicturing extant international economic 
relations to one which is in the business 
ofstrengthening it. While it still continues 
to pay lip service to the global poor, its 
principal goal has come to be to promote 
the intcre.sts of private capital, both 
domestic and transnational, and make 
appeals to it to serve the cause of inter¬ 
national justice.'*" 

The promotion of the corporate sector 
is taking place even within the UN system. 
While there has never been any doubt 
about the policy tilt of the international 
financial institulion.s, private interests have 
come to influence a larger .segment of 
the UN system. Lee, Humphreys and 
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Pilgh have, on the basis of the analysis 
of three UN organisations (viz. Inter¬ 
national Telecommunication Union. 
International Maritime Organisation and 
International Tropical Timber Organi- 
siKion). drawn attention to the fact that 
“private companies are increasingly in¬ 
fluencing decisions and activities that are 
nominally the prerugativeof governments’' 
[Lee. Humphreys and Pugh 1997:339]. 
Further, under di.scussion are terms of 
reference fur business sector participa¬ 
tion in the policy setting process of the 
LTN. as also partnering in the use of UN 
development assistance funds and in the 
pursuit of the goal of su.stainable develop¬ 
ment (Korten 1997]. These developments 
may eventually transform the character 
of the ItN from a public to a private organi¬ 
sation. 

(D) Lr-c.iriMATioN Fi'nctions oi- 
iNTt-.RNATIONAt. INSTITUTIONS 

A key omission of international legal 
studies has been the failure to study the 
ideological role of international insti¬ 
tutions.**'* The ideological or what may be 
termed the legitimation functions of 
international institutions assumes many 
forms. First, ilie organisation represents 
its institutional field and concerns to the 
outside world. .Second, iiactively promotes 
ni/ims of international behaviour which 
facilitate the realisation of its objectives. 
Third, it frames issues for collective debate 
and proposes specitlc policy responses. 
Fourth, it identifies key points for nego¬ 
tiation in orderto till gups in the normative 
framework and to adjust to changes in the 
external environment. Finally, it evaluates 
the policies of member states from the 
standpoint of their mandate and conccrn.s. 
The knowledge production and dis¬ 
semination functions of international 
institutions are steered by the dominant 
coalition of social forces and states to 
legitimise their vision of world ordcr.^* 
Only an oppositional coalition can evolve 
counter-discourses which deconstruct and 
challenge the hegemonic vision. This has 
been done in the past. For example, the 
entire debate on a NIEO was generated by 
the third world countries, with the .support 
of the former .Soviet Union, through either 
establi.shing institutions in which it exer¬ 
cised a dominant voice (Ijkc UNCTAD) 
or through a global coalitional politics 
which compelled the dominant states to 
listen to their voice in other institutions. 
The atllapse of ‘actually existing socia- 
li.sm'. the crisis which has gripped third 
world economies in the past two decades, 
dnd the withering away of the Group of 
77 has translated into the universal 
languageof privatisation and markets. The 
forced conseivsus on this language needs 
to be urgently challenged. 


VI 

Intemational Law, Hegemony, and 
the Use of Force 

The dominance of powerful states in the 
intemational system is thus sustained not 
through the use of force but through having 
a certain conception of world order 
accepted as a natural order by the ruling 
classes and peoples of states over which 
dominance is exercised. However, when 
necessary, threats to the system are 
countered through the use of force. This 
force is invariably sought to be legitimised 
through the languageof intemational law. 
Whi le the threat or use of force is outlawed 
by the UN Charter (Article 2 para 4), it 
permits its use in self-defence (Article 51). 
I'here are also questions relating to the 
meaning of aggression, the use of force, 
and self-defence which create space for 
dubious interpretations. Since there is no 
compulsory third party settlement of 
international disputes in intemational 
relations there is no forum in which the 
interpretations advanced by dominant 
powers to justify the use of force can be 
challenged. Where it has been possible, 
as was the case when Nicaragua took the 
l(S to the Intemational Court of Justice 
(ICJ). the US refused to comply with the 
decision. In fact in the Nicaragua case the 
LIS refused to participate further in the 
proceedings of the case as soon as the ICJ, 
overriding US objections, accepted to 
exercise jurisdiction. Indeed, piqued by 
its decision the US terminated its accept¬ 
ance of the compulsory jurisdiction of the 
court [for a discussion see Chimni 1986; 
960-70]. However, the ICJ went ahead and 
f ound the US “in breach of its obligation 
under customary international law not to 
intervene in the affairs of another state” 
and “not to use force again.st another state” 
I ICJ Reports, 1986, para 292]. It was also 
found guilty of violating the sovereignty 
of another state [ibid], llie US, of course, 
refused to abide by the decision of the 
World Court. Neverthele.s.s, it underlined 
(lie fact that the ideaof a rule of law in inter¬ 
national affairs is not an empty one. It 
cannot be dismissed us a mere ideological 
device used by dominant states to maintain 
order in the intemational system. This is not 
lodeny the onginary violence which marks 
the present international legal sy.stem or the 
periodic violence unleashed on states and 
peoples which seek to challenge the pre¬ 
vailing consensus but to avoid falling into 
the trap of legal nihilism through a general 
condemnation of law and legal institutions. 

The Gult ww, on the other hand, is 
perhaps the best demonstration of the thesis 
that the hegemonic powers will not shy 
away from the use of force when .serious 
challenges are mounted to the system. In 
this case demonstrative force was used to 
defend the neo-colonial character of the 


existing international system.*' As Sah 
has observed with respect to the Gulf war 
'The entire premise was colonial: that i 
.small third world dictatorship, nuiturei 
and supported by the wesi, did not havi 
the right to challenge America, which wa 
white and superior. Britain bombed Iraq 
troops in the i920s for daring to resia 
colonial rule; 70 years later the Unite 
Slates did it but with a more moralistii 
tone, which did little to conceal the thesi 
that Middle East oil reserves were ai 
American trust” [Said 1993:295, emphasi 
in original]. During the course of the wa 
the UN Security Council was treated a 
an extension of the US state departmer 
and the legal framework for Securit 
Council actions shown scant rcspec 
[Anand 1994:5-17; Schacier 1991:451 
Weston 1991 ;522 ]. In fact the UN Securit 
Council abdicated its responsibilit 
inasmuch as it had no control over whs 
were ostensibly UN operations [ibid]. 

The force used was clearly dispropoi 
tionate. and eventually directed at th 
fleeing enemy. International humanitaria 
laws were thrown to the wind |ibid:46ff 
Iraqi civilians were consciously made t 
suffer for reasons unrelated to the defea 
surrender, or weakening of the Irac 
military [NormandandJochnik 1994:410 
The barbarian/civilised dichotomy whic 
characterised imperialist intemational lai 
came into play. Said has noted how th 
western media suggested that “Arabs onl 
understand force; brutality and violenc 
are part of Arab civilisation...” (Said 1991 
295]. It suggested that the western powei 
“could go ahead and kill, bomb, an 
destroy, since what would be being attache 
was really negligible, brittle with n 
relationship to ^loks, ideas, cultures, an 
no relation eithcr...to real people” [ibi( 
298].** What is equally significant is whi 
got left out; “What got left imt was enoi 
mous. Little was reported on oil compan 
profits, or how the surge in oil prices ha 
little to do with supply; oil continued I 
be overproduced” [ibid;296: see also Fran 
1992:3-22}. In brief, the conclusion suj 
gests itself that like in the colonial perioi 
the laws of war are seen as ini|x>sing fc 
constraints where the non-European worl 
is concerned. As Bauman puts it. “sine 
*hey are by definition violent, barbarians at 
legitimate objects of violence. Civility is ft 
civil, barbarity for the barbaric” [Baumai 
143]. It is hardly surprising therefore thi 
the US has recently voted against th 
establishment of the international crimini 
court [The Gmrdian Weekly 1998:3]. 

VII 

Conclusion 

The aim of this paper was to dra* 
attention to the crucial role intemation: 
law and institutions have come to play i 
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the contemporary international system. 
With capitalism entering the phase of 
glob8li.sation international law is playing 
a role akin to tlie one which internal law 
performed in the early stages of capitalism 
in removing local impediments to the 
process of accumulation. The international 
legal proce.s.s is being used to control the 
content of national laws in crucial areas 
of economic, political, and social life, as 
also to relocate powers from sovereign 
states to imentational institutions in order 
to facilitate their surveillance and enforce¬ 
ment. These developments have con¬ 
siderably eroded the capacity of third world 
states to carry out independent and self- 
reliant development 

For a period of time in the 197()s there 
was optimism that international laws could 
be transformed by a global coalition of 
third world countries to meet their parti¬ 
cular concerns. An equitable international 
law of distribution was sought to be shaped 
through the adoption of the SDT principle 
and by promoting ICAs to realise just 
prices. Negoiiutions were also initiated to 
draft codes of conduct to regulate TNCs 
and the transfer of technology, and to 
revise ilic Paris convention on industrial 
property. Radical concepts such as the 
'common hcriiugc of mankind' wore 
advanced in the process of arriving at rules 
to govern the use of the oceans. Attempts 
were made to democratise (he decision¬ 
making process in the IMF and (he World 
Bank. But these initiatives lloundcrcd on 
the rock of neo-colonialism. From the 
beginning of the 19X()s. an increasingly 
hostile intcrnalionul economic environ¬ 
ment saw (he third world counliics abandon 
the strategy ol global coalition, hoping to 
.separately encash their dependent status. 

Mean whi le. capitalism entered (he pha,se 
of globalisation. It was now the turn ot 
the advanced capitalist countries to seek 
changes in iho body of international law. 
The.sc changes involved, first, the rejection 
of the proposals which had emerged in the 
I97{)s in the torm of a programme and 
declaration ot action on NIEO and CF,RD.S. 
Second, it called foi the adoption o! legal 
instruments to free transnational capital ol 
spatial and temporal constraints. Third, an 
international law ot distribution based on 
market ethics was given shape, eliminating 
all chances of injecting equity into 
international economic rclation.s. Fourth, 
changes were initiated in the relevant 
international legal regime to enable the 
strict control of voluntary and forced 
migration. Filth, international state ap¬ 
paratuses' were .sought to he established 
to ensure the effective implementation of 
the rules which facilitate and pmmolc 
acminulaiion in the era of globalisation. 

These changes in the body ol inter¬ 
national law ivlleet the domination of the 
iransnulionahsed fractions of the bour- 


geousiein the advanced capitalist C(»intries. 
1'hey have in this regard the active consent 
of their counterparts in the third world. 
7'hc latter not only faithfully act as trans¬ 
mission belts for the ideas emerging 
from the advanced capitalist world but 
vigorously support it in a bid to profit from 
becoming junior partners in the global 
domination project. At the receiving end 
are the working classes and disadvantaged 
groups in the first and the third worlds. 
T'heir condition has seriously worsened in 
the last two decades.-^-^ On the other hand, 
as a result of the relocation of powers from 
nation-.states to international institutions, 
(he capacity of the left and democratic 
movements to resi.st developments which 
adversely affect their interests has declined 
|Robin.son 1996:27]. If the global pro¬ 
gressive forces hope to interrupt and thwart 
the reproduction of (he relations of 
transnational domination then they must, 
among other things, think of ways and 
means to enhance their own role in the 
international law-making and law en¬ 
forcement process. This calls for much 
greater attention to be paid to international 
legal developments than is being done at 
pre.sent. The international legal strategy 
must in turn form an integral part of a 
transnational counter-hegemonic project 
which, even as it continues to have its 
principal ha.se in national struggles, comes 
to form transnational alliances in order to 
resist the vision of globalised capitalism. 

Notes 

1 "Perhaps the mo.st importoni of the revolutions 
m the (Itinension of modern inlemalional law 
lies m Us expanding scope, in the addition of 
new subjects to the field of intcmaiionul law" 
(Friedmann 1968). 

2 Seven decades ago. in his preface to the second 
Russian edition of hi.s hook on law and 
Marxism. Poshukonis (I978..S8) wrote that 
"...the Marxist critique has not even touched 
on such fields as that of international law yet" 
The situation is no different today 

I For a critique of the Soviet International Law 
approach as articulated hy its chief spokesman 
CI Tiinkiii m tlie period after Ihc second world 
war sec Chimni (I993xhapler V) 

4 Oppciihcim. forexainpic.defines international 
law as "the body of rules which ore legally 
himimg on .states in their intercourse with each 
other" (Jennings 1992:4]. Modem textbook 
writers often extend the dcimition to include 
the relations between slates and organisations 
and aon-siaic entities, and in some respect 
individuals. For instance. Starke (1989:J) 
defines inlemalional law "a.s ihoi body of law 
which IS coiiipo.«d for ils greater pan of 
principles oiio rules of conduct which states 
feel themselves bound to observe, and 
therefore, do commonly oKserve in their 
relations with each other, and which includes 
also, (a) the rule of law relating to the 
functioning of miernational inslitutions or 
orgonssalions. their relations with each other, 
and their relations with states and individuals; 
and (b> certain rules of law relating to 
individuals and non-slate entities so far as the 


* rjgbtsaaddotiesefiuchiiidtviduabaiiilnoii- 
staieentittes are the concern of iheintenutional 
community”. However. .Starke (1989:4) 
hastens to add thot "from a practical point of 
view, it is well to lemerober (hot intenuuionai 
law is primarily a system regulating the rights 
and duties of states inter ft". But even the 
broader deftnition is a formal and technical 
definition. The general point was mode long 
ago hy Pashukanis (Bieme and Sharlet 
1980:169]. 

5 Indeed, "exploring this logic of anarchy is held 
to be the distinctive task of IR theory - a lask 
which must be kepi separate from the study 
of domestic politics which is governed by 
fundamentally different principles" 
(Ro.senberg 1994:4]. 

6 It, of course, raises the complex question as 
to whether the world economy is the basis of 
international law in (he same way as the internal 
economic structure can be said to be the basis 
of internal law. 

7 A central feature of bourgeois democrulic 
international law is the universalisation of 
the principle of sovereign equality of slates 
For a detailed account ot these phases .see 
Chimni (1992 224-.')6) 

8 The irony was not lust on Amin "the I97.A 
turning point .seemed .sinking lu me hecau.se 
of the non-aligned movemeni and the Croup 
of 77 proposal for a New International 
Economic Order". 

9 After all. it was the struggles of the working 
class and other marginalised peoples which 
pu.shcd third world elites to supporting radical 
mines on the international scene. 

10 Post-structuralist scholars tend to fall into this 
trap. Forexainpic. David Kennedy of Harvard 
Law School wrile.s: "Rather than a .stable 
domain which relates m soiik.' complicated 
way to society or political economy or cla-ss 
structure, law is simply ihe practice and 
argument about the relationship between 
somelhing posited as law and something 
posited as society" (Kennedy i988.8{. 

11 In other words, insofar as inlernatiunal law is 
an ideological constnici and possesses adi.stinct 
form, il also has an inde|)endcni history. As 
Engels pointed out. "every ideology...once il 
has arisen, develops in connection with the 
given concept material further, otherwise ii 
would not be an ideology, dial is. occupalion 
with thoughts us with independent entities, 
developing independently and siibiuet only to 
their own laws" (Engels ml'272] 

12 The sources of international law are seen os 
being articulated in Article 48 para (I) of the 
Statute of the International Court of Justice 
(ICJ). It reads 

The court, whose function is lo decide in 
accordance with international law suchdisputes 
as are submitted to it. shall apply: 

(a) international convention, whether general 
or particular.. , 

(b) inicrnuliunal cusiuiii, as evidence of a 
general practice accepted as law: 

(c) the general principles of law recognised 
by civilised nations, and 

(d) ..judicial decisions and Ihe teachings of 
most highly qualiTled publicists of the 
various nations, as subsidiary means for 
Ihe determination ot rules of law. 

12 As the present president of the ICJ has put it 
(Bedjooui 1979:128], inieniationai law nmst 
"accept the challenge being made to it both 
by the structural disorder of the world economy 
and by Ihc deeply felt desire of all peoples for 
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VMw uitemational economic onler. However, 
it it perfiacdy clear tiiat to uiitiy such hopes 
and to meet the needs of the interaational 
community seeking for this new order, 
international law cannot properly and 
effectively undenake its own tronsfonnotion 
if it confines to its traditional sonrces atone. 
ie,cusloin. treaties and general legal principles. 
The inadequacy of traditional ways of forming 
the rules of international law is very sharply 
felt at the prcsciii time. What is to be done 
if not to inoke use of other sources?” 

14 Koskennieini i t9V0;27) puts it this way; “the 
idea of an international Rule of Law has been 
a credible one because to strive for it implies 
no commitment regarding the content of the 
norms thereby established or the character of 
.society advanced". 

1.^ It 15 true that the distinctive nature of the 
internaliunal legal process in which sovereign 
Stales negoiiaie ensures thiu even a group of 
powerful stales cannot iranslotetheirecunoniic 
inieresis directly into law. Other states have 
to agree to undertake certain obligations and 
even puppet states possess a degree of 
independence m shaping their external 
relations. liiieni.itional economic relations, in 
other words, is not passively mediated by 
particular national cconoimes. However, this 
does not on the other hand mean that power 
does not write its interests into law. It merely 
defines the limits ofiis mic in the inlenialional 
legal pioccss. 

I(> We recogni.se thul 'globalisation' is an 
essentially contested concept [Hir.st and 
Thompson 1995. Hoogvelt IW?) What we 
adopt here is u working definition which 
highlights Its general feature 

17 It IS niicn lorgotten that the IMF/WB combine 
achieve iheir goals through imposing legal 
obligations on stales International Monetary 
Law has evolved through, among other things, 
the interpreUitioii ol the Articles of AgreemenI 
ot the IMF. According in Dam (1982.117) 

the history of imerpretation of the Fund's 
Articles of Agreement is nulhing more, and 
iiolhing less, than the record of ihc rules ol 
the Fund". He llieii goes on lo poiiii out ihut 
'(lerhaps the musi interesting evolutiim has 
occurred with re.s|)eci lo those rules dealing 
with access lo Fund resources and. in particular, 
what has some to he known in Fund parlance 
as condilionaliiy' Tliul term refers to the 
conditions thal the Fund may im|H>se on access 
lo Us resources and on llicir subsequent u.se 
by member coiinincs " Sec also Gold (1984) 
At a later point in this article we discuss ihc 
aiiti'democratic nature of (lie dccision-mukiiig 
proextss III die IMF. 

18 Hoogvelt (1997 172) cites one senior World 
Bonk manager who resigned alter 12 years as 
staling: ''Evciyihmg wedidfmm l98.Tonwanls 
was based on our new sen.su of mis.sion lo have 
the smith 'privati.scd' or die: towards ihis end 
we ignoininiously created economic bedlam 
in Latin Aiiierica and Africa". 

19 MIGA insures tnreign direct investments 
against non-comiiiereial nsks. For a summary 
.sec Peiersmann (1988:50-62). 

20 blT.S represent a clear retreat from CEKD.S; 
the latter laid down a resinctive basis for the 

~ payment of compensation for expropriated or 
nationalised properiy. 

21 The Guidelines recommend a 'general 
approach of free admission'. It then calls for 
'fair and equitable treatment' of foreign 
invesiiiieni. For the text of the World Bonk 


Guidelinet on the Tteattnent of Fonsign Diiect 
Investment see UN (1996:247-5S). 

22 On the MAI see Dhtir ond Chaturvedi 
(l998:837-50)aiid77ieGi««ri<(<in Weekly 1998. 

2.3 This is in contrast lo the view ihiB “technology 
is the archetypal common heritage of mankind 
since it is the expression of man's spirit, his 
boldness and his conquests, of the advance of 
science and human knowledge over the 
centuries and beyond state boundaries" 
(Bedjaoui 1979.231]. 

24 During the period 1990-94,15 meetings were 
convened which resulted in a Draft Agreement 
Relating to the Implementation of Part XI n< 
the UN Convention on the Law of the Sen of 
December 10. 1982. On July 28. 1994. the 
Genera] Assembly adopted the Agreement by 
121 votes lo none, with seven obsientions. The 
Agreement suhsiamially accommodates the 
US and other western nations' objections lo 
the deep,sea-bed mining regime...It eliminates 
major stumbling blocks, such as a production 
limitation in favour of land-based producers 
ol minerals, and manduiory transfer of 
technology and significantly restrains the role 
of envisaged supranational mining company. 
Ihc UN Enterprise' (.Scrijver 1997:217-181. 

25 In 1965 the International Cunire for the 
Sctlleincnl of Invesimeni Disputes (ICSID) 
was established under the auspices of the World 
Bank. Tho.se states which become members 
of ICSID agreed to have a dispute with a 
private entity settled before it 

26 Fnrexainple, Article 18-B allowed developing 
countries to impose quantitative restrictions lo 
safeguard an adverse balance of payments 
siiuatiun This has now become difficult as the 
new understanding on Article 18-B tightens 
the rules governing its invocation. See Dubey 
(I996'8.5fn. 

27 .the general level of real commodity prices 
had fallen by 1986 lo below the nadir re.xchcd 
in 1932 dunng the Great Depression of the 
inter-war era" (Maizels 1994:53). 

28 This section borrows heavily from my article 
'The Law and Politics of Regional Solution 
of the Refugee Problem; The Cose of South 
Asm'. RCSSPolk xStuilies •/. Regional Centre 
for Strategic Studies. Colombo. July 1998. 

29 It has al.so been its experience during the cold 
war era that support for authoritarian regimes 
has inevitably led to ubacklash which threatens 
foreign investment and pru|)crty. 

30 GA Res 41/128. The deeluration was adopted 
by a recorded vote: 146-l(US)-8. 

31 Schermers and Blokker (1995 ;4| in their well 
known work on international institutional law 
write that “the insliiuitonal law of international 
organisations comprises those rules of law 
which govern Iheir legal status, structure and 
functioning” fichenners and Btokfcer go on 
toobserve; "While, in the land oflegal science, 
there IS no strongly established tradition of 
developing theories of international organi¬ 
sations. this is different for the neighbouring 
(liseipimc of political science...These studies, 
of course, appruachintcrnntionalorganisaiions 
from a different perspective; they pose different 
questions and usediffereni methodology They 
,uie more iciere.sted in matters of power and 
influence, while legal studies depart from 
rules.” (pp 8-9) 

32 This agenda is resisted by what may he called 
the non-transnationalised fractions under the 
banner of ‘nationalism’. Its critique of these 
institutions often coincides with that offered 
by left parties without, of course, partaking 


in the vision of establishing democruic 
socialism. 

33 This is done through incoiporalingthe negative 
consensus system Article 16.4 of the 
‘Understanding on Rules and procedures 
governing the Seiticiiient of di.sputes’ (DSU) 
states that a Panel Report would he adopted 
within 60days unless one of the ponies appeals 
the report or ‘the DSB [Disputes Sciilemeni 
Body) decides by consensus not to adopt the 
repon' It means that even if a single state 
votes in favour of the adoption of the repuri 
submitted under the D.SS ii will he binding 
on the pomes lo the dispute 

34 Sec Article 22 of the D.SU for the provisions 
on cross-retaliation. 

35 For a discussion on the two alternative 
paradigms sec Jackson (1989:86-88) 

.36 Even before (he conclusion ol ihe Uruguay 
Round of Trade Negotiations and the 
establishmentofihe new DSS. Bhagwatit 19X8: 
93, 105) had pointed out thul Ihe 1988 
legislation represented "pernicious 
bilateralism" and that Super 301 is 'like Judge 
Dee of mediae val Chi no becoming the plaintiff, 
judge and jury' 

37 “AD IS simply u packaging ol priMcctionism 
lo make it look something different... AD is 
a major loophole in the GATT, used 
strategically by firms" [Hoekmann and 
Kostecki 199,5- 177-78). Fiiithcr, by allowing 
a unilateral national res|M)nse (anii-duinping 
duties or countervailing duties) the more 
economically powerful nations can hove a 
considerable impact on sniallcrirading lutions, 
while the reverse may not be true (Ibid: 243). 
Article 17 6 (ii) of 'Agreement on linple- 
iteniotion uf> Article Vr (the Anti-duinping 
Code) states thal where “a relevant provision 
of the Agreement udiniis of more than one 
permissible inierpretutinn. (he panel shall find 
the authorities measure lo he in conformity 
with ihe AgreemenI if n rests upon one ot those 
permissible micrpreiatioiis" As noted by 
Palmeter (1995). “a ma(or goal ol US ii-ser 
industries in the Uruguay round was to limit 
Ihc ability of GATT panels loovertum domc.stic 
decisions. The standard of review embodied 
111 the Agreement retlecls the power of the 
iiidustncs supporting AD. Tlie lobliy wassirong 
enough lo make ihis specilic issue u deal- 
breaker for (he United Stales, and it obtained 
niusi of what it .sought” 

38 'The extent lo which developing countries 
rather than industrialised enuniries arc 
dc|)endeiM upon the financial a.ssislance from 
the IMF IS illuslroted by the tact that the last 
time IMF loans were drawn by any of 'he 
industrialised countries was in 1979, namely 
hy Au.straliaand New Zealand [Gerslei 1993). 

39 Despite the fact that (he developing country 
membership has increased from 93 m 1970 
to 1.35 in 1993 Ihc voting power has decreased 
from .37 percent in l97()io 34percenl m l‘*9,3 
IGerster 1993 122) The reason lot this slate 
of affairs is to be traced to the method ol 
deienmmng voting [lower By becoming a 
member each stale acquires a tsasic voting 
power consisting of 250 voles. Tlie rulionale 
furdistnbulion of basic voles was. ndicrthan 
paying homage to the principle of sovereign 
equality of states, the need to prevent, m 
however small a way. control of the institution 
by a few countries, an objective at thal point 
artieuiated and shared by the US This role of 
basic votes has suhstuntially eroded in the la.si 
five decades. While the iiicinbership of the 
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artninisatitin has increased from 44 in 1947 
to 175 in i<iKt 3 the propontoo of basic votes 
to total votes has dccteiised from 12.5 penxnt 
in 1947 to per cent m 199.5 (Ibid: 1.25). In 
addition to basic volet each stale receives a 
tuither vote for every I.OO.CXX) SDRs of its 
IMF quota, quotas arc determined (at least in 
theory) m accordance with the importance a 
particular country has in the world economy, 
and thus its capacity to contribute to the 
convertible financial resources of the Fund 
The weight of subscription-based voting power, 
as would he evident, has incieosed from K7.5 
percent in 1947 to97 percent in 1995 It only 
needs to be added that decisions concerning 
stabilisation and adiuslincnl prograinines 
merely require an unqualified maiority of 
.50 per cent. 

40 This fact is of importance because countries 
like Saudi Arabia have most often the same 
inteiests ils other ciedilor developed countries 
(Fergusan I9({lj 2l9j 

41 The relative lack ol concern in the period prior 
to that cun be traced inter aim to the fact tliat 
the IMF "was peripheral to the broad 
opcniiionuli.satiofi of international economic 
relations’' [Fcrgu.san 198K;K4]. 

42 This was particularly after the unilateral 
dcct.sion of the US on August 15, 1971 
regarding the convertibility of its currency and 
Its negative impact on the third world countries 
(ibid KK and 107) 

45 Article 10 of the Charter stated: "All states 
are juridically equal and. as equal members 
of the international community, have the right 
to participate fully and effectively in the 
inieniutional dccision-making in the solution 
of world economic, financial and inoneiaiy 
problems, mtrr alia, through the appropriate 
intermutonal organisations in accordance with 
their existing and evolving rules, and to shore 
equitably in the benefits resulting therefrom". 

44 On the notion of relative inequality .sec 21nmorj 
(1980:6t)5) and Chimni (I987-95-98) 

45 As Fergusan (1988 '91) has noted. “In the Fund 
it.self. by the end of the 1970s, they were 
arguing for a .specific quantitative limit to the 
quantum of quotas they should be allotted, as 
a group Tliey pies.sed fur 45 per cent of Fund 
quotas" 

46 Iniheseregards.seeGersierf 1995.126-27) As 
Fergusan 1 1988:99) hits noted: "There are three 
ways, theoretically, to effect adjustments in 
voting power m tin.* IMF. The first way is by 
changing the quantum of basic votes granted 
by each member - un approach t hat necessitates 
nn amendment of the Articles. The second way 
is to obtain changes in the criteria that are used 
for the ullocaiion of quotas... And. finally, on 
improvement in the relative economic 
perfonnanccofcountncshasiraditionallybeen 
rewarded by increa.sed quotas in the Fund " 

47 UN Newxtelier. vol .52. m> 6. February 8.1997. 
p 2 .See for a list of '.'ichieveinents' 'The UN 
and Business' A Global Partnership'. UN 
New.tleiier. New Delhi, vol 55. no 28. July 11. 
1998. p 8 

48 Indeed, transnational capital is able to influence 
the agenda-setting as was 'evident at the 
UNCED III June 1992'. According to Thomas, 
''transiiutionals played a formative role in 
shaping the Rio agenda, aided by their financial 
support for the conference, and the high-profile 
role and die access given to the Business 
Coiiiicil foi .Sustainable Development by 
conference chairman Maurice Strong. At the 
behest of ilie U.'! all references to transnational 


corporations were removed from Agenda 21 ” 
(Tbomt»:l2]. 

■49 According to Cox (I995;62), among (he 
features of international institutions which 
express their 'hegemonic' role are the 
following: (I) they embody the rules which 
facilitate the expansion of hegemonic world 
orders; (2) they ore themselves the product of 
the hegemonic world order; (5) they ideo¬ 
logically legitimate the norms of the world 
order; (4) they co-opt theelite from peripheral 
countries: and (5) they absorb counter- 
hegemonic ideas. 

.50 For an application of this understanding to the 
Offtce of the United Natipns High Com¬ 
missioner for Refugees (UNHCR) see (2himni 
(forthcoming). 

51 This .statement should not in any way be read 
to imply a defence of the actions of the Iraqi 
regime which clearly violated the norms of 
international law in invading Kuwait. Nor 
should it in any way be seen as excusing its 
terrible human rights record. 

52 Said here makes reference to Fouad Ajami’s 
article. 'The .Suiiimer of Arab Discontent', 
FiireiKH Affahs. vol 65, Winter 1990-91. See 
ul.so |Ak.soy and Robins 1992:202-151. As 
they put It; “The war in the Persian Gulf was 
ca.q asaglubol confrontation between humanity 
and bestiality, a battle between civilisation and 
barbarism. This was a war to defend the 
principles of modernity of reason against the 
forces of darkness. It was in this cause that 
the smart weapons of the west meted out what 
was projected as a moral kind of violence In 
this cause, the angels became exterminators” 

(p 202). 

5 5 See the annual Human Development Reports 
in this regard 
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How GkK)d Are India’s Industrial Statistics? 

An Exploratory Note 

R NaganJ 

There is a growing perception of o steady deterioration of the quality of India’s industrial statistics. Is 
this perception justified? To find out, this study examines the quality ofthefndex of Industrial Production, 
and .wine n.Kpects of the Annual Suney of Industries, and the National Accounts Statistics. The study also 
examines if (a) the popularly used financial indicators really reflect the underlying investment trends, and 
(h) the e.xpected association between electricity consumption and industrial output holds. Though exploratory, 
the findings reported seem to support the growing perception. 


ACCURATE and up to date industrial 
statistics are essential for policy, be it 
public or corporate, in an era of economic 
'planning' or rclonns'. There is a growing 
perception that the quality of India’s 
industrial statistics has deteriorated over 
the years. This exploratory note seeks to 
find out 1 1 .'.iich a perception has any basis, 
with respect to some of the widely used 
industrial statistics. 

.Section I. examines the quality of the 
Index of Industrial Production (IIP) - the 
most widely used leadingoulput indicator. 
Development hnance institutions' 
disbursements of long-term credit, and 
mobilisation of capital in the primary stock 
market are widely used to forecast corporate 
investment activity How useful the.se are 
to predict domestic fixed capital formation 
is examined in .Section II. In a modern 
industrial economy, there is expected to 
be a close technical rclalion.ship between 
electricity consumption and manu- 
tacturing output. Docs such a relationship 
hold m the Indian context, we find out in 
Section III. With the rapid growth of the 
unorganised manufacturing, there is a 
widespread belief that the value added in 
this sector is significantly underestimated. 
Section IV provirles some indication of 
this tendency. Section V discusses some 
evidence ol growing problems with the 
Annual Survey ol Indu.strics (ASI). 
Section VI concludes by summarising the 
main findings ol the study. 

The questions asked are. how reliable 
are these leading (and lagging) indicators 
ol inanutactunng output and investment'.’ 
Do tlicy accurately and consistently reflect 
the iindeilying trends, given that the 
prtKiuction and the organi.sational stiuc- 
tures are becoming increasingly complex? 

1 

Index of Industrial Production 

Index of industrial production (IIP) - 
available monthly, with the least time lag 
- IS one ol the most widely used leading 
indicate',IS ol industrial production. 
National Accounts .Statistics (NA.S) 
contains annual value added and capital 


formation estimates, with over one-year 
lag, separately for the registered and un¬ 
registered manufacturing. Disaggregated 
value added estimates for two-digit 
industry groups are available with over 
two-year time lag. The NAS is the only 
source of estimates for the unregistered 
manufacturing value added and invest¬ 
ment. The ASI Summary Results of the 
factory Sector that provide the dis- 
aggragated data - at three-digit level and 
by states - are available with a lag of at 
least three years.' 

Manufacturing sector coniititutes over 
four-fifths of the HP’s weightage, the 
remaining being mining and electricity 
sectors. The index is available for 18 two- 
digit industry groups; and for five use- 
based, three input-ba.sed and two sector- 
based categories fRBI 1986J. Source of 
the primary data for estimating the index 
is voluntary reporting of monthly output 
by firms with equipment investment of 
over Rs 20 lakh in 1980. However, since 
in some industries small-scale .sector domi¬ 
nates, they are also reportedly included in 
the index. 

Last year, after a gap of over a decade, 
a revised HP was introduced with 
l99.')-94as the base year. Reportedly, 
the number of items included in the 
1993-94 series is substantially larger, and 
II is inlenilcd to include even more items 
trom the small sector as and when data 
become available.^ Does the revised index 
really represent an improvement? In other 
words, is it better at reflecting the under¬ 
lying production trends? Wc contend that 
it probably is not, for the following reasons. 

Periodic revision of any index numbers 
i.s desirable to acarunt for the changes in 
the compositi n of the ba.sket of goods 
that they represent. During the 13 years 
since the last revision, the industrial output 
has grown annually at over 8 percent, and 
with considerable changes in its com¬ 
position. Therefore, the HP’s revision is 
welcome, to the extent the new index 
better captures the changes in the output 
composition. In fact, this has been a routine 
matter with the official agencies as the 


index has been revised five times since 
1950. roughly once a decade. 

However, the other problem remains. 
The inadequate and poor quality of the 
primary production data used for 
estimating the index is perhaps far more 
significant. Unfortunately, the revi.sion 
does little to correct it. Reportedly. 18 
official agencies supply the primary data 
for estimating the index, though most 
important of them alt is the Department 
of Industrial Policy and Promotion (earlier 
DGTD) that provides data on the manu¬ 
facturing .sector. 

Development Commissioner. .Small 
Scale Industries (DCSSl) is reportedly 
responsibleforsupplying data tor 18 items 
of this sector. However, this agency seems 
to be unable to do so. To quote the press 
release issued to notify the new IIP, “In 
the ab.sence of regular monthly production 
data from the unorganised sector, the item 
basket has been identified on the basis of 
data from the registered sector only. 
Further, the source agency (DCSSl) could 
not line up the production data for the 
items of the revised .serie.s’’ (p 5. emphasis 
added).^ Evidently, the index doc5 nut 
capture the unregistered manulacturmg at 
all - contrary to the official claim and its 
endorsement by many commentators 
[Pradhan and Saluja 1998b]. 

On the face of it, there are rca.sons to 
believe that the quality of the pri mary data 
has deteriorated over the decades. In a 
regime of industrial licensing, firms 
conceivably hud an intcre.st in voluntarily 
reporting their output: and the official 
agency perhaps had some administrative 
powers to ensure compliance. In other 
words, since the data generation process 
was a by-product of the regulatory regime, 
the index was perhaps more representati ve 
of the underlying production trends. 

However, .since the mid-1980s - and 
especially since 1991 - with a steady 
decline and deregulation of output and 
investment controls, firms have little 
incentive to report their output to the 
ofUciai agency.^ Moreover, the officials 
have little leverage to enforce any rule in 
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(hit regard. So, it is likely that non¬ 
reporting has gone up, and the index could 
have become increasingly unrepre¬ 
sentative. 

To test this proposition, we compute 
simple correlation coefficient of annual 
growth rates of the IIP and the NAS series. 
This assumes that the NAS series - that 
is, in turn, ba.sed on the ASI data (except 
for the most recent two years) - is a more 
accurate representation of the underlying 
production trends. First, the correlation 
coefficients are estimated between the 
growth rates ofthe IIP and (i)the registered 
and (ii) the total manufacturing.^ These 
are done for two sets of overlapping time 
series data; (i) 1970-71 to 1984-85, and 
(ii) 1980-81 to 1995-96, corresponding to 
IIP with ba.se year 1970-71, and IIP with 
base year 1980-81, re.spectively. 

Table I shows that for Period-I, the IIP 
growth rate is slati.stically .significantly 
correlated with both the registered and 
total manufacturing growth rates. 
However, for Period-II, the correlation 
coefficient between the IIP and the 
iegi.steredmanufacturingisnot statistically 
significant. Further, if we restrict the time 
.series in Pcriod-11 up to 1990-91, then 
there is no statistically significant 
correlation between the IIP and either 
registered or total manufacturing. If we 
take shorter time-periods, then the 
association becomes perverse, as illustrated 
in Table 2. wherein Periial-II is divided 
into three sub-periods. Therefore, there is 
some basis to believe that increasingly the 
IIP has become unrepresentative of the 
underlying output trends, as reflected in 
the ASI data. 

How does the association between the 
IIP and the ASI look at the di.saggregated 
levelVTo find out, we do a similarcxercisc, 
by estimating correlation coefficients of 
the growth rates at two-digit industry 
groups. The answer is no, as must of the 
correlation coefficients are not statistically 
significant and. there is no systematic 
pattern to those that are statistically 
significant (Tables 3 (a) and (b)). There¬ 
fore, it is reasonable to infer that neither 
in the period of licensing (1971-85), nor 
in the regime of dercgulati.m (1981-95) 
was the IIP an accurate predictor of value 
added at two-digit industry level. 

To .summari.se the findings of this 
.section; 

(1) For the period 1971-72 to 1985-86 
(Period-1), growth rates of IIP for manu¬ 
facturing is highly correlated with those 
of (the registered and total) manufac¬ 
turing value added. However, thtsassocia- 
tion turned statistically insignificant 
during 1980-81 to 1995-96 (Period-II). 
The associations weaken further and 


turn perverse for sub-periods since 
1980-81. 

(2) At two-digit industry groups, during 
both the sub-periods, thoe is no statistically 
valid association between the growth rates 
of the np and (the registered and total) 
manufacturing value added. 

From these, one can reasonably infer 
that the IIP never accurately predicted 
manufacturing growth rates at a disaggre¬ 
gated level. Though for the manufacturing 
.sector as a whole the IIP could have been 
well used as a lead indicatorfor the 1970s, 
it cannot be used to predict manufacturing 
value added in a period of deregulation 
(in the 1980s and beyond). 

Clearly, the IIP has deteriorated over the 
last two decades. This is mainly because 
the primary data that is used for computing 
the index has become poorer in quality and 
probably scarcer in quantity. The recent 
official press note in fact admits it: “For 
the registered sector... the quality of 
production data supplied by the major 
.source agencies suffer from substantial 
non-response on the part of manufacturing 
units and consequential csti mation resorted 
to by the source agencies.... The industrial 
growth based on the revised IIP do not 
therefore, seem to reflect the perceived 
ground realities ' (p 3. emphasis added). 

Therefore, no amount of updating and 
refining the HP's weighting diagram can 
compensate for lack of reliable primary 
data that are used for computing it. 
Evidently, the official agency is well aware 
of the problem. To quote the press release 
once again. "In orderto improve the quality 
of production data, the Department of 
Statistics is having rcgularinteraction with 
the source agencies to improve thcirsysiem 
of data collection and estimation pro¬ 
cedures. It is expected that the quality of 
data will improve in the near future”. How 
will ‘regular interactions' ensure better 
data collection? They probably will not. 
unless the firms face a credible incentive 
(and a threat) to supply the data.*’ 

II 

Financial Data and Trends 
in Fixed Investment 

Development finance institutions' 
(DFIs) sanctions and disbursements of 
long-term credit have been widely used as 


lead indicators of private corporate invest¬ 
ment. This is based on Samuel Paul and 
Rangaraj an’s (1973) shon-term forecasting 
model that has bee.n regularly updated for 
over two decades now,^ Does tlic flow of 
long-term credit really prediclfixed capital 
formation in the private corporate .sector'? 

To test the proposition, we computed 
simple correlation coefficient between the 
annual growth rates of fixed capital forma¬ 
tion in pri vate corporate sector (N AS data) 
and disbursement of long-term credit (both 
in nominal terms) for the period l965-6t 
to 1995-96. Since fixed capital formatior 
is likely to spill over into more than one 
year, we have also estimated the correlatior 
coefficient with one year lag. Table A 
shows that for none of the time-period! 
is there a statistically significant correlatior 


Table 2; Comparison op thp ASI and IIP 
Growth Rates over Three Sub-Periods 


Average 
of Years 

Total Registered 

Manufacturing Manufacturing 

np 

1981-85 

62 

7 7 

S.l 

1986-91 

7.t 

7.,‘i 

8.9 

1992-96 

66 

7 1 

6,4 

1981-96 

8.8 

I.S 

7.2 

Source • NAS, various 

issues. Economic 

one 
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Table 3 (a): Simple Correlation Coeithtents 
BP nWEPN THE AnNUAI GROWTH RaTES OF THE IIP 
ANO THE NAS Value Adupd Sf-RIPs. ai I.S 
2 DiCiir Industry Groups 


Average Growth Registered 
Rale for Years Manufaciunng 

Total 

Mannfaciunnt 

l971-72/l974-7.'5 

0.168 

0 480* 

1975-76/1979-80 

0.349 

0 433* 

1980-81/1984-85 

-0.437 

-0.230 

1970-71/1984-85 

0.176 

O.KM) 


Source. Same as in Tabic 2. 


Table 3 (b)- Simple Correlaiion Coffucients 
BETWLP.N THE ANNUAL GROWTH RaTES OP THE IIP 

AND THE NAS Vai.ui: Addfo Serii;s. for I 5 
2-Dioit Industry Groups 


Average Growth Registered 
Rate for Years Manufacturing 

Total 

Manutoclunnj 

1980-81/1984-85 

0.128 

i-)O.I7(»» 

'985-86/1990-91 

(-)0 22t 

0.694* 

1991-92/1994-95 

0 450'* 

(-)|I278 

1980 81/1994-95 

(-)(). 241 

0 430 


Source. Sann: as in Table 2. 


Table I; Simpi.e Correi.at)on Coepticients betwefjs Annuai Growth Raips or IIP a.sd NAS 
MANUFACniRINll Valiie Added 


Correlation Coefficient between 

Period I 

Period II 

Penod ni 

IIP and NAS 

(1970-71/1984-85) 

(1981-82/1995-96) 

(1981-82/1990-91) 


(M 

12) 

It) 

Regi.stered manufacturing 

0.741* 

0 440 

(-)0 403 

loial manufacturing 

0.701* 

0 706* 

(-) 0 007 


* .Statistically significant at S per cent confidence interval, in a twu-iailcd lest. 
Source: NAS and Economii Survey, various issues. 
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between the DFIs disbursement and 
corporate fixed investment. However, 
during the period of industrial licensing 
(1995-80) the correlation is valid with 
one-year lag. But this cea.ses to he so in 
the period of deregulation (1981-96). 
suggesting that while long-term lending 
could have been used as a lead indicator 
in a period of investment licensing, it 
cannot be used in the liberali.scd regime. 
The absence of the association in recent 
years is widely believed to be due to DFIs* 
growing practice of ‘ever greening’: loans 
disbursed to defaulters that are often used 
to repay old debts. As the data on dis¬ 
bursements net ol ever greening arc not 
publicly available, the widely held belief 
cannot he tested. 

Similarly, in recent years, capital raised 
by initial public «)ffcring in the primary 
stock market is also widely used to predict 
corporate investment trends in the short 
to medium term. This measure too has an 
intuitive appeal. But is it empirically valid? 
Table S shows that ihe.se results are similar 
to the above findings: In the regime of 
industrial licensing (1962-80). total capital 
rai.sed in the primary stock market is 
positive and .statistically significantly 
correlated with corporate fixed investment. 
This is true even with one-year lag. But 
the relationship ccu.ses to cxi.st since the 
1980-81. Therelore. in the pre.scnt context, 
the primary stock market mobili.sation has 
little relation to corporate fixed investment. 

III 

Electricity Consumption and 
Industrial Output 

Sincealmo.st all modern manufacturing 
industries use eloclriciiy as moli ve power, 
and since there is a broad technical 
relationship between electricity use and 
value added, growth in electricity con¬ 
sumption. m principle, can be used as a 
pnixy for industrial output growth. To 
test this proposition, wc estimated simple 
correlation coefficients between annual 
growth rales ol industrial output and 
electricity consumption (Table 6). None 
of these correlation coefficients are stati¬ 
stically significant, though all of them 
have the expected positive sign. Since, in 
principle, there is a technical relationship 
between the two variables, lack of 
correlation suggests incorrect recording 
ol inputs and output. 

IV 

Underestimation of Unregistered 
Manufacturing Output 

Over a long period, there is a positive 
and statistically significant correlation 
between the growth rales of the registered 
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1 ^ the unregistered manufacturing value 
added that are reported in the NAS. 
Therefore, one may believe that the growth 
rates of unregistered sector are reasonably 
satisfactory, despite some widely known 
output underestimation (of level of value 
added) in this sector.^ However, careful 
micro studies have repeatedly hinted at the 
growing manufacturing activity in un¬ 
registered sector that escapes the official 
estimation. While such a criticism has an 
intuitive appeal, it has been difflcuit to 
substantiate it in the aggregate. We now 
provide .some evidence that seems to lend 
credence to the widely held suspicion. 

Between 1977-78 and 1993-94, while the 
unregistered manufacturing .sector’s share 
in total manufacturing value added dec¬ 
lined by 4 per cent, its share in total 
manufacturing employment has increased 
by 5.1 percent (Figure I).’These changes 
can be reconciled only under the as.sum- 
ption that the growth rale of value added 
per worker (labour prrxluctivity) in un¬ 
registered manufacturing has been growing 
slower than that in registered manu- 
f.icturing. 

Since value added in unregi.stcred sector 
IS a product of (i) number of workers and 


> » 

(ii) benchmark estimate of value added 
per worker, the underestimation could be 
because of either variable. A preliminary 
scrutiny ruled out underestimation of 
number of workers, as they seem to be 
based on decennial census and the NSS 
estimates. Since the e.stimateti of value 
added per worker arc allegedly outdated, 
this possibly accounts for the under¬ 
estimation of value added. 

Thisseemstobebomeoutbytheexercise 
reported here, examining the relative move¬ 
ments in the growth in value added per 
worker, and fixed capital stock per worker 
during 1981-91 in the registered and un¬ 
registered manufacturing sectors. It was 
found that for 100 units increase in fixed 
capital per worker in registered manufac¬ 
turing. value added per worker increased 
by 156 units. However, in unregistered 
manufaeturi ng, the corresponding increase 
in value added per worker was only 88 
units. Relatively slower growth of value 
added per worker in unregistered 
manufacturing seems to suggest t)ndcr- 
estimation of value added in this sector 
due to usage of outdated parameters. 

The parameters could be outdated (or 
under-reported) tor the following rea.sons. 


Table 4; Simple Owrelation Coefhcient between Nominal Anni'ai Growth Ratls ok DFI.s' 

()l.SBURSKMENT AND CORPORATE GFCF 


_With One-Ycar Lag 

Years No of Corretalion No of Correlation 

Observations Coefficient Observations Coefficient 


l%.S-65/1979-8() 

11 

0.0 

14 

0 662* 

1980-81/199.^-96 

16 

0.0 

11 

0.118 

196.<i-66/199.1-96 

.^1 

0.0 

30 

0 140* 


‘Statislically significant at lea.sl 1 per cent level. 
Slum e: RBI Currenvy and Financf, and NAS. 


Table 5: Simple Correlation between Annual Growth Rates of Nominal Captiai Raislo in Stock 
Market and Gross Fixed Capital Formation in Private Corporate Slitor 


With One-Ycar Lag 


Years 

No of 

Observations 

Correlation 

Coefficient 

No of 

Obiiervations 

Correlation 

Coefficicnr 

1961-62/1979-80 

19 

0.446* 

18 

0.424* 

1980-8I/I99.S-96 

16 

O.IOI 

15 

l-)0.211 

1961-62/1995-96 

.*«1 

0.246 

34 

0.0f>8 


**Significant at 5 per cent level, ••• .significant at 10 per cent level. 
•Saim e: Same as in Table 4. 


Table 6- Curri:lation of Growth Ratfj of Ellctricitv Consumption and Indus miAi. Oiopln 


C orielation Coefficient between 

Years 

No of 

Observations 

Coefficient of 
Correlation 

(i) IIP manufacturing and energy sales 

1981-82/1993-94 

13 

0.425 

(li) Real GDP in regd mfg and energy sales 

1981-82/1993-94 

13 

0.276 

(lii) Real GDP in total mfg and energy .sales 
(iv) Real GDP in red mfg and real value 

1981-82/1993-94 

13 

0.284 

of fuel used 

1973-74/1993-94 

20 

0.243 


Aaien: In (i), (ii) and (tii) above, energy sales refer to public utilities' sale of electricity to industry 
in physical quantity. In (iv), it is value of fuel consumed by tcgisteKd manufacturing 
industries a.s reported in the ASI deflated by price index for fuel. 

Saurrr: NAS. ASL and Publir EUriricily Supply: All India Slaii.^tiv.s. vanous issues. 


Economic and Political Weekly February 6, 1999 



FnuitE i: (JNREOieTEitBD MANWAcnnimo 
Sbcroft’s Share in Total Manufacturino 
Employment and Value Added 



Year 



Year 

— No of Factories 


Q Employment ■ Value added 

Fiuure 2: Share (H- pArroRY Sector in Census 
MANUEAC rURING EmPU>VMENT 



Year 

First, labour productivity could have 
significantly gone up with diffusion of 
electricity as motive power that has 
occurred during the last I wo decades. 
Second, unregistered manufacturing has 
wiincs.sed a steady growth in fixed capital 
formation, thus indicating a steady growth 
in potential output. Finally, since un¬ 
registered manutacturing. unlike the regis¬ 
tered seciLtr. operates under competitive 
conditions (due to low entry barriers), it 
is reasonable to argue that inve.stment and 
employment growth in this sector would 
have occurred mainly under private profit¬ 
ability considerations. In other words, on 
the face of it, growth in wage employment 
and fixed capital formation in this sector 
is unlikely to have occurred unless the 
increase in labour productivity more than 
compensated the cost of capital and labout. 
Therefore, we have a reasonable basis to 
argue that parameters of value added per 
worker used for unregistered manu¬ 
facturing are likely to be underestimated. 


which accounts for the growing under¬ 
estimation of value added in this sector. 

V 

Annual Survey of Industries 

In principle, all factories registered under 
the Factories Act (under section 2m(i) and 
(It)) arc included in the Annual .Survey of 
Industries (ASI). Tlie universe of the A.Sl 
is the live register of factories maintained 
by the Chief Inspectorate of Factories in 
each state. Therefore, the ASI’s coverage 
can only be as good as the factories' li.st. 
11ndcr the Collection of Statiiitics Act (and 
related laws), all registered factories are 
expected to file an annual return. Every 
year, the CSO conducts a census of all 
I actorics employing SO workers and above 
(100 workers and above without using 
power). Sample surveys - covering one- 
halt of all registered factories employing 
between 10 and SO workers (20 and 100 
workers without using power) - are con¬ 
ducted every year.*' 

How good are these estimates? Re¬ 
viewing the methodology, Pradhan and 
Saluja (1998a) said, “For the organised 
manufaciuring industries fairly reliable 
data are available annually, but with a 
considerable time-lag” (p 1270). This view 
needs to be re-examined for three reasons; 
(I) incomplete coverage of factories, 
(li) under-reporting of workers in factories 
covered, especially in small factories, and 
(lii) under-reportingof value added.' ^ With 
the size .structure moving towards the 
smaller sized factories within the factory 


sector and into the unorgani.scd sector, 
(i) and (ii) are believed to have increased 
significantly (Nagaraj 1994). 

To illu.stratc the extent of non-recording 
of factories and changes in them, we 
compared the number of factories in ASI 
in manufacturing with number of 
establishments in manufacturing emplo¬ 
ying 10 or more workers in economic, 
censu.ses of 1980 and 1990.'^ In 1980, 
number of factories in A.SI fonned less 
than one-half (48 per cent) of manu¬ 
facturing c.stablishmcnts in the census. 
Even if a variety of manufacturing establi¬ 
shments are exempt from the Factories 
Act, the fact that over 50 per cent of them 
have not rcgfAtered under the act suggests 
a gross extent of under-reporting of 
factories (Figure 2). This iscon.si.stent with 
evidence from many micro level .studies. 
More significantly, the proportion of 
factories registered under the Factories 
Act fell by 5 per cent, to 4.3 per cent in 
1990 suggesting a rapid growth ol under¬ 
reporting of factories.*'* 

This finding can be corroborated with 
other evidence as well. During 1980-90, 
when registered manufacturing value 
added grew annually at over 8 pci cent, 
with a steady delicciising of investment 
and output controls resulting in consi¬ 
derable new entry into manufacturing 
industries, yearly trend growth in number 
of factories was as low as 0.9 pei cent. 

Under-reporting of value added is 
another important problem (hat has been 
repeatedly pointed out by careful studies. 
Rq| (1986) sugge.stcd .sen ous undcrest i ma- 
tion of value added in registered manufac¬ 
turing due to growing tax evasion. * '* More 
recently, T N .Srini vasan (1994) reiterated 
the same point: “... given the incentive for 
evasion of exci.se and other taxes, there 
arc reasons to believe that value added 
data may be biased and the extent of the 
bias could be varying over time” (p 9). 

The above mentioned problems of 
increasingly poor coverage and probable 
under-reporting of value added can be 


Table 7' Growth in Steel Industry 

(Average annual growth rale) 



Years 

Finished Steel 

Hot Metal 

Real Gross Value 

Real Gross 



(in Physical 

(in Physical 

of Production 

Value Added 



Units) 

Units) 

(ASI Series) 


(i) 

1980-8 I/I 994-9.3 

5 7 

5.1 



(ii) 

198.3-86/1994-95 

5 7 

5.6 



(hi) 

1981-82/1994-95 


5 4 

4.1 

5 4 

(iv) 

1985-86/1994-95 



6.7 

5.9 


Note: Gross value of output and gross value added include NIC 3.t0, 3.31. 332. 
Source: ASI Sumnutry Rexullx and SAIL YearBiuil. various issues 
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illustrated by the following example of 
steel industry. As shown in Rgure 3, 
number of factories in 3-digit industry 331 
(‘manufacture of semi-finished iron and 
steel products in re-rotting mills, cold¬ 
rolling mills and wire drawing mills) has 
sharply fallen from about 3.200 till 1988-89 
to about 1,400 thereafter. On the face of 
it, It could he due to a reclassification, 
to accommodate a change over from 
NIC 1971 loNIC 1987 Butacto.seperu.sal 
of data did not suggest any. airrespon- 
ding increa.se in other steel related 3-(ligit 
industry groups. Therefore, we suspect 
that enumeration has become incomplete, 
untess there is evidence of a large-scale plant 
closures. 

The sharp tail in number of tactories 
in this industry is in contrast to other 
evidence, mainly from the corporate 
sector.'*’ .Since mid-1980s, in rcspon.se to 
dclicensing. there has been considerable 
expansion of existing firms, and new entry 
into the industry. Moreover, there .seems 
to have been a change in the prtxluct 
mix infavourof'Hat' products and techno¬ 
logical upgtailation leading, in principle, 
to greater value addition per unit of output 
- for example, automobile grade flat 
products ot thinner gauge and greater 
width. 


Table 6 shows estimated growth rates 
of output from SAIL Yeat Book, and real 
gross value of production and gross 
value added using AS/ data. Evidently, 
growth rates reported by different meas¬ 
ures are roughly of same orders of magni¬ 
tude. However, given the changes in the 
industry since delicensing in mid-1980s, 
many indications suggest an increase 
in value added to value of production 
ratio. Since this is not revealed in the 
growth rates reported above, one suspects 
that value added estimates may he under¬ 
estimated. 

VI 

Summary and Conclusion 

Reliable and up to date statistical 
information is vital for economic decision¬ 
making. both at the micro and at the macro 
level. This exploratory note tried to assess 
the quality of some of the widely used 
industrial statistics. IIP is the most widely 
used leading indicator of output trends, as 
ii IS available monthly, with least time lag, 
and with analytically meaningful dis- 
aggregation. NAS is the only source of 
data for the unregistered manufacturing 
value added and capital formation. ASI 
provides detailed information on regi.stercd 
manufacturing, though with considerable 


timelag. Long-term creditby development 
finance institutions (DFIs) and the initial 
public offerings in the primary capita] 
market are also widely used to pr^ict 
fixed investment trends in the private 
corporate sector. 

How reliable are these data sources? 
Have their quality deteriorated over time? 
This note sought to answer these que.stioas, 
using simple correlation coefficient 
method to time .scries of annual growth 
rates. The following are the main results. 
(I) Annual growth rates of the IIP for 
manufacturing and value added in manu¬ 
facturing (registered and total) sector are 
highly coirelaled, for the periods 1971-85 
(Period I). But the association turns 
statistically insignificant for 1981-96 
(period II), and parts thereof. Correlation 
between the IIP and the ASI for cross- 
.scction of 2-digit industry groups is not 
statistically significant for both the time 
periods. .Since the IIP i.s a lead indicator, 
it could have been used to predict value- 
added trends in Period I, that is. during 
the regime of investment and output 
licensing. However, it cannot be used in 
the same way in the liberalised regime 
(Period II). The .study supports the view 
that the quality ot IIP ns deteriorated since 
the 1980s with gradual indu.sirial 
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Ekiavya InatHuta of Teacher Education (EITE) is a new 
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de^guiation, as much of the primary data 
forestimating the index was a by*(mxiuct 
of the regulatory regime, 

(2) Widely used information on (i) deve¬ 
lopment finance institutions' sanctions and 
disbursements of term loans and (h)capita] 
raised in the primary capital market is not 
correlated with fixed capital formation in 
the private corporate sector since 1980-81. 
Therefore, this financial information is a 
poor predictor of the real trends in the 
deregulated regime. 

(3) In principle, though there is a strict 
technical relationship between electricity 
use and manufacturing value added, in 
reality this association was not found to 
exist in India, This finding questions the 
quality of the recorded information on 
electricity input and value added estimates. 

(4) During 1977-78 and 1993-94. while 
the employment share of unregistered 
sector in total manufacturing has gone up, 
the corresponding value added share went 
down. These inverse movements can he 
reconci ied only under the assumption that 
the labour productivity growth in unregis¬ 
tered munulacturing is lower than that in 
the registered sector. A closercxamination 
seems to strengthen the suspicion that the 
parameters of value added per worker u.sed 
in computing output could have been 
seriously underestimated. 

(5) In recent times, the ASI seems founder- 
report number ol factories and hence value 
added even in a well-organised industry 
like steel. It. thcrelorc. rai.ses suspicion 
that the quality of the ASI data is declining 
in recent years. 

Admittedly, results of this exploratory 
efiort have yielded only bits and pieces 
of evidence on the quality of the data. 
They nevertheless seem totell arcasonably 
consistent stoiy: India's industrial data 
system lias weakened over the years, and 
therefore the iniormation may nut reliably 
capture the underlying real tendencies. 
Many of the widely used indicators and 
presumed technical relationships have 
little empirical validity. This finding 
supports the popular perception of the 
deteriorating data quality. If this inference 
is correct, then there is an urgent need for 
athorough re-cxamiiiation. and revamping 
of the statistical sy.stem. 

Notes 

[Following the u.<iuul disclaimer, the author thanks 
K V Kamaswumy, M H Suryanarayana and 
A Vaidyanathun for their deloilod comments and 
suggestions on earlier versions of this study.] 

1 For a detailed account of the strengths and 
limitations of all these sources of data, see 
Pradhan and Saluja (1998a). 

2 Pradhan and Saluja (199Mb) gives details of 


the revision that the DPhas rceently undergone. 

^ Brief Note on the Revisian of Bose Year of 
Index of Industrial Production from 1980-81 
to 199.1-94 (undated). 

4 In fact, the CSO officials have admitted 
this. Toquote Kulashiestha and Kolli (1995): 
"After liberalisation, some of the miyor units 
including some of the PSUs have not been 
furnishing returns. This makes the estimation 
procedure for non-responding units very 
difficult in the alKence of information on 
whether the unit is in existence or closed, or 
on strike or on partial operation. Govemment’s 
efforts to persuade the units to furnish returns 
now met with little success. The (X)l have 
subsequently issued a Press Note... reiterating 
the requireinenl of submission of returns by 
the industrial undertakings to concerned 
technical agencies. Despite this, the coverage 
of units has been steadily declining”, (p 12.5) 

5 Unless otherwise mentioned, idl variables in 
this paper are in real terms. 

6 A report in 7'hf Times India (January 16, 
1999) .said, ‘The Department of Statistics has 
not released the industrial production figures 
for November 1998 on the ground that the 
data provided by the department of industrial 
policy and promotion (DIPP) on manufac- 
tunng sector 'suffers from lack of quality' ... 
‘Ue.spite repealed effiirts, the DIPP ,. has 
not furnished the information regarding item- 
wise response rate as well as tlic method 
orestinulion or non-response' Mr Asihana 
[Secrelory -in the department ot Stalcstics] 
said (p 17) 

7 Till 1982, Kangarajon’sforec.isl of corporate 
invc.simeni was reported in the Ec<momtr and 
Politiial Weekly In the recent years, these 
wen* officially estimated, and reported in the 
Reserve Bank of India Bulletin. 

8 There have been many studies on the 'block 
econumy' that in fact looked carefully at 
specific unorganised manufacturing industries 
like power loom weaving, dyestuffs, etc. Most 
of them estimate the extent (level) of 
underestimation without saying if the block 
economy is growing faster than the measured 
economic output. 

9 This method of looking at the relative 
employment and value added shares to detect 
output underestimation is an old one, widely 
used m studying the tong term trend by Arthur 
Burns and Simon Kuznets. 

10 Sources of data for Figure I are, NSS employ¬ 
ment and uiKinployment surveys, and NAS. 
various issues. 

11 ForacarefulandfullerdescripdonoftheASrs 
methodology. see Pradhan and Saluja (1998a) 

12 Growingnon-rc.sponse to ASiis widely believed 
to be yet another reason for deteriorating data 
quality On a closer examination, we did not 
find any statistically significant deterioration 
:n the extent of non-response over the period 
1980-81 tol994-9.S. 

1.1 These figures refer to all-India, excluding 
Assam, as the censuses were not conducted 
in that state. 

14 This evidence on the growing extent of non¬ 
registration of factories under the factories 
act seems to reinforce findings of many field- 
work based micro studies [Nagara) 1989; 
,9ingh 1990]. But what is more .surprising as 


we discovered during our field-work il 
Bangalore city in mid-1980s, was that maii] 
medium sized factories that we hud petsonallj 
visited were missing from the factories’ list 
Though we do not have documentary eridenci 
to support our case, we do believe there is i 
case forexainining the quality of the factories 
list maintained by tlie Inspccioratc of Factories 

15 To quote Raj (l9Hh;l i) "The number o 
'registered firms', i e. those registered witi 
income tax authorities, has been increasini 
at a phenomenal rate from about the niiddh 
of the 196()s. Many of (hem ore known to tx 
used by manufacturing enterprises a 
commission agents lor purchase of inputs am 
sale of products, thereby siphoning awa; 
profits through various forms of transfe 
pricing. Underestimation of value added ii 
this manner has been ihcrcfore probahl 
increasing in scale through this period”. 

16 After delicensing of steel industry in 1985 
there was considerable new cniry into Ih 
industry as evident from capital mobilised ii 
the primary stock market and term loon 
granted by development finance iiistilutioiu 
Of the 48 listed 'mini steel' companies listci 
in Bombay Stock Exchange in 1997. hal 
entered the industry after 1985. For dclaile 
statistical information, sec the annual repoi 
of the Department of .Steel, 1997 98. 
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Decentralisation: Some Initiatives 
in Health Sector 

Devendra B Gupta 
Anil Cumber 

There have been two major kituh of reforms affecting the rural health services. One is the introduction or 
e.xpansion of user fees and the other i.' the devolution of central responsibilities to lower levels of government. 
This paper leviews the various initiatives towards decentralisation in the formulation of the several World Bank 
assisted ptojerts in population, health and nutrition with a focus on the problems which may arise in the effective 
implementation of the policy. 


I 

Introduction 

OOVERNMKNT-RUN rural health 
services in developing! countries, including 
India, are highly centralised with very little 
local autonomy either over programmes 
or resources. This centralisation is 
commonly cited as the source of several 
typical pri'hlems- (a) Services are 
unresponsive to local demands and needs, 
partly bi'caiise the population has lew 
alternatives, (hi In spile of low overall 
coverage ol services, there is excess 
capacity in infrasiriicluie. with co- 
rre.sponding shoiiagcs ol supplies and 
sometimes ol stall: (c) Sialf are assigned, 
rotated and paid with no relation to output 
of services or client satislaction, are often 
inadcqualclv or under-trained, ill- 
equip|H‘d. and commonly indulge in private 
practice; and (di Referral systems do not 
work, so many patients bypass the niral 
health inirastruclure. and when they can. 
go directly to hospitals, rai.sing costs and 
leading to more hospital and less lower- 
level investment in facilities 

In contrast, the privately-iiin and NOO- 
run services are almost totally de¬ 
centralised This IS olien mentioned as the 
reason why they are prelerred most and 
more.satislac lory tochenis who aic willing 
to use them despite highei Ices and/or 
average ipiality than they receive in the 
public sector How'cvcr. it is diHicult to 
di.sentangle the effect ol decentralisation 
trom that ol greater resource availability 
in explaining which services work better. 

In recent years, there have been two 
niujor kinds ol reforms aflecting public 
sector niral health services. One is the 
introduction or expansion of user tees 
with vaiymg degiees ol local control over 
thciruse; typically some fractionol revenue 
is It'll tt) loc.d discretion or is allowed for 
nou-salaiy l•\p^•lKlllurc‘s such as on drugs. 
Salaries conn iiiie to be paid centrally. This 
kind of relorm for insuuice has recently 


been introduced in Andhra Pradesh, 
Karnataka. Punjab and West Bengal, under 
the World Bank assisted Stale Health 
■System Project. J'he other reform is the 
devolution ot central responsibilities to 
lower levels of government (district and 
sab-district levels). This change may or 
may not always he accompanied by a 
comparable financial and administrative 
iranslcr. The panchayats in India are 
examples in question. It is also evident 
that It mailers not only who pays and 
controls various rural health and family 
velfare services, but also exactly how 

I I mds are transferred to .service pnividers. 

III this context what is more important is 
the mechanisms rather than (he sources. 

The World Bank Development Report 
(199.1). Inventing in Health, points out that 
“a policy that can improve both efficiency 
and responsiveness to local needs is 
decentralisation of (he planning and 
management of government health 
service". After making this assertion, the 
leporl shows its awareness of many 
problems that have arisen in countries 
where decentralisation has been attempted. 

I he report, further points out that “there 
have been some successes, however, that 
oiler lc.s.sons lor other eountrics”. Ugalde 
and Jack.son (1995) m their critique ol 
l'ne.\tiiig III Health find the report's 
■ .’Commendation tor decentralisation 
problematic and concur with Collins! 1989) 
that "... dcecntruli.sation is a complex 
pri icess and cannot be recommended aqru.ss 
(he board (as the World Bank has done) 
without taking into account historical, 
pi ililieal. social and geographical realities". 

In this paper an attempt is made to 
brielly trace various initiatives towards 
decentralisation in the tormulation of 
s.'veral World Bank assisted projects in 

II le populai ion. health and nut rition (PHN) 
sector in India over the course of la.st 
20 years or so. We also focus on 
problems which are likely to arise in (he 
effective implementation ot a policy of 


decentralisation in India. To begin with 
wc provide a brief background about the 
process of decentralisation which has been 
taking place tor a long time, and which 
has now culminated in the amendment of 
constitution to provide (or panchayati raj 
institutions (PRIs) in the country [For a 
detailed review of panchayati rai see World 
Bank I997|. This is lollowed by a 
description of the organisational structure 
of health .system in India.' Inter aha the 
paper also attempts to indicate the extent 
to which PRIs could be linked to the health 
sector. This is followed by a brief description 
of the elements ol deeentrali.sation that 
are incorporated in the World Bank assisted 
project in the PHN sector. 

First, a word about the meaning ol 
decentralisation. In our analysis it would 
imply the devolution ot power and 
resources to the district and lower levels 
of health administration. In its most 
developed form the centre and states would 
provide only a broad guiding framework 
and (he financial rc.sources to the lower 
administration levels, leaving planning, 
implementation, and monitoring to these 
levels. The centre still needs to formulate 
national policies, including ethical 
standards and principles ot social justice 
- lor example, issues ot equity in the 
introduction of medical technical 
innovations ~ and evaluate the overall 
achievement of public health objectives. 
Deeentrali.sation strategies shmild theretore 
endeavour to find a balance between these 
central (asks and decenirali.scd tasks. 

II 

Decentralisation in India 

The village institutions in India have 
now been in existence for a long time. 
They were called panchayats -- a council 
of five persons in a village. While over 
lime the autonomy til the.se panchayats 
gradually disappeared owing to (he 
establishment of local civil and criminal 
courts, revenue and police organisation. 
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iiHisrea.se in cninmunicationsand the growth 
ofindividualiMn. the Constitution of India 
however rightly recognised the need to 
revive these institutions. 

With the inauguration of the Community 
Development Programme in October 19S2. 
the blocks (consisting of about IS0-2()0 
villages) became the units of 
development admini.stration within the 
existing districts. In 1957, the 
Balwantrai G Mehta Committee re¬ 
commended the establishment of a three- 
tier panchayat ra) system - the middle 
tier namely, panchayat samiti at the biiK'k 
level, playing a pivotal role in the scheme 
ot decentralisation. While the village (or 
gram) panchayat constituted the lowest 
tier, the /.ilia parishad with the district 
collector as the chairman, constituted the 
top tier. 

While the (unctions entru.sted to the 
village panchuyats included village roads, 
community wells, maintenance of public 
parks, tanks, irrigation works, public 
hygiene, drainage, and otherci VIC .services, 
the /.ilia parishads were made responsible 
tor primary education, as also with 
functions relating to rural indu.stries. 
primaiv health care, medical relief, women 
andchild weltarc. maintenance ot common 
grazing grounds and other community 
landsaiul properties and provision ot inputs 
tor agricultural priHluction.Thecxtcnt and 
tempool the involvement ot the panchayuti 
raj institutions in basic planning and 
implementation ot development projects 
however ditfered considerably both 
between states and within statc.s. 

This phase of ascendancy in the history 
of the paiichayaii raj in India continued 
till 1964. This was tollowed by a pha.se 
of stagnation (1965-69) and thenofdecline 
(1969-77). This was largely due to erosion 
in commiimeiu over time to democratic 
values. Also the flow of funds lor block 
development slowed down. Where the 
party in power apprehended poor 
performance in the polls to PRls, the 
tendency was to postpone the elections 
indefinitely. Hie decline was conspicuous 
in almost every state except Maharashtra 
and Gujarat, where the primaey was with 
the top tier, namely the ZPs which had 
con.siderable administranve powers. 

The revival ot interest in panchayati raj 
came about with a change of government 
at the national level during 1977. The 
committee set up under the chairmanship 
ot Ashok Mehta re-emphasised the 
importance ot panchayati raj. and 
recommended a two-tier structure - /.ilia 
parishad at the di.strict level and inandal 
panchayat (MP) for a group ot villages, 
with a population ol 20,000-.^0.{KM) (t e. 


below the block level), the key level being 
I lie ZP. It also lecommended that thcdistrict 
siiould bethe first point.fcM'decentraUsation 
and favoured the official recognition of 
the participation of political parties at ail 
levels of panchayat elections. 

An ail round awareness for reforms in 
panchayati raj system was thus created at 
that time. Also the attempts in Karnataka 
and Andhra Pradesh to create new PRIs 
highlighted the need to transfer power of 
(lie .state to democratic bodies at the local 
level. A coipmittee was then set up to 
prepareaconcept paper on the revitalisation 
of PRIs. Among other things, the 
committee recommended that local self- 
government should be constitutionally 
recognised, protected and preserved by 
the inclusion of a new chapter in the 
Constitution. It also recommended a 
(. onstiiutional provision to ensure regular, 
tree and lair election for the PRIs and 
suggested that the election committee be 
made responsible for this task. The 
government therefore, introduced a 
comprehensive amendment bill on 
September 16, 1991 and eventually the 
( onstitution(73rd Amendment) Act. 1992 
v/as brought into effect from April 24. 
1993. 

SAi.ibNi Fi.Ari'RF..s or 73 rd Amf.ndment 

This act envisages the establishment of 
panchayals as units of local .sell- 
government. Adequate powers and 
ic'sponsibilitics would be devolved upon 
ihese pancliayats at the appropriate level 
to enable them to prepare and implement 
s.licines for economic development and 
s icial ju.sticc. 

The gram sabha or village council has 
been envisaged as the foundation of the 
panchayati raj sy.stem. It shall perform 
such lunclions and exercise such powers 
as may he entru.sted to it by the state 
h'gislatures. There shall he three-tiers of 
pancliayats at the village, intermediate and 
district levels. Only states having a 
population, not exceeding 20 lakh, have 
ihe discretion not to constitute the 
pancliayats at the intermediate level. All 
seals in a panchayat at every level are to 
he filled by direct elections from territorial 
constituencies demarcated tdrthis purpo.se, 
v'lth the ratio between the population of 
such constituency and the number of seats 
allotted to it being the same throughout 
(he panchayat area. 

Further, a distinguishing feature of the 
panchayati raj legislation is to involve the 
backward and deprived sections of the 
s iciety by providing reservation of .seats 
ai -very level to the SCs/STs in proportion 
lo (heir population in a given panchayat 


area and for women to the extent of ndl 
less than one-third of the total number of 
seats. 'Fhc term ol office of panchayat at 
every level is five years and elections arc 
to be completed within six months from 
the date of dissolution or expiry. There is 
also a provision ot constituting a Finance 
Commission every fifth year in every .state 
to go into the principles governing the 
di.stribution and devolution ol financial 
resources between the state and the pan- 
chayats at every level and the measures 
to improve the financial position ot the 
panchayats. 

A new schedule called the Eleventh 
Schedule comprising of 29 items has been 
added to provide an effective role to the 
PRIs in the planning and implementation 
of works of local significance ranging 
from drinking water, agriculture, land and 
water con.servation lo communications, 
poverty alleviation programmes, family 
welfare, education, libraries and cultural 
activities, maintenance ot community 
assets, etc. 

The preceding discussion would show 
that the Constitution (73rd Amendment) 
Act, 1992 would be able to bicak a new 
ground. The PRIs set up under this act 
would serve as principal vehicles of 
development of rural areas in spheres 
assigned to>paiichayuti raj institutions at 
varioas levels. For effective functioning 
ot thc.se institutions both political will and 
administrative back up would be needed. 
This would lo a great extent depend upon 
the initiative of various states. Devolution 
ol powers and assignment ol I unctions are 
al.so under way. A new challenge is posed 
and it is expected lo improve the quality 
of implementation, as PRIs are indeed 
ideally suited forelTcclive implementation 
of (he programmes cnirusied to them. 

Ill 

Organisational Structure of Health 
Care Administration 

The organisational set up of health 
administration in India is guided by (he 
Constitution according to the items such 
as public health and sanitation, hospitals 
and dispensaries, etc, arc included in the 
state li.st,' while items like population 
control, medical education, adulteration 
of food stuffs, medical profession, 
registration ol births and deaths and lunacy 
and mental health, etc. tall under (he 
concuirent list. 

The union ministry of health and family 
welfare (MOHFW) is in practice entrusted 
with the responsibility of implementing 
many programmes of iiational iinportaiici; 
such as family welfare, primary healti 
care services, prevention, control ant 
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eradication o! major communicable 
diseases. The MOHFW has several 
centrally-sponsored schemes which arc 
implemented by the states. The MOHFW 
has three departments, department ot 
health, depamnent of family welfare aiul 
the department ot Indian System ot 
Medicine each headed by .secretary to the 
government of India. There is al.so the 
Directorate General ol Health Services 
which is an attached ol I ice ol the MOHFW 
While in theory, each slate can torimilate 
ilsown hcallh policy, financial constraints 
and other factors inhibit such a coiir.se of 
action. In practice stale governmenls have 
to function within the parameters ot the 
national health {xilicy laid down by the 
union government m 1983. Also the 
government of Imha provides the link and 
regulates the lelalion between the stale 
governnieiils and inicrnalioiial agencies 
such as the WHO, UNICEF. UNFPA and 
the World Bank Besides, having the 
responsibility ot providing co-ordination 
between the stale, governments and itscit. 
the union government sponsors numerous 
schemes through provision ol finance and 
other inputs for their impleincntulion 
through the state governments. It may be 
noted that despite restrictions on the 
freedom ol the state agencies due to these 
factors, there is ample scope tor the states 
to admiiiisicr ihe schemes suiting local 
conditions within the overall ambit of 
national policies. 

The broad administrative structure for 
health in various states is more or loss 
similar except with some minor variations. 
At the headquarters in a .state capital, there 
arc two levels, the .secretariat and the 
directoiale ol health services. 

Gcncially at ihe highest level, there is 
a depart men) ol health and family wellare 
located in Ihe secieiariat which is headed 
by a mmisler. generally of cabinet rank, 
as health is considered to he an impoitant 
.stale subject. At the otiicial IcVel, the 
department is headed by a secretary wht> 
usually belongs to the Indian administrative 
service. Assisting him aie additional 
secretary/jomi secretary (IAS), deputy 
secretaries, under-.secretaries and other 
office fonctionarie.s. 'Ihe department of 
health at the secretariat level is concerned 
with the formulation of policies, besides 
dealing with all legislative matters 
including the making of rules and 
regulations on matters of health and 
adminisiralion. The .secretariat al.so helps 
the health minister in the di.schaigc of his 
responsibilities lo the stale legislature by 
providing necessary information and 
assisting in answering questions rai.scd by 
the legisl.Uors 


AH important proposals or schemes 
r:;Iating to health are submitted by 
subordinate agencies for approval and 
sanction of the secretariat. It also broadly 
supervises, regulates and controls the 
activities ol the notifications and the issue 
of circular memoranda and government 
orders. The department. be.sides receiving 
periodic reports and returns, reviews the 
progress of work through inspection and 
other ways. Tlic .secretariat exerci.se.s 
considerable authority both in personnel 
and financial matters. In some states there 
are separate secretariat departments for 
health and family welfare (c g, Tamil Nadu 
and Karnataka) while in others (as in 
Andhra Pradesh) they have a health, 
medical and tamily welfare department as 
these subjects arc related. 

The Slate directorates function as 
technical wings of the state departments 
of licalth services. 'The.sc directorates are 
lesponsible for implementing the health 
policies of the state governments by 
niaiiitaining proper technical standards, 
riie precise administrative arrangement at 
the level of the directorate however varies 
slightly from slate to state. For instance 
in some .states (such as in Tamil Nadu) 
ihere is more than one directorate 
separating medical care and medical 
education from the public health. The 
underly i ng rat ionalc for moving away from 
one single directorate to more than one 
directorate is the expansion of health 
services in the country in the last couple 
I >f decades. It may he pointed out that there 
IS hardly an underlying rational for 
hi furcation or unil'ication of the directorates 
in different states. This is in an arbitrary 
manner, .sometimes to accommodate or to 
prevent some one from holding the position 
III the director. 

For administrative reasons the states are 
divided into a number ot /.ones or regions 
through which the directorates .supervi.se 
and control the field operations. For 
instance in Andhra Pradesh, there are six 
regional directors for .six /.ones. This came 
inio effect in 1978. Each regional director 
Inis the responsibility for the management 
ol health and medical programmes in his 
inri.sdiction. He also looks after the 
personnel and establishment matters in his 
assigned area. In Karnataka also there is 
dccentralisatii.li of supervisory authority 
at the divisional level. Thus there are four 
divisional directors with Bangalore, 
Mysore. Belgaum and Gulharga to look 
afterall health and family welfare activities 
in the respective divisions. 'The large 
hospitals are excluded from theirpurview. 

The district level is mo.st crucial in the 
chum ot command of the public health 


department. Many of the decisions having 
bearing op day-to-day operation of health 
centres are made at this level only. Hence 
the effective implementation of various 
health policies and programmes largely 
depends upon the supervision and control 
exercised by the district officers over the 
management of health centres in the di.stnct. 
It is also at this level that co-ordination and 
liaison with otherdepartmenis and agencies 
of the government takes place under the 
overall .supervision of either Ihe district 
collector or the /.ilia parishad president. 
Such an arrangement i.s helpful inensuring 
effective implementation of various 
national health programmes where several 
agencies as environment, forestiy, etc. may 
he involved with the health department. 
In distnets. the di.stnct hcallh otficer/chiet 
medical olficer is the in-charge ot 
managing medical and health services and 
family welfare. The district hospitals are 
usually uitderthc charge ol civil surgeons 
However, for family planni ng programme, 
there arc separate district family welfare 
officers. 

Mo.stdistrict health officers arc assigned 
considerable administrative work leaving 
them with very little lime lor technical 
supervision of the field services including 
for undenaking visits to primary heultf 
centres and other clinics under then 
jurisdiction. Also most inspecions arc found 
lo he ca.sual and ritualistic in nature, thu^ 
serving very little purpose. Al.so verv 
.seldom any note in taken ot erring medical 
officers of the primary health centres and 
reports amceming even I lieir unauth()n.scd 
absence forking periods are seldom tackled 
at the state headquarters. In view of thi.' 
callous attitude of otficials at the state 
headquarters level towards complaints, 
hardly anyone womes about reporting luck 
of equipment and non-availahility ot drugs 
lo the health centres. On Ihe other hand 
we find that deccntrali.saiion of .supcrvi.sory 
functions to the sub-district level in 
Karnataka, for example, has generally 
proved beneficial. Ot course, the succc.ss 
of such a step will be largely linked to the 
kind of officers posted there. It is here that 
the role of peoples’ representatives in 
health administration, especially in 
monitoring the functioning of hcallh 
centres including ensuring the regular att¬ 
endance of mcdical/para-mcdicai staff can 
be cnicial and neeils .serious consideration. 

At the district level and below, the 
revenue department and the /ilia parishad.s 
play crucial roles in the provision ol 
medical and health services to the citizens 
in .several ways. As the chief co-ordinator 
at Ihe district level, the collector or the 
chief excc'uli vc officer of the /.ilia parishad 
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Kii asa link between the health department 
intf all uthcr public agencies. The 
levelopmcnt utmmiKsianer who is also 
he cflileutor also becomes re.sponsible to 
ook alter the welfare of people in rural 
ireas. In the early pha.se, the district 
.-ollector u.sed to cxerci.se considerable 
nfluence in the location of the primary 
tealth cenlrc.s in the district. The revenue 
lepartment also plays an important role 
n helping the acquisition ot land for 
tousingol the primary health centres. The 
-evenue department is also concerned with 
he collection and transmission of vital 
itati.stics lo the health department. They 
tlso report the outbreak of the epidemics, 
similarly, in the ca.se ol tamine relict 
vorks and at the tune of fairs and tcstivals. 
he revenue ilepail mem or flie zilla parishail 
extend their co-operation lo the health 
Jepartmeni.ThcilistnctcolIcctor/CEOcan 
tlso exorcise aulhority in respect of public 
lealth as lor example ordering mass 
noculations. desiruetion ol infected food 
tr drugs, etc, 

The primary heailheeni res operate from 
he heiidquariers .is well as Irom the suh- 
.entics The .stalling pattern in the centres 
lave undergone a change over a peritxl ol 
tme. There ate t>l course minor variations 
n the slat fins pallcrn Irom one stale to 
mother. 


IV 

Role of DecentraU.sed Institutions 
in Health Delivery 

In the preceding section we had outlined 
he structuic ol health administiation in 
itiilia with special reference lo rural areas, 
[t Wits seen lhai these essentially comprised 
>1 district hospitals at the top with cu- 
nmuniiy health centres, primary health 
.entres and .sub-cciities at the lower levels, 
riierc is also standard stalling pattern for 
mchofihese healihdeli very .sy.sicm. While 
1 PHC has one medical officer in-charge 
)f the centre, the (’HC has lour medical 
ifficcrs who are c|ualified/trained lo wtirk 
IS obstetrician, surgeon, paediatrician and 
ihysician. one o I whom should have public 
tealth qualification. We saw thai under 
he new paltcmol deccntrali.scd governance, 
hechiefexecutivcolficerol ziliapurishad 
md the executive officei ol panehayai 
>amiti in mosl staie.s have powers to 
ixercise conn ol over the medical officers; 
:heir recruitment and puni.shment is 
generally outside the purview of the PRl 
ifficials. Httwever. the PRI officials Jire 
ible t<i exercise effective control over the 
icalth functionaries through annual 
jonfidential reports. 

In evidence collected on the working of 
PRIs in iour.stiitcs it is found that punchayiiti 


riij in.stitutionii have a definite role in 
improving the quality of health care 
Mjrviccs. especi al ly throii^ ensunng better 
attendance of health care functionaries at 
(he local level, a.s well as in putting moral 
pressure on the staff not to shirk from 
work. AKso the watchful participation of 
liK-al communities has helped to an extent 
m improving the supplies of drugs and 
equipment through assisting the local staff 
ol health care centres in bringing the 
deficiencies m the supplies to the notice 
of higher authorities. Another crucial role 
w'hich can be a.s.sign«j to the PRIs concerns 
ihc supervisoiy and monitoring role in 
preventive health care. The PRIs can also 
conirihuic .significantly to programmes of 
hciilth education. 

Wc do not expect much to be achieved 
by succumbing lo giving Uk) many powers 
lo PRIs. Wc expect a real possibility of clash 
between the stale and PRIs when diftercnl 
parties control the stale udmini.slration 
.md administration of the PRIs. 

The feeling one gets from the experience 
of Ihc study states i.s that dccenirali.sed 
governance and local level participation 
can contribute importantly to improving 
the health care system, not only through 
better monitoring and supervision of the 
binctiomng ol the health system al Ihc 
local level but also assisting a developing 
plans which lake care of local perceptions. 


and hence else to demand situation for 
specified type ol health care services 
appropriate lo local needs. 

As indicated, prior to the ('.unstituiion 
(73rd Amendmciii) Act. panchayuts in 
diflercnt states had their i>wn respective 
set up. TTiere is however now a common 
pattern of organisational set up of 
panchayats with, of course, sonic minor 
variations. In major stales, it is a three- 
tier sy.stcm, with a senior civil servant 
serving as the chief executive olficer of 
the zilla parishad. While various stales 
have enacted their respective acts as 
required by the 7.3rd Constitution 
Amendment, follow up action is being 
taken hy the different slates at their own 
pace. Clearly, the actual functioning ol the 
panchayat system will, to a great extent, 
depend on the degree of commitment on 
the part of various state governments. 

We however envisage some problems 
that may ari.se in the effective functioning 
of the panchayat sy.sicm. First, as the* 
panchayats have been entrusted witii a 
number of development and other 
functions, better co-ordination of PRIs 
with different slate agencies particularly 
the line departments operating in thedi.strict 
would be needed. This would necessitate 
developing u proper and viable co¬ 
ordination mechunisin. In this context, the 
Karnataka .seems to have an edge where 
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uil heads ot technical line departments in 
(he district aie under the charge of chiel 
executive oMiccr ot the ziila parishad. 
Similarly, while some states have brought 
the Di-stnct Rural Development Agency 
(DRD A) iinderthc control of zilta parishad. 
there are many stales which are reluctant 
to do .srt. Since 2‘) items have been listed 
to be dealt by the PRIs under the XI 
schedule of (he ('(institution, keeping 
DRDA and other development agencies 
outside the eoiiliol of /.ilia parishads can 
prove highly counter-productive.’ This 
aspect IS also iInpi iiiani when, lor m.stance. 
a scheme rci|uires the interaction and co¬ 
operation ot several line departments. This 
can hc'illusiratcd by taking the example 
of National Malaria Bradication Pro¬ 
gramme (NMRP) In the implementation 
ol NMtP agencies concerned with say 
forestry, health, environment would need 
toeo-operate and work underthe umbrella 
ot one single authority. Also not all the 
states have provided for inicr-iicr linkages 
between various tiers of pancliayats in 
their acts. This may create problems of co¬ 
ordination and finalisation ot plans 
prepared, say, by lower levels ot panchayuti 
raj bodies, thus adversely alfeeimg the 
efficacy of ihe panchuyut raj sysicni.' 
Moreover, various political parties will 
have to airi ve at a eonseiisuson the working 
ol PRIs at ditleieni levels and the 
relationship ot slate government with the 
various tiers i>r PRIs 
Thus Ironi the viewpoint ot deriving 
maximum benelits from doecntraliseti 
governanee what is needed is a viable 
mechani.sni in which (i) eo-oidina(ion 
between pancliayats and technical 
departments is evolved, lii) eo-ordiiiation 
helween schemes ol one department and 
scheme ol oihci depart ment is ensured and 
(lii) an organic co-ordiiiaiion between 
various tiers ol PRIs is toslered. As was 
pointed out, .it present the practice is to 
have the ollicers Ironi the technical 
departments to work im deputation under 
the control ol ilie executive officers of 
PRIs. There arc ol course exceptions to 
this practice as in .some slates the line 
dcpaiimciii lunctioiianesare not putundcr 
the control ol the chicks ol the PRIs. 
Whichevei the sy.siem, certain conflicts 
are houiul to arise, especially when line 
department lunclionurics arc directly under 
the conirol ol the slate headquarters. Some 
states, like Karnataka have placed alt the 
district heads ot various technical 
departments under the control of (he CEO 
ot /.ilia parishad. These functionaries can 
be transferred by /ilia parishad within the 
disirici Also their annual confidential 
ie(Hins.iie w nlleii by ('EO of/ilia parishad. 


fhe recritilment is with the sttrte 
(iciiartment. Similarly in Punjab, except 
recruitment and punishment, Uie heads of 
/ilia parishad and panchayat samiti are 
empowered to cxerci.se the powers of the 
head of department in respect of employees 
of the concerned departments engaged in 
implementing the schemes/programmes 
entrusted to ziila parishad and panchayat 
s imiti. Further, as in Karnataka, in Punjab 
KHi, the annual confidential reports of the 
Ji.stricl/hlock heads of ainccm^ technical 
departments would be written by chairman/ 
('EO/EO of zilla parishad and panchayat 
s imili respectively. 

There is now a view that ideally the PRIs 
should have Iheirown staff through direct 
recruitment, although a few may be taken 
li'oin the stale or the parastatals on 
deputation basis. Whateverthe recruitment 
method one adopts, as far as the di.sciplinc 
is concerned PRIs should be entrusted to 
enforce it. Also with CEO/EO as heads 
ol PRIs and also exercising control over 
the district or block heads of line 
departments, it is quite possible to achieve 
both departmental and intcr-departincnial 
schemes co-ordination. At the moment it 
i squite difficult toevaluate the functioning 
ot PRIs, particularly their efiectivenc.ss in 
improving the performance of local 
schemes and projects. However. Ihe broad 
indiculions arc that the PRIs can play a 
crucial role in the planning and effective 
iinplemcntalioii of various schemes/pro- 
grainmes including the lunctioning of local 
level in.stinitions. Similarly PRIs can play 
equally important supetvi.sory and 
iiioiiitoring role in preventive and 
proinoiivc health care programmes. 

V 

World Bank Initiatives toward.s 
DeeentraiLsation 

Over the la,st two decades or .so, the 
World Bank has supported a number of 
projects in Ihe population, health and 
nulriiion sector in India. In the course of 
ihc implementation of these projects, a 
iiumhcr of problems relating to planning 
and inipicinentation aspects in various 
projects has arisen Besides serious 
problems relating to flow of funds have 
heeii experienced. These problems seem 
to have arisen as most of the projects were 
I irmiilaled adopting the top down 
approach with little involvement of the 
local beneficiary population. In 
lormulating the projects, it i.s u.suaily 
assumed that the existing health in- 
trastruclurc and the administrative 
siructure would remain undisturbed, 
f.ventually however, problems in im¬ 
plementation started cropping up. First 


0bsuukwasfhedelay$tftthedii4mrseinem 
of funds from centre to the states and to 
lower levels of governance. Also many 
times, those funds were found to be used 
for purposes other than for which they 
were assigned. For example, the projecl 
funds in many ca.ses were used by states 
to pay the salaries and other establishment 
costs which otherwise is their re¬ 
sponsibility. .Similarly, the schemes and 
programmes designed under the projecl 
did not match the needs and peri^ptions 
of the local population. Thus, many of the 
project funds remained under - or un¬ 
utilised. 

Realising some ol these problems, 
recently the Bank modified its approach, 
and began advocating more and more tot 
a participatory and clicnt'ha.scd approach 
in project formulation. It has also been 
emphasising greater Involvement of both 
private sector and (he NGOs. The induction 
of the institution of SCOV A and the Family 
Planning Association ol India (FPAI) in 
many of the later projects assisted by the 
Bank is an indication of this approach.^ 
Also .simultaneously, especially with the 
launching ot the disease contiol 
programmes such as for blindness, leprosy 
and tuberculosis, the concept ol district 
societies is being promoted to tacilituiL 
flow of funds and better impIcineiKulioii 
and monitoring. These siKieties basically 
serve two purpo.scs. One, they were used 
to faci litate the flow of funds, and secondly 
to assist in the monitoring and evaluation 
of the projects at the grass roots level. 
However, there is little’evidence ol the 
local population being involved into need 
assessment. Also wc find little co¬ 
ordination between these district socieUt s 
and (he health department in regard tocasc 
detection and surveillance. Indeed some 
confusion seems to prevail about the 
precise lole of these societies. Moreover. 
thc.se societies appeal to he at best a 
facilitating mechanism to tide over a 
specific problem or obstacle. It cannot be 
termed as genuine participation or 
decentralisation. However, the programme 
of malaria control has been decentralised 
at (he gra.s.s roots level with involvement 
of local malaria societies luid panchayati 
raj in.stitu(ion.s. The pivotal role was played 
by malaria link volunteers for delivering 
the services at the d<xir.step. Statement I 
details Ihe extent of decentralisation that 
has taken place in various World Bank 
assi.sted PHN Projects (excluding HIV/ 
AIDS project, where the primary focus is 
on prevention mainly through advtKay 
and lEC!). The statement showsthat, except 
the mo.st recent IDA assisted reproductive 
and child health project where im- 
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picAicittuiUtn. immituring and iuiids ilow 
arc ilecetHraliMXl almost to the grass nnits 
level. nt> other project has gone any tar 
withdeccntruli.sation. Aisolhe participation 
of NOOs and PV(Js has been by and large 
remained ot a limited extent. 

TIk* first attempt towardwthe decentra¬ 
lisation. as has been widely claimed, is 
perht^k.s the recent repiXKluctivc health 
project Ilf the IDA a.s.si.stcd government of 
India protect where overnight targot-lree 
approach hu.N becti adopted. 

The new cmphi^s on a target free 
approach launched m April 19*16 under 
the new programine on reproductive and 
child health signals a new approach to 
family planningand healthcare of mothers 
and children, it is a programme ot (lolicy 
reform aimed at integrating family planning 
with child and maiernity care in llic primaiy 
health care svsiem. making health 
personnel on .ill levels client and serviee- 
vincnied. empfuisising quality ot service, 
upgrading lechnu.il laeililies, and 
involving ilie local governmeni and Ihe 
eomniutuiv, pnvale doctors, and NCiOs, 
etc in the planning, implementation and 
moiiuoringol Ihe work. It means that fixed 
taigcis III 1 annus activities are done away 
with and leplaced by pertoimanei 
mdieuiors. and ihai overall responsibility 
lor health caie in Ihe eomiTiumly is defined 
by the health workers m accordance with 
basic gii.ils ot RCH. but sensitised to 
individual needs in the population. Inordei 
loachieve this, planiimg. implemeiilalion, 
and moniioimg will he deeeiilralised to 
the disiriei level and below The reform 
policy will involve substantial training ol 
health workers.comimuiieaiingthischange 
ol polic). new altitudes, and style of work 
that IS necessarv to make the programme 
suicess 

The organisational set up lor this reform 
will build on the primary health earesy.stem 
that has evolved in the COUI 1117 ovei the 
last two decades. The basic node in this 
system is Ihc sub-cenirc (S-O in the village, 
manned by an auxiliary nurse midwile 
(ANMi. and under Ihe eoniroi ul a lady 
health visitor ai a nearby primary health 
centre. In many areas. Ihcrc has already 
been a programme tortraiiiing of traditional 
birth attciidaiils (TBA, dai.s) to a.ssi.st the 
ANM in her work. In about hall ol the sub- 
centres there IS also a male health visilor 
(MHW(. In the new programme ol 
MOHFW will work on strengthening the 
role ol the conimuntiy in muicriial and 
child health eaiv and sensitise the male 
members to gender. HIV/uids. and the 
need for speedy referral of emergeney 
eases after delivery. For all thc.se workers, 
training and sensitisation to the new 


ohjcciives will lorin an integral part of 
RCH. 

In the RCH project vertical programmes 
such as CSSM and ICDS are supposed to 
converge with this primaiy health care 
system to provide integrated services to 
(he community. Voluntary anganwadi 
w'oikci s I AWWs. ICDS progntinme) and 
Itieir local facililies will he used for the 
FCH care, co-ordinated by the ANM. 
Fanchayai members, teachers. NOOs. 
private medical practitioners (allopathic 
as well as indigenous), women’s 
organisations, youthics.s... tiionsand other 
c oncerned menihers ol the community arc 
sapfioscd to participate in the planning 
.uid implementation ol RCH work. 

In some states, though not sanctioned 
by the central ministry, a voluntary .system 
ol health workers is still in vogue. In 
villages whcie there are no suh-eentres 
V' ilhiii leaeh. village health posts (VHP) 
will he proiiKUed, which are manned by 
.leommunily health woiker(C'IIW).lraincd 
lor three months, provided with a ba.sic 
drug kit. and ailuwed to chaigc a fee (rate 
ilctcrmincd hy the gram panehayaO lor his 
s.-rvitcs, rite OfW will work on an 
honorary basis, ^pporled by ilie gram 
panehayal. and supervised by Ihc ANM 
ai Ihe neaiesi sub-centres. 

1 'he sub-centre (and village health post) 
V onnecied with a PHC is then connected 
w'llh an upgraded PHC (at the block level) 
III a hospital (CHC). that may in some 
i-a.ses serve as firsi relcrenee unit for 
medical lelerral ol difiicull case.s. In RCH 
iiiosi ol ihe money, it seems, will be spent 
on (hese higher level eenires. lu upgrade 
existing laeihlies.gel access Ioiikiiv drugs, 
.ind eonirael more qualilicd doctors, all in 
order loensiiie higher quality ot csscniial 
ohsielric caie The sub-cenlre level and 
below will not receive the same icchiiieal 
upgrading, but Ihc ANM will be provided 
w till a loan 10 buy a moped, and subsidised 
rent to make her slay in the village near 
the sub-ceiiire. The while systems and its 
iiiodieal and adminisiralive personnel is 
now supposed to come under Ihe control 
ol paiicliayaii raj institutions. 

Tlie Manual an Tarfiet Free Approach 
describes how decentralised participatory 
planning should .start with an assessment 
ol the left needs lor public health .services 
in Ihe eommunily. It is the key grass riHits 
heulih worker, the auxiliary nurse-midwife 
I \NM) at the Mib-ecnlre (SC), who will 
have to .survey the population (by house 
It) house visits or hy focu.scd group 
iiiiervicws) and u.stahlish to what cxtcnl 
lieople extioci her services. Site cun then 
esiahh.sh the gap that she has 10 bridge in 
order to reach full coverage. Hci work 


should, however, be based primarily on 
the felt needs, while in the long run trying 
to inilucncc this in the direction of what 
iscullcd area icquirement tortull coverage 
of RCH .service. In making the sub-centre 
Action Plan, the ANM should associate 
members ot the community. such as other 
health workers, private medical pra¬ 
ctitioners. indigenous practitioners, ex- 
servicemen. other public glass roots level 
workers (jneluding tcaehois). prudhaii of 
gram panchayat and anganwadi workers. 

Also at the PHC level euiiimunity 
participation i.sex{H.‘cied in terms ot organi¬ 
sing meetings with panchayat membv'rs. 
pnmary school teachers, women's groups, 
youth cluhs. anganwadi workers, ex- 
serviccnien. etc to picparc the plan and to 
spread health and lamily planning 
mcs.suges. The expectation is that this 
participation ol local government servants 
and community rcprcscniati ves 1 n planning 
will al.so lead over to participation in Ihe 
implementation of the work, and they are 
also suppo.sed to monitor Ihe work at the 
sub-cciurcs and primary health centres. 

In Ihc imtiructions. it is .staled that the 
project will be impleincined by district 
au(horilic.s//illu parishad. however, 
without any guidelines Funds will be 
available 10 PRIs, SCOV A and other grass 
roots agcilcie.^. These first steps arc sound 
in principle but need lo be developed much 
further in Ihc reform process lo come. 

VI 

Critical Areas 

The districi administration isiespoiisihle 
for planning, organising and supervising 
the district's family wellare work. While 
di.siricis may adopt with enthusiasm ihe 
new planning procedures, ilicre is a risk 
that they may nut ros|)ond equally well to 
the changes necessary in implementation 
especially it existing administrative 
structures and practices eoniiiiue and tight 
budget lines as prescribed by Ihe centre 
arc retained. 

A more advanced forinot decent rah satin 
in public service dciviery would mean 
conterring greater autonomy not only on 
the di.siricts. but on the blocks and viHuge 
adminstrations.undcxiendmgevenluither 
totheindividual service in.stiiaiioiisiCHC’- 
PHC- SC). Auloiiomy should be dctincd 
as the freedom to use available resources 
m a llexihle manner to reach optimal 
results, with the higher adininisirativc and 
poliiieal levels providing only broad 
directives. For .service institutions, this 
presupposes adequate slulf. buildings, 
equipment, drugs and other supplies, and 
adequate liinds for day-to-day operations. 
In (he final decentralisation stage, Ihc 
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paiicluiyuli ruj insliluttons would cxeix'isc 
djeir responsibility to provide directions 
to service inslilutions. 

SupeiMsioii III service institutions 
should be more m ihe lorni ol support (lor 
example, assistance in problem solvintri 
than control. IVrIormance moniioriny can 
be shared between Ihe line health 
administration I lor technical inaiters>aiul 
Ihe rcicvani panchayaii rai institution (tor 
approvin'! the he.ilih plan and asse.ssint: 
Its aehievemeni) The deeentrulisalion 
process neeils to he lurther claritied and 
u strategy delined lor iis implemeniation. 
particularly al ihe district level. Specific 
elements ol the decenlralisaiion process 
that need lo be worked oul arc; (a) 'I'lte 
proportion ot the stale health budget 
without lied budget lines to be allocated 
to the disti'iei. block and village 
adininisti al ii ms: (b illie degree ol freedom 
in the allocation ol linaneial resources foi 
various aclivilies al these levels; (c i Auio- 
noiny in lernis ol using linaneial resources 
lor service delivers inslilutions; and (di 
The individual healih worker's actual 
eontiol ovei ihe work stuialion. 

The (iisiiKi health adiiiiiiisiralors' 
eapaeiiy U> manage the new system will 
also need lo be improved. The dc- 
cenlrahsalioii piote.ss ilsell will need lo 
be lurther (lev eloped over a period ot lime 
and pilot sindies lorexploring inanagcmcni 
issues in lerinsol decentralisation to block 
and village level administrulions may be 
msiriiciive. 

riie main loie ol PKIs would he lo 
tormulale a loiall) relevant planning 
policy, and review work progiammcs and 
hudgcis. In additions. PRIs can promote 
and take aei ion on inierseei loiial integration 
ot scrviies and piogiamines (saniiaiioii. 
drinking w.iiei. nutrition, primary 
cdueuiion. etc I esseiUial lo improve ihe 
comiminiiy s lu allli They can also raise 
snpplemenlais lesiniivesloi public healih 
and prev euiivo aetiviiies as well as loi the 
mainteiianee ol heal'Ii centres, relerral 
transporis. As local elected bodies ihev are 
in a heller |vosnioii lo raise local ivsoiirees 
(tlfiaiK'iat. maierial. human re.siiurces) than 
di.siaiil stale goveinmenis ever could. 

Linking Ihc health sector with ihc 
panchayai sysiom is a complex chain 
process involving several actors. Pasi 
expi;ricnec is iu>i encouraging. The i’Rls 
have olien Iv'cn dominated by the local 
power elite, ohsiriicied hy politicians al 
ibe slate lev el, and have mo.sily been seen 

advisory rather than decision-making 
Imdies. Alkvaicd linaneial resources, often 
iMsignificam. have been linked to tight 
budget lines, leaving limited iiHun for 
local decision-making. The constitutional 
aniendmcni imw being implemcnied 


provides different prerequisites and 
opportunities for change, but resistance 
can still he expected from metropolitan 
and regional power elites. The change 
pitKcsscs. conventions and rales, themfore. 
have lo evolve over a period of time and 
over a number of issues; (a) What should 
lie the division ol labour between the 
different tiers of the panchayati raj, i c, 
Ihe /.ilia parishad at the district level, the 
panchayai samiti al Ihc block level, and' 
the gram panchayai al Ihc village level? 

< b) Which body should control which part 
of Ihc work plan and budget? (C) Should 
there be .scparnlc healih committees at the 
diflereiit levels of the PRIs and should 
I liese committees be advisorv or decision- 
nlaking bodies'*(d)How shcHild ihe various 
administrations al di.sirict. block and village 
l('vcl be reorionled, where necessary, to 
correspond lo the new system of .self- 
government' (e) How can women 
panchayai members he activated, for 
i' sample, in health matters? (I) How should 
.111(1 could PRIs control health .service 
iiisiiiiiiionsai the various levelsdhchealth 
plan, its achieveme.'H. etei? (g) How can 
I RIs rai.se siipplemeijkiry resources tor 
health care ’ 

To lake oul one example ol the issues 
involved how appropriate and effieieni 
;ire village health committees? Evidence 
I oin Maharashtra's District Primary 
I diication Programme shows that village 
education committees separated from gram 
p.mchayats do not function well. They arc 
(ontrolled bv teachers, have scarce funds, 
.ind are not known lo the public. Similar 
v-eak nesses seem to attach lo vi llage hcall h 
V oniniiliees where they have been formed. 
l'liiis.lhe(|uestion is whether it is not belter 
lo assign Ihe responsibility tor healih and 
l.nnily weltare directly to the gram pa- 
■ichayals. allocating them adequate 
i<-sourcesand providing orientation lotlieir 
incmhcrs? 

Within each state, a system linking the 
healih administration (including the healih 
s.Tvicc system) with the PRIs will have 
lo Iv developed. This needs to he a phased 
li'lorm. taking into the consideration Ihc 
uneven development of PRIs in Ihe 
dillereni states. Panchayai inemhers and 
health functionaries need orientation: and 
healih lunclionuries need lo he involved 
m the refom. processthrougheonsultation 
lo allay tears ihal Ihe new system will 
.illeci Iheni adversely (c g. in terms ot 
(onirol over their work situation). During 
Ihe PPF. each state should, therefore, elan!y 
■he pre-conditions for linking Ihe health 
system with the PRIs and plan a pha.sed 
reform, taking into consideration the 
I li ffereni charucieristicsof the I wo .systems 
in the .stale. 


vn 

Issues for Discussion 

In the end. we would like to highlight 
the following issues requiring further 
discus.sions; (a)Toachieveoptimal results, 
what is the degree and the level to which 
dcccntrali.saiion should be pursued? (b) 
How effectively can the panchayati laj 
institutions be used as vehicle of health 
care delivery*' (e) Is community prepared 
lo shoulder the rc.sponsibilities essential 
lor the success ot decentralisation? (d) 
What measures are needed to foster better 
co-ordination between various agencies, 
especially between administrative wing 
and the line depaitments. and between 
healih dcpartmoio '’!'h .ind the 
community? (c) Was a lack ot concern in 
the earlier IDA assisted health projects, a 
con.scious decision or was it the result of 
inadequate demand for health services, 
thus justifying the top-down approach ’ 

Note.s 

[An earlier version ol llie papei was pre.seiued ai, 
Ihe work.sliop on 'World Bunk s Hole in Healih 
Sysiein of India'. .S|K)nsoa‘d hi die L>peraliou.s 
Evaliialion IX'puriineni ol llu* World B.uik. New 
Delhi. April 2 and ). IWK 1 

1 Les.sel 'H David's iiiimuogiuph pap< i 
'Orgunhsalion ol Itealih Seiviet-'. in India - 
extern 'if whieli deeeiilr.ilisalioir has 
eoiisiderahle delado on Ihe -.uhieel 

2 .Siiiee PKI.s aie nixv enlru.sied ivilh methods 
listed in the XI seliedule a senes ol changes 
in ihe exisiing airangemenl!. loi planning 
inipleiiK'iitation iiioiiiioring and leview of 
seiieines .mil progrumiiies leluling (o these 
niulhods would he needed. A(hniiii.slrativel>. 
Ihi.s implies a.s.signii)g eeriuin .scheinc.s .ind 
prograiiinies. including human and tmaneiul 
resiiurce.s lo parlieiiliir Her of the PRI This m 
ettcei would resiili m placing ihe conceiiicd 
liepuriiiiciils under the eoiilrol of disirict 
paiiehayal/bluck paiK'liayal/giaiii puiu'h,iyul 

^ To keep organise eo-ordinaliim of diffeieiu 
lieis of panehuyats. die head ol ihe lo-Aicr liei 
IS given Ihe ex-oiricio inciiilvrship of highei 
tier body The Iih'uI MI.A/MP .lie also made 
nicinbers ol die PKI.s ol ihc mspeelive liei la 
good example is West Bengali 
4 The Standing Comniiitee on Voluntary Aelion 
I.Sf'OVA) was SCI up III June I98fi lo pniiiiole 
eomimimiy parlieipalion in I'lind areas al the 
grass riHils. The Comniillcc included eiiiineiil 
social workers as its members. Tlic idea was 
111 proniole well inlegi aied piojeels with MCH. 
iniimini.satiim and luiiuly planning services for 
Ihe miprnvemenl of healih standards 
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The Search for Flexibilify in Indian Manufacturii^ 

New Evidence on Outsourcing Activities 

K V Ramaswamy 

This papei provider estimates of production suht ontracting m Indian manufac taring industries as a souri e 
of fleuhilits Data on 84 three-digit industries ssithin the organised manufac taring sector u used lu re An 
index of suhi ontrac ting intsimi') is introdiued and it is shove n to have increased in aggregate manufeu tuiing 
between 1970 and 1992-93 It n shown that suheontracting practices are concentrated in lahour-intensise 
industries and greater in industries producing consumer non-durables A non-linear relationship betsscen 
factors size and subcontracting inlcnsits is postulated Regression estimates supported the hspothesis 
Organisational diseconomies assoc rated with large ernplc'smcrit size seem to result in greater subc ontracting 


I 

Introduction 

INDUSTRlAl linns in India are widely 
peiceivcd lo lack llie necessary llexibility 
to respond to changes in markets and 
technology 1hi leginu ot state-diiected 
industrialisation and labour policy is held 
responsible toi has ing imposed rigid rules 
on tirm managemcni decisions Labour 
laws and |ob scctiiity regulations it is 
argued have made labour use by laige 
industrial linns mllexiblc [("haudhaty 
19961 Industrial regulatoiy policy has 
been nsiiiclivc until rocentiv ot choice 
ot capacity expansion pioduct mix and 
location decisionsot kugelirms Icchnn 
logy policv ixoikcd lo limit loieign tech 
nology puicliasc du’'ation ol technology 
igiccincnts and rovally payments 
Libeialisation ot industrial policies lirsi 
initialed in the I9}t0s relaxed the con 
straints on linn entry expansion and 
diversiticationdccisions Industnalsector s 
transition lowaids greatci maikct oricnla 
tion has gatheied momentum with the 
coinprcliensise letorm ot industrial and 
Hade policies inlioduccd since August 
1991 Iheoh|ecltveol rclormsistocnable 
Indian tirins to impiovc efficiency and 
competitiveness Labour market institu 
turns howesei have remained outside the 
relonn process 

In this context the inteicsting question 
IS how turn management stialegics have 
responded lo the evolving product and 
tactoi maiket changes ’ Turing the peiiixl 
I96I 64 US I978 79. it is obseived that 
domestic competition shatpened with an 
inciease in the number ot firms in both 
homogeneous and differentiated markets ' 
With the relaxation ot capacity licensing 
and import icstnctions in the 1980s in 
dustnal markets experienced greater do 
mcstic and import competition often with 
many platers with foreign technological 
collaboiation [Jacobsson 1991, W’orld 
Bank 1996) The entry of multinational 
firms has tuiihcr umtnbuted to effective 


competition across industiy groups Factor 
niaikets also underwent changes with a 
sleep rise in leal inteiest rate since 1980 
and the estiinaied cost ot capital of medium 
and large companies showed a rising trend 
INtgara) 1994) Labour markets present 
a mi xed pictui c Real w ages per employee 
has risen rapidiv in the 1980s than in 
the 1970s - In the 1980s union density 
declined and the number ot workdays lost 
due to lockouts by management rose 
lelativc to woikdays lost due to strikes 
1 he giowth ot organised manuiactuiing 
employment decelerated and employment 
eliisticily ol output turned negative ^ llie 
unorganised sector accounted for most ol 
ihe manutacUiiing employment 
I he tail in the elasticity ol employment 
ysiih respect to output in large lactones 
I partly attributed to the rigidity ot regu- 
I ilions governing factory employment 
Industrial Disputes Act (IDA, 1976) stipu 
laud that factories with more than 300 
workers arc required to l<ikc permission 
Itom the government before letrenching 
workers The amendment to IDA in 1982 
icquired all factories with more than 100 
woikcis lo take permission from the res¬ 
pective 4ate governments bcloie laying 
ol I or c lose the lactones The obsci ved tall 
in labour demand is confined to large 
I icion^s Micni economic studies have 
documented the widespread use of maiicct 
mediated work practices and outsourcing 
ot pioducts' It includes greater use of 
contract temporaiy and casual workers, 
on site labour only subcontracting and 
pioduction subcontracting among others 
\ggregatc data shows that the share ol 
casual ixorkers in large factory employ 
ment lose from 4 6 per cent in 1980 81 
to imre ‘han 12 per cent in 199 J 94 It 
IS primarily the strategic response of 
management to changes in both pnxluct 
and factor markets 

The use of outsoua tng rellec ts the search 
efforts on the pait of large liims lo gam 
new margins ot flexibility in increasingly 
competitive markets However, there is 


little quantitative evidence on the extent 
of prciduction subcontracting across in 
dustrics and its associated industry chara 
ctcristics * Therefore the significance of 
subcontracting as a source of flexibility 
to industrial firms remains ambiguous 
Ihis paper perhaps loi the first time pit'i 
vidcs estimates of productu in subcontruc t 
ing in Indian manufacturing industites 
We use data on 3-digil industries within 
the organised manufactutiiig sectoi We 
intioduce an index ot subcontracting 
intensity We show that subcontracting 
practices are concentrated in labour inten¬ 
sive industries grealei in indusiues pio- 
ducing consume! non durables and in 
industries with plants below the median 
employmentsi/c Theielatumshipbelween 
lactoiy si/e and subconttacting intensity 
appeals to be non lineai Organisational 
diseconomies asscxiated with large si/c 
seem to result in grealei subcontracting 
Subcontracting contributes to highei mea 
sured value addition in large lactones 

following this introduction the present 
paper is oiganised in (out sections We 
begin by briefly reviewing Ihe nature 
and dcteiminants ot subconti acting in 
Section n Section III presents the evidence 
on the growth and intei-industiy distribu 
tionof subcontractingpiacticcs Section IV 
explores the relationship between I ictory 
SI/C and other correlates of subcontract¬ 
ing Section V contains the conclusions 

II 

Nature and Ueternnnants 
of Subconti acting 

We define the teim subcontracting lo 
mean the manufact'ire ol goods by one 
firm tor anothei based on latter s speci¬ 
fications [la/cison 19901 I his differs 
fmm a narrowei UNIDO (l974)derinitK)n 
whic h slates a subcontracting alation- 
ship exists when a finn (the piincipal) 
places an order with another firm (the 
subcontractor) tor manufacture ot parts, 
components sub asscmblicsorassemblies 
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to be incorporated into a product which 
the principal will sell. Such orders may 
include the treatment. proce.ssing or fini- 
.shing of materials or parts by the subcon¬ 
tractor at the principals request” (cited in 
Produahitw vol 35, 1995). Our deHni- 
tion encompasses transactions where the 
principal firm places an order either for 
the whole product or parts of the product, 
which it cither sells directly to the con¬ 
sumer or incorporates into the product that 
it manutaciures. Contract manufacturing 
perhaps correctly captures the nature of 
the transaction. Two main lorms of sub¬ 
contracting are commercial and indastrial 
subcontracting. In commercial subcon¬ 
tracting the role of the principal firm is 
limited to marketing and distributing the 
subcontractors finished product. The prin¬ 
cipal fimi ilsell may not be engaged in the 
manufaciurt' ol that product. 

The essence of subcontracting is that 
one or more firms must mediate the re- 
latiunship hinwecn the subcontractor and 
the final user ot the product/end market 
(La/erson 1990; Molmcs 19X6J. The ex¬ 
tant literature lends to locus on vertical 
inter-firm relationships and in particular 
between small aiui large firms (well known 
is the one between small component 
suppliers and auto manul acturers). ^ual ly 
imporiqnt and of recent origin is the 
horizontal subcontracting that takes place 
between'iwo firms operating at the same 
horizontal siage of the vertical chain of 
production, '['his is not confined to small- 
large variety. Two large (even rival) firms 
are found to engage in subcontracting 
arrangements. For example. Vidcocon 
supplying Power Wash machines to 
Godrej-GE. Suppliers ol refrigerators, 
electric fans, thermo-ware steel furniture 
and domcMic electric appliances con.sti- 
tutc the numerous instances ol horizontal 
subcontracting between large and small 
firms. It IS possible to distinguish a number 
ol subspecies ol subcontracting arrange¬ 
ments between firms. In Japan subcon¬ 
tractors ot the various automobile manu¬ 
facturers are organised into tiers, with 
loweriicr subcontractors supplying higher 
tier .suhconiraclors. It is argued that in 
re.spon.se to changing market conditions 
subcontracting has emerged us an alter¬ 
native strategy to vertically integrated pro¬ 
duction in developed countries (Lu/erson 
1990]. What are the detenninanis of sub¬ 
contracting arrangements? 

Technolof’y and demand: This is a tra¬ 
ditional view which emphasi.scs produc¬ 
tion costs and different minimum efficient 
scales f MEi.S) ol dil terent .stages of produc¬ 
tion- As market expands for the down¬ 
stream products, s|K'cialist upstream firms 
can exist to .lehieve optimal scale causing 
disintegration ol production.^ Young 


iiulusirics tend to be vertically integrated 
aitd the tendency to disintegrate becomes 
stronger with the expansion of the industty 
demand over time. Specialisation subcon¬ 
tracting is the predominant form of sub¬ 
contracting in North America and Japan. 

Transactions cost: Subcontracting as a 
form of production organisation is the 
outcome of a firm's decision to 'make or 
buy'. Industrial organisation theory has 
suggested several answers to the question 
of internal organisation of production 
against market purchase. Coase and 
Williamson argue that the minimisation of 
transaction cost is a major concern in the 
de.sign of production organisation. Trah.s- 
uction costs include search costs of find¬ 
ing information about prices and quality 
of products, writing and enforcement of 
contracts and the co.sts of monitoring 
pcrformuiicc. When transaction costs are 
high the firm will decide to organise the 
production of the pnxiuct in-house rather 
than purchasing it from the market. In this 
perspective, the firm is viewed as an 
alternative to the market as a mechanism 
for governing transactions. In young in¬ 
dustries. with specialised needs and sup¬ 
ply unreliability, contracting costs would 
be high favouring vertical integration. Once 
llie industry matures and products arc 
standardised, the firms would begin to 
outsource ILevy 1984]. Early ob.servcrs of 
Indian industrial growth noted the rela¬ 
tively high vertical integration of Indian 
indu.strie.s. Further, disintegrated produc¬ 
tion takes place when governance costs 
ot integrated production rise, say. due to 
pmr labour relations. In brief, regulations 
raising or reducing transaction costs for 
an industry would dc.serve attention. 

Labour market: Segmented labour 
markets divided into formal and informal 
segments is supposed to he a major deter¬ 
minant of outsourcing of product as well 
as labour. Formal sector employment is 
well paid, governed by long-term contract, 
subject to government regulations and trade 
union pressure. Informal segment is out¬ 
side thejub security regulations, pays lower 
wages, free from union wage agreements, 
and escapes government regulations on 
health and salety. Institutional factors may 
have contributed to the widening of the 
wage di ffcrentials between large and small 
firms in recent years (Mazumdar 1988J. 
.Subcontracting is reported to be the typi¬ 
cal response ol large unionised firms in 
India. To quote, ‘The farming out is so 
extensive in some ca.ses that the finn's 
own employees have been reduced to a 
traction of its total employment, and the 
character of the firm itself transformed 
fiom a manufacturing to a trading one” 
|Rama.swamy 1988:3]. It is reported that 
unions perceive that their threat to .strike 


would be weakened if the mana^ment 
has an option to augment production from 
other sources [Deshpande 1997]. Even the 
non-unionised but high wage firms may 
find it attractive to farm out certain pe¬ 
ripheral activities using low-skill work. 

Demand uncertainty and business strat¬ 
egy: Industries may face demand uncer¬ 
tainty due to cyclical or seasonal varia¬ 
tions. This encourages capacity subcon¬ 
tracting by large firms. Current demand 
in excess of installed capacity would be 
met by outsourcing from the subcontrac¬ 
tors. In-house production of transitory 
demand may be uneconomic due to co.sts 
of varying the regular workf orce, costs of 
excess employment and capacity during 
recessions.^ Small Finns function as a buffer 
to cyclical lluctuationofindustry demand. 
In India organised sector firms arc repoiied 
to shift the transitory demand for their 
products to unorganised manufacturing.*’ 

The .sources of greater uncertainly in 
pmduct markets are increasing competi¬ 
tion. product differentiation and niclie 
markets. Subcontracting is a means ot 
reducing the risk a.s.s»K.iated with expand¬ 
ing production. Competition among sub¬ 
contractors keeps their supply costs low 
and enables the parent firm to expand or 
contract production over a wide range of 
possible output without alfecting marginal 
coslfScotl 1983]. .Subcontracting enables 
the firm to take better advantages of the 
division of labour, shed marginal activi¬ 
ties and f(x;uson few core functions. Given 
that entry and exit costs arc high, large 
firms often use subcontracting to test 
markets for new product lines with a view 
to reduce entry co.sts. 

State policy : State policies restricted the 
growth of large domestic l inns and firms 
with foreign equity.*'* At the same time 
slate policy encouraged sniall-.scalc fac¬ 
tories through product reservation and 
other promotional mea.surcs like conces¬ 
sional credit for fixed and working capital 
and fi.scal incentives. Small-scale sector 
was not subjected to capacity licensing. 
A large number of pmducts were reserved 
exclusively for small-scale producers and 

TaBLF. I; iNIHISTRItS WITH Hldll SlIARF OF 

CoNTRAiT Labour 

iPcibcniugc of Total Einployineni in 
Cen.siis Sector) 


liulu.stry Croup 

1986-87 

1980-81 

Beverages and tobacco 
Non-inetalhc mineral 

.SO 9 

9 1 

products 

2,S.9 

14.6 

Food products 

19 

16.,S 

Basic metals 

16.9 

8.5 

Wool and silk 

I2.S 

5,5 

Chemical products 

10.2 

6.8 

All industries 

10.1 

4.6 


Sourer; ASI 1980-81 and 1986-87 (censu!!). 


Labour Bureau, intnisiry of labour. 
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firms were not aHowed entry into 
hose product lines. The first policy forced 
arge firms with frozen capacities to 
}iRsourcc additional output. The second 
xilicy facilitated outsourcing by creating 
i smaH'Scale sector capable of producing 
lumerous intermediate and final products 
with simple technology. Small firms 
nostly obtained the technology from their 
mstomer firms and equipment suppliers 
Desai and Tanoju 1991]. The scrutiny of 
mnual reports »l large business houses 
ind foreign o(|uity companies revealed 
iwnership ol plants in the .small-scale 
iector [Goyal, Rao and Kumar 1984], 
Exemption from payment of excise tax has 
teen the most attractive fiscal incentive 
or small firms. The value of this incentive 
ichemc is found to be very high as rales 
ifduty varied from 15 per cent to 105 per 
:cnt. Attempts to rationalise indimet tax 
itructure began only in the 1990s. 

Evidently multiple cau.ses operate be- 
tind the spread of subcontracting prac- 
ices. One may note that specialisation 
iuhcontracting is vertical in nature and 
;apaL'ity subcontracting iscs.sentially hori- 
'.onial subcontracting. Reported surveys 
if small firms, case studies and anecdotal 
svidcnce suggest that subcontracting in 
ndian nianulacliiring has grown rapidly 
n recent years. In the next section wc 
ittempt to estimate one possible mea.sure 
>f subcontracting intensity and its signi¬ 
ficance as a source of flexibility in a cross- 
section ol industries. 

Ill 

Empirical Measurement of 
Subcontracting: Issues and Estimates 

The balance sheets of companies do not 
eport the value of prcxlucts produced in 
lou.se during the year and that is bought- 
lut separately. Wc need .separate data on 
:omponcnts/prtxluc(s bought out and in- 
orporaled in the company’s final product 
ind that product \^hich is bought out but 
sold direct ly to the final consumer perhaps 
ifter stamping the company ’ s brand name. 
The most widely used data on industries 
n India is the Annual Survey of Industries 
ASI). The ASI is based on data collected 
ront factories, under the Factories Act. 
i94K. with more than 10 workers.” The 
;ensus sector of ASI covers factories with 
>0 workers and above using power and 
hose with above l(X) workers without 
tower. Data in somewhat greater detail ts 
ivailahic at .'t-digit level of national indus- 
rial classification (NIC) for selected years, 
fhe ASI data presents estimates of value 
idded hy subtracting the gross value of 
nputs from the gross value of output, 
'rom our viewpoint the following two 
rategorics de,servc attention. First, sale 


value of goods s^d iti the same condition 
as purchased. Second, contract uid com¬ 
mission work done by others on materials 
supplied. We believe that data on these 
two types of tranttactions may be regarded 
as significant measures of subcontracting 
activity of factories in the registered sector. 
The first transaction is suggested to capture 
tnidingactivityofsmallfirms[Goldarl988]. 
For registered factories, subject to audit¬ 
ing. we believe that it does not stand for 
trading transaction.'^ Consider the fol¬ 
lowing two examples; Factory G purchases 
finished steel bookracks from an informal 
sector factory and sells it as its own. after 
stamping its brand name. The same fac- 
toiy also buys rolled steel as input but sells 
to another foctory. The .second example 
is a clear case of trading activity but under 
the sales lax provi.sion can not be shown 
as sales revenue. We argue that reported 
data on ‘sale value of goods sold in the 
same condition as purcha.scd' e.s.sentially 
captures the transaction indicated by the 
first example. 

The definition of net value added is a.s 
follows; 

NVA = Total Output - Total Input 

where. 

Total Output = Value of products 
manufactured + Electricity produced and 
sold + Addition of .stock of goods + Own 
construction + Sale value of goods sold 
in the same condition as purchased + 
Industrial and non-industrial services 
icndercd for customers. 

Total Input = Fuels, Electricity, etc, 
consumed + Materials + Contract and 
commission work done by other concerns 
on matciial supplied + Purcha.se value of 
goods .sold in the same condition as 
purchased + Others. 

Wc have taken the value of goods .sold 
III the same condition as purchased as 
measure of the value of subcontracting. 
And its share in value added (or in the 
value of output) as an index of subcon¬ 
tracting intensity. It mca.surcs the degree 
(it product subcontracting in an industry. 

Labour contracting and putting-out are 
the other two important forms of subcon¬ 
tracting practice. Wc have .some c.stimates 
of their importance in different manu- 
t.icturing industries. We shall present them 
lirst in order to pul our study on product 


subcontracting in perspective. Table I 
presents data on five industry groups with 
more than average share ol contract 
workers in total employment. .The use of 
contract labour has registered the iaigest 
increase'in two industries, n smely, bev¬ 
erages and tobacco, and non-metallic 
mineral industries. Bidi-making (local 
cigarettes) which is part of bcvcragt^s and 
tobacco is most intensive in labourti.se and 
traditionally contract lahourd<in'Tin^'.sbidi 
manufacturing. Similarly, hiick-'qi^ing 
and metal casting industries an: n)ator 
users of contract labour and this gets 
reflected in the high estimated ratios ol 
contract to total labour in non-metallic and 
basic metal groups. The rising trend is also 
observed even in new indu.strie.s like food 
products and chemicals. This is consistent 
with the reported trend towards labour 
contracting fornon-a)re activities like clean¬ 
ing and maintenance, packaging, weld¬ 
ing, painting and warehouse activities. 
This represents one facet of management 
response to changing market conditions. 

Industrial firms also supply raw materi¬ 
als to other factories for treatment, finish¬ 
ing and proce.s.sing. This is one form of 
tradition^ putting-out production in which 
the firm chooses the labour-intensive 
activity for outwork. Data on the value of 
work done by other concerns (taclorics/ 
workshops) on material .supplied is a 
measure of the value of subcontracting 
activity. For large factories, the value of 
such activity constituted 5..) per cent of 
value added in 1973-74. It is around 4.5 
per cent in 1992-93. For the registered 
manufacturing sector it is estimated to be 
around 8 per cent in 1983-84 and 7 per 
cent in 1993-94. For large factories in 
1992-93. wc estimated it to be 56 percent 
of value added in textile garments (265) 
and the value of such activity exceeded 

TABlf .1 tJlSTKlBIlllON (IF iNUdSl'MIF.S BV 
SUBCONFRACIIM, iNn.NSllY l‘W2-9.^ 


Per Ccni-.Shiite 

Number of Industries 

More than KHI 

7 

50-100 

10 

2.5-50 

17 

10-25 

IK 

0-10 

4K 

Total 

too 


Stunt e. Author's csluiiates 


Tabu; 2 Ghowth orOursouRCiNt; in Manci acti'rini;'* IU70 ixi l*W4 



Census 

Census 

Factory 

Factor.v 

Census** 


.Sector 

Sector 

Sector 

■Secloi 

Scclor 


I070 

1978 79 

198;t-K4 

1991-94 

1992-9.1 

Subcontracting intensity* 

9 46 

21 66 

22.3 

2S..1 

15 9 

Sh..re in reg manufacturing 

SV 

85 

too 

100 

58 


Kntrs- Aulhor’.s estimate based on AM leports ol various ye-trs. 
Monuracluring cxcltidc.s repairs; 

*■* Censu.s sectors Factonus with more than 50 workers, 


Census* sFaclory with more than 2(M) workers. 
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the reported net value added in the indus¬ 
try group manufacture of fabricated metal 
products (340). Excluding these two indus¬ 
tries this type of subcontracting activity 
is quantitatively in.significant. Therefore, 
it would not have been a significant source 
of labour flexibility. 

Our index of sulKontraciing intensity, 
as noted above, is the ratio of the value 
of goods sold in the same condition as 
purcha.sed to value added. Table 2 presents 
the estimates of subcontracting intensity 
in different segments of manufacturing at 
different time points, which is based on 
data availability. Subcontracting was not 
a significant activity in 1970. By 1978 it 
has gained prominence for large factories 
with a share ol 21 per cent.' ’ Note the 
change m the definition of census sector 
in 1978 and 1992-93. Consequently, they 
are not comparable. However, the data 
clearly suggest that for large factories 
subcontracting is a significant activity. 

Large factories (those with more than 
50 workers) dominate the registered fac¬ 
tory sector in terms of output and employ¬ 
ment. This further suggests that small firms 
do less of subcontracting. Using the re¬ 
sults of the Re.servc Bank of India (RBI) 
survey of small-.scalc units for the year 
1977, we estimated the subcontracting 
intensity for the small-scale .sector. It is 
found to he only 0.53 per cent. The share 
of subcontracting for the factory .sector has 
shown an increase of .3 percentage points 
during the peritKl 1983-84 and 1993-94. 
Note that during this period real value 
added of the factory sector recorded an 
average annual growth rate of 7.8 percent. 
We shall focus on the industry level 
estimates at three-digit level of disaggre¬ 
gation for the year 1992-93. This covers 
all factories with more than 200 workers. 

Wc estimated the subcontracting inten¬ 
sity for I (K) three-digit industries. Table 3 
.shows the distribution of industries by 
their subcontracting intensity. Which 
industries arc relatively subcontracting 
intensive .> What are their as.sociated char¬ 
acteristics? In Table 4. the subcontracting 
intensity ot .selected industries are pre¬ 
sented. They are in fact the top ranking 
three-digit indu.slries in five u.se-ba.scdcla.s- 
$ification.s of iiidu.stry gmup.s. namely, 
basic gixxis (BG). capital (K), intermediate 
(Int), con.sumerdurable (CD) and con.sumer 
non-durables (CND). TTicy are consistent 
with our a priori expectations ba.sed on 
anecdotal and sample .survey Fe.sults re¬ 
ported in the literature. The average subcon¬ 
tracting intensity and the other relevant 
characteristics of five use-based industry 
groups are shown in Table 4.1. Consumer 
non-durables have the highc.st subcon¬ 
tracting intensity and their average labour 
intensity is also the highest. Their share 


in value added is also high and next only 
to ^ basic industries. Intermediate indus- 
tiles present a contrasting picture with 
lowest subcontracting intensity and value- 
added share. Capital goods and consumer 
durables have similarsubcontracting inten¬ 
sity and labour intensity. The median 
employment size of the industries is lowest 
in consumer non-durables and largest in 
basic goods. Basic goods represent process 
technology and continuous flow methods 
of production in contrast to consumer 
non-durables in which batch production 
methods seems to be widespread. 

IV 

Correlates of Subcontracting 
Intensity 

What are the correlates of .subcontract¬ 
ing intensity? Is there an association 
between average factory (plant) size and 
subcontracting intensity? Does greater 
subcontracting intensity leads to higher 
mea.sured efficiency of large-scale factories 
in terms of value added to output ratio? 

The size of plant within industries is an 
important indicator, which is supposed to 
be capture the effects of .scale, technology 
and organisational m<xle. We e.stimated 
the average employment size of factories 


of the above industries after eliminating 
16 industiy groups. The median employ¬ 
ment size of factories is found to be 456 
workers for this set of 84 industry groups. 
Table 5 presents the average values of 
certain selected variables for two groups 
of industries, namely, those industries 
with less than median employment size 
(Group 1) and those with a factory size, 
which is greater than the median employ¬ 
ment size (Group 11). Group 1 industries 
can be seen to have higher .subcontracting 

Table Averace Plant Size or Inim/strv and 
Economic CHARArrERisncs in 84 Three-Digit 

lNOI'.<iTRIE.S 

Less than Greater Than 


Median Median 
Employ- Employ¬ 
ment Size ment Size 


Subcontract value/ 

value added .38.7 20.6 

Subcontract value/output 7 1 4 7 

Fixed capital/ 

labour Rs 3,K2,(XM) R.s l.92,(KK) 

Average employment 

size 3.S6 670 

Labour per unit of 

value added 0.78 0 4.S 


Source: Authors'e.stimatcsba,scdon ASKcensus 
sector), 1992-93: the figure inside the 
bracket is the number ot industry groups. 


Table 4: Subcontractino Intensity in SatcTEO Industries 

(Peiieniufir) 


Industry Code and Name Subcontracting Inien.sity 

131 Scmi-finished iron and steel products (BG) 

217 Prepared animal feed (Int) 

234 Weaving and fintshing of cottton textiles on poweriooms (Int) 

166 TV receivers, radio broadcasting equipment, microphones, 
record players, cassette players, audio and video ta|>c.s, etc (K) 

168 Electronic valves, lubes, capacitors, circuits and other 
electronic equipment (K) 

130 Agriculture machinery and equipment and parts (K) 

33.3 Refrigerators, uir-conditioners and Fire fighting equipment 
and part.s (CDi 

.142 Metal furnil iir.'v and fixtures (CD) 

161 Electric lamps (CD) 

174 Motor vehicles and parts (CD) 

1X7 Stationery articles (CND) 

211 Vcgalable oil and fats (CND) 

214 Coffee and ili.slanl coffee (CND) 

202 Canning and preparation of fruits and vegatabics (CND) 

26.3 Textile garments (CND) 

.104 Drugs, medicines and allied products (CND) 

10.3 Cosmetics, soaps, detergents, shaving products, tooth paste 
and toilet preparations (CND) 

Koie. Author's c.slitnale$ ba.sed on ASI 1992-93 (census sector). 


Table 4 1: Subcontracting Intensity bv Use-Based Industry Groups 


Industry 

Subcontracting 

Intensity 

Labour Per 
Unit of Value- 
Added 

Value-Added 
Share 
(Per Cent) 

Median 
Employment 
Size ot Industry 

Basic goods 

16 

0.4 

33 

771 

Intermediate 

9.7 

0.7 

9 

4,30 

Capital goods 

19 

0.5 

17.5 

540 

Consumer non-durables 

.33..5 

0.9 

33 

356 

Consumer durables 

20 

0.6 

7.5 

553 

All industries 

31 

0.5 

IW) 

464 


S'file: Author's estimates based on ASI 1992-93 (cen.sus sector). 


.32 

112 

no 

79 4 

.39 4 
17..3 

11.3 

10.7 
35 4 

17.3 
180 2 

210 

103 

178 

32 

64.5 

78.8 
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shaies, lower capital assets per worker and 
higher emplo^ent per unit output. This 
suggests a positive association between 
subcontracting intcasity and labour inten¬ 
sity. What motivates labour intensive in¬ 
dustries to prefer higher subcontracting 
intensity? The reasons could be several. 
First, for that industry the significance of 
labour cost savings, in terms of wage 
and non-wage benefits, could be higher. 
Second, the tran.saction aists in terms of 
contracting costs of labour impo.sad by 
labour legislation and costs of monitoring 
labour performance is perhaps higher.’^ 
Third, the technology of the industry i.s 
more oriented or more amenable to sub¬ 
contracting because of feasibility of sub¬ 
division and separability of activities.'^ 

The relationship between factory size 
and subcontracting intensity raises an 
intere.sling analytical i.ssue. There are gains 
fnim economics of large size operations. 
Size also entails organisational disecono¬ 
mies. The sources of di.scconomies may 
he information and co-ordination prob¬ 
lems in a large organisation, loss of span 
of control and monitoring costs.'’ In 
regulated labour markets there may be dis¬ 
economies of large employment size in 
terms of hiring and liring costs. Industrial 
firms can be hypothesised to choose sub¬ 
contracting at a point when gains from 
technological scale economies are offset 
by organi.sationai diseconomies of si/c. 
Con.scquently. the relationship between 
employment si/c of factories and subcon¬ 
tracting intensity can be non-linear, 'fhe 
similarity to cost and output relationship 
in the neo-classical theory of production 
is obvious. As factory size increases 
.subcontracting intensity first declines, 
reaches a minimum point and then begins 
in rise again. We assume that this relation¬ 
ship is qu.idratic in functional form. We 
have regivssed subcontracting intensity of 
the K4 industries on their average factory 
size and size .squared. Size is measured by 
employment and subcontracting intensity 
by the share ol siibcnmracting value in total 
output.'" The results arc shown in Table 6 
along with other estimated regressions. 

The estimates, in column 1 of Table 6. 
are consistent with our a priori expectations 
about the nature of relationship between 
subcontracting intensity and factory size. 
Subcontracting intensity reaches its mini¬ 
mum at a 'factory size of 820 workers. 

Our diita is a cross-sectitm of industry 
groups. Inorderlocontml forinter-indu.slry 
differences in size structure we intro¬ 
duced an estimate of relative .size of large 
factories and re-estimated the equation. 
The index of industry structure (IIS) is 
the value-added share of census sector 
(factories with more than 200 workers) 
in the registered factory sector in that 


industry group. A high share of census 
iiidicides the dominance of large factories 
in that industry and the scale and size 
dominated nature of technology. A lower 
share indicates the co-existence of large 
and .small factories and scale neutrality of 
technology. Consequently a possible 
greater scope for subcontracting activity. 
Wc assume that small-large type domi¬ 
nates the .subcontracting relationships in 
an industry. Hence we expect a negative 
association between the index of industry 
structure and subcontracting intensity. The 
estimates, in column 2 of Table 6, show 
a negative and significant coefficient for 
llw IIS variable. The coefficients of factory 
size remain unaffected. We also observed 
a weak but positive and significant air- 
relation (-i-.S 1) between IIS and the capital 
intensity of the industry. 

A related question is the behaviour of 
capital intensity of factories with a change 
in employment size.''* This needs to be 
consistent with our po.stulated relation¬ 
ship between subcontracting intensity and 
factory .size. If a rising employment size 
of factory results in organisational dis¬ 
economies then we should observc,cer«'rM 
purihus, capital stock per worker to fall 
as employment size increases. The re¬ 
gression e.sti mates, in column 3 of Table 6. 
i.s consistent with this proposition. The 
coelficient of factory size is positive and 
the axifficient of size squared is negative. 
Both are statistically significant. The maxi¬ 
mum value of capital intensity is found 
at a factory size of 973 workers. 

The ratio of value added to output is 
regarded as an index of vertical integra¬ 
tion with several weaknes.ses [Hay and 
Morris I984|, It partly reflects inter-firm 


differences in efficiency and competitive 
conditions. Perhaps it may be useful to 
consider it as lui index of profitability of 
the production operations. From a defini¬ 
tional viewpoint i sec above I higher sub¬ 
contracting intensity should result in higher 
ratio of value added to output The esti¬ 
mates of the regression, in column 4 of 
Table 6. support this hypothesis. After 
controlling for differences in IIS. subcon¬ 
tracting intensity improvcsilie value-added 
ratio of large-scale factories. 

V 

Conclusion 

Large industrial firms in India, till re¬ 
cently, worked in an environment of control 
and regulation. They were subject to 
capacity restrictions and labour market 
regulations. Subcontracting of final prod- 
uct.s, components, services and labour by 
large firms are known to be widespread 
and are believed to be rapidly growing. 
The practice of subcontracting i.s an in¬ 
dicator of the search efforts of firms to 
gain new margins of flexibility in com¬ 
petitive markets. Wc introduced and es¬ 
timated an index of product subcontract¬ 
ing intensity. We showed that subcon¬ 
tracting intensity has risen in aggregate 
manufacturing. Pulting-oui production or 
traditional subcontracting, based on ma¬ 
terial .supply to other taciories. has not 
been a major source of flexibility The 
indu.slry group consumer non-durables is 
found to have the higher subcontracting 
intensity compared to basic and interme¬ 
diate goexis. The latter represent process 
technology and continuous flow methods 
of production in contrast to consumer 


TABtr 6’ .Statistical A.ss(x'iation wTwrEN'.SL'BCONTKAcriNi. Intinsiiv, Faciohv Si/i ani> Indosikv 
.S'lXUflimK AND OriifeR Variablfs 




flcpendent 

Variable 


Independent Variables 

.Sub/Ouipiit 

.Sub/Outpul 

FixSil 

^iTue- 



Capilal/Workeis 

Added/Outpul 


(1) 

(2) 


(4l 

.Sub/Outpul 




DIMM) 

It 64 ' 

Si/c 

-0 o.t«« 

■O.O.t** 

1 



(2 46) 

(2 4.S) 

(10) 


.Size .squared 

n.0(KH>IK 

0 (KX)0I8 

-0 (MM)«»‘ 


(2 45)‘* 

(2 4S)" 

(•2 88) 


Index of industry siriicitiiv 


-0 02 


018)1 


(-2.4)** 


(6.I)’** 

liitereept 

164 

174 

280 1 

0 14 

R -square 

.10 

It 

12 

20 

F-value 

4.1 

.V3 

S 6 

10.4 

No of observations 

84 

84 

84 

84 


Kmey. Eslimiilcs ba.scd on heteroskedasticily consi.slciil variance anil eo variance iiulrix (While 
1980). 

Suh/output = Subconiracting Intensity 
Fixed copitai/workcrs = Capital Intensity 

Index of industry structure = pcrccniage share of ccnsu.s sector in A.SI Factory sector 
'*** .Significant at 1 percent level 
** Significant at i per cent level 
* .Significant at 10 per cent level 
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non-durables in which batch production 
methods seems to be widespread. Subcon¬ 
tracting intensity and labour intensity arc 
found to he positively associated. Both 
technology and labour market regulation 
are identified as sources of higher subcon¬ 
tracting activity of factories using more 
labour per unit of output. We tested the 
hypothesis that subcontracting intensity 
and factory size are non-lincarly related 
similar to cost and output relationship in 
the theory of production. Regression esti¬ 
mates supported the hypothesis that sub¬ 
contracting first falls and then rises with 
employment sizeolTactorics This is attrib¬ 
uted to the organisational diseconomies of 
large factories. Our study is based on 
iiSEtegatc industry data at the .1-digit level. 
Our results need to be further tested using 
firm level data within individual indu.stries. 

Indian industry is in the process of 
restructuring to improve competitiveness. 
In this context subcontracting would he 
an important strategy of large firms. It is 
also a major .source of flexibility. In course 
of time there would he qualitative shift in 
the nature of .suhcontracting perhaps with 
an emphasis on the use of skilled labour 
and speciali.sattnn rather than on taking 
advantage of poor labour standards in the 
small-.seale factories. To the extent that 
subcontracting is a response to the con¬ 
straint of labour regulation, the method 
and the process of labour market reforms 
may need greater attention. 

Notes 

(I graitifully acknowledge the coinnienis received 
from R Nagarni and Tirlhankar Roy I wi.sh to 
thank Chiraniecv Oupta lor research u.ssi.sinncc 
Special lhnnk.^ lo Shyaniprasad and S S [)(ishi 
for their help in underslunding company 
aceoiinimg piacnce I lake responsibdily for all 
enoiN and mlerpiel.ilions Comments may be sent 
U)lnye-mallnddlv^^ E-Mail swamyCifigidrac in.| 

1 Sec lX•^ai (I'lH.M tor puisuasive discu.ssion 
m term.s ol Mnali and large group industrie.s 

2 Ghoxe t This is true only with respect 
to fact III ICS with greater than l(X) workers 

t Chose lIV'Ml Recent unpublished study by 
Bishwaiiath Goldar. Insiiiuie of Economic 
Oiowih. New Oelht, reports that during 
|y8X-‘J4 cniploynieni elasticity of org.inised 
sectoi recoveied lo (uni positive 
4 Till date there has hccii no cconometni 
evidence m support of this hypothesis Fallon 
and Lucas claini to have shown the 

negative impact ol )nh security regulations 
Their evidence i.s weak and can K' eonlcstcd 
on .several gioumls An alternative hypothesis 
points lo the changes m product mix m favour 
of capital intensive indudnes, greater product 
market competition inducing efficiency and 
the n.iiiire of investment (moJemisation) as 
mainr factors Explaining the deceleration in 
aggiegatc manufacturing employment is a 
separate escreise and not pursued here 
“i Bhushan (IOKS) and Ramaswamy (I988> 
Nugarai (I ')k 4) piescnts a descriptive survey 
6 "For various leasons. subcontracting is the 
nuisi closeh lield secret in the coiporale 


world”, statement by the maiiBging director 
.of PorleAgro company, cited mBiaimui.'i India, 
September 12-2,S, 1994. 

7 This idfia wa 6 first suggested by Stigler (196S} 
based on Adam smith's proposition that "the 
division of labour is limtted by the extent of the 
market' 

8 Abraham and Taylor (1997) present evidence 
for American manufacturing Finns. 

9 See Bancrjee (1988) for an example from 
Electric fan indu.slry. 

to Under MRTP and FERA acLs, 

11 Factories with ID workers with power and 
factories with 20 workers without power. 

12 .Sale of excess stock do lake place but it is 
not equivalent to trade in intermediate inputs. 

I ) An important factor is that due to change in 
excise lax law in 197.S the number of products 
subicet to excise taxation increased covering 
a large number of industrial products Small- 
scale Anns are exempt from the payment of 
excise taxation inducing large factories to 
oiiisoiiree lo gain the fiscal advantage. 

14 The following criteria is used to eliminate the 
industry groups: (I) zero value of goods sold 
m the same condition as purchased, (2) net 
value added is negative. (1) reported value 
of any vunable (.say.wage bill) is greater than 
that value reported for the factory sector, 
(4) any extremely large ratio of a variable 

I ^ Is trade union density and strike activity higher 
m labour intensive indastries'* No evidence 
seems to exist for this proposition 

16 It IS pointed out that subcontracting intensity 
seems lo he correlated with the nature of the 
market rather than supply-side considerations, 
in cxpoii intensive industries like garments 
and leather. This logic eorreialcs distant 
markets with suhcontracting in labour 
intensive industries. We have not explored 
this possibility except lo note that expoit 
intensity of our set of'industries is nitiier 
insignificant except in garinenis. leather and 
food products like coffee. 

17 .‘'•cc Holirestroni and T irole (1989) fora survey. 

18 The correlation between the two measures of 
subcontracting intensity, namely, .sale value of 
goods .sold in the same condition as pureha.scd 
as a pioportion of value adiied and as a pro¬ 
portion of output is highly significant at .76. 

19 it IN well known that the relationship between 
linn size (or plant size) and factor intensity 
IS an empirical quc.slion. 
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Rights Watch's repoit on the linron 
Corporation h.is hecn published 
in India ,385 


Wrong Focus 

One ol die diseoncerimg .ispeets of 
I'lseal inanageineni since the bc-ginnmg 
ol the siabilisaiion piogramnies in 
|‘Wi 02 has been the tailure to locus 
on correcting the giinving lescniie 
delicti ol tlic ccniial goveimiieni fhe 
focus insiead has been on reducing 
the gross fiscal dchcit wiihoui taking 
into account the structure ol 
linaiicmg ol (his delicti. MH 

Andhra’s Dreams 

The atm of Chandr.ihabii Naidu's Vimihi 
2020 is to picsent a coheicnl tigeiid.i 
for action A long list ol objedises 
has been pa-p-ual and gaiherc.) together 
under appropriate sccTortil heads 
covering social and economic' goals. 
Several doiihis leniain. howevei. 391 

Present as Past 

There is a tendeney to ovcrsiinpiily 
hi.siorv and prigeei backwards ».urieni 
notions of lonllict among Hindus and 
Muslims into the p.csi It is netess.iry 
instead to examine hisloncat events ui 
their rieliness. depth, lomplesilv and 
anibiguiis to better iindeist.ind die 
naliiie ol tlie kUirenl tension. .196 







LETTERS TO EDITOR 
Remembering Sachin 

IT was sonifti me i n Junc 1960. when I was 
a student in the Bombay School of Iico- 
nomic.s doing my final MA that I walked 
into the chamber ol Sachin Chaudhuri m 
Apollo Street without even asking hi.s 
permission oi even an appointment. 
Hannan Ivekiel was my teacher and used 
to teach cconomns oi public utilities and 
transpoil Ho wrote regularly lor the EW. 
Air tran.sport had Just been nationalised 
and I had written a small piece on ‘Avia¬ 
tion .since Nationalisation' and had taken 
the picio to Sachin C'haudhun He was 
chewing pan, and was in spotless while 
starched khaddar-kuria and did not talk to 
me, but smiled. I stood before him ga/.ing 
at his table which was Ju.st a small wooden 
plank with several books and papers func¬ 
tionally disorganised all around. He was 
.searching lor sonielhmg and eventually 
took out an I-AO publication on lishing 
m Hong Kong and Konkan coa.st. He did 
not even talk about my piece on aviation 
and just said “you take this report and 
make a review ol this in two pages”. 1 was 
already sweating in the humid climate of 
Bombay but look courage to say “yes sir" 
and walked out with a feeling of dejection 
and joy at the same time - the Joy ol 
meeting him and being able to tell my 
triends that I had met Sachin Chaudhuri 
and that he had asked me to review a hook 
for the EW As a .student it was an achieve 
menl. Then alter a month or so I went back 
and gave him the review and he said ‘good'. 
When alter several months 1 saw my piece 
appearing as "Fishing in Bombay and 
Hong Kong - A Contrast' my Joy knew 
no bounds Alter that 1 read EW for many 
years When I was confused about my 
career choice lietwecri a research career 
and the Karnataka Admmi.slralive Service 
m the 1960s I wrote to Sachin Saab and 
asked his opinion. Prompt came his reply 
and he said. “The character ol administra¬ 
tion in India is changing, and should 
change, and one can write better by being 
in a system than outside” and he advised 
me to |oi lithe administrative .service. Since 
1960s I am an EW and later fPW fan. I 
have continued to meet Krishna Raj then 
and now. The EW then and EEW now, arc 
not )ouinals but institutions. If we want 
•I tradition of scholarship, knowledge and 


critical enquiry to flourish in India, we 
have to strengthen institutions like EPW. 


Bhopal 


Mano Kiilkarni 


Bajrang Dal in Orissa 


('LOSn on the gang-rape of AnjanaMishra 
- inspired by the ruling Congre.s.s{I)’s 
desire to silence the opposition to the ex- 
.idvocalc general in Orissa - comes the 
news of the gruesome murder ol Staines 
and his two small children. It is worth 
noting that Graham Stewart Staines had 
been selflessly working here (or more 
than three decades among the lepers, 
something that very lew ol us Indians 
would even dream of doing today. The 
Australian leprosy mission, with which he 
was associated, had been founded in the 
early years of this century at MayurbhanJ, 
then a princely state. Never even during 
the period of the anti-imperiali.st struggle 
and ma.s.s movements in Orissa were such 
outposts of compassion, dedicated to the 
service of the poor and the outcasles of 
society, exposed to such treatment. In 
lact. the mission's association with one 
of Mahatma Gandhi'sdreams, that of eradi- 
latiiig leprosy, had earned lor it a lot ol 


love and respect among the local popu¬ 
lation. 

It is indeed a hitter irony that the Sangh 
parivar decided to 'thank' Staines in this' 
fashion. It is equally ironic that while the 
prime mini.sier has been calling for de¬ 
bates on conversions hi.s men go on .such 
barbaric rampages. It seems the Sangh 
parivar has now decided to strike at 
Christians in the country. Since its per¬ 
verted anti-national political thinking 
cannot .survive without locating enemies 
and spreading hatred and its anli-Mu.shm 
tirade seems to have been far too costly 
in electoral terms, it has now lurned against 
the Christians. lustily ing rapist attacks on 
nuns, tribal Christian converts and churches 
hannoni.scs pcricctly with the legitimacy 
provided by the leadership of the laseisi 
outfits which locate missionaries and 
Amartya Sen Uhank God Mother Tcressa 
is not there to be branded m this wayi as 
agents ol ‘Christian impeiialism’' 

One can only hope that these murdeieis 
and criminals are brought to book accotd- 
ing to the law ol the land atid the people 
in this democratic country reject these 
fascist, inhuman and antt-nalionul fotces. 
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Planning the Commission 

T HI Planninc C oinniission has been itvamped and given any earlier Plan penixl and over ihc IS years between 1997 
anew deputy (.hairman riicNinthPive Year Planloohas and2()l2thcsi7eofthelabourlorLCWouldgrow(ioni t97mn 
been ipptostd by the cabinet and now awaits the formal to S6t mn What follows ts typieally a parade ol growth 
iinpnniatui ol the Natnmal Development ( ouneil which is to targets GDP growth of 6 S per cent per annum in the Ninth 
meet nevt week iltcragapol moic than two years lor that Plan to be followed by 7 7 percent in the next Plan and 8 1 per 
purposi rile limny thing is that the Plan cos ers the five yeais cent in the one after that agricultural growth of 4 8 per cent 
lioin Apiil 1997 to March 2002 in other woids it is being per year over the IS year period (with foodgrain production 
clcirccl IS It IS about to enter Us thud year Tlie oddity has going up from 199 mn tonnes to 3^7 mn lonncs and 
howcMi evoked scaicelv any comment perhaps because corresponding figures for virtually every other crop) growth 
the ic Is the III biggci conundrum of what all e year plan said of manufacturing by 9 6 per cent per annum andsoonandso 
to lun to a stolid 1 pages in two volumes is supposed to forth If the point is that rapid growth is essential loi 
mean altci almost an enure decade ol economic reforms employment expansion then ol course it is well taken But 
But no the Planning Commission is not quite a bunch of beyond the numbers a host of policy issues require uigeni 
Rip V an Winkles I here are apparently piclixed to the Ninth attention if the ambitious expectations of growth of dillercnt 
Plandocumcnialewpagcson Development Stiategy where see tors of the economy and of employment arc to fructify lo 
It IS quite plainly pioclaimed that |w|ith the progressive mention one m regard to which very little has been done so 

deiegul iiion of the economy and the laigcriolc of the private tar because it is a politically sansitive subject major changes 

scctoi aiulinaikct based deco ion making planning methods are imperative in labour laws and regulations to impart a 
bisid on input output balances foi each mdustiial sector measure of flexibility to the labour market and make possible 
havchiiome less iilevant The notion ol a deterministic the organisational restructuring so very neeessaiv in the 
lel itionsiiip between the Plan and economic performance’ public scctoi as much as m the private sector to achieve 

loo has ippittnliy been civcn the go b> and instead the growth ol investment production and productivity ol the 

planning pi ocess now locuscs on planning lor policy so that required order 1 he Planning Strategy chapter of the Plan 

ihe signals that aic sent to the ceonomie system induce the itself mentions a number of other areas where policy action is 

\ UK us economic agents to behave n a mannci which is equally called foi Forinstance acknowledging globalisation 

consistent with the national objectives Unfortunately a as a reality ‘which cannot be denied and also should not he 

icscniblanee il anv between these sentiments and the rest of avoided it is emphasised that globalisation needs lo be 

the massive hulk of Ihe Ninth Plan document and more managed so that we can derive the maximum advantage from 

imjio'tani Ihc letualday lo davpreoccujiations of the Planning world markets ’ Howcvei it will hardly be d'sputed that the 

C oriiMiission IS as they say purely coincidental Planning Commission h.is had little or no contribution to 

As lar IS ean be made out from the available details in the make to policy formulation m these and the many other aieas 

lime honouied tiadilion the focus of the Plan is on targets whichhavebeen thesubjcctsofdiscussionandpolicy changes 

aggregate and minutely sectoral ol growth outlays and so in the nineties 

on The oute omes m the I ii st two years of the Plan have been What is especially sad is that no one is i n the least surpi iscd 

gencially way oil the mark But no matter fiom the third year that this should have been so or expects anything cifle'rcnt 
onwards everything is expected to get back on the pre- from the Planning Commission 1 he reason of course is that 
ordained path I oi instance the growth rate ol the economy it is taken for granted that everything about the Commission 
IS estimated to have been 5 percent in 1997 98 and 6 per cent - its entire orientation and history, its gargantuan si/e 
in 1998 99 well below ihc Plan soiiginal target of7pcrccnt and structure- renders it unfit foi anything either than the 
Sad no doubt but tor i999 2000 and the test of the Plan the production eif page tomes once every five years or so 
growth taigei is back to 7 pei cent sei that ovci the five vears the once a year routine of haggling with the finance ministiy 
as a whole the giowth rate can be put at a lespeclable 6 *> per over the si/e of budgetary support to the annual plan the 
cent Similarly the Plan »target tor the central government s leisuiely and largely vacuous exchanges w 'th the stales ovci 

fiscal deficit is S per cent of GDP wheieas in the first two their annual plans and the meaningless charade of approving 

yearsitisexpcctediobcoverbfiercent Nomatteronceagain Plan programmes and projects big small and minute 
in the lemaining three years the deficit would be magically Certainly as it is today the Planning Commission is just not 
bioughi down below even S per cent in fact lo as low as 4 1 cut out tor planning for policy which ace outing to the 
per cent in the Plan s last year authors of the Ninth Plan s Development Slralegv is what 

The Plan quite tightly emphasises the importanee of the planning process should focus on To change this should 
expanding cmploynciit pointing out that though the rate of be at the top of the agenda of the Commission s new deputy 
population giowth may have begun totapei off thegrowthof chairman Will he bite the bullet or like his innumerable 
the labour force would be more rapid in the Ninth Plan than in predecessors opt for a life of peace and quiet * 
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BIHAR 

Opportunist Politics 

ALTHOl’GH it may be debatable whether 
or not the Rashtriya Janata Ual (RJD) 
government in Bihar should have been oust¬ 
ed through the itnposition ot president's 
rule, no one can deny that it had lo.st the 
moral right to rule the state long ago. what 
with the lodder scam in\ olving its supremo 
and the connivance ol its administration 
in atrocities on the dalit ptKir. 

In such circumstances, the tears shed 
over Its ouster by some Lcit leaders betray 
an utterly cynical lack ol concern tor the 
sullcriiigul the people of Bihar and .sheer 
opportunist tactics ot harbouring a corrupt 
politician like Laloo Yadav tor the .sake 
ot building a Third Front in the fight 
against the BJP and its allies. While 
advising Yadav to move the courts against 
the imposition of president's rule, Jyoti 
Basu IS icpoiled to have said that "killings 
take place everywhere”, suggesting that 
since they have become the order of the 
day they do not warrant die ouster of any 
Slate government for failing to .stop such 
killings That Basu's views have very few 
takers u as evident Irom the scanty public 
participation in the prrKCssions brought 
out by Ins paity in Calcutta to protest 
against the dismis.sal of the Rahri Devi 
government. In Laloo Yadav's own state, 
lor all his usual bravado, he could not 
muster much public support, as very few 
people gathered to watch his theatrical 
ritual ot courting arrest m Patna. 

It IS obvious that LaltMi Yadav’s popu¬ 
larity had been ebbing fur quite .some time. 
The solidarity that the non-BJP parlies 
(including theCongre.ss)dcmon.stratcdla.st 
September in protest against the BJP-led 
central government's recommendation ol 
president's rule was totally missing this 
lime. The Congress, which was support¬ 
ing (he Rahil Devi government till (heend, 
has been distancing itself from it during 
the last lew weeks. The two massacres - 
at Shankarbigha and Narayanpur. one 
coming on the h>'els of the other - were 
a lurthei blow to Laloo Yadav’s image. 
It was this moment of Ins growing isola¬ 
tion that provided the BJP-led govern¬ 
ment at the centre (he chance to pounce 
upon him and impose president's rule. It 
a Iso helped t he BJP to paci fy it s disgrunt led 
ally, the .Samata Party, which had been 
demanding the ouster of Rabri Devi's 
government Irom the beginning. 

Thus the BJP. besieged from all corners, 
has now lound a reprieve. By .sending the 
army and paramilitary lorccs to Bihar the 
centre is trying to impress the people in 
Bihar that it is determined to curb the 
Ranvir Sena and restore law and order in 
the state. The army and the central forces 
.lie however likely to be directed more 
.i|:.iinsi Laloo Yadav's followers in the 


immediate future, it they try to demon¬ 
strate and disrupt public order. Once they 
are taken care of, one would like to see 
how president's rule leads to the punish¬ 
ment of the upper caste landlords' private 
goons who arc guilty of the massacres. 
Or will the security forces be deployed 
again.st (he naxalitc enclaves in the state 
to suppress the militant protests of (he 
rural poor'' 

While this pos.sibilily following presi¬ 
dent's rule 111 Bihar cannot be ignored, the 
Left parties should at the same time be¬ 
ware of turning] atloo Yadav into a martyr. 
Of late, his ally Mulayam Singh Yadav 
ol the Sumajwadi Party has been negoti¬ 
ating with the Left parties to accept Laloo 
^'udav as a partner m the anti-communal 
Third Front. The Left leaders have agreed 
to invite him to the national convention 
lor (he lormation ot an anii-BJP platform 
m Delhi. After his ouster now in the eyes 
ol these leaders his value may have gone 
up turlher (as is evident from Jyoti Basu's 
ibservations) and he may be considered 
a III ally who deserves all-out support. 

But such a step will prove .suicidal lur 
the Left and other democratic and .secular 
lorce.s. By allying with a corrupt politician 
who has al.so proved his administrative 
ineptitude, the Left will (amt its own image. 
In tact. in.stcad ot giving the BJP a chance 
to pose as a champion of the dalils and 
a fighter again.st corruption, the Lett should 
have had the courage and honesty long ago 
to lead the agitation against Laloo Yadav. 
At the state level, since 1990 when he came 
to power, the CPI and (he CPKM-L) have 
been at the receiving end of Laloo Yadav's 
politics of castc-hased populism, with the 
liclp of which the wily leader has wooed 
away large chunks of the followers ol 
these parties and brought about a fragmen¬ 
tation among (he rural poor in (heir.struggle 
against the feudal landlords. While the 
( PI and the CPI(M-L) therefore have been 
quite understandably opposed to Laloo's 
entry into the Third Front, the CPI(M) 
which docs not have any base in Bihar 
and therefore faces no resistance from 
I .aloo Yadav can afford to ignore the plight 
of the other Left parties. It is no 
wonder therefore that the CPlfM) at (he 
national level is willing to accommodate 
Laloo Yadav. 

The argument offered by the Left lead¬ 
ers. and the CPl(M) in particular, indcfcnce 
of including Laloo Yadav in the Third 
Front is that, even if he is corrupt, he is 
anti-communal and committed to fighting 
the BJP But then, while one agrees with 
giving priority to defeating communal 
lorccs. should one trade off the anti-cor¬ 
ruption agenda against the anti-communal 
agenda? Instead of picking up just about 
any stick to beat the BJP. should not the 
Left be di.sccrning in its choice of allies'' 
After all, as a stick Laloo Yadav is not 
all that firm and .straight, and will remain 


an embarrassing liability in any Third Front 
as along as the fodder scam case contin¬ 
ues. By defending and accommodating 
such a politician, the Left and other .secu¬ 
lar parties will be liable to be blamed of 
acquiescence in his corrupt deeds and 
abetting in his rule which has wrought 
havoc in Bihar. 

MAHARASHTRA 

Literary Contretemps 

A correspondent writes: 

MANY debates have crystalli.sed around 
the Akhil Bharatiya Marathi Sahitya 
Sammelan (All-India Marathi Literary 
Conference) during its 122-ycar history. 
The only organisation of its kind among 
the Indian languages, the sammelan has 
had little tangible to offer writers as it 
lacks any executive power. It has remained 
in the limelight as a platform for voicing 
the position ol the Marathi literary com¬ 
munity on cultural and political issues 
Though Marathi litterateurs have ijcca- 
sionally in the past mobilised this platlorm 
or floated temporary alternative ones It., 
put up a fight against particularly blaianl 
instances ol political mterlerence in cul¬ 
tural matters, the consistently large finan- 
ctal support extended by successive gov¬ 
ernments in M.iharashira has (ranslormed 
the .sammelan over the years into a lavish 
social gathering on the one hand ami 
enabled it to claim to repieseni ihe literary 
mainstream on the other. 

It IS the hollowness of this claim th..t 
was sought to be exposed by the vidroliT 
.sahitya .sammelan organised paiallelly to 
the 72nd official literary conference in 
Mumhai this year. It was. however. .Shiv 
Sena chief Bal Thackeray's characteri¬ 
sation of the official sammelaii as a 'hail 
bazaar'(catllc-show') which upset the lii- 
erary establishment and propelled the laiiei 
into an overt confrontation wii't the gov¬ 
ernment. 

With the coming to power ol the Shiv 
Sena-BJP government, it was natural lor 
Thackeray to fancy that the cultural com¬ 
munity. along with the rest, would accept 
his .style of functioning and his suprem¬ 
acy without demur. In this context. Ihe 
criticism by the noted Marathi litterateur 
P L Deshpande a couple of years ago of 
the strong arm tactics of the party in powci 
and by the president of the latest sammelan. 
though muted, in his presidential address 
of forces stifling freedom of expression 
were bound to raise the hackles of the Shiv 
Sena chief who was expecting the sam¬ 
melan to be grateful for his government’s 
largesse. 

The attitude of Marathi writers towards 
government patronage has always been 
marked by contradictions. Among those 
who boycotted the official sammelan as 
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a protest against the government's inaction 
over attacks on journalists, artists and 
works of art. there were many who have 
accepted prizes, grains and housing from 
the present government. Many eminent 
4 iicn ol letters, who had opposed the 
emergency or political interference during 
A R Anlulay's Congress rule in the state, 
had had no hesitation when Sharad Pawar 
disbursed three and a halt crorc rupees 
during his tenure as chici minister in the 
late 1980s. Thus the Marathi literary 
community as a whole has never been able 
to uncompromisingly distance ilsclt from 
tho.se 111 power. Thackeray’s reminders 
about the huge amount drawn from the 
stale’s exchequer to organise the grand 
literary tunction brought out the pathetic 
dependence ol various literary bodies on 
state lundmg 

The vidrohi' sahitya sammelan. which 
drew more response than was expected. 
inteiTogaied the legitimacy of the official 
confen'iice Iroin a diffeient standpoint. 
Instead ol opposing the otticial conler- 
enee loi allowing politicians ol aparlicu- 
lai hue on the dais, the vidrohis. claiming 
to lake inspnation Iroin .lotirao Pilule’s 
exhortaiion that the toiling masses should 
loini then own literary organisations, 
pointed out that the olficial platlorm 
operating within brahmanical parameters 
had dcliheiaiely denied recognition to 
wiiiers ol the lower castes ihroughotil its 
history. In a sense, the vidrohis were 
lellectiiig the shill that has taken place in 
the social base ol literaiy production with 
the lower cask's now in the lorclront ol 
liierarv innovation in style and content, 
(iiveii iliai till now almost all the presi- 
deiilsol llieall-liidiaconfcience have been 
bialimiiis and have been elected by less 
than .h)() persons in charge ol dilterent 
liierary tiodies spread acioss the stale, it 
IS cleailv iiiisleailiiig to attribute to the 
conicreiice a repiesentative status. Never- 
lliele.ss. the challenge belore the vidrohis 
leiiiaiiis that ol drawing writers ol the 
lonsliluency they seek to represent on 
their platform. This involves gaining 
prestige and status for the ’vidrohi' 
platloini which at present it clearly lack.s. 
as was evident Irom the minuscule 
liresence olcreaiive writers at the 'vidroli'’ 
sanimelan. 

.Moreover, some of these writers have 
111 the (last not hesitated to contest the 
presidential elections ol the all-India 
conference, thus compounding the prob¬ 
lems lor the vidrohis. More importantly. 
Thuckeiay’s lulminations notwithstand¬ 
ing, the recognilitin granted by sueccs.sive 
governments to the all-India conference 
cannot be overlooked. It will be binding 
on litterateurs approving of the .stand taken 
by the vidrohis to not only dissociate 
themselves Irom the official platform but 
also free Ihcnrsel ves from the government’s 
apton-sirings, .something which the writ¬ 


ers, given their track-record, will find 
difficult to sustain. On the other hand, 
having made their political statement, the 
vidrohis will quickly run out of .steam if 
they do not devise innovative means of 
promoting their literary culture which 
letnains central to large numbers of the 
population making the transition from 
illiteracy to literacy. This will be the 
audience and readership that the vidrohis 
need to address if they want to meet the 
challenge they have set lor themselves. 

MFOrCAL EDUCATION 

Too Many Cooks 

THE eight grace marks awarded to MBBS 
examinees ol the Mumbai University 
appears to have opened a can of worms 
that had been kept tightly clo.sed for 
decades. For. under acrimonious discus¬ 
sion are not merely issues of whether such 
a grant ol grace marks was Justified but 
the relative roles and responsibilities of 
the university and the Medical Council. 
What has ari.sen in Mumbai is a piquant 
situation while the Maharashtra Medical 
Council IS re.sponsihle for the quality of 
education in medical colleges in the state. 
It cannot apparently interfere with the 
method by which .students are evaluated 
and eventually allowed to apply to the 
MMC lor the grant of licences to practise 
metlicme. Even more impoitaiitly, the issue 
puts a rhetorical question mark on the kind 
ol doctors that Indian medical colleges are 
producing. 

The issue was simple enough: several 
siudents who had done well in other 
subjects had failed in the paper on pre- 
\enlivc and .social medicine, a .subject 
most medical students routinely neglect 
and have little use lor in their future 
lucrative careers. Given this, it was un¬ 
acceptable that llieeareersol siudents who 
did .so bri lliantly should be damaged merely 
because they could not clear a PSM paper. 
A petition wasdiily launched seeking grace 
marks, on the ground that the question 
paper was unusually lough’. Following 
this the university grunted eight grace 
marks to all the students who had failed. 
All wouUI have been well if a curious 
journalist had not sought the ‘tough’ 
(juestion paper, it contained such us.sign- 
ments as short notes on 'Alcoholics 
Anonymous', ’cllicacy of BCG vaccine', 
'.ictivities of UNICEF’, urban malaria 
programme', ‘social factors in .STDs', 
directly observed therapy in tubcKulosis'. 
'Child Relief and You', control of rheu¬ 
matic heart disease’. A much disturbed 
Maharashtra Medical Council look it upon 
ii.se.lf tocomstilutean investigation into the 
ca.se. breaking wide open delicate and 
difficult issues of the relative jurisdiction 
of the university and the council. It would 
be easy enough to decry the medical stu¬ 


dent who found it difficult to write a short 
note on BCG vaccine or the activities ot 
the (yrganisation named CRY However, 
the .students’ ignorance is only a rellection 
of the inadequate grounding of medical 
education in the country in current ground 
realities, in the social dimensions of dis¬ 
ease and the role of pn.'veniivc public 
health care. There have been numerous 
committees and even a dralt medical 
education policy suggesiing long overdue 
changes which have never seen the light 
of day . 

Similarly the other issue ol the who is 
in charge of medical education has alsi> 
been buried under lor a long time. The 
graduate medical degree is awarded by the 
university and the medical colleges are 
under its jurisdiction. However, nt' medi¬ 
cal college may lunction without being 
duly recogni.sed by the state medical 
council. The council has .set up guidelines 
and minimum requirements, such as the 
kind of hospital which should be attached 
to a medical college, the qualillcation ol 
teachers, the equipment and other ser¬ 
vices. including cadavers available to the 
students, etc In essential aspects the 
purview of the Medical Council has not 
changed much since the time the Medical 
Council ol India came into being long 
belore mdapcndcnce. Its main purpose 
then was to ensun; minimum standards tor 
medical graduates in India while shifting 
the burden Irom the British Medical 
Council ot having to deal with the 'brown' 
doctors. 

The council played a low key role lor 
as long as medical colleges were mostly 
slate-run and their numbers were small. 
By the late lySOs the burgeoning of pri¬ 
vate medical colleges and hospitals re¬ 
sulted inevitably in exposing the complete 
powerlessness ol the council to imple- 
iTienl requisite .standards and monitor them, 
leading to a move to review the Medical 
(.'ouncil Act and give it more teeth, in 
recent years, several factors have lorced 
the stale councils to clean up their act. It 
is not surprising that the MMC has taken 
upon itsell the task of enquiring into the 
■grace marks’ issue. While there aie. 
according to the MMC. few precedents lo 
this case, it is fully within its jurisdiction 
to .set up such a comiriillee. However, it 
IS not clear it the council has the righi to 
’interlcre’ with the conduct of the exami¬ 
nation by the universily The issue has 
been further complicated by the lact that 
only recently Maharaslilra has passed a 
bill .setting up a health university in Nashik 
lo which all medical colleges will be 
attached and which presumably will beihe 
authority that will conduct examinations. 
With the none loo heartening experience 
of health universities in Tamil Nadu, 
medical education in Maharashtra, it would 
seem, will have to sutler one cook too 
many. 
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The revised niiiional incamc senes wiih the base 1991-d4s|(X) malces an upward revision of GDP by about 10 to 12 per cent following the inclusion of new items/ 
improvements eltecied iii 17 sectors. As the bulk of the iieu items are of a consumption nature, higher revisions have been made in private final consumplion expenditure 
in the domestic market. The revision has made only a fractional difference to the annual growth in real GDP, but the domesuc saving ratio has fallen sharply from 
26 per cent lo 24/23 per cent While the capital inflow figures now used are higher, the capital formation rate which ranged from 23.4 to 23 8 per cent dunng 
1994-93 In l9%-97 has declined to 24 8 per cent in 1997-98 

Macroeconomic Indicators 


Index Numbeifi of Whoienaie 
Prices (IQ81-82 1(8)1 


All Coiiiinodiltcs 
Pninary Article.s 
Fond Articles 
Noii-Pixid Articles 
Fuel. Power. Light and Lubricants 
Maniifnclurcd Products 
Food Prorlucis 
Food Index (coinpuied) 

All Coiiiinodilics (Average Basis) 
(Apnl 4. IW8 - January .30. 1999) 


Cost of Living Indices 


Weights 


Over 12 
Latest 

_ 'll 

Months 

Previous 

irialion (Per Cent): 1 
Fiscal Year So Far 
1998-99 1997-98 

?ainL-ta:Eo 

1997-98 

im_ 

19%-97 

1995-96 

1994-95 

4.6 

5.3 

5.0 

57 

5 3 

6.9 

5.0 


8.1 

4.9 

10,2 

7,6 

5.5 

7.0 

5 4 

127 

8,6 

3.9 

12.2 

7.5 

4.0 

9.6 

9.8 

11.9 

9.7 

6.9 

9.8 

86 

8 5 

3 5 

-1 9 

15.5 

-0.9 

10.0 

-2.6 

94 

11.4 

169 

3.7 

2.4 

3.6 

4.5 

3 4 

3.8 

40 

4.9 

5,0 

10,7 

4.6 

6.9 

5 1 

59 

5 5 

14.1 

-0.7 

8.1 

7.3 

49 

9 8 

6.9 

4 5 

11 1 

6 3 

10 6 

6.9 

5.2 

72 

4.8 

4.8 

6.4 

7,8 

10 9 


_ Variation (Per Cent): Poim-lo-Poin t_ 

Over Over 12 Moiuhs Fiscal Year So Far 1997-98 1996-97 1993-96 1994-93 
Month Latest Previous 1998-99 1997-98 


Industrial Workers (I982=I(K)) 

429 0'-’ 

-2.1 1 

Urban Non-Mim Emp (1984-85=1 (X)) 

345 O" 

-1.4 1 

Agri Lab (I98(>-H7=I(X)) (Link factor 5 89) 

305 O'- 

-1 6 1 



12.9 

6.0 

10.6 

55 

12 1 

1 1 



Money and Banking (Rs crorc) 


Money .Supply (Mi) 

Cuirency with Public 
Deposit with Banks' 

Net Bank Credit to Govt 
Bunk Cicdii in Coininl .Sector 
Net Foreign Exchange Assets 
Reserve Money (Jan 29) 

Net RBI Credit to Centre 
RBI Credit lo Bks/Cotnin Sector 
.Scheduled Commercial Banks (Jan 29) 
Deposits 
Advances 

Non-Fotxl Advances 
Invesiments (for SLR purposes) 
Commereiai Investments 
& Includes Rs 17.94.3 cmre on account 


Index Numbers of Industriiil 
Production (199.3-94sl00) 


Over Month Over Year 


Fiscal Year .So Fur 

1998-99 1997-98 1997-98 1996-97 1993-96 


934666 

167133 

764166 

382636 

46.3788 

1.19778 

244102 

15049.3 

20218 

690269 

349829 

332773 

251(8)6 

45584 


9413(1 0) 
4872(3 0) 
.522.5(0 7) 
1983(0 5) 
1568.5(3.5) 
2728(2.0) 
167.3(0.7) 
846(0.6) 
587(3.0) 

7188(1.1) 
5805(1 7) 
48.5(KI 5) 
1323(0.5) 
569(1.3) 


154311(19 8) 
21862(15 0) 
1.32997(21.1) 
6.352.3(19 9) 
616.38(15.3) 
21.389(18.1) 
29822(13,9) 
21607(16,8) 
5558(37.9) 


1092770 3.2) 
21973(15 I) 
86.564(12.8) 
.520170 5.7) 
33.598(7.8) 
1320900.4) 
l7869(/.9) 
16879(12 6) 
4936(32.3) 


78.5070 1 2) 
13207(10.0) 
6360201.2) 
.3049.3(10 6) 
27843(7 4) 
128920 2.2) 
14295(7.1) 
8186(6 8) 
140700.6) 


122034(215 ) 848.59(14.0) 62636(12.4) 
427680 3 9) 2.57.50(7 9) 28660(10.3) 

.3812802.9) 21179(6.8) 2.3841(8 8) 
40119(19.0) 32.301(14.8) 20374(10.7) 
106I7(.30.4) 12.500(37.8) 15556(80 1) 


12345107 6) 
1309.5(9.9) 
110036(19 4) 
42(X)0(I4 6) 
5588304 9) 
21072(20 0) 
2624803 I) 

1291500.7) 
20290.5.3) • 

9981109 7) 
4.56770 6 4) 
4079005.1) 

2819204.8) 
13673(70.4) 


9784106 2) 
1.3829(11,7) 
841620 7 5) 
.308400 2.(1) 
31659(9.2) 
233.56(28 4) 
5527(2.8) 
1934(1 6) 
l.55.57(-54 0) 


7258103 7) 
17.5770 7 5) 
550420 2 9) 
3536()( 15 9, 
5142507 7) 
3|09(.3 9) 
251760 4 9) 
1985.5(20 I) 
8747(43(1) 


717800 6.5) 464600 2 I) 
24386(9 6) 42455(20 I) 
26.5800 0 9) 44938(22.5) 
2573105.6) 1.5.529(104) 
4412(29 4) 925(6 6) 


of proceeds ironi RIBs, excluding which the year-on-year growth of money supply would be 17.5 per cent 


Weights 


December 

1998 


1998-99 


1997-98 


1997-98 


1996-97 1995-96 


1994-95 


General Index 

l(X)(K) 

Mining .aid Quarrying 

10 47 

Manufacturing 

79 K. 

Electricity 

1(1 17 


Capital Market 


BSE Sensitive Index 0978-79=100) 
BSE-100 0983 K4=1(X)) 

B.SE2(X) (I989-‘X)=I(X)) 

S and P CNV-50 (Nov 3. 1995=I(XX)) 


Feb 12. Month 
1999 Ago 


) 1.39.2(3.5) l.34..5(6.7) 137.6(6.6) 

) II7..3(-I.I) II8.6{5..5) 122.4(5 9) 

) 142.6(3.7) 137.5(6 9) 140.5(6.7) 

1 135 8(6.6) 127.4(6 0) 130.(X6.7) 

129(X5.5) 
ll.S.6(-2 0) 
131.8(6 7) 
121 9(3 9) 

122.3(12.8) 
117.9(9 6) 
I23..5(I38I 
117.3(8 n 

108 4(8.4) 

107 6(7 6) 

108 .5(8.5) 

108 .5(8.5) 

Year 1998-99 So Far 1997-98 

End 

of Fiscal Yea 

ir 1 

Ago Trough Peak Trough Peak 

1997-98 

1996-97 

1995-96 ' 

1 


.3337( 1 4) 

3.353 

3293(-5.5) 

2783 

4281 

.3210 

4548 

3893(15.8) 

3.361(-0.2) 

1468(3 5) 

1496 

l4I9(-6..5) 

1242 

1890 

1401 

1980 

1697(15 9) 

I464(-5,.5) 

34(X7 5) 

345 

3I6(-6.2) 

289 

429 

314 

440 

377(14.9) 

328(-5 0) 

970(1 2) 

964 

959(-4.2) 

812 

1213 

941 

1140 

1117(15.4) 

968 

6lO(-28 8) 

656 

857 

515 

1015 

765 

1.320 

940(1.1) 

930(-4 4) 


3367(3 3) 
lS49(-3 5) 
34S(-6,3) 
na 

973(-0 6) 


Foreign Trade 


Expuns Rs crore 
I'S iim 
Impons Rs crore 
US $ mil 

Non-POL US .S nin 
Balance of Tradc Rs crsire 
US $ mn 


December 

1998 


_Fi.s cal Year So Far 

1998-99 1997-98 


I0i85()0i).0) 
242.39(-f 5) 
1.32447(20.4) 
31.521(4.6) 
271020 2.3) 
-30.597 
-7282 


92.599(8.0) 

25369(4.6) 

:(X)I802.5) 

.30141(8.9) 

24143(17.0) 

-17419 

-All! 


1997-98 


126286(6.3) 

33980(2.6) 

151554(9.1) 

40779(5.8) 

32.56201.9) 

-25268 

-6799 


1996-97 


11881701.7) 
3,3470(5.3) 
1389200 3 2) 
39132(6.7) 
29096(-0.2) 
-20102 
-.5663 


1995-96 


106353(28 6) 82674(18.5) 

31797(20 8) 26.3300 8.4) 

I22678(.36.3) 89971(23.1) 

36678(28.0) 286.54(22.9) 


29152(28.3) 

-16.325 

-4881 


22727(29 5) 

-7297 

-2324 



Feb 5. 

Feb 6. 

Mar 31. 


Foreign Exchange 

Reserves (excluding gold) 

1999 

1998 

1998 

Month Year 

Ago Ago 

Rs crore 

US $ inn , 

II7I(M) 

27617 

945(X. 

24413 

102511 

25976 

2114 22594 
524 3204 




Fiscal Year So Far 1997-98 1996-97 199.5-% 1994-95 I993 t94 


14589 14131 22136 21649 -7302 18402 27430 

1641 2044 3607 5243 -3690 5640 8724 


Nou‘\ (I) Siipersinipi iiMiiKral (lemites nmnlh to which ligiire i elates, e g superscripi 12 stands for December: (ii 1 Figures in hrnckcis nre percentage viiriaiinns m n ilu’ Mwcified 
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COMPANIES 


EPW Research Foundation 


SUPREME INDUSTRIES 

I 

Successful Restructuring 

CONTROLLED by thcTaparias, Supreme 
Industries is engaged in the manufacture 
ot injection moulded plastic products, 
extruded products and machinery and 
moulds. It also trades in polymers, yam and 
colourants. The company performed well 
m 1997-98. when its net sales increased by 
14.8 per cent over the pervious year. While 
operating profit improved by 7.4 percent, 
a fall in interest charges helped the com¬ 
pany post a 30.2 per cent increase in its 
bottomline. Though earnings per share 
increased I roniRs 1 l.9toRs 14.6. the com¬ 
pany did not rai.se the dividend rate but 
maintained it at la.st year’s level of 60 per 
cent. Book value, meanwhile, moved up 
from Rs 117.2 per share to Rs 125.2 per 
share. Thecompany * s stock currently quotes 
at around Rs 185 on the bourses, di.scouni- 
ing its 1997-98 earnings by 12.7 times. 

The company claims that its encourag¬ 
ing perlormance is mainly due to the suc¬ 
cessful restructuring exercise carried out 
over the last couple of years. The effects 
of the recast arc evident in the increase 
in volumes. Polymers proees.sed during 
the year increa.sed by about 29 per cent 
to 59.945 metric tonnes. Apart from the 
fruits ol restructuring, the weakening of 
global prices ol polymer, which is the 
company's main raw material, has also 
benefited .Supreme Industries. Unlike 
earlier, the company is now sourcing a 
large part ol its requirements locally, and 
consequently the depreciation in the rupee 
has nut affected it much. The company has 
been constantly focusing on reducing the 
import content of its raw material con¬ 
sumption This is evident from the tact 
that as compared to 45 per cent of im¬ 
ported raw material used m 1995-96. the 
percentage came ilown to 27 per cent in 
the following year and is now down to 10 
per cent in the year under review. 

The company'.> project for production 
of material handling crates at Pondichen^ 
(Unit I) and Talegaon has been coasoli- 
dated and higher capacity has been made 
available us a result. The company has 
also commissioned a fabricated fittings 
division, which will help it to expand the 
range on oi ler. Supreme Industries has also 
commissioned additional capacity m its 
protective packaging business, in addition 
to acquiring a unit in the wc.st. thus gaining 
an advantage by reducing freight costs. 
Tlirce ol the company’s flexible packaging 
divisions have been shifted to Khopoli in 
order to save on production costs. 

As Its multi-layered sheets business was 
not profitable, the company has diverted 


it to making thermoformed food service- 
ware products which are used by pro¬ 
ducers of soft drinks, dairy products and 
food products. 

Meanwhile, the promoters of the com¬ 
pany. the Taparias, have divested a part 
of their holdings in Supreme Industries in 
the open market to pay off unsecured loans 
which were contracted at the time of the 
nghts issue to subscribe to their share of 
the rights in June 1993. After the divest¬ 
ment. the promoters' holding has declined 
lixim 43.1 per cent to 39.06 per cent in the 
company'scnlargcdcapitalofR.s9.76crore. 

UNITED BREWERIES 

Success in Malt Research 

The tlag.ship company of the Vijay Mally a 
group of companies. United Breweries 
(UB) put up a lacklustre perlormance 
in 1997-98. While net sales declined by 


2.8 per cent over the previous year, 
operating profit crashed by 24 per cent. 
But a sharp increase in non-operating 
profit, mainly on account of profit on 
sale of investments, helped the company 
to almost double its bottomline. Though 
the company ’ s earni ngs per share increased 
from Rs 2.85 to Rs 5.68, it prudently 
decided against raising the dividend rate 
and maintained it at last year's level of 
20 per cent. Book value, meanwhile, 
edged up from Rs 160.7 per share to 
Rs 163.9 per share. The company’s equity 
share is quoted at around Rs 22 on the 
bourses, discounting its 1997-98 earn¬ 
ings per share by a mere 3.9 times, reflect¬ 
ing the low market assessment of the 
stock. 

Despite its poor show on the profit¬ 
ability front. UB, which is famous for its 
Kingfisher brand of beer, continues to 
dominate the mild beer segment in the 
country, increasing its market share by 2 


RESEARCH ASSISTANTS WANTED 

Applications are invited for two research assistants to conduct 
questionnaire surveys on rural development programs in Orissa. The 
research is being undertaken by Dr. Raju J Das. Lecturer in Development 
Studies and Economic Geography. Department of Geography, University 
of Dundee, Dundee, UK. 

The appointment will be effective from April through September, 1999. 
There is a possibility of the continuation of the employment beyond 
September. Applicants must be fluent in Oriya and must have at least 
an M. A. degree in one of the social sciences (sociology, human geographv, 
political science, economics and anthropology). Fieldwork experience 
is a must. A knowledge of the politics and the economics of rural 
development issues will be an advantage. Remuneration will be 
commensurate with qualifications and experience, but will not be less 
than Rs. 3500 per month. 

To ensure consideration, interested candidates should submit a letter 
of application, curriculum vitae (biodata), copies of under-graduate and 
post-graduate certificates and names and addresses of three referees 
(preferably teachers or former teachers) by March 15, 1999 tc Raju 
J Das, at: Kantabania, PO: Chhatrapada, via: Pritipur, Dist. Jaipur, Orissa 
755 013. (Telephone: 06728-57154). Position will be considered open 
until filled. Informal enquiries can be made to Raju J Das at the following 
e-mail address: r.i.das@dundee.ac.uk. Interviews of short-listed 
candidates will be held in Bhubaneswar in mid-March. 

Raju J Das 

Department of Geography 

University of Dundee 

Dundee DD1 4HN, United Kingdom 

Phone 01382 348073 work. 01382 737097 home 
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The Week*!! Companies 


(Rs lakh) 

Vldeocon Supreme United 

Appiiani es_ Imtotrto _ Breweries 

Financiai Indicators March March June June March March 

1998 1997 1998 1997 1998 1997 


Income/appropriations 

1 Net sales 44023 

2 Value of production 44023 

3 CMhei inconie 104 

4 Total ou ome 44127 

5 Raw inaterials/stuies and 

spares consumed 27116 

6 Othci manufaciunng expenses 518 

7 Remuneration to employees 989 

8 Othei expenses 4722 

9 Operoliiift profit 10782 

10 Interest 5053 

11 (Virus piofil 5627 

12 Depreciation 2851 

13 Piofil before tux 2776 

14 Tax provision 10 

15 Profit after tax 2766 

16 Dividends 364 

17 Retained profit 2402 

Liabililies/asscts 

18 Paid-up capital 3308 

19 Reserves and surplus 20536 

20 Long-term loans 28817 

21 Short-ierni loans 13584 

22 Of which hank borrowings 13584 

23 Gross fixed assets 44148 

24 Acciiiimlaied depreciation 12802 

25 Inventories 12719 

26 'I'otal assets/liabililies 75111 

Miscellaneous items 

27 Excise duly 7513 

28 Gross value .iildcd 11509 

29 Total liireign exchange income 1759 

30 Total loreign exchange outgo 7319 

Key financial and pcrfbrmance ratios 

31 Turnover ratio 

(sales to total assets) (91) 58.61 

32 Sales to total nci assets (%) 66.45 

.33 Gross value added lo 

gross fixed a.sse(s (9li) 26 07 

34 Retuin on investment 

(gross profit to total as.sets) (91-) 7 49 

35 fi.uss profil to sales 

(gross margin) (91) 12 78 

36 Operating profit to sales {%) 24 49 

37 Pnifii beloro tax to sales (%) 6.31 

.38 Tax provision to 

profit helore tax (%) 0.36 

.39 Profil aftei tax to net worth 

(reliirn on equity) (%) 11.60 

40 Dividend (91) I0.(H) 

41 Earning |iei shore (Rs) 8.36 

42 Book value per share (Rs) 72 08 

4.3 P/E ratio 2 21 

>4 Dcbi-equity ratio 

ladiustcd lor revaluation) (%) 120 86 

45 .ShoiT-lerm bank borrowings 

lo inventories 106.80 

46 Sundry creditors to 

sundry debtors (95i) 67 17 

47 Totol remuneration to employees 

to value added (91.) 8..59 

48 Total ruiiiuneralion to employees 

to value ot production (%) 2.25 

49 Gross fixed assets lonnation (%) 14.93 

50 Growth in inventories (%) -16.80 
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20.00 

5 71 

14 .59 
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15.11 

19.28 

20.44 

2 55 

.3.23 

.3.08 

10.07 

7.97 

2! 75 

29 02 

NA 

-2.09 

NA 

50.38 

2.97 

NA 

20 15 

NA 


NA; means not available. 


per cent despite the overall drop of 2 per 
cent in the segment as a whole. 

UB claims to have achieved a break¬ 
through in malt research with the evolu¬ 
tion of the Vijay M 130. a strain that 
can be grown across Indian plains. While 
(he Indian Council of Agricultural 
Research’s various wheal and barley re¬ 
search ccntre.5, especially the one at Kamal, 
are experimenting with a host of new 
barley .strains, IJB’s Vijay M 130 has 
reportedly taken the lead and has been 
released for commercial growing. The new 
strain of barley is claimed to be higher 
yielding, to have a greater starch content 
and be capable of being grown in the south 
where barley has never been grown. The 
company is considering patenting the 
variety. 

Meanwhile the battle between liquor 
majors Kishore Chhabria and Vijay Mally a 
for the controlling .stake in Herbcrlsons 
continued with the latter accusing the 
foimcr of violating SEBF s take-ovci ci hIc 
while acquiring the company’s shares from 
(he open market. However, the Chhabria 
camp has taken refuge in the tact that 
when the acquisition was made in 1993. 
the then take-over code did not address 
a situation wherein an acquisition of an 
unlisted company, which holds shares ot 
a listed company, triggers the code. 'Fhe 
new take-over ccide which came into cftect 
from February 1997 has plugged this 
loophole. 

VIDCOCON APPLIANCES 

Rise in Sales 

Videocon Appliances, a Dhoot group 
company, is engaged in marketing air 
conditioners, refrigerators, programmable 
washing machines, microwave ovens, 
assemblies and sub-assemblies The com¬ 
pany fared well in 1997-98 when its net 
sales increased by 14.1 per cent over 
1996-97. Operating profit surged by 37.9 
per cent. A somewhat lower increa.se in 
interest charges helped the company post 
a 72.4 per cent higher net profit over the 
same period. However, though earnings 
per .share improved from Rs .‘5.7 to Rs 8.4. 
the company decided lo maintain the 
dividend at 10 per cent. 

Due to the conversion of non-tradable 
warrants issued earlier, the company’s 
equity capital increased from Rs 28.1 crore 
to Rs 33.1 enrre. Book value, meanwhile, 
fell Irom Rs 81.6 per share to Rs 72.1 per 
share, mainly on account ot the increase 
in equity. The company's equity share is 
presently traded at around Rs IK.S. 
discounting its 1997-98 earnings per 
share by a mere 2.2 times, reflecting the 
poor discounting enjoyed by trading 
companies. 
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MONEY MARKET REVIEW 


EPW Research Foundation 


Misplaced Focus on Fiscal Deficit 

One of the disconcerting aspects of fiscal management since the 
beginning of the stabilisation programme in 199J-92 has been the 
failure to focus on correcting the growing revenue deficit of the central 
government. The focus instead has been on reducing gross fiscal deficit 
without taking into account the structure of financing of this deficit. 

I year as revealed so far are unlikely to be 

Fiscal Crisis reversed. A glaring revelation is the 

massive size of market borrowing to 
THAT the government of India would finance the growing non-plan expenditure 
face a fiscal ensis during the current year and, in turn, the galloping of the revenue 
was widely anticipated, but the persistent deficit. During April-Deccmbcr 1997 the 
sluggishness in industrial activity and the revenue deficit had reached only 44 per 
consequential slow-down in revenue cent of the budgeted amount: this year 
receipts have made the crisis a deep and during the same nine-month period it has 
unprecedented one. One of the dis- touched 75.7 per cent suggesting that the 
concerting aspects of fiscal management revenue deficit may finally cross the 
right from the beginning of the stabilisation budgeted amount of Rs 48,068 cnire (3 per 
programmein I99l-92hasbcenthcfailure cent of GDP) by at least one-third, that 
lo focuson correcting the growing revenue is, up to 4 per cent of GDP. A major cause 
deficit ol the central government; the focus lor this has been the slackne.ss in revenue 
instead has been on reducing gross fiscal receipts, both tax and non-tax. and a 
deficit without taking into account the persistent decline in the tax to GDP ratio, 
structure of financing this deficit - a clear In consequence, plan expenditures as 
case of distorted priorities. A concerted well as capital expenditures have seen 
focus on narrowing the revenue deficit niggardly growth. Even so. the govern- 
also had the potential of generating a ment’s market borrowings have skymek- 
virtuous circle leading to arresting of the eted. The centre's net borrowings have 
growthofliscaldeficit.Inthat framework, reached Rs 60.723 crore. i e, Rs 12,397 
It IS not the size ol the gross fiscal deficit crore more than the budgeted amount for 
that should be worrying; what matters are the whole year (Rs 48,326 crore). Such 
the purposes for which it is spent (plan large borrowings have been made pos- 
and capital expenditures as distinguished sible, without any serious repercussions 
I rom revenue expenditures) and the .source.s 


on the prevailing interest rate structure. 
becau.se of unprecedentedly large contri¬ 
bution from the RBI and that too through 
the private placement route. The govern¬ 
ment also appears to have repeatedly used 
the the RBI's ways and means limit of 
Rs 7.000 ctorc. 

As for the sources of financing the fiscal 
deficit, as in the past two years, this year 
too the collections of small savings, public 
provident funds, and state provident funds, 
have been extremely buoyant (about 75- 
80 per cent of which are given to stales 
an loans and advances). Such collections, 
which con.stitute a form of direct savings 
of the community, arc to be welcomed and 
promoted. This compositional aspect ol 
the fiscal deficit has hardly received the 
attention it deserves. If GFD touches 6.5 
per cent of GDP as it is predicted to in 
the current year (against the budget 
estimate of 5.4 per cent), market borrow¬ 
ings would contribute less than 4 per cent 
of GDP. with the balance coming from 
small savings, provident lunds. etc 

II 

Call and Forex Markets 

The cal I money rales were largely range- 
bound around 9 per cent hut firm during 
the month except for a brief aberration 
during January 14-16 when the rales shot 
up to as high as 25-35 per cent (Graph A). 
After opening low at 6.50-6.75 per cent 
on the New Year day which was a reporting 
Friday, the call rates faced firmness during 


of financing it (.small savings. PF. etc. as 
against .sizeable market borrowings). 

The monthly data relca.sed for the first 
time by the Controller General of Accounts 
(CGA) under the IMF's special data 
dissemination standards (SDDS) for the 
current year aa> an eye-i>pener. The data 
available are up to the end of December 
and the bulge in budgetary operations in 
the fiscal year’s la.st quarter may alter the 
overall scene somewhat; even so, the 
es.sential features of the fiscal trends this 


Tabus 2: Daily Quotations oi- Hiohs and Lows of Cali. Ratios in Plr Ci-nt Pf.r Annum. 
.SiMin.i' Staiistical t^tiARAon-Risncs 



All Four 
Weeks 

January 1999 
Week Ended 


All Five 
Weeks 


December i'>98 
Week Ended 



Month 

29* 

22 

16* 

8 

Month 

1999 

24* 

IK* 

1 1 

4* 

Simple Mean 
Siandard 

10.6 

8 5 

II 4 

It 8 

9 0 

8.3 

8 7 

9.1 

8 0 

M 0 

7.8 

Deviation 

5.7 

0 3 

6.3 

5.0 

0.2 

0.9 

1.2 

0 3 

1.0 

0.1 

0.5 

( oefficicnt of 53.7 

Variation (percentages) 

4 1 

55.5 

42.4 

2.5 

10 4 

13 2 

.3.1 

12 1 

1.4 

68 


* Data for reporting Fridays (RF) are omillcd. 


Table T Call Money Rates 


(Prr l ent prr unnumi 


Items 


January 1999 




December 1998 



(RF) 

22 1.5(RF) 

8 

KRF) 

24 

I8(RF) 11 

4(RF) 


Weekly range 61)0-9 (W 8S()-t<.00 «.9()-.TO(X) 8.50-9 SO .S .50-10.00 8 60-9.50 5.60-9.(X) 7 90-8 20 5.75-8 10 

(2 00-120.00) (15.00-KK)00) (2.(K)-10.00) (8.00-975) (2.00-9.50) (775-14.00) (0.7.5-.10.00) (6.50-9.(X)) (0.10-9(10) 

Weekend (fnday) 6.50-8.00 8.(KI-y.(M) I0.0O-.1.5.00 9.00-940 6.50-6.75 9 25-9.60 5..50-6..50 8(M)-8.()5 6.25-7.50 

(1(8)-12.00) (55.(8)-120.(8) (1..50-6.00) (8.7.5-10.00) (5.00-7.00) (7 75-9.00) (1.(8)-12.00) (8.2.5-9.00) (1..50-7.18)) 

OFHI lending r.iies (range) 7.(81-9.20 8 90 14.(8) 9.00-30.00 8.75-9.75 6.25-10.25 8.90-9.50 6 00-9.15 na 5.10-8.25 

(2.2.5-110(81) (25.(81-7500) (5..5O-I.0O) na (4.(X)-9.(8)) (8.00-14.00) (1.10-.30.00) (7.50-9.25) (1.00-8 75) 


Figures in parentheses represent weekly range during similar period last year 


378 


Economic and Political Weekly I cbruarv 13. 19<>9 


GRAm A: Daily Toi>-Eno Qi'otations of Cau. 


Monf.v Rates. January 1999 



. ; "r'T^^ 

Working Days 


the first fortnight due to drying up of 
liquidity following the RBI’s heavy open 
market operations (over Rs 2,500 crore as 
per SGI. data), outflows due to 364-day 
treasury bills auctions (Rs 750 crore), and 
absence ot the expected return flow from 
the earlier lax outflows, as also bank strike 
(January 12) and holidays in many parts 
* of the country. Many banks did not 
anticipate the possible disruptions to 
liquidity management Irom these events 
and found themselves scrambling for funds 
tor last minute C'RR covering: the panic 
drew banks to borrow at 25 per cent on 
January 14 and even at 35 per cent on 
January 15. the latter being unusual for 
a reporting hriday (Tables I and 2). Most 
primary dealers availed of the RBI 
refinance including the special liquidity 
support announced in April 1998 against 
the collateral of government .securities. As 
a result, the RBI lendings to "others” shot 
up from Rs 4.269 crore on January I to 
Rs 8.492 crore on January 15. 

Thi liquidity, however, returned to the 
system m the second fortnight with an 
inflow of Rs 3.(X)0 on January 18. due to 
the maturity of the zero coupon 1999 paper 
which was the first of its kind to be issued 
in 1994. For facilitating redemption, the 


Grath B; SKn-fjiKrTAtioNSPOR theUS Dollar in 



Working Days 

government made on the same day two 
private placements worth Rs 3,000 with 
the RBI, which boosted the market 
sentiment and eased the call rates as such 
borrowing did not impinge immediately 
on the market liquidity. The liquidity 
continued to remain comfortable during 
the fortnight as there were fresh inflows 
of about Rs 1.340 crore from interest 
payments on dated securities and 
redemption of TBs (Table 3). The last few 
days of the month saw the call rales ruling 
lower at a little over 8 per cent and on the 
last reporting Friday (January 29) they 


dipped to a range of 6.50 to 8 per cent 
- a market itentiment which was also 
influenced by a huge Rs 5.0(K) private 
placement again by the government with 
the RBI on that day. 

The foreign exchange market remained 
extremely calm and the rupee rate 
experienced a slight application just below 
Rs 42.50 per US dollar during the month 
(Graph B). Even in trade-weighted terms 
the rupee remained stable vis-u-vis five 
major currencies (RBI monthly Bulletin 
for February 1999). The stability in the 
spot market was al.so reflected in the 
forward martcet with the six-month premia 
declining from about 7.50 per cent per 
annum in the previous month and 
remaining in the range of 6.40 to 6.70 per 
cent (Graph C). The FIIs were net buyers 
on Indian markets to the tunc of $ 106.6 
million during January, and another $ 9.9 
mi llion up to February 12. As .such, despite 
slow-down on the FDI front, and despite 
widening conventional merchandise deficit, 
the foreign currency flow has remained 
positive, which has resulted in an increa.se 
in the foreign currency assets of the RBI 
by US $ 575 million between end- 
Decemberand February 5. The authorised 
dealers' excess spot purchases over spot 
sales under the merchant transactions 
during January reflected this positive flow. 


Tabu 4. Trends in Centre’s Markei Borrowings 

(Rupees i lore I 


fiescription.s 

1997-98 


1998-99 

Actuals 

Budget Estimates 

Actuals** 


Gross 

Net 

Gross 

Repayment Net 

Cross Repayment Nci 

1 Market Borrowings 

2 Other Medium and 

3.000 

1.002- 


^ 14.8031 1 

«3,753 14.80.3 68.950 

Long-term Loan 

40, .390 

31,486 

-79,.376 

J U8.326J 


t 3fi4-Doy Treasury Bills 

16.247 

8,006 J 


16.247 J 

7.950 16.177 (8,227) 

T Dial 
ol whieh 

59.637 

40,494 

79.376 

31,0.50 48.326 

91,703 30.980 60,723 

Ten-year and above 






maturity 

l(),0(KX23 percent) • 


31,209(37 per cent) * 

Pnvate Placements 






with RB) 

11.000(2.5 per cent) * 


.30,(M«X.36 per cent) * 


' Per cent of dated securities. ** Up to February 16, 1999 


Table .V Esiimatfu T low of LiQUiuirY into the Financial System during January 1999 


(Rupees irorel 


Weekended 


29 



22 



15 



8 



1 


Inflow 

Outflow 

Nci 

Inflow Outflow 

Net 

Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

Inflow 

Outflow Nci 

Auclinns and Rc(lcinpiion.s 
14-day 3 hills 

480 

500 

-20 

100 

II 

89 

58 

480 

-422 

261 

IIX) 

161 

300 

58 242 

91-dayT hilts 

271 

l(X) 

171 

540 

30 

510 

536 

160 

376 

200 

100 

100 

160 

114 46 

364-day T bills 

. 

750 

-750 

. 

. 

- 

- 

750 

-750 

- 


- 

4.5 

500 -455 

Gnvemincni .securilic.s 

. 

- 

. 

3(XX) 

- 

3000 

- 

- 


- 

- 

- 

- 

2817 -2817 

Coupon Pavmcnis 

722 

- 

722 

566 


566 

11 

- 

II 

289 

- 

289 

1.50 

- 150 

CRR Inieresi Payments 

- 

- 

- 

- 

- 

- 

- 

- 

- 

2000 


2000 

- 

. 

Net Foreign A.ssels (variation) 

- 

312 

-312 

690 

- 

690 

1.353 

- 

1353 

327 

- 

327 

298 

- 298 

Total 

1473 

1662 

-189 

4896 

41 

4855 

1958 

1390 

568 

3077 

2(X) 

2877 

953 

3489 -2536 

Memo Items 

Open Market Operations (RBI) 

1281 

-1281 

. 

900 

-900 


652 

-652 


1483 

-1483 


228 -228 

Repos by RBI 

3029 

3713 

-684 

25 

1034 

-1009 

1.500 

20 

1480 

373 

1530 

-1157 

421 

634 -215 


t^ote: A negative .sign implies net outflow. - means nil. 
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Graph C: Annualised Daily I-Month, 3-Month 
AND 6-Month Forward Premia in Percentage 
POR the us Dollar by the Domestic Inter¬ 
bank Market for January 1999 



The rise has been US $ 1.5 billion (exclud¬ 
ing RIB proceeds) since mid-September 
1998, that IS, some period after the RBI 
measures to calm the foreign exchange 
market were announced in August. 

Ill 

Primary Markets 

Dated SeeurilUw 

After breaching the whole year’s target 
set lor its market borrowing programme 
in December, the central government 
continued to borrow relentlessly even in 
January as its ways and means advances 
from the RBI have exceeded the limit of 
Rs 7,0(K) crore set for the second half ol 


Graph D: Yield Curves for 364-Day Treasury 
Bills and Dated SecuRmes: Day of Maximum 
Transactions (January 11) 

DURING First Half of January 1999 



Period to Matunty in Ascending Order 

the fiscal year. However, in order not to 
destabilise the interest rates, the RBI 
c mtinued to take private placements of 
the government paper and also u.sed the 
opportunity given by this route to alter the 
maturity profile of new floatations by issu¬ 
ing long-dated securities. As against three 
issues worth Rs IO.O(K) crore for lO-year 
maturity during 1997-98, the current year 
has .seen as much as 14 issues for a total 
amount of Rs 31,209 crore or 37 per cent 
of the total for maturities of 10 years or 
over (Table 4). Likewise, private place¬ 
ments have dominated the issues during 
the current year. 

In January, the papers privately placed 
compnsed first the reissue of two earlier 


Graph E: Yield Curve for Dated 
Securities: Day of Maximum Transactions 
(January 27) during the Second Half of 
January 1999 



Period to Maturity in Ascending Order 


securities of IS- and IK-year maturities 
The reason for this private placement or 
January 18 was to meet the redemption 
pressure arising of the /-eni coupon bone 
maturity on the same day. The rcissucc 
papers were I2.40perccnt20l3and I2.6(: 
per cent 2016 for Rs l,5(X) crore each 
which were is.sued earlier on tap on Augusi 
20 and November 23. respectively. Again, 
on January 29, the government privately 
placed two securities totalling Rs 3.00(^ 
crore with the RBI; this comprised twe 
new .securities - one of 11 -year tenure 
maturing 2010 with 12.29 per cent coupon 
for Rs 3,(XK) crore and the rnher ol 12- 
ycartenure(20i I) with a coupon of 12.32 
per cent for Rs 2,000 crore. 


Table 5 . Auciions of 14-Day Treasury Bills 


(Amount in ru/iees i miv. 


Dale of 

Auction 

III 

Notil led 
Amouni 

(2) 

Bids Tendered 

No Fate Value 

(Amount) 

(.3) (4) 

Rids Accepted 

No Face Value 

(Amount) 
(5) (6) 

Subsenption 

Devolved 

onKBI 

(Amount) 

(7)* 

Cut-off 

Price 

(Rupees) 

(8) 

Cut-off 
Yeild 
, Rate 
(Per Cent) 
(9) 

Amount 
Outslanding 
on the Dale 
of Issue 
(10) 

I99K 










Jan 2 

- 

2 

35.00 

2 

35.00 

100 00 

99.73 

7 04 

370.(X) 



(-) 

(0 00) 

(-) 

(0.00) 


[99.73] 

[7 04] 


Jan 9 


5 

140 (KJ 

4 

100.00 

lOX.OO 

99.73 

7.04 

543.00 



(1) 

(2(X)(X)) 

(1) 

(20().(X)) 


[99.731 

[7 04] 


Jan IG 

- 

2 

26 (X) 

1 

25.(H) 

0 00 

99 73 

7.04 

433 00 



(-) 

(0 00) 

(■) 

(0 00) 


[99.731 

17.04) 


Jan 2.3 


- 

- 

- 

- 

- 

- 


25 00 

Jan 29 

- 

1 

20 (X) 

1 

20 (X) 

. 

99 72 

7 30 

320 00 



(I) 

(.T(K)(X)) 

ill 

(300.00) 


[99 72] 

[7 .30) 


1999 










J.Tn 1 

lOO.IXI 

4 

14.3 (XI 

4 

l(H).00 

0.00 

99.65 

9.13 

2(K).0() 



(0) 

(0.(K) 

(0) 

(0.00) 

(0.00) 

[99.65] 

[9.13] 


Jan X 

100.00 

9 

XO (X) 

9 

XO (K) 

20.00 

99.64 

9..39 

600.00 



(1) 

(4(X) 00) 

(1) 

(4(X).(X)) 

(0 00) 

[99.65] 

[9.13] 


Jan 15 

100 00 

1 

II 00 

1 

11.00 

89 00 

99.64 

9..39 

600.00 



(0) 

(0 00) 

(0) 

(0.00) 

(0.00) 

[99.64] 

[9.39] 


Jan 22 

100.00 

II 

1.54 00 

1 1 

100.00 

0.00 

99.64 

9.39 

600.00 



(1) 

(4(X).00) 

(1) 

(400.00) 

(0.00) 

[99 65] 

[9.13] 


Jan 29 

l(M).(H) 

10 

275.00 

6 

100.00 

0.00 

99.65 

9.13 

600.00 



«)) 

(0.00) 

(0) 

(0.00) 

(0.00) 

[99.65] 

19.13] 



Figures in parcnihcscs in cols 3 lo 6 icpieseni nuinhers and amounts of non-coinpetiiive bids which are not included in the loial. 
Tigurcs in die Mjiian: hnickcts under coK X and 9 lepn-sent weighted average pnee and respective yield. 

■ Brackclcd ligua-s in col 7. it any, relate lo devoIvciiK'nl on pninary dealers, exclusive of RBI - No bid 











Meanwhile, on January l3,Punjabraised 
Rs 60 crore through a 10-year paper by 
directly auctioning it in the market, the first 
of its kind amongst the states. This follows 
the RBF s decision to permit states to have 
limited 5 to 35 per cent of their market 
borrowings as independent access. The 
issue received overwhelming response. 
For a notified amount of Rs 60 crore, it 
received 2*> bids for an amount of Rs 195 
crore. The cut-off raiecleared by the market 
on this paper at the notified amount was 
12.47 per cent, 3 basis points lower than 
the fixed rale of 12.50 per cent offered 
during the current fiscal by the RBI on the 
slates’ paper. The weighted average rate 
of the co.st of borrowing funds tor Punjab, 
however, was lower at 12.39 per cent. 

Treasury Bills 

The market respttnsc to TBs of varying 
maturities was uneven. While the market 
favoured the 364-day hills, the response 
to 14- and 91-day bills was poor. As a 
result, the RBI reduced the weekly notified 
amount lor the 91-day TBs to a meagre 
Rs l(K) crore from Rs 4(X) crore earlier 
(Tables 5 and 6) The amount was so low 
that doubts have arisen as to whether its 
yield would continue to serve as a 
benchmark rale in the market. 364-day 
bills, on the other hiutd. were quite popular 
with a large nuinberof bids: 33 forRs 1.8.34 
crore and *>7 lor Rs 2.(X)8 crore were 
received in the two auctions conducted 
during the month lor a notified amount of 
Rs 7.50 crore each. Nevertheless, the RBI 
was able to maintain the cutoff yields on 


all the three TBs generally at the previous 
month’s levels. 

Bonds Market 

Bond issues of banks were dominant in 
January; these were with a view to mobilis¬ 
ing parts of their tier-U capital. In all, 
seven banks entered the market proposing 
to collectively raise about Rs 2,245 crore. 
Almost all the issues met with the targeted 
amount on the first day itself and closed 
soon thereafter. The rate of interest rmiged 
between 13.85 percent and 14.5 percent 
for maturities varying between 62 months 
and 87 months. 

The ICICI was aisc in the market with 
Safety Bonds Series VI to collect Rs 300 
crore with an option to retain over¬ 
subscription of an equal amount. The multi- 
uption bonds issue introduced a new 
instrument, viz. easy instalment bond. In 
fact, this is a variant of a regular return 
bond wherein an investor can pay face 


value of Rs 10,000 in four instalments: 
Rs 2,500on application and Rs 2,500after 
three, six and nine mondis. respectively, 
such that the first year carries a coupon 
rate of 8 per cent. Subsequently, the rate 
would be 15 per cent from the second to 
fifth year. The YTM amounts to 13.8 per 
cent The other options of the issue more 
or less remain the same. 

The ICICI was also in the private 
placement segment of the debt market 
with 61-month preference shares. The 
amount it proposed to raise is not known. 
Itisofferinga lOpercenttax-freedividend 
payable annually. The i.ssue is mainly 
targeting the retail investors which seems 
to have been prompted by the reduction 
effected by tire RBI in the tax-free interest 
rates generally from 10 per cent to 9 per 
cent payable half yearly; ICICI's relief 
bonds fail into this category. The IFCI's 
5-year and 7-year bonds in the private 
placement segment carrying coupon rates 


TARLb 7: Auctions op 364-Dav Titi:A.suRY Biu-s 

(Amount in rupees crore) 


I'latcof 

Auction 

Notified 

Amount 

Bids Tendcied 

Bids Aocepied 

Subscription 
Devolved 
on RBI 
(Amount) 

Cut-off 

Price 

(Rupees) 

Cut-off Amount 
Yield Outstanding 
Rate on the l^atc 
(PerCtnt) of Issue 

No 

Face Votue 
(AmuuM) 

No 

Face Value 
(Amount) 

1998 

Jan 14 

- 

2 

27.00 


- 


- 

- 17517,00 

Jan 28 

- 

- 

- 

- 

- 


- 

- 16882.(81 

1999 

Jiin 13 

7.S0.00 

33 

I834.(M) 

12 

750 00 

0.00 

(0.(K)) 

90 50 
190.521 

10.50 6519.87 
(10.47) 

Jan 27 

7S0.00 

57 

2008.20 

26 

750.00 

0.00 

(0.00) 

90.57 

190.591 

10.41 6634 87 

110.39] 


- not available Figures m the square brackets repieseni weighted average price and the respective yield 
Figures in brackets represent devolveincnt on Primary timers (PDs). 


Tabu: 6: Auctions of 91-Dav Treasury Bills 


(Amount m ruimes crore) 


Date nl 

Noiilicd 

Bids Tendered 

Bids Accepted 

Subscnption 

Cut-off 

Cut-off 

Amount Outstanding 

Aucluin 

Amount 





Devolved 

Price 

Yeild 

on the Date of Issue 



No 

Face Value 

No 

Face Value 

: on RBI 

(Rupees) 

Rate 



— 




(Amouni) 


(Amount) 

(Amount) 


(Per Cent) 

Total 

With RBI 

Outside RBI 

(1) 

(21 

(3) 

(4) 

(5) 

(6) 

(7)* 

(8) 

(9) 

(10) 

(ID 

(12) 

1998 












Jan 2 

.■'00 (K) 

3 

22.00 

- 


0.00 

98.23 

7.21 

.36.50.00 

244.00 

3406.(8) 



(2) 

(228..57) 

(2) 

(200.00) 


[98.23] 

1721] 




Jan 9 

200 00 

2 

22.(8) 

- 

- 

0.00 

98.23 

7.21 

3550.00 

244.00 

3306.00 



(2) 

(225 (8)) 


(200.00) 


198.23) 

[7.21] 




Jan 16 

200 00 

5 

27 50 

1 

0.88 

0.(8) 

98.23 

7.21 

3450.00 

244.00 

3206.00 



(2) 

(2.50.<X)) 

(2) 

(199 12) 


[98.23] 

[7.21] 




Jan 23 

100 (8) 

2 

1.70 

2 

1.70 

73..30 

98.20 

7.33 

3250.00 

244.00 

.318)6.(8) 



(1) 

(25.(8)) 

(1) 

(25.00) 


[98.21] 

[7.29] 




Jan 29 

lOO.(K) 

- 

- 

- , 

- 

75.(8) 

98.20 

7.33 

3050 (K) 

.317.00 

2733 (8) 



(1) 

(25.(8)) 

(1) 

(25 00) 


[98.20] 

[7.33] 




1999 












Jan.l 

100 00 

9 

190.(8) 

5 

100.00 

0.(8) 

97.67 

9..54 

5670.35 

345 95 

5324.40 



(0) 

(0.(8)) 

(0) 

(0.(8)) 

(0.(8)) 

[97.67] 

[9.-54] 




Jan 8 

118) (XI 

15 

230.(8) 

8 

lOO.OO 

0.00 

97.68 

9..50 

5290 35 

342.20 

4948 15 



(1) 

(60.(8)) 

(1) 

(60.00) 

(0.00) 

[97.68] 

[9.50] 




Jan 15 

l(8).(K) 

1 

5.00 

1 

5.00 

95.00 

97.68 

9..50 

4875 35 

437.20 

4438.15 



(1) 

(25.00) 

(1) 

(25.(8)) 

(0.00) 

[97.68] 

[9.50] 




Jan 22 

1(8) (8) 

14 

264.(8) 

9 

100.00 

0.00 

97.69 

9.46 

4475.35 

208.20 

4267.15 



(0) 

(0.00) 

(0) 

(b.OO) 

(0.00) 

[97.69] 

[9,46] 




Jan 29 

1 (81.(8) 

5 

180.00 

5 

lOO.OO 

0.00 

97.67 

9..54 

4350.35 

208.20 

4142.15 



(0) 

(0.(8)) 

(0) 

(0.00) 

(0,00) 

[97.67] 

[9.54] 





Figures in parentheses in cols .3 to 6 icpreseni numbers and amounts of non-competitive bids which are not included in the total. 


Figures in the square hrackets under cols 8 and 9 represent weighted average price and respective yield. 
* Bracketed figures in col 7. if any. relate to devotvement on primary dealers, exclusive of RBI. 
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of 14 per cent and 14.25 per cent, 
respectively, have been over-subscribed 
with collection exceeding Rs 550 crore a.s 
against the proposed amcHint of Rs 200 
crore: it had an option to retain the over¬ 
subscription. Amongst the FIs. IDBI was 
not in the market in January but proposes 
to come soon with retirement bonds with 
a coupon rate of 13,79 per cent for 9 years 
and 14.05 per cent for 10 years. 

Among the NBFCs. GECapital Services, 
FirstLea.singCompany andCholamandalam 
investment and Finance Company were in 
the market. In an interesting move, the 
finance ministry has cautioned the finan¬ 
cial institutions againiit subscribing to the 
paper tloaicd by the GE Caps on the 
assurance ol a comfort letter from its parent 
company. The mini.stry press release said; 
"FIs have been informed that this is not 
legally enforceable. After that, it is for 
them to decide”. But. the FIs felt that the 
GE. USA. had a turnover much larger than 
the union budget and its comfort letter 
gave GE Caps India a good rating. 

Among the public .sector undertakings, 
most ot the issues continued from the 
previous month. The Power Finance 
Corporation (PFC) has collected Rs 200 
crore against the targeted sum of Rs 100 
crore (plus over-sub.scription. if any) on 
its privately placed 10-year bond offering 
13.85 per cent rate of interest. The issue 
IS expected to announce the closure soon. 
Kerala State Electricity Board (KSEB) 
entered the market with a 10-year 
guaranteed paper offering ahigher coupon 
rate of 15.25 per cent. This issue which 
offered an upfront incentive of 0.25 per 
cent has met with the targeted amount of 
Rs 200 crore. The other issues were from 
Andhra Pradesh State Electricity Board 
(APSEB). Tourism Finance Corporation 
of India (TFCI). I (P Co-op Spinning Mills 
Federation (UPC'.SMF) and Punjab Urban 
Development Authority (PUDA) with 
maturities varying between 5 years and 7 
years offering coupon rates of 14 per cent 
to 16 percent. I IIK'.SMFoffered the highest 
rate of 16 pei cent, whereas 14 per cent 
was offered by TFCI and PUDA. Amongst 
the manufacturing PSUs, Bharat Heavy 
Plates and Vessels entered the market with 
3-year unsecured bond to rai.se Rs .50 crorc 
issue at a yield of 14 per cent. Besides, 
the Gujarat State Fertilisers Corp (GSFC) 
successfully met with the targeted amount 
of Rs 33 crore on its 3-ycar preference 
shares at a coupon rate of 10.75 per cent. 
Meanwhile, the finance ministry was 
reported to have given approval to 13 
public sector undertakings to raise funds 
for infrastructure development through 
bonds and other instruments. 


In the private corporate sector, Deepak 
Fertilisers and the Tata Industries entered 
the market to raise about Rs 150 crore 
together. Deepak Fertilisers and Tata 
Industries were in the private placement 
segment with non-convertible debentures 
(VCD) with yields working out to be 14.76 
per cent and IS. 10 per cent, respectively. 
Interestingly, NoidaToll BridgeCompany 
was in the market for raising Rs 50 crore 
each through a fully convertible debenuire 
and a 16-year deep discount bond. The 
bonds have a take-out facility with IL and 
FS and the IDFC. They offered an attractive 
13.70 per cent and 14.19 per cent yield 
to maturity return, respectively, in addition 
to tax benefits. The issue was privately 
placed with banks and FIs. 

Securitisation 

Reliance Industries securitised its 
receivables of the Panna-Mukta-Tapti 
oilfields at Rs 1,200 crore for 15 years 
with ICICI. ICICI has done this through 
a special purpose vehicle placed with a 
few banks, including SBI by way of a 
paper bearing coupon rate of 15 per cent, 
ifhis is the second securitisation deal in 
oil for ICICI. ICICI also securitised the 
visa card receivables of a Chennai-based 
consumer durables retail chain called 
Vivek’s Ltd for the next five years. In this 
novel deal, ICICI has lent Rs 5 crorc to 
Vivek’s Ltd. against its projections of 
visa card sales in the next live years. The 
deal hears 15.5 per cent intere.st and is 
repayable over five years. Citibank which 


is the collecting bank for Vivek’s credit 
card bills, will through an escrow account 
channelise ICICI’s dues from Vivek’s visa 
card sales. Incidentally, given the expertise 
of ICICI in securitisation deals, the RBI 
has asked it to prepare a paper on how to 
give impetus to securitisation. 


Table9: RetoTransactions inG ovERNMHvrPAre* 
(Other than with the RBI) - January 1999 
(Rupees crore) 


Repo Period 
in Number 
of Days 

Amount 

(Rupees 

Crorc) 

Range of Interest 
(Per Cent 
per annum) 

A Dated .Securities 

I 1440 

7.35-25.00 (15 14) 

2 

521 

8.65-16.00 (11.88) 

3 

1428 

8.00-30.00 (9.24) 

4 

411 

8.25-23 00 (9 96) 

a 

496 

8.50-10.50 (9.26) 

6 

50 

9.50-20.0 (14.75) 

7 

35 

9 55-10.25 (9.85) 

8 

40 

9.25-9.45 (9.38) 

9 

40 

9 50-9 75 (9.56) 

in 

10 

9.45 (9.45) 

11 

175 

9 25-10 25 (9.57) 

12 

79 

9,2.5-18.00 (11.98) 

13 

95 

9.25-9.50 (13.00) 

14 

874 

9.00-18 (K) (10 79) 

1.3 

55 

9 20 (9 20) 

16 

25 

9.60 (9.60) 

17 

25 

9.30 (9 .30) 

72 

40 

10 80 (10.80) 

74 

75 

10 .50 (10.50) 

76 

65 

10 80 (10.80) 

All Issues 

1-76 

5979 

7 35 .30 0 (11 32) 

B 364-Day TBs 

(All Issues! 

1-3 

83 

9 |5.2.5(X) (17 63) 


Figuivs HI bmekets arc weighted aiTroge inieic.<it rale 


Tables AijctionsofFixetvYieu)Reptsby RBI 

(Amiwil m rupees crore) 



Nuiidier 

Bids Tendeied 

Bids Accepted 

Fixed 

Estimated 

I-Vjte of 

of 





Cui-off 

Ainounl 





Auction 

Days 

No 

Face Value 

No 

Face Value 

Yield Rale 

Out- 



(Amount) 


(Amount) 

(Per Cent) 

standing 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 


01-Jan 

4 

4 

286 


4 

286 

8 

.34.3 

02-Jan 

4 

1 

30 


I 

30 

8 

.316 

()4-Jan 

3 



No 

application 

received 

8 

.316 

0.5-Jan 

.3 




** 


8 

30 

06-Jan 

.3 

1 

1500 


1 

1500 

8 

1.500 

()7-Jan 

4 



No 

application 

received 

8 

1500 

()8-Jan 

4 




** 


8 

1500 

()9-Jan 

4 




** 


8 

0 

11 -Jan 

3 




’* 


8 

0 

12-Jan 

3 




** 


8 

0 

13-Jan 

3 




” 


8 

, 0 

14-Jan 

4 

1 

20 


1 

20 

8 

2(1 

15-Jan 

4 



No 

application 

received 

8 

20 

16-Jar 

3 




** 


8 

20 

18-Jan 

3 

1 

5 


1 

5 

8 

5 

19-Jan 

3 



No 

application 

received 

8 

5 

2t-Jan 

4 

1 

29 


1 

29 

8 

29 

22-Jan 

3 

1 

1000 


1 

1000 

8 

1029 

2.3-J,Til 

4 



No 

application 

1 

received 

8 

1029 

2.5-Jan 

3 

1 

2000 


2000 

8 

2(XKI 

27-Jan 

3 

1 

50 


1 

50 

8 

2050 

28-Jan 

4 

2 

560 


2 

560 

8 

610 

29.Jan 

4 

3 

1103 


3 

1103 

8 

1713 

.30-Jan 

4 



No 

application 

received 

8 

1663 

Total 


17 

6583 


17 

6583 




18? 







AtwiDix Tabu; Skcondabv MAtexET Operations in CJovernment Paper; RBI’s SOL Data 


(Amount In nipeex vrore) 


Descnptioiu. _ Week taiding January 1999: Yield to Maluritv on Actual Trading __ Total for the Month 

_2?__22_ _15_ _8_ I of January 1999 

AMT YTM CY AMT YTM CY AMT YTM CY AMT YTM CY XMT YTM T? AMT YTM CY 


t Treuury Billt 


A Id-bay Dills 

24.S6 

8.7g 


80 68 

9 29 


46 84 

10.50 


69.74 

8.90 


.58 03 

8.92 


280 15 

9 28 


B 91-Day Bills 

442 53 

8 83 


429 44 

7 94 


265.58 

9.66 


461.04 

9.22 


586.29 

9 10 


2184 89 

8.91 


C .164-Day Bills 
; GOI Dated Securities 

70.16 

999 


168.51 

7.16 


182.25 

10 40 


.160.68 

I0..18 


22.00 

10 08 


80182 

9 67 


A Convened (Per Cent' Year) 


















12.00 1999 

192.05 

10.04 

11.96 

169.90 

10.07 

11.96 

88.80 

10.16 

11.95 

1.14.30 

10.14 

11.95 

183.00 

10.14 

II 95 

768.05 

1015 

11.96 

13 25 20(X) 

. 

. 

- 

25 (X) 

10.92 

12 91 

. 

. 

. 

.5.00 

11.06 

12.92 

. 

. 

. 

30.00 

10.94 

1291 

11.7.5. 2001 

205.00 

11.45 

11.68 

11.5.00 

11.47 

11.68 

20.00 

11.48 

1168 

150.45 

II..50 

II 69 

1.55.00 

II 52 

II 69 

645 45 

1148 

II 68 

12.50. 2004 

145.00 

11.87 

12.21 

101.12 

11.89 

12 22 

193.77 

11 90 

12.23 

340.40 

II 94 

12.24 

38 10 

1197 

12 26 

820.58 

1191 

12 23 

Sub-total 

542.05 

11.06 

11.92 

41122 

10.97 

1200 

.102.57 

II 36 

12.11 

630.15 

II 44 

12.05 

376.10 

10.99 

11.88 

2264.08 

11.18 

1199 


B Rr^ular (Prr Cent: Yrarl 


5.50. 

1999 

- 


- 



- 

. 

. 


1.90 

10.47 

5.58 


. 

. 

1 90 

1047 

5.58 

13.00. 

1999 


. 

- 

- 

- 

- 

20.00 

10 40 

12.78 

.10.00 

10.41 

12 78 


- 


5000 

1042 

12 78 

1140 

1999 

1000 

10.40 

1.1.07 

20 (X) 

1047 

1.1.07 

82 65 

10.56 

1.107 

72.50 

10.59 

1.1.07 



- 

18.5.15 

10.56 

11.07 

1165 

1999 

1000 

9 45 

1.164 

10000 

942 

13 62 

15 00 

997 

13 62 

25.00 

9.73 

13 61 

10.00 

10.0.1 

1.1.61 

160.00 

9.56 

13 62 

1170 

1999 

0.3.1 

9 27 

11..50 

40.65 

10.14 

1.1.53 

.12..10 

9 84 

I.1..50 

25.00 

10.19 

1.1.52 

11..55 

10 12 

13.50 

109.83 

10.06 

I1..52 

6.50. 

2000 

15.00 

11.02 

6.90 



f - 

. 

. 


- 

. 

. 


. 

- 

15 00 

1102 

690 

II 40. 

2000 

296 00 

II 21 

11 .17 

851 (X) 

II 29 

II..18 

635.50 

11.31 

II 39 

417 00 

II 29 

II..18 

416..1.1 

11.31 

II .19 

2615.8.1 

11.29 

II..18 

II 64. 

2000 

200 00 

II 20 

II..57 

- 

. 

- 

1.55.00 

11.26 

II..58 

90.00 

11.24 

11.58 

65.00 

11.28 

II..58 

51000 

11.2.1 

11.58 

12 60. 

2000 

5 00 

10.51 

12 36 

151X1 

I0..50 

12.15 

25.00 

10.58 

12.16 

1.5.00 

10.67 

I2,.17 




60.00 

10 58 

1216 

1.185. 

2(X)0 

1500 

II 25 

1.1.27 

1(X) 

II..15 

1.1.29 

1000 

II..10 

1.127 



- 




28.00 

II 28 

1127 

7 50 

2001 

. 

. 

- 

149 

11..57 

8 21 


. 




. 




3.49 

II..57 

881 

10 85 

2001 

5 00 

II 41 

10 98 


. 

. 


. 




- 




5 00 

11.41 

10.98 

II 47 

2001 

. 



I60(X) 

II 46 

11.47 


. 




- 

- 



160.00 

II 46 

II 47 

II 47 

2001 

1.50.00 

II 45 

11.47 

. 

- 

. 


. 




. 




1.50 00 

1145 

II 47 

11 55. 

2001 

310.00 

II 42 

II .52 

^ M) (X) 

II 46 

II..52 

435.00 

11.49 

II .54 

670 70 

II 49 

II..54 




1765,70 

II 47 

11.5.1 

1208 

2001 

5000 

II 41 

II 92 

I5(KI 

11 46 

11 91 


. 


1000 

II 49 

11.9.1 

20 00 

11.50 

11,93 

95 00 

11.44 

II 92 

12 70. 

2001 

10 (X) 

II 92 

12.53 

15 IX) 

11.40 

1241 


- 


5 0(1 

II 41 

1241 

25.00 

114.1 

1241 

55.00 

II 51 

12 43 

13.55. 

2001 

10.00 

11.44 

12.91 





. 


0 12 

11 .1.1 

12 87 




1012 

1144 

12.91 

13 75. 

2001 

. 

. 

- 


. 

. 


- 


15 00 

11.46 

1.1 14 

- 



1500 

1146 

|1 14 

II tX) 

2(X)2 

105 00 

11.54 

11.17 


- 

. 

10 00 

II 67 

11.21 

10.00 

II 61 

II 19 

.15 00 

II 6.1 

11.19 

160 00 

II..57 

II 18 

II 15 

2002 

118 10 

II 61 

II .10 

100 (X) 

11.64 

II .11 

280.46 

11.64 

II 31 

280.00 

II 64 

11.32 

15 00, 

II 65 

II 12 

79176 

II 64 

II .11 

II 68 

2002 

160 00 

II 61 

II 66 

50.tX) 

11.62 

II 66 

125.00 

11.63 

II 67 

.55 00 

II 64 

11 67 

6000 

11.65 

11 67 

4.50 00 

11.62 

II 66 

12 69. 

2002 

5.00 

11 55 

12.12 

10 (X) 

II 62 

12 .14 

2000 

II 64 

I2..1.5 

125 00 

II 65 

12.35 



. 

160 00 

II 64 

12.15 

1180. 

2002 

5 00 

II 61 

12 99 

5(Xi 

11.64 

1300 

. 

. 

- 

1.5.00 

II 64 

1301 

. 



25.00 

II 64 

1301 

M 10 

2(m 

. 




- 

- 

. 

- 

- 

7 40 

11 77 

U.19 

- 


. 

7 40 

11.77 

11.19 

II 75 

2(X)1 

. 

. 

. 

10.00 

11.71 

II 74 

. 

. 

- 

- 

. 

. 

. 


. 

.1000 

II 71 

II 74 

II 78. 

2(X).1 

21.5.00 

II 74 

II 76 

140 (X) 

11.77 

11 78 

280.50 

11 76 

II 78 

41.00 

11 76 

11.78 
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Credit-Linked Notes (CLNs) 

As per u report, a new product, called 
credit-linked notes (CLNs). had entered 
the Indian financial market. (XNs are a 
derivative product that arc securities with 
payments linked to a credit related event, 
such as. default, credit rating downgrade 
or a structural change in a security 
containing credit risk. CLNs allow the 
lender to separate the credit risk from the 
market risk orthc underlying asset without 
touching the balance sheet or the bank's 
relationship with a credit. The unbundling 
of credit risk can al.so be done from other 
aspects of ownership such as, tax, account¬ 
ing and liquidity. Under this arrangement, 
it a lender feels overexposed to a company 
or a region, he can hedge the credit risk 
by parcelling it out to a willing buyer 
through a CNL. While holding the original 
bond, he effectively sells the credit risk 
to a third party who then is liable to pay 
up in case of default or rating downgrade, 
etc. It was reported that deals were already 
taking place for bonds of ICICI and IDBI 
in overseas markets. ICICI was ititelf keen 
to deal in such pnxiucts for bonds of other 
Indian corporates. 

Other Instruments 

The stability in the call/notice money 
markets retlectcd on other short-term 
interest rates also. The discount rates on 
CPs were marginally lower at 9.60-13.45 


per cent range on January 31 compared 
to the discount rates of 9.80-13.S0 percent 
as on December 31. The outstanding 
amount of CPs also declined marginally 
from Rs 5,474 crore on December 31 to 
Rs 5,261 crore on January 31. The amount 
of CPs issued increased to Rs 1,215 crore 
and Rs 1,086 crore during the fortnights 
ending January 15 and January 31, 
respectively, from Rs 786 crore as on 
December 31, 1998. Data on certificates 
of deposits were not available beyond 
October 23. 1998; at that stage the 
outstanding CDs stood at Rs 6,214 crore 
against a top figure of Rs 14,584 crore as 
of April 10, 1998. 

MMMFs 

The money market mutual funds also 
seem to be doing reasonably well. The 
UTI MMMF with a collection of Rs KiO 
crore, quoted at an NAV of Rs 11.8970 
on January 12 whereas other private sector 
players were quoting at an NAV ranging 
between Rs 8.01 and Rs 9.5. 

IV 

Secondary Market 

(Hits 

The secondary market acti vity remained 
confined to short- and medium-term papers 
with the prices remaining flat. The brief 
turbulence in the call market during January 
14-17 affected the security prices for a 


couple of days. Tlie prices dropped by 
10-15 paise but recovered almost 
immediately upon call rate recovery. I1.4C 
per cent 2000 (Rs 2,616 crore) and 11.55 
percent 2001 securities (Rs 1,766 crore; 
were the most traded papers, but converted 
securities (Rs 2,265 crore) and xero coupon 
bonds (Rs 1,717 crore) enjoyed steady 
demand. The total turnover in dated 
securities atRs 13,714 crore during the fi ve 
weeks ended January 31 was somewhat 
higher than that in four weeks of Decembei 
(Rs 8,348 crore). Interest in secondary 
market trading for TBs was mainly in 91 - 
day bills. Amongst the long-dated 
securities, the only one to show .some 
noticeable activity was the 12.25 percent 
2008 at an average YTP of 12.22 per cent 
(Rs 521 crore). Though the deals were 
fewer in long-dated .securities, the yield 
curve remained steeply upward sloping 
(Graphs D and E), which was partly the 
influence of the RBI’s aggressive open 
market operations. 

Repos and OMOs 

As a result of a massive monetisation 
of government paper including through 
the proce.s.s of private placement, the RBI 
has been forced to activate its OMOs 
During the five weeks ending January 31, 
there were OMOs worth Rs 4.544 crore. 
So far during April-January 1998-99. the 
OMOs have aggregated a massive 
Rs 38.928 crore - an unprecedented sum 
- against Rs 6,864 crore during the whole 
of 1997-98, 

The market response to fixed-rate repo 
auction of the RBI was lukewarm 
throughout the month because of the 
pressure of liquidity in the market and the 
cal! rates remaining higher than the repo 
rate of 8 per cent. On as many as 13 days 
in the month the repo auctions received 
no application (Table 8). After receiving 
one bid for Rs 1.5(K) crore on January 6 
which was paid hack on January 9. no 
application was received for the next six 
days and the RBI was thus left with no 
outstanding amount. On fourauction dates 
the outstanding amount had dipped to zero 
and another seven dates, it ranged from 
Rs 5 crore to Rs 30 crore. There, were also 
considerable activities in tlie repo market 
outside the RBI (Table 9). 

Bonds and other instruments 

The .secondary market activity in com¬ 
mercial instruments was considerably le.ss 
during the month than in earlier months 
(Table 10). 

[Statistical compilations for this note have been 
provided by V P Prasanth. Ratiq L Ansari and 
Nandini Sengupla.| 
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Table 10; Okkahons m- Naikinal Stuck Exchancie (N.SIi) ouRmn January 1999 - Actual Tiaoeo Amount 
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- 

- 

. 

5.17 

10.00 
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- 

- 

- 

. 

- 

- 
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- 

- 

198 IK) 

55.00 
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8.91 

2.99 
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5.90 
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t PSU Bonds 

7 58 
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1X05 

71 .50 
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i) Tax free 

1.21 

12.00 

6IX) 

25.00 

21.00 
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6.15 

5.84 
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46..50 

51.93 
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4 Commercial Papers 
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7 Floating Rate Bonds 

117.00 

- 

5IX) 

15.00 
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2114.90 
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Average per day 
a Government Paper (l-i-J) 

155.00 

395.57 
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27 14 
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■ No trading. CCB Government Compensation Bonds. * includes Non-SLR Institutional Bonds. 
SLR Insiiiutiunal Bonds. Bonk Bonds. Promissory Notes, Units of UTI, Company Notes and Zero 
Coupon PSIJ Bonds and others 
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The Enron Report: Human Rights 
.and Multinationals 

A G Noorani 

Nothing remotely comparable in research or analysis to the Human 
Rights Watch's report on the Enron Corporation has been published 
in India. The report deserves to be reprinted in an Indiem edition. 


THE rcptirt on the Enron Corporation 
pnxluced by Human Rights Watch (The 
Enron Corporation; Corporate Complicity 
inHumanRightsViolation.s.HumanRighls 
Watch. 350 Fifth Avenue. 34th Floor. New 
York. NY 10118-3299. USA. pp 165) 
de.serves wide readership for rea.sons more 
than one. To begin with, both the 
government of India and even some in the 
media delighted in impugning the 
credentials of Human Rights Watch 
(HRW) when it published reports on 
Punjab and Kashmir. Here is a report 
critical not only of a giant American cor¬ 
poration but also ot the US government. 
It IS by no means the lirst of its kind. 
Besides, granted llie disparity in facilities 
ol access and resources, nothing remotely 
comparable in research or analysis has 
been published in India Research has not 
been a strong point with Indian civil 
libertarians, unlike the late S G Vaze of 
Pune, doyen ol civil libertarians. 

Lastly, the material which the report 
contains aficets multinationals generally 
or transnational corporations (TNCs). 
HRW is concerned in the main with human 
rights violations, not with the wisdom of 
India' ■ deal with Enron The report notes 
that in recent years the energy industry has 
been embroiled in controversy becau.se ol 
its alleged involvement in situations of 
human rights violations throughout the 
world. “Some high-profile examples are 
Royal Dulch/Shell's operations in Nigeria: 
British Petroleum's development of the 
Cusiana-Cupiagua oil fields in Colombia; 
and alleged human rights violations that 
occurred during Total and Unocal's 
construction of the Yadana gas pipeline 
111 Burma and Thailand". 

Enron Power Development Corporation 
IS a subsidiary of the Houston-based Enron 
Corporation, one of the world's largest 
energy companies. Its annual income in 
1997 was mtip than $20 billion. Dabhol 
Power Corporation (DPC) is a subsidiary 
of the EDC. The report sets out the facts 
lucidly and with full documentation, from 
the development of the Dabhol Power 


Project (DPP), from 1992 to 1998. It des- 
cril^s Enron's dealings with the centre 
and two governments of Maharashtra, of 
the Congress(I) and the Shiv Sena-BJP. 
The report of the Cabinet Sub-Committee 
to review the DPP is set out in full. Set up 
on May 3,1995 it was headed by Gopinath 
Mundc, deputy chief minister, and con¬ 
sisted of three other ministers. It was signed 
by Munde, Sudhir Joshi, revenue minister, 
and Liladhar Dake, minister fur industries: 
“The Sub-Committee, having examined 
the issues and having listed the deficiencies 
as above, is unanimously of the view that 
the arrangement in force is not tenable 
because of the infirmities pointed out above 
III the terms and conditions of the contract, 
h. therefore, recommends that Phase II of 
the project shouldbecancellcdandPha.se I 
should be repudiated." The project was 
suspended, only to be revived later. 

It was in mid-1997 that the Maharashtra 
govemment announced that Enron would 
build what will he the largest plant in the 
world for generating electricity at a cost 
of around S3 billion. DPC is a joint venture 
of Enron, General Electric and the Bechtel 
C 'orporalion. The Maharashtra govemment 
bought, in November 1998, 30 per cent 
share from Enron's 80 per cent, reducing 
il to 50 per cent. 

Indian readers will be f amiliar with the 
pmtests that were voiced vigorously and 
the controversy that ensued, e.spccially the 
charges of corruption. Tliose aspects 
deserve closer analysis and will, no doubt, 
be discussed in EPW. It is the aspect of 
civil liberties that worries one. We have 
t.iken for granted several antiquated statu¬ 
tory provisions which deserve a closer 
look and call for safeguards against their 
ahu.se. Suppression of prote.st.s was rough 
and at times brutal The report fairly records 
that on one occasion there was stone- 
thmwing by protesters and on another 
damage to a water pipeline. However, 
examining the state's response to opposi¬ 
tion to the Dabhol Power Corporation, 
Human Rights Watch believes that “the 
state govemment of Maharashtra has 


engaged in a systematic pattern of suppres- 
.sion of freedom of expression and peaceful 
as.sembly coupled with aibitraiy detentions, 
exce.ssive use of force, and threats. In the 
30 demonstrations directly researched by 
Human Rights Watch, and in others studied 
by Indian human rights monitors, there 
occurred only two minor unplanned 
incidents bordering on violence: the 
character of the opposition protests was 
peaceful. The police have also misused 
preventive detention laws to detain people 
for the peaceful expression of their views. 
The state has al.so tolerated the failure of 
the police to investigate or prosecute per¬ 
petrators of attacks on opponents of the 
Dabhol Power Project. The arrests violate 
the internationally recognised rights of 
freedom of expression, assembly, move¬ 
ment. protection against unjust arrest and 
detention, and they constitute police mis¬ 
treatment. The failure to investigate or 
prosecute those who have attacked 
demonstrators represents negligent and 
bia.sed behaviour by police." This is true 
to form in .such cases. 

The report is based on a si x-week i n vesli- 
gation in India, during Junuary-Febmary 
1998 follAwcd by investigations and 
interviews in New York and Washington 
DC. More than l,2(X) pages of internal 
company and government documents were 
reviewed for the investigation. Appended 
to the report are the correspondence bet¬ 
ween Human Rights Watch and the Ex pOrt- 
Import Bank of the US. the Maharashtra 
government's report of the Cabinet Sub¬ 
committee to Review the Dabhol Power 
Project, selected conclusions and recom¬ 
mendations from the Indian government's 
Parliamentary Standing C^ommittcc on 
energy, and correspondence between the 
government of India and the World Bank 
concerning the economic viability of the 
Dabhol Power Project. 

The report's discus.sion of the provisions 
of Section 144 of the Criminal PrtKcdure 
Code and .Section 37( 1) of the Bombay 
Police Act, empowering the imposition of 
‘Prohibitory Orders', covers familiar 
ground. But, di.stance makes for better 
insight. The point is well taken that Section 
37( I) is designed to prevent violent acts, 
not peaceful protest. The Supreme Court 
has construed Section 144 of the CPC and 
one wishes the report had analysed those 
rulings. The time has surely come for the 
court to laydown morccffccti vc safeguards 
against its abuse. 

What is far more in.structi vc to the Indian 
reader is Chapter V, on the legal obligation 
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of TNCs to respect human rights. In 1986 
the UN Committee on TNCs developed a 
code of conduct for them. So did the 
NGOs who worked on the matter. The 
report says 

As a result of our research. Human Rights 
Watch believes that the Dabhol Power 
Corporation - and its parent companies 
Enron, General Electric and Bechtel - arc 
complicit in human rights violations by 
the Maharashtra state government. Hunutn 
Rights Watch does not take a position on 
the persistent and pervasive allegations of 
corruption that surround Enron’se-stablish- 
ment in Maharashtra and its way of doing 
business there. But... Enron's local entity, 
the Dabhol Power Corporation, benefited 
directly from an official policy of 
suppressing dissent through misuse of the 
law, harassment of anti-Enron protest 
leaders and prominent environmental 
acti vists, and police practices ranging from 
arbitrary to brutal. 

It draws attention to Section 47 of the 
Bombay Police Act which enables “any 
person” to secure the services of “any 
additional number of police" on payment 
of the cost. Since 1994, between 10 and 
^00 Maharashtra police and state reserve 


police officers have been stationed at the 
DPC. It costs Rs 125 per day per officer, 
“These forces committed human rights 
violations in at least 30 demonstrations in 
1997 that Human Rights Watch directly 
investigated,..”, the report says. It charges 
DPC with culpability for those wrongs in 
an entirechapter devoted to its “complicity” 
(Chapter VII). 

Even more informative, because infor¬ 
mation on it is not easy to come by, is 
Chapter Vm on the '^sponsibility of 
Financing Institutions and of the govern¬ 
ment of the United States'. Its conclusion 
IS that “In the case of the Dabhol Power 
Project, it seems that the government of 
the United States acted as a forceful 
advocate for open markets at the expense 
of human rights and the rule of law. 
Throughout the development and 
implementation of the Dabhol project, US 
government officials and various 
governmental agencies including the 
Department of Energy. Department of 
State, Department of Commerce, and 
Central Intelligence Agency consistently 
lobbied the Indian government heavily on 
behalf of the companies”. The New York 
Times reported (February 18. 1995) that 
F rank Wisner, US ambassador to India. 


"constantly cajoled Indian officials”. The 
report notes that “on every Ex-Im Bank 
transaction exceeding $ 10 million, the 
State Department is required to conduct 
a human rights impact assesitmcnt *to 
determine if it may give rise to .significant 
human rights concerns’. This reviewr 
examines ‘both the general status of human 
rights and the effect of the export on human 
rights’." 

The report reproduces Wisner’s testy 
response when HRW spoke to him on 
phone after his retirement. He was not 
aware of any human rights violations and 
“Why do you want to talk to me'?”. On 
October 28,1997, very shortly after he left 
New Delhi, he was appointed to the Board 
of Directors of Enron Oil and Gas. a 
subsidiary of the Enron Corporation. He 
is affluent in his own right and did not 
need to stoop to this. If this is not covered 
by the US Ethics in Government Act. 
1978, the statute should he amended to 
penalise such di.sgraceful conduct. India 
should have a similar law. 

On the facts, there are two entire chapters 
on Ratnagiri di.strict in which the sup¬ 
pression of protest is meticulously docu¬ 
mented. The report should be printed in 
an Indian edition. 
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Outdated Rent Laws and Investment 
in Housing 

Madhav Godbole 


Anachronistic rent laws have been the biggest deterrent to investment 
in the housing sector and increasing the availability of housing. Since 
the political parties in power at the centre and in the states have 
been bent upon pursuing populist policies for the last 50 years, the 
battle to get a sensible law on the statute book has once again had to 
he taken to the Supreme Court. 


IT is often said that in India fools construct 
houses and wise persons live in them as 
tenants. But the number of Itiols seems to 
be declining rapidly. The anachronistic 
rent legislation in a number of states has 
been the biggest deterrent to increasing 
investment in the housing sector in the 
country. The battle to get a sensible leg¬ 
islation on the statute book has, therefore, 
once again been taken to the Supreme 
(,’ourt since the political parties in power 
at the centre and the states have been bent 
on pursuing populist policies of protect¬ 
ing only the interests oi tenants during the 
live decades since independence. 

In iis earlier order in December 1997. 
the Supi erne Court had directed the govern¬ 
ment ot M aharashtra lo replace the Bombay 
Rent Aci which had Iro/en rent levels at 
unbelievable 1940 levels with a new law 
that allowed reasonable increases in rent. 
The court had .suggested that the new law 
be structurerl on the lines of the model bill 
on rent control circulated by the central 
government to the states as far hack as in 
1992 Bui, bra/.cniy. the state government 
brought in an interim legislation to give 
a token increase in rent of just S per cent 
from April I, 1998, making a mockery of 
the directive given by the highest court 
in the land. I'his amended Act is due to 
expire on March 31. 1999. 

Tlic low priority given lo the quc.stiun 
of revision of the Rent Act by the state 
government and the state legislature is 
evident trom the tact that the bill on the 
subject, intniduced by the then Congress 
government, has been helore the joint select 
committee of the legisliiture since 1993. 
The composition ot the select committee 
has undergone several changes since then 
due to the fresh elections held to the lower 
and upper houses of the legislature, but 
the bill has continued to languish and can 
easily qualify for mention in the Guinness 
Book of Records! Now. once again, there 
is a .scramble among political parties to 
show their concern for tenants. The 
Maharashtra minister of state for housing 


has declared that the state government is 
entirely in favour of the demands of the 
tenants and all action will be taken by the 
stale to foil the attempts of landlords to 
exploit tenants. Obviously, the need to 
permit reasonable returns on investment 
in housing as compared with returns on 
other competi ng investment opportunities 
is nut considered as of any relevance in 
I tiis discussion. It is treated as a mere battle 
between the rich and the poor, the haves 
and have-nots! 

OorMouKD Runt Control 

It may he worth recalling the back¬ 
ground of the rent control legislation in 
India as brought out by the National 
Commission on Urbanisation (NCU) (In¬ 
terim Report. January 1987, pp 26-27). 
'1 he beginning of the second world war 
bniught a dual pressure to bear on the 
urban housing stock in India. The de¬ 
mands of the military increased the pres¬ 
sure on existing housing and wartime 
austerity and shortages prevented a sym¬ 
pathetic increase in supply. Purely as a 
temporary measure, therefore, the govern¬ 
ment intr^uced laws relating to the con- 
tit>l of rent and accommodation. In their 
original form, these laws brought all urban 
properties within the purview of a rent 
controller who could both allot vacant 
premises and fix the fair rent thereof. 
Gradually these laws have become perma¬ 
nent and their focus has .shifted away from 
allotment of vacant premises by a public 
authority to a freezing of rent at existing 
levels and the protection of the tenancy 
rights of the occupants. Broadly speaking, 
with state variations, the Rent Acts have 
the following provisions; 

(i> control of letting and leasing of vacant 
buildings. 

(ii) fixation of fair or standard rent, 

(iii) protection of tenants from arbitrary 
eviction, 

(IVI the obligation of owners regarding up¬ 
keep and maintenance, 

(v) the rights of owners in case of misuse. 


non-payment of rent, etc, and 

(vi) the procedure whereby owners can 

regain possession of premises. 

The outmoded rent legislation has an 
adverse impact not only on investment in 
new housing stock but also on the main¬ 
tenance, upkeep, upgradation and exten¬ 
sion of the old stock. As emphasised by 
NCU, the foremost and most visible effect 
of the Rent Acts has been the almost 
universal deterioration in the condition of 
old buildings throughout our cities. Be¬ 
cause rents are frozen, the owners increas¬ 
ingly find it difficult to keep the buildings 
in a state of. good repair. The situation 
became socridcal in Mumbai, for example, 
that the state government was forced to 
constitute a housing repairand reconstruc¬ 
tion board, charge a building repair cess 
from every asscsscc of pnipeny tax and 
entrust the board with the task of repairing 
old buildings. The activities of the board 
have never achieved a scale where any 
meaningful dent could be made on the 
problem of deterioration of the housing 
stock. Slated very plainly, whilst the Rent 
Acts have protected the tenants in terms 
of the amount that they have to pay and 
security of tciumcy. they have directly 
contribut&l to their insecurity in terms of 
the quality of the building in which they 
reside. The fact that the entire walled city 
of Delhi has been notified as a slum under 
section 3 of the Slum Area (Improvement 
and Removal) Act is evidence of the state 
lo which totally controlled rents and 
absolute security of tenure have reduced 
the core of our cities. 

The outmoded rent legislation has led 
to adoption of populist measures by the 
govemmentofMahara.shlraforthe develop¬ 
ment and reconstruction of the cessed 
buildings in Mumbai. By the notification 
issued in January 1999, the floor space 
index applicable lo these buildings has 
been relaxed beyond all reasonable limits. 
This decision wilt have serious long-tenr 
adverse implications for Mumbai and has 
rightly come in for widespread criticisn 
from several quarters. 

Another effect of the Rent Control Ac 
brought out by the NCU is a very substan¬ 
tial reduction in residential constructior 
for rent. All new residential dcvelopmeni 
is invariably for sale, so much so that ever 
state housing boards no longer construe 
any rental housing. There is also cvidenct 
of houses being kept out of the lenta 
market even where the ownerdoes nut him 
self occupy the property. It is the pcrcep 
tion of most house owners that once lh< 
house is given on rent, it will never be 
available to the owner. There is the emer 
gence of the parallel economy in which thcr 
are lump sum advance payments of reni 
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partial payment ol rent without receipts, etc. 
The rental market is thus highly distorted. 

Most city core areas have land under 
extremely inefficient use. The Rent Acts 
arc a direct contributory factor to this, 
because the protection extended to tenants 
virtually debars the reconstruction of dila¬ 
pidated structures located on prime land. 
We have not been able to work out a stra¬ 
tegy for urban renewal because it is almost 
impossible to relocate tenants. This has 
caused siihstuniial di.stortion in land use. 

Loss Ol- Proi'ERTY Tax 

Properly tax is a major source of rev¬ 
enue tor tlie nuiiiicipal lx)dies. In states 
where octroi has been abolished, property 
(ax is the most important sourceof revenue 
lor the local bodies, liven in Maharashtra, 
where octroi is the main source of income 
for local bodies, property tax is the second 
most important source of revenue. It is 
important to note that there is a school ol 
thought that advocates abolition of octnn 
and rationalisation of property tax siruc 
ture in such a way as to make it elastic 
and equitable so that it can yield sufficient 
revenue to compensate for the loss ol 
revenue in the eveni of abolition of octroi. 

The NCr has noted that one ot the 
extremely harmiul effects of Rent Cioiitroi 
laws has been the freezing ol municipal 
revenue trom property m an era of esca¬ 
lating prices and property values. The 
Supreme roiirl has ruled in more than one 
case that the rateable value of premises 
cannot exceed the standard rent as defined 
in (he Rent C onirol Act Because standard 
rents have no hearing on real rents, includ¬ 
ing the lump sum payment, the municipal 
revenues are denied a just share, by way 
of property tax. of the tnie value of prop¬ 
erty. The NCT' had estimated, in 1987. 
that in the city ol Mumbai alone, an 
additional revenue of Rs 5()crorc per year 
would accrue Irom property lax if the 
rateable value could be delinked from the 
standard rent. In its response to the NCU. 
the Ahmedabad Municipal ('orporation 
had estimated a doubling of its property 
tax receipts if such delinking could 
occur. This is (rue ol almost every city in 
India. 

The *Dclhi Fiscal .Study’ (December 
1998) conducted by O P Mathur and T S 
Rangamannar of the National Institute ol 
Public Finance and Policy. New Delhi, 
shows that property tax is the single most 
important source of income for the Delhi 
Municipal Corporation (MCD). as al.so 
the key in.sirument for financing munici¬ 
pal services. In l99,S-96, the total income 
from properly tax was Rs 267.1 crore, or 
63 pel cent ol MCD's total internal re¬ 
sources and 46 per cent of its total revenue 
income. Income from property tax has. in 
recentyears, risen at moderate rales mainly 
in response to measures that have been 


taken to simplify the tax structure and its 
administration. At the same time, the rate 
ol growth of property tax income is barely 
representative of the phenomenal increa.se 
in property values and the expansion of 
Delhi’s property market. The property tax 
system uses I he annual rental value (ARV) 
as the basis of assessment which is ham¬ 
strung on account of. firstly, the applica¬ 
tion ol the Rent Control Act and. secondly, 
inlrcquent revaluation of properties. 
Moreover. Delhi’s properly tax .system is 
beset with an extremely narrow base - 
only about 30 per cent of the total number 
of properties are said to be asses.sed for 
taxation. It al.so has an obsolete exemption 
and rebate policy. It is estimated that MCD 
IS able to tap only about IS-20 per cent 
of the potential property taxes in Delhi. 
The study has. inter alia, recommended 
•’re-examination of using the ARV foi 
purposes of properly taxation, fnim the 
standpoint of delinking properties trom 
the provisions of the Rent Control Act and 
of capturing the appreciation in pro|)erty 
values” (pp 44-4.‘5, 6S). 

In his papi'r entitled ‘Enhancing Muni¬ 
cipal Fiscal Capability - Issues in Local 
Resource Mobilisation’. Gangadhar Jha 
of the National Institute of Urban Affairs 
(Nil lA), New Delhi, has brought out that, 
though a premier local tax. property tax 
has lost its buoyancy and ela.sticity over 
the years. A study ot 142 municipal 
authorities with more than l(X) thousand 
population by NlUA indicated that pro¬ 
perty tax contributed, on an average, only 
about 20 per cent of tax revenue. Analysis 
ot tlala on revenue performance of pro 
perty (ax in the municipal corporations of 
Ahmedabad, Madras (now Chennai). 
Trivandrum (now Thiruvananthapuram). 


Bombay (now Mumbai). Calcutta an 
Delhi reveals that except in Delhi an 
Chennai, the mie of property tax in th 
total tax revenue is declining. Decline i 
much more dramatic in Calcutta where 
declined from 94 per cent in 1984-85 t 
about 77 per cent in 1989-90. I 
Ahmedabad. it declined from 31 per cci 
in 1980-81 to about 29 per cent in i989-9( 
In Rajasthan its share in total revenue i 
only to the extent of 1.9 per cent. In th 
state of Gujarat, it accounts for only 28.3 
per cent whereas octroi constitutes aboi 
70 per cent of the total revenue. 

According to Jha, the dormant role i 
property tax is due to a host of admini; 
trative and legal pmblems. ‘‘By far th 
biggest jolt to revenue generation has com 
trom the legal provisions. There seem t 
be basically two reasons. First, the cr 
abling provision in the municipal statute 
provide for ‘reasonable rent’ as the has 
of property tax. This ambiguous an 
abstract expression has not been explicitl 
defined, with the result that the court 
have given its own interpretation froi 
time to time. .Second, the prevalence -1 
the Rent Control l.aw,s (RC’L) has led (h 
courts to interpret the ‘rca.sonabic rent’ a 
the lair rent or the standard rent to b 
determined according to the provisions c 
the R('L. This culminated m the Suprem 
('ourt’s decision in the Diwan Daiilat Ri 
Kapoor vs the MCD and others (AIR 198' 
SC 541) when the court said that tli 
reasonable rent is only the slandarti rer 
as determinable according to the RCT 
The provision in the RCL lias completel 
distorted the rental market with the resu' 
that there does not exist a compelitiv 
rental market to provide sulficicnt sign, 
and evidence for (revision ol rentals 
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according to market forces. It has conse¬ 
quently depressed the rentals which con¬ 
stitute the ba.se of property lax.” 

The following data pertaining to' the 
Pune Municipal Corporation (PMC) brings 
into focu.s the problems of equity and 
fairness created by the linkage of ARV 
with the standard rent arrived at under the 
provisions of the Rent Act. In the year 
1985-86. the total number of assessed 
properties in PMC area was 85.896 and 
the total demand of general property tax 
was Rs 6.36 crorc. In the year 1995-96, 
total number of properties increased to 
1,63,748 and the general tax demand 
increased to Rs 36.28 crorc. This means 
82 per cent of the present demand of the 
general tax is borne by 50 per cent of the 
total properly owners. Maximum burden 
ol the property lax is borne by middle class 
and lower middle class flat owners living 
incomparali vely remote places in the PMC 
limits, while the owners of old large 
properties 111 the heart of the city and living 
in posh localities arc required to pay 
comparatively much lower taxes. 

Another major drawback of the present 
properly lax assessment is that it discour¬ 
ages construction ol new propt'rtics. Based 
on the principles enunciated in the judg¬ 
ment ol the Ciujarat High Court in 
-Ahmedabad Municipal Corporation vs 
Orient Fiie and General Insurance Com¬ 
pany. propeiiies constructed after April I. 

1984 are assesseil at the actual rent which 
is paid by the tenant if the property is led 
out. Total taxation is 60-70 per cent of the 
ARV. It means that the owner of the 
pioperly. il he correctly discloses the rent 
he IS receiving fiom the tenant, will be lelt 
with about 30 per cent of the income 
derived from the properly let out by him. 
In addition, he will have to pay other taxes 
and also maintain the property This is a 
big deterrent to constructum of housing 
forbeng rented. As a re.sult. an honest tax 
payer will either not inve.st his money in 
housing or will keep the property vacant 
or endeavour not to disclose the full rent 
received by Imn. 

After the 74th amendment of the Con¬ 
stitution. the IInances of municipal bodies 
have assumed considerable significance 
as .substantial restructuring of these bodies 
is tiow on the anvil The state finance 
commissions arc expected to as.scss the 
re.source requirements of these and 
paiichayati raj bodies every five years. 
The RIeventh Finance Commission tcHi 
has been asked to look into the ways in 
which the re.sources of these bodies can 
be increased. As a part of these efforts, 
the munieipal bodies will also have to 
raise resources from the market.£cono/nic 
Survey 7997-98 (pp 134-35) has rightly 
laid emphasis on development of a market 
for municipal bonds. As the Survey brings 
out. the well developed municipal bond 


market in the US finances over 70 per cent 
of its urban infrastructtire development. 
Municipal bonds can either be general 
obligation bonds where legally permitted 
taxes and general revenue of local authori¬ 
ties can te used for debt servicing or 
revenue bonds which rely on specified 
.sources of revenue from facilities or ser¬ 
vices financed from bond proceeds. In 
either case, it will mean putting the fi¬ 
nances of municipal bodies on a sound 
basis. As can be seen, an important ingre¬ 
dient of this will have to relate to making 
the property tax a buoyant and elastic 
source of revenue. But this will require 
addressing the above issues pertaining to 
the Rent Act and untying the Gordian knot 
without loss of any further time. 

Housing SiioRTACt 

Reference must also be made to the 
growing gap between the demand and 
supply of housing stock for which, among 
other factors. Rent Act is responsible in 
no Mil ill measure. This has, once again, 
been iwognised in the draft Ninth Five- 
Year Plan (1997-2002) released by the 
United Front government in March 1998. 
Il has also underlined that this gap is 
unlikely to he bridged in the next five to 
10 years. In terms of reach-out indicators, 
new housing stock required is about 9 
million units in urban areas and 7.7 mil¬ 
lion units in rural areas during 1997-2002 
and about 77 million and 63 million units 
respectively in the longer term perspec¬ 
tive, extending up to 2021. Housing 
upgradation has to cover about 7.5 million 
units and 20 million units in urban and 
rural areas respectively during the Ninth 
Plan period. In terms of financial indica¬ 
tors. the investment for urban housing has 
been estimated at Rs 5,26.170 crore and 
lor rural hou.sing Rs 1,72.930 crore be¬ 
tween 1997 and 2021 for new housing, 
upgradation and extension. A large part, 
in some cases more than one-half, will be 
the backlog of investment. In a shorter 
term perspective of 1997-2002, urban 
housing investment has been estimated at 
Rs 1,21,370 cmre. 

Several estimates are available ol the 
present housing shortage and the projected 
shortage at a fairly disaggregated level. 
1'he National Buildings Organisation 
(NBO) has estimated the 1991 shortage 
at 8.23 million, up from 7 million in 1981. 
hut expects the absolute shortage to decline 
progressively to 7.57 million units in 1997 
and 6.64 million in 2(X)I. However, other 
estimates indicate that the shortage will 
increase to 9.4 million units in 2001 
(Habitat 11 estimate). 

Successive five-year plans have recog¬ 
nised that housing will have to continue 
to he a people's activity and government 
intervention will have to be kept confined 
to meeting the housing needs of the lower 


sections of the housing market and .se¬ 
lected disadvantaged groups whose needs 
may not be effectively or adequately met 
by market driven forces which will, in 
other cases, be a prime mover of housing 
development activities, particularly in the 
urban areas. 

The key objective of the National 
Housing Policy (NHP) is to provide access 
to adequate shelter for all. Several enabl¬ 
ing programmes are expected to achieve 
thisobjective. Ttese include, among others, 
amendment to the Urban Land (Ceiling 
and Regulation) (ULC) Act to expand the 
supply of land, enactment of the model 
rent control and apartment ownership 
legislations and schemes to link up housi ng 
and income generation programmes lor 
the poor (see Government of India, Plan¬ 
ning Commission, Ninth Five-Year Flan 
(Draft) I997-2(X)2, Vol II. March 1998. 
pp 305, 317-329). After prevarication for 
.several years by successive governments 
at the centre, the Bharatiya Janata Party- 
led coalition government at the centre has 
issued an ordinance hi repeal the ULC Act 
on January 11. 1999. However, action on 
several other major points, including 
amendment of the rent control enactments. 
IS .still awaited. 

In this connection, the recent experience 
of the enactment of the Delhi Rent Act, 
1995. is very significant. Even alter being 
assented Oi by the president of India, though 
over three years have elapsed, the Act has 
still not b^n notified and has continued 
to be a dead letter. Thts Act was enacted 
by parliament for overcoming the short 
comings noted in the existing Delhi Rent 
Act. TTie objectives of the new law. inter 
alia, are to increase investment in hous¬ 
ing, particularly rental housing, and also 
to balance the interests of both the land¬ 
lords and tenants, 'fhe provisions of the 
Act include exemption of certain catego¬ 
ries of premises and tenancies from the 
purview of the Act, creation of tenancy 
to be compulsorily by written agreement, 
periodical increase in rent, eviction of 
tenants on specified grounds and limiting 
inheritable tenancies. After taking into 
consideration various representations, the 
government decided to amend the Act, 
even before it was brought into force, to 
make it more acceptable to all concerned 
and at the same time encourage increased 
investment in the housing .sector (see 
Economic Survey 1997-9H. p 148). Com¬ 
mon Cause, a non-government organi¬ 
sation in Delhi, has filed a public interest 
litigation in the Delhi High Court against 
this unconscionable delay in giving effect 
to the law after it was passi^ by parlia¬ 
ment. The decision of the court is still 
awaited. This is liardly the kind of example 
which the central government should set 
before the states while exhorting them to 
amend their rent control legislations. 
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The need tor a rent legislation which 
will treat tenants and landlords in ah 
equitable and fair manner has been repeat¬ 
edly emphasised in various studies and 
reports such as of the Economic Admin¬ 
istration Refonns Commission and the 
NCU. The observation of NCU that, “the 
real solution to the housing problem of our 
cities lies not in merely maintaining the 
status quo hut in encouraging massive addi¬ 
tion to tlic housing shKk” does not need 
to he over emphasised. In this light, the 
commission had recommended that the 
Rent and Accommodation Acts be rationa¬ 
lised with the tollowing objectives in mind: 

(1) tlie protection of existing tenancies. 

(2) the institutionalisation of a system of 
rental increases, as per a prescribed for¬ 
mula. so that whilst on the one hand, 
tenants continue to pay a reasonable rent, 
on the other it is possible for some addi¬ 
tional money to he (bund for building 
maintenance. 

delinking of non-rcsidential tenancies 
from the purely residential so that com¬ 
mercial activity begins to pay the market 
rent. 

(4) the offering of incentives for new 
construction so that more and more hous¬ 
ing comes on the market, and 

(5) improving the lax base of local bodies 
by facilitating realistic valuation of prop 
erties. 

Moi)i.i. Rlnt Control Bill 

The model rent control legislation cir¬ 
culated by the central government to the 
.states in July 1992 contains a number t)l 
salutary provisions which will go a long 
way in ushering in the long overdue re¬ 
forms in this sector. In the light of the 
discussion in the foregoing paragraphs, it 
will be relevant to refer to the following 
forward-looking provisions in the pro¬ 
posed legislation on fixation and revision 
of standard rent: 

(i) Standard rent to be fixed on the basis 
of 10 per cent or such peaentage return 
as the state government may decide on 
total cost consisting of two components, 
vi/. market value of land in the year of 
commencement ot construction enhanced 
in the manner specified in (ti) below and 
cost ol construction plus, where appli¬ 
cable. the cost of renovations or major 
repairs. (Even for lca.scd premises, the 
value of land will be the market value at the 
time of commencement of construction). 

(ii) The standard rent so derived is in¬ 
creased by a certain specified percentage 
to arrive at standard rent for the given year. 
This percentage may be higher tor non- 
residetitial premises. The percentage can 
vary from state to state. In case of Delhi, 
the suggested rd^s of increa.se are 4 per 
cent (1950-60): 6 per cent (1960-70); and 
S pefJeent (1970 onwards), though the 
inflation rate is higher. 


(lii jTuthissiandardrent are addedcharges 
relating to maintenance and amenities and 
payable taxes on pro rata basis to, derive 
the total amount payable by the tenant. 
(Where Apartment Ownership Act is 
applicable, the pro rata cost, of mainte¬ 
nance of common facilities will be borne 
by the apartment owners.) 

(iv) The new standard rent is to be appli¬ 
cable to all existing tenancies, and rents 
of the.se tenancies are. to be raised gradu¬ 
ally over a specified period according to 
a specified schedule, and the level of 
neutralisation can range from 25 to 100 
per cent, in direct proportion to the size 
ofpremi.scs with 25 percent for premises 
with less than 25 square metre area and 
higher percentage for larger premises. To 
lighten the burden of incremental rent on 
the tenants, a longer adjustment period of 
five to .seven years can bi‘ considered by 
individual states. A tenant can vacate the 
premises any lime during the period of 
adjustment. Any new tenancy created 
uuring this period will bear the .same rent 
as is specified in the adjustment .schedule. 
< v)Rcvi.sion of standard rent initially fixed 
IS to be made after a period of every three 
years on the basis of criteria notified by 
the state government. 

The inordinate delays and dilatory court 
procedures in settlement of disputes per¬ 
taining to tenancy and rent matters has 
been another cause of serious concern. 
The courts arc unable to cope up with the 
ever increasing workload of such ca.scs. 
This has led to extra-judicial or parallel 
systems of settling such disputes through 
the intermediacy of criminals, thugs and 
mafia, particularly in metropolitan cities 
like Delhi and Mumbai. It is therefore 
imperative that a fre.sli look is taken at the 
existing institutional machinery, procc- 
ilures, laws and so on. T his too is .sought 
to be addres.sed in the model rent control 
legislation. Special attention may be in¬ 
vited in this connection to the provisions 
III ilicdrafi legislation pertainingto sueamlin- 
iiig of judicial procedurcs. These compri.se; 
(. 1 ) Enabling states to e.stablish Rent 
I'ribunals by a Constitutional amendment 
to include tenancy matters under Article 
323(B) of the Constitution. 

(b) Permitting pre-trial coiiciliation/com- 
proniise between landlord and tenant at 
any stage ot litigation. 

(c) .Simplifying procedures of litigation by 
providing tor filing of petition before Rent 
Controller and appeal before the Appel¬ 
late Tribunal on prescribed form. This will 
curtail the volume of pleadings and re¬ 
strict the proceedings to the real i.ssucs. 
I'he Rent Controller and the Appellate 
Tribunal will follow the essential proce¬ 
dure ol a fair trial and ,«hall lay down their 
own procedure. The Code of Civil Pro¬ 
cedure shall not be applicable. The adju¬ 
dication procedure will provide for llnal 


adjudication of cases within a stipulated 
period, say six months, without scope for 
either of the two parties to prolong the 
proceedings in. any manner whatsoever. 

(d) It is proposed to have judicial Rent 
Controllers as the first forum with original 
jurisdiction to handle tenancy disputes 
and an Appellate Tribunal to substitute fur 
the high court Jurisdiction of civil courts 
will be ousted. 

(e) The Appellate Tribunal will be com¬ 
posed of a chairman and such members 
as the state government may decide. The 
Appellate Tribunal shall have all the 
powers of the high court. 

(0 It is open to the state governments to 
extent the jurisdiction of the two-tier 
system to cover tenancy and other dis¬ 
putes in regard to properties not coming 
under rent control law if they can under¬ 
take to strengthen the .set up .suitably 
without affecting the main objective of 
speedy disposal of ca.scs relating to con¬ 
trolled premises. 

Prick of Populism 

The above analysis brings out tli? se¬ 
riousness of the issues and their continued 
neglectoverdccadcs. Proliferation of slums 
in all towns and cities i.s a direct fall out 
of these short-sighted policies. All avail¬ 
able evidence shows that persons belong¬ 
ing to even lower middle class and middle 
class families have to slay in slums loi 
want of suitable rented accoiiimodatioii 
Instead of addressing the root cau.se of the 
problem, the government of Maharashtra, 
for example, has announced populist 
policies of providing free aecomniocJatit.n 
to all slum-dwellers. The di.sa.strous expe¬ 
rience of the scheme m Mumbai shows 
the futility of dealing with issues in this 
irrational manner. 

Fortunately, the wheel does not need to 
be reinvented. The Model Rtnt Control 
Bill, evolved through intensive discussion 
between the centre and the stales, has 
addressed a number of these issues. But, 
as in several other matters, what is lacking 
is the political will to act. We. as a country, 
have failed to make use of tora such as 
the National Development Council. Inter- 
State Council or the Chief Ministers 
Conferences to evolve a national consen¬ 
sus on such vital issues. No one can 
advocate the substitution of peoph 's will 
through their elected Fepre.sentatives for 
decisions on these matters by judicial pro¬ 
nouncements. But we arc left with no 
alternative. It is not therefore surprising 
that the question of evolving sensible 
policies on rent control has once again 
been taken to the Supreme Court. It is time 
wc redefine this typically Indian version 
of democracy - courtaucracy - where the 
higher courts have to take over the respon¬ 
sibilities of state legislatures and the 
parliament. 


390 


Economic and Political Wt^ckly February 13, 1999 



Sweet Dreams: Andhra’s Vision 2020 

RV 


► The aim of Chandrababu Naidu's Vision 2020 is to present a , 
coherent agenda for action. A long list of objectives has been 
prepared and gathered together wuler appropriate sectoral heads 
covering social and economic goals. And these have now been 
presented for a wider debate in academia and the press, political fora 
and local bodies. Yet several doubts rerfiain. 


CHANDRABABU NAIDU has done it 
again! Like an actor addressing a 
worldwide audience, he has unveiled the 
much-touted Vision 2020 for Andhra 
Pradesh. The document was thrown open 
for debate at a lavish function on republic 
day: the fact that the chosen audience 
included representatives of the central 
government as well as of other states 
indicates thai. as in the past, the chief 
minister is looking for a pat on the back 
from contemporaries and eventual 
emulation. 

Much of the hype .surrounding the event 
IS however suspect. The claim that Andhra 
Pradesh has done something unique is 
Itself questionable. In the past such 
documents were called perspective plans; 
today it is more fashionable to clothe them 
in management lingo. This is hound to be 
useful when the plan has to be marketed 
10 the press and to foreign businessmen 
and the chief minister is likely to do this 
with his usual dedication and aplomb. 

The avowed aim of the Vision is to 
prepare a coherent agenda for future action. 
A long list ofobjectives has certainly been 
prepared and gathered together under 
appnrpi latc sectoral heads covering social 
and economic goals. And these have now 
been presented for a wider debate in 
academia and the press, political fora And 
local bodies Yci. several doubts remain. 

The Vision document looks forward to 
coming achievements without really stating 
clearly where the state istoday. Datadrawn 
on to determine targets is sketchy and 
unclear. All over the country, in many 
crucial mattei-s. reliable data are still not 
available for effective policy-making in 
core social sectors. Figures churned out 
by official .sources are not validated by 
independent sample studies. Children out 
of school, drop-out rates at the primary 
and secondary levels, population below 
the poverty line, nutritional deficiencies 
- the.se are sonle essential areas for which 
dependable information is still lacking. 
This is partly due to the distance between 
basic health and educational facilities in 


the public sector and the most needy 
segment of the user population; it is also 
due to the indifference and lethargy of the 
official machinery. Even such a critical 
human development variable as the 
maternal mortality rate is not regularly or 
accurately computed at the district and 
state levels anywhere in the country. 

One cannot therefore help wondering 
about the adequacy and quality of the data 
collected and used by Andhra Pradesh to 
make its forecasts. How has information 
been put together and from what sources? 
Has it been confirmed by independent 
estimates? A state which has ba.sed its 
V'ision for 2020 on the principle of 
transparency could easily share data with 
economi.sts and social scientists to enable 
them to effectively participate in the 
con-sultation process. Perhaps the 14 
sectoral task forces set up to draft the 
V'ision document in the last six months 
have already drawn on the ideas and views 
of eminent academics. Even if this has 
been done, there is a case for rcleasingdata 
on the current economic and social 
situation: the data could even be compiled 
as an appendix to the main report. Only 
then can independent judgments be made 
about the feasibility of attaining the target 
levels announced for the year 2020. 

A major missing element in the draft 
paper is the, analysis of regional require¬ 
ments. Some assessment of the com¬ 
parative strengths of three areas - Andhra, 
I'elcngaha and Rayalaseema - has been 
made while firming up the economic 
strategy for the state. There is however a 
total absence of data and conclusions about 
tlie development levels of di fferent regions 
and districts. This is anomalous in a state 
which has had a bloody history of agitation 
on the issue of regional imbalances. 
Whether the government is unaware of 
inter-district developmental inequalities 
or has.consciously chosen to remain silent 
(W the matter is not clear. 

The adverse effect of the missing 
database is heightened by the absence of 
information regarding the methodology 
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adopted to formulate the strategies 
advocated in the document. A vision for 
the future cannot exist in a vacuum: it must 
he solidly grounded in reality. Lack of a 
hi.sforioal perspective is a major flaw of 
the 20-year perspective plan for Andhra 
Pradesh. To build a bright future, it is 
essential to develop a sound understanding 
of what was done in the last four decades 
in the state and correctly appreciate past 
initiatives which have succe^ed and failed 
as well as the reasons for such results. The 
task forces might have studied these isiaies, 
but for the proposed public debate to be 
meaningful, their methodologies and logic 
should be disclo.scd and subjected to 
general examination. 

Hie chief minister's reluctance to linger 
over past events is however understand¬ 
able. just as Manmohan Singh could never 
admit that the balance of payments crisis 
of 1990 was the direct result of Rajiv 
Gandhi's economic policies, the Andhra 
Pradesh chief minister will never be ab'le 
to concede that the fiscal chaos in his state 
can be traced back to the financial 
adventurism of his father-in-law, N TRama 
Rao. Nonetheless, if he is genuinely 
concerned about a workable and achiev¬ 
able action plan for the state. les.sons 
learnt fronjpast mistakes cannot be ignored 
nor can full debate and discussion be 
avoided. 

The Vision document docs not also give 
the impre.s.sion of a certain coherence. 
True, it is built around three broad themes 
- social development, growth engines and 
governance. And yet macro connections 
arc missing - principally the linkages 
between economic growth and human 
attainments. Some statements have been 
made about the importance of health and 
education for achieving higher income 
levels, but inter-.scctoral convergence 
which is increasingly being stressed as the 
major factorin social development has not 
received adequate attention. The vital 
relationships between health and literacy 
or between water supply and sanitation on 
the one hand and health and nutrition on 
the other have not been probed or high¬ 
lighted. Neither is there a wide theoretical 
canvas on which the future trajectory of 
development has been plotted. 

State planning is of course not yet being 
done anywhere in the country through 
economic model building. This is due as 
much to paucity of data as to the fact that 
a very large segment of the economy still 
operates outside the formal monetised 
networit. Yet a perspective plan cannot be 
a mere listing of sectoral plans: all objec¬ 
tives must fit into a broad fraincwoik of 
incremental investment, capital-output 
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ratios and the rest. And this is what has 
been dropped from the Andhra Pradesh 
vision for 2020. 

Apossible reason for the departure from 
normal planning procedures could be the 
McKinscy intervention. The base papers 
of the state-level sectoral task forces were 
eventually converted into the Vision 
document by McKinsey and Co. The 
McKinsey sump is clearly discernible in 
the economic chapters - mainly in the 
techniques used to pick industries (and to 
a lesserextentagricultural activities) which 
can perform the role of growth engines in 
the developmental process. Evidently 
McKin.sey is not the best choice for 
developing country analysis. The Andhra 
experience gives one tlie impression that 
the con.sultant has only attractively 
packaged official social sector targets 
exogenously determined by the usual 
target-setting techniques. McKinsey’s 
understanding of issues in the.se areas 
appears to be limited. This is apparent in 
some of the 'best practices' chosen from 
other parts of the world to be followed by 
Andhra Pradesh. A possible adult literacy 
mtxiel for the state cited is a package used 
in the US. .something so removed from 
Indian requirements as to be almost 
laughable! 

There is one area however in which 
McKinsey's contribution is both un- 
Jcniable and original. The consultant is 
.m firm ground when it comes to offering 
id vice on productive economic .sectors 
like agriculture and especially industry. 
Growth engines have been picked for 
promotion if they satisfy three criteria - 
hey must build on the state's strengths, 
hey must be capable of making an impact 
m the economy and they must take 
idvantage of the opportunities offered by 
globalisation. Using this matrix, the 
,:onsultani has selected rice growing, dairy 
farming, poultry, horticulture, fisheries and 
agro-industry as growth engines in the 
field of agriculture and allied activities. 
The choice exercised in the fieldof industry 
is even more meticulous. We get the feeling 
[hat the selectors have added a fourth 
.•riterion here - the potential for creating 
idditional kiw-end and semi-skilled jobs. 
Industries depending on minerals .(like 
:cment and granite), tourism, logistics, 
nformation technology, pharmaceuticals, 
eather and texti les are the prefetred thrust 
ireas for the state. This is in stark contrast 
o the normal practice adopted by states 
jf targeting a very large number of 
ndu.stries tor priority attention so that the 
intire purpo.se of the thrust area approach 
is defeated. The McKinsey logic and 
methodology is certainly worth emulating 


elsewhere in the country so that industrial 
policy is focused and effective. 

McKinsey’s (or the chief minister’s) 
macro dreams do not however seem to be 
based on reality. A compound annual 
growth rate of 9.4 per cent in per capita 
income and sectoral rates of 5.7 per cent 
in agriculture, 10.9 per cent in industry 
and 11.7 per cent in the tertiary sector (at 
constant 1995-96 prices) must be pre¬ 
dicated on appropriate ICORs and invest¬ 
ment rates. It cannot ju.st happen because 
China or Chile did it. So meagre arc the 
data on which projections have been made 
that these simply stand out as one-time 
statements unconnected to past trends and 
possibilities. 

Overall, the document leaves one with 
the feeling that the chief minister is more 
comfortable with economic growth than 
human development. The time and 
attention given to the productive sectors 
is commendable, but a better balance 
should have been struck between increase 
in domestic product and improvement in 
the basic health and educational status of 
the people. Perhaps the chief minister 
believes that the benefits of higher 
production will ‘trickle down' evenly to 
the poorer .sections in terms of higher 
incomes and better health and education. 
Or perhaps he merely .sees himself as the 
niessiah of,the middle class. Even here, 
a glaring flaw is the complete lack of a 
gender perspective. Whatever the Vision 
envisages for Andhra Pradesh, it offers 
scant comfort to its women. References 
made in the document to their require¬ 


ments, and welfare are scattered and un¬ 
imaginative; they reveal’an indifference 
that is appalling, given the recent chilling 
disclosure about the sale of girls into 
prostitution. Surely, there is a better 
message from the government and the 
bureaucracy to the vvorse-off half of the 
state’s population! 

There may be no need to stress again 
the point made at the, launching ceremony 
by the govemorof Andhra and ex-govemor 
of RBI, C Rangarajan, that visions must 
be matched by finance. One hopes that 
Andhra will succeed in tapping the required 
resources to transform its dreams into 
reality. The Vision is mote likely to fail 
for lack of understanding of the processes 
of .social transformation - processes that 
have so far kept Andhra at the bottom of 
the scale in all human development 
indicators in south India and below the 
average levels for the country as a whole. 
There are two implications for the Vision 
in all this: 

- poor health and educational levels cat) 
act as constraints on the growth process 
envisaged in Vision 2020: and 

- increase in incomes can trigger off 
changes which may accentuate rather than 
reduce social inequities. 

The Vision has no strategy to meet these 
challenges. WhatChandrababu Naidu now 
needs to accompany his Vision is a Human 
Development Report, a candid calculation 
of key socio-economic indices disaggre¬ 
gated to the district level, which looks not 
merely at development hut also at equity 
and empowerment. 
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Struggle, Collaboration and Democracy 
The ^Indian Community’ in South Africa, 1860-1999 

Vishnu Padayachee 


The political and economic history of Indian South Africans since 
their arrival in Natal in I860 has been largely shaped by struggle 
and resistance on the one hand and by compromise and 
accommodation on the other over the selfreferential nature and political 
significance of the identities or labels 'The Indian Community' and 
'Indian South Africans’ by which they came to he known. 


THIS brief paper sketches key features, 
trends and patterns in the social, political 
and economic history of South Africans 
of Indian origin - a history which unfolds 
over some 140 years within a complex and 
changing global and local context in which 
the grand’ issues of race, ethnicity, na¬ 
tion, empire and resistance jostled for 
intellectual attention and space with more 
mundane’ matters of day-to-day survival 
and unacknowledged instances of micro- 
level stniggle and resistance. The paper 
focuiies mainly on the rich history of the 
struggle again.st. or accommodation to, 
racism and domination, hut it also goes 
on to assess tentatively the political 
responses of Indian South Africans to the 
advent of democracy in the mid-1990s, 
and in the period leading up to the country's 
second democratic elections in 1999. 

I shall attempt here to argue that the 
political and economic history of Indian 
South Alricans since their arrival in Natal 
in 1860 has been largely shaped by struggle 
and resistance, on the one hand, and 
compromise and accommodation, on the 
other, over the self-rclerential nature and 
political significance of the identities or 
labels. ‘The Indian Community’ and 
Indian South Atrieans’ by which they 
came to be known. 

At one level this community has always 
been complexly stratified; indentured 
workers, mainly Tamil and Hindi-speak¬ 
ing. and of Hindu faith, came between 
I860 and 1911 to work Natal's sugarcane 
fields: internationally-connected mer¬ 
chants and smaller traders (or 'duka- 
wallahs'). who were in the main Urdu or 
Gujarati-speaking Muslims and Gujarati- 
speaking Hindus followed from about 
1872: a small middle-class of clerks, 
teachers and nurses, predominantly Chris¬ 
tian, developed in Natal from about the 
turn of the century: by the 1940s an 
industrialised, urbanised and semi-skilled 
Indian working class filled Durban'scloth- 
ing. textiles, fbod-pixxressing, and print¬ 
ing factories: by the late 1980s and 1990s, 
a highly mobile, and well-respected elite 


of businessmen, professionals, politicians 
and state officials had come to play an 
important role in the making and shaping 
of the new South Africa. 

All these people despite differences in 
language-roots, religion and class, came 
to be legislatively defined or described 
ihcm.selves as part of ‘The Indian Com¬ 
munity’. Until recently, many of these 
different strata existed alongside one 
another in segregated districts in relative 
harmony, although social relations between 
some segments of this community cannot 
he described as ever being really ‘close’. 

Recent scholarship has demonstrated 
that South African Indian politics, until 
the mid-194()s. was dominated by conser¬ 
vative organisations such as the Natal 
Indian Congress (NIC), founded in 1894 
hy Indian merchants - with the assistance 
of M K Gandhi, tlten a young. English- 
trained batTi.stcr, who was brought out by 
a well known merchant a year earlier to 
represent him i n a legal dispute with another 
Indian merchiint. That politics was ciucially 
shaped by the social and economic slrati- 
lication of the Indian population and was 
dominated hy merchants and traders who 
sought to maintain their relatively privi¬ 
leged position in the local hierarchy, in 
part by claiming their rights a.s subjects 
ot the British Empire. "Their politics far 
Irom unifying the Indian population as has 
been as.serted in the past, were directed 
specifically towards attaining white recog¬ 
nition of the fundamental differences 
between the two major social groups in 
the community; merchants and workers’’ 
I.Swan, 198.5:441. 

This .scholarship also demonstrates that 
Ciandhi's political philosophy gradually 
evolved and di.stanced itself from these 
narrow views from about 1906 as he 
immersed himself in broader local 
Struggles. Yet even the 19B Natal Indian 
.Strike, which forced a minor amelioration 
in the status of Indian South Africans, it 
has been argued, resulted principally from 
the spontaneous response of a brutally 
oppressed indentured workforce to their 


appalling working and living conditions, 
than to the organised efforts of Gandhi or 
the merchant-dominated NIC. 

,At another level organi.sed political and 
social relations between this community 
and South Africans of 'other races’ were 
complex in character. Organi.sed political 
relations with the African majority simply 
did not exist at any level before the mid- 
I94()s. despite the efforts of some acade¬ 
mics and media figures to rewrite this 
history in romantic terms. The early NIC 
was determined to keep its distance from 
Africans. In 1936 The Indian Opinion 
argued against an alliance with Africans, 
who it was said were at an ‘ underdeveloped 
stage’. Thus, for example, by 1941. Indian 
South Africans were .still being urged to 
maintain a separate struggle for social 
change. The Indian Agent-General in South 
Africa observed that “by making common 
cause with them [Atrieans]. our community 
will only be disabling them.selves in the 
very severe combat that has tallen theii 
cause” [Desai. 1996:6). 

Beginning in 1^40 a new grouping, 
experienced in trade union and (Tom- 
munist Party struggles, espousing the 
cause ofa wider’non-European’ oppres.sed 
community and pledging closer working 
relations iKith within the different seg¬ 
ments oUthe Indian community and be¬ 
tween Indians and Africans, emerged from 
within the ranks of the NIC. In 1945. this 
radical bloc ousted the conscrvuiivc lead¬ 
ership which had failed miserably in its 
strategy of beseeching the Smut’s govern¬ 
ment to grant Indian South Africany 
limited political, economic and social 
rights. This change in the NIC Icailcrship 
led to the formation of a variety of multi¬ 
racial alliances, programmes of action and 
campaigns m the late I940.s and I95()s. 
These included the 1947 doctor's Pact 
between the ANC. NIC and Transvaal 
Indian Congre.ssn'lC); the 1952 Defiance 
Campaign against unjust and racist laws, 
and the 1955 Freedom Charter, which 
set out the basic demands of the Congrc.s.<i 
Alliance. 

Despite this level of interaction at elite 
level, relations between Indians and 
Africans were still characterised hy tension, 
as the violent 1949 Indo-African riots in 
Durban, in which 50 Indian and 87 African 
people were killed, demonstrates. These 
incidents were grist to the mill for the 
conservative Indian organisations which 
had managed to survive into the l9S()s. 

By the early 1960s the National Party 
government, in terms of its so-called 
‘separate development’ policy, drew some 
of these latter organisations into an advi- 
.sory national body, later culled the.South 
African Indian Council (SAIC). The SAIC 
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was set up as the “mstrument which [was] 
to be used for promoting the development 
of the Indian Community on the road 
towards ever greater participation in Ute 
government.[De.<>ai, 1996:28], but within 
the limits of separate development. Largely 
illegitimate in theeyes of mostlndian South 
Africans, the SAIC nevertheless continued 
to exist mainly as a vehicle to serve the 
interests of conservative Indian business¬ 
men. In 1984 it became, for all intents and 
purposes, the equally discredited Indian 
Chamber of the Tri-camcral parliament. 

On the other side of the political spec¬ 
trum. the banning of the ANC and PAC 
in I960, following the Sharpeville mas¬ 
sacre. and the political trials, banishments 
and repression thereafter brought to an 
end what one may term ‘normal political 
discourse' in South Africa. The liberation 
movement turned to armed struggle. Like 
thousands of others. Indian South Afri¬ 
cans joined the ranks of the military, 
including MK (the ANC’s armed forma¬ 
tion) and went underground, or into exile, 
where .some rose to prominent positions 
by the I97()s and 1980s. 

But what was life like for most Indian 
.South Africans by this time? In addition 
to racial discrimination which applied to 
air Black South Africans, including of 
course the denial of the franchi.se itself, 
an accumulating clutter of laws, decrees 
and regulations were directed specifically 
at Indian South Africans, especially in 
the first 100 years. These included the 
notorious 3 pound tax on workers who 
cho.se to remain in Natal after their inden¬ 
ture: a ho.st ot limitations on trading, 
property and residential rights; and restric¬ 
tions on inter-provincial mobility within 
South Africa itself (only lifted in 1972!). 

The Group Areas Act of 1950 which 
dc.stroycd multi-ethnic and multi-racial 
communities and established sprawling 
tini-racial townships around Durban and 
other cities, represented one of the most 
notorious pieces of apartheid legislation. 
While some poorer Indians, who had 
previously lived a precarious existence as 
tenants of propertied Indians in crowded 
ghettos may have benefited from apar¬ 
theid housing programmes, the psycho¬ 
logical scars left and the financial loss 
suffered by the wrenching dislocations 
entorced under Group Areas legislation 
are visible among and felt by the victims 
and their descendants even today. 

The government’s post-war economic 
strategy, which coupled import-substi¬ 
tution industrialisation with racial oppres¬ 
sion, stimulatedaburst of economic growth 
in the 1960s and early 1970s. Although 
the major bencticiaries of this growth were 
whites, Indian South Africans were able 


to use their relatively better education, 
English language proficiency and expe¬ 
rience in a skill-starved labour raaiket to 
.some good effect. Indian unemployment 
ail but disappeared in the 1960s and 1970s; 
a growing number of Indians rapidly 
moved up the occupational structure to 
become doctors, lawyers, accountants, 
academics and engineers: many Indians 
joined the ranks of the racially-divided 
public service: and Indian entrepreneur- 
ship flourished in the narrow, racially- 
defined interstices of the South African 
economy. But the majority still remained 
working class and lower-middle class, 
albeit under marginally more secure con¬ 
ditions than the African majority. However, 
the crisis in the South African economy, 
which set in after cl973, began to have 
iis greatest impact on this segment of the 
Indian community from the early 1980s. 

But let us return to politics. After a 
period of dormancy and inactivity (the 
rc.sult in part of political harassment) the 
NIC was revived in 1972. at a time when 
the anti-apartheid resistance was re- 
ignited by Black Consctousne.ss ideology. 
Anti-apartheid activity was also boosted 
by the massive worker .strikes in Durban 
beginning in 1973, and the Soweto student 
uprising of 1976. A fresh, younger cadre 
of Indian political leadership, forged in 
tlie .student politics of the then Indians- 
only University of Durban-Wcstville 
(UDW. which was set up under apartheid 
policy in 1960) and in community 
struggles, effectively took control of key 
strategic thinking and decision-making in 
the NIC from the mid-1970s. They led the 
organisation into the nation-wide student 
and community protests around J 980; pro- 
\ided the backbone of the progressive, 
unti-tricameral movement, the United 
Democratic Front (UDF), in Natal from 
1983; and played a leading role in the 
Congress movement’s underground resis¬ 
tance activities throughout the dark days 
of the 1980s. 

The NIC played an important role in 
support of its senior alliance partner, the 
ANC. in the negotiations which followed 
the unbanning of the liberation move¬ 
ments in 1990. However, its strategy of 
remaining an exclusively-Indian ethnic 
organisation within the fold of the Con¬ 
gress movement and its style of leadership 
(whiu was referred to as the politics of the 
cabal) were hotly debated issues through¬ 
out the 1980sandearly 1990.s. Many Indian 
South Africans had turned their backs on 
ethnic-based politics and joined and rose 
to leadership positions in the non-racial 
trade union movement. 

It has been argued widely that despite 
its long history and some limited success. 


the NIC largely failed in its principal, 
objective and raison d’etre of vi>inrting 
support for the ANC at the first democratic 
elections in April 1994. Althbiigh the 
nature of the voting system makes it hard 
to know exactly how Indians voted, analy¬ 
ses of the 1994 election results in the 
overwhelmingly Indian elecuiral district 
of Chatsworth (a .sprawling Indian town¬ 
ship on the southern flank of Durban), for 
example, showed immen.se Indian support 
for the National Party. At the national 
level 64 per cent of Indians in this district 
voted for the Nats, and only 25 per cent 
for the ANC. At provincial level, 44 per 
cent voted for the Nats, 19 per cent for 
the (conservative-Indian dominated) 
Minority Front, and 22 per cent for the 
ANC. Buthelezi’s Inkhata Freedom Party 
(IFP) received less than 5 per cent at each 
level [Desai, 1996:89). Although voting 
patterns in middle-clas.s ‘Indian suburbs' 
may have been diftcrenl, showing more 
support for the ANC. I would surmise that 
the ANC overall only received about 
30-35 per cent ot the total Indian vote. 

Clearly neither the NIC nor the ANC 
wore able totally to allay lears over cul¬ 
tural. religious, language, and property 
rights (which appeared to have been (he 
main concerns of many Indian voters) in 
1994. The ANC leadership was furious 
and flabbergasted by lhc.se results. Hie 
president. Nelson Mandela, made this clear 
soon after the 1994 elections: 
in the Indian and Coloured areas you lound 
as much as 70 per cent ot the population 
voted against an African government. They 
decided to vote to be part ot a mtnority 
and not the majority, they decided to be 
part of a past which has divided us, created 
conflict, hostility, in.stcad of being part ot 
the future...|Desai, 1996:88]. 

I would argue (in the years since the 
election) that .some of the fears that drove 
many Indian South Africans into the arms 
of the Nationalists may well have been 
allayed by the reconciliatory and mtxler- 
ate politics of the Government of National 
Unity (GNU). However, some new fears 
and vulnerabilities may well have sur¬ 
faced. around issues such as affirmative 
action, job security, crime and. mo.st sig¬ 
nificantly, about the quality of schtx^ling 
for their children (< Jucation has for long 
been an important issue in the struggle for 
social and economic advancement among 
this minority community). Regrettably, 
these fears appear to have ignited, among 
poorer and more vulnerable sections of 
Indian South Africans, a racial intolerance 
which is (arguably) as strong a.s any which 
exi.<;ted before in this region. There are 
danger signals here (a.s in parts of the 
western Cape among poorer, vulnerable 
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:Coloured' voters) that should not be 
ignored as the country moves close to the 
second democratic elections in 1999. 

The GNU’S economic policies have 
impacted differently on different sections 
^ of South Africa's Indian population. 
Thousands of working class Indian South 
Africans,. including many women, in 
industries such as clothing, textiles, and 
auto-manufactunng had to deal with the 
traumatic prospects of unemployment and 
poverty which some have argued are in 
part the result of the GNU's stringent 
macro-economic policy and rapidly 
liberalising trade and industrial policy. 
Other Indians having secured a good 
education, and sonte economic success 
and capital in the apartheid decades of the 
1960s and 1970s have begun to catapult 
themselves on to the world .stage as lead¬ 
ing players in commerce, finance, indus¬ 
try and the professions. Long-established 
Indian-owned compiuiies such as the AM 
M(K>lla Group have taken the opportuni¬ 
ties offered post-1994 Ui break out of a 
corner-shop' culture, and have succcss- 
tully listed their companies on the 
Johannesburg Stock Exchange. Some 
newer entrepreneurs, like Vivian Reddy, 
have been involved in some mega-black 
empowerment deals in recent months. 
LiKal Indian businessmen have forged 
new links with south Asian companies, 
especially in Malaysia and Indonesia, and 
strengthened links with the Indian sub¬ 
continent. 1'he previously Indian-owned 
New Republic Bank, for example, now 
has a majority Malaysian ownership. On 
the political front, many (perhaps too many 
in the view even of some Africanist-lcan- 
ing ANC members) have .secured some o( 
the top positions in the new government 
and bureaucracy (potentially a problem 
for the ANC in the years to come). 

Among the largest middle-strata of 
Indian South .Africans (i e. excluding at 
the top. the most politically well con¬ 
nected and economically well-off, and at 
the bottom, the very poor and marginali.sed) 
a disproportionate amount of time, en¬ 
ergy, and resources are devoted to 
straiegising and planning futures outside 
this country, in places like Australia, New 
Zicaland and Canada, where their skills 
(and Ihose ul their children) as skilled 
professionals and entrepreneurs arc less 
under threat from the GNU’s affirmative 
action programme. In this sense the res¬ 
ponse of this section of the Indian com¬ 
munity ks little different from many among 
the other minwity cohtmunities in the 
same class position. 

What does all this imply for the second 
democratic elections which constitution¬ 


ally have to take place before mid-1999. 
While the new winners among Indian South 
Africans may well have already lined up 
firmly behind the ANC, vulnerable, tui- 
employed and working class Indian South 
Africans may either be driven further back 
into a conservative, inward-looking, eth¬ 
nic politics or (less likely) they may 
consider joining up more enthusiastically 
than they have to date with non-racial 
worker and community organisations. It 
is also possible that many Indian South 
Africans, both rich and poor, may decide 
(hat it is time to retreat from struggle and 
politics altogether. 

A significant degree of apathy appears 
to exist among Indians (and in fact among 
the population as a whole) in respect of 
mgistering for the next elections. (Closing 
dates for registration are behind us al- 
n:ady, and it is likely that, given low 
registration figures, political parties may 
pre.ssurise the government and the inde¬ 
pendent electoral commission to set aside 
further dates in January or February for 
registration. Political parties seeking the 
Indian vote (which may be crucial in some 
areas, such as urban districts of KwaZulu- 
Natal) appear to have adopted different 
tactics in respect of getting Indians to 
register. The more centre-right or conser¬ 
vative parties such as the Democratic Pary, 
(he New National Party and the IFP appear 
lo ’ne very active in this regard, confident 
that the majority of Indians will not vote 
tor the ANC. And some leading members 
of the NIC7ANC in Durban also recog¬ 
nising this, have proposed that the patty 
should not spend too many resources on 
encouraging Indians to register, as they 


(Indians) are likely to vote for patties other 
than the ANC. My own view is that a large 
(even perhaps a majority) of Indians 
eligible to vote will either not register or, 
even if they do. will not bother lo go to 
the polls to cast a vote. This will be the 
real contrast with 1994. Among those who 
do vote the percentage voting for the ANC 
may drop, but perhaps only marginally. 

Let me conclude: Indian South Africans 
have conuibuted richly to the political and 
economic history of South Africa over the 
last 139 years. But their story is neither 
(as it is often romantically portrayed) 
simply one of political progressiveness in 
the struggle for a non-racial democracy, 
nor one of enviable and exemplary eco¬ 
nomic success in the face of massive racial 
odds. While each of these versions may 
contain some element of truth, neither 
adequately captures the complex role and 
history of this community of some one 
million people in the making of modem 
South Afoca. For there were amongst them 
heroes and villains, resistance fighters and 
collaborators, rich and poor, winners and 
losers, and many who chose to sit it out 
on the sidelines. But then, anything else, 
surely, would have been highly unusual 
inde^. 
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PERSPECTIVES 


Resolving Hindu-Muslim Problem 
An Approach 

Asghar Ali Engineer 


There is a tendency to oversimplify history and project current 
notions of conflict among Hindus and Muslim backwards into the 
past. There is a need to examine historical events in their richness, 
depth, complexity and ambiguity in order to understand the nature of 
the current tensions. 


I 

IT is haiiul Ki stale that even after years 
of independence the Hindu-Muslim 
problem is as distant from a solution as 
it ever was. II anything, it has worsened. 
There an.* many rea.sons tor this, and they 
pertain to the political, the socio-economic, 
as well as religious sphere. Regrettably, 
political processes arc getting increa.singly 
communali.sed in our country. Socio¬ 
economic constraints and the slow rate of 
development intensity rivalry between 
different caste and community groups. No 
wonder then that communal and caste 
problems are becoming more intractable. 
Both politicians and competitors tor eco¬ 
nomic resources and jobs invoke religion 
tor their respective ends. Thus, it appears 
as if religion is the main culprit and the 
whole fight is religious. In lact, this is not 
the case. However, since this is the general 
perception, and it is perception which 
matters, not reality, we must deal with the 
religious aspect us well us all the others, 
so us to create a spirit of co-operation 
between the two major religious com¬ 
munities ol India. I c. Hindusand Muslims. 
Wi wish here to project the Islamic 
viewpoint on the communal conilict. 

II 

Islam has been greatly misunderstood, 
thanks to bigotry and fanaticism on both 
sides. It is thought to be intolerant of other 
religions, especially of Hinduism, and is 
also projected us aggressi vely expansioni.st. 
Sociologically and psychologically 
speaking, when we confront an idea or a 
system ol ideas in a conflict situation, our 
view becomes prejudiced. Islam and 
Hinduism, on the political level, have 
confronted each other in contlicting situa¬ 
tions. each trying to steal a political march 
over the other. Hencc'the political elite 
from both communities have developed a 
highly prejudiced view of each other’s 
religion and also of each other (although 
there have, ol course, also been instances 
of political collaboration between .sections 


of the two elites). On the level of the 
masses, on the other hand, Sufis and folk 
Islam have become popular and evoked 
no animosity. We shall deal with this 
separately. First, we .shall examine some 
of the Islamic teachings to see whether 
Islam encourages pluralism in matters of 
religion or not, so as to judge correctly its 
potential lor peaceful co-existence with 
other religions. The Qur'an states 
emphatically: ‘‘For everyone of you We 
appointed a law and a way. And if Allah 
hud plea.sed He would have made you a 
single people, but that He might try you 
in what He gave you. So vie one with 
another in virtuous deeds” (Q 5:48). This 
verse unambiguously encourages plural¬ 
ism. It clearly says that “lor everyone of 
you We appointed a law and a way”, and 
that “il Allah had pleased He would have 
made you a single people”, but obviously 
hie did not. since He wanted to try humans 
.ind see whether they could live in peace 
despite plurality of religions and faiths. 
We arc to live in harmony by way of 
excelling one another in performing good 
deeds. Also, the Qur'an repeatedly says: 
“To every nation We appointed acts of 
devotion, which they observe, .so let them 
noi dispute with thee in the matter, and 
c.ill to thy Lord” (Q 22:67). Another verse 
says: ‘‘for every community We have 
ordained certain rites that they may 
commemorate the name of God by reading 
It over the cattle We have given them for 
sacrifice ’ (Q 22:34). In yet another verse 
the Qur'an repeats the theme in these 
words: “And everyone has a direction to 
which he turns [i e, everyone ha.s a way 
ol worshinping Him] so vie with one 
another in good works” (Q 2:148). Also, 
a Meccan sura stales elaborately: “Say, O 
disbelievers, I do not worship that which 
you worship and neither do you worship 
I hut which I worship And I will not worship 
that which you have worshipped and 
neither will you worship that which I 
worship. Unto you your religion and unto 
me my religion" (Q 109). One can find 
mure such verses in the Qur'an which do 


not approve of any compulsion in religion. 
“There is no compulsion in religion’’, the 
Qur’an unequivocally declares (2:236). It 
is also thought that Muslims are required 
by the Qur'an to demolish the religious 
places of other communities and construct 
mosques. The Qur'an, states the contrary: 
“And if Allah had not repelled some people 
by others, cloisters and churches and 
synagogues and mosques in which Allah's 
name is much remembered, would have 
been pulled down” (Q 22:40). 

It is clear from the above verse that 
Allah’s name is remembered, whether it 
is in mosque or synagogue or church, and 
that Allah has protected all places of 
worship by repelling one set of people by 
another, i c, those who did not protect 
these placps were repelled by Allah through 
those who could do so. Thus, there is clear 
di.sapproval of non-protection, not demoli¬ 
tion of any place of worship. Any Muslim 
who demolishes or justifies demolition of 
any place of worship is clearly acting 
contrary to the injunctions of the Qur'an. 
I'hc .second Caliph. Umar ibn al-Khattab. 
did not pray in the church of Palestine 
when he visited it during his sojourn in 
that city. When the Archbi.shopof Palestine 
inquired of the rea.son, the Caliph said that 
no pretext should be provided forMuslims 
who later might claim the place on the 
grounds of their Caliph having prayed 
there. Thus he took the necessary precau¬ 
tions in order to prevent a church being 
claimed by Muslims for conversion into 
a mosque. Both the Qur'an and the practice 
of the Prophet’s Khalifa pronounce against 
demolishing any place ol worship, 
whatever religion it belongs to However, 
it must be admitted that practice rarely 
conforms to the ideal. Motivated by 
political vendetta, some Muslims have 
ravaged not only some non-Muslim places 
of worship, but al.so their own holiest 
place of worship, the Kaba. In the early 
hi.stoiy of Islam the soldiers of the U mayyad 
Caliph Yazid burnt the Kaba. as it had 
been occupied by his political rival. 
Abdullah bin Zubayr. (Tabari, however, 
maintains that the fire was accidental.)* 
Whatever the case, it is a fact that the Kaba 
was surrounded by the forces of Yazid and 
battle was waged there. 

It is also maintained by some that Islam 
believes in beheading all those who do not 
believeinislam. Thisclaim has been partly 
answered by the verses above. When there 
is no compulsion of any kind in mauers 
religious, where is there room fpr con¬ 
verting a person at the poim of the sword'.' 
As for the word ’kafir’, it has been greatly 
misunderstood. It is necessary that it should 
be seen in its proper perspective. Kafir. 
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literally, means disbeliever. Anyone who 
disbelieves in the truth revealed by god. 
IS ‘kafir'. But it is important to note the 
statement of the Qur'an that all that wa.s 
revealed betorc to other prophets, was also 
from Allah, and that Allah has .sent prophets 
among all nations to speak in their own 
language. “And in or every nation", the 
Qur’an declares, "there is a messenger. So 
when their messenger comes, the matter 
is decided between them with justice, and 
they arc not wronged" (Q 10:47). Thus, 
prophets arc sent to every nation and the 
main purpo.se is to settle things among 
them with justice, so that they (i e, the 
people) arc noi wronged. Hence all those 
who believe in one or the oiher prophet 
and adhere io ihe norms of justice, are 
believers. The Qur'an not only requires 
belicfin all pniphets. but alsocqual respect 
for them without any distinction. “We 
make no dit'lcrencc between any of his 
messengers", says the Qur'an <Q 2:285). 
The Qur 'an also requires that a believer 
should accept all god's prophets, including 
those ot the past, sent to different nations, 
without making any distinction among 
them: ‘Those who believe in Allah and 
His messengers and desire to make a 
distinction between Allah and His 
mes.scngcr.s and .say: we believe in some 
and di.sbclicve in others: and desire to take 
a course in between - These are truly 
disbelievers.. " (Q 4:150-51). It follows 
that real disbelievers (‘kafirun haqqan') 
are those who do not accept all the 
messengers .sent by god but di.scriminatc 
between them. It is also important to note 
that not all the prophets have been named 
in the Qur'an. The Qur'an it.self makes 
this clear: ‘And (We sent) messengers WE 
have mentioned to thee’ IQ 4:164). 

In the light of this and other verses 
mentioned above some .Sufi saints, such 
as ‘ Abdur Rahim Jan-i-Janan 11699-1781, 
a$sa.ssmated). have concluded that god 
had sent prophets among the Hindus too. 
and likened Brahma to Adam and accepted 
the Vedas as revealed books. Certainly, it 
would not be in keeping with the true 
qur’anic spirit to denounce the Hindus as 
kafirun as has been done frequently by 
some .sectarian Muslims. It was never the 
unanimous view ot the ‘ulama’ to reject 
Hindus as kafirun. The Pmphet himself, 
while concluding a treaty with the Parsis 
of Bahfain and Oman, accepted them as 
‘ahl al-kitab' tthe people of the Botik), 
although they have not been mentioned in 
the Qur’an as such. Similarly, the third 
caliph. Uthman ibn Affan. accepted the 
Berber tribes ot northern Africa as ‘people 
of the Book’,^ although it is doubtful 
whether they pos.sessed any book at all. 
If the Berbers of northern Africa, whom 
Ilm Khaldun (1332-1383)describes asbar- 
barians by most uncivili.sed people, could 


be accepted as ‘ahl al-kitab. why not 
Hindus, inheritors as they are of a high 
civilisation and culture, possessing a 
tradition of sophisticated philosophy, 
metaphysical theories and physical 
.sciences? 

The Arabs in fact were highly impressed 
by the achievement of the Indians. The 
famous historian al-Mas udi (d 9S6/7) 
observed about India: In the remote past 
when all other nations were divided into 
various tribes (i e, when others were at the 
tribal stage) certain people of India, 
adorned with the qualities of nobility, 
lectitude, wisdom and learning were trying 
to bring together people under a central 
government. They firstestablishcdac'entral 
authority and claimed to rule over others, 
lltcy appointed the Great Brahman, the 
.Supreme Leader, as their ruler. It was the 
age of the ascendancy of Ihe learned. The 
people made progress in all the fields of 
life. They extracted iron from mines, made 
swords and other weapons, built places, 
studied the heavens and the stars and the 
movement of the sun.-^ Al-Jahiz (d 869), 
who was a very talented essayist during 
the Abbasid period, akso has praise for 
India and its achievements. He says: 
The inhabitants of India are highly 
meritorious in astrology and medicine. 
They have a peculiar senpt. In medicine, 
100 . they have a supreme insight. They 
have in their possession some strange 
sccretsof Ihe art of Aesculapius...ln making 
busts and statues, in making pictures out 
of colours and in architecture they arc 
superb.. .Their music also enchanting. One 
of their musical instruments is known as 
'kanka' (?) which is played on by striking 
a chord strung in a gourd... There is an 
uncommon fund of poetical wealth and 
oratorialaflluencein their possession. They 
know the arts of medicine, phi losophy and 
ethics. The book kalila mi Pimna* has 
come down from them. They have plenty 
of courage and common-sense and many 
qualities which arc wanting even in the 
Chinese. Cleanliness is a noted feature. 
They have good looks, tall stature and a 
taste for pdrfumes. It is from thetr land that 
the peeriess ambeigriscomes forthe kings. 
Streams of higher thinking flowed down 
from India to Arabia.-^ (C1KC2] 

Abdul Karim Shahiustoni, a 12th centuiy 
scholarof comparative religion, also admits 
(hat Indians are a great nation and great 
(religious) community (umma kahira wa 
);)/7/.va2r/nri). but (hey havedivergent views 
and ideologies.^ 

Thus, wc sec the early Arab and non- 
Arab Mu.slim hi.siorians shower lavish 
praise on Indians and things Indian. They 
were all praise for their religion, meta¬ 
physics and ethics as well. Mahmud al- 
Shabistari. a .scholar of Ihe early 14th 
century, in his Giilshan-i Raz even justified 
idolatry. He says: 

The idol is theexpressionof love and unity 


in this world, and to wear the sacred thiead 
is to take the resolve of service. As both 
faith and unfaith are founded in existence, 
unity of god is the essenceof idol worship. 
As things are the essence of expression, 
one out of them musi at least be the idol. 
If the Muslim knew what the idol is. then 
he would not go astray in his faith. The 
latter did not sec in idol anything hut 
external creation, and for this reason he 
became kafir in the eyes of the law. It thou, 
too. would not sec that reality that is hidden 
in the idol, thou wilt also be not known 
as a Muslim according to law.^ 

As pointed our earlier, the third caliph. 
Uthman. accepted even North African Ber¬ 
bers, who wcreiHAhing more than baibanans 
as ahl al-kitab (people of the Book). 

How could one then declare Hindus 
kafirun and condemn them? When 
Muhammad ibn Qasim (694-716. 
executed), confronted with Hindus, wanted 
to determine their religious status, the 
ulama have been hostile to them, often 
condemning them as kafirun. Why this 
difference of attitude? To understand this 
it is necessary to realise that our attitudes 
towards others are often determined by 
our interests, socio-economic or political, 
and the like. The early Arab historians 
spoke well of India and things Indian as 
they anticipated the benefits to be had by 
developing contact with them and trying 
to learn from (hem. They were at a lower 
level of intellectual achievement than the 
Hindus of India and hence praised them. 
However, it was different with the latter- 
day ‘ulema'. They were patronised by 
central Asian Muslim nobles who were in 
competition with the Hindu elite. It was 
political hostility which assumed the form 
of religious hostility, and thus many ulama' 
came to term Hindus ‘kafirun’. It is no 
wonder that the Sufis adopted an attitude 
towards the Hindus entirely different fnim 
that of the ulama: The Sufis were not 
aspirants to power. On the contrary, they 
kept away from it and concentrated on 
spiritual matters. They found many 
parallels to the spiritual endeavour in Islam 
in the spiritual practice of Hindu yogis. 
Once Nizamuddin Awliya (1238-1325), 
great Sufi saint of the Sultanate period, 
was walking with his di.sciple Amir 
Khusraw (1253-1325), along the bank of 
the Jamuna river. He saw .some Hindu 
women bathing and worshipping (lie sun. 
He promptly said: har qewm-ra dim wa 
qibla-gahi (for every people there is a 
religion and a way of prayer). The Sufi 
concept of ‘fana fi llah' also seems to have 
been derived from the Buddhist concept 
of 'nirvana' which predates it. It is also 
important to note that the Sufis did not 
hesitate to use the local Hindu idiom in 
putting across their ideas and teachings. 
A Sufi saint from Maharashtra. Shaykh 
Muhammad, named his book on Sufism 
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Yogasmgraha. He used Marathi and 
Sanskrit rather than Arabic terms, for he 
calls 'dir (heart) 'aniahakaran'. 'jalaliyant', 
'tamogun' and ‘ihcmkamaliyat’ 'sadgun*. 
In fact, he uses all those terms which were 
used by Patanjali, Shankaracharya (c 700 
AD) and the commentators on the 
Vedantas.^ Shaykh Muhammad was not 
alone or an exception. Tlicrc were many 
other Sufi saints who thought like him. 
They were genuinely interested in spiritual 
practices. TItcy knew that they varied in 
outward term, but not in content. They 
were the least prejudiced of all Muslims 
again.st tlie religious practices and the idiom 
of the Hindus. Some Sufis of Gujarat even 
project the Prophet as an ‘avatara’ of 
Krishna and composed poems to this 
effect.'' Also, the doctrine of ‘wahdat al- 
wujud' (literally; unity of being) was 
universalisi on account of its pantheistic 
contents. The entire universe, according 
to this doctrine, is a creation of god and 
relli'cts his glory. Thus there is no quc.sti()n 
ot traternising with one section ol 
humanity, since it holds .similar beliefs to 
onesel f. whi le rejecting the other tor havi ng 
different tmi ward beliefs. The Sufi, Imiding 
to the doctrine ot wahdat al-wujud. 
fraternised with all. 

Ill 

Today, tor reasons other than religious, 
we are almosi obsessed with our past. It 
ise.ssentially political hostility which has. 
lorrea.sonsol legitimacy, been transtormed 
into religious antagonism. Wcoversimplity 
history and project into it nothing hut 
religious conilict between the Hindus and 
the Muslims. However, as students of 
human affairs, we should remember that 
human. undc.spccially inter-group or intcr- 
communal relations, are characterised by 
ambiguity, complexity and relativity. We 
do not intend to examine this question 
herein detail. Much has been written about 
It. Ail wc wish to cmphasi.se is that 
historical events must be examined in all 
their richness, depth, complexity and 
ambiguity. We .should also remember, as 
pointed out earlier, that human behaviour 
IS not motivated by any tme lactor alone, 
however important it may be. It this lioUU 
true with regard to ordinary human beings, 
not involved in any significant power 
struggle, then it applies all the more to the 
rulers and people in positions of power. 
Let us keep in mind how much wc dilfer 
among ourselves in interpreting con¬ 
temporary event. Take, for example, the 
Bluestar operation.'*' Did Indira Gandhi 
order it tor her own political motives or 
because of her hostility towards Sikhism 
or, perhaps, with the aim of stirring up 
Hindu chauvinism and thus enhancing her 
chances in the elections? Had she turned 
communal or did she conceive of her.scit 
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as (he only leader capable of promoting 
the country's unity? People will adopt one 
or the other opinion depending on their 
political intcre.st or involvement or a priori 
inclination. The debate goes on. Among 
.Sikhs, too, there is no unanimity of opinion 
in this matter. When we differ so deeply 
on a contemporary event, how can we say 
anything with certainty about the remote 
past? And yet we state our opinion about 
historical events with the utmost certitude, 
completely ignoring the complexity and 
the possible range of motivation of the 
historical actors. These were neither 
religious bigots nor great liberals. They 
were mainly motivated by their own 
political interests. Let us not lose sight of 
these facts. If we adopt this more sophi¬ 
sticated view, much of our perception of 
history and historical events can change. 

IV 

A changing society throws up very 
complex problems, the ethnic problem 
being one among them. Communalism in 
India is a modern phenomenon in the 
sen.se that with the advent of British rule 
the socio-economic .structure and. in 
con.scquencc. the political relationship 
between different communities, especially 
between the Hindus and the Muslims, 
began to change. Pluralist societies under¬ 
going change are rarely totally free from 
communal or ethnic tensions. The com¬ 
munal phenomenon suddenly came to the 
foie with the feudal-democratic one. This 
change begun to deepen further when socio¬ 
economic transformation began to 
accelerate after independence. New lorces 
and new relationships gradually emerged 
on our social and pirliticai horizons. This 
iiansformation again needs to be under¬ 
stood in ail its complexity, richness and 
ambiguity, without resorting to over¬ 
simplifications. Most third world countries 
are experiencing, in vaiyingdcgrees.ethnic 
or communal problem. Countries which 
were considered a model of unity and 
amity, arc being torn asunder by ethnic and 
communal conflict. Who would have 
thought just a decade ago that the peaceful 
islands of Fiji in the Pacific would ex¬ 
perience violent ethnic convulsions? The 
l-iji Indians and the natives began to light. 
Hie cun Diet, to be sure, was of an economic 
and political nature. It broke out with the 
eicclio:.nfaFiji-Indian supported coalition 
led by Timoci Bavadra. It generated 
resentment among the natives who felt left 
out in the economic and political race fur 
power. The native Fijians asserted them¬ 
selves, democracy was subverted, and the 
natives seized powet through military 
dictatorship. The Tamil-Sinhala conflict 
in Sri Lanka, too, is a result of the changing 
socio-economic balance there. HicTamils 
were perceived by the Sinhalas to be a 


pri viieged minority. Even Buddhist monks, 
normally regarded as exceptionally 
peaceful, jot involved in the anti-Tamil 
movement and resorted to violence. Until 
recently these countries had known ethnic 
peace but the developmental process 
generated conflict. The conflict always 
as.sumes communal or racial overtones. 
Many more examples could be given from 
other countries of the world. The Hindu- 
Muslim problem in India to which the 
Hindu-Sikh problem has now been added, 
is of the same variety. In reality, the Hindu- 
Muslim problem is not religious in nature. 
The conflict, in fact, lies in the secular 
area. Unfortunately, itexpres.ses itself and 
is projected in a religious idiom. Whatever 
may be the case, we have to tackle it from 
the viewpoint of the perceivers and not 
only from that of the actors in the drama. 
The religious dimension, hx). has various 
aspects to it. including the cultural. 

V 

Our Hihdu brothers complain that the 
Muslims arc unwilling to become part of 
the national mainstream. The claim is partly 
true and partly not. If we look at it from 
the point of view of the north Indian Maslim 
urban elite, it appears to be true. But it 
is not true with regard to either the north 
Indian rural Muslims, or to Muslims in 
general in southern and ea.stem parts of 
India. In fact, the centre oi gravity of the 
communal problem lies in the Hindi belt 
(in which one may here include Gujarat 
and Mahara.shtra). The urban elite in this 
belt insists on a separate identity and has 
a definite .sense of Indo-lslamic culture. 
The urban middle class Muslims of this 
belt are quite proud of this Indo-lslamic 
identity. Furthermore, since the 19th 
century, the religion has a hi.story of Hindu- 
Muslim conflict which has been the driving 
force of the Aligarh movement. Above all. 
the region-was the centre of Muslim power. 
In this belt, especially in its urban areas, 
live most of those Muslims who arc 
descendants of the erstwhile ruling clas.ses. 
The political battle for Pakistan was fought 
mainly by the Muslims living in the Hindi 
belt. It is, therefore, not surprising if the 
feeling of having a separate identity is 
more pronounced among them. Again, it 
is the Hindus of this belt who feel very 
strongly about separatist attitudes among 
Muslims and their refusal to be part of the 
Indian mainstreant. However, the problem 
has its own complexity and ambiguity, and 
should not be viewed exclusively in 
religious terms, as frequently happens. 

'nc roots of separatism are in politics, 
not in religion. Let us go back’ in history 
to search for the roots for this separatism. 
When emperor Akbar adopted a liberal 
policy towards Hindus, it created resent¬ 
ment among a section of Muslim nobles. 
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mainly those who were of central Asian 
arigin. Subsequently, this section of Muslim 
nobles found thcirrallyingpoint inShaykh 
Ahmad Sirhindi (d 1624). a Naqshbandi 
Sufi theologian, lit fact, it all began with 
ihe Naqshbandi, Khwaja Muhammad al- 
Baqi Billah (IS63-I60.1) in Delhi." Baqi 
Billah began contacting the Muslim nobles 
and, later, converted Sirhindi to his views. 
Sirhindi had been a liberal under the 
influence of Abu* I Fazl. the famous liberal 
Sufi intellectual in the entourage of Akbar. 
Sirhindi. eventually surnamed by his 
admirers 'mujadid-i alf-i-thani' wrote letter 
('maktubat') to various Muslim nobles 
stressing the importance of Islamic ortho¬ 
doxy, opposing the un-Islamic policies of 
the emperor. He found support among tho.se 
nobles who did not want to share power 
with the Hindu nobles. The tussle con¬ 
tinued. Aurangxeb Alamgir (ruled I6S8- 
1707), too. courted the support of Muslim 
nobles in his effort U) wrest power from 
the heirappareni Dara Shikoh (1615-165‘). 
.‘xecuted) who. again, was an outspoken 
liberal. The Muslim nobility sided with 
Aurang/eh whoemerged victorious. .Shah 
Watiullah (1703-1762) also tried to inspire 
the Muslim nobility of India to restore 
Muslim power, but he tailed. 

The central Asian Muslim nobility lost 
Its original identity and developed a new 
Indo-lslamic one which was both Islamic 
iind Indian. This fact must he rccogni.scd 
IS it has much bearing on the question we 
ire discussing. The ingredients ot the 
Identity are Islamic as well as Indian. Its 
islamicness asserts itself in certain circum¬ 
stances and its Indianncss in others, 
depending on the situation and the con¬ 
stellation ot power. After the advent of the 
British a new phase ot the stniggic lor 
power began. It was during this struggle 
ihat among the urban Muslim elite ot north 
India which was the theatre of the struggle 
-the Islamic element of Ihe Muslim elite's 
identity began to assert itself again. This 
was so because 'he struggle was between 
[he Muslim and Ihe Hindu elite. The 
Muslim elite, in order to mobilise the 
Muslim mas.se.s in their support, tried to 
generate a sharp .sense of Islamic identity 
ind separateness among them. There has 
necn a strong element of Hinduism in folk 
Islam. The names, the traditions and 
justoms and other cultural elements were 
marked'by a strong Hindu influence. The 
Muslim elite, not for religious but for 
political rea.son.s. began to urge the Musli m 
mas.ses to purge their customs of local 
Hindu elements. The Deobandi ulama on 
the other hand, during the second hall of 
the 19th century, took up this campaign 
for religious reasons. They thought that 
anless Muslims in India practised pure 
Islam', they would, inevitably fall prey to 
ik process of degeneration. 
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Our main concern is not with this theo¬ 
logical and legal stream of thought. We 
are more concerned here with the political 
aspect of it. Analysing the conspicuous 
increase of separatism in 19th century 
Bengal. Ratluddin Ahmad says that such 
changes were due solely to the campaigns 
of islamisation. Improvements in com¬ 
munication that brought the rural Muslims 
into close contact with their urban co¬ 
religionists, wider diffusion of education, 
Islamic as well as western, and finally, 
communal tensions resulting from a variety 
of social and political factors, all con- 
iributcd to the increasing aloofness of the 
ordinary Muslims from their Hindu 
neighbours.' ^ Rafiuddin describes various 
changes which began to affect the nature 
of the emerging identity of Bengali 
Muslims He observes that the earlier 
'nasihat names', written as late as the 
1970s of the 19th century, often referred 
lo the Creator as 'Sri Sri Hug’. ‘Sri Sri 
Ishwar’ ‘Sri .Sri Karim'. The increasing 
tendency now was to substitute such ‘un- 
Islamic’ honorifics as ‘Sri Sri' by ‘purer’, 
1 e, Arabic and Persian invocations such 
as Allahu Akbar or Allahu Chani...Thc 
style of addressing a person also showed 
the same trend. ‘Sri, Srijuta', and ‘Sril 
Srijuta' of an earlier year giving way 
generally to such Arabicised hnnorifics as 
junab'. ‘mun.shi’ and ‘maulavi’. Bventhe 
title of nasihat namas underwent rapid 
iranslormation. Bengali titles were 
replaced by Arabic ones, such as ‘Tariqah- 
i-Muhammadiya’. ‘Akbar al-Ma rifat’, 
‘Bcdar al-Ghafilin' and so on. Tliese 
changes were indicative of the psychology 
behind the campaignsof islamisation. They 
also showed how the crusade against 
polytheism was increasingly taking the 
load to cultural separatism. A similar 
pr(x;c.sstookplacc." Among othcrMusIim 
communities, for example the Mcos of 
Rajasthan and of Haryana who. also, were 
liiglily assimilated Muslim communities 
Nevertheless, the political competition 
between Hiqdus and Muslims intcresificd 
during the freedom struggle, and the pro¬ 
cess of cultural separatism and islamisation 
reached its height at the time of partition. 
It was at the lime ot partition that Ihe 
Khoja Muslims of Gujarat gave up their 
Hindu names and casioms.'^ 

It is proper to view this cultural separa¬ 
tism and islamisation not simply as a facet 
of Muslim fanaticism but rather as a 
siKiological process which, to a great 
c xtent, resulted from the political struggles 
between the elites of the t wocommunitics. 
It was. furthermore, also (he result of a 
heightened political con.sciousncss. Of 
course, it is very difficult to say whether 
cultural and religious consciousness 
precedes political con.sciousncss or vice 
versa. It surely is a highly complex process. 


But it is an empirically e.stablished fact 
that political struggle between the two 
communities docs lead, also, to religio- 
cultural separatism. In this connection. 
Indonesia's (and, e.specially. Java's) 
example is frequently adduced. The 
Mu.slims there havebcendecply influenced 
by the local culture which, by the lime 
Islam arrived, had already been exposed 
to Hindu culture forcenturics. The Javanese 
and, hence, to a large extent, the Indonesian 
cultural symbols, are Hindu. Even their 
national dance is based on the Ramavana. 
Their names also, in many cases, resemble 
Hindu names. All this is (rue. But in 
Indonesia Muslims arc in the overwhel¬ 
ming majority and there was. or there is. 
no struggle between Hindus and Muslims. 
There is no fear of Hindu domination. The 
identity formation, is the crystallisation of 
the ingredients and a cultural one. And the 
sense of .separateness begins with the urban 
elite, not with the rural masses. As the 
example of I9(h century Bengal makes 
obvious, there took place a remarkable 
degree of cultural assimilation, perhaps as 
striking as that of Indonesia. But things 
began to change with the increase in educa¬ 
tion and the intensified struggle between 
the elites of the two communities. Even 
today, there is a heightened .sense of cultural 
separatism, among the north Indian urban 
elites Thk process intensifies with 
increasingcommunalisation. Even inthese 
conditionsthcre isquite adcgrcc of cultural 
assimilation between Hindus and Muslims 
in the rural areas. Their dialect, mode of 
dressing and social customs have a lot of 
similarities. A good number oi empirical, 
anthropological studies bear this out.*' 
Whatever the political compulsions or 
processes, cultural or religious separatism 
cannot go beyond certain limits. Even at 
Ihe height ot separatism, the identity of 
the Muslim elite remains, as pointed out 
before, an Indo-lslamic identity The 
Muslims of India cannot get away from 
(heir .scn.se of Indianncss in the cultural 
and social sense. Their social ethic is as 
much Indian as Islamic. TheirMuslimness 
cannot completely submerge their 
Indianncss. The Islamic world also, refers 
to them as Indian Muslims. In the southern 
and north-eastern pans of India, like Tamil 
Nadu. Kerala. Assam, Kashmir and We.st 
Bengal (leaving aside, here, the Bihari 
Muslimsot Calcutta), there is aremarkable 
degree of cultural assimilation between 
Hindus and Muslims, not only in rural but 
also in urban areas. They enjoy common 
.social customs, share cultural vaiue.s and 
of course, speak the same langu.ige as their 
Hindu co-citi/.ens. In Kerala the marriage 
ceremony is called 'mangalain'. and their 
marriage cu.stoms are matriarchal like those 
of (he Hindus. In Kashmir, the .Sufi saints 
arc referred to as ‘rishis’ (v- g. Nuruddin 
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Rishi. etc). These nshis are venerated by 
both Hindus and Muslims. In Kashmir 
another commonly venerated Sufi poetess 
Lolleshwari (popularly known as LaI Ded). 
who was a contemporary of Nuruddin Rishi 
(Nund Rishi). She was a Shaivite and 
compo-sed poems in the popular language. 
Kashmiri Shaivi.sm has a strong clement 
of unity ol god (‘tawhid’). Thus, it would 
be seen that a sense of cultural separatism 
is prevalent in a small section of the urban 
population in north Indiaand its importance 
should not be exaggerated. And. as pointed 
out above, this scn.se of cultural separatism 
IS getting further accentuated due to the 
intensitication of communal feelings. 

Electoral processes and political 
opportunism have much to do with the 
growth of cummunali.sin all over India. If 
the sen.se of cultural separatism is to be 
arrested, in.stead of attacking it. one would 
do better to attack communal ism and create 
better and more harmonious relationships 
between Hindus and Muslims. In trying 
to tackle the problem of communalism 
more objectively and fruitfully, two 
dimensions of the problem must be clearly 
recognised. First, we mu.si accept the fact 
that with more education, a sense of one’s 
own identity is hound to develop which 
would tend to separate him/her from other 
cummunitie.<i/castes. This is happening 
with regard to all castes and communities. 
It is a psychological process. Even dalits 
(i e. the members of the .scheduled ca.stes). 
due to the spread of education, are becom¬ 
ing highly caste con.scious. This .seems to 
be inevitable and must be accepted in the 
right perspective. The second dimension 
of the problem has to do with the deliberate 
attempt by the leadership or the elites of 
the community toserve theirown inicre.sts, 
tobutid upan atmosphere of confrontation 
leading to a conscious striving for 
.separatism between the communities. It is 
this process that wc have to bring to an 
effective end. Controntation must he 
replaced by co-operation. Polemics must 
be replaced by dialogue. We also have to 
recognise the fact that India has chosen 
a secular and democratic course and that 
ours IS a plurali.stic society. In the modern 
context democracy cannot be stabilised 
without secularism, and secularism cannot 
remain stable without genuine pluralism 
of both religion and culture. 

To strengthen the forces of pluralism 
(on which secularism and democracy 
depend) we will have to develop a sense 
of equal respect tni all religions and 
cultures. Mere tolerance is not enough. In 
a way. toletancc is a negative quality. It 
would say: “Since this or that cultural or 
religious group exists and cannot be 
undone, let us tolerate it”. Wc must go 
beyond this kind of merely passive 
tolerance and inculcate a positive, equal 
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respect for other religions and cultures. 
Respect is a positive quality. The Muslims 
should show as much respect for Hinduism 
as they have for their own religion. Islam. 
Similarly, Hindus should not view Islam 
with any sense of suspicion. Hindus do 
lend to become doctrinaire, although 
Hinduism is not so. It is the actual living 
we are primarily concerned with, not 
merely theory. Islam is, theologically 
speaking, no less tolerant as shown from 
the Qur'anic verses above. But Muslims 
are far from being tolerant in practice. 
Both the communities and, first of all, 
prominent members sincerely committed 
to the cause of communal peace must 
undertake genuine self-criticism of their 
respective communities. Wc tend to blame 
the other and completely ignore our own 
rault.s. This is common human behaviour 
and we arc all its victims. Some of us, at 
least, must come out of this and attempt 
a hold self-criticism. Wc will also do better 
il we recognise that communalism per se 
IS bad. It should not be divided into the 
artificial categories of minority and 
majority communalism. One feeds on the 
other. We have witne.s.sed this clearly - 
if any proof is required - during the Shah 
Bano and Ram Janmabhoomi-Babri 
mosque agitation. Here, Muslim com- 
munali.sm was at its aggrettsi vc worst which 
in turn fed Hindu communalism. It 
appeared as if there was total confrontation 
between the two communities. Ordinary 
people. Hindu and Muslim, should 
recognise that arousing communal feelings 
and actions is the game of vested interc.sts 
and that they them.seivcs often become its 
victims. In most towns, cities and villages 
they li vccheek by Jowl and in peace. There 
is no confrontation among them unless it 
IS created from above. Common people 
are genuinely religious and tar less com¬ 
munal, whereas the elite and leadership 
are far less religious and far more com¬ 
munal. The Muslim intelligentsia, further¬ 
more. has become supersensitive on 
religio-cullunii matters. They should take 
into account the scnsibililiesofthc majority 
community and should realise that in a 
pluralist .society a minimum degree of 
tension is bound to remain between the 
majority and the minority communities. 
They .should try not to over-react, as they 
often do. thus further exacerbating the 
situation. The Hindus should realise that 
the progress of the country is possible only 
when there is communal peace and a co¬ 
operative spirit between the majority and 
tile minority. If minority feelings intensify, 
tlie integrity of the country will be endan¬ 
gered. much more so with heightened com¬ 
munal consciousness. They should show 
more consideration and respect for the 
Muslim minority’s cultural-religious sensi¬ 
bilities - although culture is. of course, a 


much more complex category since it is 
often common between the majority and 
the minority, especially at regional levels. 
Muslims should also realise that the indi¬ 
genous element in their identity content is 
very important and should not be de- 
emphasised. True genuine faith is above 
pettinessandcannotbeseriouslyaffected by 
imbibing local traditions. In fact, no Muslim 
community in this world is a ‘pure Hlamic 
community’, for this is anthropologically 
speaking, amythical category . Muslims have 
imbibed feudal values so deeply that they 
find it difficult to shake themselves free. 
But it will have to be done. Islam has very 
little in common with feudalism. 

The.<ie arc some tentative suggestions for 
dcvelopingaco-operative approach between 
Hindus and Muslims. It is easier said than 
done. But let us remember that given will 
and determination, nothing is impo.ssible. 
After all, we are engaged in the process of 
nation-building. In Europe, the process was 
comparati vely simple. Ours isamultilingual 
and multireligiou.s .society and industrialis¬ 
ation is proceeding at a slow pace and we 
arc far from modernised. Great challenges 
require great determination. Wc should go 
about the ta.sk with equanimity iuid sincere 
commitment. 
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SAP and the Rural Sector 

Ravi Srivastava 


Growth, Employment and Poverty: Change and Continuity in Rural India 
by G K Chaddha and Alakh Narain Sharinu (eds); Vikas Publishing House. Delhi, 
1997. on behalf of the Indian Society of Labour Economics; pp 473. Rs 475 
(hardback). 


AS rural India charted its course through 
the t9K()s. large areas of persistently high 
poverty and worsening land di.stribution 
appeared to coex ist with several comforting 
features: agricultural gn)wth picked up in 
several stagnant regions in eastern India, 
there was a mtuked trend towards diversi¬ 
fication of agriculture and the diversific¬ 
ation of the rural workforce away Irom 
agriculture, real agricultural wages picked 
up ill most areas and the incidence of 
poverty tended to decline. The process of 
structural adjustment and economic reform 
initiated in 1991 impacted on the rural 
seciiir both through changes in the macro- 
economic policy Iramework as well as 
policy changes (lirected at the agricultural 
and rural .sectors. The book under review 
pn> vidcs a deiui led analysis of the elements 
of change and continuity in rural India 
based on evidence in nuighly the first five 
years of economic reform. 

Growth. tinii>lo\-mciit aiul Poverty is a 
collection of 21 contributions, including 
an ininiductory note by the editors, grouped 
into five main sections: (I) economic 
liberalisation and Indian agriculture; 

(2) agricultural gniwth and rural poverty; 

(3) (.hanging non-larm scenario; 

(4) regional development experience; and 

(5) policy concerns for the piM>r. 

EcoNOMK LibbKAl.lSATION AND INDIAN 
Ar.RK’ui.Ti'ar. 

An evaluation of agricultural policy in 
India till the 1980s has to provide the 
cornerstone for any assessment of eco¬ 
nomic liberalisation in the agricultural 
sector. G S Bhalla's paper reviews agri¬ 
cultural policy and its impact since indepen- 
denco. The major positive outcomes of 
agricultural performance have been 
increa.sed per capita availability of food- 
grains (which includes increased economic 
acce.s.s as real prices of fixtdgrains decii ned) 
and the spivad of agricultural growth to 
hitherto lagging regions in the east. But 
at the same time, major weaknesses per¬ 
sisted with a large chunk of the workforce 
continuing to depend on agriculture. 


Bhalla shows that there has been a slow¬ 
down in the agricultural growth rate in the 
first half of the 1990.s. Though it isdifficult 
to establish a clear relationship between 
economic reforms and deceleration in agri¬ 
cultural growth, other negative impacts of 
the reforms are quite discernible in this 
period. These include a slow-down in 
public investment and capital formation, 
and impact on fertiliser use and com¬ 
position. Price rclorins have included a 
sharp rise in loodgrain and edible oil prices 
lo give incentive to producers and com¬ 
pensate against rising pricesof inputs. But 
these led lo lower offtake from the PD.S. 
Analysing the new GATT agreement 
(TRIPS. TRIMS, etc). Bhalla concludes 
that these arc likely to be harmful tor the 
development of low cost innovations 
within the country suitable for small 
I armors. The general rationale for the new 
economic policies tor agnculturc is that 
tltey would help to remove the discri¬ 
mination against the agricultural sector 
and allow this .sector to make fuller use 
of the opportunities for greater agricultural 
trade undcrihe new WTO regime. Though 
the opportunity for agricultural exports 
could increase, exploiting the potential 
would require the generation of large sur¬ 
pluses and large investments in infra¬ 
structure. But while large subsidies to 
irrigation and power have compromised 
the ability of state governments to under¬ 
take public investments, on the one hand, 
fiscal compression has also compromised 
the ability of the state to reverse the trend 
in declining public investment in agri¬ 
culture. 

Thus in the short and medium term. SAP 
may have several negative consequences 
for agriculture; (I )declinc in public invest¬ 
ment due to fiscal compression; (2) nsing 
prices of foodgrains would affect the net 
purchasers of foodgrain; (3) the rising 
price of inputs would affect the small 
farmers negati vely, si ncc the compensati ng 
nsc in output prices would benefit only 
those farmers with sizeable surpluses; 
(4) there is a likelihood of an increase in 


regional inequalities; (5) there would be 
a .sharp escalation in the cost of maintaining 
a safety net. Benetits could accrue from 
economic liberalisation it and only if the 
country could mobilise large resources for 
public investment in inirustructure and 
re.search and extension. 

Biplab Dasgupta's paper analyses at 
length the agricu Itural policies since 1991 
as well as their consequences for agri¬ 
cultural growth and trade. Dasgupta 
concurs with Bhalla and shows that, com¬ 
pared to the preceding period (1985-91), 
agricultural growth slowed down during 
1991-96. But the main reasons for this 
slow-down arc as.sessed lo be policy in¬ 
duced; a slow-down in public investment, 
particularly in irrigation, and a reduction 
in input subsidies, particularly that ol 
potassic and phosphatic fertilisers. 

Da.sgupla's papercaretully analyses the 
prospects for expansion oI agricultural 
exports in the post-liberalisation scenario. 
He shows that the share of agricultural 
exports continues lo be low during 1991-95 
and suggests that the prospects for agri¬ 
cultural exports were not likely to be 
remarkable in the future. He argues that 
there was*no case lor giving up the goal 
of lood scil-suflicicncy and agricultural 
exports required to he given only a 
secondary priority. Moreover.cven if static 
comparative advantage was in lavinir ol 
agricultural exports, the country needed u 
developadiversificd industrial andexpon 
base, based on principles of dynamic 
comparative advantage 

Dasgupta al.socompaics the performance 
of West Bengal and Punjab agriculture 
Compared to Punjab. Wc.st Bengal hat 
followed a mixlel of capitalist dcvciopmeni 
based on land ret orms and local democracy 
(panchayati raj). This model had unicashec 
rapid agricultural growth since the late 
1970s while at the same time had kep 
polarisation under check. Dasgupta argue.' 
for the desirability of such a model in tin 
context (>rt he poorer regions of t he country 
whichotherwisc in the liberalised scenarii 
would be left to lend tor them.seivcs. 

Agriculturai. Grow III and Ri kal 
Poverty 

The link between agriculturai growth, 
lood prices and rural poverty has been the 
subject matter of a number of important 
studies following Dharam Narain'.c 
pioneering work. Other recent studies show 
that there is a close relationship betweer 
agricultural and rural wages, on the one 
hand, and rural poverty, on the other. Or 


Economic and Political Weekly Febniaty I.'. 1999 


401 




the other hand, as Dayanath Jha and 
THaque show in their paper, the link 
between rural unemployment rates and 
poverty is not so clear because of the inter¬ 
vening factor of returns to labour. Abhijit 
Sen's seminal paper establishes that, while 
agricultural growth and food prices con¬ 
tinue to be important determinants of rural 
poverty, the growth of non-agricultural 
employment has exercised an important 
influence on the trends in rural poverty 
since 1973-74. 

Sen argues that in the recent period, i e. 
the period since the 1970s when there has 
been an observable trend towards decline 
in rural poverty, there has been a substantial 
dissociation between agricultural per¬ 
formance and reduction in poverty. The 
intermediate and important link is provided 
by the changing pattern of employment 
and the behaviour of the labour market. 
He points out that during the 1980s a large 
chunk of the incremental employment in 
the rural areas has come from non- 
agricultural sources. This non-agricultural 
employment has exercised a pull on 
agricultural labour markets and is a major 
explanatory factor behind the growth in 
agricultural real wages. The growth in 
non-agricultural employment was. in turn, 
sustained by the large (and unsustainable) 
increase in government expenditure 
through the 1980s. 

According to Sen, explanations of 
poverty based only on agricultural per¬ 
formance and relative food prices provide 
a poor explanation of the trends in poverty 
in the post-structural adjustment period. 
On the other hand, explanations which 
include non-agricultural employment and 
government expenditure as variables 
provide a much better prediction for the 
post-1991 poverty trends in India. While 
the first type of explanations provide a 
better rationale for a structural adjustment 
package based on fiscal prudence (which 
is said to bring down prices) and Icber- 
alisation (which is said to improve agricul¬ 
tural performance through improved terms 
of trade), they do not provide an adequate 
explanation for the post-reform poverty 
situation. The latter is primarily explained 
by: (I) relative increase in cereal prices: 
(2) decline in government expenditure 
resulting in a decline in the share of non¬ 
farm employment. Sen believes that the 
latter can be .stepped up only if GDP 
increases at the rate of 8 per cent or more 
or if sufficient effort is made to increase 
the tax/GDP ratio, but the post-SAP 
scenario does not provide room for 
optimism on these fronts. 

The other two papers in this section 
argue lor regionally specific policies for 


agricultural growth, rural development and 
poverty reduction. T Haque and Dayanath 
Jha show that while employment elasti¬ 
cities in agriculture have been shown to 
he declining in various studies, but none¬ 
theless since these arc positive, there will 
he a positive impact of agricultural growth 
on rural employment, moresointhe poorer 
areas of the country. But it would be a 
mistake to think that all of the excess 
labour can be absorbed in agriculture. 
Cirowth on non-agricultural employment 
was a must and required a growth of infra¬ 
structure in the poorer areas. G $ Guha 
and Niti Mathur analyse the relationship 
between agricultural growth, non- 
agricultural growth, employment and 
poverty at the agro-climatic subregion level 
and find considerable variations across 
lire subregions, calling for region-specific 
solutions. In some of the backward regions, 
agricultural incomes per capita have i nched 
to poverty-line levels. This has become 
possible mainly through diversification of 
agriculture. In some of the sub-regions in 
Bihar, Madhya Pradesh. West Bengal and 
Orissa, the yield gap with the high pro¬ 
ductivity regions in Punjab and Haryana 
has paitially been bridged. This has become 
possible because these subregions are 
now able to take better advantage of 
modern farming technologies. 

Changing Non-Farm Scenario 

The papers in the earlier .sections estab¬ 
lish the non-farm scenario as one of the 
critical factors in the observed changes in 
rural India in recent decades. The papers 
included in this section pursue various 
dimensions of change in the non-farm 
sector. 

Sheila Bhalla's paper focuses on the 
iicnds and patterns in non-farm employ¬ 
ment in rural India. Based on the pattern 
of employment diversification over 
1961-81, she establishes three distinct 
patterns of non-farm employment: 
extremely diversified regions in the major 
industrial corridors; less di versi fied regions 
hut with a rapid increase in farm and non¬ 
farm employment as in some of the agri¬ 
culturally developed areas; and least 
diversified regions in the agriculturally 
involuted areas. The first form acontinuum 
from the ex*rcmc north-west to the south, 
hut also include West Bengal. On the other 
hand, the backward .states in the centre and 
cast .still have low shares of non-agricultuic 
in the workforce. By and large, Bhalla 
echoes Sen’s conclusions; that in recent 
decades, workforce diversification has 
become increasingly delinked from agri¬ 
cultural growth, and has in turn, deeply 
influenced the trends in real wages and 


poverty. She findsthe growth in workforce 
diversification is related to public expen¬ 
diture in both investment and consumption. 

Bhalla points out the results of the 1991 
Census show that there is a decline in the 
rate of urbanisation and a fall in the share 
of non-agriculture in fresh employment 
generated. The National Sample Survey 
thin smaple rounds of 1991-92 and 1992-93 
also reveal a retrogression in the ctnploy- 
ment structure while the 1993-94 survey 
reveals a partial recovery. As far as female 
employment is concerned, its share in 
non-agriculture continues to he below 
the 1987-88 level. Given the strong diver¬ 
sification in the workforce oh.servcd in the 
earliertwodccadcs,thcsctrcnds.combined 
with the falling ela.sticitics of employment 
in agriculture and the organised sector arc 
quite ominous. Overall. Bhalla concludc» 
that with the compression in public expen¬ 
ditures since 1990-91 andthereirugressior 
in the employment .structure, the possible 
impact of SAP on employment and poverty 
is a cause of concern. 

G K Chaddha's paper iurther ullalyse^ 
the trends in non-farm employmeni 
between 1972-73 and l99.t-04 based c»r 
NSS rounds. The paper highlights the 
contrast in the pattern ol growth up tc 
1987-88 and 1993-94. Between 1977-78 
and 1987-88. employment lor rural male 
workers experienced last growth i'l 
several non-agricultural .sectors including 
construction. sturagc-coniniunicalu)ii- 
transport. finance real-estate, mining- 
quarrying. and soon. Rural lemalc worker.^ 
also experienced rapid growth in employ¬ 
ment in construction, transport-com- 
municution-sloragc and mi ni ng-quarrying. 
In their case, inanuiacturing also showed 
significant momentum. On tiK* whole, rural 
workers experienced rates of growth in 
non-farm employment which compared 
quite favourably with their urban counter¬ 
parts. The absorption of the incremental 
rural workforce in non-agriculture in¬ 
creased with every successive quinquennia 
(1972-73 U) 1977-78, 1977-7810 1982-83 
and 1982-83 to 1987-88). During 1983-88, 
nearly four-fifths of the incremental riiral 
male workforce was ab.sorbcd in non¬ 
agriculture whi le the trend was even more 
significant for female workers with the 
absolute number of rural lemalc workcr.s 
in agriculture actually going down. The 
position changed quite dramatically during 
1987-88/1993-94. The rate of growth ol 
non-agricultural emplr^menl more than 
halved forrural male workers while female 
workers experienced a near stagnation. 
The slow-down/stagnation was across the 
board with only “community and personal 
.services" experiencing an increase in 
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etnploymcnt growth rates. Urtmn male 
workers, however, experienced higher 
growth rates in non-agricuhural employ¬ 
ment in the latter period, and for all sectors 
(including agriculture) employment 
growth rates improved. But urban as well 
as rural female workers experienced an 
overall decline in-employment growth 
rates, in non-agriculture as well as for all 
sedors taken together. 

Chaddha puts forward three hypotheses 
loexplain the above trends. First, the fiscal 
compression introduced as a result of 
structural adjustment has reduced the 
expansion of employment in the non- 
agricuKurc sixior. .Second, part of the 
reduced expansion may he a.s a result ot 
reduced labour supply as children move 
(0 schools and out of the labour force. 
Third, as non-agricultural and munu- 
facluiing employment shifts out ol the 
household sector, rural households who 
have poorer skills and educational skills 
find it more dilliculi lo compete against 
their urban counterparts 

The paper by Ashok Mathur and Sadhan 
C'hattopudhviiy tocuses on issues relating 
to rural iiulusirialisation in (he hou.se- 
hold ami non-household scciors. While 
secondary sector employment (defined as 

mployineiil in household and non- 
household industry and construction) was 
about 7 per ccnl of (he rural workforce in 
I*)*)!, rural workers tormed more than 
iwo-fifihs ol Ihe indusinal workforce in 
the couniry The share ol (he rural 
worktorce was nalurally higher in own 
accouni enlerpriscs (70 per cent) but was 
also quite high (about 40 per cent) in 
industrial estahlishincnis. Also, the share 
ol (he rural secondary sector workforce 
was higher in the nun-hou.schold .sector 
compared lo (ho mdiisirial sector. In some 
stales. Ihe share ol the hou.schold sector 
was as low as I .“i-16 percent. By and large, 
the decadal growth rales ol secondary 
sector cmployinenl have been associated 
with high shares of (he non-household 
sector (Kerala and Hi machal Pradesh bci ng 
strong exceptions). 

The authors find that the level of rural 
development is related to the level and 
growth ol rural industrial employment. 
Exploring Ihe relationship between 
unemployment rules |inca.surcd in tenns 
ot usual status or person days) and rural 
industrialisation (measured in terms ol 
share of secondary sector employment), 
the authors find the relationship lo he 
unexpectedly positive. At the same lime, 
there was a positive relationship between 
pressure on arable land and unemployment, 
indirectly confiiming the ‘residual sector 
hypothesis'. However, changes in u.sual 


status employmen) are correlated with the 
share of secon^laiy seejor employment 
showing that overtime highlevelsof rural 
industrialisation may. help to reduce 
unemployment Further, the rates of growth 
of .secondary sector employment are 
negatively (though not significantly) 
related to the levels of unomployment. 
Ihis relationship emerges because of Ihe 
influence of growth in non-household 
sector on unemployment 

Tte authors also explore the relationship 
of 1987-88 poverty levels to land per capita, 
indu.strialisation, rural development and 
agricultural growth. The relationship which 
emerges is in the expected direction but 
IS neither strung nor significant. 

Two conclusions are highlighted: the 
need to provide rural. industries with 
specific forms ol assi.siance to overcome 
inherent handicaps, and the need lo 
strengthen rural infrastructure and 
development. 

T wo papers by S P Kashyap. and Sharma 
and Jacob stress the relationship between 
agricultural growth and non-farm 
diversification. The paper by S P Kashyap 
IS bused on a study of Khcda district, 
where 7 of 10 talukas arc in the command 
of a large irrigation system. Kashyap shows 
1 1tat tlierc was a .stnmg relationship ^t ween 
irrigation-based agricultural growth and 
non-farm diversification. R K Sharma and 
Babu Jacob analyse livestock gniwth and 
employment. The livestock sector 
contributes about one-filth of total 
agricultural sector output. Us contribution 
to employment is only a little lower than 
the n'anufacluring sector but higher 
than the services sector. The pattern and 
growth oi the livestock .sector and the 
constraints on demand and supply are 
analysed by the sector. Tiicy also show 
that (he ptxsilivc relationship between 
the crop and the livc-stock .sectors (parti¬ 
cularly dairy) .strengthens the negative 
iclationship between agricultural growth 
and poverty. 

Ri.gionai, Di.vi-.i opmi-nt ExPERir.Nrns 

This section offers rich material on the 
recent experiences in agricultural growth, 
mral development and poverty rcductio:) 
at the stale level. The experience of five 
siatcstPunjab. Maharashtra, Uttar Pradesh, 
Bihar and Rajasthan), whic|i are quite 
disparate in terms of their . record ot 
agricultural growth and poverty reduction, 
have been analysed, - ,, 

With its record of ugrieuharal growth, 
Punjab appears to be well placed to take 
advimlage of the opportunities created by 
i^ricultural liberalisation. But Sucha Singh 
CUli's paper tloes mu lend .support to this 


view. Gill finds that the gains of agricult ural 
growth in Punjab were shared witfely (u:ros.s 
regions and groups and . real wages of 
labourers increased quite rapidly in the 
early dccadesof the green revolution. Non- 
agriculnir^l growth and diversification was 
also mainly a result of the rapid agricultural 
growth in this period. However, Gill is not 
sanguine abt^Hheprospecisor agricultural 
and employment growth and poverty 
reduction in the post structural adjustment 
period. He cites evidence of the exit of 
small cultivators from agriculture in the 
face of rising input prices apd declining 
returns from agriculture. Overall, he docs 
not find the pro.spectsof Punjab agriculture 
being able to compete succcijsfutly in the 
international markets very promising. 
Thus, he docs not rule out some reversals 
in Punjab's remarkable record in poverty 
reduction. 

Inllta ca.se of Uttar Pradesh. A K Singh 
shows that rapid agricultural growth 
occurred in all regions of the state since 
the late I96().s. The eastern region, in 
particular, experienced rapid agricultural 
growth. This growth occurred alongside 
expansion of credit, irrigation and fcrtili.ser 
and improvement in agricultural terms of 
trade. In the post-reform period, rise in 
input pricc,s had led to worsening terms 
oi trade. The use of feniliser fell and its 
composition became more unbalanced. 
Thc.se laclors. combined with a slowing 
down ol public investment in agriculture 
mainly contributed to a slow-dow n i n agri¬ 
cultural growth. Taken together with rise 
in the cost of living due to rising foodgruin 
prices, these had resulted in an incrca.se 
in poverty in the immediate post relorm 
period. 

The impact ol recent changes hold 
special interest lor Bihar, a state which has 
the lowest per capita income and u very 
high incidence of poverty Alok Kumar 
and Alakh Narain Shanna show dial during 
the |98(ls. agricultural growth incrca.scd 
suincwhat and (here was also a decline in 
poverty. Real wages increased during (his 
period but this increase is not entirely 
explained by rising labour pnxluctiviiy. 
GDP originating in agriculture grew at the 
rale of 2.34 percent per annum during the 
1980s. nearly twice the rate achieved during 
the I970.S. Foodgruin priMluclion. which 
was virtually stagnant in the earlier decade 
grew at a still higher rate. Ttic growth in 
production was almost across all .ma|or 
crops, and resulted from an increase iq use 
of fertiliser and HYV and increasing area 
under irrigation. Fertiliser consumption 
nearly trebled, helped by low prices and 
incrca.se in irriguiiun. Compared lo the rest 
of the country, the workforce did not show 
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any significant change between 1972-73 
and i9«7-««. The employment pattern in 
1987-88 was overshadowed by adverse 
agricultural conditions leading to decline 
in agricultural production and a slow-down 
in several other sectors, includingmining. 
manufacturing and electricity, with only 
the construction sector showing rapid 
growth rate. Female employment bore the 
brunt of the conditions in 1987-88 with 
an absolute decline in agricultural em¬ 
ployment even as the share of female 
employment in agriculture fell. 

While declining ptivcrty in the 1980s 
could he traced to higher agricultural 
growth and rise in real wages, government 
intervention through employment genera¬ 
tion and the PDS also seemed to have 
played anile, particularly during 1987-88. 
But in the post-reform period, the declining 
trend in poverty .seems to have been halted 
due to ri.sing prices, cut-back in employ¬ 
ment generation programmes, particularly 
in 1991-92 and 1992-93. and slow-down 
in agricultural growth. GDP originating in 
agriculture has declined in real terms 
between 1990-91 and 1994-95. While 
employment gniwth overall seems to be 
unaffected, this has occurred mainly due 
toemployment growth in agriculture while 
growth in mining, manufacture and 
construction has declined. This again 
pinpoints the criticality of agriculture 
which .seems to be acting as a residual 
sector in this period. The share of public 
invc.stmcnt in irrigation (as percentage of 
plan expenditure) has steadily declined 
and the tempo of irrigation expansion 
during the 1980s was maintained mainly 
due to private investment in tubewell 
irrigation, in the post-reform period, 
fertili.scrconsumption increase hassiowed 
down and price increase seems to he one 
of the factors. Further, the composition of 
the fertiliser nutrients has further deterior¬ 
ated. In the area of electricity and iirigation 
charges, present low charges appear to he 
unsustainable and there is a case for 
charging at lea.st operating costs. Credit 
flow to agricu Iturc has also declined in the 
po.st-rcform period. As regards the potential 
foragriculturalcxports, the major potential 
in Bihar lies in the export of fruits and 
vegetables, but this requires the develop¬ 
ment of proper infrastructure. 

.S Mahcndra Dev and Ajit K Ranade’s 
paper underscores the wide disparities 
between regions and between the indu.strial 
and agricultural sectors in Maharashtra. 
Twelve districts, accounting for 60 per 
cent of net sown area, are drought prone. 
In contrast to the eastern states agricultural 
growth rates declined in Maharashtra 
during the I98()s. Female employment in 
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the non-farm employment, high in 
Maharashtra by national standards, 
declined during the 1980s. SAP could 
affect the poor negatively due to increased 
prices and lower public expenditure. The 
authors argue that the deregulation of trade, 
especially of monopoly procurement of 
cotton would be beneficial to agriculture 
in the state. At the same time, while 
reduction in fertiliser and electricity 
subsidies would hurt small cultivators, 
public investment in irrigation required to 
be stepped up, the effectiveness of employ¬ 
ment safety nets needed to be improved 
andincreased emphasis needed to be given 
to horticultural gnrwth. 

As in ca.se of the other states, Vidya 
.Sagar finds a strong relationship between 
agricultural growth and poverty reduction 
in Raja.sthan. Raja.sthan’s record of agri¬ 
cultural growth in the I98()s has been led 
by a rapid increase in oilseeds production 
and a corresponding decline in the area 
under coarse grains. This rapid inciease 
has been made possible by various elements 
i>l state intervention which i nclude changes 
in the composition of edible oil and 
improved support price for oil seeds. 

However, unlike the other states covered 
in the book. Vidya Sagar finds that the 
early evidence in the post-reform period 
suggests that Rajasthan has been able to 
maintain its tempo of public investment 
in agriculture, increasing use of fertiliser 
and consequent agricultural growth. The 
state plan outlay on agriculture and rural 
development is reported to be quite high. 
The diversification of the agricultural eco¬ 
nomy has been facilitated by the expansion 
of the RPDS. As a result of the.se factors, 
the declining trend in poverty reduction 
appears to have been sustained. But future 
prospects would depend primarily on the 
prospects of the oilseeds economy which 
enjoys a high level of subsidy. 

POUCY CONCbRNS HOR THE PoOR 

The final section in the book focuses on 
the direct .strategies to alleviate the condi¬ 
tions of the poor, as well as the develop¬ 
ment of appropriate and alternative institu¬ 
tions and organisations which could lead 
to pro-poor development in the post-SAP 
period. 

G Paithasarthy and C S Murthy analyse 
iheexpericnce of West Bengal and Kerala, 
both states with limited land reforms, to 
show that even limited amounts of land 
reform could have a favourable impact on 
poverty and human development. This is 
possibly aLso because land reforms based 
on mass moblisation may lead to a shifting 
in the balance of powerin the countryside. 
In the poor states, majority of tenants are 


small/maiginal cultivators, in contrast to 
the situation prevailing in most of the non- 
poor states. The authors conclude that the 
development strategy pursued in the non¬ 
poor states cannot be undertaken in the 
poor states without high environmental 
and other costs. 

What willbe the role of uommonpnapeity 
resiHirces (CPRs) and collective action in 
the post-structural adjustment period? 
Giipal Kadekodi. in his paper, maintains 
that while structural adjustment pro¬ 
grammes aim at improving welfare and 
efficiency through reduced transaction and 
search or information co.sts mostly in 
relation to private gixids. collective action 
strategies aim at reduction of bargaining 
and monitoring and enforcement co.sts 
mostly in relation to public goods, open 
access or common property rc.soorcc.s 
with .subtractive individual gains. There is 
a considerable area of interaction between 
the two types of programmes and SAP 
may well have negative con.sequcnces for 
common property or the environment.. 
Hence, the need to design development 
alternatives with collective pailicipation. 
The Chakriya Vikas Prantili in Palamau 
is used to illustrate one such design. 

Nirmal Sen Gupta's paper also deals at 
length with the role and development ol 
common property resources in develop¬ 
ment and in the livelihixxls ol the poor. 
In the recent past, a number ot new initia¬ 
tives have come about which aim at the 
rejuvenation of the CPR. Thc.se arc based 
on people’s participation and many (not 
all) embody traditional knowledge and 
rules. Senguptadoes not find management 
of the CPRs antithetical to the market: 
many of the CPRs use to the market to 
promote su.stainablc livelihoods. But 
according to him. the SAP represents a 
more predatory trend towards CPRs in 
which overexploitation ol CPRs and 
natural rescxirces rasults from policy which 
systematically undervalues renewable 
natural resources. International agencies 
and development encompass both trajec¬ 
tories of development - one which has a 
more sympathetic view ol CPR regener¬ 
ation, and the other which is predatory. 
An effort has to be made to rate India's 
abundant resources of renewable natural 
resources, biodiversity and indigenous 
knowledge and to chalk out an alternative 
course of development using these 
resources. Policy regimes whichencourage 
.sustainable development ba.sed on these 
resources have to be carefully identified. 
Some of the possible incentives and 
disirxxntives will be price-based. 

In the .same vein, M V Nadkami in his 
paper puts forward the plea that the 
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approach of giving the poor productive 
uiiseis and purchasing power needs to be 
significantly complemented by an ap¬ 
proach to strengthen the common property 
resources base of the rural areas to provide 
effective social safety net for the poor, and 
that social forestiy could be an impoitant 
means for achieving this. But appropriate 
decision-making and institutions were 
necessary to ensure that the fuel, fodder, 
mulch and small timber needs of the poor 
were mci from social forestry initiatives. 

In her analysis of .social security for the 
rural p<K)r, Indira Hirway finds that SAP 
was likely to hurt the poor in the short run, 
while its medium- and long-term impact 
depended on whether economic growth 
could be hniad-hased and labour-intensive 
enough to promote the growth of ptior 
agricultural areas and non-farm develop¬ 
ment which could facilitate the parti¬ 
cipation ot the landless and land-p<K>r 
households This would require massive 
investments in infrastructure and the 
development of appropriate in.stitutions - 
in credit, marketing, etc. and also in.stitu¬ 
tions which could promote participative 
and decentralised decision-making. 
Hirway analyses the concept of social 
security and the various .social security 
measures which are in practice. .She finds 


LITERATURE in the interdisciplinary area 
of agri-environmcntal studies can be 
grouped into two. T«) make the classi- 
tication more .striking, we can also devote 
two criteria to this classification. The first. 
IS the reference li.st. To simplify it without 
resorting to exaggeration, it reads like a 
who's who ill economic.s/agricultural or 
ecological economics, or like a who's who 
inancciccticcluhofenvironmental history, 
postmodern green philosophy. i idical 
political economy. ac.sthctics. development 
sociology/anthnipology. The two groups 
also fastidiously maintain their distinct 
language and writing styles. The second 
criterion is the philosophy that informs the 
analysis of agri-eiivironmental problems 
in these studies. It is (aimo.st invariably) 
the ca.se that the first group takes on either 
a productionist or stewardship approach, 
whi Ic the second group of the eclectic club 
follows a holistic or sustainability 
approach. 


these piecemeal and dissociated from the 
macro-economic framework. Hirway 
argues for a comprehensive package whose 
effectiveness would ultimately lie in the 
degree to which the panchayati raj insti¬ 
tutions and the various organi.sations of 
the poor are associated with the design and 
implementation. 

CONCLU-SION 

The new course which the Indian 
economy has taken since 19*)! has signi¬ 
ficant implications for its rural sector and 
lor the va.st numbers of people directly 
dependent for livelihood on this sector. 
More than .seven years down the n>ad from 
1991. the cxistingc vidcncc and the analysis 
on the impact of SAP and economic 
reforms is still .sketchy. The collection of 
papers by the Indian Society of Labour 
l .conomics cogently addrc.sses a vast set 
of issues bu.scd on evidence from the first 
low years of reform: ranging from the 
impact of macro-policies on the agricult uie 
and the rural sector, to impacts at the state 
level, and the need to develop comple¬ 
mentary us well as alternative strategics 
and institutions based on collective action 
and sustainable development. The book 
forms a u.seful compendium for analysts 
and practitioners of development. 


Poller's book can be accommodated in 
the first group; stewardship is the 
philosophy that informs agricultural 
production and environmental change 
discussed in the book. Yet. this hook would 
not he loo comfortable there, in the first 
group, because of its analysis of policy 
reform with specific reference to the 
political battles and stKial campaigns that 
bniught about these policy changes. We 
are thus urged to admit Potter’s work in 
a class beyond the two traditional groups 
of writing on agri-environmentalism: it is 
one of the few studies that tries to bridge 
the widening gap between the two groups 
in the literature. It is a rare book on the 
political economy of environmental policy 
in the agricultural sector. What makes it 
an exciting picceof reading over and above 
its vast canvas and wealth of information, 
are the emphasis on environmental policy, 
changes and responses, and a detail^ 
analysis of the proces.ses in different agri- 


cnvifonmcntal contexts. Tlie latter odds a 
very important dimension to our questions 
about the path of future agri-envirutimental 
policy. 

The book focuses on the prtKesses and 
consequenecsof agri-environmcntal policy 
changes in the United States tUS) and the 
European Union (EU). Given different 
political cultures and institutional struc¬ 
tures, the evolution of agri-environmental 
policy has been different in the US and 
the EU. Yet, there are marked .similarities 
in the proce.sses and the political debates 
that triggered and led the policy reform 
movement in these two contexts. The 
author presents a deft analysis ot the 
evolution of environmental policy for the 
farm .sector in these contexts and eventually 
leads the reader to agree with his con¬ 
clusions about the po.ssiblc paths that agri- 
cnvimnmcntal policies can take in the 
industrialised countries. Presented in seven 
well-defined chapters, the bimk is a treat 
to any reader interested in the agriculture 
.sector, in policy rclorm or processes 
therein, in the environment, m the impact 
of rcgulation.s/lcgislaiions. or even in 
lobbying. 

For. lobbying is the sum and substance 
ot the processes that led to the environ¬ 
mental policy reforms in the farm sector. 
Both in Europe and the US. environmental 
groups campaigned initially on their own. 
and increasingly against a larm sector 
which was being subsidised by the state 
to produce more and more damaging 
environmental consequences. This did 
gradually change the public appreciation 
of tanners as environmental stewards. But 
it was only with the support and active 
involvement of the fann lobby that the 
environmental policies came lo play the 
role they did in the larm sector. The 
poweriul larm lobby accustomed to the 
long period of agricultural support, since 
the Great Depression of 1929-.10 in the 
US and the mid-l93(>s in Europe, had to 
find ways ot reconciling the competing 
goals pursued by the cnvironnK'iitalists 
and farmers. In the 19K()s. increasing policy 
retrenchment meant that agricultural 
support from the national exchequer would 
be reduced substantially, unless oihcrwi.se 
legilinii.sed. In the political bargain struck 
between the two groups, the larm lobby 
found in agri-cnvironmental policy, a new 
way of legitimising government subsidies: 
theenvironmcntalisis though not loo happy 
with the extent of compromise, managed 
with amazing efficiency and speed, to 
introduce sophisticated policy ideas and 
instruments such as 'environmental 
contracts’, and 'conservationcompliance' 
into the debate, and did succeed in gaining 
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enough green policy space to mark a 
beginning. What is evident from the 
experience of these environmental 
reformers in both the US and UK is “the 
policy thesis" (p 59). In both case.s, the 
reformers had to tow the line of 
“agricultural support being the driver of 
environmental change in rural areas" before 
they could begin to lobby for policy reform 
(p60). This gave policy-makers the ‘green ’ 
signal to introduce p.seudo-grccn reform: 
they added agri-environmental policies as 
an "accompanying measure” to what is 
essentially a produetivist system of 
agricultural support (p 154). 

Carrying on frtrm a delightfully racy 
introduction, the author reveals some of 
the important developments in the I970.s 
and I980.S that led to agri-environmental 
reform in the industrialised countries. 
Potter presents an impressive argument in 
chapter 2. to show that it was ultimately, 
budgetary pressures than environmental 
rea.sons that led to policy reform. Agri¬ 
cultural overproduction, combined with 
land using technological change had by 
the mid-l98()s put farm support systems 
in the US and the EU under prc.s.sure to 
find ways of reducing farm support and 
limiting the environmental consequences 
of these larm support schemes. Given the 
scenario of ma.ssivc policy retrenchment, 
these environmental policy reforms were 
seen as instruments to tackle over¬ 
production and pull hack price guarantee 
schemes tin the US and the EU. 
respectively), while maintaining public 
subsidy for the farm sector to assure that 
farm incomes were not affected. 
Ultimately, these agri-environmental 
reforms of the late 1980.s and early 1990s 
turned out to he substantial inve.stmciu of 
public money into .schemes that subsidised 
environment management in the farm 
sector: it was in effect an agenda that set 
to defeat its very existence. 

In chapter 3. Potter takes on the US 
agri-environmental policy from the enact¬ 
ment of the Conservation Deal by the 
Reagan admini.stration in 1985. The New 
Deal (as it was popularly known) was the 
pmduct of an imete.stingly diverse political 
coalition: Every parly (the larm income 
supporters, conservationists, environ¬ 
mentalists. supply management grttups) 
had its own interest: they all jumped on 
to (he policy omnibus with the Con¬ 
servation Rc.serve Programme (CRP) as 
the mam engine. The CRP was “to assi.st 
owners and occupiers of highly erodible 
cropland in conserving and improving the 
soil and water resources of their farms and 
ranches” (p h2). through a system of com¬ 
petitive bidding. The CRP which pnived 


to. be too expensive, did not ultimately 
bring environmental value for money. But 
it was rather late in the day when the 
environmentalists noticed this anomaly. 

Since 1986, the debate on environmental 
return to this investment pointed to a basic 
problem of discretionary powers granted 
to the USDA and the agencies imple¬ 
menting the conservation title. The 
decisions regarding eligibility, enrolment 
targets and bid acceptance criteria were 
made by the secretary of agriculture, but 
were gradually changed as the CRP 
evolved, revealing a significant dilution 
of the programme’s conservation mission. 

Despite vociferous debateson increasing 
environmental value for money spent, the 
agri-environmental lobby managed to pass 
(he Food, Agriculture, Conservation and 
I'rade Act in 1990. consolidating and 
leiiniiig many of the 1985 reforms. This 
was pnxif of the pudding; Ihc lobby had 
managed successfully to shi I (the emphasis 
I rum soil erosion to a much broader set 
ol environmental concerns while retaining 
ihe es.scntial features of the act. An 
environmental benefit index' was now 
introduced to aid the discretionary powers 
vested with the USDA. Eligibility for 
conservation title was now ba.sed on a 
calculation of monetised environmental 
benefits likely to be generated relative to 
payment. Wetlands, unlike croplands 
earlier, were now the priority. Despite all 
this, (he programme suffered from lack of 
long-term planning; over 63 per cent of 
the farmers confirmed that they would 
return the land to crops once the lO-ycar 
conservation contract expired. 

This trend, plus (he po.s.sihility that (he 
lederal government would not provide 
long-term support for conservation plus 
the recent GAIT negotiations and the 
vision of expanding liberalised global 
markets, set (he stage for the next phase 
III environmental policy reform. Here, the 
conservation options were broadened. 
Land retirement was not the only means: 
(here was increasing attention given to 
complementing technologies (such as 
precision farming and integrated pest 
management) that would keep land under 
pnxiuction with minimal environmental 
costs. The 1996 Federal Agricultural 
Improvemi at and Reform (FAIR) Act 
originated in a proposal to eliminate all 
agricultural support (p 134). Though FAIR 
was enabled by the opportunism presented 
by a buoyant domestic market, it does 
reflect the long-term vision of the US 
towards de-coupling farm support and 
cun.servation. 

Agri-environmental reform in the UK 
came way too reluctantly and almo.st by 


accident when a group of farmers were 
subsidised by the Countryside Com¬ 
mission to continue their environment 
friendly traditional farming in the 
Halvergate Marahes. Chapter 4 captures 
the slow and bureaucracy-burdened 
evolution of environmental reform in the 
British farm sector. The Broads Grazing 
Marsh Scheme (BGMS) which offered a 
flat-rate payment to a group of farmers 
who agreed to maintain environmentally 
sensitive husbandry, proves that the 
concept of “paying farmers to produce 
countryside” had taken root in the policy 
circles. This embodies the stewardship 
approach in the UK. The Agriculture Act 
of 1986 enabled implementation of the 
environmentally sensitive ureas (ESAs) 
scheme. Eligibility, .scope and coverage, 
procedures, and criteria f^or the same were 
soon drawn up, and the scheme imple¬ 
mented in 12 designated E.SA.s in UK. 
“Five-year agreements designed to 
maintain traditional practice.s. prevent 
further intensification and. in some ca.se.s, 
encourage modest habitat and land.scapc 
restoration, were .soon on oiler to .several 
(hou.sands of farmers...” (p 85). The 
ministry of agriculture, fisheries and food 
(MAFF) undertook to give specific 
management pre.scriptions to each of the 
designated ESAs, publish performance 
indicators, and the coverage ol agreements 
and changes in the extent ol different 
wildlife and landscape features (p 86). 
Though farmerre.spon.se wasenthusiastic. 
surveys reveal that farmer participation 
depended on the extent ol change (hat was 
expected of them, a kind of “grurdness ol 
lit” between scheme prescriptions and 
existing f arming .system. Steward-minded 
farmers were definitely a minority 
As in the US ca.se, here too policy¬ 
makers were soon under pre.ssurc to prove 
value for money. Moreover, the environ¬ 
mentalists were clamouring tor ESA.s sans 
frontier, wltcn the bureaucracy had taken 
over the minutiae of policy design and 
implementation. Attention was soon 
shifted to “paying for a product” than 
subsidising farming in ESAs. The 
Countryside Commission was entitled to 
purchase environment from farmers who 
would (after competitively bidding) 
provide or supply environment. With (he 
entry of market-based transactions in 
environmental reform, the 1991 Country¬ 
side Stewardship Scheme (CSS) em¬ 
bodying this discretionary principle was 
introduced. Several features, including 
participation of farmers with their own 
proposals for enhancing land.scapc and 
habitat, soon made the CSS (he most 
effective .scheme of the MAFF. 
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The CSS and other agri-environmcntal 
schemes were, however, going against the 
set practice of production subsidies which 
was the ultimate goal of the EU and the 
US given the increasing prospects of 
liberalised global markets. The UK 
environmental reforms had nevertheless 
set the stage for ’’issue transformation”, 
a prerequisite for incremental policy 
change, when change depends on stable 
coalitions around particular conceptuali¬ 
sations (p 6). This helped the EU to 
reconcile what wasotten radically dilTerent 
conceptions of agri-environmental policy 
in its membercountries. Chapter.5 analyses 
the evolution of agri-environmental policy 
reform in the El’ which drew from the UK 
reforms to start with but was far more 
open-ended and permissive. The idea of 
'cxtensilication' was at the core of the EU 
agri-environmental policy dedicated to the 
prevention and control of agricultural 
pollution as well as the management ol 
the countryside. This paved the way for 
a common EU policy towards environ¬ 
mental reform, despite protests from 
southern member states about reinforcing 
the nothern bias ot rural policy. The Agri- 
Environmental Programme ol the EU. 
published by the commission by 1990, 
followed the two-pronged approach to 
extend the scope of Article 19 beyond 
specific locations for managing the 
countryside according to specific prescrip¬ 
tions, and second to use cxtcn.sification 
.schemes to reduce the intensity of agri¬ 
cultural production and to tackle pollution 
(p 115). Farmers were now seen as more 
than food producers; they were also 
providers of environmental services and 
the taxpayers were willing to pay. But the 
EU has come under severe criticism 
because its AEP is far outweighed by the 
r AP’s price and pnxluction support under 
the MaeSharry reforms. Moreover, the very 
decentralised formal of the regulation and 
its open-ended implementation in each 
member state may help the agricultural 
lobby to ‘exploit the ambiguities... to 
develop new forms of income support” 
(p 123). 

One major problem with the EU's AEP 
IS the definition of the extent of 
extensillcation .sought. The “substantial 
reduction” in input use sought, is not 
defined. Is the reduction to be made in 
ab.solutc or relative terms? Will it help il 
a farmer adopting intensive cultural 
practices reduces input use marginally? 
The question now is whether the taxpayers 
must pay farmers to undo what they were 
previously (with CAP sources) paid 
handsomely to do? (p 125). Finally, it may 
be the ca.se that the open-ended permissive 


policy reform will have to be replaced with 
an “adverse selection” of traditional 
farming e.specially in the southern states, 
where the policy will help preserve high 
natural value farming systems. The agri- 
environmental policy is still in an 
experimental sute in most EU member 
states, with each state trying to prove more 
environmental value for money, as the 
desire to improve the additionality effects 
of the AEP reveals. 

The final statement, shaping this 
evolution of agri-environmemal policy will 
come from trade. The WTO demands an 
iiucmationali.sation of agri-environmental 
issues and policies. Chapter 6 deals with 
these trade pressures. Potter hopes that the 
I iruguay Round will mark the undoing ol 
traditional farm support policies and set 
the stage for a truly liberalised agriculture 
sector, where environmental policies will 
not be sabotaged to income support 
schemes. Farmers will increasingly be 
contracted to produce public environ¬ 
mental goods in industrialised countries. 
The collective subsidies to the larm sector 
will henceforth be replaced by individual 
merit, where the continued reform of 
agricultural policies will perhaps be 
replaced by abolition of agricultural 
policies. A genuine de-coupling of 
agricultural support and environmental 
reform seems to be the scenario for future 
agri-environmental policies. But. as the 
case histories and their respective political 
cultures have revealed, the U,S and the EU 
will adopt different routes to arrive at the 
samegoal; apennanent agri-environmental 
policy space within rural policy. 

The concluding chapter 7 is a 
recapitulation of the evolution of agri- 
environmental policy in these industri¬ 
alised countries. Potter points out that 
agri-environmental policies can no longer 
be a cover for the pursuit of traditional 
policy goals like farm income support or 
control of overproduction. The contrast 
between the US and the EU environmental 
reforms (specific environmental audit- 
based and centralised, versus open-ended 
and decentralised), raises an important 
question about the extent to which 
environmental value can be monetised 
and the nature of appropriate distri¬ 
bution of the powers of di.screlion. As 
evident from all the three cases, US, UK 
and EU discus.sed here, land retirement 
and precision farming, countryside 
management and extensification have 
provided environmental goods that are 
hard to mea.turc and very difficult to assess. 
In the EU case in particular, the desire 
to effect additionality, has increased 
the administrative and transaction costs: 


are these extensification schemes replic¬ 
able? 

Fortunately, one of the interesting 
developments in this emerging agri- 
environmental policy scene, is the policy 
learning process, the policy assessment 
process, and the co-evolutiunary shift in 
policy emphasis. All these confirm that 
change in environmental policy in the 
agricultural sector is more evolutionary 
than revolutionary. Pouer identities farmer 
behaviour as an area where evolutionary 
changes are called for; once contracts 
expire and farm support is scaled down 
and de-coupicd, these countries have to 
ensure that regulations aie in place' to 
ensure that some safe minimum standards 
arc maintained. “Policy measures which 
encourage positive attitudes to conser¬ 
vation will in the long-run be more 
effective... and will increa.se the output ol 
conservation goods at any specified level 
of budgetary costs” (p 160), Unless thi.s 
change in farmer altitude is cffecied.'the 
policy shelf-life of these measures wilt be 
very short indeed. 

The US and the EU may also differ in 
the paths of agri-environmental reform in 
future if the west European attempts to 
promote a long-term ‘green rccoupling' 
does suqpced lobbying within the EU 
The US. given its international position 
as the instigator ol the GATT and WTO 
negotiations, will increasingly de-couple 
and focus on engineering environmental 
improvements into the farming sy.siem. 
The EU. in contrast, may move thnxjgh 
a longer period of transition to a liberal 
market regime, attaching in the process, 
more re.strictive conditions to any income 
support that farmers may receive. In the 
EU public support to farmers may be 
justified eventually as part of a continuing 
social contract; but this will increasingly 
be couched in terms ot individual merit 
rather than collective desert (p 161). Both 
the EU and the US will have to concentrate 
on defining agri-environmental quality 
standards - for soil and water quality 
habitat protection and landscape 
maintenance; the role and significance ol 
a sophisticated and .socio-cultural context 
scn.sitive environmental science is not ic 
be undermined (p 161). The book 
concludes with a few important question.*! 
that need to be answered to ensure 
politically sustainable agri-environmental 
reform in these countnes: what is the 
correct balance between subsidisation and 
regulation? are taxpayers willing to .support 
programmes which may not have 
immediate or measurable environmental 
benefits? will farmers be willing to take 
on the role of environmental steward.' 
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being prepared for them'* (p 162). While 
the cunclu.sion leaves the reader with a 
fascinating list of puz/le.s and problems 
to ponder over, it also adds to the enigma 
ol the book. 

If this is the process and possible 
future of agri-envininmental reform in 
industrialised countries preparing to face 
an increasingly global and liberalised 
international market, where and ht>w do 
the predominantly agricultural countries 
figure in this proce.ss and in this rosy 
environment sensitive future? How, for 
instance, will the Indian agri-environ- 
mental reforms progress*’ It is now accepted 
that there is considerable negative 
environmental output in several areas of 
agricultural operation in the country. For 
example, the wheat-based and ricc-ba.se(l 
farming systems are increasingi\ 
threatened by salinity, alkalinity, pestici Je 
and other chemical residues, .so on ami so 
forth. The powerful farm lobny in >• '.: 
demands lurtiierinput-suhsidi. ..and price/ 
income support from agr.viiitural policy; 
and the government concedes. In these 
successful (green revolution) parts of the 
country where inputs (numberof irrigations 
or units of fertiliser/per crop) far exceed 
the research recommended dose, the 
government has not initiated any reform 
tocurb this unnecessary intensification. In 
other parts where crop loss due to want 
of critical inputs/knowledge is routine, the 
government has been unable to provide 
any long-temi solutions to help these 
subsistence farmers out of the traditional 
technology-cum-povcrty trap. Will the El' 
type open-ended and permissive agri- 
envimnmcntal policy he the right option 
for India? If yes. where will we find the 
funds to subsidise farmers to produce 
countryside? Will farmers be willing to 
play the role ol environmental stewards 
in a ptwr country where each harvest 
translates to number of meals, duration 
and severity of morbidity, access to health 
and education .services, and other essential 
survival inputs? Who in a poor country 
would want environment more than food. 
as.suming that there is aquestion of bargain 
here? 

This is not to say that the book does not 
mean much to a poor third world country. 
Conversely, it istosay that thcenvironment 
and its quality is ju.st as important in India 
as it IS in the US or the EU. In India, wc 
have to find our own agri-cnvironmcntal 
policies, our own equations of the balance 
between subsidies and regulations, our 
own programmes Tor the long-run 
attitudinal change in the farming 
community, and last but most important, 
our own decciitralised technology 


generation systems that can ensure 
panicipatory deveh ipmcnt of technologies 
such as precision l.inning or integrated 
pest management to produce the optimum 
crop from each type of land, while 
improving environmental quality and 
reducing pollution. Land retirement as an 
option in agri-environmental policy, is 
ruled out in India. There is no doubt that 
our farmers will respond to a “conser¬ 
vation deal”: they are more concerned 
about their lands than the urban elite or 
complacent bureaucracy or the vole-hungry 
politicians are. Perhaps the one group that 
shares this concern in India is the 
environmental lobby. 

While lobbying as an art is still in a 
nascent stage in India, the environmental 
groups arc already as split as they arc in 
the rest of the world. Potter’s book could 
have been enriched by a .section devoted 
to the evolution of the environmental lobby 
in the US and (he EU since the 1980$. I( 
was afterall the lossofcumulati ve lobbying 
power ol the environment groups that 
fitrced some of them to join hands with 
tlic powerful farm lobby to gain whatever 
little policy space they could. Fundamental 
philosophical problems in ecological 


thinking led to the break up ol major 
‘green’groups anddilutionofthciragcnda 
in the EU member .states, in Germany and 
France in particular. Fierce debates within 
the green party about possible alliances, 
future course of action, gains and losses, 
have added valuable insights to the 
evolution of environmental reform in the 
EU countries. The debates presented in 
this book could have been illumined by 
the lessons learnt from (he history of 
divisiveness among.st green groups. 

Finally. Potter's book calls our attention 
to the need for evaluation; whatever the 
context is. industrialised or agricultural, 
every country will increasingly depend on 
evaluation reports to decide future agri- 
environmental policy. Methods and tools 
of evaluation lor sustainable environment 
friendly agriculture demands inputs from 
several di.sciplines. It demands the 
integration of an environmental ethics of 
agriculture into the evaluation tools and 
techniques. In other words, only an 
ethically informed assessment ol agri-’ 
environmental change can provide the 
inputs for a politically and socially 
sustainable environmental retorm in the 
agriculture sector. 
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SPECUL ARTICLES 


What Did They Mean by ‘Public’? 

Language, Literature and the Politics of Nationalism 

Francesca Orsini 

During the late 18th and the early 19th centuries, the Hindi literati tried to lay down general principles 
and norms for Sanskritised Hindi which alone was to, he Indian. Hindi. For others, writing off old rules 
and beliefs and treading new paths was possible and desirable. The normative view prevailed and Hindi, 
which had the potential of becoming a unifying language, instead became an exclusivLst language. 


I 

Introduction 

IN Phaniswarnath Renu’s novel Maila 
Amcal.^ sol in north-eastern Bihar in the 
I94()s. C'onjircssman Baldev tries to im¬ 
press upon his fellow villagers that he is 
a dedicated activist by quoting a letter 
addressed to hi m by a local Congress leader. 
Although the letter is in Hindi, nobody can 
understand it. let alone read it, for it is 
wiitten in the .Sanskritised Hindi of public 
discourse. The words that villagers would 
not possibly understand arc given in bold, 
rtfl ^ sT'Ti-if'ti' vn I «Rnm' >n<n^ ftfen 
si ^>=1^ oitr» W*t * "T- »p=m4t 

SI. S-12-4.‘> #hn 'wiT'Si «t i s*i 
A iso» * At 

0311 in atr^ri"! *t »(rr^ 
dtpwa* ? I upopi. h'nnn %4»t i 
To Ml Baldev Singh. Sir! This is to 
inform you that a special meeting of 
Coiigress members will lake place on 
K.I2.4.S in the Dharmashala in Purnca to 
coastitute a committee tor the Kasturba 
Memorial Fund. The former premier ot 
Bihar will also he present at the meeting. 
At thisimportant meeting yourpresence 
^ indispensable. Yours. Vishvanath 
Chaudhari 

The gloss Carath'l for the audience, in¬ 
terestingly. catches only the meta-mes- 
sage: that Baldev is respected by Congress 
leaders. 

>(11111311 lit fir^rartlt n »ia IfsA fant ^ ’rft 
it 1 nr im •iN ^ ’tin [nt’nj k I? 
ntsRtnait (rat mrAi nrt Jtr^ k t 
Even Chaudhariji docs not do anything 
without asking for Baldevji’s opinion. It 
IS the good fortune of the village that a jem 
like Baldevji has come to live here (p 31). 
The register of the letter is enough to 
convey to the villagers that it speaks of 
power and officialdom. This letter encap¬ 
sulates in a way the predicament of the 
public in the Hindi sphere; Hindi, not 
English is the language of the people and 
of popular politici.sation. Yet the villagers 
mobilising and .seeking links with the city 


cannot understand it because its public 
mgister is not modelled on their speech; 
it does not spring from the desire to 
communicate and to vernacularise know¬ 
ledge. politics, etc. but trom a concern 
over the status and purity of the language. 
T his is reflected in the impersonal syntax 
and the use of words almost exclusively 
of .Sanskrit origin. But is it just a question 
of wrong register, or doesn't the choice of 
this public language even for a private 
letter exchanged between two political 
workers force us to ask questions about 
the understandingof the public in colonial 
north India that remained relevant to post¬ 
colonial India, as well'? Do the processes 
and tensions at work in the language minor 
in .some way larger social and cultural 
processes within Indian society? 

What I am concerned with here are the 
ways in which ideas about language and 
literature reflected attitudes to the 'public' 
among Hindi writers and activists in pre- 
indepcndent India, and the institutional 
space and impact these ideas had. In other 
words, not only why a certain form ol 
Hindi came to be identified as the future 
national language but aLso how it became 
hegemonic. Al.so. were there other varie¬ 
ties. and did they mirror different views 
of the nation and the political community? 

The first-difficulty is with the word 
public. No word cxi.sted in Hindi to cover 
the semantic field of the term public. Yet 
the fact that several words were called 
upon to express this notion, each with its 
own history and shades of meaning, seems 
to me evidence enough that Indian writers 
were struggling to find equivalents for this 
crucial word in the political vocabulary 
of modernity. They distinguished 'satkari', 
i e, official, governmental (as in public 
office, public property, etc) from public 
as pertaining to the community, which 
different words like ‘jati’ ‘janta’, 'lok', 
'.sarvasadharan' were called to express. 
I'his was the hub of the matter, and the 
efforts at translation show that this was 
perceived as a need and lack ('India needs 


a public*) and reveal difterent views of 
political community. My understanding 
of what the'Word ‘did’ derives chiefly 
from Habennas, who defined the public- 
sphere as 

a realm of our social life in which some¬ 
thing approaching public opinion can be 
formed. Access is guaranteed to all citi¬ 
zens. A portion of the public .spheie combs 
into being in every conversation in which 
private individuals assemble to form a 
public body...- 

Allhough in.spired by a similar ideal. 
Hindi understandings differed substan¬ 
tially from Habermas's model. In a nut¬ 
shell. I shjil argue that we can find two 
basic understandings of, and attitudes to, 
the public in late i9th and early 2()th 
century Hindi; (a) a normative attitude 
that interprets public in temis of jati or 
community. By normative I mean an 
understanding ot the public and ot public- 
institutions a.s spaces where one set of 
values is circulated that should constitute 
the norm lor all: (b) a critical attitude that 
views and uses the public as a space where 
norms and consensus arc questioned in the 
name of reason or of particular interests 
and subjects. Thc.se two altitudes, which 
were by no means exclusive of one another, 
will become clear in the following discus¬ 
sion of ideas about l.inguagc- and litera- 
ture. As I shall argue, they also translated 
into different ways ol using ol public 
institutions like the press and education 
and into different attitudes to political 
participation and the nationalist movement. 

II 

The ‘Public’ and Public Language 

Public Language, Nij Bhashu. 

Rashtrabha.\ha 

Language and literature were at the centre 
of intense reflections about the progress 
of the country from the 19th century 
onwards. “The progress of one's language 
(nij bhasha), is the root of all progrc.ss’ 
wrote Harishchandra in IK77, and this 
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rhetonc ytas tt&re in nit Indian fanguages. 
lo my knowledge. All underwent a similar 
proces.s of standardi.sation and adaptatiop 
in order to perform all the uses ainodM 
language was now called upon to perform. 
The peculiarity of Hindi was thtp this 
process happened as a scif-defirtition 
again.st Urdu, the dominant public ‘ver¬ 
nacular’ in north India at the time. Also, 
from very early on. that is tirorp the end 
of the 19th century, Hindi was piresentcd 
as India's potential national language. 
Without treading on ground already much 
covered by others, I would like just to 
briefly draw attention to a significant 
ambiguity in such rhetonc in Hindi. 

The progress of dharma and of the country 
rests on the propagation'of the mother 
tongue and on the growth atid enrichment 
of the national literature. To strive and 
work for the progress of Hindi is therefore 
presently the first and foremost dots 
every patriot Cdeshhitaisi'i 
A man’s mother tongue is as m., iMii<nt j. 
his mother and mothcrlauu. One wiio 
does not respect his language, who docs 
not love It and ennch its literature, cun 
never improve the state of his country. His 
dream of ‘svarajya’. his vow to improve 
the country and his praise of patriotism 
are quite shallow,-' 

The ambiguity is that the rhetoric of 
Khari Boli Hindi us ‘mother tongue' and 
■people’s language' supported the develop¬ 
ment of something quitedi fferent. a written 
standard variety Hindi intellectuals and 
literary as.sociations like the Nagari 
Pracharini Sabhn of Benares (established 
in IK93) argued with the colonial authori¬ 
ties that Hindi, the ‘people’s language' 
('junta ki bhasha'). was the only one fit 
for mass education. At the same time, they 
pul pressure on the educated Hindu popu¬ 
lation of the province to switch allegiance 
from Urdu or English lo Hindi. Using 
Hindi in a variety of public contexts was 
thusconccptuuliscd as using'matrubhasha' 
and doing ‘desh-seva’ or service lo the 
country. This notion of ‘mother tongue' 
dfelcgitimised the position both of Urdu 
and English and of heterogeneous spo¬ 
ken varieties. For whereas 19th century 
writers like Bharatendu Harishchandra 
(1850-85) had used the variety of collo¬ 
quial spoken language in a way that re¬ 
tained the particularity of language use, 
a generation later Mahavir Prasad Dvi vedi 
(1864-1938) did, and exhorted other 
writers to do. exactly the opposite. By 
purging written, print Hindi of colloquial¬ 
isms and regional u.sagcs, by privileging 
abstract over concrete words, by making 
Sanskrit loanwords the rule and fixing 
.syntax along regular subject-object-verb 


lines, Dvivedi 'standardised' Hindi into a 
written, sober language. This was the 
language used in the Journal he edited, 
Surasvati (1«iiriployed by literary 
association^ and spread through textbooks. 
Only in such form was Hindi deemed fit 
for public' matters, for Ikeniture ahd to 
ropresent the jati, in a word fit to serve 
the many purpo.ses of a modern nation. 

Such a shift in the language used by 
journals and literary associations mirrors 
an analogous process in the attitude to 
public matters. Only that which could 
appear under the guise of a ‘national’ 

('jatiy') question was fit to be discussed. 
What was pmicular. heterogeneous or 
could not appear under those terms was 
not part of the public. This of course does 
not mean that it disappeared, only that it 
did not become part of the public self- 
definition of ‘Indian’. Such a language 
mirrored - and brought into being every 
lime it was used - an (ideal) community 
of .serious, equal, educated and public- 
minded Indian citizens without any other 
vi.sible marker apart from education and 
familiarity with the common cultural tra¬ 
dition. Difference, conflict, caste, particu¬ 
lar practices or interests were all pushed 
outside written language. The debates and 
campaigns over the ‘national language' 
must be understood in the light of this 
culmral-political idea. 

A second ambiguity had to do with the 
fact that the scholarly consensus that had 
cry.stallised around Hindi rashtrabhasha at 
the turn of the century was invoked by 
Hindi activists in lieu of political or cul¬ 
tural consensus. With a normative stance, 
they used the ostensibly neutral pragmatic 
and scientific arguments in favour of Hindi 
and of the Devanagari script to discur¬ 
sively delegitimise other claims and to 
deny the reality of Hindi’s subordinate 
status in its own region - subordinate to 
English and. in the minds of the Indo- 
Muslim elite, to Urdu os well. 

'Sahitya-Seva and 'Rashtriyata' 

Like language, literature too had to be 
thought through again in the light of the 
new categories of ‘people’, community 
and nation. The debates on the meaning 
of literature in Hindi journals show writ¬ 
ers, scholars and critics grappling with the 
category of lok and the widespread im¬ 
plications it had for how they interpreted 
their role as writers and the function of 
criticism. As one critic put it so; 

[Earlier] literature was hot created for the 

common people. Poets and playwrights 

were honoured only at the couits of a 

handful of literary-minded rajas and 

wealthy men. th>'rrfnre neither did poets 


worry about the influence of their work.s 
on the common people nor did critics feel 
the need to evaluate the works from the 
speial point of view.'* 

The tension between normative and 
critical attitudes was strong here: every¬ 
thing from style, taiae. content, tradition, 
criticism and popularity wa.s open to public 
discu.ssion. And once accepted norms were 
questioned in the light of what were 
perceived as the ‘needs of the time’ and 
the ‘welfare of the people' i ‘lokhit’). new 
guidelines and concepts could emerge only 
after public conte.station. This, in turn, 
raised the question of authority, for if 
everyone could question them, who was 
going to set the new norm.s'.' 

On the one hand, the recurrent metaphor 
of the ‘bhandar’ of Hindi that needed to 
be filled with suitable works reveals a 
yearning for a normative definition and a 
consensus about what Hindi lileratiiiv 
‘needed’ and what readers should read it 
also reveals an uneasiness towards iik- 
eclectic literary scene and the market u1 
popular publishing and the need to set new 
rules. 

Earlier by literature one meant a particular 
code C.sastra’) related to the an of 'kavva' 
containing ‘alamkara’. 'ra.sa'. 'dhvani', etc, 
which discriminated between iis qualities 
and errors, as in the Sahitxadarpana 
Moreover, earlier literature used to rule 
over language, and poetry over grammar, 
and the literary scholar was the highest 
authority in deciding if' a word was coi 
reel. But now since Bolshevism, like the 
sweep of time, has turned literature into 
a unified democracy, a rebellion (’gadar') 
has erupted in the realm ot language! 
Anything which anyone may write in any 
style on any subject is called 'lileraiurc' 
Every writer is completely free to write 
the way he wants. There is no obligation 
('pabandi') to follow any rule (‘qayda- 
qanun'), in fact there is no rule to follow!*' 

The ‘law and order' metaphor expresses 
well the di.scomfort and exasperation of 
the traditional literati with the new pub¬ 
licity of literature which upset l,he hier¬ 
archy of authority and genies. 

On the other hand, the new 'Chayavad' 
poets vindicated the poet ’ s individual right 
to break existing norms and explore new 
directions. In highly metaphorical lan¬ 
guage, Sumitranandan Pant (1900-77), for 
example, expressed his dissatisfaction with 
the poetic conventions of Braj Bhasha and 
the new qualities of Khari Boli poetry. 
Braj Bhasha poets had not explored-the 
(national) space beyond Braj and the 
emotional space beyond that of devotion 
to god or of the various moods of the 
heroine: “those excellent poets could not 



go ti^eyond that three-foot long world trom 
her tip to toe". Khari Boli poetry may lack 
the precious decorations of the ‘temples' 
of Braj Bhasha but if had ‘spacious av¬ 
enues' and a 'mailcet for novelties’ from 
other parts of the country and abroad (‘desh- 
videsh'),*. 

The view of the foremost critic and 
scholar of the period, Ramchandra Shukla 
(1884-1941). profe.s.sor at Benares Hindu 
University and the author of a seminal 
history of Hindi literature, exemplifies the 
normative synthesis of the debate. Shukla 
subordinated the individual genius of the 
poet to the welfare of the people and held 
that litterateurs' aim was to change and 
improve their tastes (‘lokruci’). Only after 
a poet had read studiously, cultivated a 
wide intelligence, reticeted on contempo¬ 
rary .society and its problems and listened 
to the advice of older, more experienced 
scholars, could he enter the field of litera¬ 
ture, tmd even then with no freedom to write 
whatever he wanted. Hisaim wastocapturc 
the ‘yugdharma'. the ‘dhurmaoflhcagc', 
the ideal distillation of people's laste'.^ 

We see here a jicculiar tension between 
the crystallising ut a notion of the writer 
as the vanguard of society, which be¬ 
stowed upon liim/her great authority, and 
a subtle torm ol control, as if only a 
restrained, norm-abiding and .selfless in¬ 
dividual had the moral right to be called 
a writer. This, indirectly, besttiwed even 
greater authority on the critic, who became 
the appointed Judge not only of taste 
hut of a writer's behaviour and would 
discriminate between tho.se who wrote 
g(Hxl and u.seful literature and those who 
did not. 

Ill 

Print Media 

Where and how did thc.se discourses on 
language and literature circulate, and how 
much of an impact did they have on north 
Indian society'.’ In order to answer these 
questions it is necessary to turn to the 
.social space and dynamics of the various 
'institutions' - journals, associations and 
education - where these discourses circu¬ 
lated. In this way. I hope, their role in 
enhancing one or other understanding of 
the 'public' - normative or critical - will 
become' clear. 

Joiirnalx and newspapers: As Va.sudha 
Oaltnta has eloquently shown in her book 
on Harishchandra.** Hindi editors of his 
lime had a very clear idea of the public 
function and potential of jouroal.s, plays, 
as.sociations as criticalintitruments of public 
opinion. Harislichandra’s articles, 
speeches and skits both addressed the 
community and claimed to represent its 
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views to the colonial government. If we 
look at developments in Hindi journalism 
in the early loith century, we can usefully 
distinguish four types of press: 

(a) Normative Reformism: Mahavir Prasad 
Dvivedi’s Sarasvati, the most influential 
miscellaneous monthly of the first two 
decades and a model for subsequent lite¬ 
rary journals, represents the trend that 
could be called ‘normative reformism’.’ 
Dvivedi set the standard in many ways: 
through his example and relentless work 
correcting other people’s contribution, he 
established a standard form of Khari Boli 
pro.se. Rejecting the language, content and 
aesthetics of Braj Bhasha poetry, he lay 
down rules for a hew poetry in Khari Boli 
that would express suitable and inspiring 
feelings. 

He urged poets to write on nature, on 
historical figures and events and on topi¬ 
cal and patriotic matters; for example, a 
team of 'Dvivedi poets’ (including 
Maithilisharan Gupta and Nathuram 
Shankar Sharma ‘Shankar') was commis¬ 
sioned to illustrate with poems reproduc¬ 
tions of Ravi Varma’s ‘historical' paint¬ 
ings. The most famous poet of the group. 
Maithilisharan Gupta, wntte successful 
mythological reworkings and a long poem 
modelled on Hali ’ sMusaddas on the ‘past, 
present and future’ ofthe Hindu ‘jati’ (‘we’) 
which achieved unparalleled success. Only 
work.s and authors that corresponded to 
Dvivedi’s ta.stes and standards could appear 
in Sarasvati. He became an extremely 
authoritative editor-critic. He was also an 
extensive and regular reviewer of Hindi 
publications, and although he was sup¬ 
portive of all works and initiatives that 
filled the ‘Hindi bhandar’ his stinging 
sarcasm directed at works that did not 
meet his rules were famous. On poetry 
dc.scrihing the different kinds of beauty 
( nayika-bhed'). he wrote that money could 
be better spent otherwise, and about 
popular fiction he urged writers and pub¬ 
lishers to change subjects: 

ik m ^ Tiri, 'Jsw n TTT bwi 
w, ^ #tT-ib=t. iftm ^itthw 

3“t ^ ara fWn TtFtt 4 ‘itm ^ ■•ft 
TW Kptl sfr* Vt '41 'tl^BSt xpn 1 
Ifthe money spent on making and printing 
these works were used for books of bi¬ 
ography. history or science it would be a 
benefit for the language and a better use 
of the money. 

(M P Dvivedi, ‘Nayika-Bhed’. Sarasvati, 
June 1901.) 

»i sfp kam ’ttPti I bp jtnnsx mirft. 

itrq^l sftr SH ^ jfRap Ttxnni 
n in fifkt ^ 'axF im m net t. a* ift 
•tifxxi ? &xn fpiwx itift k I ipix abt 

fx^t » 9»fi xifoi afnnts. atmrr, ^5tPt, 


mm, ifrr wm « sf-wm. 4 

T»ifi 4 jUt nwi itife n .trrt 
?wt4t SSH w •nrat ^ k sr<i» fsai sn iwf 
dh 'twvii 4 ^ m wm k 

I only want to add that the stream ol 
magical, adventure, thriller and romantii 
plays and novels that is filling the bhandai 
of Hindi is not beneficial to literature 
cither. If instead Hindi lovers had the 
courage to take up their pens and writt 
character-building books and hooks or 
crafts, chemistry. Eunipcan and Indiai 
history and on the nature and means o 
the progress of Europeans it would tin 
doubtedly bring benefit to Hindi am 
improve the character of readers. 

(M P Dvivedi, ‘Graiithakarom Tilth. 
Prakasakom ke Nam‘ ,Sara\ vm. May 1922. 

He could be equally sarcastic toward 
contemporary writers such as the expert 
mental Chayavadi poets, whom he callei 
‘illiterate’, ‘useless’ and harmful to Hind 
literature.'^ Dvivedi thus embodied thi 
figure ol the editor-arbiter, and after lx 
retired from Sarasvati his absence wa 
often lamented by those who perceivci 
the eclecticism of Hindi literature a 
detrimental chaos. 

Dvivedi u.sed the journal as a means ti 
spread standard norms and values in ihi 
public sphere and took his role as urbite 
of public taste very .seriously. Despite i 
scif-impos&l censorship on religious am 
political matters, he certainly perfonnei 
a political role in laying down a blueprin 
for the Hindi community and drawini 
their attention to the role and duty o 
public opinion to check on govemmer 
administration. As the quotations mad 
clear, he saw the role of the editor an> 
writer as an educational one of charactci 
building’, and the boundaries ol th 
‘public’ were very clear. 

(b) Literary Openness: The month! 
Madhuri (1922), although in.spired b 
Dvivedi‘s example, shows how opennes 
alone made all the difference. Madhui 
was an open venue for different tastes am 
different opinions: from Braj Bhasha t 
the latest experin^nlations in Khari Bol 
Madhuri mirrored tastes and changes rathe 
than guiding them. It published old an 
new poems in Braj Bhasha. showing ths 
the taste for it was far from dead. In doinj 
this it helped the process ol realigning Ih 
Braj Bhasha tradition on the printed page 
thus ensuring the continuity of literar 
transmission. It is diflicult to underestimati 
the importance of Dularelal Bhargava’ 
journals (Sudha after Madhuri in 1927 
and publishing venture, the Ganga-Pustak 
Mala, for modern Hindi literature. 

All the Chayavad poets were publishei 
in Madhuri while Sarasvati still kept it 
doors closed to them. New writers, botl 
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controversial and unknown, were pub¬ 
lished: novelty and commercial success 
were a value for Madhuri’s enterprising 
editor Dularelal Bhargava (I89S-I97S). 
Although limited, the space provided by 
this and other journals was enough to 
support a growing number of professional 
writers and a literary market. The open¬ 
ness to novelty and to eclectic tastes and 
the prestige and (relative) commercial 
success of the journal were to Hindi writers 
a tangible proof that Hindi literature had 
matured and that they were playing a 
historic mic as the cultural vanguard of 
nationalist regeneration. Also, it was here 
that a debate on the notion of literature 
could take place. 

(c) Critical Voices: Contemporary to 
Madhuri, the women’s monthly Chand 
(Allahabad 1922) provides the best ex¬ 
ample of the use of the journal as acritical 
medium and is particularly interesting for 
our discussion: the strategies by which 
women's questions and voices contc.sted 
and extended the boundaries of the 'pub¬ 
lic' are well worth considering. 

Women's columns had started appear¬ 
ing in mainstream Hindi journals and 
women’s journals were becoming more 
topical, a sign that female readership was 
rccogni.sed. hut still as a .separate group 
with separate concerns. It was Chand. 
launched by the enterprising Ramrakh 
Singh Sahgal (IK96-19S2). that finally 
broke the mould of separate ‘stri-upyogi' 
literature, questioned the home-bound role 
of women and placed women’s issues at 
the core of svarajya,jusius .sociali.sts would 
do a decade later with peasants and the 
economic question. Its immediate .success 
proves it met an existing demand. (With 
IS.(M)0 copies, it wax the most popular 
monthly in Hindi.") 

So what did Chand do'.' It broke the 
boundaries ol la) 'what women should 
know' and (b) ‘what women should say'. 
In the first instance, it dedicated more 
space to news than any other women’s 
journal - more than most monthlies in 
fact. All soils of political, economic, social 
and historical topics were presented with 
no censorship of any kind: scattered among 
tips on hygiene, such seemingly 'neutral' 
information carried in fact a much wider 
and political education than could be 
achieved through schools by simply ex¬ 
posing women to information they would 
not encounter elsewhere. Implicit in this 
uncensored flow ot information was the 
idea - crucial to Habermas’s model - that 
exposure to information itself develops 
critical attitudes and political awareness 
by making issues public and the concern 
of each reader. 
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C/uiiu/carriedextensive newson women 
‘satyagrahis’ and women entering new 
profe.ssions or treading new paths, pre¬ 
senting it all as part of the same, irretiist- 
ible wave of women’s awakening. In the 
editorials the ideal of ’seva-dharma’, of 
'.service’, was taken up and redefined in 
terms that legitimised women’s access to 
ilie public sphere. '^Editorials also bluntly 
raised less palatable issues such as that of 
women’s economic dependence and pre¬ 
carious position in the family and sup¬ 
ported strongly the link between educa¬ 
tion and respectable employment. 

The other remarkable novelty introduced 
by Chand concerned 'what women could 
say'. Publicity was extended to other 
dimensions of women’s lives and espe¬ 
cially their emotional needs. Stri-upyogi 
literature and journals thus far had envis¬ 
aged women as totally self-sacrificing and 
focused exclusively on their duties and 
ideals. 

Of course, .stressing women’s ideals was 
a .strong plank from which to argue for 
their worth. Yet, by publishing letters and 
fictional 'true stories' Chand not only 
played a critical role but introduced the 
recognition of the individual's ‘right to 
feel'. Invariably defending the individual 
woman's weakness and feelings, this 
writing highlighted the shortcomings of 
a purely normative attitude and urged the 
renegotiation of social and family norms. 
1'he 'true stories’ of abandonment into 
destitution, sale of brides, polygamy, 
family corruption, unlegalised marriages 
and sexual relations belied the normative 
image of the ‘Aryan family’ - often boldly 
themalising the thin line between mar¬ 
riage and prostitution from the women’s 
point of view. In fascinating ways, these 
‘Irue stories' bridged the gap between 
serious and commercial fiction, from which 
they borrowed schemata and plots. 
Letters and first-person narratives intro¬ 
duced a sense of urgency and the powerful 
clement of personalisation: this meant that 
the reader was forced to come face to face 
with the cruelly widows experienced in 
the family (D Chakrabarty). 

fhe helplessness and commonality of 
the experience of Hindu widows became 
a metonymy for the condition of Indian 
women .n general. Personalisation also 
meant that these life stories legitimised 
women's voices, their right to suggest 
solutions to their own problems, a new 
sense of individual worth and emotional 
life, for example, the need for kin relations 
to be intrinsically affective. Thus, while 
male reformers concentrated on widow 
remarriage or appealed piously to families 
to treat widows humanely, women’s 


articles and testimonies spoke of a dif¬ 
ferent agenda: they insisted on the right 
to retain one's property and place in the 
family; on the n^ for respectable employ¬ 
ment and a place to stay; if ‘fallen’, to 
receive the same treatment as the male 
seducers or unlawful partners. 

In other words, Chand exemplifies the 
critical use of the journal as a space where 
a subordinate or marginali.sed 'epi.stemo- 
logical community’ could criticise estab¬ 
lished views and norms and construct 
knowledge collectively (Assiter). 

If to understand public us jati tended to 
naturalise definitions and frcc/e the pm- 
cess of public debate into a new status quo. 
new voices could exploit the i mplicit open- 
endednessof publicity to redefine the ha.sis 
of common .sense and the boundaries of 
the ‘public’. For example, ‘justice’ was 
intniduccd as a basic category by both 
women and peasants, and both posited the 
necessary connection between ‘svarajya’ 
and social change. Such a move required 
neverthclc.ss additional strategies: to para¬ 
phrase N.incy Fraser, when peasant lead¬ 
ers intervened in the public sphere they 
found that the overarching nationalist 'we' 
did not really reprc.sent them, and when 
they found a voice and words to express 
their thoughts they discovered they were 
not heard.'"* 

In other words, publicity itself proved 
not to be enough for ideas to become 
acceptable: if for example it was argued 
that it was not right to marry girls before 
puberty as common cu.stom maintained (at 
least fur the upper castes, the protagonists 
of the public sphere in north India), such 
an argument could do little against social 
pressure to do so until in.stilutions like 
girls’ schools, other pressures such as a 
desire tor educated wives and even mote 
radical alternatives such as women teach¬ 
ing. writing and taking part in the nation¬ 
alist movement, made the idea of marry¬ 
ing a girl after puberty sufficiently 'tame' 
to be accepted 

For this reason, cxtra-di.scursivc forces 
such as political mobilisation c.r institu¬ 
tional support hold exceptional impor¬ 
tance and arc often decisive in determin¬ 
ing access to. or exclusion from, the public 
sphere. To give another example, peasant 
leader Sahajanand discovered that the best 
way to press home the point of peasants' 
participation in the political struggle for 
svarajya was to hold massive rallies in 
which peasants could be physically ‘seen’ 
and feel their own strength. 

(d) Vehicles of Popular Opinion: Political 
dailies and weeklies such as Pratap 
(Kanpur 1920, ed G S Vidyarthi )Vartaman 
(Kanpur 1920 cd R Avasthi) Aj (Benares 
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1920, ed B V Pararkar), Sainik (Agra 
1925, ed K D Pali val) represent the fourth 
kind of periodical publication, deliberately 
moving beyond rclormist concerns. In fact, 
it was from these newspapers that the 
leadership and manpower for the Congress 
Socialist Party in UP emerged in the 1930s. 
Their move implied a different attitude to 
the public, no longer a middle class, 
paternalistic view ot the Hindi public but 
a conscious identification with the ‘com¬ 
mon people' (jama, sarvasadharan). 

If Madan Mohan Malaviya (1861-1946) 
had written in his weekly Ahhyuday: 

.lu.st like dawn announces sunrise, the birth 
[ol k-.idersl announces the future rise of 
the nui;on. It is they who first dream in 
their mimb the edifice of the nation and 
di\;>iii\ II in from of the general public 
('..avusadharan) drawing a picture of it 
with speeches and arlicies. And through 
their speeches and articles they forge 
whatever elements and strength arc needed 
to build that cditice.'^ 

now Baburao Vishnu Pararkar(1890-1955) 
reminded Hindi editors that their peculiar 
duty was to finti out how common people 
lived, the struggles they went through and 
mirror them in the newspapers: “Until we 
adopt the common people and turn our 
newspapers into their mirror we shall not 
progress and .serve the real (‘prakrif) 
nation” (as opposed to the ‘artificial', 
'kritrim'. one ot Anglo-Indian news¬ 
papers).''’ This move involved a set of 
shifts; (a) in suhiect matter, (b)in language 
and (c) in attitudes to the C?ongress and 
the political movement. 

(a) Firstly, news about peasants and 
workers started to feature regularly and 
extensively, much more so than in other 
moderate English and Hindi newspapers 
(like Ahlivtulav or the English-language 
Leader). Prani/i was especially involved 
in the Awadh peasant movement of 1920 
supporting peasants' grievances with 
arguments and taking side against the 
/.amindars. The editor and manager were 
taken to court and jailed in a famous libel 
case launched by the IcKal taluqdar. Both 
Pratap and Vartanian were active on trade 
unions issues in Kanpur. 

(b) Secondly, there was a shift in lan¬ 
guage; far from the neutral, impersonal 
and sober language of Saraxvati, the 
language of these newspapers was much 
closer to colloquial speech; syntactically 
simpler, it made frequent use of idiomatic 
expressions. u.scd few Sanskrit loanwords 
and more words in current use. not exclud¬ 
ing those ot Perso-Arabic origin. 

(c) Finally, making people, the sarva¬ 
sadharan. the locus of authority brought 
several other implications for attitudes 
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towards the politics of the nationalist 
movement. If the Congress were really the 
“voice of the whole of India” as it claimed 
to be, “now those doors must be open 
which for some rea.son have been Impt 
closed so far" wrote Ganesh Shankar 
Vidyarthi (1890-1931) in 1915: 

Now the time has come for our political 
ideology and our movement not to be 
restricted to the English-educated and to 
spread among the common people 
C.samanya janta‘), and for Indian public 
opinion (‘lokmat') to be not the opinion 
of those few educated individuals but to 
mirror the thoughts of ail the classes of 
the country. When wc agitate for svarajya 
we .should not forget the principle of a 
famous political thinker that democratic 
rule is actually the rule of public opinion. 

This espousal of the janta carried also a 
structural critique of constitutional politics. 
Popular opinion was rightly against the 
legislative council, wrote Sainik editor 
.Shrikrishna Datt Pali val (1895-1968) in 
1936: 

The council.s are temples of 'maya' be¬ 
cause ostensibly they arc there to help 
people rule and to hand the strings of 
power over to their representatives, but 
actually (pratyaks mein) they fulfill the 
interests of the niling and capitalist classes! 
The whole electoral procedure is a de¬ 
monic 'maya* (‘raksasi maya') from the 
beginning to the end...In the councils and 
assemblies one meets power and wealth 
face to face (and] the rulers' rights are kept 
safe in a temple where (people's] repre¬ 
sentatives are denied entry. Just like un¬ 
touchables."* 

The shift of the Hindi political press 
I ram being ‘journals of ideas’ for the 
educated few to newspapers rcdecti ng and 
repre.senling the ‘sadharan samaj' is re¬ 
vealing of a point 1 would like to make 
later and that is crucial to my understand¬ 
ing ot the Hindi public sphere: it was 
nationaliiim. particularly nationalist cam¬ 
paigns, that brought together the world of 
the literate elites and of the ‘common 
people’ and lent them an apparent unity. 

In the Hindi press wc found both nor¬ 
mative and critical attitudes to the public. 
In the first case the journal was used as 
a way to transmit ideas and ‘display the 
blueprint of the nation' to a public that 
needed to be educated. Ideas and norms, 
whether about language or about society, 
were presented as issuing from an already 
cstabli.shcd consensus. Debate, di.s.sent and 
diversity were devalued as ‘confusion' 
and easily termed ‘un-Indian'. In the second 
case, newspapers were used as a forum for 
debate open, theoretically, to all. New 
voices were not only allowed to raise 


issues concerning them as public issues, 
but were invited to do so iti order to 
become pan of the overall Hindi public. 
While in the first case editors favoured the 
strategy of putting prc.ssurc on colonial, 
institutions (constitutional politics), in the 
second case editors emphasised direct 
panicipation and the accountability of 
leaders to the public they represented. The 
present age was acknowledged as the age 
of the masses and called the ‘kisan yug,‘. 
In this perspective, svarajya had no mean¬ 
ing without social change. 

IV 

Normative Institutions 

This brings us back to our initial ques¬ 
tion: if the Hindi scene ol the 1920s and 
1930s was so strongly marked by populist 
tendencies, critical voices and open debate, 
how did the Sanskritised Hindi of Baide v ‘s 
letter prevail? Once again we have to turn 
to institutional spaces, this time u.s.socia- 
tions and education. For the gradual ex¬ 
pansion of polite or '.shuddh' (pure) Hindi 
as public language, and also ol the nor¬ 
mative views of language and literature, 
took place thanks to education and literary 
associations. They were also closely re¬ 
lated in terms ol manpower and of cultural 
attitudes.*It is u.seful therefore to dwell a 
bit on the dynamics that made them norma¬ 
tive institutions and successful ones. uhi. 
Associations: The Nagari Pracharini 
.Sabha (1893) of Benares i.s undoubtedly 
the most impressive example of voluntary 
association and of what one such body 
could achieve in the framew ork of colonial 
rule. Established by a handl ul of college 
students with no money of their own. it 
grew with some government support and 
.some patronage from the community, but 
mostly on the .strength of its own activities. 
These were all 'canon-building' activities: 
the aim. to establish shuddh Hindi as the 
public language of the region, to fill the 
bhandar of Hindi with suitable hooks, and 
to draw up a canon of the Hindi literary 
tradition. 

Established at the time ol the Hindi- 
Urdu controversy, the Sabha bore the murk 
of the exclusivist discourse ol the time, 
as its view of the unbroken tradition of 
'Hindi', inclusive of all literary and re¬ 
gional varieties, amply shows. According 
to one of the first statements of the Sabha, 
Hindi had existed since the 1 Ith century, 
but its further progrc.s.s wa.s prevented 
by the Mu.slim invasion of India and the 
creation of Persian-mixed Hindi, i c. Urdu. 
Hindi's survival strength was evident 
in the fact that even Muslim rulers had 
patronised Hindi poetry, while Sanskrit 
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remained the most important language of 
prose.*’ 

All the Sabha activities gave substance 
to this view; the compilation of a monu¬ 
mental dictionary, the search for and 
cataloguing of old Hindi manuscripts 
throughout north India, the critical edi¬ 
tions of Hindi ‘classics' and lesser-known 
historical manuscripts; the many series of 
‘suitable* books for adults, boys and girls; 
the distribution of endowed prizes; the 
large public library, a scholarly journal, 
lectures, etc. All contributed to the canon- 
and character-building vision. The pool of 
scholars lhc.se activities drew together 
effectively shaped the Hindi literary tra¬ 
dition as we know it now and spread the 
Sabha’s normative view on language and 
literature through innumerable textbooks 
and anthologies. 

It is interesting to note the Sabha's 
attitude toward the colonial government; 
it was one of co-operation and pressure 
(as rcprc-scntativc of the ‘Hindi commu¬ 
nity’ ). The Sabha’s idiom of progress and 
scientific work was quite effective in 
securing government patronage, particu¬ 
larly thanks to the presence of pro-Hindi 
officers in the education department. In 
turn, official patronage and financial 
.support enhanced the authority of the Sabha 
in the community and the literary sphere. 
It was this in.stitutional and ostensibly 
‘neutral’ patronage, with set rules and 
judging committees, that the Sabha started 
to reproduce with its annual li.sts of the 
best books and by awarding literary prizes. 
In this way the us.sociation became a seat 
of recognition and its active members 
became ‘literary experts*. And when the 
first Hindi department was founded at 
Benares Hindu University, it was the 
scholars from the Sabha who were called 
to man it (Ramchandra Shukla, Bhagvan 
Din and the tbunder. Shyam Sundar Das). 
This new institutional position further 
enhanced their authority. 

Education: Education was perhaps the 
most succcsslul area of influence of Hindi 
intellectuals and it is remarkable how 
they were able to capture this key 
instrument in the transmission of culture 
already in colonial times. The teaching 
and textbooks of language and literature 
transmitted not only the canon developed 
by the literary associations, but also the 
.social relations embedded in the ‘shuddh’ 
language that was chosen. 

Hindi intellectuals were keenly aware 
of the importance of education both as an 
institutional and as a di.scursive space. By 
institutional space 1 mean here the space 
schools occupied and created; the often 
imposing building, the space for public 


interaction - for girls often the first one 
outside the home. Schools were often 
centres of local literary and political 
activity, visited by national leaders and 
leading poets, and the classroom allowed 
a space for politicisation outside the 
colonial curriculum. Schools hosted the 
institutional figure of the teacher and head¬ 
master, both important professional 
avenues for Hindi intellectuals. They also 
created, through the students, an impor¬ 
tant section of the modern Hindi reading 
public. But education was also important 
as a discursive space; it was a way in 
which ideas and perceptions about 
society, modernity, culture and the ‘dif¬ 
ference* between India and the west were 
spelt out. 

Thus colonial intellectuals, in Hindi as 
cLsewhere. invested classroom practices 
with a grand national(i$t) agenda: ‘national 
education’ - one standard for all - was 
to lift Indians out of their backward state 
to a rank equal to that of the mo.st advanced 
countries in the world. According to Hindi 
intellectuals. Hindi had an ‘advantage’ 
over English here as it was ideally placed 
to spread modern ideas and Indian 
cultural identity. The textbook especially 
came to be seen as a primary tool to instil 
this common ‘national’ identity and feel¬ 
ings of duty towards the motherland. 
Practically, too, for lack of other reading 
material for both teachers and students, 
textbooks were the only books available 
for Hindi-medium education. And since 
Hindi literati became almost solely respon¬ 
sible for the production of Hindi text- 
h(K)ks. it is their choice of language and 
of materials that we find in the textbooks. 

In them we find the same ambiguity in 
the discourse of Hindi: Hindi was flaunted 
us language of mass education (and the 
antithesis of English) but the Hindi actually 
u.sed in textbooks was the polite ‘high’ 
language of literary journals like Sarasvati, 

I ram which textbooks and anthologies 
drew substantial material. Thus ‘tadbhava’ 
words (words of .Sanskrit origin but pho¬ 
netically modified through the ages) were 
.systematically replaced by Sanskrit 
loanwords (given in bold below) and ‘for¬ 
eign’ (i e, Perso-Arabic) words avoided 
as much as possible. The result was a 
peculiar language whose cultural and caste 
markers appear just below the surface: 

aft w ft aa ^ aift ftamt ^ 

zi zjppi 'at 4[|)( art aai iftpr 

aft ft apj«n ttm-.w OTt 

inra fta asm ft ann atai i 

As soon as night descends all animals 
and birds rest. It is not proper for us to 
stay awake too long into the night either, 


lest the next day we delay getting up in 
the morning and ouractivity isimpeded. 
Therefore go to sleep before ten o’clock 
at night.^ 

ftt k in 4 

ips "ft ttnm 4 aspi 

•tftft uprtt ft uatfdl ft wi ^ kl 
ftnt ki ?wft ^ eransn w 
TU ’zint ft 5tftl mwt 'iHiw 'ei 
^ eft 5tft ftiiti 

flwrif wpi inft 4 mjin put 
ftftz >rft eift ft siw'ii ft 'tm-iwopn 

-iW 

i«n ^ iftt vn ki 

The goddess Sarasvati is fortunate, for 
she dwells like a swan in the blissful and 
profound lake of the mind ot such great 
souls and experiences the joy of being in 
contact with their lotus-like faces. 

The Ganges is unique. It has no place fur 
great desires or passions; tumultuous 
thoughts cannot enter here. 

Brahmins are the leaders of the Hindu 
community; undoubtedly many nt them 
have stopped studying, but this is a con¬ 
sequence of the times. Their authority is 
undiminished.^* 

In textbooks this language acquired a 
peculiar stamp of authority. The ability to 
u.seand translate from such language ‘into 
your own’ became the hallmark of pro¬ 
ficiency in Hindi and a shorthand for 
proficiency at court. Learning Hindi 
became an exercise in translation (exami¬ 
nation papers say - even now - ‘say in 
your own words’). This choice of lan¬ 
guage for education had .several important 
implications, cultural, social and political. 
Did the forced exercise in translation 
required by Hindi textbooks and exami¬ 
nations mean that the language spoken at 
home was ‘wrong’ (P Agraval). For one 
thing, as Krishna Kumar has argued, the 
tendency toward syntactic complexity and 
Sanskritised vocabulary “strengthened the 
reproductive role of education. Only 
children of upper-caste background could 
feel at home in a school culture where the 
language was so re.stricti ve.’’^‘ The repro¬ 
duction of cultural values and social re¬ 
lations embedded in language could be quite 
apparent, as the second passage shows. 

As Veena Naregal has argued, this 
educational ‘samskara’ was significant not 
only for those who acquired it (placing 
them in a continuum with, and yet in a 
subordinate position to, English). It was 
even more significant for those who were 
deprived of it, despite all the declarations 
of universal access to education. For now 
the lack of education and of its visible 
markers in terms of dress, language and 
manner came to mean exclusion from the 
liberal projectofthecolonial state, placing 
the subject instead at the receiving end of 



the stale s idiom ot torce (Kaviraj). Lack 
of education thus vinually amounted to 
a lack of political rights. It also meant 
exclusion from the Indian public sphere 
and the need for intermediaries who would 
translate, as in the ease of Baldev's letter, 
the idiom of the jati and of the state into 
something more l(x:al and accessible. 

The success in spreading shuddh Hindi 
through education was therefore dense 
with important and discriminatory conse¬ 
quences. during the nationalist movement 
and after independence. As Knshna Kumar 
has remarked, Hindi education became 
a 'secret dexir' through which cultural 
nationalism entered ihc colonial system, 
but it also imposed a rigid lingui.stic and 
cultural ideal - the public self-represent¬ 
ation - that was to survive in independent 
India. 

V 

The 'Other' Hindi 

The reality of mass illiteracy alone is 
enough to raise serious questions regard¬ 
ing the impact of both normative and 
critical attitudes in the Hindi public sphere: 
the journals and textbooks wc have been 
talking about were part of the experience 
of a relatively limited section of north 
Indian society. If English was the cultural 
and political language ol a thin upper 
cru.st. shuddh Hindi was the language ol 
another elite. Still, the question needs to 
be asked- What was the impact ? 

Even a cursory kxik at the Catalogues 
of Piihlicutions recording systematically 
publications registered from 1867 onwards 
offers some interesting insights. If we take 
the volume of publications in Hindi as an 
index and take into account indicators 
such as price and prmt-nms. wc see that 
throughout the period until 1^)40 semi- 
oral genres ot religious and secular nature 
such as 'bhajan'. /?n/tiuva/mcompilations, 
seasonal songs, ghazal’. versions of the 
Alha epic, qissa' and ‘samgit’ form the 
great maiority of publications. This attests 
not only to the continuing popularity of 
oral fonns in pnnt. but also a u.se of print 
beyond the pale ol the normative project 
and largely mdilterent to new literary 
tastes. 

,Sy, while texts ol the courtly and de¬ 
votional Brai Bhasha literary culture were 
upheld as classics in expurgated .students' 
editions, erotic songs in Braj Bhasha and 
various versions of Khari Boli circulated 
widely in the market-place for a few 
annas. Educational books were the fa.stc.st- 
expanding branch of Hindi publications 
but as late as 193.^ educational titles 
amounted to less than one-llfth of those 


ol popular songs and dramas. Among new 
literary works, only those of overt nation¬ 
alist sentiments normally went tlirough 
more than one print-run. The picture that 
emerges is one divided between a rela¬ 
tively small readership for new literary 
works and joumals, a substantial propor¬ 
tion acquiring through textbooks the 
necessary linguistic and literary samskara, 
and an overwhelming majority reading 
religious or entertaining publications in 
non-standard Hindi.^-'' 

Besides, the popular market shows also 
a more direct kind of public intervention 
to address the public beyond that of the 
highly literate lew: I am talking here of 
pamphlets (in prose or verse) printed 
directly by the author in order to comment 
on topical issues, a growing phenomenon 
in the 1920s and 1930s. The Sharda Act. 
and especially the Civil Di.sobedience 
movement of 1930. had popular play¬ 
wrights and printers, as well as private 
citizens, pouring their own views into 
print in the form of nationalist bhajan, 
kajli, alha, samgit. etc. in huge numbers 
of titles and copies. This trend supports 
the well-known fact of increasing mass 
politicisation, but it also suggests an 
important point forthe Hindi public .sphere. 

Nationalism, and especially national¬ 
ism in its non-parliamentary. expansive 
lorm. was the jellying factor that brought 
the different sections of society together. 
'Ihc fact that nationalist poems appeared 
m all levels of the Hindi press and in 
textbooks and were acclaimed at poetry- 
meetings. that nationalist short stories were 
published and distributed like pamphlets 
(c g, Premchand's Sanuir-yalra. 1930), 
that popular poets and playwrights pro¬ 
duced their own versions of topical event.s, 
and that local poets published nationalist 
allegories at lhcirowncxpcn.se all produced 
an overlap that gave a mistaken impres¬ 
sion of unity. Poets and writers really 
believed that they were the seers, the 
vanguard of the whole society; journals 
believed they were the expression of public 
opinion in its entirety; critics and scholars 
believed that, despite the unruly crowds, 
their project would extend to all; and even 
marginal subjects believed they were 
equally members of the public of svarajya. 

But the overlap and the picture of unity 
- still present in nationalist historiogra¬ 
phy - starts to show cracks and tensions 
when we pay enough attention to the 
mechani.sms of cultural transmission and 
to the tensions arising even within the 
Hindi literary sphere - tensions that have 
to do with the conflict between normative 
and critical attitudes, with conllicts of 
authority, with the .structural divisions 


within the reading public and so on. 

VI 

Epilogue 

What did they mean by public? In the 
course of the article I have tried to discuss 
the various uses of public and to 
problcmatise the 'they', l(x>. For, if the 
concept of public - whether jantaa 
sarvasadharan or jati - suggested an open- 
endedness. a unity and a principle of general 
validity that were not there before, it 
awakened different responses in the Hindi 
literati who wrote and thought about it. 
For some the open-endedness reminded 
them Erst of all of their duty, which was 
to lay down general principles and norms 
that would be valid and should be fol¬ 
lowed by all. and then do their best to try 
and enforce them with their unofficial 
authority. What they lay down was an 
ideal, a positive self-representation ol the 
jati, and everything was evaluated accord¬ 
ing to these criteria and termed cither 
'Indian' or 'un-Indian'. For others, public 
meant writing off old rules and beliefs and 
treading new paths; where to was often 
not clear, but they were guided by a greal 
faith in the intrinsic value of the process. 

In the case of Hindi language and 
litcratuir. the normative attitude had a 
more limited but continuous impact and 
held crucial nodes of transmission (c g. 
education). The critical attitude had greater 
momentum, was very important for certain 
subjects, and at times seemed overpower¬ 
ing but was ultimately divided and insti¬ 
tutionally 'weak'. The success of consti¬ 
tutional politics after 1937 buttressed the 
success of the normative view of Hindi. 
The space left Ibrcritical and popular voices 
was marginal, and decreased after the 
movement was over. There was. to be .sure, 
critical space left in journals, in the literary 
sphere (and in pockets ol radical politics), 
but the impact on the generai population 
was, wc have seen, pretiy limited. 

Hindi, which had the potenriai ol be¬ 
coming the new unilying language ot a 
new. more popular and inclusive under¬ 
standing of the public, failed to do so. The 
ostensibly neutral, normative language that 
prevailed was an exclusivisi language 
which embedded hierarchical .social and 
caste relations. Does this ‘lailurc' of the 
language reflect a larger failure at social 
integration despite the aiiainment of po¬ 
litical democracy and a certain amount of 
social change and mobility ? Even in po.st- 
indcpendencc India we find that critical 
(.subaltern) voices could not determine the 
co-ordinates ol the public in Hindi: ca.stc. 
economic relations, patriarchy, personal 
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authority remained, until recently, outside 
the purview of public. 

Even within the literary sphere, the 
normative attitude of professors and text¬ 
books undercut the critical (and political) 
potential of literature and the independent 
authority of writers; an Italian proverb 
says that at night ail cats are grey: in the 
classroom, writers lost their distinctive 
colours. This may explain the apparent 
paradox of a very imaginative, very criti¬ 
cal and often very political literature 
and conversely a culturally conservative 
language and an establishment endlessly 
feeding on talks of 'Bhartiya samskriti'. 
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Feminism and the Poiitics of Resistance 

A discernible recent shift in feminist politics is from the representation 
of women's victimisation to that of their resistance. This is based on the 
belief that women’s resistance to oppression not only is truer to the facts 
of their situation, but that its recognition offers more emancipatory 
possibilities for women’s struggles. 

This special issue is a call to open up the debate. At the reflexive level, 
we may want to ask; how do we understand the poiitics of this desire 
to construe gendered subaltern resistance in the actions of women? 
What, on the other hand, are the implications of affirming that ‘the 
subaltern cannot speak’? Some of the broader questions that frame this 
debate are; what constitutes resistance? 

In ‘reading’ resistance, do we privilege the intentionality or the effect of 
actions? How far is resistance (merely) the space of socially sanctioned 
licence? Is resistance only reactive to domination, or caught up in a 
Foucauldian micropolitics of power? Specifically for feminist politics; what 
are the sites of women’s struggles and their context, what is the political 
potential of popular symbols of female power: goddess figures, women 
leaders, motherhood, shakti, female vigilantes? Papers that address 
these and related questions, in a variety of feminist contexts, are invited. 
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Is Import Liberalisation Hurling Domestic 
Industry and Employment? 

R G Nambiar 
B L Mungekar 
G A Tadas 

Theory says that freer trade encoaraf’es economic activity and hence raises production and employment. 
Is this true in the Indian case? This article examines statistical evidence to answer this question. It finds 
that since liheralisation, trade has .shrunk India’s manufacturing base both in terms of value addition and 
employment. The intermediate and capital goods industries have suffered more. Manufacturing is also shifting 
from high-skilled and capital intensive production to low-skilled and labour intensive production. Existing 
wage disparity between skilled and unskilled workers has worsened. 


INDIAN corporate leaders have been 
sounding alarm hells over (he alleged 
harmful effects of international competi¬ 
tion. 'India lor Indians first'. *we should 
have opened the Indian economy for Indian 
businessmen and then invited foreigners', 
‘strengthen Indian indu.siry first, and then 
invite MNCs' are some of the typical 
comments appearing in dailies and week¬ 
lies. Many contend that they do not have 
a level playing field'. International play¬ 
ers have supei ior technology and financial 
muscle; and they will destroy Indian 
manulacturing industry. India may even¬ 
tually become a nation ol fanr products 
and services. Is this reasoning correct? Is 
international trade responsible for crip¬ 
pling India's manufacturing industry? 
What about other lactors such as adecline 
in the share of manuiactured products in 
consumei spending, presence of cyclical 
conditions both at home and abniad and 
changes in exchange rates. The choice of 
appropriate policies depends crucially on 
our ability toevaluate the relative impacts 
of these various lactors. A full investiga¬ 
tion of all these factors is not attempted 
here. The rate and pattern of India’s in¬ 
dustrial growth has been a subject of debate 
[Ahluwalia IWI: Chandrasekhar 108X; 
Kelkar and Kumar IWO: Nagaraj 1990; 
N.i>>.ii IU9t. Veogi and Ghosh 19981. 
We decided to examine some of the more 
important empirical evidence that has a 
hearing on the trade-industry relationship. 
To that proximate goal, we began to 
a.sscmbic relevant source materials. Based 
on our initial exploration, some prelimi¬ 
nary findings were reported in this weekly 
INambiar and Todas 1994]. However, 
this enquiry could not be extended to the 
1990.S becausi' of paucity of relevant data. 
Having secured that information we now 
attempt a longer historical review. 

The evidence, it is argued below, further 
confirms our earlier observation that trade 
is the root cause for crippling domestic 


industries. The worst hit is the capital 
goods or the machine-building industry. 
I'his industry has a crucial role to play in 
the indu.strialisation of any economy, and 
(he speed and nature of its development 
arc particularly important in an economy 
such as India. Viewed from (his angle, the 
erosion ol capital goixls industry marks 
the erosion of India's industrial base. 

The plan of the article is as follows. In 
Section I wc review some key macro- 
economic data to find whether there is a 
prima facie case of trade forcing a struc¬ 
tural change in the Indian indu.stry. Then 
in Section II. we provide the methodo¬ 
logical framework and the data sources 
for quantifying the effects of trade. In 
Section ni.wcprescntuurcmpirical rc.sults. 
Some evidence on the role of trade in wage 
inequalities is presented in Section IV. 
I hc last section summarises our findings. 

I 

Key Macro-Economic Indicators 

The chart shows the periodic move¬ 
ments in key macro-economic indicators. 
In broad terms, the concern over trade 
competition originates from the confluence 
of several trends .shown in the chart. First, 
oKserve the movements of the share of 
manufacturing GDP to total GDP. The 
indications are that the share of manufac¬ 
turing GDP has remained almost constant 
over the past five years: 14 per cent in 
1970-71 and 21 per cent in 1990-91. Since 
tlien there are no signs of recovery, except 
III 1995-96. Second, the relative decline of 
manufacturing sector is even more pro¬ 
nounced when viewed fmm the employ¬ 
ment side than from the output side. Thus, 
(he .share of manufacturing in total non- 
agriculturai employment fell from 29 
per cent in 1970-71 to 24 per cent in 
1995-96. The poor and declining labour 
absorption capacity of the Indian industry 
III general and of the manufacturing sector 
III parti-cular has received much attention 


in the literature [Ahluwalia 1991; Nagaraj 
1994: World Bank 1989; Lucas I988| 
Third, manufactured imports record con- 
si.stent rise. Its share in total GDP ha^ 
moved up from 2 per cent in 1970-71 tc 
10 per cent in 1995-96. Instead, if one 
looks at the weight of manufacturing 
imports in manufacturing GDP. then the 
rise is from 1 ^ to 45 per cent. Fourth, the 
rising import intensity of domestic manu¬ 
facturing has hud strong implications toi 
India’s trade balance. This can he seen 
from the net trade to GDP ratio. Thus, the 
proportion of net manuf actured imports tc 
total GifP (manufactured imports less 
manufactured exports) moved up from 
t-)0.l pcrcentin 1970-71 io3.7perccnt 
in 1995-96. This rise becomes more pro¬ 
nounced if we look at tnantifacturing 
imports as a proportion of manuracturing 
GDP. This latter indicator is seen to have 
moved up from (-)0.5 pci cent in 1970- 
71 to 16.7 percent in 1995-96. 

Some more details on shifts in the struc¬ 
ture of India's manufactures trade would 
be in order. The data is based on C.Sf; 
(various years). Manufacturing sectors arc 
classified by end-use categories (Appen¬ 
dix Table). From 1978-79 to 1989-90. 
India’s manufacturing export basket 
contained nearly 50 per cent ol inter¬ 
mediate and capital goods. .Since 1991 -92 
however, consumer goods exports pre¬ 
dominated India’s manufactures exports, 
the proportion of which increased from 
50.6 per cent in 1989-90 to 72.5 per cent 
in 1996-97 (Table I). The share of inter¬ 
mediate goods in total manufacturing 
exports, on the other hand, declined from 
38.5 percent in 1989-90 to 12.6 percent 
in 1996-97. On the import side, what 
one notices is growing predominance ol 
capital gixKis. The proportion of capital 
goods in total manufacturing imports 
increased from 36.6 per cent in 1978-79 
to a high of 62 (ler cent in 1996-97. Looking 
at another way of classification ba.sed 
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Chart. MAmiFACniRiNu GDP. EMPLovMiiNT, '^Aoii in Total GOP/Employment (Per Cent) 

Manofactufing Employmeiit to Total 
Non-Agrioiltural Employment 
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on production characteristics, it is of 
interest to note that the proportion of hi- 
tech and labour intensive manufactures in 
total manufacturing exports tended to 
increa.\c between 1978-79 and 1996-97. 
The shaie ol hi-tech exports incrca.scd 
Irom 1.^ percent in 1978-79 to31 percent 
in 1991-92, which, however, fell to 25 per 
cent in 1996-97. The proportion of labour 
intensive exports in total tnanufactures 
exports increased from 9 per cent in 
1978-79 to 13 per cent in 1991-92 and 
further to 34 per cent in 1996-97. The 
weightage of resource intensive exports 


in total manufacturing exports con¬ 
sequently declined from 68 per cent in 
1978-79 to 37 per cent in 1996-97. Capital 
inien.sivc exports also suffered a net loss 
in Ihcir relative weightage in total manu¬ 
facturing exports between 1978-79 and 
1996-97. On the import side, hi-tech 
i mports witnessed significant shifts-their 
share in total manufacturing imports in- 
ireased from 26 per cent in 1978-79 to 
61 per cent in 1996-97. 

Admittedly, these macro-economic 
iiends could only furnish rough indicators 
of patterns of structural shifts in India's 


trade and industry. The key question is 
whetherbnecan relate these various trends 
to each other, and in a systematic way. In 
what follows an attempt is made to cor¬ 
relate some of these shifts in certain 
quantitative terms. 

II 

Method, Data and Reference Period 

Methodology. A separation of the effects 
on the economy of foreign trade and 
domestic forces begins with the identity: 

P = U + X-M ...tl) 

where P stands for production of goods; 
U, domestic u.se (consumption, govern¬ 
ment purcha.ses, and investment including 
inventories); X, exports; and M. imports. 

Using this identity and data on total 
production, exports and imports, any 
change in production can be decompo.sed 
into change due to domestic use and change 
due to foreign trade balance. But. to es¬ 
timate the impact of a change in one of 
the right hand side variables, say exports 
or imports, on production of individual 
domestic industries, the induced effect of 
that change mu.st be estimated. For in¬ 
stance, when a pair ol footwear is ex¬ 
ported, the induced effect ol that change 
can be expected on a wide variety of other 
indu.stries that supply inputs - leather, 
rubber, plitstics, nails, glue, thread, fuel, 
electricity, tran.sport. and so on. Similarly, 
when an import, say a machine replaces 
a domestic product, it reduces not only the 
activity of the concerned industry but also 
the activities of all these industries which 
supply inputs - .steel, aluminium, copper, 
chemicals and so forth. In some cases, the 
induced effect even changes the allocation 
of total value added between domestic and 
foreign i.ources. For instance, an increase 
in the exports of machine tools will require 
an increase in imports of special steel as 
raw material, .so that the net effect on total 
domestic prtxiuction is less than the value 
of exports A complete accounting of the 
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impact oi' trade should therefore incorpo' 
rate both the direct and indirect efiects. 

In order to capture this total effect, vye 
use input-output table for India. As a Hrst 
step, wc calculate labour/output ratio (i e, 
labour requirements per one rupee worth 
of output) for each sector. Then, the direct 
and indirect labour lequirements for do¬ 
mestic use. exports and impoits are sepa¬ 
rately derived as follows: 

LU = K (I - A)-’ U ...(2) 

LE = K (I - A)-' E ...(3) 

LM = K (1 - A)-' M ...(4) 

where K is a row vector of labour co¬ 
efficients. (I - A )•' is the Leontief inverse, 
E is a column vector of exports, M is a 
column vector of imports, and U is a 
column vector of domestic use. LE is the 
direct and indirect employment assiKiated 
with exports. LM is the employment 
displaced by the competing imports; and 
LIJ is the employment attributable to 
domestic use In a .similar fashion, esti¬ 
mates are made of the total value added 
in each industry that could be related to 
domestic u.se. exports, and imports. 

Within the Iramework di.scussed above, 
estimates of the effect on value added and 
employment m the manufacturing .sector 
that IS attributable to trade and domestic 
use arc made for 1^78-79. 1983-84. 
1989-90. 1991 -92 and 1996-97. All val¬ 
ues are at 1983-84 prices. 

Data sources'. The data needed for the 
study n'late mainly totwo things: (a)input- 
output transaction table which will give 
data relating to intermediate consump¬ 
tion. final consumption, gross output and 
value added, (h) employment data forcal- 
culating sectorwise labour-output ratios. 

(a) Input-output tables for India are 
available for 1978-79. 198.3-84. 1989-90 
and 1991-92. Using these tables the es¬ 
timates of net effects of trade on value 
added and employment are worked out for 
manufacturing sectors of the input-output 
transaction matrix. All the tables except 
for 1991 -92 are drawn from the data base 
of Central Statistical Organisation [CSO 
various years]. The one for 1991-92 is 
supplied by the Technical Note to the 
Eighth Five-Year Plan, Perspective Plan¬ 
ning Division, Planning Commission, and 
differ somewhat from the CSO table as far 
as the sectoral classification is concerned. 
At the time of writing no input-output 
table was available for a more recent year, 
say 1995-96, or 1996-97. At the same 
time, we wanted to include a more recent 
year to evaluate the impact of reforms. 
That meant reworking especially the final 
demand vector for a more recent year. 


Instead, we have used the Technical Note 
to the Eighth Five-Year Plan which gives 
sectorwise projections of final demand for 
1996-97. C^ainly, this error of using a 
projected data would be reflected here. 
But we doubt that the eiror component is 
large enough to alter the main findings. 

(b) Employment data for ther manufac¬ 
turing sector is taken from the Annual 
Survey Industries, CSO; for agriculture 
Irom the Census of India for mining from 
Statistical Abstract of India, CSO; and for 
the service sector from Economic Survey, 
Ministry of Finance. 

Heference Period: TTie reference period 
lor the analysis is the peritxl from the late 
1970s to the year 1996-97 for which data 
was readily at hand. The period appears 
to be the most relevant sample for inves¬ 
tigating the alleged bias of trade against 
native industry because this is roughly the 
lime when India's policy-makers began to 
.shift domestic economy from a highly 
regulated, inward-oriented regime to an 
open, outward-oriented regime. Initial 
steps in this direction were taken by both 
the Janata government (1977-80), and by 
the Congress government (1980-84). But 
it was from late 1984 that substantial 
changes started. Propelling these changes 
v'cre two major campaigns. The first 
campaign started in 1984 when the late 
Rajiv Gandhi came to power. He pushed 
a .series of domestic economic reforms - 
exemption of certain industries from 
MRTP system and raising of investment 


threshold for others, broadbanding of 
industrial licences, etc. The .second cam¬ 
paign was initiated by P V Narasimha Rao 
in 1991. who pushed the reforms to the 
external sector. This latter campaign con¬ 
tinues still as a defining feature of modem 
Indian economic policy. Now, gi ven these 
radical changes in the Indian economy, 
enough experience has already accumu¬ 
lated to make it possible to assess the 
relMive roles of trade and other factors in 
.structural shifts in Indian industry. 
Assumptions/Umitat'wns: The following 
assumptions will be maintained through¬ 
out the article. 

(1) The analysis assumes no change in 
input-output requirements over time and 
no sub.stitutionpossibilitiesainong inputs. 
This assumption is maintained because 
the input-output tran.saction matrix of 
1983-84 is used fur calculating the direct 
and indirect requirements for 1978-79, 
1983-84 and 1988-89. and the matrix of 
1991-92 is u.sed for making estimates of 
both that year as well a.s 1996-97. 

(2) It assumes that final demand always 
substitutes between particular i mports and 
output of domestic industry which manu¬ 
factures seemingly similar products rather 
than products of some other industry. 

(3) It allows for no differences in pro¬ 
ductivity growth between exports and 
domestic use. 

(4) This is an exercise with ex post data 
rather than a simulation with u lull scale 
behavioural model. That is to say. these 


Table 2; DisTRiRirnuN of Value Aoneo and Employment in Indian Manufaitumno 


linpuci as per 

1978-79 

1983-84 

1989-90 

1991-92 

1996-97 

Vulue added al I98.3-H4 prices 

(Rs in million) 

243229.3 

30.3968.5 

528407 0 

916022 3 

804805 8 

Foreign trade 

739..“) 

-11283,7 

-29324.7 

-150689.8 

-48431.4 

Exporis 

37.S15.9 

30935.4 

72295.0 

129201.6 

2.36681.3 

Iniportii 

.36776,4 

42219.1 

101619.7 

279891 4 

285112 7 

Domestic use 

242489.8 

31.5252,2 

5.57731.7 

1066710 0 

853237.1 

Employment (number in million) 

14 903 

10.198 

7.252 

4.234 

2.881 

Foreign triule 

0.306 

-0.277 

-0 370 

-0.100 

-<).I20 

Exports 

2.146 

1.015 

0 786 

0.468 

0..591 

Imports 

1.840 

1.292 

1.156 

0.568 

0 471 

Domestic use 

I4..S97 

10 475 

7.622 

4.334 

2 760 

Percentage due to exports 

Value added 

1.S.42 

10.18 

13 68 

14 10 

29 40 

Employment 

14.39 

9.95 

8.89 

11 00 

20 00 

Percentage due to imports 

Value added 

-15.12 

-1.3.89 

- 19,23 

-22 .56 

-35 42 

Employment 

-12.35 

-12 67 

-II 14 

-13 42 
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Table .3. Disiribution of Valuf Added and Employment by End-Use Classification 

{Pet cent) 


Category 


Valued Added 



Employ ineni 


1978- 

198.3- 

1989- 

1991- 

1996- 

1978- 

1983- 

1989- 

1991- 

1996 


79 

84 

90 

92 

97 

79 

84 

90 

92 

97 

t unsumcr goods 

52 

55 

61 

69 

77 

62 

64 

66 

86 

88 

liilenncdiaie goods 

21 

18 

16 

X 

6 

15 

14 

IK 

s 

5 

Capital goods 

27 

27 

23 

23 

16 

23 

22 

16 

8 
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estimates of the ‘contributions’ of each 
component, which in a definitional sense 
can be decomposed into expons, impoits 
and domestic use. are not estimates of 
causality. It neither explains why the 
configurations occurred, nor accounts for 
possible behavioural interactions among 
endogenous variables. 

Subject to several of these assumptions 
and their limitation, this exercise is a first 
step in providing an indication of the 
order of magnitude of the effects of trade 
vis-a-vIs dome.stic use on value added and 
employment. 

Ill 

Data Analysis 

The employment and value added due 
to trade and domestic use for manufactur¬ 
ing industries as a whole are displayed in 
Table 2. In l‘>78-79. value added related 
to manutacturing exports was 15.42 per 
cent of overall value added in manufactur¬ 
ing. while pnxiuction of these goods at 
home would have raised value added in 
manufacturing hy 15.12 per cent. The net 
value added was 0.30 per cent (Rs 740 
million). In 1996-97. however, it wa.s 
negative. Value added related to manu¬ 
facturing export was 29.4 per cent of the 
overall value added in manufacturing, 
while the production of these goods at 
home would have rai.sed value added by 
35.4 per cent. Thus, for the period 
1978-79 to 1996-97. trade cut value added 
in manufacturing by Rs 48.431 million, 
i c. roughly by 6 per cent. Trade also 
squeezed manufacturing employment. In 
1978-79. trade provided a net addition of 
3.1 lakh jobs in manufacturing. On the 
contrary, in the suh.scqucnt periods trade 


either rendered many jobless or, if at all, 
created fewer jobs. 

A prevailing myth is that trade has aided 
industrial recovery in India. The evidence 
pre.sented in the table shows that this 
recovery has been largely propelled by 
domestic demand. Thus, for the period 
1978-79 to 1989-90, the net increase in 
manufacturing value added is 117 per 
cent (Rs 2.85,178 million). Decomposing 
this change into that attributable to trade 
and dome.stic use. we get (-)I3 per cent 
(-)Rs 30,064 million attributable to trade, 
and 130 per cent (Rs 3.15,242 million) for 
domestic use. Alternatively, if we take the 
whole period. 1978-79 to 1996-97. the net 
increase in manufacturing value added is 
230 per cent (Rs 5,61,575 million). This 
change when decomposed into that 
attributable to trade and domestic use, 
gives (->22 per cent or (-)Rs 49,171 mil¬ 
lion. and 252 per cent (Rs 6,10,746 mil¬ 
lion) respectively. 

The discussion so far has concentrated 
on manufacturing industry as a whole. It 
will be useful to look at each sector of 
manufacturing industry. To this end, we 
consider sectorwi.se calculations and some 
.summary categories have been drawn from 
this exercise. One such summary category 
rests on end-use ciassiHcation (Appendix 
I'able). Ba.sed on this. Table 3 displays 


percentage shares of the three broad manu¬ 
facturing categories in total manufactur¬ 
ing value added and employment (i e. total 
of both direct and indirect effects). The 
manufacturing activity in India has today 
come to be dominated by consumer goods. 
Between 1978-79 and 1996-97, the weight 
of this group is seen to have increased 
from 52 per cent to 77 per cent. The share 
of both intermediate and capital gixxls is 
seen to have dropped from 21 to 6 per cent 
and from 27 to 16 per cent, respectively. 
Second, the employment .shift has also 
proceeded in the same Ikshion with the 
consumer goods industry emerging as the 
biggest employer providing 88 per cent 
of total manufacturing employment in 
1996-97. 

Table 4 breaks down the striking diver¬ 
gence of consumer goods from the rest of 
manufacturing into the parts accounted 
for by foreign trade and domestic use. Two 
important points emerge from the table. 
On the one hand, trade balance rai.sed 
both value added and employment in 
consumer goods industry. Thus, betwecil 
1978-79 and 1996-97, value added in 
consumer goods industry recorded 390 
percent ri.se (Rs 4.95,488 million). Of this 
net increase, one-fourth (Rs 1,25,680 
million) is attributable to trade, and tne 
balance (Rs 3.69,808 million) attribut- 


TABCS .S; Distribution of Value Added and EMi>i.0YMENr by Produltion CiiARA('ri;RisTir>i of Industkif', 

(Perivni) 


Industry Type 


Value Added 



Einploynient 



1978 

-79 

I98.t 

-84 

1989 

-90 

1991 

-92 

1996 

-97 

1978 

-79 

1983 

-84 

1989 

-90 

1991 

-92 

1996 

-97 

Resource intensive 

49 

49 

n 

62 

.*•7 

60 

61 

62 

84 

78 

Hi-tech 

27 

26 

2.S 

28 

27 

20 

20 

16 

12 

13 

Cupital intensive 

LS 

14 

12 

5 

2 

to 

9 

12 

2 

2 

Labour intensive 

9 

II 

II 

5 

14 

10 

10 

10 

2 

7 


Table 4: Distributiiin of Value Added and EMn.()YMENT by End-Usf Classification 



Value Added at 1983-84 Prices (Rs Million) 

Employment (Number 

in Million) 

Category 

1978-79 

1983-84 

1989-90 

1991-92 

1996-97 

1978-79 

198.3-84 

1989-90 

1991-92 

1996-97 

C»n.suiner goods 

Foreign trade 

11793.8 

6814,9 

24844.8 

52604.0 

137474.0 

0.644 

0.1 II 

0.136 

0.225 

0.386 

Doinestii use 

II.S209.I 

I.S94.S0.7 

29.53.32.8 

595560.8 

48.5014.0 

8.657 

6.408 

4.654 

.3..378 

2.143 

Total 

127(8)2.9 

IMi26.S.7 

.320177.9 

648164 0 

622490.0 

9..302 

6.518 

4.791 

3.603 

2.529 

Interinediiuc goinls 

Foreign trade 

-4(K),S 3 

-?870.7 

-7518 4 

-4925.3 0 

-52998.0 

-0.015 

-0.074 

0.098 

-0.112 

-0.050 

Doiiicmic tLse 

.S5469.0 

61822.6 

90482.3 

106952 0 

99647.0 

2.2.54 

1.506 

1.435 

0..342 

0.182 

Total 

.S 146.3.6 

.S.S9.S2.0 

8296.3.7 

57699.0 

46649.0 

2.239 

1.4.32 

I..3.38 

0.2.31 

0 1.32 

Cn|Nial giMHls 

Foreign trade 

-7049 0 

-12227 8 

-466.50,1 

-154042.0 

-132907.0 

-0.323 

-0.313 

-0.408 

-0.24.3 

-0.215 

(Xnneslic use 

718127 

9’978.9 

I7I9IS.5 

.364199.0 

268574.0 

.3,685 

2..560 

1.53) 

0.612 

0.435 

Total 

Pm nnuRr due w mule tmri dmnesne 

64763.4 

uxe 

8I7S1.2 

125266 4 

210157.0 

1.35667.0 

.3.362 

2.247 

1 123 

0..369 

0.220 

Coivsniner giHxIs 

Foreign trade 

9 

5 

8 

8 

22 

7 

2 

3 

6 

15 

l)»ine.stic use 

91 

9.S 

92 

92 

78 

93 

98 

97 

.94 

85 

Inteniiediate goods 

Foreign trade 

-8 

-to 

-9 

-85 

-114 

-1 

-6 

-7 

-48 

-38 

Domestic use 

108 

no 

109 

1085 

214 

101 

106 

107 

148 

138 

Capital goods 

Foreign truck' 

HI 

-I.S 

-37 

-73 

-98 

-19 

-14 

-.36 

-66 

-98 

Domestic use 

dll 

ll.s 

137 

173 

198 

no 

114 

136 

166 

198 
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able to domestic use. Conversely, trade 
reversed the growth path of both interme¬ 
diate and capital goods. To illustrate, the 
value added in the capital goods industry 
increased by 110 per cent (Rs 70,904 
inillionf) between 1978-79 and 1996-97. 
This net value is obtained by adding 
Rs 1.96,761 million (denoting an increase 
of 274 per cent) attributable to domestic- 
use and (-)Rs 1,25,857 million (a decline 
by 164 per cent) attributable to trade 
balance. Whatemerges clearly isthat trade 
set in motion a restructuring process by 
fuelling consumer grMKis production, and 
freezing the production of both capital and 
intermediate goods. This is worrisome 
becau.se the capital gotxis or the machine- 
building industry has a crucial mie to play 
in the industrialisation of any economy, 
and the speed and nature of its develop¬ 
ment are particularly important in an 
economy such as India. A pnxiuctive 
.system is a set of articulated elements, 
whose coherence results form the sub¬ 
ordination ol each one of the disparate 
pans to the logic of the whole. This coher¬ 
ence can come fntm the logic of the market 
place, or from planning. Generally, both 
these lorms ot co-ordination are combined 
m all modern capitalist economies. 

While it is undoubtedly possible to 
formulate more detailed classifications, 
two broad avenues can be considered. The 
first is aggregation according to the nature 


of production process, and the second is 
according to skill intensity. 

PrtHiuction process: In tra^ literature, it 
is customary to classify goods into three 
groups: goods requiring relatively inten¬ 
sive useof natural resources (called Ricardo 
goods), goods that require high proportion 
of research and development (high-tech 
g<K)ds). and goods that use relatively 
standardised production technologies 
(called Heckscher-Ohlin goods). For our 
purpose here, wc adopt the resource in¬ 
tensive and high-technology groupings, 
and divide the Heckscher-Ohlin group 
according to relative capital-labour ratios 
into capital and labour intensive catego¬ 
ries (Appendix Table). 

The processwise grouping of Indian 
industries exhibits features (Tables 5 and 6) 
which are similar to the end-use classifi¬ 
cation. A major structural change that is 
visible is the long-run shift away from the 
production of capital intensive goods 
lowards the pnxiuction of resource inten¬ 
sive goods. Thus, in the period from 


1978-79 to 1996-97, the weight of capital 
intensive industries in both manufactur¬ 
ing value added and employment has 
dropped (Table 5). Further, the share of 
hi-tech industries in manufacturing value 
added stagnated during the perirxl; in fact, 
in manufacturing employment its share 
has considerably declined. Only in the case 
of resource intensive industries the share 
is constantly seen rising both in terms of 
manufacturing value added and employ¬ 
ment. In the case of labour intensive indus¬ 
tries, the share in value added increased, 
while the share in employment declined. 

Thus, value added and employment 
gained by trade are mainly those of re¬ 
source intensive industries, whereas in the 
rest of manufacturing, trade balance has 
cut both value added and employment 
(Table 6). Imports are responsi ble for about 
36 per cent of the output loss in the hi- 
tech industry and about 163 per cent of 
output loss in the capita) intensive indus¬ 
tries between 1978-79 and 1996-9,7. 
Against these losses, the benefits rcndcied 


TAIII.F. 7; DiSTRIBUTKIN of VaUIF. AnllEh ANI> EMI>U>YMENT by SKIU. iNTBNSm 


(Pei teun 


C ulegory 



Value Added 



Employment 



1978- 

79 

1983- 

84 

1988- 

89 

1991- 

92 

1996- 

97 

1978- 

79 

198.3- 

84 

1988- 1990- 

89 91 

1996- 

97 

High skill 

19 

20 

19 

17 

12 


1.3 

IS 

6 

6 

Medium skill 

4.S 

.39 

46 

37 

28 

.S2 

44 

.38 

22 

12 

Low skill 


41 


46 

60 

37 

43 

47 

72 

82 


Tabif 6- Distribi'Tidn nr V ■\.,iii Aiideo and Bmfloymf.nt by Production Charactf.risiics of Industriks 


Value Added at I9X3-H4 Prices (Rs Million) _ _ Employment (Nuinber inMillion) 


Category 

1978-79 

1983-84 

1989-90 

1991-92 

1996-97 

1978-79 

1983-84 

1989-90 

1991-92 

1996-97 

Kesource intensive industries 

Foreign trade 

99.39.0 

76(X».3 

.3.39.34.1 

17421.0 

40332.0 

0.699 

0.213 

0.3.31 

0 187 

0 2.37 

Doincslic use 

112006.2 

1 36703.7 

2.374.34.2 

.344239.0 

416116.0 

8 072 

6.029 

.3.808 

.3 376 

2(X12 

Total 

12196.3.2 

|4J3(X).0 

271388 4 

.361660.0 

436448.0 

8.771 

6.243 

4 140 

3.363 

2 239 

Hi-leel> industries 

Foreign irade 

--4407 9 

110I7.X 

-37423.0 

-10.3679.0 

-92340 0 

-0.186 

-0 269 

-0 297 

(1 189 

-0.143 

Uoineslie use 

68309 7 

963.36.6 

I8(KX)9.4 

.376672 0 

31099.3.0 

3 034 

2 230 

1 421 

(1.683 

0 310 

Total 

6.3901.8 

8?3I8.I 

I42643..3 

27099.3.0 

218433 0 

2.848 

1.981 

1 124 

0 499 

0..367 . 

Capital inlensive lodiisiries 

Foreign irude 

-4317 3 

■>312.8 

-14.340 6 

-71.34.3.0 

-.32144.0 

-0 168 

-0.084 

-0.173 

-0.121 

-0.077 

Domcslie use 

4(X)9.3.3 

4M23.7 

7.3914.0 

114.333 0 

69279.0 

1 618 

1 012 

1 0.39 

0217 

0.146 

Total 

.33376.0 

41610.9 

61373 9 

4.3210 0 

17133 0 

1 430 

0 928 

0.867 

(1096 

0.069 

Labour intensive industries 

Foreign trade 

-294.3 

-4352.9 

-11493.9 

-8913 0 

5.3924.0 

-0.038 

-0.138 

-0.2.30 

0.017 

0.102 

Domestic use 

22080.6 

368.36.3 

64294.0 

.3124.3.0 

.36842.0 

1.872 

1.182 

1.351 

0 038 

0.10.3 

Total 

21786.0 

323.33.5 

.328(X).2 

401.38.0 

112766.0 

1 8.32 

1 044 

1 121 

(1073 

0 20.3 

Pen eiinigr clue in nude uiid dniiiexlw 











Resource intensive 

Foreign trade 

8 

5 

13 

3 

9 

8 

3 

8 

5 

14 

Domestic use 

92 

93 

87 

97 

91 

92 

97 

92 

93 

86 

Hi-iceh intensive 

Foreign trade 

-7 

-13 

-26 

-39 

-42 

-7 

14 

26 

- <7 

-32 

Doiitcstic use 

107 

113 

126 

139 

142 

107 

114 

126 

137 

1.32 

Capital intensive 

Foreign trade 

-13 

-18 

■23 

-163 

-304 

-12 

-9 

20 

-120 

-63 

DoinesliL use 

113 

108 

12.3 

263 

404 

112 

109 

120 

220 

16.3 

Labour intensive 

Foreign inide 

-1 

-1.3 

-22 

22 

49 

-2 

-1.3 

-21 

2.3 

.30 

Domestic use 

101 

112 

122 

78 

31 

102 

113 

121 

77 

.3(1 
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by trade are a marginal gain of 9 per cent 
in the value added of resource intensive 
industries, thanks to the powerful offset' 
ting force of domestic demand. Thus, in 
the case of hi-tech industries, while trade 
lowered output by 11? per cent between 
1978-79 and 1996-97, domestic usse lifted 
output by 355 per cent; and so the net 
effect was a 242 per cent rise in output. 
Again, in the ca.se of capital intensive 
industries, the negative effect of trade was 
more than offset by positive effects of 
domestic use Thus, the patterns associ¬ 
ated with the performance of Indian 
manufacturing industries are all present in 
the data on trade and domestic use - 
[considerably more rapid gains in tesource 
intensive industries, a relatively slower 
growth in all major process and end-use 
.ategorics. particularly hi-tech and capital 
intensive industries. 

Skill-intensity. We classify the manufac- 
:uring .sectors of the input-output table 
into three broad groups; (a) high skill¬ 
intensive .sectors, (b) medium skill-inten- 
iivc sectors, and (c) low-skill intensive 
sectors. Our procedure for making this 
classification can he illustrated as follows. 
The Annual Survey of Industries (ASI) 
iupplies information pertaining to num¬ 
ber of workers, and total persons engaged 
n each indastry at 3- and 4-digit industrial 
classification. The term ‘workers' as per 
A.SI definition includes all persons em¬ 
ployed in the production process, i e. 
persons employed in any manufacturing 
process or in cleaning any part of the 
nachinery nr in any other kind of work 
ncidental to manufacturing process. The 
pripduction process workers are therefore 


titketi here as a proxy for unskilled labour 
employed. There is no separate heading 
fiPT skilled labour. All that the ASI gives 
is iotal persons engaged', which includes 
besides wdikers, all administrative, ex¬ 
ecutive, technical, clerical and sales 
workers. Therefore, we subtracted the 
cidegory 'workers’ from the category 'to¬ 
tal persons engaged’ to obtain the mana¬ 
gerial and technical staff employedin each 
of the industry. This latter figure is taken 
as the nearest proxy for skilled labour. 
Using this pairwise data, the mtioof skilled 
to unskilled for input-output sectors were 
computed. This ratio ranged from 0.74 in 
electronics to 0.09 in jute textiles. In the 
next step we used a 0.20 point frequency 
range to classify the sectors into high, 
medium and low skill-intensive sectors. 
Accordingly, sectors with a skill-intensity 
ratio in the range of 0.74 to 0.54 were 
categorised as high skill-intensive sec¬ 
tors: from 0.33 to 0.53 as medium skill- 
intensive sectors; and from 0.33 and below 
that as low skill-intensive sectors. The 
classification is intended to be illustrative. 
One could adopt more rigoixpus standards 
(pf cla.ssification (Appendix Table). 

What does this skillwise classification 
tell us? Typically, the change that is vis¬ 


ible is the long-run structural shift away 
from the production of high skill-inten¬ 
sive goods to production of low skill¬ 
intensive products. This can be seen from 
the figures arranged in Table 7. Notice for 
instance therise in the share of low skilled 
segment in both value added and employ¬ 
ment - from 36 per cent to 60 per cent 
for value added between 1978-79 and 
1996-97, and from 37 to 82 per cent for 
employment - and a corresponding fail in 
the shares of both high skill-intensive and 
medium .skill-intensive segments of in¬ 
dustry. 

Again, Table 8 breaks down the total 
change into the parts accounted for by 
foreign trade and domestic use. It may be 
noted that output and employment gained 
by trade are all in low skill-intensive 
sectors, whereas in both high skill- 
intensive and medium skill-intensive sec¬ 
tors trade diminished both output and em¬ 
ployment. 

IV 

Trade and Wages 

What effect has freer trade had on the 
gap between skilled and unskilled work¬ 
ers’ pay? Going by the thecpretical con¬ 
struct, known as Stolper-Samuelson thco- 


Table 9: Average Annual Wage Differential at I9S3-84 Prices 

(Rupee.s) 


Year 

All Industries 


Industries by Skill 

Intensity 


Production 

Workers 

NO'Production 

Workers 

High 

Skill 

Moderate 

Skill 

Semi 

Skill 

Unskilled 

All 

1980-81 

7178 

13751 

1.3475 

10125 

7174 

7472 

7793 

I984-8.S 

I35II 

26562 

15562 

13.591 

10936 

9152 

12068 

1991-92 

9122 

16726 

17442 

13170 

8992 

9713 

11.567 

1992-93 

8.504 

17212 

17880 

151.55 

9258 

9367 

12309 


TABi.e 8: Distribution of Value Added and Emfloyment by Skill Intensities of Industries 



ValiM. Added at 1983-84 Prices (Rs Million) 

EinpIoynKnt (Numbers in Million) 


rategory 

1978-79 

1983-84 

1989-90 

1991-92 

1996-97 

1978-79 

1983-84 

1989-90 

1991-92 1996-97 

■ligh skill 

Foreign trade 

-4627.0 

98.37,5 

-31.508.8 

-II1446 

-110083 

-0.189 

-0.225 

-0.319 

-0.196 - 

■0.173 

ITuinestic use 

.5(X)44.0 

71879.8 

133659.8 

266742 

204882 

1.820 

1.494 

I..378 

0.449 

0.318 

Total 

4.5417.0 

62042.3 

102151.0 

15.52% 

94499 

1.631 

1.269 

1.0.50 

0.2.54 

0.145 

Medium skill 

Foreign trade 

-4110.8 

-11533,5 

-1.5064,9 

-60194 

-1502 

-0.010 

-0.253 

-0.312 

-0.104 

'.).044 

Domestic u.se 

114761.0 

129762.2 

258196.5 

392015 

237244 

7.645 

4.756 

t.069 

1.049 

0.644 

Total 

110650.2 

117228.6 

243131.6 

331821 

235742 

7.635 

4..503 

2.757 

0.946 

0.689 

<ow skill 

Foreign trade 

9477.7 

1(1027.3 

17269.0 

21548 

62085 

0.546 

0.242 

0.290 

0.201 

0.253 

Doinesiic use 

77684 4 

114610.2 

163875.2 

407052 

412882 

5.001 

4.089 

3,625 

2.834 

1.851 

Total 

87162.1 

124637.5 

181144.2 

4286(X) 

474967 

.5..54I 

4.331 

3.915 

3.035 

2. KM 

‘errenMne due iii nude and dnme.ou 

use 










tigh skill 

Foreign trade 

-10 

-16 

-30 

-72 

-116 

-11 

-18 

-30 

-76 

-119 

Doinesiic use 

110 

116 

130 

172 

216 

III 

118 

130 

176 

2)9 

dediuin si. ill 

Foreign trade 

-4 

-9 

-6 

-18 

-1 

- 

-6 

-It 

-II 

6 

Doinesiic use 

104 

109 

106 

118 

101 

100 

106 

111 

111 

• 99 

M*l skill 

Foreign trade 

II 

8 

10 

5 

13 

10 

6 

7 

4 

12 

Domestic use 

89 

92 

90 

95 

87 

90 

94 

93 

93 

88 


1 -)^ 
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cent istoiper and Samuelson 1941], one 
should expect free trade to reduce the 
wage gap. Why? The argument is simple. 
India has plenty of unskilled labour. 
Therefore, India’s exports will be more 
intensive in the use of unskilled labour. 
Liberal trade cau.se$ exports of these 
unskilled labour-intensive products to rise. 
Hence, wages of unskilled labour will 
have a tendency to ri.se, and at the same 
time wages of skilled labour will have a 
tendency to fall. The opposite is predicted 
for rich countries who.se abundant factor 
is skilled labour. In short, the theory 
predicts that whatever sort of labour is the 
must abundant in the country before 
liberalisation, is the one that prospers the 
mo.st as a result of trade. 

The reality however rebels against this 
neat geometry. Several studies of indi¬ 
vidual countries and regions have shown 
that trade has in fact widened the wage 
gap. both in pintr as well as rich countries. 
For instance, in Chile, Columbia, Costa 
Rica and Mexico, tariff rates have been 
brought down Irom 45 per cent in 1985 
to 13 per cent in the recent years; none¬ 
theless. wage disparities are noticed to be 
increasing (Robins 1996]. Similarly, evi¬ 
dence of increasing pay differentials bet¬ 
ween skilled and unskilled workers in 
Thailand and Philippines arc reported. 
What makes these findings intriguing is 
that they all. besides refuting Stolpcr- 
Samuel.son theorem, tend to say that trade 
hurts the poor more than the rich. 

What do the available tacts tell us about 
the Indian experience? To test this hypoth¬ 
esis. we have worked out average yearly 
wages for skilled and unskilled workers 
in India for the peritxl 1980-81 to 1992-9.3. 
The data arranged in Table 9 highlight two 
points First, unskilled workers have 
generally tended to receive half the pay 
of that for skilled workers. Second, wage 
differentials between the skilled and un¬ 
skilled have in tact tended to widen, but 
of course marginally. These results are 
further conllrmed by the patterns in wage 
disparities acro.ss .sectors grouped accord¬ 
ing to revealed ski II intensity. This is shown 
in Table K). Thus, as we move from low 
skill-intensive sectors to high skill-inten¬ 
sive sectors, one finds the wage levels 
rising, almost doubling. Thus, one may 
say that the Indian experience in regard 
to the eflect of freer trade on wages is not 
supportiveuf.Stolper-SamueLson theorem; 
on the contrary, the available facts tell us 
that freer trade has. if at all, benefited 
skilled labour more than unskilled labour. 
These results arc indeed intriguing given 
the fact that the net effect of trade has been 
to iiKrcase the wtught of value added in 


Appendix Tablg : Classification Scheme pur Manufaciurinu Sector 
Input-Output Tables - 1983-84 and 1991-92 


1983-84 
Consumer Goods (13) 


: End Use Ctassiflcatton 
1991-92 


Consumer Goods (13) 


12 

Sugar 

20 

Sugar 

13 

Food products 

21 

Khondsan boora 

14 

Beverages 

22 

Hydrogenated oil 

15 

Tobacco products 

23 

Other food and beverage 

16 

Cotton textiles 

24 

Cotton textiles 

17 

Wool, silk, synthetic textiles 

25 

Woollen textiles 

19 

Textile pniducts 

26 

Art silk and synthetic fibre 

21 

Furniture and fixtures 

28 

Other textiles 

23 

Printing and publishing 

31 

Leather and leather products 

24 

Leather and leather products 

32 

Rubber products 

25 

Pla.stic and rubber products 

33 

Plastic products 

43 

Other transport equipment 

51 

Motor vehicles 

44 

Miscellaneous manufacturing 

53 

Other manufacturing 

Intermediate Goods (12) 

Inttnnedtute Gotms Uti 


Jute, hemp textite.s 
Wood products excluding furniture 
-2 Paper and paper products 
Petroleum products 
Coal, tor products 

28 Inorganic heavy chemicals 

29 Organic heavy chemicals 
Fertilisers 

Paints and varnishes 
Pesticides and drugs 
Cement 

Nnn-metallic mineral products 
Caintol Goods (ft) 

IS Iron and steel 

Other basic metal industry 
Melal products 
Agnculturai machinery 
Machinery for food and textiles 
Other machinery 

Electrical and electronic machinery 
Railway equipment 


18 

20 


26 

27 


to 

.31 

.32 

3,3 

34 


36 

37 
3K 
30 
4(1 
41 
12 


27 Jute, hemp, mesta textiles 

29 Wood and wood products 

30 Paper and paper products 

34 Petroleum products 

35 Coal tar products 

36 Fertilisers 

37 Pesticides 

38 .Synthetic fibre and resin 

39 Other chemicals 

40 Cement 

41 Other non-metallic mineral products 
Capilal Goods (10) 

42 Iron and steel 

43 Non-lerrou.s metals 

44 Tractors and other agricultural inachmcry 
4.5 Machine tools 

46 Other non-electrical machinery 

47 Electrical machinery 

48 Communicalions equipment 

49 Electronic equipment 

50 Rail equipment 
52 Other nansport equipmeni 


198.3-84 

Kesouite Intensive Imlustries (10) 

12 .Sugar 

13 Food products 

14 Beverages 

15 Tobacco products 

16 Cotton textiles 

17 Wool, .silk, synthetic textiles 

18 Jute, hemp textiles 

19 Textile products 

20 Wood products excluding furniture 
2 2 Paper and paper products 

Hiiih Technolofiy Industries (9) 

28 Inorganic heavy chemicals 

29 Organic heavy chemicals 
32 Pesticides and drugs 

.38 Agricultural inachmcry 

39 Machint;ry for food and textiles 

40 Other machinery 

41 Electrical and electronic machinery 

42 Railway equipment 

43 Other transport .Equipment 

('opittil Intensive Industries (5) 

25 Plastic and rubber products 

30 FertilLsers 

31 Paints and vainislies 

35 Iron and steel 

36 Other basic metal industry 

htlwur Inlenstve Industries (4) 

21 Furniture and fixtures 
23 Printing and publishing 

37 Metal products 

44 Miscellaneous manufacturing 


B: Classification by Production Characteristics 
1991-92 


Resource Intenstve Industries) 16) 

20 Sugar 

Khandsari boora 
Hydrogenated oil 
Other food and beverage 
Cotton textiles 
Woollen textiles 
Art silk and synthetic librcs 
Jute, hemp, mesta textiles 
Other textiles 
Wood products 
Paper products 
Leather products 
Petroleum products 
Coal tar products 
Cement 

Other non-iiietallic mineral products 
Hiiih Technolofiy Industries III) 

37 Pesticides 

Other chemicals 

Tractors and other agricultural machinery 
Machine tools 

Other non-electrical machinery 
Electrical machinery 
Communications equipment 
Electronic equipment 
Rail equipment 
Motor vehicles 
Other transport equipment 
Ciipilat Intensive Industries I6l 
32 Rubber products 
Plastic products 
Fenilisers 

Synthetic fibre and resin 
Iron and steel 
Non-ferrous metals 
iMlniur Intensive Industries (!) 

5.3 Other manufacturing 


21 

22 

23 

24 

25 

26 

27 

28 
29 
.30 
31 

34 

35 

40 

41 


39 

44 

45 

46 

47 

48 

49 

50 

51 

52 


33 

36 

38 

42 

43 


(Contd) 
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AmNDIX TaRUE . CLASSIFK'A'nON SCHEME FOR MANUFACTURING SECTOR: InFUT-OUTVUT TaBLES: 
1983-84 AND l99t-92 (Continued) 


C: Classification as per Skill Intensities 
1991-92 


1983-84 

High-sbll Intensive Industries (S) 

30 Fertiliiien 

32 Pesticides and drugs 

34 Machinery for food and textiles 

40 Other machinery 

41 Electncal and elctronics machinery 
Medium-skill Intensive Industries (14) 

12 Sugar 

13 Food products 

20 Wood and wood products 

22 Paper and paper products 

33 Plastic and rubber products 

26 Petroleum products 

28 Inorganic lieavy chemicals 

29 Organic chemicals 

31 Paints and varnishes 
33 Ceincnl 

33 iron and steel 

36 Other basic metal industries 
38 Other agricultural machinery 
44 Miscellaneous maniif.^iurin,>; 
Lim-skitI Intensive Indttstri- ■ ilfi 

14 Beverages 

13 Tobacco products 

16 Cotton lexliles 

17 Wool, silk fibres 

18 Jiue. hemp textiles 

19 Textile products 

21 fiimiture and fixtures 

23 Pnniing and publishing 

24 Leather and leather products 

27 Coal tar products 

34 Non-metallic mineral products 

37 Metal products 

42 Railway equipment 

43 Othei transport equipment 


HiKh-skill Intensive Industries (7) 

36 Fertilisers 

37 Pesticides 

43 Machine tools 

46 Other non-electrical machinery 

47 Other electrical machinery 

48 Communications equipment 

49 Electronic equipment 
Medium-skill Intensive Industries (14) 

20 Sugar 

22 Hydrogenated oil 

29 Wood and wood products 

30 Paper and paper products 

32 Rubber products 
3 3 Plastic products 
34 Petroleum products 

38 Synthetic fibre and resin 

39 Other chemicals 

40 Cement 

42 Iron and steel 

43 Non ferrous metals 

44 Tractors and other agricultural machinery 
S3 Other manufactunng 

iMW-skill Intensive Industries (13) 

21 Khandsari boora 

23 Other food and beverage 

24 Cotton textiles 
23 Woollen textiles 

26 Alt silk and .synthetic fibre 

27 Jut, hemp, mesta textiles 

28 Other textiles 

31 Leather and leather products 

33 Coal tar products 

41 OilKT lum-iiictal mineral products 

30 Rail equipment 

31 Motor vehicles 

32 Other transport equipment 


low skill-intcnstvc .segments of manufac¬ 
turing a.s seen earlier. 

V 

Concluding Observations 

T rade has over (he years shrunk India's 
manufacturing ha.se, both in terms of value 
addition and employment. There is a dis¬ 
tinct irony here. Traditional classical theory 
argues in favour of free trade; yet, in the 
Indian ca.se. its role has been more of depri¬ 
vation than providing a stimulus to growth. 

The adverse impact of import liberali¬ 
sation is more pronounced on intermedi¬ 
ate and capital goods industries than on 
the consumer goods indu.3tries. Again, 
between the two affected categories the 
capital g(K>ds sector is worst hit. Since the 
intermediate and capital gorxls industries 
have relatively large income and employ¬ 
ment generating linkage.3. their erosion 
would have a direct negative effect on 
value added and employment. Fuither. 
their erosion also implies the erosion of 
India's industrial ba.se. 

Inconsi.stcni with the dynamics of eco¬ 
nomic growth. India is emerging as a 
producer of resource-intensive goods 


rather than the hi-tech and capital goods. 
I'his ha.3 led to a progressive and sustained 
decline in the share of hi-tech and capital- 
intensive gorxis in total manufacturing 
value added and employment. This is 
certainly not a desirable scenario. 

High-.skilled workforce in the manufac¬ 
turing .sector claims a relatively larger 
share in the manufacturing wage-bill at 
the cost of .semi-.skilled/unskilled work¬ 
ers. Among other things, this is widening 
the existing high wage disparity. 

Lastly, like most of the debate on econo¬ 
mic reforms, economists, policy-makers 
and industry associations in India are 
sharply divided on the desirability and 
pace of import liberalisation. We, how¬ 
ever, tend to argue that with respect to 
import 'iberalisation 'yes' or 'no' posi¬ 
tions arc equally damaging. There is no 
denying the fact that India’s pre-1991 
industrial policy, was unduly protection- 
i.st more so prior to 1980s. Though such 
policy, among other things, helped the 
country to lay a .sound industrial base, it 
cannot be disputed that it created a shel¬ 
tered market lor Indian industries, ex¬ 
empted them from foreign competition. 


brought a sense of complacence and ul¬ 
timately resulted in ‘high cost* and ‘poor 
quiility’ industrialisation. This 'high pro¬ 
tection-high cost-poor quality’ syndrome 
needed to be corrected by import 
liberalisation. But the important question 
is about the nature and pace of import 
liberalisation and the areas of import 
liberalisation. This calls for a strategic- 
approach towards trade and indu.strial 
policy to secure a sustained incn;a.se in 
industrial output and employment as also 
to protect India's industrial base without 
sacrificing efficiency. 

[This is a slightly revised version of a paper 
presented at the Platinum Jubilee Seminar on 
'Current Industrial Policy and IHrrtbrmance in 
India' organised by the Centre of Advanced Study 
in Economics. Department of Economics, 
University of Mumbai, March 24. 1998. The 
authors would like to thank the participants at 
the .Seminar for their very useful comments on 
the paper. The authors alone an: responsible for 
errors and omissions, if any. and the views 
expressed ore theirs and not of the organisations 
to which they belong.) 
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Emei^ence of Backward Castes in Southlidengana 

Agrarian Change and Grass Roots Politics 

AbM Kumar Vaddinyu 

Studies of two villages from Telengana, Andhra Pradesh, tell us a story of the emergence of backward 
castes in local politics. These unirrigated villages have not seen green revolution or any improvement in 
agricultural technology, which has prevented the strengthening of earlier class/caste power structure. It 
has allowed backward castes to improve their position socially and also in landownership. 


THIS article deals with two village studies 
from the unirrigated part of Nalgonda 
district. Telengana, Andhra Pradesh. 
Much of the Nalgonda district - like 
much of the rest of Telengana - is 
unirrigated and drought-prone. This ar¬ 
ticle studies changes in landownership as 
well as gra.ss roots political power in this 
region. 

It is argued that absence of green revo¬ 
lution and rapid development of the pro¬ 
ductive forces such as irrigation is the 
main reason why the dominant castes could 
not strengthen their hold between 1960-%. 
On the other hand the backward ca.stcs and 
lower castes emerged to take political 
power tor precisely the same reason. The 
recently introduced electoral re.servation.s 
following the 7.101 constitutional amend¬ 
ment also strengthened the backward and 
lower caste claims to power. Thus both 
structural as well as political tendencies 
worked in lavour of the emergence of 
backward castes at the grass roots (village 
and mandah level. 

This trend towards the emergence of the 
backward castes however is a na.scent one 
and is limited to grass rotHs level only. 
This article argues that the further consoli¬ 
dation of backward and lower caste 
.struggle for power needs another round 
of land reform which would reduce 
the unequal power held not only by 
upper castes hut also by some backward 
castes. 

While making the above broad point, 
it is also argued that (a) emergence of 
the backward castes is only partly state- 
induced but it is influenced by larger 
forces and is partly a hi.storical proce.ss; 

(b) that the upper caste semi-feudal 
class in the region investigated faces 
dilemma about its reproduction; and 

(c) that the dilemma of the semi-feudal 
class, which is confronted with challenges 
from below, is its larger historical di¬ 
lemma. 

In Section 1 we present these arguments 
for Ramannapet Mandal. Section U and 
in present two village studies. 


I 

Ramannapet Mandal 

Backward Casie Peasantry 

The emergence of backward castes took 
place in nearly all the villages of the mandal 
roughly since 1970. Since then they have 
consolidated their position. This process 
was two-pronged. At the political level the 
backward castes challenged the authority 
of upper castes - mainly reddys; and 
succeeded to a large extent. At the eco¬ 
nomic level they challenged semi-feudal 
practices. Practices such as ‘vetti’ have 
completely disappeared. Now labour re¬ 
lations are almost entirely on the ha.sis of 
tree wage labour. The researcher could not 
find unfree labour or extra-economic 
coercion anywhere in the two village 
studies. 

Commercialisation of the village politi¬ 
cal economy has also not led to the process 
of creation of ‘capitalist landlords', who 
combine traditional caste power with 
modem economic power, for two reasons. 
First, there has been no drastic develop¬ 
ment of infrastructural facilities or pro¬ 
ductive forces such as irrigation canals, 
etc. Second, there were other pressing 
social reasons such as heavy dowries for 
upper ca.ste endogamous marriages and 
division of landholdingsamong heirs. This 
led to decline of landlords economically, 
socially and politically. 

At the political plane the periodic 
panchayati raj elections with reservations 
for OBCs and women have contributed 
much to the forming of caste solidarity 
among backward castes challenging up¬ 
per castes. The emergence of backward 
castes was confirmed by the fact that in 
the June I99S gram panchayat elections 
14 out of 20 villages in the Ramannapet 
mandal elected backwardcaste sarpanches; 
five elected scheduled caste sarpanches 
(logcthermakingit l9)andonly one village 
elected a forward caste candidate to a seat 
reserved for women. Thus by 1995.19 out 
of 20 villages were under the political 
control of backward and scheduled castes. 


This was partly due to .state intervention 
such as enforcement of panchayati raj and 
reservations partly due to autonomous 
lower caste development. The process was 
partly state-indued and partly historical. 

Finally, was there a proletarianisation/ 
polarisation process in the field area? The 
answer is no. The process observed was 
deconcentration of big landholdings and 
strengthening of small and middle hold¬ 
ings and thereby the backward caste 
peasants. 

In the village Bogaram the land passed 
from gampala reddy families to 
padmashalis, and particularly to the mas¬ 
ter weavers. Though there is substantive 
land concentration still in the village and 
another round of land refonn is necessary. 
it is much lower that till 1970. More 
importantly small and middle peasants 
were not reduced to agricultural labourers. 
The export-oriented, multilayered 
handloom industry has absorbed some 
agricultural labour. 

In the village Janampally, the process 
of deconcentration is even more clear. The 
brahmin landlords sold lands after family 
partition and later owing to unmanage¬ 
ability. This land was bought by backward 
castes; weavers, yadavas and toddy tap¬ 
pers. In this village the 'vatandari* power 
structure was already in the hands ot 
yadavas and later they further strength¬ 
ened their position. 

Semi-Feudal Class 

The semi-feudal class consists of upper 
caste landlords in the region. In the field 
area they come from the reddy and brahmin 
castes. It will be shown that their eco¬ 
nomic. .social and political importance has 
declined owing to the emergence of back¬ 
ward castes. But we have also noted that 
the state could not carry out thorough¬ 
going land refonns and the.se semi-feudal 
clas.ses still command some economic 
power though declining. But why such 
decline? Why dixis economic growth not 
benefit the.se classes more than it does die 
other cla.sscs? 
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Political econnmisa like Utse Pathaik 
have argued that after (he green ieiH>lution' 
the traditional semi-feudal landlords have 
become capitalist laridipfc^. Buf'ire have 
noted that such a phenomenon did not take 
place in the field area. This is owing to 
a combination of reasons. The historical 
dilemma of the semi-feudal clas.se.s is that 
either they modernise and compete with ' 
the emerging classes, castes (such as 
padmashalis and yadavas in our case), or 
they decline under the pre.ssures created 
by the larger polity, economy and society. 
In our field area the .semi-feudal clas.se.s 
started to decline because they could not 
modernise - by modernisation we mean 
. modemisulion of productive forces - and 
thereby strengthen their economic posi¬ 
tion. lilt' state has also not .strengthened 
the productive forces by improving the 
infrastructural facilities such as irrigation 
and canals. The physical cciiditions 
economic pniduction have nr- whanged 
much over the htst .10 vcars In •.be,sc 
conditions the .semi-fcudal class could 
neither accumulate much capital nor re¬ 
invest existing capital. This is the rea.son 
why the reddy and brahmin landlordscould 
not become affluent capitalist landlords. 
This also explains why the phenomenon 
ot capitali.st landlordism is more pertinent 
to green revolution areas than to non¬ 
green revolution areas. (It may be noted 
that Utsa Palnaik draws her conclusions 
largely from studies done in green revo¬ 
lution areas, particularly Haryana.) 

Thus the .semi-fctidal class in the .study 
area had either to modernise - which it 
could not - or decline. As noted earlier 
the social pressures within these castes, 
such as heavy dowries during marriages 
and partitioning of family lands have con- 
irihuted further to the decline of lhe.se 
classcs/castcs. The prcs.surc to get the 
younger generation ^ucated and placed 
in urban employment was added to this. 
Many landlords spoke with great anxiety 
about the difliculty of getting their .sons 
and daughters educated and employed. So 
did the youth belonging to the landlord 
families for many of them have graduate 
or postgraduate degrees but no jobs. 

How do landlords ensure their.survival? 
How do they en.sure their reproduction? 
First, they make use of whatever ‘free’ 
labour is available. Second, they loo make 
use of whatever advances have taken place 
in productive forces - electric pumpsets 
ami tractors. 

It is by both making use of the capital¬ 
istic labour relations as well as the modest 
advances in productive forces that the 
landlords oflhe erstwhile .semi-feudal clttss 
ensure their reproduction. For the back- 


^ ward castes family Ikbour and the tradi- 
' tional caste occupfttitm are great strengths 
inensuring reproduction. These arguments 
1 iire illustrated inthe t wocasestudiesbelow. 

11 

Boganun ViHage 

The red .soils Bogaram village are not 
richly fertile and cannot yield lucrative 
commercial crops. Bogaram has 1,500 
acres of land, of which total irrigated land 
is about 400 acres. It is all well-irrigated. 
During dniughls irrigated area goes down 
to 100 acres. 

More importantly the area docs not have 
any traditional irrigation system. There 
arc no canals. The village does not even 
have a tank. Whatever irrigation there 
wa.s. and is. depends on rains or more 
importantly on wells. Oral historical ac¬ 
counts tell us that well irrigation always 
played a prominent part in the village 
economy, and continues to do so even 
now. 

The principal crops grown in the past, 
and to a large extent at present, are paddy, 
groundnut, castor and millets. Of these 
groundnut and castor are commercial crops. 
Faddy, which is the most important of ail 
crops grown, is both a commercial and a 
subsistence crop. 

Historical Background 

From l90Uto 1950, the village Bogaram 
wasthejagirofGulam Mohammed Khan, 
granted by the nizam. The Gulam 
Mohammed Khan and his family lived in 
Hyderabad. But his control of the village 
was total. He had the right to the entire land 
revenue and had substantial landholdings. 
I'hese lands were cultivated through the 
system of *vctti’ or labour service. 

The ruler showed no interest whatso¬ 
ever in the development of the village. He 
and his ancestors were primarily inter¬ 
ested in the land revenue and the product 
Irom their personally owned lands. They 
left the village largely to the vicissitudes 
of nature. Chronic drought, at times near 
famine conditions, prevailed. Failure of 
crops, inability to remit land revenue in 
lime, were usual features of the condition 
of the peasantry. This as we see below led 
to the evolution and shaping of the agrar- 
iiin structure in the village in the succeed¬ 
ing period. 

As the ‘dora’ (landlord) of the village 
Gulam Mohammed Khan performed three 
functions; (a) collection of the land rev¬ 
enue, (b) collection of various taxes, and 
(c) general village administration. This 
included law and order administration. As 
an absentee landlord and according to the 
administrative system of the nizam, i e. 


the ‘vatandari’ system, Gulam Mohammed 
Khan appointed, on hereditary basts, three 
village officers. He ruled through these 
village officers. They were the ‘patwari' 
(or a brahmin kamam); a ‘mali patel' 
(reddy); and a 'police patel’ (reddy). 

It is during these 50 years that a single 
reddy family accumulated about 1,000 
acres of land; its members acting as the 
village officers of Gulam Mohammed 
Khan. The ‘patwari’ or kamam (a 
brahmin) acting as the revenue officer 
accumulated about 200 acres of land. The 
method was often simple. Whenever a 
peasant could not pay the land revenue 
owing to drought, or some other misfor¬ 
tune. that land was transferred, in the 
records, into the account of cither of the 
village officers. Oral accounts inform us 
that exorbitant taxes of the dora were often 
the other reason why land shifted into the 
hands of the patels. The reddy patels would 
pay the dora the taxes of those who could 
not pay and then take control of the land 
of that taxpayer. Thus one family, the 
gampala reddys, acting as village officers 
accumulated around l,(KX) acres of land 
(which was later partitioned among live 
brothers). 

Caste was no hindrance to this predatory 
process. Often fellow caste members weic 
al.so victims. But it wa.s mostly the other 
backward castes and untouchable castes 
who bore this burden. As is well known 
through any study of Tclengana of this 
period the domination of the patels (and 
of the doras) was not just economic, but 
was also social and political. Landowner- 
ship operated as the objective basis ot 
socio-economic and political oppre.s.sion. 

The other prominent castes of Bogaram 
village the padmashalis (weavers), the 
toddy tappers, the yadavas (in that order) 
were prominent neither economically noi 
politically during this period. As is well 
known the .sy.stem of free labour service 
(‘vetti’) to the local lords, i e, the patels 
cncompas.scd all. But one must take care 
to add here that even during this pcricxJ 
the padmashalis (weavers) were relatively 
free from its effects. Numerically pre¬ 
dominant in the village as they were, 
weavers retained some relative autonomy 
from the system of opprc.ssion. Even so 
they did not possess any land whatsoever. 
Nor could they make much out of their 
caste occupation during this period. 
Weaving became prolltable much later. 

The end of the dominance of the jagirdar 
came with one, the larger politibai .struggle 
of the Teleng»ta movement; and two, 
owing the abolition of zamindari by the 
central government. But Gulam Moham¬ 
med Khan did not relinquish his landed 
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inicrcsts easily. Whatever was left by him 
was taken over by his erstwhile village 
officers. In the struggles that followed one 
patel was shut dead by the 'razaakars'. 
Eventually, tlie .struggle ended in favour 
of the local reddy patels, particularly the 
i gampala family of reddys. And the influ¬ 
ence of pateldom continued. Land con¬ 
tinued to be concentrated in the hands of 
five gampala reddy brothers. With the 
.solidarity of fellow ca.ste members they 
continued to dominate village affairs. 

Not all reddy patels in Bogaram village 
were big landlords. By 1950 more than 
50 per cent of the reddys owned land- 
holding of less than 25 acres. And often 
the land they owned was not productive. 
The absolute productivities of even big 
landholdings were dismal. It may be re¬ 
membered here that m pre-green revolu¬ 
tion period no Borlaug-packages were 
available. But what is important to note 
is that neither class dit tcrentiation nor low 
level of ah.solute standards of living at- 
fccted caste solidarity. Considerable num¬ 
ber ot reddy families were self-cultivating 
but when it came to social relations with 
tlie other lower caste families, they were 
certainly discriminatory or semi-feudal. 
There was a strong element of dominance 
at the superstruciural level even when it 
did not exist at the economic level. 

Paiki-Oom. 1950-75 

The period between 1950 and 1975 was 
a period of the continuance ol the tradi¬ 
tional patron-client relations. Though the 
dora Gulam Mohammed Khun was dis¬ 
pensed with, the gampala patels continued 
to rule the village. In this the mobilisation 
ol caste solidarity was quite important. 
The first gram panchayat elections were 
held after the lormation ot Andhra Piadcsh 
state, in 1959. In these elections Ciampal.i 
Ram Reddy was elected as sarpanch of the 
village. He continued as village sarpanch 
lor another term. Thus the single gampala 
family continued to dominate, de jure 
fmm 1959to 1970. Anddefactolill roughly 
around 1975. In this period, and till today, 
the gampala reddy family was, and is. 
associated with the Congress Party. 

The productive forcc-s of the village 
were not much developed durin.g this 
period. The land was concentrated in the 
hands nf patel reddy families. And the 
nature of productive forces supported this 
social structure. We can take irrigation for 
example. The entire village depended to 
a large extent on well irrigation. This means 
that in a period during which there was 
no electricity, it was the big landowners 
who HK)k advantage of whatever techno 
logy that was available. The oil engines 
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which were used to pump water were 
within the means of big landholders only. 
Family farms and small holders certainly 
could not afford oil engines. The small 
peasants had to rely on 'mota bavis’, a 
moat worked by oxen. 

There was little or no state intervention 
to augment productive force. Electricity 
came to the village in 1982. State inter¬ 
vention even in other rural development 
programmes was minimal during this 
period. The gram panchayat sarpanches 
wielded political power, often backed by 
social domination, but they lacked public, 
governmental funds of any kind. 

During this period the gampala reddy 
lamilics, as headmen, arbitrated the vil¬ 
lage affairs and, quite importantly, the 
village disputes. Besides this they man¬ 
aged their own substantially big farms 
through, what appears to be semi-feudal 
labour relations. Vetti ot the untouchable 
castes in particular seems to have contin¬ 
ued. in however feeble form, till 1970. 

Backward castes/classcs in the village, 
though numerically preponderant, were 
not politically a.s.seriive during 1959-70. 
First, they were divided along caste lines. 
.Secondly, the socially dominant and 
numerically important among them, the 
weavers, lacked economic power. During 
lilts period the weavers were only weaving 
cotton/handloom cloth for the local mar¬ 
ket which was not lucrative. The handloom 
industry had not yet found a world market. 
Wc will argue below how the globalisa¬ 
tion of handliKim industry led to the crea¬ 
tion of aclass structure among the weavers 
which in turn led to their political asser¬ 
tion. 

But we should hasten to add here that 
ilic a.s.sertion of the backward castes took 
place much before the political ascendance 
III the weaving caste. The political a.s.scr- 
iion ol the backward castes occurred 
basically again.st the gampala reddys. 

Backward Ca.stf..s, 1975-95 

The first sarpanch Gampala Rum Reddy 
worked fmm 1959 to 1970. The de facto 
domination ol the gampala reddy family 
continued till 1975. But the emergence of 
backward castes took place prior to 1975 
In 1970 pachayati raj elections, all the 
backward castes worked against the 
vatandari gampala families. A toddy tap¬ 
per was elected as sarpanch and continued 
in the post till 1981. 

The weavers in the village were a 
numerous and politically important caste. 
But they were united against vatandari 
l eddyii. Weaving till 1980 was only meant 
for the local market. The raw materials 
yarn, chemicals, etc, used to be brought 


Irom Hyderabad and finished cloth used 
to be again marketed in Hyderabad. During 
the tenure of the toddy tapper sarpanch the 
most significant achievement was village 
electrification. This meant that even small 
peasants could buy pumpsets for their 
wells. This in turn meant that the back¬ 
ward class small peasants could strengthen 
their family larms. Interestingly during 
this period, from 1975 till as late as 1988. 
the party configurations did not change 
much. Both the vatandari gampala reddys 
and the backward caste leaders fought 
each otlier as different tactions of the same 
Congress Party. The weaver caste which 
independently asserted itself in politics 
later was also a part of the Congress Parly 

Wkavino and World Market 

By 1980, the occupation of weaving 
became a lucrative one. The local weavers 
started .sending their cloth to metropolitan 
cities such as Bombay. Delhi and Madras. 
The premium quality cotton cloth t^cy 
produced was being exported Irom these 
metropolitan cities to America, Europe 
and Eurasia. Some cloth was also exported 
to Asian markets such as Japan. Along 
with cotton cloth of high quality they also 
produced silk cloth and saris. This process 
of internationalisation was atmplcx and 
has produced a class structure among the 
weavers. 

This is at first reflected in the emergence 
of master weavers and then to a stratifi¬ 
cation among the weavers. Firstly, the 
enterprising among the weavers started 
bringing in the raw materials and distri¬ 
buting among the middle-working weav¬ 
ers. The middle-working weaver m his 
turn employed a worker-weaver from any 
labouring caste ol the village. The work 
was divided up as follows: master weaver 
- distributes raw material and markets the 
finished cloth; middle-working weaver - 
applies colours, dye, etc. and hires labour: 
and wage-worker weaver - weaves the 
cloth on either daily wage basis or piece 
rate basis. This structure worked, and still 
works, in favour of the first category of 
master weavers. The .second and third 
category of weavers do nol get more than 
their daily wage. This wage llucluaies 
with the fluctuating prices of llnished cloth 
in the world market. What (his system 
produced between 1980 to roughly about 
1990 is an affluent master weaver class 
which also started asserting its dominance 
over not only the weaver caste, but over 
all the backward castes. 

The alllucnce of the master weavers is 
visible in their houses. They own modern 
trucks, scooters, refrigerators, air coolers, 
etc, and a pheme is also to be fouitd in the 
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house (»l every master weaver to facilitate 
his cotnmunications with the local aiul 
metropolitan husinessmen. None of these 
consumer durables are found either m 
reddy caste houses or in the houses ot 
lower caste weavers The standard of liv¬ 
ing indicated by these consumer durables 
IS very high hy local standards. 

More importantly the master weavers 
started investing their money into buying 
laiuls, mainly from the mddys and .some- 
limes also from other backward castes 
Thus one ni.istci weaver who combines 
his government |ob with his master weav¬ 
ing activity has accumulated more than 
l(K) acres of land lie is now one of the 
two big landlords of the village. 

The dcconcenlration of land among the 
dominant reddy tamilies appears to have 
taken place owing to two important 
rea.sons. First land partition among fam- 
I ly members; second, increasing cash dow¬ 
ries during marriages Dowries in rirddy 
caste often nin into lakhs of rupees. This 
IS one important ix'tason for the sale ol 
lamls by reddys. 

The weavers ol the village are also 
organised into a co-operative society. 
F.lections do take place lor the society. But 
the eiiiiiv societv is dominated by master 
weavers During the elections for the co¬ 
operative society money, liquor, etc. arc 
lavishly used The inasicr weavers liter¬ 
ally invest in these elections and in turn 
later use the co-operative society for 
I uitheri ng thei r biisi ness i ntcrest s. I n t hese 
elections weavers do fight among them¬ 
selves on pariv- basis The master weavers 
were united under Congress Party and 
presently they are under the Telugu 
Desam Parly. 

Though the weavers arc divided hy class, 
when It comes lo panchayati raj elections, 
they mobilise caste solidarity for electoral 
purpose. But even during the panchayat 
elections ii is ihc handful of master wcav 
ers who ilominate their fellow caste 
memlicis Since niasiei weavers arc en¬ 
gaged in ihc (III Illation ol raw materials 
and marketing the tinished product, they 
enter into patron-client relations with the 
other lower caste weavers. These patron- 
client ivlations help them in mobilising 
caste solidarity. Titus on its face it appears 
as if all the weavers belong to the same 
class and reitrescni the same interests; but 
in reality they are divided into cla.sscs and 
contain intcr-class exploitative relations. 

in l‘)KI elections Ihc master weavers 
assened then political pow'er. This time 
one masiei weaver got elected as sarpaiicli 
on Congress ticket defeating the toddy 
tapper candidate belivnging lo the rival 
laclion ol the Congress Party. It is clear 


that hy this time though the vatandari 
gampala reddys in the village were sup¬ 
porting Congress Party they had lost their 
place in the political .scenario of the vil¬ 
lage. Certainly, a decisive shift Kxtk place 
on the social basis of political power from 
reddys to that of backward castes; and 
v'ilhin the backward castes in favour of 
the master weavers. 

In 19X8 gram panchayat elections, the 
earlier sarpanch and master weaver 
changed over lo Telugu Desam Party and 
mobilised his caste as well. Titus the anti- 
n'ddy feeling has also turned into anti- 
Congress politics. One can sec the photo¬ 
graphs of Congress leaders hanging on the 
v'alls in the houses of gampala reddy 
l.unily but not in the houses of any back¬ 
ward caste villagers Thus presently the 
backward castes are organised under the 
master weavers supporting the Telugu 
Desam Party. 

LlBhRAl.ISATKIN AND WhAVINO 

For weaving things have changed since 
I'l Highly about 1990. Prices ol yarn, chemi- 
c.tls and other raw materials have doubled, 
v'hilc the price of the cloth exported has 
rmnained unchanged. The burden is trans¬ 
ferred by Ihc master weavers to the two 
lower rungs of weavers This is done by 
cutting down the wage rates and/or piece 
i.ilcs Thus it is the wage-workers who 
bear the burden ol internationalisation. 

Besides weaving and agriculture, the 
master weavers engage in money lending. 
The money made out of weaving, agricul- 
iiire and moneyicnding is now being 
invested in urban properties. Forexample. 
.1 master weaver and earlier sarpanch has 
(iropcrties in Hyderabad and has his son 
siudying engineering in the US and he is 
him.self active in di.sirict level |M)litics. 

I luring 1970-90 the backward castes have 
consolidated their position economically 
.mil politically Though a caveat is ncccs- 
siry here that there is a cla.ss sinicture 
V ilhin the backward cu.sles. 

Ca.S II-, OK CLA.S.S 

In this village study it is observed that 
a shift took place on the .social basis of 
political power tmm upperca.stes to back- 
v'ard castes. But this shift tiuik place only 
between the top layer of reddys to the top 
laycrorupperclass backward castes. State 
involvement was only by way of holding 
the gram panchayat elections. No decisive 
economic programme, such as land rc- 
lorms. has been carried nut by the state. 
The changes in the agrarian structure have 
I iitiie about owing to the commercialisation 
process oti the one hand and on the other 
owing to the incorporation of the village 


political economy into the world market. 
The social relations have definitely 
changed from semi-feudal to capitalist. 
Vetti or such practices are totally absent 
now. The traditional vatandar reddy lamt- 
lies have declined in political and social 
importance though they still hold .some 
economic power. 

Ill 

Janampally Village 

His'ioricai. BackiiRodnd 

Janampally was akhalsa village in 19(M>. 
The nizam had three types of ruling sys¬ 
tems; jagirdari, khalsa and sarf-c-khas 
.systems. Jn the jagirdari system t he jagirdar 
owned much nr all the land of the village. 
In sarf-c-khas system the entire land was 
owned directly by the nizatn's family and 
the land revenue went to their personal 
expenditure. In khalsa system, the land 
ownership rested with the villagers. It w as 
much like the ryatwari system ol the 
presidency areas under the British. The 
significant difference with the other two 
land systems was that the villagers owned * 
the land in their names and the land rev¬ 
enue went ncithertoany individual lagirdar 
nor to Ihc ni/.am but to the treasury ol the 
ni/am government. 

Village admini.straiion in all three types 
of land systems was run through ihc 
vatandari system. It meant a system ol 
village officers whoconsisledol the valan 
these were the patwari. the mail patcl and 
the kotval or police patcl lanampnlly b\ 
1990 had vatandari system. Under the 
system the patwari or village revenue 
officer belonged to a brahmin-karanam on 
hereditary basis. The mail paid and police 
patcl posts belonged to a reddy lamily 
which lived away from the village By 
19‘X) the mali patcl and police patcl vatans 
were transferred into the hands ot local 
yadavas. regionally called ihc g.illas The 
yadavas' basic occupation is sheep graz¬ 
ing. But one family, the meda lamily ol 
yadavas. accepted Ihc vatans. While the 
brahmin-karanam family ran revenue 
matters, other maltel^ concerning village 
adinini.stration were run by the meda family 
of yadavas. Thus in this village, backward 
caste leadership has existed tor 9.^ years. 
Unlike in the case of Bogaram village, it 
catmoi be said in Janampally that the 
backward cla.sscs. emerged in village 
polities at a particular time alter indepen¬ 
dence. 

In orderto run the village administratioti 
the yadavas educated themselves to .some 
extetU. But this is only true of the meda 
family of yadavas. The rest of the yadavas 
continued to be illiterate and backwaril 
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Though the inali paid and police paid 
posts were held by ihc yadavas it is the 
brahinin-karanam and his I'amily which 
dominated village politics from 1900 to 
as late as 1*^70. In this village there is no 
signillcanl evidence that the valandari 
families accumulated landduring the ni/am 
period under consideration, i e. 1900-50. 
Two reasons appear to be important for 
this; first, ownership of land existed in the 
name ol the villagers, and .second, the 
karanam patwari was him.self a progres¬ 
sive man who panicipated in the slmggles 
against iii/am rule as a Congre.ss Parly 
worker iiiulei the umbidla of Andhra Malta 
.Sabha. He even panicipated in armed 
simggle agaiii.st the ni/um. Thus unlike in 
Bogaram village the village oflicers did 
not result to accumulation of lands or 
encroachnienl on lands. 

The khalsa system itself allowed less 
room lor .icciimulaiion of land by village 
ollicers. There was less arbitrariness in the 
land relaierl accounts. This meant that in 
the .lanampully village the po.ssibilitics ot 
accumulation oi land by village olficers 
were much less than in the village Bogaram. 
Aiiothei reason lor this was the village 
productive lorces The productive forces 
ol lanampally village are better situated 
than that ol Bogaiam village. The village 
has 1.200 acres ol land and a big tank and 
lour small tanks Both tank irrigation and 
well irrigation played important role in 
somewhat stable and assured subsi.stence 
lot small peasants 7'hus the politically 
progiessi ve nature ol local elites and beltei 
productive lorces woiked agum.st the 
concentration of land in the hands of a lew 
village ollicers. Thus in this village the 
agriculliiral scenario is characleri.scd by 
the prepondeiance ol the small peasants. 
Another import.ini reason lor the relative 
ab.sencc ol much teudal or semi-feudal 
dominance is that village did not have 
dominant caste di'ra Though there were 
some reddys in the village they were not 
the village officers and therefore their 
economic power was neutrali.scd by the 
political powerof the backward castes and 
therefore whatever upper caste domina¬ 
tion existed in the village was that ot the 
brahniin-karanam. But the progressive and 
politically active nature of this village 
olTiccr ajso di luted the semi -Icuda I content 
ol the socialilominance. Thus the brahmin- 
karanam family hail about 75 acres of 
land. They continued to dominate the 
village allairs partly Irom 1990 to 1970. 

Brahmin ITominanci-, 1900-70 

It was dilficult to obtain much details 
about the period from 1990 to 1970 
regarding social relations or political 


dynamics. It became clear that owing to 
the absence of the dora from the village 
scene semi-feudal practices like the vetti 
were not prominent. The upper caste 
domination wa.s akso unnoticeable because 
ol the fact that the two vi llage officer posts 
were in the hands of local yadavas. 

in 1959 panchayat elections a brahmin 
was elected as sarpanch. Again in 1964 
elections another brahmin-karanam was 
elected as sarpanch. Both won the 
panchayat elections as candidates of the 
Congress Party. It should be noted that it 
IS these people who participated in 
Tclengunu armed .struggle against the 
imtam under the Andhra M..hu Sabha. So 
lliey carried the popularity oi having fought 
against the ni/.am. By the same token, us 
the interviews with them show they were 
also conscious ol upper caste domination 
- particularly of reddy domination. It would 
not be correct to hold that the reddy doras 
were alone oppressive. But the mam cau.se 
which ignited the Telcngaiiu armed 
struggle was reddy oppression. Having 
been conscious ol Ihe causes and coii- 
sei|ucnce.s ol the armed struggle the 
brahmin-kuranutns ol Janampully were 
more liberal. 

.Nevertheless, the brahmin patwari and 
other karnams continued to he the lop 
Itmdowncrs in Ihc village, they owned 
more than 75 acres ol land. But they culli- 
’. aled this land through hired labour rather 
ihan through tenunis. This land was later 
pariilioncd within both the families. 

Backward Cash- Pi asanthy 

The break with hrahmin dominance came 
III 1970. In Ihc 1970 panchayat elections 
a y aduva sarpanch was elected. This yadava 
sarpanch came from (he meda family ol 
yadavas to whom belonged the mail palel 
.mil police palel vatans. Thus it is since 
1970 that the backward casics enme to the 
lorelroni ol village politics. 

The yadavas' or gollas' main caste oc- 
lupalion is slieep grassing. In this village 
lliey combine it with agriculture. Most 
yadavas do own land and are small or 
middle farmers. Some yadavas own less 
Ilian 10 acres and .some less than five 
.icrcs. The village productive forces arc 
much better suited lor the .sustainability 
ol dwarl holdings than in Bogaram. The 
village has four small tanks and one hig 
lank as noted earlier. Most yadavas own 
ilieir parcels of land under these tanks. 
(.Since I9K0 Ihe four small tanks are u.sed 
only us percolation tanks, i e, the water 
IS stored and not used directly with the 
idea that the stored water would percolate 
into the wells dug in the ayacul area ot 
the tanks. Thus tanks arc used to cnhunce 


groundwater situation.) Much like 
Bogaram, in Junampally also electricity 
came in the early 198().s. Since then almost 
all backward caste small peusunis have 
acquired electric motors and pumpseis. 

Yadavas arc nunicnealiy the most pre¬ 
ponderant backward caste in (he village. 
The next most important backward caste 
in the village is the weaver caste or the 
padmashulis. Weaving in the village is 
qualitatively different Iroin that in 
Bogaram. We turn to this aspect below. 

Apart from yadavas and weavers ihe 
third most important backward caste in the 
village is that ol loddy tappers. I'ogethcr 
these castes form a political block in the 
village. They are deeply coii.scious ol Ihcir 
political, economic and social hackward- 
ncss and also conscious ol then numerical 
strength. 

Weavers in the Janampully village aic 
basically sub.si.stcncc weavers. They weave 
primarily for the home market. ('oitoii and 
silk cloth and saris are produced here. 
Unlike in Bogaram village (here are no 
muster weavers. Weaving is done by 
iiidepcndcnt tumily units The cloth is 
supplied U) the local co-operalivc society. 
The local (village) co-opcialivc society 
markels the woven cloth through Andliiu 
Pradesh weavers co-opcr.uivc (AK'O). 
F.ach silk s&ri, tor msiuncc. sells lor about 
Rs I .(KX) to I ,.500. It IS precisely because 
there is no ma.sicr weavei that there is little 
capital or land accumulation by weavers 
In Bogaram village (ho inusier weaver 
.system aro.se owing to ihe intoriialionalis- 
ution ot weaving. In conirusi to this in 
Janampully village weaving is esseiilially 
lor Ihe national iiiurkei. 

Elections do take place for weavers' eo- 
o|x:rative society. But the eundidaics do 
iiol use money, liquor, etc. lor winning 
elections. The co-operalive soiiely chair¬ 
person is usually elecicd iinammously. 
Since liherali.salion weavers have faced 
diflicultie.s. As in Bogaram village, in 
Junampally also weavers luce a rise in ihe 
prices ol raw materials anil siagnuuon in 
the prices ol llnished cloth. Besides tins 
Ihe weavers in Janampully also lace eoin- 
pclilion from textile indusiiy centred in 
and around Bombay. Theie is unequal 
coinpclilion belwcen lexiile mills and 
handlooms. Often the niurkci lasours 
textile mills rather Ihan handlooms. An 
iiietiicient system oi murkeiing by local 
co-operative and APCO also aggravales 
ihe siluaiion. The hanillooin weavers do 
not get payment proiiipily lor the work 
done Irom APCO and con.scquenlly from 
die local co-operaii VC. Padniashnlis (weav¬ 
ers) ol Janampully have not become land¬ 
lords unlike those of Bogaram. There is 
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no inicrnationalisniion ol handkKims; no 
inaMcr weavers; no three-tier structure ot 
weaving!', and no land accumulation. 

L.mjoi k i\ Janampali.y 

Janampally has two kinds of labour 
relations casual labour and attached 
labour. Casual wage labour is hired on 
daily basis Wages lor casual labour are, 
around Rs 15 lor women and Rs 3t)-40 
lor men. Undei the attached labour or the 
• leethas' system the wage labourer is hired 
on annual contract basis. The rale I or annual 
contract is Rs h.(MK) to 7.(X)(). Along with 
it the labourei is given a loan ot about 
Rs 2.000 at 2 pc'i ceni per annum interest. 
Here the resi'areher could not find any 
ilebi bondage Attached labourers never 
work lor .in employer for more than one 
year, the labourer usually pays olf his debt 
at the eiul ol the agricultural year and 
enters into coiiiraci lor another year with 
anoiliei masier. I 'sually attached labourers 
come liom backward casios as well as 
Ironi scheduled lastes f-lniployers aie 
either Irom uppei castes, brahmins and 
leddys or lioin other backward ca.sles. 

Since lost) labour is increasingly turn- 
mg Irom woik m the village lo w'ork in 
itie nearby low n Nearly 00 labourers 
navel each dav to the neighbouring 
town Chiiyal to work as liamair ciailies 
III the rice nulls There ihey earn more than 
the e, .lb w.ige in ilie village, i e. about 
Rs 7(1 lo XO 

l.wii Ovwi ksiiii’ 

In Jan.imp.dly village as we have noted 
earlier backwaid castes emerged in 
panchayai politics Irom 1070 onwards 
They coiilmiie lo hold on lo village ofliec 
post •• mall paid and kolval - which weie 
bestowed upon them as early as I0(M) 

l.andowneiship is no more concen¬ 
trated in the hands ol upper castes. But 
holilmgs ol more Ilian 25 acres, which is 
above the ceiling imposed by the govern 
ment. continue to exist m the hands ol 
biahmiii landloids. But (he holdings have 
declined substantially (Ilom.ihoul 75 acres 
in 1070 to about 20-25 acres now) 

Weavers .it lirsi bought lands Irom 
brahmins I ,ater w cavers sold (heir lands 
lo other backward castes such as yadavas 
and totidy tappers Now it is yadavas and 
todily tappers who lorm a majority ol 
middle .uid small holders and who also 
run the village polities - tie jiiir and di 
tacio In this village commercialisalioii 
has had considerable impact on (hi 
agrarian siriicliiie Land values improveii 
Irom about Rs 400 per acre m 1060 lo 
Rs 2‘'.0(X) lo tO.OtK) pt;r acre m 1000. In 
IOOS well siiuai'.'d m'l land sold lor about 


Rs 45.(XX) lo Rs 50,(K)0. Dry land now 
Sills Irom about Rs 25.(XK) lo Rs 3().{XX). 
t andlords dtxiincd because of partition¬ 
ing of holdings, unmanageability and 
diversification ot interests. Here no par¬ 
ticular casle/class - such as masier weav¬ 
ers of padmashali caste in Bogaram - 
acquired the lands. Many backward castes 
benefited from the decline of big land¬ 
lords. Benefited in the sense that they 
bought the lands oi erstwhile big land¬ 
lords and strengthened their small and 
marginal larms. 

No .significant phenomenon of iranslor- 
maiion of big landlords into 'capitalist 
landlords' was observable in (he village, 
primarily becau.se no drastic change oi - 
curred in the past .30 years in the produc 
iiveloivesorpliysicalinlrastmcturcol prtxluc- 
iion. The advent of electricity and electric 
pumpsets has benefited the small and 
marginal peasants as much as the big 
landowners. C’onsequcnily no process ol 
proletarianisation took place in tlic village. 
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The specific issues discussed in the study are like 
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the educational and skill level of migrants, their 
awareness regarding various schemes for attracting 
foreign remittance, total amount of remittances sent 
home by migrants and their use at the place of 
origin. The study should prove invaluable for 
students, researchers, economists, planners as well 
as policy makers as it provides a deep insight into 
the problems of Indian migrants settled in U.K. 
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Federal Financial Relations 

The Plan/Non-Plan Conundrum 

BPR Vithal 

The division of total revenue expenditure into plan and non-plan and the division offunctions and responsibilities 
between the Planning Commission and the Finance Commission have become important issues in federal fitumcial 
relations. These can he discussed under four broad heads: (i) the constitutional aspects and how the various 
commissions have looked at them; (ii) the practical aspect: (Hi) the impact of the dichotomy between the two 
institutions on fiscal discipline among the states; and (iv) the institutional aspects. 


ECONOMIC anti social planning is Entry 
20 in the Concurrent List. In Articles 112 
and 202 ot the Constitution, where the 
annual linuncial .statements ol the union 
and the state governments arc pre.scribed. 
It is stated in clau.se (I) that this shall 
consist ol “a statement of the estimated 
receipts and expenditure of the govern¬ 
ment ol Indiu/statc tor that year”. In the 
case ol the estimates of expenditure, 
however, it is .stated, in clause (2). that 
such e.stiinates "shall distinguish expen¬ 
diture on revenue account from other 
expenditure". Government accounts are. 
therefore, classified into "revenue" and 
"capital'. Neither plan nor non-plan ex- 
pendituie is mentioned in the Constitution. 

In Article 27.‘5. where grants-in-aid of 
revenues arc related to ""needs of a.ssist- 
ance” as determined by a Finance Com¬ 
mission. no specific mention is made, in 
the .subsiantisc clause, ol schemes of de¬ 
velopment. though the.se are mentioned in 
both the provisos under this article. From 
1952 onwards, national plans for eco¬ 
nomic and stK'ial development were taken 
up progressively on a .substantive scale. 
The budgetary sector of such plans being 
their most important and determinate com¬ 
ponent, even when they do not constitute 
a major portion ol the uital outlay, inter¬ 
governmental fiscal transfers for the plan 
assumed growing importance over the 
years. The appointment of a PlanningCom- 
mission as a continuing body and the 
constitution ot a National Development 
Council as the highest authority for ap¬ 
proving national plans introduced extra¬ 
constitutional elements into federal llscal 
relations. The plan has both revenue and 
capital components. The capital outlay in 
the state plans is financed by capital 
receipts, central loans and market borrow¬ 
ings. The finance commissions have had 
to examine these aspects when a .specific 
reference was made to them of the debt 
position ot the .slates. The commissions 
have also, suo mottu, recommended capi¬ 
tal grants under upgradation of admini¬ 
stration. But the main issue relating to the 
relative roles of the Planning and Finance 
Commissions has arisen in regard to plan 
revenue expenditure. As a result, the 
division of total revenue expenditure into 


plan and non-plan and the division of 
limctions and responsibilities between the 
Planning Commission and l-nance Com¬ 
mission have become important issues in 
tederal financial relations. The.sc can be 
iliscus.sed under four broad heads: 

1 1) the constitutional aspects and how the 
various commissions have looked at them; 
(.1) the practical aspect; 

(I) the impact of the dichotomy between 
llie two in.stitulions, on fiscal discipline 
among the stales: and 
(4) the institutional aspects. 

1 

Constitutional Aspects and 
the Commissions 

Briefly the position is that it is agreed 
by all that there is no constitutional bar 
to grants for plan purposes being recom¬ 
mended by a Finance Commission under 
Article 275. If there is a controversy, it 
IS about Article 282 being u.sed for this 
purpose. There is also no bar to such grants 
being given even for capital purposes. 

The Second Commission, for the first 
time, specifically dealt with the question 
of co-ordination between the Planning and 
Finance Commissions. It is interesting to 
note that the difficulties that they li.sied in 
dovetailing the work of these two com¬ 
missions have, more or less, persisted since 
then right up to now. They provide as gwKl 
a justification as any for the subsequent 
practice of excluding plan expenditure from 
the purview of finance commissions. TIte 
difficulties mentioned by them were: 

(i) the period of the plan and the five 
years to be covered by that commis¬ 
sion were not co-terminus; 

(I i) in the forecasts agreed to between the 
Planning Commission and the state 
governments, many states had under¬ 
estimated their committed expendi¬ 
ture and overestimated the yield from 
existing sources of revenue; 

(iii) this meant that the contribution from 
exiiiting revenues, which were as¬ 
sumed for financing the plan, were 
not available; 

(IV) the re.sources expected to be raised 
by the states through additional taxa¬ 
tion were also likely to be absorbed 
for financingcommitted expenditure; 


(v) the central assistance given for cer¬ 
tain schemes was to taper off, creat¬ 
ing a fresh liability (these are the 
centrally sponsored schemes). 

It wi II be seen in the course of this chapter 
how prescient this analysis of the Second 
Commission was and how a situation des¬ 
cribed in 1957 continues to be true even 
today despite .several successive finance 
commissions, five-year plans, and pmtes- 
tation.s of fiscal and budgetary refonns. 

The terms of reference of the Third 
Commission .specifically mentioned that 
the commission should take into account 
"the requirements of the Third Five-Year 
Plan”. When this commi.ssion took this 
term of reference literally and took into 
account 75 per cent of the revenue compo¬ 
nent of the state plans while recommending 
devolution and grants-in-aid, its member- 
secretary recorded a note of dissent and 
subsequently the union government did 
not accept this part ol the recommendations 
of that commission. Kamat’s (member- 
secretary) contention was that, since central 
a.ssislance had been specifically sanctioned 
for the Third Five-Year Plan, there was no 
need for the Finance Commission to again 
consider the question of grants for plan 
purposes. A point made by him in this note 
wius that grants-in-aid under Article 275 
had been hitherto looked upon as “untied 
and unconditional”. If they were now 
given for plan purposes, a procedure for 
review would have to be prescribed under 
this Article which, in his view, would be 
more onerous than the procedure that the 
Planning Commission was following for 
review of expenditures from grants under 
Article 282. llie interesting aspect of this 
is that while the finance commissions did 
not recommend plan grants they, never¬ 
theless, prescribed reviews for grunts under 
Article 275 for upgradation ol administra¬ 
tion. On the other hand, with central 
assistance for the state plans under Article 
282 being distributed among the states in 
accordance with the Gadgil Formula, the 
Planning Commis.sion did not undertake 
any specific review of the expenditure out 
of such grants, except for some earmarked 
items. Justice Rajamannar (in his minute 
appended to the report of the Fourth Com¬ 
mission) while taking the view that the 
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language of Article 282 was 'wide enough' 
tocover plan grants, doubted whethergrants 
could be made under Article 282 “without 
tying them to a specific public purpose". 

In the case of the Fourth Commission 
additional resource mobilisation during 
the forecast period was excluded from being 
considered undei revenue re,source.s. but 
the exclusion of plan expenditure was not 
expressly mentioned. However, the com¬ 
mission considered it desirable that, “the 
Planning Commis.sion. having been spe¬ 
cifically constituted for this purpo.se should 
have unhampered authority inthisdomain". 

In the case of the Filth and Sixth Com¬ 
missions also non-plan expenditure was 
similarly excluded only by implication, in 
that only “mainleiiance of plan .schemes” 
was mentioned under expenditure. The 
Fifth Commission took the view that the 
terms of rcleience did place a restriction 
on the commission recommending grants 
for social services outside the plan but 
they did not place “any limitation on the 
process of tax devolution”. The Sixth 
Commission, however, noted that certain 
ground rules' tor rca.s.scs.snicnt of the 
forecasis ol state governments had 'by 
now become clearly established' among 
which was separation of non-plan from 
plan expenditure. From the Seventh Com¬ 
mission onwards the terms of retcrence 
jlearly mentioned "the requirements on 
revenue account” of the states to meet 
"non-plan commitments or liabilities.” The 
Seventh Commission also considered this 
"a well established practice” and did not 
jonsider it a constraint on them. I'he Ninth 
Commission alone was an exception in 
that It was asked to take into account 
revenue expenditure’ which would, by 
Jefinilion. include plan levenuc expendi- 
:ure. Nevertheless, the commi.ssion went 
into the question of the scope of Articles 
275 and 282. took legal opinion and 
.ixpressed the definite view that “grants 
lor financing the state plans are very much 
within the purview of the commission 
jnder the said article” (i e. Article 275). 
This commission, in fact, went into the 
question ol the financing of state plans 
jnder the Gadgil Formula, found a “basic 
Haw in the present system of federal fiscal 
ransfers” and proposed what it consid- 
:red a remedy for this under Article 273 
The 1'cnth Commission expressed the 
/iew that “the pre.sent artificial distinction 
letwcen plan and non-plan expenditures... 
diall be replaced by the simpler and con ven- 
lonally well recognised distinctions be- 
wcen revenue and capital. Future finance 
.'ommissions may be required to examine 
he aggregate requirements on revenue 
tccount and recommend means to bridge 
ihe revenue gaps". However, in the entire 
subsequent debate on the alternative 
scheme suggested hy the Tenth Commis¬ 
sion. this aspect has never been discus.sed. 

112 


The Practical Aspects 

Plan expenditure is incremental expen¬ 
diture. It is not synonymous with develop¬ 
mental expenditure. For analytical pur¬ 
poses. the heads of expenditure in a budget 
are some times categorised as 'develop¬ 
mental' and ‘non-developmcntaf, but this 
is neither statutory nor prescribed under 
the account rules. It is necessarily arbitrary 
and can change from time to time. For 
instance. Police Housing was not under 
the plan at one time, bccau.se it was con¬ 
sidered as expenditure under the head 
Police, which is a 'non-developmentaf 
head. Later, it was brought under the plan 
under ‘Housing’, which is a develop¬ 
mental head. The motive here was not that 
a more rational classification was being 
done but was to give access to funds 
available under the plan, which were more 
abundant than under non-plan. It al.so 
helps show larger plan outlays. The 
study team on 'Reforms in the structure 
ol Budget and Accounts’ (1971) had stated 
as lollows: 

Incidentally, as plan is the instrunicni ol 
development, plan expenditure has gen¬ 
erally come to be associated with develop¬ 
mental expenditure and, as a corollary, an 
impression is sometimes created that ex¬ 
penditure which is nol classil'ierJ as ‘plan 
cxpendilure' is non-devclopmental in 
character. However, a large chunk of ex¬ 
penditure which is now classified as ‘non- 
plan' IS also developmental in characier 
but IS cla.ssified as 'non-plan' expenditure 


either because it is a committed expendi¬ 
ture oncompletcd schemes of earlier plans 
or is a spill over from the earlier plan or 
IS outside the plan allocation agreed to hy 
the Planning Commission. In our view, 
this position has given rise to some mis¬ 
understanding about ihe nature ol public 
expenditures. We would, therefore, .sug- 
ge.st that the Ministry of Finance and the 
Planning Commission may lay down 
guidelines tor the classification of expen¬ 
diture between ‘plan' and ‘non-plan' 

The important point is that plan revenue 
expenditure is ‘incremental expenditure' 
under heads of account which am con¬ 
sidered to he developmental heads in Ihe 
revenue budget and which alone figure as 
developmental .sectors in a plan. Base level 
expenditure even under such 'dcvclop- 
mentaf heads of account is non-plan 
expenditure. However, all expenditure 
under non-devclopmental heads, base level 
and incrcmenial. is non-plan. 

There was incremental expenditure 
under developmental heads oven btdore 
there were plans. The budgetary proce¬ 
dures distinguished between expenditiiies 
at current levels and Ire.sh expimditure or 
new Items ofexpenditure at that lime also. 
Any incremental or new ex|iendiiuie pro¬ 
posed for a succeeding year was consid¬ 
ered under what was then called Part I> 
of the budget. According to this proce 
dure, all proposals lor fresh expendilure, 
whenever mootei' by any depart ment were 
initially examined on merits by the depart 
ment concerned and the tinance depart¬ 
ment and a view was taken whether Ihe 
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pnipi>sal deserves to be considered. At 
that stage the question of availability of 
funds for the .scheme was not taken into 
account. Departments, therefore, accumu¬ 
lated what were called Part II schemes, 
which had been examined and agreed to 
but kept pending. In modern terminology 
this would be called ‘a shelf of projects'. 
At the time of the budget exerci.se, the 
finance department would decide how 
much fresh expenditure would be po.ssiblc 
in the next financial year. Depending on 
this, they wouldtliencall for Part 11 schemes 
and government would decide which 
would be included in the budget lor sanc¬ 
tion as new schemes. Initially plan .sehemes 
also figured as Part II schemes. The study 
team rclcrretl to above, commented as 
follows. 

At present, f^art II ol the Demands does 
not show the plan and non-plan compo 
nenis ol cx(Tcndiiure under the various 
propramnies. activities, schemes anil 
oiganisalions The total provision on plan 
and non-plan as counts included in the 
Dem.ind arc shown as a l(M')lnoie. While 
It IS Hue iliat a separate document titled 
‘Plan-Budget Link' givesthedctailsol plan 
cx|)endiiuie included in each Demand, wc 
teel th.it, in the context ol the magnitude 
of the plan expenditure and the role ol 
budget as .in insiiuiiient toi the execution 
ol the pl.in progianinies. Part II ot the 
Demand ilsell should exhibit ihcdisirihu 
tion ol the expcndiltia* on the various pio- 
gr.immc.s, activities and schemes between 
plan and non-plan iicms, This will ensure 
a beiiei .ippreciation ol the plan pro¬ 
grammes and will .ilso lacilitate appraisal 
of the progress ol phin against the targets. 

Subset|iienlly. plan and non-plan were indi¬ 
cated as two comixinents m the budget itscll 
riie plan procedure was superior to the 
then existing ptocediiie for sanction ol 
new schemes in the budget, because the 
plan gave .t l|•ilntewo|•^. of inlcrsccioral 
priorities aeeordiiiL’ to which the available 
.surplus could he utili.scd tor sanction ol 
nevv schemes, whcieas the old procedure 
would have been more aibiirary. Therefore, 
out problems have not arisen, slnctly speak¬ 
ing. becau.se ot considering incremental 
expenditure to be plan expenditure but lor 
other reasons, which we explain below. 

Given the existence ol two m.s(itution.s. 
vi/.. the Finance Commission and the 
Pianning Commission, the fact that plan 
expenditure i.s, by dehmtion. iniacmcntal 
expenditure provides a logical basts for 
a division ol lunclions between the two 
commissions on the analogy of the Part II 
procedure we have described above. The 
revenues and expenditures that finance 
commissions have been taking into ac¬ 
count in the first year of their foreca.si 
peiiods arc at current levels and would 
correspond to what ii.sed to be called Part I 
of the budget. The projcction.s for the 


remaining four years would take into ac¬ 
count the normal growth of these revenues 
and expenditures on the basis of past trends 
or some future antici^lion of inflation. 
No new expenditure would be included. 
Such new expenditures and the additional 
resources to be raised for financing them 
would form part of the next plan. This was 
what was called Part II of the budget under 
the old procedures. 

The Constitution requires a Finance 
Commission to be appointed once in five 
years. Wc modelled our planning process 
on that of the Soviet Union who adopted 
u five-year cycle for a plan. Therefore, by 
a historical accident, the two time cycles 
were such that the work of the two com¬ 
missions could be dovetailed on the basis 
of a fivc-ycar cycle. At the time of the 
Ninth Commission the plan period and the 
period of forecast of the commission were 
.xynehroni.sed. However, by the time the 
I'enth Commission was appointed, this 
was again disrupted and the commission 
pointed out that this issue was urgent and 
should be dealt with whi Ic determining the 
period for the next plan. The Eleventh 
Finance Commission should have been 
appointed by June 1*197 at which time the 
live-year period from the date tif appoint¬ 
ment ol the Tenth Commission expired. 
However, this was not done, presumably 
hccau.se a constitutional amendment was 
under discussion. We can only as.sume 
that the interpretation given to the con¬ 
stitutional provision was that the next 
commission need only be appointed such 
that its report would be available by the 
lime the period covered by the Tenth 
(.'ommi.ssion's recommendations expires. 
In all these 50 years, this was not the 
interpretation given to the constitutional 
provision. The Eleventh Commis.sion has 
now been constituted on the July .5. 1998. 
Paia 5 (lii) ol the terms ol loleience slates 
that the commi.ssion shall have regard to 
the "requirements of the .slates lor meeting 
the plan and non-plan revenue cx|)cndi- 
tiire”. The Ninth Commi.s.sion Uuik into 
account plan revenue expenditure by 
implicatiuir because its terms of retercncc 
had mentioned ‘revenue expenditure' 
without excluding plan revenue expendi¬ 
ture us had been done in the case of the 
provious coinmi.s.sion.s. The present term 
ol reference is even more specific. This 
commi.ssion can, therefore, cover the entire 
revenue expenditure. 

In para 5 (iv), the commission has been 
asked to take into account "maintenance 
of expenditure of plan .schemes to be 
comple'ed by March 31. 2000". In 1997 
the then United Front government hud 
reiterated its resolve to formulaic a five- 
year plan lor the period I997-2(K)2. As of 
this dale, the present government of India 
has not made any clear statement in regard 
to the current plan. It is, therefore, still 


open to end the current plan by March 31. 
2000. There i.s no sanctity in the five-year 
period for a plan and as such there should 
be no difficulty in taking the current plan 
to be for the period 1997-2(X)0. This could 
be considered a three-year plan or three 
annual plans. Both these approaches 
have been adopted in the past. In view of 
the present uncertain economic situation, 
the next plan, if there is to be one, could 
be for the period 2000-2005, which 
would coincide with the period of forecast 
now indicated for llie Eleventh Commis¬ 
sion. If this is dune, it would have the 
advantage of restoring the synchronisation 
between a plan period and the period 
covered by the Finance Commi.ssion us 
iiad been recommended by the Tenth 
Commission. 

Ill 

The Dichotomy and Fiscal DLsciplint* 

If (he separation of functions between 
the two commissions could be justified on 
this logical ground, what exactly went 
wrong? While arriving at the base level 
for both revenues and expenditures, every 
Finance Commi.ssion had generally ac¬ 
cepted the existing situation on the ground. 
It is this that has been sometimes criticised 
as a 'gap filling approach'. However, while 
making projections for the forcca.st pe¬ 
riod. they were not equally indulgent. They 
sought tix introduce some measure ol 
efficiency and discipline. Certain .subsi¬ 
dies, like those for service charges lor 
utilities like power and water, were not 
fully accepted. Adequate provision was 
made lor maintenance of capital assets 
like roads, which the states were neglect¬ 
ing. Belter results on public sector mvcsi- 
menis were assumed. In the case of those 
slates, which were not putting m adcquiite 
effort to raise their own resources, a heller 
ellort was pa'.sumcd. In actual practice, 
however, the states ignored every such 
recommendation of the finance com- 
mis.sions. Add to this the dcus ex machina 
of inflation. The finance commissions 
have always made a.ssumplions regarding 
infiation which neither previous trends 
nor future prudence justified. The only 
justification was that realism would he 
self-fulfilling and should, therefore, be 
avoided. This gave a not insuhsiuniiul 
fig leaf for the .stales to cover their own 
failings. 

The commissions were loo wi.se and 
experienced not to realise what was 
huppemng. But what could they do ! They 
could neither wish away the irresolution 
of the state govcrnmcnl.s nor passively 
accept the mcvitahilily of events. .So they 
adopted the time-honoured device of clos¬ 
ing their eyes and discovering rca.sons tor 
hope in the future. The hope can always 
he nursed, except by anarchists, that, 
somewhere in them, governments have 
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the capacity to discern right and wrong 
and the resolution to take rational action. 
The assumptions ol'previous commissions 
were rntxlilled on the ground that knowl¬ 
edge had advanced, even if experience 
had stagnated. The bottom line was that 
the commi.s.sion had to do its work within 
a stipulated period and the arithmetic had 
to add up and internally con.si.stcnt. even 
if externally irrelevant. The finite limit 
was the centre's capacity to share its tax 
revenues with the states. The arithmetic 
was worked out first and the logic derived 
later. Like Avatars, thecommi.ssionsanise 
periodically when the financial dharma 
was in disarray. They gave in their reports 
a new dispensation that would restore 
dharma But there were no Devas to 
leave in charge of the reformed situation. 
It is this phenomenon that the Tenth Com- 
mi.ssion neatly summed up by observing 
that “if in actual practice the picture turns 
out to he worse than what it is being 
projected, even our conservative as.scss- 
ment ot what can realistically be done 
would have been proved wrong. It is a 
perpetual battle between hope and ex¬ 
perience.” Tliis was one-half of what went 
wrong: the indifference orintransigcnce 
ot the slates and the helple.s.snes.s of the 
finance commissions. 

The other hall has been due to the Plan¬ 
ning Commission, more or less, closing 
its eyes m this phenomenon. To under¬ 
stand this, let us briefly explain the proce.ss. 

I A state’s revenue resources (RR) at 
the base level will be equal to state’s 
own revenue resources (SftR) + share 
III central taxes (SCf). 

(1) RR = SRR + SCT 

The difference between such total re¬ 
venue receipts and non-plan revenue 
expenditure (NPRE) is called Balance 
Iroin Current Revenues (BCR) 

(2) RR - NPRF- = BCR 
If at this stage 

NPRE > RR 

BCR will be negative. 

In this case, the Finance Commission 
recommends an Article 275 grant to 
cover the negative BCTR, then 
RR + Article 275 grant = NPRE, there¬ 
fore BCR = 0 

II The plan revenue resources (PRR) for 
financing the revenue component of 
the state plan (PRE) arc as follows; 

(3) PRR = BCR + ARM + CA 
Where ARM is additional rc.sourcc 
mohi li.sation for the plan above the ba.se 
level and CA is central assistance. 
The Gadgil Formula assistance is 
divided inUi 70 per cent loans and 30 
per cent grants. Thcrelore, for the 
revenue component of the plan, CA 
will be 30 per cent of Gadgil Formula 
assistance. 

(4) If BCR is 0. then 
PRR = ARM I- CA 


(5) If BCR is negative 
PRR = (ARM - BCR) + CA 

(6) If. - BCR > ARM, then 
ARM - BCR will be negative, i e, 
central assistance (CA) for the plan 
will be diverted to finance non-plan 
expenditure. This is already happen¬ 
ing in the case of the Special Category 
states. 

(7) If. - BCR is > ARM + CA 
then, even the loan component of cen¬ 
tral assistance will go to finance non¬ 
plan revenue expenditure. This stage 
also has been reached in quite a few 
states. 

At the end of a Finance Commission 
exercise, no state wilt have a negative 
BCR. If a negative BCR emerges, then it 
means that the position as envisaged by 
the commission has since deteriorated. 

The re.sourccs of the state are reviewed 
in Scptember-Dccember by the Planning 
Commission for finalising the Annual Plan 
of the next llnancial year. As indicated 
above, this exercise must begin with a 
review of the BCR. The BCR being the 
end product of the exercise of a Finance 
Commission, such a review is. in effect, 
a review of the Finance Commission’s 
estimate of the re.sourcc position of the 
state concerned. The Finance Commis¬ 
sion, not being a continuing body, the 
Planning Commission can, through the 
instrumentality of this exercise, act as a 
monitor of the conditions prc.scribed by 
the Finance Commission. This, in fact, 
was a role that the Planning Commission 
was discharging during the first two de¬ 
cades. If a .state under-provided for non¬ 
plan expenditure such as maintenance of 
roads in its anxiety to have a larger BCR 
so that it may have a larger plan outlay, 
the Planning Commission officials u.sed 
to insist that the amounts pre.scribed by 
the Finance Commission mu.st be pro¬ 
vided. It was en.sured at that time that the 
states provided for dearness allowances 
for staff in accordance with actual rate of 
inflation and not at the earlier hypothetical 
rates. This position underwent a change 
in the I980.S when the Planning Commis¬ 
sion began sharing the anxiety of the states 
to show larger plan outlays and became 
indulgent in its scrutiny. If even after such 
an indulgent .scrutiny of the resources of 
the states, the BCR and the ARM were 
not sufficient to justify a larger plan outlay, 
a new device was invented. It was called 
’more efficient collection of state rev¬ 
enues and economies in non-plan expen¬ 
diture'. It was not clear what effort was 
envisaged which would not have gone 
into the earlier exercise or estimation of 
ARM. The inevitable result of such an 
exercise was a shortfall in ie.sources during 
the year. 

The procedure followed by the Planning 
Commission for finalising annual plans 


of states also contained a lacuna that 
inevitably led to deficits on revenue ac¬ 
count. The procedure was that the total 
approved plan outlay of a state was matched 
with total resources available. This would 
include revenue resources and expendi¬ 
ture as well as capital receipts and expen¬ 
diture. The total plan outlay so approved 
is broken up into sectoral outlays. These 
sectoral outlays would contain both reve¬ 
nue and capital expenditures. Though some 
of the sectors may be predominantly the 
one or the other such as. for instance, 
education for revenue expenditure and 
irrigation forcapital expenditure, the break 
up of the total plan outlay into revenue 
and capital expenditures can be known 
only from the state budgets. There is no 
matching of the revenue plan outlay with 
the revenue resources at the time of the 
discus.sions between the .state governments 
and the Planning Commission. In a num¬ 
ber of cases, therefore, the revenue plan 
outlay provided for by the .state govern¬ 
ment in their budget exceeds the revenue 
resources available, though the total plan 
outlay and sectoral outlays may conform. 
to the approvals given by the Planning 
Commission during the discussions. There 
is. thercfore.o/i initio a plan revenue deficit 
built into the budget it.self. The Tenth 
Commission had commented on this as 
follows; 

There is a revenue plan which ought to 
be covered by revenue receipts. The club¬ 
bing of the revenue and capital compo¬ 
nents in one category termed as plan outlay 
has generated a tendency to use borrow¬ 
ings to finance revenue expenditure. It is 
imperative to match the revenue resources 
.separately with the revenue component of 
the plan. Failure to appreciate this basic 
requirement of fiscal discipline is one of 
the main causes ot the endemic fiscal 
disequilibrium. (Para 2.25. Report ot the 
Tenth Commission). 

The Planning Commission was thus, 
from year to year, faced with the two 
problems: (a) the BCR projected by the 
Finance Commission having disappeared; 
and (b) the BCR reworked at the time of 
the annual plan resource meetings also 
disappearing. As we have mentioned 
earlier,eveiy FinanceCommi.s.sion has been 
confronted with deficits in the revenue 
budgets of the states, which ought not to 
have been there according to the calcu¬ 
lations of the previous commission. The 
main difference between these two un¬ 
anticipated gaps is that a Finance Com¬ 
mission, being a periodic body, has the 
consolation of being confronted with the 
sins of the state governments committed 
during the interregnum only. On the other 
hand, the Planning Cnmmi.ssion, being a 
live and continuing body, is faced each 
year with the sins of commission of the 
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state governments and its own sins of 
omission. Deficits are sins; but while a 
non-plan deficit is mostly ‘karma’, i e. the 
fruits of past sins, a plan revenue deficit 
represents unrepentant continuing sin. A 
Finance Commission’s dispensation is like 
the Catholic confessional: itcondones past 
sins subject to certain penitence. The 
Planning Commission approving a plan 
with a deficit is the Pontiff approving 
continuing sinning. 

The deterioration that has taken place 
in the financial situation of the states is. 
therefore, not attributable primarily to the 
fact that there have been two institutions 
dealing with federal financial transfers. It 
has been a result of our approach to plan 
financing. As we have .seen, the budget 
exercise used to start by (a) an estimate 
of the icvenue surplus available on the 
basis of current expenditures and expected 
revenue receipts and (b) deciding to what 
end this surplus would he applied. That 
this end. which was called Part II or New 
Schemes, would now be a more elaborate 
and consistent frame called a plan would 
not have made a iliffcrence. However, the 
pnicess was reversed and the cxcrci.se 
began by (a) determining what should be 
our desired plan outlay and (b) deciding 
how additional resources would be 
mobili.sed lor achieving this objective. 
Thedifterence between objective and effort 
was conveniently covered by a deficit, 
which was now morally acceptable to the 
economists. Economic classification 
looked at expenditure, such as education 
and health as invc.stments and not current 
exfienditure It did not take into account 
the tael that, while inve.stment in asset 
creation was expected to generate a return 
flow of non-tax revenues, current expen¬ 
diture required tax returns to balance it. 
If this did not happen, a revenue deficit 
aro.se. 1'liis deficit was subsumed in the 
li.scal deficit and shared its respectability 
in economic discourse. The qualitative 
dillereiiLe between a revenue deficit and 
a fiscal deficit was blurred and the one 
inexorable limit on current or revenue 
expenditure was removed. At best, ARM 
was used to assuage an uneasy conscience. 
ARM became a jumbled RAM mantra of 
the plan. The Soviet practice was approv¬ 
ingly quoted, where it was the plan that 
had the legal authority and not the budget. 
Financial 'santhiHilan' was then consid¬ 
ered as subversive of'developmental effort 
as • .sant'hrushti' would now be considered 
as subverting the market. 

IV 

Institutional Arrangements 

In considering the institutional arrange¬ 
ments we need to take into account con¬ 
stitutional provisions on the one hand, and 
the nature of the plan process, on the other. 
Two institutions already exist in this field. 


vi/., the cinance commission as required 
by the Constitution, and the Planning 
Commission. However, we are at a junc¬ 
ture when, on the one hand, amendments 
to the provisions of the Constitution 
covering federal fiscal transfers are being 
considered and, on the other, the entire 
range of economic policies are being 
reviewed. Therefore, the nature of the two 
existing institutions need not be aconstraint 
on any review we may now undertake. 

The real distinction between these two 
bodies arises out of the nature of their 
tasks. A Finance Commission is a con¬ 
stitutional body charged with the respon¬ 
sibility of distributing resources between 
the different levels of government under 
the Constitution - the union, the states, 
and now the local bodies. A Planning 
Commission, even if if is made a consti- 
iiitional body, will have the task of for¬ 
mulating plans which, by their very na¬ 
ture. wi II have to be, partly at least, political 
documents. The fact that the Planning 
Commission has been reconstituted when- 
everthe parties in power at the centre have 
changed and that even plans previously 
prepared have been terminated when such 
changes occurred shows the political nature 
of this process. In the plan process, overall 
resources and the different levels of gov¬ 
ernment arc only the means for the achieve¬ 
ment of certain socio-political goals. 

Guhan had taken the view that. ‘There 
IS, in fact, a ‘clear rationale’ for the Finance 
Commission not dealing with the plan 
revenue account”. His objection is ba.sed 
on the fact that a Finance Commission is 
a “discreet occurrence" and not a “stand¬ 
ing body” like the Planning Commission. 
If the logical consequence of treating the 
aggregate revenue account as one. includ¬ 
ing plan and non-plan, is that there should 
he one body which deals with all transfers, 
then Guhan would like this one body to 
be the Planning Commi.s.sion {EPW, April 
22.1995). In that case the political nature 
of planning may vitiate the objectivity of 
federal fiscal transfers, both vertical and 
horizontal. Further, if we combine the 
functions of a Finance Commi.ssion and 
a Planning Commission in one institution, 
we will be imparting to it a strength in 
federal fiscal relations which was not 
considered desirable even in the heyday 
of .socialist planning when it was said by 
some that the plan should prevail over the 
budget, as it did at that time in the Soviet 
Union. This very strength will call its 
objectivity into question in course of time. 

Guhan reposes his hopes in the Planning 
Commission based on the fact that “linked 
as it is to the National Development 
Council” it will be in a position “to develop 
a long-term federal consensus on theexlcnt 
and pattern of transfers from the centre to 
the states and between the states” and will 
not be “a gamble on the personal views 


of five persons, or a majority of them”, 
as Justice Rajamannar had put it. This 
hope is based on several a.s.sumptions in 
regard to the Planning Commission, its 
relation to the NDC and the method of 
functioning of the NDC. The Finance Com¬ 
mission on the one hand, and the Planning 
Commission on the other, represent two 
different approaches to the settlement of 
inter-state issues. A review of the expe¬ 
rience of the last four decades should help 
guide us in regard to the choice we have 
to make for the future. We have had, in 
the finance commissions, a kind of ‘arbi¬ 
tration’ or ‘award’ approach while the 
Planning Commission has had to adopt a 
more democratic approach of evolving a 
consensus. The Gadgil Formula represents 
the result of the con.sen.sus approach and 
the various formulae evolved by the It) 
finance commissions so far repre.sent the 
results of the ‘gamble on the personal 
views’ of SO individuals, there is no reason 
to regret the gamble, since the horizontal 
transfers under the formulae devised by the 
various finance commissions have been 
more progre.ssi ve than plan transfers under 
the Gadgil Formula. The Gadgil Formula 
itself has been further diluted or vitiated 
by devices such as centrally Spon.sored 
Schemes and externally-aided projects. 

The manner in which the Gadgil For¬ 
mula was evolved and subsequently 
modified provides a good case study of 
the limitations of the consensus approach. 
The initial evolution of this formula and 
its approval by the NfX! is an example 
of the best aspects of the consensus ap¬ 
proach. It was not ea.sy to evolve a formu la 
for the first time when there was none. The 
fact that this was done is a tribute to the 
respect which Gadgil commanded at that 
time and the stature and statesmanship of 
the chief ministers who were then mem¬ 
bers of the NDC. The tlrst modification 
of the Gadgil Formula, which increa.sed 
the percentage available for states with per 
capita income below the all-India average 
was a progressive one but it was adopted 
by a procedure which was in complete 
contrast to the manner in which the formula 
itself has been evolved. The modification 
was announced by the then prime minister. 
Indira Gandhi, in her concluding remarks 
to the NDC almost as an aside to the pro¬ 
ceedings. On subsequent occasions when 
an attempt was made to modify this for¬ 
mula. a transparent procedure was adopted 
in evolving and considering various alter¬ 
natives, first when DT Lakdawala was the 
deputy chairman and subsequently when 
Madhu Dandawatc was in-charge and 
A Vaidyanathan was the member con¬ 
cerned. But on both these occasions no 
decision could be arrived at. When the 
formula was, in fact, modified sub¬ 
sequently. it was done in the usual con¬ 
fused atmo.sphere. 
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These successive incidents are a com- 
mentar> on the methods of obtaining a 
consensus. It would appear that in a 
democratic body consensus never really 
evolves but is often obtained by a process 
in which haste and confusion prevail over 
deliberation and clarity. The consensus is 
acquiesced in, not so much because every 
one accepts it but. because no one has 
.sufficient conviction or energy left to 
disagree. The element of a gamble, there¬ 
fore. is as much there in this democratic 
dynamics as there is in the award proce.ss. 
■Htc difference is that, in one ca.se there 
are 26 intca^sied parties, while in the other 
there arc five, perhaps, opinionated but 
disinterested players. A process of con- 
seiisu.s is bound t«) be based on compro¬ 
mises, which may have the advantage of 
being generally acceptable but will sutfer 
from the disadvantage of not fulfilling 
adequately the criteria of cither efficiency 
or equity. As James Mudi.son warned in the 
‘Federalist Papers', “in a search for con¬ 
sensus it would no longer be the majority 
that would rule, the power would be trans¬ 
ferred to the minority’'. Any award may 
be a gamble, but the gamble arises out of 
internal bia.ses and not external pressures. 
The choice between a Finance Commis¬ 
sion and a Planning Commission type of 
institution will, therefore, have to take 
several other I actors aLso into account and 
not merely the nature of their compo.sition. 

If the plan process is to continue as it 
has been so tar. it would appear prudent 
to have two institutions. However, most 
experts and all finance commissions so 
far. arc agreed that, even in such a situ¬ 
ation. there are clear disadvantages in 
excluding plan revenue expenditure from 
the pur\ icw of the finance commissions. 
We have seen, in the course ot our review 
earlier, how significant these difficulties 
and deficiencies have been. These can be 
overcome by allowing the Finance Com¬ 
mission to lake into account the entire 
revenue expenditure, as was done in the 
case of the Ninth Commission and has 
now been done lor the Eleventh Commis¬ 
sion. The Finance Commission then makes 
projections for the forecast period with 
which it is concerned and determines total 
revenue expenditure under various sec¬ 
tors. Alter taking into account the total 
revenue receipts that, in their view, can 
he raised, grants under Article 275 are 
recommended, In the.se exerci.ses it will 
have to make assumptions regarding rates 
of growth, etc, with which the Planning 
Commission may normally be concerned 
in the course of formulating plans. It would, 
therefore, be ncce.ssary to ensure close co¬ 
ordination between these two bodies. To 
facilitate this a convention had been es¬ 
tablished, since the Sixth Commi.ssion, ot 
having a member of the Planning Com¬ 
mi.ssion on the Finance Commis.sion. 


The devolutions and grants under 
Article 27S recommended by the Finance 
Commission, if accepted, will be statuto¬ 
rily binding on the central government. 
T^PIanningCommission will have to take 
them as given. This is so even now when 
the Finance Commis.sion does not take plan 
revenue expenditure into account. Finance 
commissions have entered the domain of 
developmental expenditure in their as¬ 
sumptions and through upgradation grants. 
However, these do not prevent the Plan¬ 
ning Commission from formulating the 
revenue component of the plan on its own 
assumptions. Ifthe planning commission’s 
assumptions mean that plan revenue ex¬ 
penditure would be higher than what the 
Finance Commission had anticipated, the 
states will have to raise additional resources 
for this purpose. Conversely, if the plan 
envisaged by the Planning Commission 
had a lower revenue component, there will 
be a revenue surplus which will be avail¬ 
able for financing capital expenditure. In 
either ca.se the statutory devolutions and 
grants under Article 275 recommended by 
the Finance Commission will not be ef¬ 
fected. The Ninth Commission, which has 
been asked to take total revenue expen¬ 
diture into account, followed a similar 
approach. This did not prevent the Plan¬ 
ning Commi.ssion from finalising the state 
plans on its own assumptions and recom¬ 
mending central assistance for such plans 
over and above the Article 275 grants 
recommended by the Finance Commis¬ 
sion for plan purposes in the case of strmc 
States. 

In the discussions in the Standing 
Committee of the Inter-State Council the 
proposal of the TFC, to pre.scribe in the 
Constitution the percentage share of the 
states in the gross proceeds of central taxes 
and keep it fixed for 15 years, was not 
accepted. The consensus was that the 
percentage should be 29 to begin with, as 
recommended by the TFC, but that it .should 
be reviewed every five years by a Finance 
Commission. With this modification the 
alternative .scheme will come down to 
only a change in the nature of the divisible 
pool. This pool will not he a percentage 
of two taxes as at present but will be the 
gross tax revenues of the centre. Every¬ 
thing else remains the same. With this, the 
relative roles of the finance and planning 
commissions become an issue again. The 
lerms of reference of the Eleventh Com¬ 
mis.sion. since con.stitutcd, require them 
to look into both plan and non-plan ex¬ 
penditure. One can. therefore. a.s.sumc that 
ihe approach of the Eleventh Commission 
will be along the lines we have discussed 
above. All that would he required for this 
process to proceed smoothly would be that 
the period of forecast covered by the 
Finance Commission and the period of the 
next plan are the same. 


A radical departure from the existing 
procedures would have been possible if 
the Altenutive Scheme of Involution 
recommended by the TFC had been ac¬ 
cepted in its entirety. This envisaged the 
percentage share of the states in the gross 
tax revenues of the centre being prescribed 
in the Constitution and remaining fixed 
for a period of 15 years. The scheme does 
not deal with the horizontal di.stribution 
among the states of the total share of the 
.states. It can be taken a step further by the 
percentage shares of the .states, or the 
principles on which such percentages are 
to be determined also, being prescribed in 
the Constitution. Justice Rajainannar, in 
his minute appended to the Report of the 
Fourth Commission, had stated that: “As 
regards distribution inter se among the 
.several states, the general principles and 
criteria may be laid down by the Consti¬ 
tution..." Cuban had also sugge.stcd that 
‘robust criteria’ for horizontal distribution 
could now be included in the Constitution. 
Once the broad criteria for horizontal 
di.stribution are prc.scribed in the Consti¬ 
tution, the remaining exercise will be only 
to apply these principles to the actual 
situation from time to time. This can be 
done by the Planning Commission as pan 
of its plan resources exercise. A Finance 
Commi.ssion will then be required, oidy 
once in 15 years, to detenninc the share 
of the states in the gross proceeds ot 
central taxes. Since amendments ot the 
Constitution have not yet been taken 
up, there is still .scope for considering 
radical depanures trom the existing pro¬ 
cedures and institutional set up consistent 
with the new economic environment and 
policies. 

In other federations, there are institu¬ 
tions like Grants Commissions. The Re¬ 
serve Bank of India has suggested a State 
Funding Corporation to deal with market 
borrowings by the .states. If there is such 
a body it could also deal with examining 
specific projects proposed by the states 
with a view to determining theireconomic 
viability for purpo.se.s of market borrow¬ 
ing as well as for loans from the centre 
to the .states. The role of the Planning 
Commission will have to be reconsidered 
in the light of these various changes. The 
basic issue is not an institutional one: it 
concerns our approach to fiscal policy in 
the coming years. In the past, the plan 
process had either built in acertain amount 
of deficit in its calculations or had. at lca.st, 
condoned it after the event. If we are 
agreed that we arc entering a period of 
fiscal di.scipline, then the primary and un¬ 
disputed objective has to be that there can 
he no deficit on the revenue account, 
whatever the fiscal deficit may be. Our 
institutional arrangements must then be 
such as to be in consonance with this 
approach. 
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and b^een the poorer Solid) and the less poor South. SQO 

Fertility DecKne nHtiiont DeTdo^nent 

The soodieni males are, on the whole, undergmng n ferdUty tnuisidoq. 
Kenln iSKl Tmil Nadu have nlieady achieved rqilacement-tovel fertility. 
The dramadc feUility decline in Andh^ Pradesh ^ows that this state 
will follow the other two soon. The picture of Iwdlity dediae in 
Amflira Pradesh and a discussion of nhernadve expla^ons. 491 


Hedth in Ninth Pbm 

Af ainit the backgroimd of the 
ooRvuidiig evidence that die iong 
neglect d paUK health is driunatkadly 
chaimiimtmcoaiitiy'sqMdenikdagical 
profile, if is a m s i ts r fPr eoncem 
dun dw Ninth Ptan does not pqr 
ciKMm> attention to improving 
pubHc imdih services. 455 


Knimiya and CoBtOBK 

the tax stnicture of dw day as mvesM 
m ArAasaam, Kaudya's 2,3(]l>,year 
(M tnstMe, shows immating fwnM 
with cmendy prescribed vdoadon 
■teripies and ptaedoesi. 40 


FakktfBtandlMF 

UK Wm wp mwmitinn 

nmini s tppp w nny it wbq 'Qv 
fiPdon, not hot h vrili at best 

fniyiOO Mnop 1N9pip|| l^nPe 

MfbingaMiar. " 457 


Silent Crime 

Banda district in the Banddidiand 
(Pgion of UP is in the news genetdiy 
be^se it IS die home of dw 
droaded dacoit Dadua and his gang, 
but the crime dwt meapes MiiGe is 
the extensive donumic videnoe 
against wmnen hi dm arsa. one of 
the moat backward in the oouMiy nt 
teem «f dm parunelen of women's 
progress. Story of a eampaiga by a . 
women’s gnonp against domestic 
vwknce in the ngion, 455 


Hindutva and Gulf Money 

The influx of Odf money and rim 
growth of new indusbies and bnaiaaai 
m dm conshd regioiis of Karnsiaiw. . 
have created new hkmitics triiidh betop. 
■ff wtiH l nM rrtminashtisi sitifiiia naM 

Sid oominudties. 11m risntf lintNTP 
fimops and dm recent rSria hi dthtfia, 

WDll 10 DC lOCB IB BIQ OOBIffI 01 

dmae eocao-eemioinie thaatet. 44i 














LETTERS TO EDITOR 
Apex Court on Narmada 

THE permission given by the Siq)reme 
Court to the Gujarat government to pro¬ 
ceed with the wort on the controversiid 
Sardar Sarovar Project (SSP) in the 
Narmada valley, from 80.3 metres does 
not seem justifiable or logical in the light 
of the realities regarding the displacement 
and resettlement caused by the dam. It 
would also send undesirable signals re¬ 
garding the displacement of the tribais and 
all di.spossess^ people. The Court has 
given its consent for an ‘independent 
authority' appointed by the state govern¬ 
ment for ‘grievance redressal’ and ordered 
that the authority should file its interim 
report on the conditions of the SSP oustees 
resettled in Gujarat till April 9, on the basis 
of which the court would consider the 
issue of increasing the height of the dam 
up to 90 metres, in a hearing fixed for 
April 15. The Court did not give any 
directions about increasing the dam height 
to 110 metres or the height at which the 
benefits of the dam would accrue, the 
ultimate proposed height of 139 metres 
(455 ft). Madhya Pradesh opposed the 
granting of permission but the Court 
advised it to solve its dispute with the 
Gujarat government in other fora. The MP 
government has decided to file a suit 
demanding a new tribunal to decide 
about the project. The interim order came 
on Febru^ 18, at the end of the ‘final 
hearing’ of the writ petition filed by the 
Narmada Bachao Andolan (NBA) which 
had demanded a comprehensive review of 
the project on all aspects and the stoppage 
of the work on the dam, with no furher 
submergence and di.splacement. Work on 
thedam was suspended fromJanuary I99S 
due to people’s resistance as the Court 
refused to permit the construction on the 
riverbed of the dam from May 1995. 

The permission for the work up to 85 
metres will affect the tribal belt of the 
Narmada Valley most. The villages in 
Akkalkuva and Akrani tehsils in 
Maharashtra and Alirajpur in MP would 
be hit the worst. Even villages in Dhar and 
Badwani districts would be hit due to the 
dam. The people have yet to be resettled, 
but they would face submergence and be 
compelled to be displaced due to the Court 
order. The ground situation regarding the 
displacement and resettlement is totally at 
variance with what was represented by the 
Gujarat lawyer. The Andolan counsel 
ShantiBhushanpointedoutthatevenin the 
limited perspective of resettlement up to 


83 metres, unless the oustees below the while the government data was taken as 
height be resettled fiiUy six mondts before the basis for the deliberations. The ap- 
the construction, submergence cannot be pointment of the ‘grievance redressal 
permitted. He also referred to the hollow- authority’ may be a redeeming feature, but 
ness of the offers of the resettlement land itcannatcoinpaisatefi(Hrthedainagecause(|.> 
to the prospective oustees up to 8S metres, by permitting work on the dam. Hie 

He gave instances of the non-availability evaluation of the cost-benefit of the dam, 
of cultivable land and other serious short-' its ‘public purpose’ bectunes inqierBtive 
comings in the resettlement sites. In such in view of the insistence on the part of the 
a situation, he said, it would be a violation government that the project is in the 
of the award of the Narmada Water Dis- ‘natitmal interest’, 
putes Tribunal (NWDT) and other legal The NBA accepts die decisions and 
and constitutional rights. hopes that the Grievance Redressal (2om- 

The court restricted itself to the issue mittee headed by Justice P D Desai will 
ofwhatitcalied,'reliefandrehabilitation’ bring out the true picture regarding the 
of the oustees. Though the NBA has raised existing conditions of the oustees and the 

relevant issues including cost benefits, overall view regarding the displacement 
environmental impact, along with the and resettlement. Our future coiuse will 
displacement and social equity the Ctourt be decided after meetings with the villag- 

thought it fit to reduce the issues to re- ers in the valley. The people’s struggle 

habilitation, diat too in a piecemeal way. will continue as it has through all these 

This time the Court wanted to talk only ISyears. The Narmada struggle has been 

about rehabilitation up to 90 metres of the a part of the larger struggle of the de¬ 
height of the dam - as demanded by the pressed classes, tribais, dalits, farmers of 
Gujarat government. Even here tlm Court this nation to protect their rights, life and > 
did not think it fit to take cognisance of resources from the onslaught in the name 
the abysmal conditions of those who have of development, globalisation, etc. All the 

already been displaced. The first villages organisations and movements along wHh 
nearthe site, Vadgam and Manibeli could the conscientious citizens will have to 
not be resettled fully even after the dam watch the way the courts too have been 

was built and filled in. NBA has prepared acting with regard to the democratic and 

painstakingly detailed surveys of the human rights developments, 
conditions of the resettlement sites in 

Gujarat and Maharashtra. However, this Sanjay Sangvai 

wasnotgivendueimportancebytheCourt, Mumbai 
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Scripting a Detente 


W ITHOUT a doubt the glitter and the glamour attending 
the high profile drama at the border-post of Wagah last 
week was well orchestrated and rehearsed on both sides of the 
border. Cynics may well comment on the emptiness of the 
ritual and yet, given the historical circumstances, it is difficult 
to imagine any attempt at a detente in India-Pakistan relations 
that would not prompt an emotional response. Certainly both 
governments, in Islamabad and Delhi, knew this well and 
the symbolic ’reopening’ of the border with the Indian prime 
minister and his entourage travelling across it on the first 
bus service between the two countries was meant to capture 
4hat emotion, to perhaps hopefully find a way across immovable 
obstacles in the long and so far tedious process of dialogue. 
The rhetoric - Vajpayee’s “defining moment in south Asian 
history’’ - was tailored for the occasion. After all, for both Atal 
Behari V ajpayee and Nawaz Sharif, the smooth passage of the 
meeting at the Wagah border was critically important. 

Unlike other summits, this meeting was not a culmination, 
or even a high point, of long rounds of discussions between the 
two countries. It would be futile then to look for substance of 
great significance in the various communiques that will be 
issued. U is the event that is in focus - the highly emotive 
reception to the Indian prime minister, Nawaz Sharif walking 
into no man’s land to receive him, the Pakistani armed forces 
hand playing the Indian anthem; the moment-to-moment 
television coverage - it was the stuff of which history is 
constructed. Nothing has been allowed to mar the event. The 
>3amaat-i-Islami had called for and enforced with some violence 
a Ltdiore bandh, and on the other side, militants attacked and 
massacred several people in two districts of Jammu. The first 
has not significandy affected the Indian visit; the second 
incident found pointed mention but in passing in the Indian 
prime minister’s speech. 

For all the symbolism, however, the summit is well grounded 
in the changing political realities in the two countries and in 
the region over the last few years. There have been numerous 
references to the efforts of the past, especially the Shimla 
Agreement and the need to adhere to its framework. The 
agreement between the two prime ministers in September 
1988 seeking “an environment of peace and security in the 
.supreme national interest of both countries’’ is being stressed. 
The SAARC commitments of both countries are also being 
recalled. While all this may be dismissed as so much rhetoric 
it IS significant that an attempt is being made to root the current 
phase of dialogue in past such efforts, even as it is sought to 
^ansform the nature of the current exchanges, And it is here 
that Vajpayee and his foreign policy establishment have in a 
calculated way moi'ed beyond the Gujral formula of 1997 in 


putting Kashmir on the agenda. Then, in 1997, the BJP in 
opposition had objected to the proposal to put that issue on the 
agenda of the talks between the two foreign secretaries. 
Clearly, there has been much thought given to just how much 
is to be conceded, even at this stage, without upsetting the fine 
balance in the political formation at the centre, even while 
attracting different sections, business and industry as well as 
the intellectual community and perhaps a small but significant, 
and growing section of educated middle class youth to whom 
a south Asian matrix may hold appeal. 

On the Pakistani side Sharif has been under some pressure 
from his own party as well as from the foreign policy 
establishment to seek .some movement on Kashmir before the 
dialogue went any further. On the face of it Sharif is operating 
from a position of strength, having a majority in parliament-. 
However, he has not been able to carry all elements of the 
party on his notion of breaking the impasse of hostility and 
mistrust between the two countries. Moreover, the army 
brass steadfastly refused to participate in the bonhomie at 
the Wagah border using the visit of the Chinese delegation 
as anexcuse.Atanother level, Sharif has been ridingroughshod 
over the pre,ss that has turned hostile to the government in 
Islamabad (to the extent that none of the Pakistani newspapers 
headlined the Indian prime minister’s visit). The government ’ s 
other actions in recent months have earned it a poor reputation 
in the area of democratic practice and civil liberties. Cli ven all 
this, there may be some misgivings that Sharif's initiatives 
with regard to relations with India, however enterprising, may 
not garner sufficient support in the long run. 

However, apart from the national imperatives and 
predilections, it is the emerging geopolitical factors which 
made the summit and its dramatisation not only possibl but 
necessary. While with the Gujral initiative there had been 
much breaking of the ice, especially on the trade and cultural 
fronts, the two countries had been forced to play a guessing 
game on the nuclear issue, neither wanting to give away too 
much, while ensuring that a perception of threat existed, since 
May last this situation has changed. It is clear now that both 
the nuclear establishments have been long prepared for 
developing nuclear capability and both have the expertise as 
well as the material to produce nuclear devices of some 
sophistication in the short term. In effect the May explosions 
have served to neutralise the imagined advantage on both 
sides. It is therefore now possible to talk of confidence- 
building measures in nuclear and conventional fields. As 
Vajpayee has pointed out, “A small spark can now cause a 
huge fire. There is no option available to us except peace.” It 
is expected then that the two governments will commit 
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themselves to reducing the risk of 
accidental use of nuclear weapois and to 
improving communications facilities. 
None of this would have been possible 
without both countries acknowledging the 
other's nuclear status. Thus while the 
exploding of the nuclear devices in May 
closed forever for India the moral high 
ground of pursuing and persuading others 
to follow the path towards a nuclear-free 
world, the Vajpayee government appears 
to have cho.sen to make the best of a lost 
opportunity by gaining new ground in the 
arena of international diplomacy. 

STEEL INDUSTRY 

Not by Protection 

IT was entirely predictable. The country’s 
steel producers are going to raise prices 
by 8 to 9 per cent. The steel producers’ 
move is, of course, closely linked to the 
government’s decision in November last 
year to impose an anti-dumping duty on 
steel imports which was followed within 
weeks by the announcement that import 
of steel products would not be permitted 
below specified floor prices. These deci¬ 
sions had followed intense lobbying by 
the steel producers who, faced with a slump 
In domestic demand for .steel products 
because of the economic downturn, had 
:omplained of dumping especially by 
exporters from Russia and certain east 
European countries. Immediately on the 
teels of the government's actions, the 
steel producers had revoked the sub.stan- 
ial rebates they had been offering buyers 
ill then and this week has come the 
innouncement of the actual raising of 
trices. 

The imposition of floor prices on im¬ 
ports has naturally been opposed by in¬ 
dustries using steel products. The Cold 
Rolled Steel Manufacturers’ Association, 
for instance, has argued that it would result 
in steep increa.ves in raw material costs of 
its member units and, interestingly, al¬ 
leged that these increases would in turn 
make their products non-competitive vis- 
a-vis imports of the relevant finished 
aroducts. It has also been pointed out that 
he floor prices of imports have been fixed 
It levels much above those that the 
'ovemment’s own designated authority 
o decide on the levy of the anti-dumping 
luty had regarded as fair for the purpose 
if determining the anti-dumping duty. 
What the dispute has once again high- 
ighted is the importance of .safeguarding 
he legitimate interests of both producer- 
ind user-industries in dealing with situ- 
itions of alleged dumping and unfair 
xmipetition from imports. In the present 
nslance, the case made out by the steel 
producers is far from conclusive. For one 


thing, there is no evi^nce of a flood of 
steel imports into the ctwntty. Oovem- 
ment figures show imports during April 
1998-Jamiaiy 1999 to have been in f«:t 
more than a third lower at 9 lakh tonnes 
compared to 13.9 lakh tonnes in the 
corresponding months of 1997-98. The 
slackening of domestic demand for steel 
is, of course, indisputable and has forced 
the main producers especially to cut pro¬ 
duction by a little over 6 per cent in the 
period referred to above. 

There has also been a sharp fall in 
international steel prices because of height¬ 
ened competition among steel producers 
worldwide. It does not follow, however, 
that it is necessarily desirable that because 
of the problems facing domestic steel pro¬ 
ducers Indian steel-using industries mu.st 
be deprived of the advantage of inter¬ 
nationally available cheap steel. Quite 
conceivably, and contrary to the visceral 
leactions of the ‘swadeshi* enthusiasts, 
to do so might be to harm the interests 
of the economy as a whole and the 
country. The point is that it is necessary 
to have institutions which can decide on 
these issues competently, objectively 
and transparently. It is a pity that after 
nearly a decade of economic reforms we 
still lack such institutions. Certainly, the 
manner of levy of the anti-dumping duty 
on steel imports and, much more so, the 
way minimum floor prices for these im¬ 
ports have been fixed by the government 
simply do not inspire confidence that the 
decisions in question are in the national 
interest. 

Anyone who believes that the problems 
of the Indian steel industry are only those 
of a temporary slump in domestic demand 
and dumping by unscrupulous inter¬ 
national manufacturers and traders is liv¬ 
ing in a fool’s paradise. Consider the string 
of mammoth half-finished steel projects 
in the private sector stuck in the throats 
of the IDBI and the other financial insti¬ 
tutions which can neither spit out nor 
swallow them. The so-called cost over¬ 
runs, amounting to hundreds and thou¬ 
sands of crores of rupees, bear testimony 
to how cavalierly the projects were 
launched by their promoters and how 
casually they were accepted for financing 
by the financial insdiutions. The picture 
of the public sector steel industry is hardly 
any prettier. Perfidious decisions, explain¬ 
able only in terms of political pork- 
barrelling, such as to pour huge sums into 
dead-as-a-dodo Indian Iron and Steel apart. 
S/UL’s own plants are today, after vastly 
expensive modernisation and expansion 
schemes (typical examples of the ‘soft 
budget constraint* in operation), all dressed 
up with nowhere to go, so to say. 

To be sure, the situation of the Indian 
steel industry is not unique. The funny 


thing is we are told moot about how, say, 
Japanese steel companies like >%pon, 
Kawasaki, Kobe. NiUC or Sunutomo plan 
to reorganise and restructure themselves 
to survive and grow in the dramatically 
altered world steel scenario than about 
how our own steel makers, in the pub^ 
and private sectors alike, propose to get 
out of the pits they have dug themselves 
into. 

ORISSA 

Difficult Task 

IN an ironic turn of events the Congress 
high command which had sidelined 
Giridhar Gamang at the last minute to 
install J B Patnaik as the chief minister 
of Orissa in 1995, had to turn to Gamang 
to tide over what appeared to be an 
irresolvable factional conflict gripping the 
Congress Legislature Patty (CLP). The 
alliance which was forged by the then 
chief minister J B Patnaik and his two 
deputy chief ministers, Basant Biswal and 
Hemanand Biswal, to keep out Gamang 
in 1995, did not take long to crumble 
under the pressure of an internal power 
struggle. Soon Hemanand Biswal resigned 
his deputy chief ministership and had to 
be accommodated as the prade.sh Con¬ 
gress committee chief. While Basant 
Biswal. though continuing as deputy chief 
minister in Patnaik’s ministry, nursed a 
grudge towards Patnaik for being stripped 
of his finance portfolio in 1998. It was 
only to be expected then that the two 
leaders would be in the forefront of the 
campaign seeking Patnaik’s dismissal in 
the wake of Anjana Mishra’s alleged gang 
rape and the series of attacks on Christians 
in the state. 

Having convinced the party high com¬ 
mand of the necessity to dislodge Painajjlc 
to stem the party’s plummeting fortunes 
in view of the forthcoming assembly 
elections, the Congress dissidents never¬ 
theless found themselves unable to 
mobili.se a majority against Patnaik in the 
CLP. With Patnaik, though removed 
from the chief ministership, determined 
to foil the plans of the dissidents to decide 
his successor, the Congress high com¬ 
mand turned to Gamang, whose creden¬ 
tials as an eight-time MP from Koraput 
are expected to enable him transcend 
the factional infighting within the state 
party. 

Yet the prime worry for the Congress 
will be whether Gamang will be success¬ 
ful in recruiting the loydty of the various 
faction leaders in the state before the 
assembly elections. Hailing from the tribal 
region of western Orissa, his skills Will' 
be tested in making the state Congress 
leaders, who largely belong to coastal 



Oiitsa, work with faim. The iiote<^dissent 
voiced senior Congress leader Nandini 
Sai^Mthy tt die appointment of Gamang 
is an indication that the transition is not 
going to be smooth. Moreover. Gamang, 
his clean image notwithstanding, lacks 
mass following in tie sute which is re¬ 
flected hi the fact that in spite of Ihs being 
a tribal, he does not enjoy the support of 
the tribal MLAs of his party. On the other 
hand, any appearance of reliance on 
Patnaik, the only Congress leader with a 
following in the state, is bound to revive 
friction within the party. Negotiating his 
way through the bitterly divided state 
Congress, while having no mass base of 
his own, and steering the party success¬ 
fully through the elections are daunting 
tasks before the new chief minister. But 
more importantly, besides improving law 
and order in the state, speeding up the 
inve.stigation in Anjana Mishra’s case 
would be .something the public at large in 
Orissa will be looking forward to. For 
these were the very events that catalysed 
the political turmoil in the state and forced 
the central Congress leadership to effect 
ll^he change of guard. 

NDC 

A Ritual 

THE .National Development Council 
(NDC) which is supposed to be the apex 
body in the field of national planning met 
in New Delhi this week, after a gap of over 
two years. The last meeting of the council 
was held in January 1997. It is relevant 
to recall that when the council's compo¬ 
sition and functions were revised in 
October 1967, the government resolution 
on the subject required that the council 
'should meet "as often as may be necessary 
and at lea.st twice in each year”. This was 
obviously considered neces.sary in the light 
of the tasks supposedly assigned to the 
council, in addition to the broad objective 
of promoting understanding and consul¬ 
tation between the centre and the states 
on planning and economic policies. The 
four important functions assigned to the 
council were to (1) review the working 
of the national plan from time to time, 
(2) consider important qitestions of social 
and economic policy affecting national 
development, (3) recommend measures 
for achieving the aims and targets of the 
national plan, and (4) prescribe guidelines 
for the formulation of the national plan 
including the assessment of resources for 
the plan. 

Unfortunately, as was noted by the 
Sarkaria Commission, in the actual work¬ 
ing of the council “formalism rather than 
systematic and effective participation in 
forging consensus and commitment to 


national policies became the dominant 
feature”, giving rise to complaints that 
plan strategies and policies were not being 
opened to sufTident national debate and 
informed consideration, but woe rather 
hurriedly put through. The Sarkaria Com¬ 
mission felt therefore that the council had 
to be made “to function more effectively 
and emerge as the highest political level 
inter-govemmental body forgiving direc¬ 
tions and thrust to planned (fevelopment 
of the countiy". For this purpose the 
commission recommended that instead of 
constituting the council under a govern¬ 
ment resolution, a presidential order under 
Article 263 should be used so that the 
council would have “direct moorings in 
the Con.stitution”. 

Hie Sarkaria Commission also felt that 
in the interest of healthier centre-state 
relations the council or its standing 
committee “should meet regularly to 
consider important economic issues of 
national significance in addition to the 
usual developmental issues”. It is unfortu¬ 
nate that the Sarkaria Commission’s 
recommendation on the subject of consti¬ 
tuting the NDC and its standing commit¬ 
tee and their functioning have not been 
acted upon with the result that not only 
has the council been convened most ir¬ 
regularly. but also the procedures adopted 
for its deliberations have been most per¬ 
functory. Hardly has the council met more 
than once a year on an average since its 
establishment in August 1952. Worse, its 
meetings have been reduced to a mere 
ritual. It is pertinent to note that the agenda 
papers for this week's meeting of the 
council were circulated to the state govern¬ 
ments just one WMk before the meeting 
and the.se included the Ninth Five-Year 
Plan tunning to 1313 pages in two volumes. 

In the circumstances how seriously can 
anyone take the reported approval of the 
Ninth Plan by the council? 

IRAQ. KOSOVO AND UN 

Different Strokes 

S Nanjundan writes: 

THE UN Security Council has gone into 
hibernation over the Iraq question for 
almost two months now since the disclo¬ 
sure of UNSCOM inspectors spying for 
the US, the unauthori-sed withdrawal of 
inspectors and the unilateral airstrikes by 
the US and UK which have continued 
todate. Ttte reasons for the strikes have 
varied from initially the refusal of permis¬ 
sion for inspection of Bathist Party head¬ 
quarters to destiuctionof identified weapon 
storage sites to recently Iraqi violation of 
US-UK unilaterally imposed no-fly zones 
in the north and south of tlte country. 
France, Russia and China initially de¬ 


murred over the air strikes and the result¬ 
ant damage to civilians. Physical and social 
infrastructure has been damaged accord¬ 
ing to UN sources engaged in the food 
supply programme in Iraq. Saddam 
Hussein’s dictatorship is perhaps less anti- 
people than the feudahstic regimes in 
Kuwait and Saudi Arabia and his treat¬ 
ment of Kurds more democratic and 
humane than Turkey’s. ,Yet Turkey, 
Kuwait and Saudi Arabia are western allies, 
Iraq the sole enemy. The underlying stra¬ 
tegic reason for the west is the oil re¬ 
sources of the Gulf and the security of 
Israel. The strategy works because Egypt. 
Saudi Arabia and Kuwait regard Saddam 
as a threat and are happy that the US does 
the dirty job. What should be of particular 
significance and worth noting in the post- 
cold war world order is the impotence of 
the post-1945 UN security .system to meet 
the challenges of sole superpower hege- 
monism taking hold at the turn of the 
millennium. 

The approach in the Kosovo issue is* 
quite different. Slobodan Milosevic is 
no less a dictator than Saddam Hussein. 
He manoeuvred victory out of defeat in 
Serbia by becoming president of Yugo¬ 
slavia which now consists of only Serbia 
and Montenegro. Kosovo is a constitu¬ 
tionally autonomous province in Serbia 
consisting nlustly of Muslims, ethnically 
the same as neighbouring Albanians. Here 
the US approach has been of patient 
negotiations between the parties assi.stcd 
by the group of foreign ministers of US, 
IIK, France, Germany and Russia. NATO 
has taken over after the failure of a system 
of monitoring by the Council for Security 
and Co-operation in Europe (CSCE) of a 
ceasefire in.stituted last October. The we.st 
has been most reluctant to use force because 
no strategic interest is involved and be¬ 
cause Serbia enjoys the support of Russia, 
and lately of China. 'Phis is a dispute 
within the Christian civilisation, the losers 
will be Muslims. The UN security system 
is again not directly involved. 

The lesson is that the current world 
orderisol US hegemonism. Sbxibe Talbott, 
the US interlocutor in the post-Pokhran 
Indo-US negotiations, has in a recent article 
in Foreign Affairs stated thatindia should 
not be rewarded for violating the nuclear 
non-proliferation treaty by being given 
a permanent seal in the UN Security 
Council. Talbott well knows that India did 
not sub.scribe to the NPT. It did not even 
participate in the conference extending 
NPT. The real reason for US opposition 
to India “would be not to build up within 
the Security Council a group which might 
succe$.sfully checkmate US hegemony: 
Russia, China, India, perhaps joined by 
France. The omens are not very propi¬ 
tious for the new millennium. 
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CURRENT STATISTICS 


£I*W Research Foundathm 


In (he new nanonil income teriei, upward levisioni have ranged from about 13 per cent in agrioulium to 22 per cent in raining and over 30 per cent in lome 
of the aervicec. In contraat. ODP in unregitlered mamifacturing (-12 per cent), electricity (-1 per cem) and conitructian (-S per cent) has been revised downward. 
Overall, as compared with the old series, the share of manufacturing in total GDP has suflieied a decline, whereas those of agriculture and services have shown 
an improvement. Large revisions in the services sector have occurs because of the inclusion of new items and in uniegistercd manufacturing because of use of 
NSS employmem data instead of populauon census data. 

Macroeconomic Indicators 


Index Niimbeni of Wboiesale 
Prices (l<)gl-8i= 100) 


All Commodities 


Wei^B 


Over 12 Months Fiscal Year So Far 
Latest Previous 1998-99 1997-98 


1997-98 1996-97 1995-96 1994-95 


Primary Articles 
Food Articles 


Food Articles 
Non-Fbod Articles 
Fuel, Power. Li^t and Lubricants 
Manufactuied mducB 
R)od Products 
Food Index (computed) 

Ail Commodities (Average Basis) 
(April 4, 1998 - ibbruary 6. 1999) 


Cost of Living Indices 


Industrial Worktas (1982=100) 

Urban Non-Man Eiiip (1984-85=100) 

Agri Lab {1986-87=100) (Link factor 5.89) 


Money and Banking (Rs crorc) i. 


4.7 

5.4 

5.1 

5.7 

5.3 

6.9 

5.0 


7.9 

5.4 

10.2 

7.7 

5.5 

7.0 

5.4 

12.7 

9.0 

4.3 

12.6 

7.5 

4.0 

9.6 

9.8 

tl.9 

8.4 

7.8 

8.7 

8.8 

8.5 

3.5 

-1.9 

15.5 ; 

-0.3 

10.0 

-2.1 

9.4 

11.4 

16.9 

3.7 

2.4 ; 

3.8 

4.4 

3.5 

3.7 

4.0 

4.9 

5.0 

10.7 ! 

5.9 

6.8 

5.5 

5.0 

5,5 

I4.I 

-0.7 

8.1 

8.0 

5.1 

10.3 

6.6 

4.5 

11.1 

6.3 

10.6 

69 

.5.1 

7.2 

4.8 

4.8 

6.4 

7.8 

10.9 1 


Late-st _ 

Month Over 
Month 


429.0” -2.1 

34 5 0” -1.4 

.305 0*- -1.6 


_ Variation (Per Cent): Point-to-Point _ 

Over 12 Months Rscal Year So Far 1997-98 1996-97 1995-96 1994-95 
Latest Previous 1998-99 1997-98 



- Over Month Over Year 


Money Supply (Mi) 937481 

I Currency wilh Public 165046 

Deposit with Banks 769.303® 

Net Bank Credit to Govt 382688 

Bank Credit to CommI Sector 462443 

Net Foieign Exchange A.sseB 139985 

Reserve Money (Feb 5) 252084 

Net RBI Credit to Centre 1.54355 

RBI Credit to Bks/Oiram Sector 23144 

Scheduled Commercial Banks (Jan 29) 

Deposits 690269 

Advances 349829 

Non-Food Advances 332773 

InvesonenLs (lor SLR purpiKtes) 251(X)6 

Commercial Investments 46693 

® Includes Rs 17,945 crore on account of pnx:eeds 


Index Numbers of Indastriai 

Production (1993-94=100) Weights 


11518(1.0) 

4617(3.0) 

7232(0.7) 

2566(0.5) 

6467(3.5) 

1887(2.0) 

5080(0.7) 

3991(0.6) 

-974(3.0) 

7188(1.1) 
.580.5(1.7) 
48.50(1.5) 
1323(0.5) 
1678(1..3) 
from RIBs, 


155801(19 9) 
21742(15.2) 
1.34415(21.2) 
64085(20.1) 
.50302(12.2) 
21158(17.8) 
35462(16.4) 
21619(16.3) 
864.5(596) 


Fiscal Y 
1998-99 


112091(13.6) 
19864(13 7) 
92700(13.7) 
52068(15.7) 
30253(7.0) 
13416(10.6) 
25850(11.4) 
20738(15.5) 
7862(51,4) 


1997-98 1996-97 1995-96 


79832(11.4) 

11217(8.5) 

68322(12.1) 

29983(104) 

35834(9.5) 

13331(12.6) 

166.36(8..3) 

12033(10.0) 

1247(9.4) 


122034(21.5) 84859(14.0) 62636(12.4) 
42768(13.9) 257.5(K7.9) 28660(10.3) 

38128(12.9) 21179(6.8) 23841(8.8) 

40119(19 0) 32301(14.8) 20.374(10.7) 
10738(29.91 13609(37.8) 16544(80.1) 


12345J(I7.6) 
13095(9.9) 
ll(K).36(19.4) 
42000(14.6) 
.55883( 14.9) 
21072(20.0) 
26248(1.3 1) 
12915(10.7) 
2029(15.-3) • 

99811(19.7) 

45677(16.4) 

40790(15.1) 

28192(14.8) 

13673(70.4) 


97841(16.2) 
13829(11 7) 
84162(17.5) 
3084(K12.0) 
31659(9.2) 
23356(28,4) 
5527(2 8) 
19.34(1.6) 
■15557(-.54.0) 


72.581(13.7) 
17.577(17.5) 
5.5042(12.9) 
.35360(15.9) 
S192.5(l7.t) 
3109(3.9) 
25176(14,9) 
1985.5(20 1) 
8747(43.6) 


71780(16.5) 46960(12.1) 
24386(9.6) 4245.5(20.1) 
26.580(10.9) 44938(22.5) 
25731(15.6) 15,529(10.4) 
4412(29 4) 925(6.6) 


excluding which the year-on-yeor growth of money supply would be 17.6 per cent 


General Index 
Mining and Quanymg 
Manufacturing 
Electricity 


Capital Market 


BSE Sensitive Index (1978-79=100) 
BSE-KX) .•1983-84:-IOOi 
BSE 200 (1989-90=1001 
S and P CNX-50 (Nov 3, 1995=1()00) 
Skindia GDR Index (Jan 2, 1995=1000) 


100.00 

10.47 

79.36 

10.17 


December 

1998 


150.0 

127.0 

154.0 

142.4 


1998-99 


139.2(3.5) 
117.3(-1.1) 
142.6(3 7) 
135.8(6.6) 


1997-98 1997-98 


1.34 5(6.7) 137.6(6.6) 

118.6(5.5) 122.4(5.9) 

1.37.5(6.9) 140.5(67) 

127.4(6.0) 1.300(6.7) 


Full Fiscal Year Average 
1996-97 1995-96 


1994-45 


129.0(5.5) 122.3(12.8) 108.4(8.4) 

115.6(-2 0) 117.9(9.6) 107.6(7.6) 

l.'.l.8(6.7) 123.5(13.8) I08..5(8.5) 

121.9(3.9) 117.3(8 1) I08..5(85) 


Foreign Trade 


December 

1998 


Feb 19. Month Year . 

1999 Ago Ago Trc 


3.35.5(-2 4) 3219 3438(-2.6) : 

I479(neg) 1425 l480(-3.5) I 

343(4.5) 330 328(-3.5) 

976(-2 2) 924 998(-1.4) 

603(-32.1) 608 888 


Fiscal Year So Far _ 

1998-99 1997-98 




Peak Trough 


3210 4548 
1401 1980 


3893(15.8) 

1697(15.9) 

.377(14.9) 

1117(15.4) 

940(1.1) 


336l(-0.2) 

1464(-5.5) 

328(-5.0) 

968 

930(-4.4) 


3367(3.3) 

1549(-3.5) 

.345(-6.3) 

na 

973(-4).6) 


Exports Rs cmre 

USSmn 

Impoits: R.S cnire 

US 5 mn 

Non-POL. US $ mn 
Balance of Trade: Rs cmre 
USSmn 

11853 

2785 

14464 

3399 

3004 

-2611 

-614 

1018.50(10.0) 

24239(-4.5) 

132447(20.4) 

31521(4.6) 

27102(12.3) 

-30597 

-7282 

92599(8.0) 

2.5369(4.6) 

110018(12.5) 

.10141(8.9) 

7414.3(17.0) 

-17419 

-4772 


R:b 12. 

Feb 13. Mar 31. 


Foreign Exchange 

Reserves (excluding gold) 

1999 

1993 

1998 

Month Year 

Ago Ago 

Rs crore 

US $ mn 

t17832 
27704 

93719 

241.55 

I02SI1 

25976 

1493 24113 
261 3549 


126286(6.3) 

33980(2.6) 

1515.54(9.1) 

40779(5.8) 

32562(11.9) 

-25268 

-6799 


Rscal Year Ave 


118817(11.7) 

33470(5.3) 

138920(13.2) 

39132(6.7) 

29096(-0.2) 

-20102 

-.5663 


106353(28.6) 

31797(20.8) 

I22678(.36.3) 

36678(28.0) 

29152(28.3) 

-16325 

-4881 


82674(18.5) 

26330(18.4) 

89971(23 I) 

28654(22.9) 

22727(29.5) 

-7297 

-1324 




Rscal Year So Far 1997-98 1996-97 1995-96 1994-95 1993-94 




Rscrore U7832 93719 102511 1493 24113 15321 13344 22136 21649 -7.302 18402 27430 

U.S .5mn 27704 24155 25976 261 .3549 1728 1786 3607 5243 -3690 5640 8724 


(0 .Superscript numeral dennws month to which figure relates, e g, suiierscnpl 12 sundsfor December; (U)Figuies in brackets are percentage variations over the specified 
iir over llie comparable period of ihr previous year na; not available neg negligible 
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Revised National Income Series 
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COMPANIES 


. EPW Research Foaodatton 


SAIL ‘ 

Crushing Legacy 

SLUGGISH demand for steel in the 
domestic market coupled with competition 
from imports due to lower international 
prices and enhancement of supplies in the 
domestic market resulted in a stress on 
margins for the steel industry. The 
performance of the Steel Authority of 
India (SAIL) was further affected due to 
additional co.sts in the form of depre¬ 
ciation and interest charges following the 
modernisation of its Durgapur Steel Plant 
(DSP) and other capital schemes and the 
subsequent increase in working capital 
needs. The poor growth in industrial 
production affected demand for steel 
during the year. With the situation not 
improving even during 1998-99, SAIL 
reported a loss of Rs 617 crorc during the 
half year ended September 1998. The 
public .sector company had reported 
a profit of Rs .S4 crorc during the cor¬ 
responding period last year. 

IDBI, a major creditor of the company, 
proposed .selling off of SAIL’s loss- 
maldng .subsidiaries like IISCO and non¬ 
core busines.se.s like power plants. The 
financial institution has also recom¬ 
mended hi ving off of DSP and the stainless ■ 
steel unit at Salem in order to generate 
the needed resources to help SAIL recover. 
The logic of selling off two of SAIL’s 
core operations is that getting rid of these 
two loss-making units will immediately 
improve SAIL’s stock value and make 
what remains a viable option. However. 
SAIL has spent over Rs 5.{K)0 crore on 
the DSP unit which now has an installed 
capacity of 1.6 million tonnes per annum, 
whereas it would cost only around 
Rs 3.000 crore to set up a modem green¬ 
field steel plant of 1.5 million tonnes 
capacity Naturally, the tran.saction would 
have to take place at a loss. Further, the 
plant has a massive workforce of around 
30.000 when it is possible to run a plant 
of the same capacity with a labour force 
of no more than 6.(M)0. Anybody who has 
to shoulder such a huge workforce will 
definitely deduct that cost from the price 
while purchasing the unit. Besides, it 
would also be difficult to apportion the 
stock ol total debt to the various plants, 
and similarly mark out each unit's share 
of the steel development fund loans, in 
order to arrive at an approximate cost of 
the DSP. However, the steel company has 
taken up the challenge and its board has 


approved conversion of the Rs 5,000- 
crore loan from the steel development 
fund to capital reserves and the spinning 
off of DSP and the Salem phmt into 
separate entities as part of the financial 
restructuring plan submitted by the IDBI. 

\TKRANT TYRES 

Higher Market Share 

The Mysore-based Vikrant Tyres, which 
was taken over by J K Tyres almost 
two years ago, has considerably improved 
its performance in 1997-98 and has 
managed to wipe off its accumulated 
los.se.s. The company saW a 6.5 per cent 


rise in net sales over the previous year, 
while operating profit surged by S8.2 per 
cent during the same period. Lower non¬ 
operating loss (down 55 percent), interest 
(lower by 20.7 percent) and depreciation 
(which fell by 8.1 per cent) helped the 
company post a net profit of Rs 16.5 crore 
as compared to a net loss of Rs 5.4 crore 
in the previous year. The company has 
now drawn up a modernisation and balan¬ 
cing plan with an outlay of Rs 273 crore 
for upgrading its truck radials facilities 
and modernisation of both its plants. 

Meanwhile, Vikrant Tyres has entered 
into a technical collaboration agreement 
with Continental AG, Germany, which 
is the world’s fourth largest tyre 


ANDHRA PRADESH 
MAHILA SAMATHA SOCIETY 


ANDHRA PRADESH MAHILA SAMATHA SOQHTY is a women cenlred educational 
programme, mobtiising women for empowerment. Tie programme/Militates rural 
women's initiatives for change. Andhra Pradesh Mahila Samatha Society is part of 
the Mahila Samakhya Programme (/Ministry of Hunum Resource Development. The 
programme is being implemerited in 5 districts and 900 vilUtges of Northern Telangana. 
Tie programme is broadly looking at issues of health, education and natural resouKes 
with women centred perspective. 

"" Wft looking f6r« ftlgMy WOMAN ^ 

to lead the pro^rairan* as State 

PROaRAWIME DHIEOtORlarAmlhral>r.Kl»h _ 

The position requires a deep understanding of gender and development issues, creative, 
managerial and interactive skills, capabilities to plan strategies and provide a dear 
drection to the programme. The job requires extensive travel in the project districts in 
Andhra Pradesh. Headquarters are located at Hyderabad. YOU WILL NEED TO BE: 

• Highly committed and sensitive • particularly to gender issues. 

• Above 35 years of age. 

• A Post Graduate (preferably in Social Sciences). 

• Able to communicate fluently in Telugu & English. 

• Having atleast 10 years work experience as part of an NGO / Women's progratrane. 

• Involved with women's issues. 

The position is contractual. 

Women working in Government / Quasi-Government / academic institudons can also 
apply and a deputation arrangement will be possible. 

Kindly apply on or before 31st March, 1999 
to the following address: 


ANDHRA PRADESH MAHILA SAMATHA SOCIETY 

Plot No. 39. Aravind Nagar Colony, Domalguda, Hyderabad - bOO 029. 
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The W«rk's Campania 

(Rs UiUi) 



SAIL 

VUenat Tyres 

Zenith 

Financial Indicators 

Mareh 

1998 

March 

IW7 

March 

19M 

March 

1997 

Much 

19M 

March 

1997 

-altiicanie/approprialians 

1 Net sales 

1270908 

1214547 

30212 

28366 

25567 

18380 

2 Value of production 

1376906 

1337468 

29887 

29454 

25762 

19294 

3 Other Income 

49991 

.59815 

706 

116 

752 

646 

4 T<ual income 

1426897 

1397283 

30593 

29570 

26514 

19940 

5 Raw materials/stores and 
spares consumed 

724525 

747785 

18368 

19692 

13633 

9076 

4 Other manufacturing expenses 

I6IS68 

131627 

2568 

2.546 

5268 

5551 

7 Remuneration to employea 

2201.32 

211397 

3074 

2813 

2162 

1.590 

8 Other expenses 

74801 

63736 

2282 

1801 

2869 

1958 

9 Operating profit 

245871 

242738 

4301 

2718 

2582 

1765 

10 Interest 

15.5.376 

117948 

1897 

2392 

11.34 

1159 

11 Gnm profit 

105328 

12817.3 

2212 

-101 

J585 

900 

12 Depreciation 

90469 

69070 

399 

434 

190 

164 

13 Profit before tax 

14859 

-.59103 

1813 

-5.35 

1.395 

7.36 

14 Tax provision 

1.560 

7586 

167 

NA 

NA 

NA 

15 Profit after tax 

13299 

51517 

1646 

-5.35 

1.395 

736 

16 Dividends 

4.543 

11.359 

NA 

NA 

NA 

NA 

17 Rcuined profit 

87.56 

40158 

1646 

-535 

1395 

736 

Liablllties/atiiiets 

18 Paid-up capital 

413040 

413040 

2.563 

166.3 

4664 

3979 

19 Reserves and surplus 

442758 

433909 

8168 

582 

-32 

-1.355 

20 Long-term loans 

15540O5 

12.5.''26l 

9127 

11855 

5.30 

1540 

.^21 Short-term loans 

447396 

486860 

400 

400 

4488 

4922 

22 Of which bank borrowings 

3861.38 

360800 

NA 

NA 

4488 

4872 

23 Gross fixed a.ssct.s 

2931738 2695746 

16728 

14574 

9674 

8909 

24 Accumulated depreciation 

868921 

794424 

9849 

9881 

5525 

.5.395 

25 Inventones 

758935 

65^267 

5499 

6525 

.5612 

4760 

26 Total assels/liahilities 

3471076 3184929 

27870 

18817 

1.5951 

15.317 

Miscellaneous Items 

27 Excise duty 

191499 

1968.54 

6742 

7615 

2058 

1436 

28 Gross value added 

476993 

440744 

6468 

4745 

4945 

.3765 

29 Total foreign exchange income 

107933 

6»989 

6956 

6084 

842.3 

5699 

30 Total foreign exchange outgo 

239977 

255542 

5763 

5666 

6239 

49.36 

Key financial and performance ratios 

31 Turnover ratio 

(sales to loial assets) (%) .36.61 

.38,1.3 

108.40 

1.50.75 

160.28 

120.00 

32 Sales to total net assets (%) 

44.48 

46.91 

149.14 

195.63 

264.94 

202.29 

33 Gross value added to 
gross fixed assets (%) 

16.27 

I6..3.5 

38.67 

32..56 

51.12 

42.26 

.34 Return on investment 

(gross profit to total assets) (%) 

3.03 

4.02 

7.94 

-0..54 

9.94 

5.88 

35 Gros'. profit to sales 
^ (gross margin) (%'t 

8.29 

I0..5.5 

7.32 

-0..36 

6.20 

4.90 

.36 Operating profit to sales (%) 

19.35 

19.99 

14.24 

9.58 

10.10 

9.60 

37 Profit before tax to soles (%) 

1.17 

t.87 

6.00 

-1.89 

5.46 

4.00 

38 Tax provision to 

profit before tux (%) 

10.50 

12.84 

9.21 

NA 

NA 

NA 

39 Profit after tax to net worth 
(return on equity) (%) 

1..55 

6.08 

I5..34 

-23.83 

.30.12 

28.05 

40 Dividend (%) 

1.00 

2..50 

NA 

NA 

NA 

NA 

41 Earning per share (Rs) 

0.32 

1.25 

6.42 

-3.22 

25.60 

I3..50 

42 Book value per shore (Rs-) 

20.72 

20.51 

41.87 

1.3..50 

-7.05 

-32.66 

43 P/E ratio 

18.63 

NA 

2.80 

NA 

NA 

NA 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 

I8I..59 

148.21 

85.05 

.528.06 

14.19 

9.3.11 

45 Shorf-tcnn bonk borrowings 
to inventories (%) 

50.88 

55,23 

NA 

NA 

79.97 

t02..35 

46 Sundry creditors to 
sundry debtors (%) 

108.84 

98.76 

40.77 

29..34 

165.85 

169.66 

47 Total remuneration to employees 
to value added (%) 

46.15 

47.96 

47.53 

.59.28 

43,72 

42.2.3 

48 Total remuneration to employees 
to value of production (%) 

15.99 

15.81 

10.29 

9.55 

8.39 

8.24 

^ 49 Gross fixed assets formation (%) 

8.75 

NA 

14.78 

NA 

8..59 

NA 

50 Growth in inventories (%) 

16.18 

NA 

-1.5.72 

NA 

17.90 

NA 


NA; means not available. 


manufacturer. It will receive state>of-the* 
art technology which will enable it to 
manufacture superior quality truck/bus 
steel radial tyres. 

Currently, J K Industries and Vikranl 
Tyres have together become the largest 
manufacturer of truck and bus tyres with 
a 21 per cent market share. The market 
share of MRF was 19 per cent while that 
of Apollo was 20 per cent. Vikrant Tyres 
now plan’s to increase its capacity from 
two lakh radial tyres to three lakh tyres 
as its capacity utilisation has already gone 
up from 6S per cent to 80 per cent. 

ZENITH 

Expansion and 
Modernisation 

Zenith, chaired by Yash Birla. is engaged 
in the manufacture of steel pipes, industrial 
tools and knives, sockets, acid, drills, 
reamers, cutters, taps, tool bits and man- 
made fibre yarn. The company performed 
well in 1997-98, notching up an increase 
of 39.1 per cent in net sales. Operating 
profit soared by 46.3 per cent during the 
same period. A fall in interest charges 
(down 2.2 per cent) and a lower increase 
in depreciation helped the company 
post a sharp increase in its bottom line 
(up 89.S per cent). The company claims 
that the higher profit was possible 
mainly due to control of interest charges, 
further reduction in the cost of raw 
material, wages and other expenses and 
by improvement in operational effi¬ 
ciencies. The favourable market con¬ 
ditions for its chemicals have also helped. 
While steel pipes is the largest contri¬ 
butor to the company’s turnover garner¬ 
ing around 43 per cent of total sales, 
acid brings in another 23 per cent. 
Chemicals account for around 13 per 
cent of the company's earnings and man¬ 
made fibre yam is responsible for around 
10 per cent. 

Production at the company's pipe 
division more than doubled during the 
year under review from 24,834 tonnes to 
50,493 tonnes. Despite the increase in 
production, the division has been unable 
to show a profit. On the other hand, the 
profitability of the chemical division has 
been significantly better than last year. 
After achieving a production of 2,734 
tonnes in the previous year, the company 
surpassed its own record by producing 
2,963 tonnes of chemicals in 1997-98. 
The company has increased the capacity 
to manufacture H-Acid by SOO tonnes per 
annum and that for other intermediates by 
40^) tonnes per annum. 
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COMMENTARY 


KARNATAKA 

Communal Violence in Coastal Belt 

Muzaffar Assadi 


The coastal regions of Karnataka have undergone dramatic change 
in their social and economic profile in the last 20 years. The 
influx of Gulf money and the growth of new industries and 
businesses have created new identities which have affected the old 
relationships among the castes and communities. The rise of the 
Hindiifva forces here and the recent riots must he seen in the 
context of these changes. 


WHEN everyone was celebrating new 
year’s eve and preparing themselves for 
the new mtllennium, people in the coastal 
belt of Karnataka particularly Dakshina 
Kannada (DK)/Mangalore district were in 
mourning over the death of many people 
and loss of property in the communal riots. 
This communal not was unusual for the 
coastal belt. DK district is known for 
tranquillity and modernity. It is one of the 
faste.st growing districts, with its economy 
linking to nalional/international market/ 
capital. It has been ab.sorbing western 
cultures and tastes, much faster than any 
other districts m Karnataka. Here the 
literacy rate is very high and development 
in other fields like education, hanking 
industries, health care, communication and 
transpoitation are much better than in any 
other district in the .state. Its economy is 
a peculiar one - combining the features 
of urban/cosmopolitan and rural econo¬ 
mies - a ‘ruruban’. 

Mangalore or Dakshina Kannada has 
hardly witnessed a major communal riot 
in Its history. The first major not broke 
out in centring around the port areas 
of Mangalore leading to the death of one 
person. Of late communal tensions have 
been building up m many places especial¬ 
ly after the demolition of Babri ma.sjid and 
the subsequent ‘saffronisution of coastal 
belt during the election. These tensions 
have .so far died out within a few days. 
This is mainly due to the overarching 
influence of environmental issues in the 
every day life. Dakshina Kannada in recent 
years is undergoing environmental stress 
due to large-.scale industrialisation. This 
industrialisation has brought to surface 
such issues as the carrying capacity of the 
district, ecological cri.ses, displacement 


and rehabilitation, pollution, etc. This has 
served to temporarily shift the discourse 
from communalism to development and 
environment until now. 

Communal riots broke out on December 
29,1998 in Chokkabettu in Surathkal. .30 
kms north of Mangalore when hundreds 
of mi.screants pelted stones and attacked 
houses of innocent people. It all started 
on a trivial issue. A scrap seller from the 
minority communtty was alleged to have 
stolen .scrap from a hou.se. The house owner 
interrogated and took him to task. This 
was alt it took for the situation to snowball 
into riots. This incident was precipitated 
by a couple of other incidents - m fact 
the communal tension was building up in 
this district almost three months earlier. 
One incident which received the national 
attention was the attack on the Evangelical 
Church - a protestanl church - in Kulai 
in November. It is a small church situated 
in the midst of a housing colony. Although 
a sinister campaign was earned out that 
the church was involved in pruselytisation, 
however, the attack was part of the larger 
attack on the minorities, principally Chris¬ 
tians elsewhere in India. Incidentally the 
people who were involved in vandalisation 
of the church were also involved in the 
subsequent communal riots in the sur¬ 
rounding areas. The second incident was 
the eve teasing of a college girl allegedly 
by a Muslim boy. The subsequent police 
action of arresting those who were in¬ 
volved in brutally attacking the boy trig¬ 
gered off a major controversy. Road blocks 
were resorted to demanding the release 
of the arrested. A third incident was 
the act of tearing off a banner announc¬ 
ing a yakshagana performance and its 
subsequeni^stoppage. Howeverthese were 
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all contributing factors triggering the 
riots. 

The communal tensions soon spread to 
other places. In Surathkal it spread to ^ 
several villages: Krishnapura, Hosabettu. 
Thandabailu. Kaha. Katipalla. etc. It even 
spread to Mangalore city and other 
neighbouring taluks like Puttur and 
Bantwal. In this incident the government 
report claimed the death of eight people, 
however an independent enquiry put the 
toll at 16. Of the eight, six were Muslims 
and two Hindus. The same government 
report documented the attack or destruc¬ 
tion of 165 houses/busincss establishments 
in which a majority (98) belong to people 
of minority communities and 67 to people 
of the majority community. Four religious 
institutions of the minorities were also 
attacked. The government estimated that 
oroperty worth Rs 50 lakh was destroyed 
which is however an underestimate 
according to some reports. However more 
Shan 100 people were injured in stab- ^ 
bings and attacks. About 70 rioters were 
arrested. 

This communal riots which petered out 
within a week is peculiar in many ways. 
First, most of the rioters had earlier par¬ 
ticipated of engineering communal riots. 

In fact, they had been involved in the 
Idgah incident in Hubli, the Bababuda- 
nagiri incident in Chickmagalur and also 
in the vandaii.satinn of church more re¬ 
cently. Rumours played a dominant role. 
These rumours were penaining to ’ .n- 
creasing police atrocities", "employment 
of or arrival of oursidc forces”, “rape of 
women”, and “attack and desecration of 
religious places” Thc.se rumours were 
precipitated by the generation of a tear 
psychosis that the communities were 
either being marginalised or were under 
threat. In addition, the riots were not 
confined to urban areas alone; rather they 
spread to rural areas especially tho.se 
villages which are clo.se to national high¬ 
way. In a majority of ca.scs kxiting was 
confined to petty shops, like vegetables, 
grocery, painting shops, telephone booth.s. 
cloth shops, etc. The rioters cared little for 
the curfew imposed in these areas show¬ 
ing the callous and biased attitude of the 
police and the administration. The adminis¬ 
tration knew about the ten.sions develop¬ 
ing blit did nothing to contain them. The 
number of rioters varied between seven , 
and 200 and they appeared to have 
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seitcted those houses/shops which were 
in isolated areas where not much resis¬ 
tance was expected. While attacking, the 
rioters used different tactics. They would 
divide themselves into four groups, with 
one group clashing with the police and 

-Mother three systematically attacking inno¬ 
cent people. The rioters did not target any 
particular age group or sex or weaker 
sections among the communities. In ad¬ 
dition they did not adopt ‘rape’ as a strat¬ 
egy to further vitiate the communal riots 
or atmosphere. In many places looting or 
de.struction was carried out in broad day¬ 
light with the knowledge that their iden¬ 
tities would be known. The riots were also 
used as a means to solve personal prob¬ 
lems of individual eviction such as ten¬ 
ants. non-payment of dues, or bu.siness 
rivalry. Most of the deaths occurred either 
due to police firing and or stabbing. Most 
interesting arc the categories involved in 
the communal riots. The majority of riot¬ 
ers came from backward castes, partly 
dominant caste and ethnic Muslim group 

• called Rairys or Mopillas. 

.Soc'iAi (’iiANc.i IN Coastal Ruc.ions 

Then; are reasons why Dakshina 
Kannada district, and other coastal di.s- 
tricts like Hdupi and Uttara Kannada have 
become communally sensitive districts. 
This has to be located historically, espe¬ 
cially the way the coastal best has deve¬ 
loped over the years and the way it has 
provided spaces for new categories to 
emerge. Historically the coastal belt was 
pan of F*residency areas and thereby it 
benefited Irom the colonial administration 
even though it was at the periphery of 
colonial rule or administration. Mo.st of 

► tho forces of modernity entered this dis¬ 
trict through its linkages or interaction 
with colonialism This often reflected in 
the de-territorialisation of the population 
to far oi l places in search of jobs or em¬ 
ployment; It also reflected in the inaugu¬ 
ration of new industries like tiles, 
cashewiiuts and fishing. Interestingly colo¬ 
nialism in the agrarian structure intro¬ 
duced the famous Thomas Munroc doc¬ 
trine of. Ryotwari sy.stem which rather 
than destroying, reinforced the feudalism. 
In other words colonialism while intro¬ 
ducing capitalism also retained or per¬ 
petuated feudalism orprc-capitalism. lead¬ 
ing to uneven, lopsided development in 
agriculture. It was during the colonial 
period, and subsequently uptil the late 

* 1970s. that the land was controlled by 
dominant castes like hunts or nadavas; the 


economy or the business was in the hands 
of upper castes mainly konkani brahmins 
who had earlier escaped from the Portu¬ 
guese persecution; and finally social in¬ 
stitutions like education under the conuoi 
of Christian konkanis. In other wrxds there 
was not much of the contradictions among 
these categories either for capturing die 
market or the economy. Each had its own 
defined and clear-cut space to operate. 
However, the contradictions existed at a 
different level -it was growing from below, 
especially between backward castes who 
were operating as tenants of the dominant 
castes; and it was often manifested in the 
form of demanding effective implemen¬ 
tation of land reforms, abolition of 
landlordism, tenancy rights, reduction of 
rents, etc. Meanwhile the conditions of 
Baity community was not much different 
from the backward castes except that the 
former was operating as an autonomous 
group as they were not linked to land and 
were carrying on petty businc.sses. 

However, the coastal belt underwent a 
complete transformation after 1970s with 
the effective implementation of land re¬ 
forms, the Gulf boom, the establishment 
of a large number of new industries and 
the expansion of banking brought to centre 
.stage new issues. This provided spaces for 
a large number of new categories belong¬ 
ing to different communities to compete 
with each other. Land reforms while 
destroying the popular ‘Guttenar* system 
of the dominant ca.ste released a large 
number of backward castes from depen¬ 
dency. This also had other effects; a 
majority among the dominant caste who 
iound their economy collapsing opted to 
move away to far off place.s like Mumbai 
wherein they established the popular 
‘Udupi hotels', although the linkages with 
their native place were retained or per 
pctualed through cultural reproduction ol 
symbols, signs and festivals like ‘Naga 
Mandala', ‘Bhoota Kola' and Kambala’. 
Those who were left behind also entered 
into new ventures like banking and other 
businesses including the philanthropic 
activities like education. This too closed 
the option for the backward ca.stes to 
compete with them - they had to contend 
with small businesses and small markets. 
I (owe ver, the larger challenges came from 
the Baiiys who were not only entering 
into the small businesses but also into 
the bigger businesses - especially for the 
backward castes like billavas/poojaris and 
niogaveeras (a community of fishermen) 
as well as to the dominant caste like bunts. 


In other words the communal riots has to 
be seen in the context of larger emerging 
tensions among caste and community 
groups. 

Bairys (a name denved from ‘bepari’ or 
merchant) are relatively new entrants in 
the larger economy. They are an ethnic 
Muslim group whose mother tongue is a 
curious mixture of Malayalam and native 
dialects. They have retained and perpetu¬ 
ated theirdistinguishing cultural practices 
Must interesting is the contribution of this 
ethnic group to the tradition of Dakshina 
Kannada, mainly to 'Bhootaradhanc' 
(worshipping the dead). One among them 
is popularly called ‘ Aii Chamundi Bhoota' 
and another is 'Bobbarya Bhoota’ - the 
former is well known among castes like 
the billavas/poojaris. mogavccras. The 
Bairys’ entry into larger economy was 
prompted by the Gulf Iwoni of mid-197(K 
and the new industrialisation. The Gulf 
boom pumped the money into new bu.si- 
ncsses. Paradoxically the Gulf boom also 
created conditions for the emergence of 
neo-communitarian categories (sec 
Muzaffar Assadi ‘Communal Riots: Com¬ 
munal or Communitarian’. EPW. Octo¬ 
ber 1,1997).Meanwhileculturalcoii.struc- 
tionist also cume to the centre stage, mainly 
in the literary field (Boluvar Mohammad 
Kunhi, Sara Abookkar Fakir Mohammad 
Katpadi, etc) who however had little role 
to play in the larger politics of the com¬ 
munity except that their arguments are 
often appropriated by the hindutva forces 
to show up the weaknesses of the com¬ 
munity. In fact in the communal riots the 
active role was played by the nco- 
communitarians both to define the ‘suit 
target’ and to define the riots as an "at¬ 
tempt to eliminate or marginalise the 
community including their economy”. In 
addition they have been as.serting them¬ 
selves as a community in conference:! and 
interacting participating in politics by 
demanding reservation benefits for their 
children, establishing an academy for Bairy 
language and attempting to create a 
recognising distinct identity for bjir>' 
culture and tradition, etc. 

In Dakshina Kannada the Bairj- commu¬ 
nity comprised 15 per ceni ol the total 
population, of which 90 per cent of them 
have settled down in Mangalore taluk 
(1,33,554), followed by Bantwal 
(1.10,320). Puttur taluk (75,376) and 
Bcithangady taluk (62,9.H)). These are the 
taluks prone to communal riots. In other 
taluks like Udupi (27,751), Karkala 
(12.775) and Kundapur (7.58R) they arc 


Economic ami Political Weekly February 20. 1999 


447 



numerically in a small group. In Mangalore 
taluk alone, of which Surathkol is a part, 
they constitute ,IX.43 per cent of popula¬ 
tion. In addition, there arc 74.860 Baity 
households in the whole district, with each 
household having an average of seven 
children (Hairy Verte. January I. 1998). 
Tile numbers arc important for the rca.son.s 
that they hclpctl the construction of a 
discourse that the community's popula¬ 
tion is niiiltiplying at the cost of majority 
community s. Moreover in 51 gram 
panchayats Bairys have more than 500 
hou-scholds. In Mangalore taluk alone there 
are 15 gram panchayats where they have 
more than 5(K) households. This is one of 
the reasons why the communal riots spread 
to the lural areas like Katipalla. Kana. 
Kulai. Munchu. etc. in .Surathkal. Some 
of the VI llagcs are resettlement areas for the 
people displaced due to industrialisation. 
Earlier these areas saw the environmental 
movements growing against the paltry 
compensation, untultilled promeses, dis¬ 
placement. non-absorption in the indus¬ 
tries. cii. Here the images of displacement 
and depri vations are very strong, The same 
areas have now become communally 
sensitive areas. 

This was lurthcr compounded by the 
general economy of the community. Nearly 
3.6 per cent of population work as coolies; 


27 per cent are engaged in bcedi industry; 
3.3 per cent as drivers; 15-20 per cent 
involved in petty businesses, including 
10-12 per cent in textile and grocery; IS 
percent in middle level businesses which 
includes hotels, spice, cashew or betel-nut 
economy; and 0.1 per cent involved in big 
businesses or the larger economy linking 
to international capital. Interestingly 70 
per cent of these categories are located in 
Mangalore alone. Furthermore nearly 10 
per cent have .settled down in the Gulf and 
30 per cent of population have spent mure 
than 10 years in west Asia. According to 
1996 statistics individual per capita in¬ 
come stands at Rs 3.860. much higher than 
of other backward castes. The average 
household income per annum is Rs 26.401. 
This is once again higher than the average 
household income of other communities. 
Neo-communitarian identity once again 
rciniorccd with the construction of a large 
number of religious places, including 
mosques, madrassas and ‘yu vaka madala'. 
ill Dakshina Kannada district there arc 
503 registered mo.sques, 703 madrassas 
and 713 yuvak .sanghas. All these helped 
ill constructing a discourse about “relative 
deprivation and marginalisation" of the 
community. For example mogaveeras - a 
fisher community - suddenly found that 
entering into the larger market was not an 


easy one. as the market was already bcinj 
controlled by the Bairys. Similarly also ii 
other businesses or markets like timber 
cashew, spice, betel-nuts, etc. The major 
ity of those involved in the communa 
riots belonged to these upwardly mobili 
categories and castes. Others also partial 
pated in the riots. Their participation wa 
part of the larger politics of consolidatini 
their communal identity. There was i 
growing apprehension that backwan 
castes including the minorities were onci 
again shifting their political loyalties t( 
the centrist forces, namely. Congress. / 
complete division or conilict between thi 
backward castes and the minorities wa; 
but essential to the communal Ibrccs. onci 
again to reaffirm their hold over the coasta 
belt. As intense backlash from the minori 
ties (or from the centrist forces) was desirec 
to realising the social categories for com 
munal politics. This is why minoritic: 
mainly Muslims and Christians becami 
'soft targets' of the communal torces (let 
by the Sangh parivar). Nonetheless, will 
the increa.sing potentiality for develop 
ment. competitive economy and the large 
linkages, the recurrence of communal riot, 
in this coastal belt is more a possiiiiiit; 
than in earlier decades. 

|T)ia.iks In l.axiiiinarayana. the F’llCL j,'n)up aiv 
host of victiiiu ot .Suralhkal | 
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Did India Give the World Its First 
Customs Tariff? 

C Satapathy 

A closer examination of Kautilya’s 2,300-year old treatise, the 
Arthasastra for an understanding of the tax structure of the day 
reveals intere,’iting parallels with currently prescribed valuation 
principles and practices. 


WRITING in the CCC News in its 4()lh 
anniversary, issue (January 26. 1993), 
H Asakura. tlie then director of Nomen¬ 
clature and ClassiHcation in the Customs 
Co-operation Council (since renamed as 
the World Customs Organisation) at Brus¬ 
sels points out that the customs tariff of 
Palmyra in AD 136 provided different 
rates for ditfca'nt commodities, thereby 
ensuring the birth of customs tariff and the 
customs tariff nomenclature. A.sakura. who 
has a special interest in the history of 
customs and larifis. has traced the history 
of customs taril fol Palmyra in somcdctail. 
Palmyra, abenutiful Oa.siscity in the Syrian 
desert was al.so known as the ‘bride in the 
dc.seil' and was granted the exceptional 
privilege of collecting municipal customs 
duty by the Roman emperor fladrianus. 
The customs tariff of Palmyra was a part 
ol the municipal lax law and was engraved 
on a Slone in Greek and Aramaic. Some 
ol the passages quoted by A.sakuru arc 
reproduced licrc 

1’hc person in charge ot the cii stoms farm 
hiniscll shall levy a duty in respect of each 
camel-load, thits: denarii for each camel 
loadentering I'admure (Palmyra), and three 
denarii for each camel load leaving 
Tadinore 

Wool dyed purple. For each fleece im¬ 
ported or exported, three denarii. 

Per donkey-load of aromatic oil in alabas¬ 
ter jars seven denarii at importation and 
uxporiation. 

For salted goods carried by donkey, the 
person in charge of the customs farm shall 
collect three denarii per load at importa¬ 
tion and exportation. 

This tariff basically provided for assess¬ 
ment of goods either by camel-load or 
donkey-load, the spccitic rates being three 
denarii lor most items and seven denarii 
for costlier aromatic oi 1. The greatest merit 
of such a tariff must have been its sim¬ 
plicity which was easier to administer. 

It was Asakura's article that prompted 
the present .study of Kautilya'sArrfia.vajrrr7 
in.sofar as it relates to customs and excise 
taxation. Few may know that for centuries 
Kautilya's classic written 2,300 years 
ago around 3(X) BC was not available to 
the scholars. It was only in 1909 that 


R Shamasastry published the text of 
A rtha.sastra from a copy of the manuscript 
received by him from a Tanjore pandit. 
I'here are two Engli.sh translations of the 
work, the first by R Shamasastry in 1915 
and the other, an extremely valuable and 
thorough translation of various available 
manuscripts, by R P Kangle in 1963. A 
more recent translation by L N Rangarajan 
of the Indian foreign service has also 
generated considerable interest in this 
classic ail over again. 

For comprehending the tax structure in 
Kautilya's days, it is ncces.sary to have a 
brief idea about the organisation of the 
economic activities of the times. Agricul¬ 
ture (‘krsi’). cattle-tending (‘pasupalya’) 
and trade ('vanijya') were the three main 
aspects of the economy ('vartta', a word 
derived from ‘vntti’. livelihood) (1.4.1). 
Agriculture yielded the mo.st important 
part of the state revenue in the form of 
sita', I c, produce from crown lands 
(2.15.1) and ‘bhaga’ or 'sadbhaga'. i e. 
one-sixth of the produce of other lands 
(2.15.3). If land was sold, the state re¬ 
ceived sales tax (3.9,5-6). Besides the 
land lax. there was a water rate 
( udakabhaga') (2.24.18) with exemption 
provided for new constructions and reno¬ 
vation of tanks(3.9.33). Forests and forest 
produces entirely belonged to the state. 

Cattle-tending was another important 
vocation which the .state nurtured. But by 
way of revenue, it seemed to contribute 
much less compared to agnculture and 
tiade. Only direct income was from the 
siateowned herds. However, in times of 
emergency, .state could demand one-tenth 
of the cattle, one-sixth in the case of goat.v 
and other small animals and as much as one- 
half in the ca.se of fowls and pigs (5.2.27). 

Trade was considered to be a very 
important economic activity. All trade was 
slate-controlled with the superintendent 
of trade (‘panyadhyaksa’) in charge. He 
was to fix prices of commodities taking 
i nio account investment of capital, interest 
charges, duties paid. rent, etc (4.2.36). A 
profit of 5 per cent on indigenous goods 
and 10 per cent on foreign goods was to 
be allowed with provision for heavy fines 
for exceeding these limits (4.2.28-30). 


The panyadhyaksa was also to prevent 
slump in prices by market intervention 
(4.2.33-35). A su|)erintendent of markets 
('samsthadhyaksa') was to look after the 
customer's interest by preventing frauds 
in weighing, supply of inferior goods, etc 
(4.2.3). 

Apart from private trade. Mate trading 
was extensive. State goods (‘rajapanya’) 
included indigenous (‘s vabhumija') as well 
as foreign (‘parabhumija’) goods. Indig¬ 
enous goods were to be sold at one place, 
foreign goods at different centres. The 
panyadhyaksa was to arrange for the export 
of state goods. He had to consider ex¬ 
penses of journey, duties, and prevailing 
prices at different places and determine 
whether any profit could be made. He also 
had to consider the possibility of bartering 
state goods with foreign goods 
(‘panyapratipanya') (2.16.18- 24). 

Import of goods from foreign lands was 
to be encouraged. Exemptions from duties 
could be considered to shippers and cara¬ 
vans bringing foreign giKids, so that they 
might be enabled to make a profit. Immu¬ 
nity from suits in connection with money 
matters could also be considered to for¬ 
eign traders (2.16.11 -13) 

Provision of routes for trade was an 
import ant state activity.Kautilya favoured 
land nmte's to waterways (7.12.18-20) as 
well as the southern route to the northern 
as the same was more profitable and 
brought in gold, pearls, diamonds and 
conch-shells (7.12.22-24). 

The officer at the frontier post was to 
collect a kind of road cess called ‘ vaitaiii ‘. 
In return he had to ensure safe passage 
from the frontier to the custom house 
inland. The rates ot vartani were as fol¬ 
lows: (a) one pana and a quarter lor a cart¬ 
load of goods; (b) one pana for a single- 
hoofed animal; (c) half a pana for cattle; 

(d) quarter pana for small animals; and 

(e) one masal^ fora .slK>ulder-foad (2.21.24). 

He had to make good it anything was 

lost on the way (2.21.25). As such, the 
road cess was a kind of insurance again.st 
any loss on the way. The frontier officer 
had to send on the caravan coming from 
the foreign land to the cu.stom hou.se after 
appraising the value of the goods and 
giving an identity pass and stamp on the 
goods (2.21.26). 

It would seem that the tariff for road cess 
was fixed on a rational basis and covered 
cart-load, animal-load and head-loads of 
merchandise. In addition to road cess 
'ativahika' or escort charges (2.16.18, 
2 28.25) were akso prevalent perhaps for 
providing armed e.scort from the frontier 
to the capital. When goods were brought 
by waterways, they were to pay duty at 
the ports and also rent in case of using 
boats maintained by the slate (2.28.3-5). 
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^hen ferries operated on rivers forming 
(he boundaries between two states, the 
recovery of customs duties, road cess and 
convoy charges from foreign merchants 
was to be made at the ferry wharf (2.28.25). 

The state alstf controlled the industrial 
activity and mining through state officials 
such a.s superintendents of gold and 
silver (‘suvarnadhyaksa'), of other metals 
(‘lohadhyaksa’). of precious stones f ‘khana- 
dhyaksa'), of textiles ('sutradhyaksa'), of 
salt mines ('lavanadhyaksa'), etc. Manu- 
lacturc, sale and inspection of standardised 
weights and measures and balances was 
considered very important and was in the 
charge of pautavadhyaksa. 

As in the case of any modem economy, 
great importance was attached tocurrency 
Manufacture of coin was in the charge of 
laksnadhyaksa while the 'supadarsaka' (the 
inspector ol coins) looked after the circu¬ 
lation ol currency. Silver coins were in the 
denominations of I pana, l/2pana, IMpana 
and I /8 pana each containing 11 parts of 
silver, 4 pans of copper and 1 part of some 
hardening alloy Copper coins were in the 
denominations of I masakat I/I 6th pana). 
1/2 maviktL I kakani (1/4 mtisaka) and 1/2 
kakani each containing 3 parts of copper 
and one part ol hardening alloy (2.12.24). 

Commodity Taxation 

There was a deHnitc rule that goods 
were not to be sold at the place of their 
piuduction. Fines were prescribed for 
purchasing metals, etc. directly from the 
mines, grains directly from the field.s, or 
flowers and fruits, etc, directly from the 
gardens (2.22.‘M3). The object was ob¬ 
viously to control trade so that duty was 
not evaded. Duties were to be collected 
at the cily gales, each of which was to have 
a custom hou.se or loll house ('sulkasala') 
with four or live olficers under the charge 
ol the collector of customs and tolls 
I Milkadhyak.sa' ).TIiecollector'sduty was 
to establish the custom house and the flag 
facing the cast or the north m the vicinity 
ot the big gates of the city (2.21.1-2). The 
Irontiei ulTicers were to direct imported 
mcichandi.se to ilie custom house after 
duly stamping the same. The officers at 
the citv gates were to record the particulars 
lit die merchants and their merchandise 
and veiity the stamp. Forgortds without 
a .stamp, (he fine was double the duty, for 
lorged stamp eight times, etc (2.21.3-6). 

Traders were to declare the quantity and 
the price ol the merchandise at the foot 
of the flag ol the custom house “who is 
willing to purchase these goods, so much 
111 quantity, at this price?" (2.21.7). After 
dll ee proc lamations. I he trader .should gi ve 
n lo diosc who asked lor it. In ca.se of 
bidding ilu' higher amount along wiih the 
duty went ii. tlie king (2.21.8-9). If for ‘ear 


of duty, a merchant understated the quan¬ 
tity or the value, the excess was to be 
confiscated or the merchant would pay a 
fine equal to eight times the duty. Similar 
penalties were prescribed for showing a 
sample of low value or for concealing 
high-valued items by low-valued items in 
a package If a trader in¬ 

creased the price beyond the actual price 
lor fear of competition from rival triers, 
the king would receive the enhanced 
amount or double the duty. If the cuiitoms 
officials assisted the traders in concealing 
their offences, eight times that amount 
would be penalty on them (2.21.13-14). 
Fine for going past the flag of the custom 
house without paying duty was eight times 
the duty (2.21.16) and secret agents were 
to detect such evasion (2.21.17). Thus, 
there was provision to curb both under- 
as well as over-valuation. The duty was 
to he impo.sed on the real actual value. 
Asakura rightly points nut that the valu¬ 
ation practice in Kautilya’s time was in 
conformity with the spirit of GATT 
Valuation Principles requiring the actual 
value to be the basis of customs value. 

The Tariff and the Exemptions 

After enumerating the duties of the 
collector of customs and tolls, establish¬ 
ment of custom houseortoll house, manner 
of valuation, etc, in book 2, chapter 21, 
Kautilya proceeds to discuss the tariff in 
the nextehapter 22. The title of the chapter 
i.s 'sulkavyavaharah'. Shamasastry has 
translated the title as ‘Regulation of Toll 
fiucs* whereas Kangle’s translation reads 
as ‘The Tariff of Duties and Tolls'. In the 
beginning, the general nature of the levies 
have been described; (a) ‘Bahyam avyan- 
taiamchaatithyam' (2.22.1). (b) ‘Nkskram- 
yam pravesyam cha sulkam' (2.22.2). 
Shama.sa.stry has translated thus: 
Merchandise, external (bahyam, i e, arriv- 
ing from country parts), internal 
('ubhyantaram'. i e, manufactured inside 
forts), or foreign (‘atuhyam', i c, imported 
from foreign counlnes) shall all be liable 
to the payment of toll alike when exported 
('niskramya') and imported (‘pravesyam’). 
For this construction, ‘cha’ should have 
come after atithy am. Kangle feels atithyam 
probably referred to a kind of internal tax 
or excise duty on goods (internally traded 
bctweeti city and country ) and sulka reters 
to a custom." duiy on foreign trade, i e, 
on goods imported and exported. Kangle 
akso concludes that the rates for excise and 
customs duties did not differ. The tariff 
was as follows: (1) On goods coming in 
the duty shall be one-nilh of the price 
(2.22.3); (2) On flowers, fruits, vegetables, 
roots, bulbous roots, fruits of creepers, 
seeds, dried fish and meat, duty is one- 
sixth (2.22.4); (3) On conch-sheiks, dia¬ 


monds, gems, necklaces of pearls and 
corals, valuation and fixing of duty is to 
be done by experts in the line acquainted 
with the time, cost and finish of such 
production (2.22.5); (4) On fibrous gar¬ 
ments (‘ksauma’), cotton cloth (‘dukula'), 
silk yam (‘krimitana’), armours, sulphate 
of arsenic (‘haritala’), red arsenic, anti¬ 
mony. vermilion, metals of various kinds, 
ores, sandalwood, aloe, spices, garments, 
skins, ivory, bed spreads, coverings, silk 
cloth (‘krimijata’), and on products of 
goats and rams, duty is one-tenth or one- 
fifteenth part (2.22.6); and (5) On clothes 
(‘vastra’), four footed and two footed 
creatures, yam, cotton, perfumes, medi¬ 
cines, wood, bamboo, barks, leather goods 
and earthenware, grains, fats, sugars, salts, 
wine, cooked food, etc, duty is one-twen¬ 
tieth part or one-twentyfifth pan (2.22.7). 

The translators, perhaps being unfami¬ 
liar with the working of a tariff have in¬ 
terpreted as at (I) above that a flat rate of 
20 per cent ad valorem duty was charge¬ 
able on all imports. This does nut appear 
to be correct. Firstly, there is no mention 
that the other rates that lolluw arc only 
for exports or for exci.se duly. Secondly. 
(3) above clearly provides that for gems 
and Jewellery no fixed rate is provided but 
value and duty for .such items arc lo be 
determined by Jewellery experts. It is 
significant that the raic.s mentioned at 
(2),(4) and (5) above range from 4 per cent 
(one-twentyfifth) to 16.67 per cent (one- 
sixth) and arc all lower than the general 
rate of 20 per cent (one-fifth) mentioned 
at I above. As such, the only logical in¬ 
terpretation is that (I) above Axes a gen¬ 
eral tariff rate of 20 per cent ad valorem 
duty on ail foreign gcMids and all country 
g(X)ds entering the city through the cus¬ 
toms gate. About 50 items provided with 
lower duties specifically at (2),(4) and (5) 
above are to be taxed accordingly at lower 
rates. Goods specifically not mentioned 
arc lo be charged at the higher general rate 
of 20 per cent thus ensuring that no item 
entering the cily gates from outside escape 
the levy on account of not being specifi¬ 
cally enumerated. 

As for export duty and exci.se’duly on 
city goods going out through the customs 
gate in the absence of a general rate, only 
about 50 items specifically enumerated 
would be levied the duty at the same rales 
as in the ca.se of goods entering the gates. 
The rationale for such a scheme appears 
to be in line with many modem tariff 
schedules that levy duty on all imported 
goods but only on specifically enumerated 
export goods. For gems and Jewellery, a 
general duty rate of 20 per cent would 
obviously be loo high and hence they arc? 
to be taxed on expert appraisement in each 
case. 



Thus inter]u'eted. the Kautilyan tarilt 
seems to be a detailed tariff for impoit, 
expon iind excise duty purposes, classi¬ 
fying the products. Moreover, the levy 
being proportional to the value, it appears 
to provide a very progressive tariff struc¬ 
ture. Moreover, it is at least 450 years 
older than the tariff of Palmyra and per¬ 
haps the oldest tariff of the world. 

Kautilya's tariff also had another feature 
of modem tariffs as it provided exemp¬ 
tions tor specified goods. It exempted: 
(i) goods intended for marriage, (ii) mar¬ 
riage gifts accompanying the bride, 
(iii) goods intended as gifts, (iv) goods 
required on the iKcasion of a sacrifice 
or a ceremony or a birth, and (v) goods 
used in various rituals like worship of 
the gods, tonsure rites, initiation for 
Veda study, hair-cutting rite, consecration 


AS India becomes more and more of an 
open economy with a steady rise in the 
share ot ODP originating in the traded 
good sector and its financial markets get 
more and more integrated with financial 
markets worldwide, it become.s necessary 
to understand the implications of such 
changes. There are implications both for 
traditional concerns such as the rates of 
inflation and growth, the distribution of 
income, the value of the rupeo as well as 
for new areas of inquiry such as the stale 
of the financial markets and links between 
financial and real sectors in an era of 
highly mobile capital. To bring together 
researchers actively working on these ideas 
IGIDR hosted a conference on ‘Money 
and Finance in the Indian Economy’ in 
early December. The conference was 
inaugurated by C Rangarajan who also 
gave a keynote speech. The function was 
presided over by Bimal Jalan. 

Rangarajan delivered a comprehensive 
talk on the controversial subject of mon¬ 
etary policy. Monctai^ targeting is con¬ 
troversial in the context of striking a 
balance between price stability and high 
growth rate. Empirical and theoretical 


tor a vow, etc (2.21.18). I'his was ac¬ 
companied by punishment for false dec¬ 
lination. There also appeared to be pro¬ 
vision for levying a gate duty, a kind of 
surcharge on duty at the rate of one-fifth 
of the duty but the same could be remitted 
if the gotxls were of benefit to the country 
(2.22.8). Kautilya's treatise was not for 
any particular Indian state but a code that 
toolc into account the practices followed 
in different stales in the subcontinent. 
This would perhaps cxplmn mention of 
two nearly equal duty rates at (4) and (S) 
above. 

[A version of this article wax eariier publi.shed 
III the January-Murch 1993 i.ssue of the in-house 
magazine Indian Custom.! and Excise. For 
references from the Kuutitya Arthasastra sec 
K P Kangle (1963). Motilal Banarusidas Pub- 
li'ihcrs, Delhi, 1997. icpnnt.J 


literature says that in the long run the 
objectives of price stability and growth do 
nut necessarily conflict. In tact, price 
stability is.a means to achieve su.stained 
growth and avoid speculation in invest¬ 
ment decisions. Price stability is also 
needed for exchange rate stability and for 
keeping nominal interest rates clo.se to 
world levels. 

Rangarajan warned that the effect of 
investment financing by money creation 
is significant only in the short run. In the 
long run. it can have an adverse inflation¬ 
ary outcome. This could be worrisome as 
it would lead to deterioration in the current 
account deficit. Rangarajan stressed the 
need to identify the level of inflation at 
which the adverse consequences really 
begin to set in. 

In his view, money supply should be 
regulated keeping in view the expected 
increase in real output and the acceptable 
order of incrca.se in prices. This is against 
narrow monetarism that money supply 
should grow at a certain fixed rate irre¬ 
spective of the real rate of growth. 
Rangarajan made some remarks on target¬ 
ing interest rate as practi.sed in most 


mdusinaiised countries. Manipulation ol 
the interest rate in these countries docs not 
have the objective of determining the level 
of the interest rate but controlling pricc.s. 
So the interest rate could become an 
intermediate variable as the inflation rate 
comes down and fluctuates in a narrow 
range. He also discussed the salient as¬ 
pects of monetary policy during his tenure 
as RBI governor. 

Exchange Rates and Currency Cn.se.s 

Sugata Maijit and Byasdeb Dasguptu in 
their paper 'Exchange Rate and Exports 
from India: A Fresh Look at the Official 
Statistics' tried to explain the phenom¬ 
enon of inimcdiaic exports growth after 
liberalisation and its ultimate slowing 
down. They argued that the immediate 
incrca.se in exports after the liberalisation 
process started more due to the increase 
in export declaration, whereas exports were 
under! nvoiced before due to the presence 
of high black market premium. 

In their paper 'Towards a More Rational 
IMF Quota Structure: A Tentative Partout 
in the Direction of Creating a New Finan¬ 
cial Architecture'. Raghhcndra Jha and 
Mridul Saggar, que.stioning the existing 
IMF quota formula, di.scus.scd the need to 
review it on the basis of giving due weights 
to the size of the economy along with the 
efficiency parameters. They suggested 
three alternative sets of formulas. The first 
was based on determinants of size vari¬ 
ables and ol the current account variables 
tor international trade and payments; the 
second on formulas where macro-eco¬ 
nomic .stabilisation parameters were intro¬ 
duced to capture member countries’ rela¬ 
tive positions in respect of lowering in¬ 
flation and Fiscal deficits; and the third set 
incorporated capital flow as an additional 
determinant. Their calculations showed 
that India's rank can improve to 5th from 
the pre.sent 13th according to the I Oih and 
1 Ith General Review of IMF Quotas. 

Partha Sen's pape*" 'Non-uniqueness in 
the First Generation Balance of Payments 
Crisis Mtrdels’ .showed lltat Paul Krugman's 
model ot a .speculative attack (‘A Mtxlcl 
of Balance of Payments Crisis', Journal 
of Money, Credit and Banking. Vol 11. 
pp 311-32) is riddled with multiple equi¬ 
libria, i e, the time of attack is not uniquely 
determined. -A continuum of paths lo a 
floating regime exist. The only difterence 
across periods is the amount of foreign 
exchange left witii the central bank and 
hence the proportion of foreign exchange 
rc.servcs that will back the money supply 
under a floating rate regime. How much 
reserves the central bank holds or is able 
to borrow is not germane to the issue of 
collapse (as long as the fixed exchange 
nite is expected lo collapse eventually). 


Money and Finance in 
the Indian Economy 

Sugar Koparkar 
Mana.s Paul 


The progrc.s.\ive integration of India’s financial markets with those 
worldwide has implications for both traditional concerns .such as 
inflation and growth, the distribution of income and the value of the 
rupee as well as for new areas of enquiry such as the .state of the 
financial markets and links between the financial and real .sectors in 
an era of highly mobile capital. Report on a conference. 
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The centra] bank may hold ‘large* stocks 
of reserves but not ‘enough’ to maintain 
a fixed rate regime. 

Macro and General Equilibrium 

Models of the Indian Economy 

C W M Naastepad presented a multi¬ 
period real-financial CGE model for In¬ 
dia. The model goes beyond the extant 
literature by introducing credit for work¬ 
ing capital as well as investment and 
allowing for credit rationing with real and 
financial market conditions being deter¬ 
mined endogenously. The paper identi¬ 
fied two supply constraints: shortages of 
credit and of infrastructure affecting growth. 

In a theoretical set-up the paper ‘On 
Interest Rate Policies' by Romar Correa 
examined the relative merits of the 
stabilising role of monetary policy in two 
ca.ses. First, the monetary authority oper¬ 
ates the discount window. Second, the 
central bank enters as a player with the 
interest rate on government paper as a 
strategy. The paper confirmed evolution¬ 
ary .stability only in the second case. 

The paper entitled 'An Econometric 
Model for India with Emphasis on the 
Monetaiy Sector' by T Palani vel and Nobel 
laureate L R Klein had three objectives; 
first, to hui Id a monetary sub-sector model 
.)t India; .second, to estimate the model 
with pre- and post-reform data; and third 
;o evaluate the impact of changes in trade, 
fiscal and monetary policies on output, 
nflation, trade flows, financial flows, 
uructure of interest rates and exchange 
ate for the period 1997-98 to 2001-2002. 

^'Dl Flows and Exchange Rates 

Mana.s Paul in his paper ‘Some Findings 
m the Issue of Real Exchange Rate 
fargetiiig in India' studied the long-run 
behaviour ol the Indian real exchange rate 
.n a cointegraling VAR framework over 
he period 1964-94. The study showed the 
exogeneity of real exchange rate to any 
deviation from the long-run cuintegrating 
relationship among.st real exchange rate 
and its lundamcntals. I'his indicates the 
possibility of real exchange rate targeting. 
Endogeneity of government consumption 
o the cointegrating vector suggests that 
tovemment consumption should not be 
ised to attain internal and external balance 
;oncurrently. 

In the paper ‘Monetaiy Policy for Sus- 
amable External Value of Rupee’, B M 
ani strcs.sed the importance of RBI inter¬ 
vention in the foreign exchange market to 
naintain the real exchange rate at an 
ippinpnatc level. C S Despande in his 
lapcr ‘Tlic Role of Foreign Direct Invest- 
■neni in Indian Fxonomy’ discussed the 
relevance of forcii’n Direct Investment 
for India. 


Financial Repression and Liberalisation: 

Theory and Practice 

E D’Souza in his paper ‘Financial In¬ 
termediation and Liberalisation under 
Asymmetric Information’ discussed the 
impoitanceof dealing with micro-economic 
problems associated with the institutional 
weakness of the financial system, prior to 
liberalisation of interest rates on govern¬ 
ment paper. Mahendra Pal in his paper 
'Financial Development in India; An 
Empirical Test of the Mckinnon-Shaw 
Model’ utilising 2SLS and OLS techniques 
found .statistically significant results in the 
support of McKinnon’s complementarity 
hypothesis in India, using time series data 
for the period 1970-93. G Darbha in his 
paper entitled 'The Effects of Financial 
Constraints on Inventory Management’ 
examined the sensitivity of inventory 
holding behaviour of different types of 
firms to changes in internal finance over 
different phases of the business cycle. It 
showed that the cash How effects are 
signilicant for smaller firms than for larger 
ones and the difference is more pronounced 
during the low growth phase. 

Money Supply, Demand and Links with 

Fiscal Sector 

The paper by K Chaudhari, S Chattop- 
padhyaya and S Ashra titled ‘Deficit, 
Money and Prices; The Indian Experi¬ 
ence' found unidirectional causality from 
price to M3. Thus money is endogenous 
and prices are exogenous. The second 
.paper ‘On the Stability of Demand for 
Money in a Developing Economy: Some 
Empirical Issues' by B K Pradhan and 
A Subramanian concluded that both narrow 
and broad measures of money exhibit long- 
run relationship with real income and rate 
of interest in India. Thus stabilisation policy 
should aim at both broad and narrow money 
with a stable demand function, for bring¬ 
ing up price stability in the economy. The 
third paper ‘Docs Money Supply in India 
Follow a Mixed Portfolio-Loan Demand 
Model'.^’ by D Rath examined the endogenity 
of money supply. The paper distinguished 
among three competing models of the 
money supply process, namely, pure port¬ 
folio approach, pure loan demand approach 
and mixed portfolio-loan demand ap¬ 
proach. The author found that in India the 
mixed portfolio-loan demand approach 
best dc.scribcd the money supply process. 

Credit and the Monetary Transmission 

Mechanism 

The paper ‘Monetary Transmission 
Mechanism: The Credit Channel Hypo¬ 
thesis Revisited’ by H Mukhopadhyaya 
argued against conventional method of 
testing the ‘credit channel’ hypothesis. 


The paper diverged from die earlier woiic 
by considering only the credit-supply 
constrained firms. His study of Indian 
industry documented three migor End¬ 
ings. First, bank credit does indeed influ¬ 
ence inventory accumulation. Second, the 
size of external Enance premium depends 
on the financial conditions of firms. Third, 
bank-dependent small industries suffer 
most during a period of quantitative credit 
control. 

The paper ‘Money, Credit and Exo¬ 
geneity; A Multivariate Cointegration 
Approach’ by S Koparkarintroduced credit 
for the first time in a money demand 
equation for India and examined the long- 
run relationship between bank credit, 
money supply, foreign exchange re.serves 
and industrial output over 1952-96. Causa¬ 
lity tests suggested that money is endo¬ 
genous and thus monetary policy may be 
accommodative. 

The third paper titled ‘Dynamics of 
Money, Output and Price Interaction; Some 
Indian Evidence' by S Dutta Roy and 
G Darbha modelled the dynamic inter-' 
action between money, output and prices 
in a structural vector auto regression frame¬ 
work. The study had two major findings. 
An increa.se in moncy/credit supply leads 
to increase in output and prices m the short 
run and only prices in the long run. A non- 
accommodative monetary policy is inct- 
fectivc in controlling inflation even at the 
cost of substantial output ios.ses. 

East Asian Crisis: Lessions for India 

The paper ‘The Ea.si Asian Crisis of 
1997: "The Role of Structural and Proxi¬ 
mate Factors’ by S Gokarn tried to unify 
extant explanations ot the east Asian crisis. 
The paper argued that the crisis can indeed 
be interpreted as a consequence of the 
growth .strategy. The paper linked up the 
proximate (or how) factors and structural 
(or why) factors a.ssociated with the crisis. 
The main lc.sson for India is the require¬ 
ment of rapid development of asset mar¬ 
kets with new financial in.struments allow¬ 
ing the banks to hedge their portfolios. 
The second paper ‘East Asian Crisis: 
Lessons for Indian Banking' by P Mitra 
discus.<)pd the East Asian Crisis more as a 
banking crisis and less as a currency crisis. 

Asset Markets, Market Microstructure 

and Financial Equilibrium 

The paper ‘Real and Financial Sector 
Interaction under Liberali.sation in an Open 
Developing Economy' by A Goyal and 
S Dash showed that a passive monetary 
•Stance would lead to a monetaiy tighten¬ 
ing and ri.se in interest rales. Tte rate of 
inflation may fall, but there could be large 
fluctintion in interest rates and equity 
returns, which can harm the output in 
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mectium tenn. Tte paper ‘The Status of that considerable and exciting work on valedictory session, it was felt that the 

NBPCs in India' by B Cayathri argued money and finance is beingdone in Indian money and finance conference should 

that healthy and growing non-banking universities/institutes. A conference such become a regular feature at the IGIDR. 

financial (NBF) sector is necessary for as this by bringing together some of these (WcaregmtefultoRaghhendraJhaforhis valuable 

promoting the growth of an efficient and researchers will surely lead to consider- suggestions and encouragement m picpanng this 

competitive economy provided NBFCs able cross fertilisation ofideas. During the lepoit. Any remaining ennrs arc ours.) 

Exposing Violence against Women 

C Krishnamurthy and H Nagarajan exam- i ^ ¥« j 

ined price discovery and integration of the A v^dllipdlgll IR Utt&T rfftClCSll 

various stock markets in India. Their results 

indicate that markets are integrated in the Nisha Srivastava 

long run. thu.s regional stock exchanges 

should be promoted in the national intcre.st —-;-;- —; -;- 

ofwidespreadtrading.Thcauthorsrecom- Vanangana, a women s group, recently organised a campaign against 

mended better information dissemination domestic violence in Banda district in Uttar Pradesh. To provoke the 
between markets to avoid arbitrage, women themselves to break their silence on this issue, Vanangana, in 
strengthening competition in securities to ■to villages, performed a play based on a real incident and followed it up 

reduce fear ol price rigging, trading ot discussions. The campaign proved effective in creating awareness. 

mraium-size slocks on regional slock - - -_ _ _ 

exchanges with centralised order book¬ 
ing. Also, .strengthening of interaction BANDA district in the Bundclkhand re- total case.s were reported and even fewer 
between stock exchanges with sharing of gion of Uttar Pradesh has made headlines resulted in any convictions, in no case was 
order flow might have the benefit of hecau.se it is home to the dreaded dacoit there any public outcry, 
widening and deepening the market. Padua and his gang. The crime that es- “Domestic violence is so all pervasive, 

MThiripalrajuandTPMadhu-stKxlanan capes, notice is domestic violence against it jast cannot be ignored any more. .So- 

fti their paper‘Commodity Futures Prices women. The industrial and economic ciety. the police, the administration and 
in India. F.vidence on Forecast Power, backwardness of this region - one of the the family arc all guilty in this conspiracy 
Price formation and Inter-Market Feed- most backward in the state - provides of silence. We decided to start an all-out 
back’ examined ihc efficiency of price lerlilc soil for such activities. The para- campaign and lake the sensitive issue of 
lormation m the Indian commodity fu- meters of women’s progress in the region domestic violence head on." says Huma 
tures markets ol peper and castorseeds. are lower than the already abysmal state Khan the co-ordinator of the campaign 
■f Waghmare in his paper ‘Volatility in averages. Female literacy is 23.9 per cent Their first ta.sk was to visit the villages 
Indian .Slock Markets; A Study of Badla and the sex ratio (number of women per and investigate the cases in which women 
and Short .Sales Re.sirclions’ discus.sed l.(K)0 men) is 846 compared to the .stale had been found dead in unnatuialciicuin- 

ihc impact ol banning short sales and average of 25.3 per cent and 879 respcc- stances in the last one year. They made 

badla transactions by the Indian regula- lively.Nofigurcs.however.canrefleellhe alistof30suchvillagcs.Thcyhadworked 
lory authorities on destabilising volatility plight of women or the social and eco- in some of the villages, others were new 

on the Bombay Stock Exchange. He found nomic comsiraints that shackle them. to them. 

that though Ihc ban on short sales did It is in this arid, poverty-.stricken and “Each village had one or more chilling 

prove et feciivc in reducing volatility due dacoit-infested district that Vanangana, a story of a women's murder or suicide. But 
to ‘noise' the same was not true in the women’s group, has been working for the the greater tragedy was the silence on the 

ca.se of badla irunsuclions. empowerment of rural women. In an area issue. The .stories were ditferent. but the 

' Ajay Shah in his paper ‘Improved where water is a perennial problem, underlying theme was the same. Class. 

Methods tor Obtaining Information from Vanangana has broken the stereotype of caste, religion and patriarchy all collude 
Di.siribuied Dealer Markets’ offered a the male mechanic and has trained women against women. We wanted to bring tins 
market microstruclurc interpretation of the to become hand-pump mechanics. Self- issue into the open. We wanted people to 
information obtiiincd by pulling dealers help groups have been organised to ex- discuss it. All the women who had died 
and proposed improvements for many iricatc women from the clutches of rapa- were between 18 and 24 years of age. They 
elements of the polling process. The paper ctous moneylenders, and to increase their all either had small children or were preg- 
provided empirical evidence based on earnings by helping them to acquire skills, nant Even today men in these areas think 
polling in India's call money market about Even as Vanangana members mobilised they have absolute right over their wive.s. 

this trade-off. The paper ‘Natural Experi- women on these issues, there was one What they do with them i.s their private 
menls with Price Limits' by Ajay Shah, issue that loomed large in many gruesome family matter. We wanted all the dilferent 
Su.san Thomas and GDarbha .studied a set lorms. Dnme.stic violence was an issue views to emerge", .says Madhavi Kukreja, 
of natural experiments where price lijnits that impacted on most women but one the crusading founder of Vanangana. 
were changed on India's National Stock which remained wrapped up in a .shroud The campaign started in the first week 

Exchange (NSE>. Their result suggested of silence. .Sometimes the shroud wa.s not of January 1999. In each village, a play 
that a combination of liquidity and voia- juxt metaphorical. Many women were was first enacted to project the theme. The 
tility inllucncc the impact of price limits killed, and several others driven to suicide play was ba.scd on the true .story of a girl 
upon prices. in increasing incidents of dome.stic vio- from one of the villages. In the play, the 

Every paper was the subject of intense lencc. In Banda district alone, in the la.st girl is mercilessly beaten by her husband 

bj.scussion, Ijoth by a formardiscHSsant one year, the number of reported dowry but gets no refuge even in her fathers 
and from the fitxir. The participants and deaths was 21 and suicides seven, which home. When .she eventually dies, there is 
audience came away with the conviction was the highest ever. Yet very few of the much breast-heating. Her father threatens 


j^piDvc degree of financial intermediation. 

The paper ‘Integration and Price Dis¬ 
covery in Indian Stock Markets' by R Jha. 
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to take the matter to the police, but instead 
of having his son-in-law arrested, the father, 
at the instance of the police strikes a deal 
with his son-in-law. He goes home richer, 
his con.science clear. After all his daughter 
cannot come back so what harm can some 
cash do? The police is happy it has done 
its job; it has resolved a case amicably 
(and, not to be mentioned, lucratively). 
The boy is also happy. He is free, free to 
marry again and bring in another dowry. 

The play wa-s followed by an open 
discussion in the villages. Since there had 
been recent incidents of violence in the.se 
villages, there was tension and some 
acrimony. However, Vanangana activists 
were able to contain this becau.se the 
objective wa,s to initiate a debate, create 
awareness and build up public opinion 
against it. 

The incidents of domestic violence in 
the.se villages make gruesome .stories. In 
Bhitakhera village, the body of Gita Devi 
had been found in the Helds in July la.st 
year. She had been Hnst hanged and then 
her body had been thrown out in the Helds 
where it was discovered the next day 
covered by slush and rain. Her in-laws had 
fled. Her husband and in-laws were later 
arrested, only to be relea.sed on bail soon 
after. GitaDevi'sdeatb raised many issues. 
that were discussed in the meeting after 
the play. Women said they felt helpless 
because they were not educated and there 
were few opportunities for employment. 
The legal system and the police were all 
insensitive to a woman’s needs. The grow¬ 
ing demands for dowry, they said, had 
made life insufferable for women. 

When Ncclam, a newly married girl 
diedofburnsin village Bachran, herfather 
with the hclpof Vanangana activists lodged 
an FIR against the husband and got him 
arrested. However, six months on, the 
situation is completely different. The father 
struck a deal with his son-in-law. No one 
knows the details of the deal, but he is now 
getting his second daughter married to the 
same person. 

About 4(X) people had assembled in 
Bachran village to watch the play. There 
was some tension bccau.se the theme of 
the play was .so close to the sordid events 
of their own village. Many women wept 
and said the situation was the same every¬ 
where but who was willing to listen to 
them' 

One youth said that it was the greed for 
dowry that made life miserable for women. 
Another stated that the question was not 
one of rlowry alone. It was one of men¬ 
tality. Till such time as men consider 
women inferior and no better than slaves, 
the situation will not change. In-laws who 
murder their dauchters-in-law and parents 


who compromise with their daughters’ 
killers should be socially ostracised. Not 
everyone, however, was in favour of 
change. One old man said that when a girl 
gets educated she starts asking for her 
rights, and that is not acceptable to men, 
that is why there is conflict. Another 
criticised women’s groups which talk of 
the rights of women and bteak up families. 

One elderly villager said that Bachran 
village was considered the most ideal 
village in the district, but some four in¬ 
cidents of violence against women have 
spoilt the name of the village. In an in¬ 
tensely emotion charged ambience, one 
young man who beat his wife frequently 
took a pledge in front of all those as- 
.scmbled never to beat her again. 

Ahrjiya, a harijan girl of village Bihara, 
consumed poison and died only three 
months after her marriage. Vanangana 
members tried to persuade her father to 
register the case. He would agree, and then 
back out. Finally, it was discovered that 
lie had taken money to hush up the matter. 

The complicity of the police at worst, 
or their apathy at best, was another rea.son 
why perpetrators of crimes against women 
got away. This was the view of women 
in a large meeting that was held in village 
Agarhunda. Kamlesh, a backward caste 
girl belonging to this village, had been 
married toaman from another village. She 
was frequently beaten by her in-laws. No 
one in the village would come to her 
rescue. She was not allowed to go to her 
father's home. Last June, she was found 
dead, crushed by a truck. Her in-laws said 
it was an accident. Her father and others, 
however, did not believe that. They sus¬ 
pected that she had first been killed and 
then thrown under a truck. Everyone in 
the neighbourhood knew she used to be 
beaten. In fact, all her neighbours testified 
that she had been badly beaten the day 
before she was found dead. However, no 
FIR was lodged because the police did not 
find any evidence of murder. 

In the meeting in Agarhunda village, 
Kamlesh’s mother crying profusely, de¬ 
clared “I have lo.st one daughter, but we 
will see that no else in this village loses 
another". 

In village Chamrauha, Nirmala, an 
adivasi woman, was found dead hanging 
from a free. She was several months 
pregnant. People said she wa.s brutally 
beaten up by her husband, but the police 
did not register the case. Her father was 
very poor and belonged to a distant vil¬ 
lage. Pursuing the case would have meant 
frequent trips and expenses both in cash 
and in lost earnings. After Vanangana had 
staged the play in (his village, Nirmala’s 
case camp up for discussion. Some people 


said the police was responsible because 
they did not take these cases seriously, 
consequently culprits escaped and those 
who committed these crimes were not 
afraid. The role of society and its respon¬ 
sibility in the tragic loss of young lives 
also came up for discussion. Other ques-: 
tions genertued heated exchanges too; 
"Does a man have a right to beat his wife 
if he wants to? Is it an internal family 
matter? Fights between father and son, or 
mother and son, or for that between two 
brothers are not considered exclusively an 
internal matter of the family. Why then, 
is only beating up of the wife an internal 
family matter?" 

A young harijan girl, only 17 years old, 
died of burns in village Taraon. During 
thecourseof thediscussion after the staging 
of the play, people said that even if a 
woman commits suicide, the family should 
be held responsible fiecause their actions 
had driven her to the extreme step. How 
tar where the girls parents responsible? In 
this case the girl did not want to come back 
to her husband’s hou.se. but her mother 
had forced her to come. To complicate 
matters, there were also rumours that the 
girl hud illicit relations with her father. 
Many women, however said it was very 
easy to spoil a girl’s reputation and then 
harass her. 

Leelavati. the woman pradhan of the 
vi I lage took avow along with other women 
that they would not be silent in such ca.ses 
any more and work towards change. 

One of the objectives of the campaign 
was also to sensitise the bureauCTacy. Alter 
covering 30 villages, on the penultimate 
day, the play was staged in the premises 
of the district court in Karvi, Banda. 
Hundreds of people attended the meeting. 
The song ‘Kya ka.s.sor keenha, kanha, jo 
diyo ye sajaye, babul bhaiya, maiya, .sab 
bhaye parayc,’ brought tears to the eyes 
of many of those present. The district 
magistrate and other officials participated 
for over two hours watching the play and 
taking part in the discussions. 

“When we started the campaign we were 
unsure of what to expect. Wc just knew 
we had to take up the issue. Vanangana 
activi.sts them.selves have been victims of 
brutal violence. But they are lucky to have 
escaped. Others have not been so fortu¬ 
nate. We wanted to show that women's 
rights are human rights. The response in 
all the villages has been overwhelming 
and beyond our expectations. The cam¬ 
paign has generated a public debate and 
the bureaucracy and police will have to 
take notice”, say the organisers. 

'A public hearing on the issue is next 
onouragenda,’ saysMadhavi, ‘thestruggle 
will go on’. 



Health in the Ninth Plan 

K R Nayar 


Given that there is enough evidence today to show that the long 
■N eglect of public fiealth is dramatically changing the epidemiological 
profile, the Ninth Plan has paid little attention to improving these 
services. 


THAT all plan perspectives begin with a 
sad story and end on a happy note make 
one wonder about the ‘continuity’ of 
different plans. The Ninth Plan perspective 
on health is no different. It starts on how 
our great traditions were lost by ‘inappro¬ 
priate useufscicnce’ and ‘colonial pattern 
of itH]astriali.sation' and how these resulted 
in the impoverishment of masses. After 
the usual statement on history, the 
perspective starts on the gloomy side of 
Indian health service system by stating or 
rather admitting that the health system is 
functioning sub-optimally. The health 
service system is plagued by lack of 
^'..scntial int rastruclurc. suitable equipment 
and appropriate the human power especially 
I n .some ent ical positions, and poor referral 
.services (source; nicnet). 

The Slated intentions of the perspective 
on health could be found in any number 
of such earlier government documents. 
They arc: 

(i) an absolute and total commitment to 
improve access to. and enhance the quality 
of, primary health care in urban and rural 
areas by providing tui optimally functioning 
primary health care .sy.stem as a part of the 
ba.sic minimum services; 

(ii) to improve the efficiency of existing 
health care inirastructure at primary, 
secondary and tertiary care settings through 
* .ippropriate institutional .strengthening, 
improvement of referral linkages and 
opcrationali.sation of Health Management 
Information vSystem (HMIS); 

(iii) to promote the development of 
human re.sources for health, adequate in 
quantity and appropriate in quality so that 
access to es.sential health care services is 
available to all and there is improvement 
in tlie liealth status of the community; 
periodically organise programmes for 
continuing education in health sciences; 
update knowli dge and upgrade skills of 
all workers and promote cohesive team 
work; 

(iv) to improve the effectiveness of 
existing programmes for control of com¬ 
municable diseases; to achieve horizmital 
;iniegrationofongoing vertical programmes 
at the di.strict and below lislrict level; to 
strengthen the disease surveillance with 


focus on rapid recognition, repotting and 
response at district level; to promote 
production and distribution of appropriate 
vaccines of assured quality at affordable 
cost; to improve water quality and en¬ 
vironmental sanitation; to improve hospital 
infection control and waste management; 

(V) to develop and implement integrated 
non-communicable disease prevention and 
control programme within the cxi.sting 
health care infrastructure; 

(vi) to undertake screening for common 
nutritional deficiencies especially in 
vulnerable groups and initiate appropriate 
remedial measures; to evolve and effec¬ 
tively implement programmes for im¬ 
proving nutritional status, including 
niicronutrient status of the population; 

(vii) to strengthen programmes for 
prevention, detection and managem.-:nt of 
health consequences of the continuing 
deterioration of the ecosystems; to improve 
linkage between data from ongoing 
environmental monitoring and that on 
health status of the population residing in 
the area; 

(viii) to improve the safety of the work 
environment and worker's health in 
organised and unorganised industrial and 
agricultural sectors especially among 
vulnerable groups; 

(ix) to develop capabilities at all levels 
fur emergency and disaster prevention and 
management; to implement appropriate 
management systems for emergency, 
disaster, accident and trauma care at all 
levels of health care; 

(x) to ensure effective implementation 
of the provisions for food and drug safety; 
to strengthen the food and drug admini¬ 
stration both at the centre and in the states; 

(xi) to increase the involvement of ISM 
and H practitioners in meeting the health 
care needs of the population; 

(xii) to enhance research capability with 
a view, to strengthening basic, clinical and 
health systems research aimed td in^troving 
tlie qu^ity and outreach of serwu%s at 
various levels of health care; 

(xiii) to increase the involvement of 
voluntary, private organisations and self- 
help gnnips in the provision of health care 
and ensure inter-sectoral co-ordination in 


implementation of health programmes and 
health-related activities; to enable the 
panchayati raj institutions(PRl)in planning 
to and monitoring of health programmes 
at the local level so that there is greater 
responsiveness to health needs of the 
people and greater accountability to 
promote inter-sectoral co-ordination and 
utilise local and community resources for 
health care. 

Two important areas which need closer 
scrutiny in a perspective on health are its 
approach to primary health care and to 
disease control programmes. 

The existing primary health care 
institutions, according to the document 
are functioning sub-optimally because of 
inappropriate location, poor access; lack 
of maintenance; lack of professional and 
para-professional staff at the critical posts; 
mismatch between the requirement and 
availability of health professionals 
especially physicians at PHC!; lack of funds 
for essential drugs; lack of first referral 
units (FRUs) as linkage for referral 
.services. On rcali.sing that the goal of 
‘Health for All (HFA) by 2(KK) AD‘ laid 
down in thcNational Health Policy (1983) 
was unlikely to be achieved within the 
lime specified, the Eighth Plan restated 
the goal as ‘Health for Underpnvilcgcd 
(HFU) by 2000’. It appears that even this 
nominal ‘target' would not be achieved 
within the plan period. 

The primary health care units have been 
in a shamble as revealed in the plan 
document. Even the referral units are not 
functioning effectively. The number of 
functioning CHCs which form the first 
referral unit (FTIU) is far below the 
projected requirement. There are also 
marked disparities at the state and di.strict 
level while the basic minimum services 
arc not been given priority by some .slates. 
It is a matter of concern that many of the 
di.sirict.s with poor health indices do not 
have adequate health infrastructure. Taking 
cognisance of the widening disparities 
among the states in the availability of 
basic minimum services <BMS). the con¬ 
ference of the chief ministers i n July 1996, 
recommended that additional central 
assistance (ACA) may be provided to the 
states for correcting the existing gaps in 
the provision of seven basic minimum 
services (BMS). But it is doubtful whether 
the pattern of utilisation of such additional 
assistance could have led to any reduction 
in the disparities. This could be largely 
attributed to diversion of such funds by 
some ‘critical’ .states. Construction of 
buildings rather improving the quality of 
services was given priority. Even the funds 
received from the department of family 
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welfareandtheextemallyassistedptojects , Eradication Programme intends to begirt iised. It appears that the planners have uo; 
were used for construction of buildings, an intensive implementation of the leamtfiromthepastraistakesofthcpR)' 

Thu.s, the reasons for the ‘sub-optitnai' modified plan of operation (MPO) in the gramme. What is needed for the intensive 

functioning of primary health care insti- nialariogenic areas of the country in the phase is a better managerial approach 

tutions identified in the plan perspective Ninth Plan. The areas identified are the with emphasis on ecological and<socia] 

are only partially addressed. An initiative seven north-eastern states and lOOdistricts dimensions. 

which could be vigorously pursued and spread over the states of Andhra Prade.sh, The National lubcrculosis Control 
probably more concretely .stated than in Bihar, Gujarat, Madhya Pradesh, Maha- Programme (NTCP) also receives con- 

two lines in the Ninth Plan is the role of rashtra, Orissa and Raja.stan based on the siderable attention in the perspective. The 

people's planning under panchayati raj. criteria of (a) annual parasite index of revised programme for tuberculosis 

This is of course easier said than done as more than two for the last three years; (RNTCP) would be implemented in 103 

a number of slates even now have not (b) deaths due to malaria; (c)Pfalcipatum ^strictsapartfromstrengthentng203 short 

initiated a revitalisation of panchayati raj rate ofmore than 30percent; and (d) tribals course chemotherapy (SCO districts. This 

institutions. It appears that P R is largely constituting more than 25 per cent of the extension is based on the experience of 

used to transtcrresponsibilitie.sandimpo.se population. The main components to be pilot studies in 17 project sites in which 

programmes on the lower levels than strengthened in the Ninth Plan are (I) it is claimed that 60 to 80 per cent cure 

evolving a democratic set-up for decision- Early diagnosis and prompt treatment rate was achieved. It is not known how 

making Therefore, a clear .statement on through active and passive surveillance this can be replicated given the intensive 

the policy ofdecentralisation in health and and laboratory diagnosis; (2) Selective efforts done during the pilot phase and the 

identiftcation of problems in achieving vectorcontrol by integrating various vector fact that most of these were carried out 

this objecti ve needs to be included in the control approaches and promotion of per- by agencies in the private/NGO .sector in 

document. .sonal protection methods; (3) Prediction, urban areas. Nevertheless. effort.s should 

The secondary and tertiary care on the early detection and effective respoase to bemadetorevealandaddresstheproblcms 

other hand arc handled differently with malaria outbreaks; and (4) Iniensified identified during the pilot phase instead 

a dose of World Bank medicine The information, education and communica- ofblindly carrying the programme forward 

added thrust on privatisation is quite lion campaigns. The programme still just because a.s.si.stancc is available from 

evident in the policy pre.scriptinns re- stmngly depends on clinical and technical the World Bank, 

garding secondary and tertiary care. A solutions than on addressing epidemio- The AIDS control programme is the 

whole lot of concessions such as land, logical, ecological and social dimensions classic example of the external control 

water and electricity and exemption from of the disea.se. The methods which are overlndia'scummunicabledi.sea.secrntml 

import duty for diagno.stic equipment for being advocated such as pei^onal pro- programmes. While di.sca.scs of the poor 

the private sector is sugge.stcd for .setting tection thmugh impregnated bed nets such as cholera and diarrhocal disca.scs do 

up tertiary care/super.speciality institutions, show that the social dimension of the not find a place in the perspective, AIDS 

^ „ di.scase have not been well conceptua- occupies a central place as a cent per cent 

Disf,a.se Con reoi. Programmes 

One of the problems in the post- 
liberali.sulion period with regard to health 
care is the gradual neglect of an integrated 
health care delivery system including 
control of communicable diseases and the 
entry of vertical, technocentric and 
selective packages. The.se included tuber¬ 
culosis, blindness control, reproductive 
health, AIDS, etc, largely because of the 
external assistance to the.se programmes. 

Some of the new initiatives in the Ninth 
Plan include horizontal integration of 
vertical programmes, hospital infection 
contnil and waste management, and disease 
surveillance and response. An integrated 
approach to disease control pnigrammcs 
have been tried earlier with the multi- 
purpo.se workers. However, what wc 
witne.s,sed is further veiticalisation and 
added thrust on specific diseases influenced 
by the external assistance. Unless the 
linkages between financing and pro¬ 
gramming are clearly understood, the alien 
ideas which accompany the packages 
would wreck the di.scase control pro¬ 
grammes. 

Among the communicable diseases, 
malaria and tuberculosis are certainly 
given importance. The National Malaria 
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centrally aided programme through towards privatisation during this period the epidemiological profile of the country, 

external assistance. Similarly, non- has resulted in the utter neglect of public Acute respiratory infections and malaria 

communicable diseases also receive con- health services. The outlay for health sector arc showing a rising trend from 1988 

siderabie attention. These include cancer has also steadily declined from 3.3 per onwards. As are pneumonia, tuberculasis, 

control, micro-nutrient malnutrition, dia- cent of the total plan outlay in the First viral hepatitis, cholera, and enteric fever 

betes, cardio-vascular diseases, mental Plan to around 1.7 per cent in the Eighth in recent years. The dramatic decline in 

i health, etc. Some states had also initiated Plan. More than one-third of this invest- the infant mortality rate, a sensitive 

pilot scheme,*, in the Eighth Plan for inte- mem is by external assistance linked to indicator of health status, occurred only 

grated non-communicable di.sea.se control specific diseases .such as AIDS, blindness during the pre-reform period. The rates 

with diabetes as a model in some di.stricts. control, etc. On the other hand, investment have been rising, stagnating or the decline 

In the Ninth Plan as welt these will be con- for family planning has been growing over has slowed down in most of the vulnerable 

tinued with added emphasis on diagnosis the years. The annual report of the ministry states of India. Even in Kerala the IMR 

and management through the primary and of health states that the public expenditure has been showing a rising trend. In 

.secondarycarelevclassumingthatdiseases in the health .sector has been a little over Karnataka, the rate has not declined much 
like diabetes, cardio-and cerebro-vascular 1.5 per cent of the GDP while WHO over the last 10 years. The situation 

di.scascs and malignancies are going to recommends that it should be at least S warrants effective intervention. As a 

comprise the major disease burden in the per cent of the GDP. The collapse of the beginning, the comprehensive review of 

rural areas. In reality, this apart from adding public health sy.stem in the country and public health .system in the country 

tothe programme burden of the PHCs and the loss of faith of the people in government undertaken by the Planning Commission 

CHCs would also serve as a conduit for health services could be largely attributed should now be discussed in an open forum 

private diagnostic in.stitutions sprouting to the declining invc.stments especially to enlist the views of public health scholars 

up in the rural areas. afterthestructuraladjustmentprogrammes. from different parts of the country before 

The [lerspectivc on environment and At the .same time, these trends are aKso any major reformulation in the national 

health starts with a broader approach with used as a rationale for ushering in privatis- policy and revision in the public health 

focus on detection, prevention and manage- aiion in the health sector. The collapse of strategics as propo.sed in the perspective 

ment of existing deficiencies or excesses the public health system has also influenced are initiated. 

F ofccrtaFii elements in the natural environ- ^ 

menl. macro-environmental contamin¬ 
ation of air. land, water and food, natural PAKISTAN 
di.sa.sters. etc However, communicable 

“ IMF Package: Nothing to Celebrate 

clearly spelt out in terms of specific pro- _ ., _ ... 

grammes and strategies rather than a ^ AkDarAaidi 

'garbage clearing' approach which mainly ■ 

evolved in the post-plague period. One of The expectation that the resumption of IMF loan will rescue 
the positive features of the perspective is Pakistan’s economy is based on fiction, not fact. It will at best 
(he stated intention to evolve programmes some breathing space, nothing more. 

lor the agricultural and unorganised --- 

sectors. Any stmetured health programmes 

evolved tor these sections including vul- ALTHOUGH celebrations have already the rot has been stemmed. Specifically, an 
nerable groups such as women and started in Islamabad over the resumption casingofthcprcssurcon the exchange rate 

children, however needs to be carefully of the IMF $1.6 billion ESAF. this is and a restoration of confidence on the part 

conceptualised in the perspective .so that probably the best time to take stock of of the international financial institutions 

it may not result in yet another vertical Pakistan’s economy which has struggled in the economy will give an impetus to 

programme. to cope with events that aro.se as a con- business confidence in Pakistan. A likely 

That external assistance has considerably sequence of Pakistan's nucleartests. While upgrade in credit rating should al.so follow, 

intiuenced the outlook of the Ninth Plan there is little doubt that the resumption of However, this is as far as it goes. All 
perspective on health is quite evident. The this loan, incorrectly called aid, will have that the IMF loan does is that it allows 

strength of India's health care system is animmediatepositiveimpactonPakistan's Pakistan some breathing space over the 

its elaborate network of health care infra- economy, both in termsof the government next few weeks in terms of its balance of 

structure which is being systematically and also the private sector, this euphoria payments, and nothing more. The 

undone in recent years despite the claim is likely to be short-lived. expectationsthatthispackagcwill're.scuc' 

that external assistance has been used to The immediate availability of foreign Pakistan’s economy are based more on 
improve primary health care infra^ructurc. exchange will ease some pressure on the fiction thanon facts. The recent experience 

However, apart from buildings there have government’s reserves, and will help in of Russia and now Brazil confirms that 

been no improvements in the quality of some debt repayment over the next few outside credit is insufficient to shore up 

services. In fact, the focus during thcHghth weeks. The government will welcome this investor confidence beyond the very short 

Plan was on strengthening health care even if the London and Paris clubs agree term and that it will be unable to override 

infrastructure aimed at improving the to concessions in retiponse to Pakistan’s key internal structural problems. Nor is 

quality and outreach of services. However, request for debt rescheduling. The private this all. In the ca.se of Pakistan, as in the 

health care infrastructure was largely sector should also respond favourably as case of a very large number of countries 

visualised as construction of buildings, a commitment from the IMF is usually which have taken loans from the IMF, the 

Along with this, the clear policy shift seen as a positive signal signifying that evidence sugge.sts that things get worse. 



rathe^ than better, as one would expect. 
7111$ % the greatest fear arising from 
adhei^ncc to the IMF's structural adjust- 
menf programme. 

TTite main component of the new IMF 
deal, as it has been in the past, is the target 
for Pakistan's budget deficit. Currently 
around S.5 per cent of GDP. the budget 
deficit 4s expected to decline to 3.3 per 
cent by June 2000. a fall of more than 2 
percentage points in 18 months. The 
lowering of this key stati.stic will be ba.sed 
upon a host of fiscal measures, which 
include a rise in the GST, a reduction in 
non-dci'clopment unproductive expen¬ 
diture, restructuring of key public utilities 
of which WAPDA and ICESC head the 
list, privatisation of financial institutions 
and a reduction in the federal subsidy for 
wheat. In addition, the programme envi¬ 
sages a decline in tariff rates, further trade 
liberalistion. enforcement of a market- 
based foreign exchange regime and 
broadening and restructuring of the tax 
system. 

Through these measures it is expected 
that Pakistan's economy will once again 
achieve GDP growth ckxse to its hiiilurical 
levelofripercent; inflation is also expected 
to fall to a mere 6 per cent by 2002. and 
the cunent account deficit currently in 
excess of 3 per cent of GDP is expected 
to fall to less than I.S per cent over the 
same period. It is unlikely that many 
analysts would disagree with the need for 
far-reaching structural changes to revamp 
Pakistan's economy. With domestic and 
foreign debt collectively equivalent to 
around % per cent of Pakistan's GDP, and 
with interest payments consuming more 
than half of the country's annual budget, 
it is not surprising that the budget deficit 
continues to be the main focus of the late.st 
IMF package. Also, few would disagree 
with the need for a better tax sy.stem, better 
public services and better governance, 
all concerns which form part of the 
new agieemcnt with the IMF. However, 
since this is the fourth major agreement 
with the IMF in a decade, a ItKik at the 
past would perhaps inform our judgment 
far better. 

Since December 1988. when Pakistan 
entered its first major agreement with the 
IMF. all governments have been following 
the broad guidelines of a.structuralAdjust- 
ment programme. While the emphasis has 
shifted now and then, for the most part 
the basic ingredients continue to be the 
same. The fi.scal deficit has remained the 
key plank of these agreements, and tariff 
rates have shown a marked fall from a 
maximum rate of 225 per cent in 1992 tt> 
around 35 pcrcein today. Privatisation has 


^n actively pursued, with over 70 finns 
and industries already privatised; two of 
the five nationalised conuiKrcial banks 
have also been handed over to the private 
sector. Pakistan’s rupee has continued to 
be devalued from Rs 18 to one US dollar 
in 1988 to nearly Rs SO today. Subsidies 
have been cut, and administered prices in 
the utilities sector continuously raised over 
tiK last 10 years. Government expenditure 
has been cut as a consequence of the 
structural adjustment programmes and the 
fiscal deficit has been drastically reduced 
from a high of 8.7 per cent in the first 
Nawaz Sharif regime in 1990-91 to its low 
current level of around 5.5 percent. Hence, 
quite clearly, over the last 10 years, 
governments of Pakistan have adhered to 
the IMFs structural adjustment packages 
and the current agreement needs to be seen 
as a continuation of those agreements. The 
critical question to ask then is: What has 
been theoutcomeof these policies followed 
on the recommendations of the LMF? 

Although it is difficult to prove causality, 
some interesting observations on the 
economy after 1988 help show how the 
economy has performed afterthe initiation 
of the structural adjustment programme. 
Firstly, the overall growth rate of GDP has 
fallen well below trend levels, and 
appreciably below the averageof the 1980s. 
In the 10 years since the implementation 
of the programme, in only one year was 
growth of GDP more than the average 
of 6 per cent observed since 1977; in 
two of those 10 years, in 1992-93 and in 
1996-97, the growth of GDP was 2.3 per 
cent and 3.1 per cent, respectively, the 
lowest in more than three decades. In 
the 10 years since 1988. inflation was in 
double digits in eight years, while pre¬ 
viously in the 40 years during 1947-87, 
inflation was in double digits on only 
.seven occasions. 

The current account deficit, reduction 
of which is one of the goals of the structural 
adjustment programme, was more than 4 
per cent of GDP in seven of the 10 years; 
in the period prior to the enforcement of 
the programme for the eight years, 1980- 
88, the current account deficit was 3.6 per 
cent, rising thereafter due to the trade 
liberalisation reforms. Manufacturing 
growth r^'^es, which averaged 9.1 per cent 
during 1980-88 fell to 4.9 per cent during 
I9RS-57, tailing to a mere 1.78 per cent 
in 1996-97, the lowest in the last 30 years. 
Because of the obsessioir with the fiscal 
deficit, public expenditure has been cut, 
and development expenditure in particular 
has borne the brunt. From a high of 9.3 
per cent of GDP in 1980-8.1, development 
expenditure has been falling since and in 


1997*98 was only a Httte over 3 per cent 
of GDP. 

Research has shown that after 1988 
poverty has returned to Pakistan in a big 
way, with the number and percentage below 
the poverty line increasing. Public sector 
employing, historiodly an important and- 
pover^ measure, has fallen, while wages 
have decreased in real terms: real wi^es, 
which increased by 0.7 per cent during 
1980-91. fell by 2 per cent during 1991- 
95; public sector employment is estimated 
to have fallen by 10 per cent during 1990- 
93and43.2percentof workers previoasly 
employed in public enterprises were laid 
off by their ne^ employees. Overall 
unemployment in occupations with a high 
incidence of the poor has dramatically 
increased and real wages of skilled and 
unskilled labour have sharply declined. In 
addition, subsidies that were critical to the 
consumption pattern of the poor have been 
cut while the burden of indirect taxes on 
the poorest income group has increased. 
Not .surprisingly, there has been an increase 
in poverty and inequality, particularly in 
the rural areas. 

It is important to emphasise that while 
these numbers show a very obvious down¬ 
ward trend since 1988 when the .structural 
adjustment programme was introduced, 
we cannot prove that this is on account 
of the programme since there arc numerous 
other factors which have also affected the 
economy - frequent changes in govern¬ 
ment, a fall in remittances, deteriorating 
law and order, for example. Nevertheless, 
given the dramatic changes that have taken 
place in the economy as a consequence 
of the programme, common sense sugge.sts 
that it is more than likely that the adjustment 
programme had a large contribution to 
make to this downturn. 

Little has changed with this new (or 
restarted) ESAF programme. The condi¬ 
tions attached to the loan are similar to 
those in the past, as are the main targets 
and goals. It is unlikely that, as commonly 
believed, this loan from the IMF will be 
a panacea for the numerous ills that afflict 
our economy and society. While restruc¬ 
turing is urgently requir^, it will need to 
incorporate far more fundamental changes 
than those that form the fine tuning of the 
IMF packages. Numerous writers have 
argued the need for institutional reform, 
provincial and local level democracy and 
autonomy, and a drastic restructuring of 
the nature of Pakiiitan’s antiquated state 
structure. The policies of the World Bank 
and of the IMF have failed time aind time 
again. Perhaps it is time now to try 
re-structuring and adjustment of a very 
different nature. 



PERSPECTIVES 


Globalisation: A Socialist Perspective 

James Petras 


By understanding the historical and structural limits of 'globalist 
ideology ' we can escape the tyranny of globalism. The alternatives 
grow out of the experiences emerging from the failures of the 'export 
strategiesBy focusing on social relations and the states as the 
building blocks of global empires we can escape the prison of 
globalist thinking and enter the realm of political and social action. 


GLOBALISATION at a minimum in¬ 
volves (he creation of a world economy 
which is not merely the sum of its national 
economies, but rather a powerful indepen¬ 
dent reality, created by the international 
division of labour and the world market 
which in the present epoch predominates 
over national markets. Large-scale, long¬ 
term flows of capital, commodities, techno¬ 
logy and labouracross national boundaries 
[ define the priKess of globalisation. 

Contemporary globalisation is similar and 
ditferent from earlier pha.se$ of the proce.ss. 
As in the past, the major forces organising 
the movements of capital and commodities 
are the imperialist countries and tlie dominant 
clas.scs within those states. Globalisation 
involves globalising' nations and classes 
and the globali.scd’. Thus the process is 
embedded in a hierarchical system of power, 
exchanges and bencHts. The formation of 
a wi irld market and an international di vision 
ol labour in volved(s) three types of relations: 
(I timpenali.st directed exchanges with colo¬ 
nised and/or dependent nations. (2) Inter- 
imperiali.st exchanges between the domi¬ 
nant poweis. C)) Intcr-dcpcndcnt exchanges 
between non-impenalist nations andclasses. 

The imperialist cla.s.se.s compete and col¬ 
laborate over markets and capital outlets: 
the con.sequences of exchanges are mote 
or less benelicial to both parties. The im- 
perialist-colonial/dependentexchangesand 
capital tiows are asymmetrical and highly 
skewed to favour the imperial countries. 

In summary, globalisation is a highly 
differentiated phenomena that has 
historivully been linked to the concentration 
and centralisation of capital, wealth and 
power. The driving force has been the co¬ 
operation and competition of the 
imperialist powers. 

In Historical Perspective 

Contemporary globalisation retains 
many of the key features of the earlier 
phases of the prtH^ss: the driving forces 
are centred in the imperial state and the 


multinational corporation and banks, 
backed by the international financial 
i nstitutions. What is significantly different 
is the scale, .scope and speed of the circu¬ 
lation of capital and commodities, parti¬ 
cularly financial Hows between de-regula- 
ted economies. Technological changes 
especially incommunications (computers, 
fax,etc)havebecnaprimefactorinshaping 
the high velocity of movements of capital. 

The scope and scale of movement of 
capital and commodities, however, is less 
due to technological than to political 
changes. The demise of socialism in the 
former Communist countries of Europe 
and Asia, the conversion of nationalist- 
populist third world regimes to unregulated 
capital and the demise of the welfare state 
in the west have opened vast areas for 
accumulation of profits (and surplus 
capital) and new markets for sales and 
investment. The political victories of 
i mperialism are thus central to the advance 
of the contemporary prtKcss of globa¬ 
lisation in relation to the historical period 
immediately following the second world 
war and certainly in relation to the inter¬ 
war period. 

The conflict between globalising 
imperialist forces and the third world - 
what was erroneously referred to as the 
cold war - was evident in the 23 million 
people who died in 143 wars, over¬ 
whelming in the third world, between 
1945-1992. The contemporary pha.se of 
globalisation was a consequence of what 
sub-commander Marcos refers to as the 
third world war which continues to this 
day. 

The identification of the social, political 
and economic agents of globalisation is 
important in understanding the unequal 
impact of globalisation. Likewise a 
historical analysis of the phases of globali¬ 
sation allows one to refute some of the 
iileological claims of its proponents. A 
retrospective analysis reveals that 
'globalisation' has been cyclical in world 


historical development. Tliere were periods 
of ‘high’ globalisation, momentsof crises, 
and periods in which economic flows 
turned inward. There is no universal 
inevitable tendency toward ‘ globalisation'. 
Inter-imperial wars resulting from global 
competition, internal crises of over¬ 
production, and more important social and 
political revolutions have all affected the 
trajectory of globalist nations and classes. 
The cyclical nature of globalisation allow's 
analy.sts to identify the internal/external 
weaknesses of the globalist-imperiahsi 
project and to identify the alternative 
strategies that emerged from the crises of 
global projects in earlier times. 

The very idea of 'globalisation' as a 
historical necessity thus is questioned by 
its cyclical history. The notion that we 
enter a new period is also dubious: foreign 
trade and overseas income was a greater 
percentage of GNP in Europe during the 
late 19th century than at the end of the 
20th century. Tlie idea that technology 
drives globalisation, omits the point that 
most of the new technologies emerged 
prior to the current globalist phase and arc 
compatible with expanding domestic 
production and popular consumption. 

The globalisation idea is itself suspect. 
In its most widely expressed usage it argues 
for a universal incorporation to the world 
marketplace and the spread of Kmefits 
throughout the world, 'fhe empirical reality 
is neither universal incorporation nor the 
spread of benefits: there arc wealthy 
creditors and bankrupt debtors: super-rich 
speculators and impoverished unemployed 
workers; imperial states that direct 
international financial institutions and 
subordinate states that submit to their 
dictates. A rigorous comparative analysis 
of contemporary world social-economic 
realities would sugge.st that the 'globalist' 
concept of ‘interdependence’ is far less 
useful in understanding the world than the 
Marxist concept of imperialism. 

Rise or Globalkt Ideoloov 

The rise of globali.st ideology is found 
originally in the business journals of the 
late 1960s and early 1970s. The major 
expansion and conquest of markets by the 
multinationals was described as gfobali- 
sation by business journali.sts searching 
for an alternative to the existing Marxist 
vocabulary, since they sought to present 
the process in a favourable light. Gradually 
the term was taken over by the mainstream 
academic world and became the acceptable 
framework for talking about international 




capitalistexp^sion witbouthamg>odeal 
with its origins, power relations and 
exploitativeoutcomes. Whatemerged from 
the academic recycling of the concept was 
■globaloney' - the embellishment of the 
concept by linking it to what was called 
the third technological revolution and 
imputing to it a historical inevitability and 
degree of interdependence that was remote 
from reality. From the business, journalistic 
and bourgeois academic world, the term 
was incorporated into the vocabulary of 
the Lett intelligentsia. They too began to 
parrot the same properties and arguments 
in the context of a mindless flight from 
critical socialist paradigms. Thus 'globalise 
ation' seems to have become a universal 
category of analysis through which the 
imperial ruling classes exerci.se power and 
paralyse mass popular opposition. 

The retreat of the Left intellectuals from 
the imperialist theoretical approach toward 
globalisation is intimately related to the 
defeat and decline of revolutionary socio¬ 
political movements and the ascendancy 
of the financial and export elites. There 
is a dialectical inter-play between 
imperialist power, globalist ideology and 
revolutionary socialist politics; the 
ascendancy of imperialism is directly 
related to the circulation of the globaloney 
discourse and the eclipse of the 
revolutionary paradigm. 

The retreat of the l..efl intellectuals and 
the sub.sequcnt theoretical disarray of the 
popular movement contributed to the 
further strengtheningof the imperial ruling 
classes: objective .shifts in power resulting 
from political and economic successes 
were amplified by the ideological 
capitulation of the ex-Leflist intellectuals 
and the contusion sown in the popular 
movement. The tyranny of globalism was 
responsible for the subjective weakness ot 
the popular classes that reinforced the 
objective power of imperial capital. The 
Left intellectuals and innuential political 
leaders having lost their conceptual 
anchorage drifted from an imperialist 
conceptual trumework to a technological 
determinism (hat undercut any notion ot 
systemic transformative politics. The 
underlying political ha.ses for the ascend¬ 
ancy of 'nea-litieralism’ (the ideological 
derivative of theglobalisation hypothesis), 
the political and military defeats of the left 
were slighted in favour of pseudo- 
explanations that pointed to historical 
economic imperatives. 

The political and ideological hegemony 
ot the globalist-nco-libcral project was 
turthcrenhanced by (hecombined ‘rigidity' 
and tlcvibiliiy of the neo-liberal state: 
opporiumtieN tor upward mobility for 


•private sector professionals and ex-Leftisi 
intellectuals ensconced in well-heeled 
NCOS and downward mobility for the 
mass of peasants, wage and salaried 
workers, particulary in the public social 
services. The project provided massive 
flows of capital, cheap mass consumer 
imports in the expansive phase and crises, 
collapse and unprecedented rates of 
bankruptcy and unemployment in the 
detlationary phase. 

The Asian experience is a prototype of 
this process; political economic victories 
lor imperialism, the ascendancy of 
'globalist’-neo-liberal political economic 
power, capitulation and integration of the 
cx-Lcft. followed by crisis, collapse and 
ma.ss immiseration. The fundamental 
question for us today is: after the crisis, 
i.s a revival of revolutionary socialist 
politics possible? A precondition for any 
revival is a recovery qf the Marxist- 
imperialist theoretical framework. 

S0CAI.1ST PERsremvi- 

Faced with the demise of the globalist 
project, with the foreign investors picking 
the bones of the moribund carcass - 
namely, the lucrative enterprises - how do 
wc reconstruct a .socialist alternative? 

In the first instance, by recovering and 
reconstructing our theoretical tools. 
.Secondly, by learning from and inverting 
the les.sons from the Right on how to 
engineer a radical political-economic 
transition, a transition that combines 
social justice, democracy and efficiency 
in the organisation of a new socialist 
economy. To move trom a critique of 
globalist-neo-liberal configuration to a 
socialist alternative we need to adopt 
the method of historical materialism and 
ask ourselves: what do we learn from 
previous experiences of globalisation via 
iinperiali.sm? 

Ail the imperial powers throughout 
history were never 'globalised', they 
became gloablisers (itnpenalists) precisely 
through the development of the home 
market. Globalisation was an instrument 
to expand and deepen the home market 
and develop the forces of production. 
Globalisation was given a universal 
virtuous character in each epoch of outward 
expansior either in terms of moral values 
(extending western civilisation) or as an 
opportunity (to become modern). To the 
degree that contemporary globalisation 
leads to the internal exploitation of labour 
and state resources within the imperial 
centres, it has awakened a labour op¬ 
position that creates a objective and sub¬ 
jective basis for interoationarist working 
class action. 


The history of globalisation is fraught 
with inter-imperial rivalries which struggle 
to displace competitors and impose the 
rule of pattlcular ‘national* multinationali 
and state rule. Hie selective anti-imp»ia- 
lism of local clients facilitates the entry 
of imperial late-comers. The reconstnictior 
of the Left cannot be rooted in becoming 
the plaything of rivalries between ascen¬ 
ding and declining imperial powers. In the 
present context, there are several i&sues: 
the US exploitation of the Asian crisis to 
enhance its position relative to Japan, South 
Korea, etc. The temptation among some 
Lefti.sts is to defend ‘state centred* 
capitaii.sm against 'neo-liberalism'; toi 
others, the alternative is to accept the harsh 
prescriptions of adjustment from the IMF 
in exchange for employment, etc. 

The basic facts are that capitalism cannot 
sustain growth and rising income levels; 
that welfare and capitalism are a product 
of a special balance of class iorces that 
no longer exists. The existence of a 
revolutionary socialist alternative was the 
basic reason forcing capital to make 
reformist concessions in Europe and Asia. 
It was the existence of revolutionary 
socialist regimes that forced the imperialist 
countries to tolerate 'state directed growth' 
in Asia and to ‘showcase' their per¬ 
formance. The Asian tigers were by¬ 
products of a historical conjuncture, a 
particular confrontation of social systems. 
Only the re-emcrgence of credible revolu¬ 
tionary alternatives might allow reformist 
and state-centred technocrats to negotiate 
concessions. As matters stand today, the 
real choices arc between a capitalism that 
strips labourol all its .social attributes, that 
monopolises public revenues and ap¬ 
propriates public enterpri.ses and minerals 
and the socialist alternative - that needs 
to be reconstructed. 

The Gi-ohai.isation Paraboia 

Crucial to the task of constructing the 
sociali.st alternative is to recognise the 
globalisation parabola in the current period; 
the ascendancy in the 1970s, its consolid¬ 
ation in the 1980s and early 1990s and its 
decline over the last several years, begin¬ 
ning in Asia, Latin America and spreading 
to North America and to western Europe. 
The second biggest capitalist economy. 
Japan, is in a terminal taiispin, accom¬ 
panied by its Asian clients. In China, 
stagnation and ma.ss unemployment has 
.set it. The Russian economy has collapsed. 
The US and European economies will 
soon feel the reverberations as corporate 
earning declines, and exports collapse and 
speculative capital cannot find new 
lucrative outlets. 



Olobaiisation works in reverse. Hie 
extraordinary profits based on impeiia] 
appropriation of speculative returns no 
longer fuel the American and European 
stock ' market and giant financial 
monopolies. The worldwide bankruptcy 
fiof capitalism - its inability to reproduce 
itself - poses a major opportunity to argue 
for a socialist transformation and against 
.strategies focu.sed on adaptation and merely 
defensive .struggles. Adaptation to austerity 
leads to new regressive policies. The 
argument for ’one more adjustment' is an 
unending melody. There is only mure pai n. 
not prosperity, in the never-ending tunnel. 
The link between the excess circulating 
capital, the declining earnings of cor¬ 
porations and the shrinking effective 
demand means infinite regression (at least 
for the forc.seeable future). Defensive 
struggles, while necessary in sustaining 
elementary living conditions in the face 
of the economic coilap.se, provide short¬ 
term victories yet prepare .strategic defeats, 
given the non-viability ol the historic 
capital-laboui' partnership under present 
> Jrcum,stances. 

That leaves us with the concept of a 
socialist iraiislormation - tran.sformation 
ot what? toward what? 

There are two basic fallacies regarding 
socialist transformations. Oneisthe notion 
ot 'dc-linking' linked to the ideas of'self- 
reliance' and ‘building .stKialism in one 
country . The other is the more recent idea 
j)f 'market socialism', the notion that 
market-dri ven Ibn cs can cretitethe material 
basis lor socialism. Both conceptions 
contain grains ol truth, hut in their 
underlying logic arc very harmlul to the 
con.struelion ol socialism. 

Hist, ‘he possibility of development of 
socialist pioduclivc lorecsde-linkcd Irom 
world pioduction leadstoeostly, ineflicient 
and ultimately prolonged periods of harsh 
'accumulation'. In most ca.ses. de-linking 
is just not feasible without giving up 
essential products necessary for con¬ 
sumption and production. Only under harsh 
war time conditions or in periods ol 
boycotts and state of siege does it make 
sense to try to make a virtue of necessity 
by appealing lor 'self-reliance', urging the 
people U) sacrifice and encouraging the 
idea that despite a harsh external setting 
that a revolutionary population can produce 
and survive. .Such was the case when the 
US and the ex-USSR encircled Mao’s 
China and restricted its externa) trade 
relations. But it would be an egregious 
error to convert special circumstances into 
a 'model' of dcvelqiment. 

The .second erroneous appmach is the 
Dengist idea that market forces, private 


ownership, free trade and foreign 
invesitment directed by the Communist 
Party can become the driving forces toward 
the construction of socialism. The 
ascendancy of market forces has 
transformed the Chinese labour force in 
a global reserve army of cheap labour; it 
has converted the cadres and leaders of 
the party into busi ness people who plunder 
the state for private gain, destroy the 
environment and produce ecological 
disa.stcrs. In a word, it is the market that 
directs the party and its leaders and not 
vice versa. The result is the worst case 
scenario where the authoritarian political 
structures of communism are combined 
with the brutal socio-economic injustices 
of capitalism and the catastrophic 
degradation of the environment. That is 
the operative meaning of 'market 
socialism'. 

Wc should appmach the construction of 
socialism in a different manner. First of 
all, the working cla.ss has created a va.si 
body of knowlcdgcovcrlime that is 'world 
knowledge'. The revolutionary regime 
must link up with this world knowledge 
in order to avoid the cruel and costly 
earlier stages ot development in which 
this knowledge was created. In a word, the 
I evolution must link up with world centres 
of know-how as a neces.sary step tome rcase 
the local capacity to advance the forces 
ol prtxiuction and democrati.se the relations 
of production. But the external linkage 
must take place under conditions that 
increase the internal capacity to deepen 
the home market and serve popular needs. 

Secondly, the economic exchanges, 
market relations', both external and 
internal can only have a progressive 
lunclion If they arc subordinated to a 
democratic regime based on direct popular 
leprcscntation in territorial and in pro¬ 
ductive units. Assembly style democracy 
IS not only a strong deterrent of bureau¬ 
cratic distortions, but also .serves as an 
essential control mechanism over the 
content and direction of market exchanges. 

The current fragmentation and 
dissolution of production is a result of the 
'enclave nature’ of the export strategy, 
where key production units specialised in 
specific commodities serve the inter¬ 
national strategies of overseas and domestic 
investor elites. The socialist strategy 
foarscs on the creation or reconstruction 
of essential links between domestic 
economic sectors. The socialist economy 
resembles a grid rather than the .spoke of 
a wheel that is charactcnstic of imperial 
dominated export economies. 

The current overseas economic packet 
that combines foreign investment, control 


and mans^ement decision-making with 
techruiiogy transfers (when they occur) 
must be disaggregated under .socialism. 
The capturing of technology without the 
inconvenient encumbrances of foreign 
dictetes and outrageous CEO salaries and 
foreign ownership is possible because of 
the plethora of technologically knowledge¬ 
able individuals, and enterprises who can 
be contracted and paid to transfer know¬ 
how. This form of 'dependence' is 
temporary and has less possibility ot per¬ 
petuating itself: learning from borrowing 
becomes the basis for adaptation to local 
needs and the development of autonomous 
innovative capacities. The breaking of the 
tyranny of globalisation requires the 
rejection of ownership and control and the 
selective acquisition of the accumulation 
of knowledge and pnxlucts that produce 
dynamic growth. Thus the parasitical and 
exploitative structures of globalisation 
(imperialism) need to be differentiated, 
from the creative and productive com 
ponents. 

These processesof rejection and acquisi¬ 
tion pose one of the mo.st important 
challenges to any transition from neo- 
liberal glohali.sal ion to socialism. Namely, 
managing the inherent contradiction 
between internal socialist relations and 
external participation in the cupitalrst 
marketplace. "This requires not only 
democratic control over the economic pro¬ 
cesses but more lundamenlally the ideo¬ 
logical and cultural education ot working 
people in values of solidarity, co-operal ion 
and equalitarianism. This educational and 
cultural process can only have credibility 
if the values articulated reflect the 
behaviour and practices of the leadership 
and cadres. The great feature of sociali.sm 
in the ex-USSR was the dissociation of 
the idcasexprcs.scd by the leaders and their 
practices - which led to disillusion, 
cynicism, distrust hnd worse a fatal 
attraction for globalist propaganda. 

A fundamental appeal in constricting 
the socialist power bloc to transform the 
.society and a primary task on assuming 
power is the creation of socio-economic 
linkages between domestic needs (and 
‘latent demands') and the reorganisation 
of the productive system. The existing 
export strategy is the product ol inequa¬ 
lities: the labour force is seen as a cost 
not as consumers (demand). Hunger 
salaries and labour impoverishment fuels 
high profits for production lor overseas 
markets. The socialist transformation 
recognises the enormous potentialities of 
the domestic market based on equati.sed 
property, income and education and health. 
It recognises the tremendous potential in 



the utilisation of unused or undmised 
labour among the employed. 

The turn inward is essential but the 
external linkages to overseas markets and 
knowledge remains a key factor to provide 
earning.^ and technique to compliment the 
domestic revitalisation of the economy. 
What is crucial however, is that external 
exchanges not substitute for local pro- 
duaion and the creation of local centres 
of technical knowledge creation. 

Essential to any socialist undertaking is 
a profound agrarian reform that includes 
redistribution of land and transfer of 
property ownership along with the 
reorientation of credits, technical assis¬ 
tance, marketing and transport to facilitate 
food production lor mass amsumption at 
affordable prices while providing livable 
income for rural producers. Whatever the 
particular ownership patterns - and there 
are too many variables to provide general 
blueprints - the agrarian reform should 
encompass agro-industrial complexes and 
related job-generating employment. Thus 
the production of ‘inputs' and industrial 
■processing' become part of the agrarian 
tran.sfnrmation. Practical experience plus 
the negative le$.sons of the cx-USSR teach 
us that the structure of agriculture requires 
adecentralisedorganisation in which direct 
producers make basic decisions in con¬ 
sultation with technical advisors in the 
context of integrating exchanges between 
regions, .sectors and clas.ses. 

The transition from a globalised imperial 
export strategy toward an integrated 
domestic economy depends on integrating 
regions and production/consumption into 
a unified whole: of recreating the nation 
in a substantive way and reorienting the 
state away from serving the imperial or 
globalist aspirationsofexpi' i and financial 
elites. 

Strati;gy of Trassition 

A necessary prc-cundition of a socialist 
transformation is a fundamental political 
change in the structure of the state. Contrary 
to the unretlective musings of globalist 
theorists in both their rightist and leftist 
versions, the state has played a powerful 
role in formulating the .strategies of globa¬ 
lisation. alkrcating economic resources to 
global actors', bailing out elite lo.sers and 
rcinfotci ng the policingof globalist victims 
and opponents. To argue that the state has 
been weakened is to mi.st^nly identify 
the .state with the welfare state: it is to 
■confuse the apologetic pronouncements 
of the ideologues of the globalists who 
lament their imptrtence faced with ‘globa- 
fiM pressures’ with the reality of their 
active ciillahoration via state institutions. 


Hk State and nation become the central 
units for reconstructing a new mter* 
nationalist socialist order. The popular 
movements in civil society ate in basic 
conflia with the ruling classes of civil 
society over who controls the state and the 
nature of die socio-economicproject. Once 
again ex-leftist ideologues disorient the 
popular movement by pointing to conflicts 
between ‘the state’ uid ‘civil society’ - 
rather than examining how the most wilful 
and cruet exploitation occurs within civil 
society between landowners, bankers and 
financiers on the one hand and landless 
peasants, indebted small producers and 
unemployed workers on the other. So let 
us move on beyond the intellectual 
po.sturing of repentant ex-leftists seeking 
merit-points from their new paymasters to 
the practical measures that move the 
popular movement from political power 
to a socialist transformation. 

In this regard we can learn a great deal 
from the transition strategies engineered 
earlier by the neo-liberal globali.sts. Key 
to the implantation of the new socialist 
economy is the immediate implementation 
of shock therapy for the ruling class: profits 
should be drastically* reduced: bank 
accounts and financial holdings intervened 
and frozen: overseas payments suspended 
and a moratorium on debt repayments 
implemented. The shock therapy has 
political and economic value: politically 
it disorganises and disorients the ruling 
cla.ss: economically it prevents hoarding, 
capital flight and the provocation of 
hy pennilation. More important it involves 
strong state intervention to restructure the 
economy and reconfigure state budgets 
and institutions. The purpo.se is to open 
the economy for domestic production, to 
liberate credit and investment for expan¬ 
ding production and exchanges at the 
national, regional and local levels. Shock 
therapy predictably will e;voke protests 
and dire cries of injustice and arbitrariness. 
But quick and resolute action in following 
up the shock therapy with .substantive new 
investments and credits toward the 
domestic market can generate more than 
sufficient support for sustaining the regime. 

Shock therapy, rationally applied, means 
renegotiation with formerglobalist patrons 
and par..ters, not repudiation. It does not 
spelt rupture but a reordering of priorities 
and relations to favour the new forces of 
the domestic market. 

The second phase in the transition 
involves economic reconversion; the shift 
from hyperspecialisation in single com¬ 
modities and limited activity in the indus¬ 
trial production cycle (assembly plants) to 
diversified production, a better balance 


between local consumption and ettport 
production, and greater investment in 
education, research, health and pro¬ 
ductivity. 

To realise economic reconversion 
requires a shift in investments, employment 
and income policy. This means the imple% 
mentation of a structural adjustment 
programme from below. Essentially this 
means the redistribution of land, income 
and credits. The breakup of private mono¬ 
polies and the reform of the tax system: 
realistic assessments based on market 
values of property, rigorous enforcement 
of tax collection (with severe sanctions for 
chronic evasion) the protection of emerging 
industries and the opening of trade for 
commodities that do not compete with 
local producers. Financial controls will 
climtmde speculative activity and state 
planning can redirect investments to 
human capital formation, employment 
generating public works and inter-regional 
production. 

To avoid inflation and to stabilise'the 
economy, a tight monetary policy will 
need to be put in place. Monetarism from 
below means the elimination of state bail¬ 
outs of billion dollar debts due to mis¬ 
management, swindles or speculation by 
the private sector; the elimination of low 
interest (subsidised) loans and cheap 
credits to exporters; elimination of tax 
abatements for multinational corporations 
in .so-called free trade zones. The gains in 
state revenues and savings can funa 
alternative socio-economic activity 
without resorting to the printing of money. 

There are significant differences between 
a socialist and a neo-liberal structural 
adjustment programme. Sociali.sation will 
replace privatisation as a key to incrca.se 
efficiencies, competitiveness and pro¬ 
ductivity. Socialisation will includeexten- 
ding transport and communication 
networks to further inicr-rcgional ex- 
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saterprises, markets and {»t)ducers. This 
neans that ‘cost-benefit’ analysis will be 
lased on regional or national measures 
-ather than the narrow balance sheets of 
he particular enterprise. 

For example, train service to rural areas 
nay result in ‘losses’ to the railroad but 
ncrcasc production and consumption in 
he regional economy. The net outcome 
:alculated on the basis of larger units over 
ime provides aclear ideaand more accurate 
socialist) criteria for measuring cost 
sffectiveness. Likewise, public invesit- 
nents employing the unemployed and 
ncrease output from zero upward is another 
neasure of efficient utilisation of human 
:apital. In terms of competitiveness it is 
:icar that what is determinant is the 
ecognition that economies are about 
lurturing people - an elementary and basic 
wmt. Socialised enterprises that produce 
itaple food items arc far more competitive 
n meeting basic needs than their counter- 
larts in t he export model who ignore them, 
n the context of meeting basic food needs. 
>ociali.sod production is more responsive 
o popular demands and more able and 
billing to meet this 'market demand'. 

Socialisation of economic enterprises is 
ieccs.sury but not .sufficient to create a 
/iable.socialisl economy. Whatisrequired 
s a plan of industrial reconversion that 
illows popular demand not impersonal 
'orporate bureaucrats to decide on ‘winners 
ind losers'. This means closing or 
econveriing luxury producing and 
mporting entcrpri.ses and substituting 
mterpriscs that produce quality goods for 
nass local consumption. This requires that 
working people as consumers play a vital 
ole in the decision-making process to 
ivoid the shabby quantitative output of the 
:x-communist states. 

Industrial reconversion requires, 
lowever, a balance between domestic and 
)ver.sea.s production; export earnings will 
;onlinue to be important to finance vital 
nputs to the dynamic domestic growth 
nodel. What is crucial in this relation is 
he rein vestment of surplus export earnings 
n the development of the internal market, 
lot theirtransferoverseasorto speculative 
ictivity as is the ca.se today. 

Crucial to the structural adju.stment 
ntxlel from below is the modernisation 
)f the slate. The .state in the export model 
s largely made up of regulators who 
ormulate rules and allocate re.source.s to 
iatisfy overseas investors and traders, 
drawing on domestic resources and 
}roviding little information to local 
rroducers about the dccision-making 
}roce.ss. This elite process is fraught with 
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and privatisation scandals. 

In rejecting the neo-liberal export model 
there is no going back toward the 
centralised bureaucratic state that stifled 
popular democracy, blocked innovative 
initiatives and produced gross ineffi¬ 
ciencies. The modernisation of the state 
means the decentralisation of adminis¬ 
tration of state allocations to local reci¬ 
pients in civil society who vote on their 
priorities. It means the redeploymenl of 
political appointees from useless bureau¬ 
cratic functions to productive work. State 
reform means the relocation of health 
workers to the neighbourhoods, agro- 
nomiiits to the countryside and teachers to 
the overcrowded popular urban schools. 

Socialism means balancing consumption 
with production; workers’ rights with 
obligations for rai.sing productivity and 
observing workplace discipline; it means 
consjumers. women and ethnic minorities 
arc included in the production and 
consumption decisions. Consumers and 
citizens have to play a key role in directing 
the state and economic institutions to avoid 
having another ‘dictatorship over the 
proletariat' or an abundance of cheap 
consumer goods that nobody is interested 
ill purchasing becau.se of quality, style, or 
attractiveness. 

Probably the most basic and novel feature 
of the new socialism is the key role that 
workers, consumers and ecologists will 
play in the review, evaluation, hiring and 
firing of managers. The avoidance of a 
privileged bureaucracy in the public 
economic enterprises rests with an active 
role of the direct producers and consumers 
in fundamental decision-making. Thus, 
under the new socialism, .self-management 
at the .state, regional and local level is the 
alternative to the private export elite of the 
globalised economy and the state 
bureaucrats of the past. 

The key foie of direct producers also 
involves responsibilities - a recognition 
that in the transition some workers may 
still retain ‘habits and practices' of work 
harmful to production and creation of 
quality goods. Guaranteed lifetime 
employment is not viable; periodical peer 
evaluations of performance of quality and 
quantity of services should be the norm. 
Chronicoffendersshouldbe fired. Abusive 
bureaucrats called to account. Public 
utilities workers made accountable for 
unacceptable delays, l^al, decentralised 
organisation allows friends, neighbours 
and citizens to take deci,sions into their 
own hands to provide electricity, repair, 
telephone lines, etc. Absentee teachers 
should receive ‘absentee salaries’ and 
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andothers. Professors that recycle outdated 
lectures on yellowing note cards should 
be evaluated and advised to upgrade their 
courses or face dismissal 

New socialism means the end of the 
double discourse. It means that personal 
lifestyle should be in accord with public 
discourse. Intellectuals cannot critique neo- 
liberalism and then engage in frenzied 
consumption of imported consumer items. 
One cannot preach equality up to the door¬ 
step of the household and then practise the 
authoritarian (patriarchal) politics in the 
family. The new socialism recogni.se.s the 
complexity of the contradictions in the 
transition; foremost, the need to demo¬ 
cratise gender, ethnic and race relations 
- to engage those struggles as important 
in them.selves - as key elements in the 
transition from globalisation to new 
sociali.sm. 

By understanding the historical and 
structural limits of 'globalist ideology’ 
we can escape the tyranny of globalism. 
The alternatives are not di.sembodicd 
utopias that are 'imagined' by individuals 
sitting in front of the Internet. The alter¬ 
native grows out of the pa.st and present 
experiences and opportunities that emerge 
from the failures and cri.ses of the ‘export 
strategies’. 

By focusing on social relations and the 
state as the building blocks of global 
empires we can escape the prison of 
globalist thinking and enter the realm of 
political and social action. The inversion 
of the policies of globalist ideologues leads 
to the formulation of an alternative strategy 
in which social mobilisation and state 
power provides a new class content to the 
shock treatments, industrial reconversions 
and structural adjustments. The new 
socialism learns not only from its capitalist 
adversaries how to turn the tables but 
it also learns from the mistakes of the old 
socialism. It is more inclusive incor¬ 
porating women, consumers, ecologists. 
It possesses a greater sensibility to the 
notions of freedom at the workplace and 
on the farms. It possesses a greater 
appreciation of the con.scqucntiai discourse 
that integrates personal values and public 
practice. 

The collap.se of globalisation, us it has 
been understood up to now in Asia, ex- 
USSR, Africa and Latin America, is crea¬ 
ting tremendous hardships but it is also 
a historic opportunity to transcend capita¬ 
lism. It would be a failure of the nerve to 
settle for anything less than a new .socialist 
society, a new nation as an integral whole, 
a new culture of participants and not spec¬ 
tators and a new internationalism of equals. 
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Democracy and Communal Violence 

Anirudh Desbpande 

Community Conflicts and the State in India edited by Amrita Basu and Atui 
Kohli; OUP, Delhi. 1998; pp 287, Rs 525 (hardback). 


SIX chapters of this volume were pre¬ 
sented at a conference on ‘Political Vio¬ 
lence in India; The State and Community 
Conflicts’ at Amherst College in Sep¬ 
tember 1995. Three chapters reproduced 
in the volume by Kohli. Dasgupta and 
Katzenstein el al appeared as a special 
issue of the Journal of Asian Studies in 
May 1997 (vol 56, no 2). Since then the 
BJP ha.s suffered major electoral reverses 
in Raja.sthan. Madhya Pradesh and Delhi 
and the Congress seems to have regrouped 
under Sonia Gandhi. Combined with the 
growing country wide disgust with the Shiv 
Sena (SS) these recent developments, taken 
^ together, could comprise a trend increas¬ 
ingly being reflected in contemporary 
journalistic writings. Most political com¬ 
mentators, observing these hindutva de¬ 
feats. have started saying that probably we 
have seen the last of the communal vio¬ 
lence ol 1980s rmd I99()s. In this context 
the latest bullying of Christians in Gujarat 
and the desperate pronouncements of the 
SS chief resonate the frustration creeping 
into the ranks of the Sangh pari var. Clearly 
the rea.son for this tics in the failure of the 
BJP and its communal allies to .saffronise 
totally the political processes characteris¬ 
ing a pluralistic and democratic society. 

However, these contemporary develop¬ 
ments. which display hindutva on the 
defensive for the first time since 1989, do 
not diminish the salience of .several 
generalisations made in the worthy vol¬ 
ume under review. The book, which 
concentrates on democratic political insti¬ 
tutions as most texts of Indian political 
science do. will also be viewed by its 
readers in the light of three developments 
which characterise the history of post- 
1947 India. The first is the general failure 
of the mixed economy model and the 
concomitant decline of Nehruvian social¬ 
ism, .secularism and other national values 
such as non-alignment. The second is the 
emergence of so-called liberalisation under 
the direct influence of the World Bank- 
IMF guidelines in the 1980s, its severe 
economic consequences and the rapid 
decline of the Congress as the most broad- 
based representative political organi.sation 
in India. Thirdly, the dwarfing of the 


Congress and its inability to contain and 
positively channelise the socio-economic 
forces unleashed by the logic of indepen¬ 
dence. lliis finally vacated an important 
political space for Hindu nationalism in 
Delhi and several Indian states. The book 
contains a lively discussion on community 
conflicts, communal violence, federali- 
sation of the Indian polity, the rise and 
prominence of a majoritarian, cxclusivist 
nationalism and the role of the Indian state 
in the above mentioned context. On the 
whole the volume refutes the primordialist 
bias entertained by certain analysts of 
ethnic conflicts. It suggests, ratherdiscem- 
ingly, that perceptible ethnicity and eco¬ 
nomic causes might provide only the 
necessary conditions of .social protest and 
conflict. Thesufficient conditions for such 
phenomena are more often than not trans¬ 
parently political. Other social scientists, 
like the fabled blind men interpreting an 
elephant, may disagree but the distinction 
between the necessary and sufficient 
conditions in the causation of history inci¬ 
dentally augments the dialectical inter¬ 
pretation of the base-superstructure model. 

The introduction to the book underlines 
its emphasis on politics and power. The 
problematic of community con.sciou.sne.ss 
and derivative communalism in contem¬ 
porary India is directly related to the 
declining Nehruvian state and the almost 
simultaneous growthof multifarious com¬ 
munity conflicts. After independence, as 
tite politico-economic project of the Indian 
niling elite began to fail, the combination 
of an increasing “normative and organi¬ 
sational vacuum” and the “intensification 
of democratic politics” paved the way for 
tire emergence of community mobilisation 
on multiple lines. The 'us versus them’ 
problem characterising Indian society 
today can hence be located in a political 
context which redefines ethnicity in speci¬ 
fic regional, linguistic or caste interests 
articulated by subnational and national 
elites. The editors define ‘political condi¬ 
tions’ as the ' nature and actions of the 
.state on the one hand, and power compe¬ 
tition and movement of politics on the 
other hand”. Consequently the chapters of 
the volume are suppo.sed to "address the 


interaction between the state and poli¬ 
tics... and the emergence, intensification, 
transformation and/or decline of commu¬ 
nity identities”. The chapters manage to 
achieve this objective with a certain amount 
of academic rigour not usually associated 
with contemporary political writings. 

In the first chapter AtuI Kohli tries to 
answer the question whether democracies 
can accommodate ethnic nationalism with 
reference to a model based on the rise and 
fall of self-determination movements in 
India. He asserts that the nature of western 
democracy is different from that in the 
developing countries and this difference, 
evident in the culture, polity, economic 
development and enhanced state interven¬ 
tion in social life is responsible for the 
emergence of ethnic nationalisms in the 
latter. On the whole the “introduction of 
competitive elections and mass suffrage 
amidst weak institutions will repeatedly 
generate expansionary political pressures 
in these democracies, that is pressures 
towards a more equal di.stribution of power 
in society”. This probably explains “why 
democracy <n developing countries tends 
to be as much a source of. as a solution 
to, power conflicts”. In addition, the rise 
and future of self-determination move¬ 
ments also depends upon the degree of the 
institutionalisation of central authority and 
leadership strategies. On the ba.sis of this 
assertion an inverse U curve model of 
ethnic movements is constructed by Kohli. 
The model comprises (a') a highly 
institutionalised central state, (b) an ac¬ 
commodating ruling strategy and. based 
on these two, (c) a .self-determination 
movement plotting an inverse U curve. 

In short, in situations where the central 
leadership is willing to give important 
political conce.ssions to localised self- 
determination, such movements .start reach 
the point of negotiations, get exhausted 
In the process and finally decline and end. 
In contrast the author cites the example of 
weakly institutionali.sed Czechoslovakia 
and Nigeria in a table which illustrates the 
model with examples. However, in this 
reviewer’s opinion, a historical compari¬ 
son with the over-centralised former ItSSR 
- which could nevei resolve its nationali¬ 
ties problem despite impressive swio- 
economic development - would have 
added greater weight to Kohli’s pragmatic 
submission. The author examines his 
model with reference to three well-known 
case studies in India and, after a brief 
survey of the better known political events 
associated with Tamil, Sikh and Kashmiri 



nationalism since the 19S0s, arrives at the 
conclusion that Indian democracy can 
accommodate ethnic nationalism, lliat 
may well he true but the model presents 
four main problems. 

Firstly. de.spitc the installation of the 
latest National Contercnce government 
in Kashmir it is difficult to predict the 
future of ethnic nationalism in the valley. 
Secondly, a compromise with a regional 
suhnationali.sm often opens the door to 
more compromises with subregional .self- 
determination movements ba.scd on tribal 
and other identities. The peculiarity of this 
problem, highlighted in the ca.se of the 
north-ea.st. is addre.s.sed by another chapter 
in the volume analysed below. Thirdly, 
the centre usually compromises with re¬ 
gional clilc.s leading self-determination 
movements. But in the long run this 
political strategy of elite-elite compro- 
mi.se can run into rough weather as the 
hegemony of the regional elite over ethnic 
groups hreaksdown. Faced with this fright¬ 
ening prospec t what options are the ruling 
clas.scs let! with.’ Finally, on the basis of 
recent history, it can be asserted that the 
Indian state's extra accommodation of 
Hindu nationalism has weakened itsdemo- 
cratic nature and heightened the in.security 
felt by the religious and other minorities. 
How regimes address this problem in future 
remains to be seen. 

The second chapter on religion, reser¬ 
vations and riots and the politics of ethnic 
violence in India hy Sunita Parikh con¬ 
tains a good account of the Mandal con¬ 
troversy and a capable overview of the 
Mandal-Ma.sjid riots in Gujarat. Bihar. 
Karnataka and Delhi. The author travels 
on familiar tenitory while narrating an 
important story of social strife in ourtimes. 
However, from the viewpoint of develop¬ 
ing social science theory, the most inter¬ 
esting part of her paper comprises a dis¬ 
cussion on the meaning of 'ethnic nation¬ 
alism'. .She draws upon the specialised 
work ol Connor and Brass to explain the 
difference between the primordial notion 
and political concept of ethnicity. Connor 
has a.s.serted the autonomy of ethnicity in 
his work whereas Brass suggests that 
ethnicity is more instrumental than pn- 
mordial. Hence ethnic nationalism, in 
general, means the manipulation of sym¬ 
bols hy national, .suhnational and .sub¬ 
regional elites. This, to interpret Bra.ss 
lurther, leads to identity formation under, 
what Gramsci would have called, elite 
hegemony This interpretation of ethnic 
nationalism, or even nationali.sm per se, 
would substantiate the notion of false con¬ 
sciousness entertained by Marxists since 
the 19ih century That is .so because nalion- 


ali.sm tends to build on identities which 
are usually not based on the location of 
individuals in the mode of production. 

But Parikh's paper is disappointing in 
some ways. On page 38 she asserts that 
reservations for scheduled castes “do not 
cause much antagonism on the part of 
other Indians because the full quota of 
re.servations is almo.st never utilised, so 
competition over scarce resources is rarely 
a problem’’. Hiis is factually incorrect 
hecauiie reservations for scheduled castes 
has always been an important issue of 
caste mentality in the Indian middle classes 
iiTe.spective of quotas being filled. The 
upper ca.ste Hindus have, in general, 
believed that Congress governments have 
pampered the .scheduled castes by giving 
them job reservations, age relaxation and 
easy promotions, etc. On page40the author 
claims that “Devi Lai brought into the 
National Front a critical and highly coveted 
vote bloc: lower caste small-scale farmers 
in north India”. This de.scription is incor¬ 
rect. Devi Lai, as everyone knows, is a jat 
leader of Haryana and the backward jats 
arc not ‘small-scale farmers’. On page 41 
we lind the BJP mentioned as a member 
of the National Front in 1990 whereas the 
BJP. as Parikh’s .source the India Today 
would easily affirm, was merely extend¬ 
ing support to V P Singh from outside. 
Similarly on page 4S the central govern¬ 
ment is casually called 'national govern¬ 
ment' . On page 42 a confusion arises with 
reference to the Mandal controversy. The 
author asserts “that the majority of Indian 
public opinion supported the impiemen- 
lalion of the Mandal report”. It is unclear 
whether she is referring to public opinion 
as it appeared in the highly biased media 
reporting of those days or the public in 
general. Furthermore, had the author set 
her arguments in the context of liberali- 
.sation, the dislocation of the Nehruvian 
system, growing unemployment and so¬ 
cial anxiety in the 1980s her conclusion 
tliai the BJP has succeeded because of the 
choices made by the Congress would have 
appeared more relevant to the di.scus.sion. 

Chapter three "The Politics of Proces¬ 
sions and Hindu-Mu.slim Riots' by 
Chri.stophe Jaffrclot is based on the line 
of his reputed work ‘The Hindu Nation- 
ali.st Movement in India’ (Paris, 1993; 
V'iking 1996). The antin hypothesis of the 
author, following Brass, is that “the 
in.strunientalisation of religious proces¬ 
sions by ideologically minded leaders 
largely explains the way these rituals have 
become conducive to communal riots”. 
The concept of crowds di.ssolvtng into a 
state of communitas opposed to selected 
targets dovetails into this process. To begin 


with, Hindu nationalists like Tiiidt used 
religious processions as ‘Unitarian 
mobilisations’ which promoted an aggres¬ 
sive identity formation amongst Hindus. 
From there the transition to violent com- 
munalism was only a step away. During 
the colonial period leaders like Moonje. 
Hedgewar and Madan Mohan Malviya 
played an important role in developing the 
technique of processions. These political 
leaders with “Hindu militant leanings 
invested this proces.sion wjth the purpo.se 
of strengthening the majority community 
against the Muslims" (emphasis in origi¬ 
nal). After independence the pattern of 
communal mobilisation around symbols, 
processions and potential violence was 
routinised. This led to a phenomenal in¬ 
crease in procession and yatra politics and 
as.sociated communal violence. The Indian 
state made matters worse by becoming 
partisan during communal situations and 
riots and not punishing biased officers. To 
combat communalism it is significant to 
note that Jaffrclot calls a spade a spade 
and concludes that given sufficient politi¬ 
cal will communal violence can either be 
prevented or easily put down. 

The next paper ‘Community and Ca.sie 
in Post-Congrests Politics in Uttar Prade.sh' 
hy Zoya Hasan reproduces .some of the 
important arguments presented in herbwik 
Questfor Power: OpposilionalMovements 
and Post-Congress Polities in Uttar 
Pradesh (OUP, Delhi. 1998). .She carries 
forward Jaffrelot’s thesis regarding the 
salience of congregations, processions and 
pivotal symbols tocommunul politics while 
explaining the rise and limitations of 
hindutva in UP. The Ayodhya movement, 
we arc told, was primarily political although 
hi.stoi 7 was harnessed to it by the com¬ 
munal ideologues. But the movement was 
assisted by the pragmatic communalism 
of the Congress. Hence hindutva reachexi 
its peak in UP during 1990-92 when the 
“anti-Mandal and Ram Janmabhoomi 
schemes were conflated in the service of 
an implicit class strategy of domination”. 
But the limitations of the Sangh parivar 
are staled in the following words: “The 
ri.se to power of the OBCs accompanied 
simultaneously by an autonomous 
mobilisation of dalijs constitutes the big¬ 
gest impediment to the ideological and 
political expansion of Hindu nationalism.” 

The fifth chapter on the evolution of the 
party sy.stem in Tamil Nadu (TN)by Arun 
R Swami, based on his doctoral work, is 
a refreshing account of contemporary 
Tamil politics. The party system in TN 
developed in two stages. The first was the. 
consolidation of a broad-based Tamil 
.sentiment against the brahmin (read aryan 



and north Indian as well) domination of 
Tamil society. This movement for the em¬ 
powerment of the Tamil nation was pio- 
neemd by the Justice Party and resulted 
in the formation of the DMK. The second 
|.stage comprised the split in the DMK and 
the emei^ence of the protectionist MGR- 
led A1ADMK. Swami lucidly narrates why 
this occurred and how the politics of 
'empowerment populism' versus ‘protec¬ 
tion populism' came to underscore a stable 
two party-system in TN. The distinction 
between empowerment and protection is 
crucial to understand the rhetoric and 
substance of ethnic nationalism. The les¬ 
sons are evident in the succc.ss of the MGR 
phenomenon. The success of this star- 
turned chief minister was predicated upon 
the realisation that without speciltc eco¬ 
nomic content populism cannot go very 
far. Hence the MGR regime paid special 
attention to welfare schemes, subsidies, 
prohibition and women and their prob¬ 
lems. However, Swami’s .submission that 
TN pre.scnt.s a paradigm towards which 
I ilie rest of India is gradually moving is 
problematic. Tlie iwti-party system could 
evolve in TN primarily because of the 
hi.storical. social and geographical pecu¬ 
liarity ot that state. This made the histori¬ 
cal contradiction of Tamil srKiety and its 
alienation from aryan domination almost 
unique. Can this be repeated eLsewhcrc in 
India? Given the current socio-political 
conditions in states like Bihar. IIP. MP 
and Rajasthan it is difficult to sec two 
consistent historic bkws, represented by 
two parties, emerging in the near future. 

The sixth cliapter on the rise and fall of 
democracy in Jammu and Kashmir by 
Sten Widmalm presents a challenging 
account of the democratic process in the 
.state since 1947. Although the papertreads 
familiar ground some of its generalisations 
are worth noting The paper makes it clear 
that belween 1977 and mid-1980s the 
political conditions in Kashmir “did in¬ 
deed breed integration". Even the JKLF 
sources point out the futility of starting a 
secessionist movement in the early 1980s. 
But democracy declined in the period 
1983-89 due to the problems which sur¬ 
faced in the National Conference after 
Sheikli Abdullah's death in 1982 and the 
ambitions of Indira Gandhi and her slaves 
like Jaginohan. In short, therefore, the 
failure of the elite in New Delhi and 
Kashmir together put paid to the demo¬ 
cratic process in the state and opened the 
tloodgates to militancy. 

Matters became worse when Farooq 
Abdullah foolishly allied with Rajiv 
Gandhi during 1986-87 to create an un¬ 
popular political cartel in the valley - 


called ‘consociationalisnt’ by the author. 
Once the liberal opposition to the Con¬ 
gress vanished and the democratic expres¬ 
sion of Kashmiriyat was throttled the fun¬ 
damentalist elements became prominent. 
These developments present a classic 
demonstration of a democratic decline 
caused by elite shortsightedness. The state 
also shows that although the consistent 
neglect of .socio-economic development 
can cause conflicts poverty does not 
automatically lead to violence. The suf¬ 
ficient conditions necessary to spark off 
insurgency are political because democ¬ 
racy, beside fair elections and legitimate 
opposition, also means ub,servanceof insti¬ 
tutional fidelity and the universal appli¬ 
cability of the rule of law. If these decline, 
a combination of charisma, myopia, nepo¬ 
tism and comjption destroys civil society 
altogether. 

The seventh paper by Jyotirindra 
Dasgupta on community, autonomy and 
insurgency in India’s north-east is an 
excellent story of working federalism in 
a lesser known context. It is true, as 
Dasgupta contends, that the region has 
suffered a negative media rcpre.sentation 
and the excessive attention to regional 
violence has sidelined a fair democratic 
process. No doubt the area has .specific 
problems because of a high concentration 
of tribal population and large-scale migra¬ 
tion from Bangladesh. But the reconcili¬ 
ation of the AGP to the Indian Union and 
the Assam Accord of 1985 undermines 
any canard against the Assamese. More 
problems in A.ssam arose becau.se the AGP 
failed to deliver on an agenda crafted 
during its anti-New Delhi movement. 
Hence ULFA phenomenon was produced 
more by the fai lure of the As.samc.se middle 
class than by a secc.ssionism popular among 
the As.samese in general. Furthermore, the 
Assame.se government was later accu.scd 
by other lin^istic-ethnic groups, namely, 
the plains tribals [Bodos], of promoting 
Assame.se chauvinism. This repeated a 
familiar cycle with federal authority being 
called in to sort out inter-ethnic conflict. 
In the ultimate analysis the Bodo Move¬ 
ment, Bodo Accord of 1993 and con¬ 
nected violence highlights the self-defeat¬ 
ing nature of ethnic nationalism in an 
"ethnically plural context”. 

How will this inter-ethnic conflict end? 
According to Dasgupta the Bodo experi¬ 
ence and the concept of granting tribal 
groups autonomy within a federal struc¬ 
ture, evident in the creation of large tribe- 
dominated states like Nagaland, 
Meghalaya and Mizoram, offers a solu¬ 
tion. The model presents a co-ordination 
of federal, state and sub-regional district 


and regional councils for a balanced eco¬ 
nomic, political and social development 
of the country. The .system conceived by 
Indian policy-makers is perceived as 
dynamic. It evolves in accordance with 
emerging regional .suh-regional and tribal 
demands for the decentralisation of power. 
We can add ‘panchayati raj' tor good 
measure to complete the picture ni India's 
federalising polity. The Sixth Schedule of 
the Constitution, the 73rd Coastitutional 
Amendment and other such constitutional 
and admini.strative provisions should be 
viewed in this context. But how far can 
the accommodation of ethnic nationalism 
go? To what extent pan compromi.ses be 
made with the elite within the.se ethnic 
groups? In answering these questions the 
danger of seeing too much in the politico- 
administrative mixlel sketched above pro¬ 
bably cannot be avoided. Maybe, the only 
lnng-termsolutiontnthe.seintnictabic 'ethnic’ 
problems lies in economic and industrial 
development, urbanisation, education, 
growth of cosmopolitanism and a recasting 
of stK'ial conflict pos.sibly in tenns of 
cla.sscs and their repre.scntative parties. 

However, chapter eight of the rebirth of 
the SS in Maharashtra .seems to disqualify 
the thesis of urbanisation. The growth of 
the discourse and organisation of the .S.S 
in India's most industrialised state shows 
that tribals and peasants are not indispens¬ 
able to the nourishing of ethnic nation¬ 
alism. The authors, Mary Fainsod 
Katzenstein, Uday Singh Mehta and Usha 
Thakkar, clearly establish the ri.se of the 
SS in a context compri.sing critical Con¬ 
gress, business and stifle failures in 
Maharashtra. The hi,storical conjuncture 
of the 1980s and the emergence of popular 
hindutva focused on the demoni.sation of 
Mu.slims in much of north and western 
India propelled the SS from the margins 
of mainstream politics to its centre in one 
of India’s richest .states. However, the SS 
could utili.se this historical opportunity 
because since 1966its organisational struc¬ 
ture, often encouraged by the anti-leftist 
forces in Bombay, had grown virtually 
unchecked in Midiarashtra's industrial belt. 
Hence when the communal moment ar¬ 
rived the SS was ready for it. This analysis 
reinforces two salient generalisations 
upheld by historians and made throughout 
the volume. Firstly, the fact that commu- 
nalism is conjunctural and primarily po¬ 
litical and secondly, its growth is predi¬ 
cated upon the neglect of law and demo¬ 
cratic institutions in civil society. 

On the whole the book is stimulating 
but future editions could do without some 
errors. For instance, the page on Abbre¬ 
viations expands LTTE into Liberation of 



Tamil Tigers Eelam whereas it should be ’hurqa’] is called a “long garment with for others. This international division of 
Liberation Tigers of Tamil. Eelam. On headpiece which can cover the wearer means of production and distribution has 
page 126, in Swami's article, the mistake tram head to foot". The phnse ‘worn had both (MOgressive and retrogressive 
is repeated. The NC is expanded to mean generally by Muslim women’ ^ouldhave repercussions upon further development 
the Jammu and Ka.shmir National Con- been added. The word ‘lathi’ is said to of an economy. History of international 
gress (!). Probably what the editors, fol- mean a stick. But lathi, in common par- movement of capital in recent centuries 
lowing Widmalm’s contribution, imply is lunce,isaspeciallyprepaiedweaponoften simply proves its iivvitability in shaping 
the National Conference. The Glossary tipped with metal. The apposite world the technological evolution of a society, 
also requires revision. The Arya Samaj, would have been a stave. Finally ‘vama’. For example, the rise of Korea, Hong 
for example is called a “Hindu reformist most unfortunately, is translated as caste Kong, Taiwan, Mtdaysia and the like in 
organisation”. So is the RSS. then what and ‘yajna* as sacrifice. For the former the the second half of this century is a vety 
is the historical difference between the phrase ’theoretical vedic-Hindu social recent testimony to this hypofoesisation. 
two? Some details should have been pro- order* could have done and for the latter However, far from being guided by co-- 
vided. The word 'firangi' is translated as 'vedic invocation of gods' would have operative motives the main motivation 
foreigners whereas a more appropriate, served better. After all the word for sac- behind such mobility of capital is the 
though not exact, phrase would have been rifice is ‘bali' whicha particularyajnamay conventional rationality of profit maximi- 
'white foreigner'. ThC'burkha'[should be not necessarily involve. .sation on the part ofthe owners of capital. 

Naturally then, the partners being highly 

Economic Geography of Global Capital “L“n" 

between the multinational corporations 
Buddhaheb Ghosh and the host country firms (even if public 

companies) is basically unequal. One 

Spatial Dynamics of International Capital: A Study of Multinational interesting point very often missed by 

Corporations in India by Swapna Banerjec-Guha; Orient Longman, Calcutta, researchers in the LDCs is that economic 

1997; pp xiii + 285. Rs 300. significance of foreign multinational cor¬ 

porations (FMNCs) doing large-scale 

EVER since the industrial revolution the sharply as steamship replaced sailing business even in developed country mar- 

individual clo.sed economies ofthe world ve.s.sels [Kindleberger 1996]. ket.s has incrca.sed rapidly since the 197()s 

have been integrating into the world The world market that emerged in the [Friedman. Gerlowski and Silberman 

economy through trade in goods and I6rh century as a result of great geo- 1992). 

services. During the initial phases, before graphic discoveries became the ‘third The book under review addresses some 

tl)cfull-lledged.spreadofimperialism.trade component’of the world economy. With of the.se issues in the context of MNC 
used to take place in one's own chosen the development of capitalism, Europe, activities in India during the last tew 

lines of production which evolved over North America and North Africa were decades. The most notable aspect of the 

centuries of ‘autarkic' development. Over integrated into the world economy at a book is that a geographer writes it. Such 

a long jicriod progress in industrial and faster rate through international trade. It an attempt has been due for a long time, 

agricultural production could not easily was world trade in goods and services In the author's own words,'This is a brak 

cross national boundaries due to numer- first, and the world market that ushered about the .spatial relation ol international 

ous hindrances. That i.s, there was long-run in the ‘new history of capital'. There are capital. More precisely, about the opera- 

hegemony over very selective commodity tw(> basic kinds of geographic divKsion of tions and organi.sation.s ol multinational 

production due to technology advantages labour; international and interregional corporations - one of the most important 

even at a rudimentary level across coun- (within a country). As market for capital organisationalformsofintejpationalcapi- 

tries. The major advantages from such in an individual developed capitalist eco- tal - with special reference to India as a 

clo.sed world prtiduction system used to nnmy was saturated, stimulating growth of host country during the late 1980s and 

accrue to those nations that pioneered in large-scale industry along with patented early 1990s.” The limited role of research 

developing the required technology for technology caused the flight of capital - in geography, or for that matter in eco- 

the production of an ever-increasing list the most scarce resource in the other world nomic geography, in India is very under- 
of goods. But development of modem - from the advanced to the backward standable at a time when Paul Knigman 

means of transport created the grounds for nations. As a result, employment oppor- (1989) accuses the trend in the mainstream 

making significant inroads into the closed tunities for skilled labour increased sub- economics in a recent article as follows; 

nature of world economy. Although .such stantially. This called for people to mi- “Even now not one of the best selling 

specialisation was, to start with, deter- grate from backward to advanced coun- introductorytextbooksineconomicscon- 

mined by (I) availability of resources and triesandfrompoorertoadvancingregions tains a single index entry for 'ItKation'. 
(2) command over information and tech- within the oackward countries. Hence, the ‘space’, or ‘regions' (most do not even 

nology, the progress of large-.scale machine development oftechnology arid saturation contain an entry for ‘cities’)’’. I must not 

industry stimulated a rapid growth of of market (for both commodities and avoid mentioning that in the present book 

production, and created the need to .search capital) in the capitalist countries helped the required emphasis on geographical 

for newer sources of raw materials and the division of labour to cut across na- atipects of international capital, which 

market. The late 19th and the first half of tional boundaries. This transboundary could be vety fruitful, is sadly lacking 

the 20th century witnessed a spectacular nature of capital in association with divi- here. 

expansion of railway and road netwoik in sion of labour consists in individual coun- This is not a bextbook, rather a sort of 

most countries , and the same time, the tries’ specialisation in the production of research outcome. Hence it is better-evalu- 

merchani-inanpo tonnage increased certain products, and in exchanging them ated chapter by chapter. There are six 



sroad chapters. The first chapter discusses 
iie significance of MNCs in the world 
xonomy by pointing out the spatial scale 
sftheexpansionof MNCaclivittes. While 
£oing beyond the limits of India, one 
section looks at the geographical spread 
>f MNC activities during the post-1970 
periods. Even without undermining die 
tovel attempt of the author, the most 
>bviou$ lacunae of this chapter is that the 
ipproach is too naive to raise some 
smerging issues in the field of host 
^ountry's evolution of industrial activities 
IS a result of MNC operations. 

The second chapter deals with the 
irganisation and operation of the MNC.s 
n the light ol .sector and .space. Here the 
ireacovered is commendable. It isanalysed 
It length how the MNCs resort to various 
ricky strategies to evade taxation; by- 
lass export endeavours and thus affect the 
lalancc ol payments negatively. But a 
lotcntial for empirically showing the 
ntcraction between the rationality of the 
^NCs and the host country ‘intcre.st’ has 
wen lost. Here the author reached clo.se 
o the very recent branch of ‘new trade 
heory’, and suddenly got into the third 
haptcr. According to the author, this 
haptcr seeks to explore the dynamics of 
oreign direct invc.stment in India during 
he post-1947 period. Unfortunately, the 
inalysis is mainly confined to the 1970s 
ind 19K0s. One major weakness of this 
:haptcr is the complete silence on tech- 
lologicul characteristics of different pro- 
lucl lines from MNCs of diffoent counuies 
n the context of domestic technology. 
The significance of chapter four cannot 
ic exaggerated even in the post-reform 
)eru)d. It deals with spatial dynamics of 
dNC operations in India. A detailed 
nalysis is done with regard to the regional 
listribution of MNCs in India. But no 
ttempt is made ro search for the factors 
eadiiig to such bia.sed distribution of FDI. 
tpan from addressing the unequal infra- 
tructure facilities across the states, which 
lave been worsened in the po.st-reform 
eriod. the author could have considered 
lie role of locational factors in shaping 
xlcmat economic event.%. At a time when 
iberalisation and globalisation have be- 
ome integral parts of domestic economic 
olicy there is tremendous potential for 
uturc inter-disciplinary re.search in this 
rea. And above all, it could play a strong 
ositive role in influencing public policy 
or curing rising regional disparity. 
Chapter five deals with the expansion 
>f foreign capital in the consumer goods 
ector in India with special reference to 
wo giant corporations, Proctor and 
■amble, and Unilever. It has also touched 


upon the impact of expanding consumer 
goods production by the MNCs on the 
regional sociocultural variables. But it 
has failed to touch the factors leading to 
abnipt rise in MNC-induced ‘consumerism’ 
even in regions with widespread poverty. 

Finally, chapter six highlights the basic 
points in the trajectory of uneven develop¬ 
ment in India’s spatial economy. One 
crucial limitation of this chapter is the 
period of analysis. It unfortunately ends 
in 1991. Recent studies in the post-reform 
period have shown that while there is 
tremendous regional di.sparity in the degree 
of openness across the states, foreign 
capital inve.stment has largely aggravated 
the ri.sing income disparity through fur¬ 
ther concentration of industrial activities 
in selected regions (Ghosh and De 1998). 
One thing is clear after nearly a decade 
of half-hearted reform that the rhetoric of 
anti-liberalisation will be ultimately res¬ 
ponsible not only for rising inequality of 
private manufacturing investment, but also 
for rampant migration of human capital 
(engineers, MBAs, CAs and scientists) 
away from the losing to the gaining re¬ 
gions. The latter factor has much more 
positive impact upon the ‘confidence’ of 
the prospective investors. That is, if the 
spatial geography is the ‘first nature', then 
the second nature of subsequent human 
settlement creates conditions which are 
conducive for further unevenness. 


Banerjee-Guha’s book is addres.sed to 
researchers from both .sewial science and 
Indian geography. But the major limit¬ 
ation of the book is that it is silent on policy 
implication. As is well known, choice of 
investment location of the MNCs is de¬ 
termined by the strength of market, avail¬ 
ability of raw materials, mlrastructure 
facilities, labour market conditions, state 
promotional efforts, real estate rates, .state 
and local personal taxes and the like across 
regions. Moreover, there may be signi¬ 
ficant variations among Japanese, Euro¬ 
pean and American investors in Ihcirchoicc 
determinants. No light is thrown on cither 
of these issues. Wc should expect the 
author to address them in future writings. 
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SPECIAL ARTICLES 


Consumption of Gold in India 

Tlrends and Determinants 

A Vaidyanatban 

The gold stock of the country at the end 1997 was close to 10,000 tonnes valued at current prices on the world 
market at $ 120 hillion. This is nearly Jour times country’s exports atui official foreign reserves in that year. 
The continued rapid growth of gold inflow into the country can have .significant consequences in terms of the 
scale and functioning of the hawala market, the availability of foreign exchange for other u.ses and the health 
of the balance of payments. The factors determining the demand for gold and the sources offinance for importing 
it therefore merit closer study. 


1 

Trends in Consumption: 

An Overview 

INDIA produces hardly any gold; but it 
IS the second largest consumer of the 
precious metal in the world. 'Fhe only 
important gold mine in Kolar has been 
contributing a miiiKSCulc proportion ot total 
annual ab.sorption. Practically the entire 
demand is met from imports and recycling 
ot previously accumulated stock and scrap 
generated hum it. 

The country has long been importing 
subslant lal amounts of gold; Between 1831 
and 1931, imports averaged 37 tonnes per 
annum. The 193(}s. - the pericxl of the great 
deprc.ssion - were marked by an exception- 
ally large net out! low ol gold averaging 
around 140 tonnes a year, 't his tendency 
was reversed during the iollowing decade, 
when there was a net gold import of around 
31 tonnes per annum. Thereafter, despite 
the imposition of a ban on gold imports in 
1947, net imports (practically all of it 
illegally .smuggled) increased ptogres- 
sivcly to 80-90 tonnes per annum during 
the 19,‘50s, a id close to 150 tonnes per 
annum during the 1960s and early 1970s. 
After a sharp decline in the 1970s, gold 
imports surged again during the 1980s and, 
following the lifting of the ban and permit¬ 
ting of imports in 1992, the rate of imports 
increased sharply in the 1990s (Table 1). 

A rough’ picture of overall picture of 
gold consumption and sources of supply 
during the 1990s is given inTable 2. There 
was a big spun (about 80 per cent) in 
estimated consumption following the 
liberalisation of gold impons in 1992. 
Consumption seems to have remained 
around 4(X)-425 tonnes in the next couple 
of years before resuming the rising trend. 
Estimated con.sumption in 1998 was more 
than thrice the level recorded in 1990 and 
nearly 70 per cent higher than in 1992. 
Domestic sold .scran is estimated to have 


met nearly a lourth of the demand in 1990. 
The scrap supplies, accoridng to trade 
estimates, has remained more or less stable 
in the past. Allowing lor a 3 percent annual 
i iicrcasc in scrap availabi lity -in the present 
state of knowledge this can be no more 
than an guestimate* - an increasing share 
ot the demand has been met by imports. 

Till 1991 practically all these imports 
weic obtained by smuggling. But with 
liberalisation, the share of smuggled gold 
has progressively declined both in abso¬ 
lute terms (from an estimated 290 tonnes 
III 1992 to 94 tonnes in 1998) and even 
mote so in relation to total consumption 
(from over 70 per cent in 1990 to less than 
an eighth in 1998), This decline is the 
direct result ot progressive liberalisation 
ot gold imports, (subject to payment of 
a 15 per cent duty) and a considerable 
narrowing m the margin between interna¬ 
tional and domestic price of gold. This 
margin in 1998 was close to the import 
duly on gold. Note however that the volume 
ol smuggling (90-100 tonnes a year) re¬ 
mains quite large; A smuggler who 
successfully escapes the customs net still 
stands to make a substantial profit! 

11 

Econcmtic Impact of Gold Imports 

Gold, by itself, does not add much to 
production or productive capacity. How¬ 
ever the foreign exchange used for import¬ 
ing it in effect reduces the availability of 
this lesource tor other imports (including 
raw materials, intermediates and capita! 
equipment) needed for current production 
and expand productive capacity. In the 
Indian context, the magnitude of foreign 
exchange expended on gold imports has 
been large and growing. In 1970, India's 
imports, at the prices prevailing in the 
world market at that time, would have cost 
2.2 billion US dollars, equivalent to about 
one-eighth of merchandise exports and 8 
per cent of merchandise imports. The 


corresponding figures for 1997 being 7.5 
billion US dollars (equivalent to about a 
fifth of exports and one-sixtb of imports). 

Prior to 1992, gold imports, being ille¬ 
gal, were financed by the proceeds of 
under-invoicing of exports, over invoic¬ 
ing of imports, earnings of migrants 
workers remitted through hawala chan¬ 
nels and smuggling of silver and contra- 
brand drug.s. Thc.se transactions did not 
figure at all in the country’s trade or 
payments statistics. After 1992, the value 
of legal gold imports cleared through the 
customs are included as part of merchan¬ 
dise imports in the balance of payments 
data (but not in trade statistics), an equi¬ 
valent amount being recorded as transfer 
receipts under 'invisibles'. The nature and 


Tabij- I Nn Imkir'i uf Gcx d imo Inima 

{Toniie.\) 


Penod 

Total Quantity 

Annual Average 

IXII-1931 

.3700 

.37 

l9tl-40 

(-)I400 

(-)I40 

1941-.SO 

III 

.31 

I9SI.S7 

6S3 

9.3 

I9.S8-6.3 

S20 

. 87 

1964-67 

720 

180 

1968-73 

815 

1.36 

1974-80 

ltd) 

23 

1981-90 

IS.SO 

155 

1991-97 

2792 

399 


Noie. 1 . (I) Figures for IS3I lo 1940 based on 
otficiat trade sialisiics During this 
penod import and export of gold 
was legal The figures cued probably 
relate to undivided Hniish India 
(2) Gold mi|iorts from late l94(Ktill 1990 
are estimates ot Consolidaterl Gold 
Field and Gold Field Mineral .Services 
as cued in .Sarma et al op cit For 
subsequent years estimates of World 
Gold Council Except lor imports 
through officially approved channels 
(mainly of facilitate exports of orna¬ 
ments and jewellery), imports were 
illegally smuggled into die country 
Soun f Sarma et al (1992), 'Gold Mobilisation 
as an Instrument of External Adjustment. 
A Lbscussion Paper', RBI,Bombay 1992, 
Tables 1 and 5. For the 1990s World 
Gold Council estimates (see Table 2) 



sounxs ui me uuicr an; not uiaieaicu lor 
■lack of information. Clearly they, as well 
a.s the resources needed for the still sub¬ 
stantial smuggled gold, must have been 
derived from one or the other of the extra 
legal sources cited earlier. Possibly their 
relative importance has changed. In effect 
the hawala market continues to operate 
but with indirect legal .sanction given by 
the gold import policy. 

The magnitudes involved are large in 
relation to the size of the country's foreign 
trade and payments: The gold stock of the 
country at the end 1997 was close to 
10,000 tonnc.s valued at current prices on 
the world market at $ 120 billion: This is 
nearly tour times the country's exports and 
official foreign reserves in that year. Their 
continued rapid growth can have signifi¬ 
cant consequences in terms of the .scale 
and functioning of the hawala market, the 
availability of foreign exchange for other 
uses and the health of the Balance of Pay¬ 
ments. The factors determining the de¬ 
mand for gold and the .sources of finance 
fbrimpoiiing it therefore merit clo.sersiudy. 

The other characteristic of gold is that 
it is a highly liquid store of value. It repre¬ 
sents command over resources both at 
home and abroad which can. in principle, 
be invoked whenever necessary. Its physi¬ 
cal depreciation is negligible; and it can 
be readily converted into ca.sh by sale in 
the world markets for acquiring other 
rc.souFccs both at home and abroad. Though 
it docs not earn any interest and though 
it is not any longer u.scd as the standard for 
fixing currency values, the fact that there 
is a well developed world market for the 
metal and that its prices have until recently 
increased much faster than the general price 
level makes it a particularly attractive asset. 

In.sofar as gold is u.sed as an ornament, 
it can be treated as a durable consumer 
good. But this function docs not in any 
way dilute its advantages as a liquid, risk¬ 
free asset. In any ca.se. not all gold is held 
in the form of ornaments; a part (perhaps 
a large part) - no one knows how much 
- is held as hordes of bars. Altogether, 
from the country’s viewpoint, gold hold- 
ing.s, whether as bars on ornaments, arc 
no different from foreign exchange hold¬ 
ings. That the bulk of it is in the hands 
of private individuals who may orjnay not 
be willing (o conveil it into other as.se(s 
is another matter, and docs not detract 
from this feature. Of course it is important, 
in such acontext. toundcrsland why people 
prefer to hold gold and the conditions 
under which they will add to or reduce the 
stock ol It in their hands. 

If accumulating gold, in principle, is no 
difiereni fn-.m acc imulalion of foreign 
exchange rc.scrvos oi investment in for¬ 


eign iiniuiciiu assets, uicii uicy niusi prop- 
eriy foe counted as pan of the economy’s 
.savings. The more so because investment 
in gold is, in a real sense, a substitute for 
investment in other assets. It is significant 
that during thejast few years, the value 
of additions to gold stock accounts for over 
20 per cent of the private non corporate 
.sector* s investment in financial assets. Also 
this proponion has been varying: from 
about 31-32 per cent in 1970, it fell to a 
low 2 per cent in 1979, but has since risen 
more or less progressiviey to reach 22-23 
per cent in 1996-97 (Figure 1). 

Exclusion of gold from the estimates of 
domestic savings thus understate« the 
household and overall domestic savings 
rate, and this bias has been increasing in 
the last 2 decades’ Thus during the early 
1970$ the household savings including 
gold averaged around 12.2 per cent com¬ 
pared to 11.4 per cent as per official esti¬ 
mates; the difference is much narrower in 
the early 1980s the respective rates being 
14.1 per cent and 13.5 per cent respec¬ 
tively; but thereafter the divergence in¬ 
creased. During the mid-1990s (1994-95 
to 1996-97) the household saving rate 
including gold averaged 21.6 per cent 
compared to 19.8 per cent excluding gold. 
1'his again emphasises the importance of 
including gold accumulations as part of 
domestic savings and focusing on the fac¬ 
tors determining their level and disposition. 

Ill 

Factors Determining Gold Imports 

Surprisingly there are few systematic 
studies of thc.se issues. The only work 
which attempts to explore them, and is 
available in the public domain, is a paper 
published by the Reserve Bank of India 
in 1992 [Sarma el al 1992). Its primary 
purpose was to sugge.st ways in which in 
the short run, “gold already in the posses¬ 
sion of the household sector" could be 


iiiuoiiiftcu iuiu u»eu to rcicoM; cxictihu 

constraints” and, in the long run, “elimi¬ 
nate incentives for unofficial imports by 
narrowing the price differential between 
international and domestic markets” and 
to “influence the asset preferences of house¬ 
holds in favour of pr^ucti ve use of capi¬ 
tal" (ibid). In the process it provided a 
useful compilation of available data on 
production, imports and prices of gold, 
discus.sed the factors affecting the supply 
of and demand for gold and even attempted 
to empirically estimate supply and de¬ 
mand functions. 

The study identified the following major 
factors influencing demand: the price of 
gold, ‘rural surplus’ and rural income 
distribution, magnitude of‘black’ income 
generated, rate of return on alternate finan¬ 
cial assets and the general price level. The 
relevance of the price of gold and returns 
to alternative investments is obvious 
enough. Rural .surplus not defined by the 
authors and income distribution were seen. 
to be a function of irrigation and techno¬ 
logical change. As the latter spread, 
marketed surplus and hence ‘rural sur¬ 
plus’ increases and generates “a highly 
skewed incomedistribution”. All of which 
lead to higher demand for gold. Fertiliser 
consumption was used as a proxy for these 
factors in the estimated demand function. 

The authors further argued that much of 
black income, which is an important source 
of demand for gold. “kx)ks like originating 
in the services sector rather than in com¬ 
modity producing .sectors”. Therefore the 
income generated in the services .sector 
was used as a |>roxy for black income. The 
general price level was expected to reduce 
the demand for gold by reducing (he 
purcha.sing power for acquiring jewellery 
and reducing the real return on gold. TTiese 
effects were, it was argued, likely to more 
than offset increased skeweness of income 
di.stribution as a result of inflation. 


Tabu- 2: Tbends in Gold Consumption after Liberallsation 

(Tfmnett) 



1990 

1991 

1992 

1993 

l')94 

1995 

1996 

1997 

1998 

1 Total demand' 

236 

260 

454 

424 

415 

477 

508 

737 

770 

1 Less:scrap- 

60 

70 

70 

70 

70 

71 

75 

75 

76 

1 New gold (1 )-(2) 

176 

190 

384 

3.54 

345 

406 

433 

672 

694 

4 Official imports' 

6 

40 

95 

114 

178 

249 

298 

526 

600 

.S Non-official imports'* (3)-(4) 

170 

l.SO 

289 

240 

167 

1.57 

135 

146 

94 


1 Tiitai demam! figure.^ from World Cold Council gleaned from newspaper reports. 1998 figure 
adjusted to annual basis using data for first three quarters and as.suining fourth quarter demand to 
be slightly above the third quarter figures. 

2 Sarma el al (1992) give estimates of scrap for 1981 to 1990. The figure is more or less constant 
oround .^0 tonnes dunng the 1980s The figure for 1990 is 60 tonnes. For other yewi the difference 
between the World Gold Council estimate of total demand and total gold impons as given in 
Table .1 is taken to be met by scrap. 

y Figuies of official impoits from 1992 based on WCC estimates. 1990 official imports were 
negligible (6 tonnes); 1991 figures derived as difference between total gold import and unofficial 
imports. 

4 Unofficial imports for 1990 and 1991 as given in Sarma et al (1992) (hosed on esliintues of 
Consolidated Gold Field and Gold Field Mineral Services Ltd). For other years derived as 
difference between total imnorts and official imports 
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Gold Valuc/HHFS 

The econumclric estimate of the de- leave room for improvement in several 

mand function using the above variables respects. In the First place, consumption 

yielded poor results: When fertiliser con- demand for gold (as ornaments) depends 

sumption and .service .sector income en- not only on agricultural prosperity and the 
tered separately in the estimated equation, di.stribution of agricultural incomes but 
the coefficients were found to be signifi- also on non-agricullural incomes and Iheir 

cantly positive. But when both figured in distribution. It is possible that the prefer- 

the equation, the coefficients were not ence of agricultural and non-agricultural 

significant. Wholesale prices had a sig- population for ornaments differ, but little 

nificantly negative coefficient in all speci- is known about this. Nor arc any reliable 

fications. The higher the WPI, the lower lime series of income distribution avail- 

thc gold imports. The coefficient for gold able. Under the circumstances, at the very 

price was significantly positive implying, least, it would be better to use overall real 

contrary .to expectation, that higher the CiDP rather than indirect and questionable 

goldprices,thehighcrthcdemand for gold, proxies (like fertiliser consumption) for 

Returns to other financial assets were re- agricultural incomes alone, 

portedtohavenosignificantrelationto gold Second, insofar as gold ornaments are 
demand [Sarma et al. op cit, pp 6-8, 38J. viewed as durable consumer goods, the 

The supply of gold, being almost en- price of gold relative to the general price 

tirely from smuggling, was seen as a level would influence demand for (and 

function of the differential between its therefore imports oO gold. One might 

domestic and international price (rellect- expect that the higher the price of gold 

ing the potential profit from smuggling), relative to prices of other commodities 

the premium in exchange rate prevailing and services consumed, the smaller will 

in the hawala market relative to the official he the demand for gold, 

rate (rellccting the cost of acquiring the Third, insofar as gold is sought and held 

necesscuy foreign exchange through illegal as a.s.set, the demand for it might be ex- 

channels) and the quantum of inflows in pccted to depend on the volume of sav- 
thc form of FCNRs deposits and remit- ing.s. For a given level of GDP, the higher 

lances (presumed to be inversely related the savings rate, the higher is likely to be 
to the supply of foreign exchange in the the demand for gold. Neither government 
hawala market) (ibid; 12-13,39). The nor public and corporate enterprises 


invest in gold. Therefore, household sav¬ 
ing would be more relevant in determinini 
gold demand than the overall domestu 
saving rate. 

Savings can be used to buy gold, acquire 
other financial asset or invest in physical 
assets. The demand for gold for any giver 
level of GDP and saving rate will ttwreforr 
depend significantly on the allocation bet¬ 
ween these forms of assets. It seems more 
likely that investment in gold will depend 
on the magnitude of saving in the fonr 
of financial assets than of total savings. 
The allocation of financial saving betweer 
gold and all other kinds of financial asseti 
depends among other things on the rclati vc 
returns of these two categories of as.scts. 

Financial assets differ in terms of liqui¬ 
dity, the extent to which they provide a 
hedge against inflation, the risks involved 
and the rate of return after adjusting fot 
taxes and changing market price of assets. 
Gold is almost as liquid as currency, and 
much easier (and less co.stly) to dispose 
of than other financial as.sets. If gold prices 
rise faster than the general price level (and 
the prices of financial investments), in¬ 
vestment in gold will be seen as a superioi 
hedge against inflation and preferred foi 
that reason. 

Many financial assets (like currency oi 
bank deposits or provident funds) offei 
little hedge against inflation. Some others 
(like ordinary shares) do. Where there is 
a well functioning market (as in the case 
of shares and securities) and volume ol 
financial investments available in the 
market is large relative to the savings, the 
attraction of gold would he significantly 
influenced by behaviour of its price rela¬ 
tive to that of securities. 

Yet another relevant consideration could 
be that incomes from financial assets 
attract tax and are more difficult m hide 
them than gold. Though gold does not 
give any current income, it is easier to 
conceal from tax authorities. Where the 
incentive to evade taxes is higher (becau.se 
of high tax rate and/or lax administration), 
the attraction of gold is likely to be higher. 
The attraction would be stronger when 
gold prices move at least as fast as the 
market price of other financial instru- 


multiplc regression of gold imports on the 
above variables covering the period 1970 
to 1990 confirmed the expectation that the 
higher the differential between domestic 
and foreign gold prices, and the lower the 
hawala premium, the larger the gold 
imports The coefficient for foreign cur¬ 
rency deposits and remittances turned out, 
contraiy lo expectations, to be positive. 

The above aypoihcses regarding the 
determinants ol gold imprjrts as well as 
the manner in wliie,h they were tested 


Tabii: 4: Estimated MuLTins Regressions to Exn.AiN Level of Goij> iMFORis in India 


Period 

Functional form 



Coefficient for 




R^ 

GDPR 

HHFS 

lOSP 

MARG 

1970-90 

Linear 

.775 



-fO.167 

+208.8 






(2 83) 

(7.06) 


Log linear 

.728 



-fO.368 

+.%l 





(2.08) 

(6.50) 

1970-96 

Linear 

.890 

.07.5 

-28.4 

-ri).299 

I..36 




(1.7.5) 

(2 88) 

(3 28) 

(3.28) 


Log linear 

.783 

-I..34 

-0.82 

+1.47 

.753 



(1.0.3) 

(I..30) 

(4.07) 

(.5.17) 


Figures in brackets represent *T’ value of tli« coerficieni. 





Marg 

1.2 

1.0 

0.8 

0.6 

0.4 

0.2 

0 


merits. This aspect, however is difficult to 
quantify. 

Financial assets are highly hetero¬ 
geneous; and their composition as well as 
market values arc variable over lime. It is 
therefore difficult to get a weighted index 
of returns to financial assets as a whole. 
Sarma et al computed the rate of return 
on representative financial assets but the 
basis is not .spelt out. Moreover this speci¬ 
fication docs not take into account the 
level of market prices of the asset. For 
these reasons the pre.sent analysis uses the 
market prices of ordinaiy shares (reflect¬ 
ing rate of return as well as extent of 
protection against inflation) as a proxy for 
the return to financial assets. 

Fourth, Sarma ct al’s estimating equa¬ 
tions include domestic gold price, the whole¬ 
sale price index, and “rate of return on 
reprcsciuati vc financial as.sets” among the 
explanatory variables. The impact of gold 
being a function of gold price relative to 
'substitutes', it would seem more appro¬ 
priate to specify price variables in the 
estimating equation as prices of gold 
relative to the general price level and to 
the ordinary .share prices. ' 

Fifth from the .supply side view point, 
the quantum of gold imported would 
dependiasSarmaetal rightly argue)on the 
extent to which domestic price exceeds 
the price in the world gold market and, 
under a regime of fixed rates, the differ¬ 


ence between the open market rate of 
exchange and the official rate. The former 
(which reflects the impact of changes in 
domestic and foreign pnees as well as 
exchange rate changes) indicates the 
potential margin of smuggler's profit on 
imported gold. The latter representing the 
extra cost he has to incur to get the needed 
exchange in the hawala market was an 
important factor till 1992 when exchange 
rates were left more or less free to be deter¬ 
mined by the market and gold imports 
were legalised. Sarma et al’s estimated 
equation forthe period 1968-1990includes 
the hawala rate, but ycarwise data on these 
rates are not gi ven.-^ After 1992, of course, 
the difference between the rate on the 
official foreign exchange market and the 
rate in the ‘hawala market' has been greatly 
narrowed, though perhaps not entirely 
eliminated. We have therefore had to omit 
this variable in the present excrci.se. 

The logic of including accietions to 
FCNR depo.sits and remittances to capture 
the supply of hawala exchange is rather 
dubious. In any case the open market 
exchange rate already reflects the net effect 
of both demand and supply of exchange 
in that market. There is no need to intro¬ 
duce a variable to capture supply of ex¬ 
change in the hawala market. 

In view of these considerations, gold 
imports viewed from the supply sidr is 
po!>tulated to be a function essentially of 


the margin between domestic and inter¬ 
national prices. And since observed gold 
imports simultaneously denote the quan¬ 
tum absorbed by, and the quantum sup¬ 
plied in, the market, it is not meaningful 
to estimate supply and demand functions 
separately. Therefore we use a reduced 
form combining elements affecting both 
side of the picture. Thus 
gold imports s 

f (GDre, HHFS, GPRCEGPR1CE MARG) 
GDPDF’ IOSP ' 

Where 

GDP - total gross domestic product at 
constant price 

HHFS - ratioofhousehold financial .sav¬ 
ings to gross national pniduct 
GPRICE- Domestic price of gold 
GDPDF - Implicit GDP deflator 
IOSP - Index of ordinary share prices 
MARG - Difference between domestic 
and foreign price of gold as per 
cent of foreign price. - 

IV 

Estimation and Results 

The above relation has been estimated 
in its linear and loglinear forms on the 
basis of data for the period 1970 to 1996. 
These data their sources arc .set out in the 
Table 3. A clarification regarding gold 
importfiguresisinorder.Thefigures up to 
1990 are estimates of the Consolidated 
Gold Field and Gold Field Mineral Ser¬ 
vices reproduced in Sarma op cit (p 29). 
Thereafter the estimates are taken from the 
World Gold Council which is said to have 
started functioning in 1990. These are the 
best informed estimates of experts on the 
world gold trade. However it must be 
noted that the basis for lhe.se e.stimates and 
the comparability of the prc-1990 esti¬ 
mates and tho.se for sub.scquent years could 
not be ascertained.'*. 

Since the policy regime affecting gold 
imports changed radically in the 1990s, 
the above relation has been estimated 
.separately for the period 1970 io 1990 as 
well as for 1970 to 1996. The number of 
observations available fur the post¬ 
liberalisation phase is too small to permit 
a satisfactory testing of difference in the 
underlying relations before and after 


Table .S; Estimated and Actual Gold Imwikts. and hie Contribution of Sicnvicant ExHJ^NA■roBY Factors in Recent DfcCADr.s. India 

{Timnex) 


Period 




Predicted Values Ba.sed on Multiple Regressions* 

for Different Periods 




Actual 

Predicted 

Total 

Mean 
Deviation 
(Per Cent) 


T97{5^no 1996;97^ 
Estimated Contribution of 


Predicted 

Total 

Mean 
Deviation 
(Per Cent) 

1970-71 to 1990-91 
Estimated Contribution of 

Constant 

GDPR 

IOSP 

MARG 

HHFS 

Constant 

IOSP 

MARG 

1970-80 

750 

70.3 

82.4 

252 

860 

236 

689 

-1274 

681 

67.7 

-283 

132 

965 

1981-90 

1021 

1095 

,32.8 

22‘) 

12.39 

675 

711 

-17.58 

1090 

25.3 

-.377 

377 

1090 

1991-96 

2112 

2066 

17,8 

13? 

1126 

2046 

206 

-1449 

12.32 

35.7 

-226 

1143 

315 

1970-96 

3885 

3864 

49.6 

618 

3225 

2957 

1606 

-4481 

3003 

45.5 

-886 

1652 

2370 


* the linear fonn. Mean deviation = mean of deviuiinns between predicted and actual value.s during each period os per cent of actuals. 








liberalisation. Instead comparison of the 
predicted values for 1991. to 1996 based 
on the regressions for the two periods 
with actual values is used to find out 
whether liberalisation made a significant 
difference. 

The regressions were initially run using 
all the five explanatory variables included 
in specification in the equation on p 475. 
The coefficient for the ratio of the gold 
price index to the index of GDP deflator 
turned out to be statistically non-significant 
in practically all cases. This variable was 
therefore dropped and the regressions re- 
estimated. The coefficients forGDPR and 
also HHP.S were non-significant in both 
the regressions for the period 1970-90; 
but significant in the linear regression for 
1970-96. Therefore regre.s.sions tor 1970-90 
were re-estimated with only lOSP and 
MARG All four variables were retained 
in regressions for 1979-96. The results 
(summarised in Table 4) indicate the 
following. 

The bulk of the variations in gold imports 
(upwards of 75 per cent and in one case 
as much as 89 per cent) are accounted by 
the explanatory variables. The regression 
for the entire series (1970-%) explains a 
higher proportion of variance in gold 
imports during this period than the regres¬ 
sion for the period prior to liberalisation. 

The coefficients for GDPR and HHFS 
arc not statistically significant during 1970- 
90. This implies that in this period gold 
imports were not influenced by the level 
of real output or household financial 
savings They were therefore dropped and 
regression re-estimated using only lOSP 
and MARG. Both cool ficients are strongly 
positive conoborating the expectation that 
higher the diflerence between dome.stic 
and loreign gold prices, and higher the 
ratio of gold to share prices, the larger will 
be the gold imports. 

Estimates for the entire period show the 
coefficients tor all lour explanatory vari¬ 
ables to he signiliciint. The signs of the 
coefficients for GDPR, lOSP and MARG 
are positive as expected. But the negative 
coefficient for HIIFS implies that higher 
financial .saving by hou.seholds goes with 
smaller gold imports. (The results are 
similar if we specify household financial 
savings to include gold acquisitions or use 
the total household saving rate instead of 
the financial .savings rate.) This is against 
expectation 

The positive and highly significant 
coefficient for lOSP and MARG establish 
convincingly that gold imports tend to be 
higher when domestic gold prices rise 
relative lo those of (a) ordinary shares and 
(b) international g- Id price. The estimates 
further suggest that the ct feet of both these 


variables on gold imports was consider¬ 
ably less during 1970-90 than the period 
taken as a whole. 

The fact that the value (and in some cases 
the significance) of the coefficients esti¬ 
mated from the two series are markedly 
different suggest that the underlying re¬ 
lations may have undergone substantial 
changes between 1970-90 and 1991-96. 
This is illustrated by comparing the close¬ 
ness of the predicted values estimated 
from the linear regressions for the two 
periods to the actuals. The results are 
presented in Table 5. 

They show that the mean percentage devi¬ 
ation between predicted and actual values 
of gold imports during the period 1970-96 
is only slightly more when predictions are 
based on the regressions for the entire period 
compared to predictions based on regres¬ 
sion using 1970iol990data. However, the 
picture is very different when we consider 
different sub-periods, 'fhe percentage differ¬ 
ences between predicted and actual values 
during 1970-80 and 1981-90 are consid¬ 
erably less when predictions are based on 
the 1970-90.series compared to those based 
on the 1970-% scries; the opposite being 
tlie case in respect of the 1990s. 

Another way of looking at it is to com¬ 
pare the total of predicted and actual gold 
imports derived from regressions for the 
two periods. By this criterion, fhe predicted 
imports of gold during 1970-80 and 1980-90 
arc roughly the same in both cases. But 
during 1991-96. the prediction ba.sed on 
1970-90 regressions are 40 per cent below 
the actual; while those based on the 
1970-96 regressions are close to the actual. 

The table futher shows that while varia- 
tion.s in lOSP and MARG are major fac¬ 
tors affecting gold imports in all ca.ses, the 
influence of GDP and HHFS (which was 
weak during 1970-90) become significant 
when we consider the period as a whole. 
Another significant point emerging from 
both projections is the increasing impor¬ 
tance of lOSP, and the decline in that of 
MARG. in accounting for the changes in 
gold imfjorts. Thus the regressions based 
on 1970-96 show that lOSP accounted for 
33 per cent of the predicted gold imports 
during the J 970s. 62 per cent in 198(h and 
nearly lOOoercentinthe 1990s. The corres¬ 
ponding figures for MARG being 98 per cent 
65 per cent and 10 per cent respectively. 

The relative roles of these two factors 
need closer study. The 1970s were marked 
by an increa.se in lOSP, and a decline in 
the margins. Though the former would 
have meant higher demand for gold, 
imports fell probably because the black 
market exchange rates were too high to 
make gold smuggling profitable. The 1980s 
witnessed a reversal with lOSP showing 


a falling trend even as MARG rose steeply 
(Figure 2). The margin of profit after 
allowing for cost of dollar in the hawala 
market might have been sufficient toattract 
gold imports. But during the 1990s both 
have been failing, with gold imports lega¬ 
lised, the principal determinant is the lOSP 
whose decline seems to be the principal 
stimulant for a .steep ri.se in gold imports. 

V 

Conclusion 

In sum, it is clear that the price of gold 
relative to share prices and international 
gold prices are important determinants of 
gold imports. lOSP is emerging as an 
increasingly important factor, even as the 
margin between domestic and foreign of 
gold has dwindled largely as a result of 
changes in exchange rate and gold import 
policies. So long exchange rate and gold 
imports are allowed to he determined by 
the market, lOSP seems likely lo emerge 
as the crucial determinant of gold imports. 
However the results need to be confirmed 
by incorporating the hawala premium in 
the estimating equation. The role ol ag¬ 
gregate income is not clearly e.stablished: 
it seems lo be unimportant in the pre- 
liberalisation period, but emerges as sig¬ 
nificant when we consider the period as 
a whole. Whether, and how far this may 
be due to non-comparability of estimates 
for the pre-1990 and post-1990 period 
needs to be more closely examined. The 
strong large and unexpectedly negative 
impact of household financial savings on 
gold imports is difficult to explain. The 
nature of the underlying relations, and 
their specification in the estimating equa¬ 
tion, de.serve deeper probing. 

Notes 

t There is room for further refmenient in these 
estimates by (a) disaggregating total con.sump- 
lion by end u.<ie between exports orqaments. 
and gold held as bars, (b) more reliable es¬ 
timates of scrap availability. Cdven the ex¬ 
treme sensitivtly of the matter, it is difl'icult 
to get reliable direct data on these aspects. But 
efforts to disaggregate, even if roughly, by end 
use is important for analysis. 

2 ‘Scrap' availability depends in part on the 
slock of ornaments. In the case of rund popu¬ 
lation gold stocks seems likely to be affected 
by fluctuations in output and terms of trade. 
But little is known about these aspects. 

.3 The omission of the hawala premium from the 
estimated relation would give biased estimates 
of the coefficients. This could be connected 
if the relevant data used by Sanna el al were 
available. 

4 According to .Sarma et al. op cit (p 10). as 
against the Gold Fields Mineral Services 
estimate of 170 tonnes of iinpoits during 1989- 
1991 the World Gold Giuncil estimated the 
1990 impoits at 240 tonnes. This suggests that 
the assumptions and basis of the two estimates 
differ. To this extent the senes for 1991-97 is 
not strictly comparable to that for earlier years. 



Politics of Culturalisms in an Age of Globalisation 

Discrimination, Discontent and Dialogue 

Rustom Bharucha 

The Intercultural. the multicultural and the global inhabit different yet overlapping narratives that should 
not be arbitrarily conflated. There is a crisis of practice in much philosophical and social scientist thinking 
on multiculturalism and an insufficient engagement of philosophers with emergent cultural practices. This 
article attempts to intersect political philosophy and cultural practice. While multiculturalism works within 
the cultural logic of multinational capital, interculturalism has the potential to work against this logic 


INTERCULTURAUSM has. many unre¬ 
solved contradictions, among them the 
globalising tendencies (and resistances to 
globalisation) embedded within intcr- 
cultural practices, as well as the blurred 
areas in which the agendas of inter- and 
multiculturalism converge, if only to 
separate. In this article, I will be risking 
somewhat more theoretical rellections on 
the political and economic inequities of 
north-south cultural transactions. 1 will 
also attempt to expose some of the philo- 
.sophicat di.scontcnts of multiculturalism 
in its continental manifestations, which 
have very different Irames of reference 
from the relatively unformulated state of 
multiculturalism in India today. It is my 
hope that by questioning the continental 
hegemony on culturalisni from a sub- 
continental perspective that a reversal of 
priorities can ignite new readings of 
intercultural theory. In a spirit of critical 
inquity. one also hopes that our search for 
cultural collaborations within and across 
national boundaries will be deepened 
through a renewed respect for the 
intcri.'ontcxtuality that underlies any pro¬ 
cess of exchange. It is the philo.sophy ol 
cultural exchange that concerns me here 
rather than it.s undeniably restrictive 
mcHiriiigs in .lie practice of intercultural 
theatre. I have elaborated on this practice 
in my critique of the eurocentric and 
orientalist premises underlying the uses 
and adaptations of non-western perfor¬ 
mance traditions in F.uro-American 
intercultural practices [Bharucha 1993].' 

Working through a network of discrimi¬ 
nations, discontents, and the possibilities 
of dialogue, I have attempted to clarify in 
an argumentative mode that the inter- 
cultural. the multicultural, and the global 
inhabit different, yet overlapping narra¬ 
tives that should not be arbitrarily con¬ 
flated. I am concerned with both the 
political dynamics of these phenomena 
and their implications in the actual making 
of specific cultural practices. While I will 
not be focusing on Indian cultural practices 


per .\e, as I have in my earlier writings. 
1 will be theorising how the politics of my 
location in India unavoidably shapes, how 
I see the larger world of cultural inter¬ 
actions and its increasingly global impera¬ 
tives. How we situate our inherited and 
emergent conceptions of culture within 
the larger map of the world; how we can 
resist the increa.singly sophisticated ap¬ 
propriations of non-western resources 
through new technologies and treaties; 
how we read first world interpretations not 
merely of ‘our’ cultures but of migrant/ 
immigrant cultures within ‘their* frame¬ 
works of citizenship; how we can activise 
a critical and responsible exchange of 
cultures against the demands of marketing 
torces and the insularities of pseudo- 
swadeshi nationalists - these are some of 
the underlying conceptual drives of this 
article. 

To begin, therefore, with the image that 
catalysed my thinking of interculturalism 
as tlie exchange of cultures across nations. 
I recall a performance of one of our very 
many ‘folk’ dance-theatre traditions in 
India called Chhau from the eastern 
state of Orissa, which I was .seeing for the 
lirst time in Calcutta in 1U77. Chhau. 
however, was merely the backdrop for 
another ‘performance’ that was going 
on simultaneously in front of the stage. 
This real-life iinprovi.sation was being 
enacted rather unconsciously by a group 
of interculturalisis from the first world, 
who were totally absorbed in clicking their 
cameras throughout the Chhau dance. I 
remember .seeing the backs of these 
interculturalists, and a very glittering array 
of cameras, zoom lenses, videos, and 
projectors, which at that point in time 
signified for me. at a very visceral level, 
an image of western technology and power: 
the power of capital. Today, when 1 look 
back on this image. 1 realise that my first 
exposure to interculturalism was already 
refracted insofar as I was seeing at leatit 
two things at the same time; the Chhau 
dance on a makcshilt stage, cut by the 


bodies and technology of the inter¬ 
culturalists. 

Among the many questions provoked 
by this image, which has become a visual 
trope in my intercultural imaginary, 1 
remember asking myself; Who are these 
people'.’ What are they seeing? And why 
arc they so oblivious to the hundreds-and 
thousands of people silting behind them? 
These questions sugge.st a context of 
exclusion on my part, implying a rela¬ 
tively uninterrogated .sen.se of cultural 
belongingness and territoriality that is 
being assumed, even as it is in the process 
of being di.sturbed. 

In a nkire reflexive mode, therefore. I 
would turn the critical gaze on to myself; 
Was 1 overreacting to w'hat I saw? Were 
we being made into voyeurs ol our own 
culture as we saw Chhau through the 
screen of alien bodies? To what e xtent can 
Chhau be regarded exclusively as our" 
culture? What goes into the constnictioii 
of this possessive adjective ’our’ - out 
culture, our language, our nation? Aftct 
ail, one knows that the regional hege¬ 
mony of ‘Indian culture' ultimately .suc¬ 
ceeds in subsuming indigenous, folk, and 
tribal cultures within its ostensibly homo- 
gcni.scd linguistic and cultural frames, 
even though the practitioners of these 
culturcscan be marginalised and demeaned 
by upper-castc patriarchies in everyda> 
life. 

At a more global level, I would inter¬ 
rogate a different set of details; the photo 
graphs, images, and recordings that were 
taken during the performance. Where have 
they been circulated over the years? Tc 
whom have they been circulated? And 
with whose permission? Dews access tc 
technology ensure the rights of owner¬ 
ship, representation, and distribution? li 
is with these questions that I would like 
to focus now on some contentious issue; 
relating to ‘intellectual property rights' 
which have yet to be adequately addressee 
within the emergent debates on thi 
globalisation of cultures in our times. 



I 

The Rights of Culture 

Along with the gntwing policing of 
human righl.s by which first world nations 
legitimise their control of third world 
economies on humanitarian grounds, there 
is now. increasingly, a bombardment of 
threats around the alleged violation of 
intellectual property rights. Third world 
countries like India, tor instance, are often 
accused of abusing these rights by multi¬ 
national corporutions and pharmaceutical 
companies, the con.sciences of the first 
world. Bu( is it po.s.siblc to reverse the 
charges, us indeed environmentalists 
[Shiva and Holla-Bhar 1996) have suc¬ 
ceeded in doing, by exposing the hypoc¬ 
risies of those industries that have pre¬ 
sumed to patent indigenous plants like 
neem’. which is used by millions of 
Indians as a toothbrush and for medicinal 
purp<).ses.' How do wc counter similar 
instances of ‘cultural piracy’ that have yet 
to be acknowledged'.' 

It is heanening in this regard to ac¬ 
knowledge the growing sensitivity among 
many western artists, theorists, lawyers, 
environmentalists, and anthropologists to 
the global transactions and appropriations 
of non-wcstcmculiural rc.sources and prac¬ 
tices. Increasingly, there is a critical con¬ 
sensus that intellectual property laws are 
‘selectively blind to the scientific and 
artistic contributions of many of the world's 
cultures': ironically, when these cultures 
are recognised, they are denied the rights 
of authorship [quitted in Boyle 1996:19,tl. 
There is also an increasing cognisance of 
the imbalance between the ‘traditional 
knowledge, folkloic. genetic material and 
native medical knowledge’ that are flow¬ 
ing out of third world countries ‘unpro¬ 
tected by intellectual property’, inconirast 
to the surfeit of works from developed 
countries that arc flowing in, ‘well pro¬ 
tected by international intellectual prop¬ 
erty agreements, backed by the threat of 
trade .sanctions’ (ibid). 

It could be argued that this increased 
vigilance around intellectual property 
violations is an exaggerated form of 
political correctness that plays more on 
the fears of cultural piracy rather than on 
empirical evidence. Critics of intellectual 
property could ahso be accused of .speak¬ 
ing falsely on behalf of oppressed com¬ 
munities. who may not be aware of their 
exploitation and who could even be 
philosophically oppo.sed to the idea ol 
patenting ilieir trailitionai wisdoms. The.se 
uigutnenis. I would cmphasi.se, arc made 
m bad laiih. they underestimate both the 
ca.sual complitiies of a wide range of 


ptofe.ssionals in acts of cultural piracy, 
as well as the increased alertness on the 
part of indigenous communities to the 
.economic value of their traditional skills 
and re.sources. 

Besides, in an age of globalisation, when 
the future in a sense is already in the 
proce.s.s of being patented, a pre-emptive 
attitude to the exploitative potential of 
intellectual property cannot he sufficiently 
emphasised. Within the very real risks 
posed by the tradable intellectual proper¬ 
ties (TRIPs) that have now been sanc¬ 
tioned within the General Agreement on 
Tariffs and Trade (GATT), it is possible 
lo speculate with some conviction that 
'transnational cultural corporations may 
obtain all rights to exploit for profit any 
piece of music, any image, any text they 
believe lo have commercial potential. The 
con.sequence will be that tho.se corpora¬ 
tions may become the exclusive owners 
of substantial pieces of artistic cultures 
wherever in the world and thereby influ¬ 
ence. perhaps even determine, the direc¬ 
tion in which those cultures may develop' 
ISmicrs 1997:31. 

While it could be argued that these fears 
apply more readily to highly marketable 
cultural products, artefacts, and skills 
relating to the mass media, graphics de¬ 
sign, and the fine arts, it would be disin¬ 
genuous to exempt less commercially 
viable activities like the performing arts 
from the control of the global market. 
Even if non-western theatrical produc¬ 
tions and performances as such are not 
likely to interest the transnational corpo¬ 
rate .sector, the raw materials, techniques, 
and resources from non-wc.stem countries 
can easily be transported, channelised, 
and converted into ‘original’ products 
(performance pieces, video demonstra¬ 
tions, research programmes), which can 
then become eminently marketable through 
tlte funding available to tc.stivals. uni¬ 
versities, and a select body of avant-garde 
work. 

The question that needs to be addres,scd 
i.s unavoidably polemical: What do the 
home countries and communities, from 
where thc.se resources emanated, receive 
for their contribution lo the creative pro¬ 
cess? Ar"' they even acknowledged? The 
difficulties potted by these questions are 
invariably elided within the hype of global 
cultural enterprise, which for all its tran¬ 
scendence of specific national and cul¬ 
tural boundaries, remains doggedly loyal 
to the most con.servativc assumptions of 
what constitutes a work of art in the first 
place. If this ‘art’ belongs to anyone, it 
is indi.sputahly the ‘property’ of an in¬ 
spired ‘author’. (‘Genius’ is the word that 


is still used to describe the mast t^lebnted 
of global cultund impresarios.) 

In this regard, the cult of the author has 
rightly been exposed by critics of intel¬ 
lectual property like James Boyle (1996), 
who traces the tenacious hold of an 18th 
century romantic notion of authorship on 
the most blatant distortions of environ¬ 
mental loot. ‘The romantic author’, as 
Boyle points out, ‘was defined not by the 
mastery of a prior set of rules, but instead 
by the transformation of genre, the revi¬ 
sion of form’ (1996:54). Ultimately, it is 
this stamp of originality and invention that 
is upheld in claims around intellecuial 
property rights, at the expense of taking 
into account collaborative and communi¬ 
tarian modes of production, inherited 
legacic-sof oral and folk wi.sdom. In this con¬ 
text, the cultural resources of indigenous 
peoples and tribal communities are par¬ 
ticularly vulnerable to misuse because they 
arc not owned by any defined party: they 
belong lo the entire community. 
Unfortunately,'individual’ ownership is 
more accountable at legal levels than 
‘community’ belonging and sharing, just 
as ‘innovation’ i.s more assessable than 
’tradition’, ‘transformation’ more precise 
in the specificity of its altered form than 
the vagaries of‘evolution’ [Frow 1996:981. 

Within the framework of these biases, 
the double standards of the upholders of 
intellectual property rights become only 
too evident, as the border lines between 
‘ideas’ and 'expressions’, ‘inventions' and 
‘discoveries’ are proving to be more blurred 
than globalists are prepared to acknow¬ 
ledge [ibid:93]. Admittedly, the.se hlurrings 
are harder to specify within cultural prac¬ 
tices than in the more .scientific terrain 
of gene technology, for instance, where 
‘seed as seed' and ‘seed as grain’ arc 
discriminated for commercial purposes, 
the ‘use-value’ of the seed being sup¬ 
planted by the ’exchange-value’ of the grain 
[Kloppenburg 1988:3). In contrast, arti¬ 
stic endeavours are not so easily discrimi¬ 
nated: if a contemporary visual artist, for 
instance, incorporates the skills of an 
indigenous craftsman into his/her art' 
work, there is no obligation as such to 
acknowledge this contribution.^ The 
skill of the indigenous craftsman is, at 
best, a facilitating agency for which 
payment is due. Recognition, however, 
goes to the artist who has the ‘idea’ in the 
first place to use the skill of the craftsman 
in order to realise a particular ’expres¬ 
sion.’ Likewise, there are many number 
of complexities in determining the author¬ 
ship of collaborative and inteixiisciplinaiy 
works of art like installations, which can 
be further complicated through new tech- 



niques oi' quotation, bricolage, and re¬ 
mixing.^ 

One couid argue that these new modes 
of authorship have evolved in response to 
the availability of new technologies in the 
metropolis, but they should not be valorised 
at die expense of acknowledging com¬ 
munitarian systems of knowledge in which 
authorship is often anonymous. The ulti¬ 
mate perversity in exploiting this anony¬ 
mity lies in the ruthless appropriation of 
the pnnciple of •universality’, whereby 
the 'common heritage of mankind' which 
is emb<idied and celebrated in so many 
holistic disciplines, rituals, and ceremonies, 
can with a few strategic adjustments, 
become the ‘properties' of particular in¬ 
dividuals and agencies. How, in such 
demeaning and exploitative circum.stances, 
can the cultural commons' of indigenous 
cultures be democratically recognised and 
shared in the 'public domain' without being 
ripped olf by the speculators of the culture 
indu.stry 

There is a loaded political context in 
such questions relating to different cul¬ 
tural practices and art forms, which has 
yet to be adequately extrapolated from the 
more rigorous readings of bioimperialism 
and biodiversity in environmental agen¬ 
das. In contrast, the concern for the eco¬ 
logy of cultures would seem to be, at this 
point in lime, more rhetorical than real. 
Kven in the most scrupulously liberal ol 
cultural exchanges, ostensibly tuned to 
the demands of political correctness, there 
can he any number of blind spots and 
slippages in the ethics of ^ ross-culturai 
representation and borrowing. When does 
the ‘fair use' of resources from other 
cultures, even in the least commercial of 
endeavours like academic research in the 
non-western performing arts, for in.slance, 
become an alibi lor the production of a 
nets expcrtis<.' at the expense of acknowl¬ 
edging local knowledge? What are the 
perks ot this experti.se that remain 
unaccounted Idr through the promotion of 
imiividual cateers and the empowerment 
of new categories ol cultural repre-senta- 
tion? If we have not begun in answer these 
questions, it is beci.ni.se they are in the 
prtKess of being articulated from the 
oblivion of their assumed privilege: the 
privilege of silence that academics have 
within the apolitical aura of thetr seem¬ 
ingly unadulterated search for knowledge. 

II 

The Intervultural and the Global 

Shifting the discussion away from the 
globalisation ofintellectual property rights, 
one needs to discriminate between those 
intercultural endeavours that arc in the 


process of being globalised (if they are not 
already globalised), and those which work 
against the grain of dominant global nar¬ 
ratives. This is not an easy discrimination 
to sustain, but let me attempt some clari¬ 
fications on the subject. Not every cultural 
exchange, I would acknowledge, needs to 
subscribe to the global agenda determined 
by the market economy, the satellite media 
culture, the McDonaldisation of commodi¬ 
ties. among other phenomena of global 
capitalis''.!. Tliere arc artists in the world 
who seek each other out at personal and 
creative levels, through the harshest of 
economic circumstances, with no parti¬ 
cular hope of recognition even within the 
framework of their re.spective national 
cultures. The work of these relatively 
unknown arti.sts is not likely to be 
commodi f icd by i he agencies of corporate 
culture. On the other hand, there can be 
established artists whose narratives can 
work against the ilcmands ot the market 
lliut Uicy are in a position to negotiate. Still 
others ean opt out of the market altogether, 
pursuing a different set of cultural inter¬ 
ventions that bring together a wide spec¬ 
trum of activists, drop-outs and dissidents, 
representing the non-conformist, if not 
subversive, elements ol any society. 

Interculluralism. I would affirm, em¬ 
braces all the.se possibilities of dissent, 
and therefore, it is ironic that its most 
ardent advocates should so naively equate 
the 'intercultural' and the 'global' - terms 
which are often used synonymously, and 
even harmoniously, particularly in first 
world cultural contexts, where 
globalisation Ik not just taken lor granted 
hut actively promoted. In India, however, 
tliere is a tremendous resistance at ground 
levels to the homogenising, commoditis¬ 
ing. and ami-democratic tendencies ot 
globali.sation. as exemplified in people's 
movements directed against mega enter¬ 
prises like the SardarSarovarDani Project 
111 Narmada or Cogentrix in Dakshina 
Kannada. The resistance to globalisation 
has also extended more arbitrarily to its 
cultural ancillaries, which would include 
corporate media spectacles like the Miss 
World Beauty Pageant in Bangalore, which 
was attacked by sections of feminists, on 
the grounds that the commodification of 
beauty is inseparable from the consumerisi 
propaganda of the global market. In this 
opposition, they received the unprece¬ 
dented support of the farmer's movement 
as well, which had earlier opposed the 
introduction of Kentucky Fried Chicken 
into the Indian market.lt is worth keeping 
III mind that while KFC is a thoroughly 
domesticated global icon in developed 
siK'ietics, so much so that it would be 


regarded as 'indigenous', if not disparag¬ 
ingly associated with the kind of junk food 
that the poorer sections of society eat. this 
very KFC becomes a .status symbol in 
countries like India. In other words, the 
cultural signs of tins commodity arc totally 
different in third world economics, thereby 
challenging one of the most i llu.sory norms 
ot globalisation that it is c,ipahlo of level¬ 
ling differences across borders. 

Without exposing the economic hege¬ 
mony of globalisation, it becomes dis¬ 
ingenuous to accept its 'ematicipalory 
results' in the cultural sphere. As posited 
tentatively by Gccta Kapur, these results 
can be related to the 'freedom' from 'the 
national/colleclive/communilarian strait- 
jacket', along with the ‘paternalistic patron¬ 
age system of the .state’ and the rigidities 
of 'anti-imperialism' [Kapur 1997:.^0]. 
There is no reason to my mind why artists 
should be inhibited from cxplonng other 
discourses of opposition’ relating ui'gcn- 
der and minority i.ssuc.s, which Kapui 
associates with yet another liberatory 
aspect of global culture. I would coiiterid 
that the right to criticise ihe official agen¬ 
das of the state is eminently possible within 
the seeming constraints ot a national 
imagery, along with new articulations ol 
cultural representation relating to women 
dalits, tribal coinmumlics, and other mi¬ 
norities. The 'emancipatory results' b) 
which Kapur attempts to inneci her cri¬ 
tique ofglobalisalion arc illusions ol tree 
dom; they are the phantoms ol the market 
which reduce possibilities of dissent to i 
pa.slichc of their co-optaiion. 

I am nnwe m agreement with Kapu 
when she claims the privilege as aresiden 
in the third world to resist globalisatioi 
within ihc framework of a contc.stet 
national culture - a privilege that may no 
be available, as she correctly points out 
lo our colleagues from more globaliser 
economies. This privilege. 1 believe, need: 
to be extended to the practice, of inter 
culluralism. in order lo subvert its alfili 
ations to global capitalism Ironi within ii 
more established ranks. In other words, ai 
opposition to globalisation cannot bi 
restricted to the national boundaries o 
third world contexts, even il such ai 
irpposilion would appear to make mon 
•sense in such contexts than in first work 
locations, where globalisation has beci 
noroialised both m the financial and cui 
lural seciors. To oppo.se globalisation ii 
one political context, and lo conform I 
Its agenda in another, is the surest way c 
subscribing lo cultural schizophrenia. 

The interculturalist, I would like t 
believe, is not a schizoid opportunist wli 
shills his/licr position out of convcnienci 



Nor is the imerculturalist a free-floating 
signifieroscillating in a seemingly perma¬ 
nent state of liminality and in-betweenness. 
The intercuituralist is more of an infiltra¬ 
tor in specific domains of cultural capital, 
which could exist in first and third world 
contexts as well. The ubiquity of global 
capitalism compels the intcrculturali.st to 
negotiate different systems of power in 
order to sustain the exchange of cultures 
at democratic and equitable leveLs. 

Ill 

The Intercuiturai and the National 

To shift the timeframe of this essay back 
to Id77. when I first saw the Chhau 
performance that provoked me into think¬ 
ing about mlcrculturalism, 1 should ac¬ 
knowledge that I was not thinking about 
globalisation at that time. The new eco¬ 
nomic policies of the Indian government 
had not yet been articulated. Nor could 
one have predicted ihc imminence of the 
.satellite media invasion, for the simple 
reu.sun that televi.sion had yet to enter our 
home.s. In 1977.1 found myselt implicated 
within an increasingly uncomfortable 
awarenes.s of what Frantz. Fanon has 
described so memorably as 'the pitfalls of 
national con.scioiisnes.s' Within the trans¬ 
position of thc.Ne pitfalls’ in the Indian 
context, where the process of decoloni¬ 
sation continues to elude us at so many 
levels, one was a witness to the post- 
Emergcncy euphoria of a nation attempt¬ 
ing to re-establish Us authenticity, through 
a retrieval of a prc-Nchruvian pa.st. 

At an idealised political level (which, 
unfortunately, failed to matcriali.se in a 
sustained secular political alternative to 
the Congress Party), there was an advo¬ 
cacy of decentralisation through an up- 
.surge of alternative activist initiatives, at 
times inspired by the panchayali raj of 
people's democracy. In the more insti¬ 
tutionalised .sectors of cultural practice as 
well, there was a more vacuous retrieval 
of the past through an 'invention of tra¬ 
dition'. whereby a ‘back to the rwHs’ anti- 
modern/anii-realisl/anti-wcMcrn policy 
was crudely, yet tenaciously propagated 
by the slate and its accomplices | Bharucha 
I993:20.‘>-()X|. Thc.se proponents of an 
authentic 'indiunness' were neither nati- 
visi visit marics nor ideologues fur the most 
pan. but cultural bureaucrats who exem¬ 
plified the ‘intellectual laziness' that marks 
(he defunct .state of the national bourgeoi¬ 
sie: Not engaged in production, nor 
building, nor labour...the innermost voca¬ 
tion of (the national bourgeoisie] .seems 
to he 111 keep in the running and to be part 
of (he lackef IF'a.ion 1967:120]. It was 


in this nationalist framewcxrk of ‘being 
part of the racket’ that my first exposure 
to interculturalism needs to be con¬ 
textualised. 

1 remember thinking to myself at that 
time: if the interculturalists at the Chhau 
performance were there, it is because they 
had been invited to be there. They were 
not intruders, but the honoured guests of 
the local impresarios of the organi.sation 
and .state cultural officials, who .sought 
some kind of foreignendorsementfortheir 
di.splay of indigenous culture at home. 
Such endorsements in the intercuiturai 
scenario are invariably made possible 
thnmgh a series of complicities r.?t just 
at economic, political, and professional 
levels, but more acutely, through the 
ideological bases and bia.ses of different 
cultural institutions and modes of exper¬ 
tise across sy.stems of power that would 
I'kc to believe in the autonomy of their 
interactions. This autonomy is, perhaps, 
most emphatically asserted in the seeming 
liansccndenccofintcrculturalpracticeovcr 
all national boundaries and considerations. 
Indeed, if there is one premise that would 
bringlogetherthe widest spectrum of Euro- 
American interculturalists, it would be a 
rejection, ifnot denial of (heir own national 
identities and affiliations. 

In the world of intercuiturai theatre, for 
instance, there is much evidence to sup¬ 
port the resistance to nationalism in the 
‘I run.sculturar search tor a universal theatre 
language across cultures in the work of 
Peter Brrrok and his ‘ultraculturuf quc.sl 
lor the origins of theatre in the spectacle 
of Orghust^ Different variations of this 
anti-national resi.stance can also be traced 
in the parathcatrical experiments of Jer/y 
Cirotowski and his Theatre of the Sources, 
as well as the theatre anthropology of 
E.ugcnio Barba, which privileges the ’pre- 
expressivity’of culturesthat underlies their 
acculturation in specific contexts. The.sc 
seeming discriminations between the 
‘iransculturaf, (he ’ultracultural’, the ‘pre 
cultural’ [Pavis 1996:6-7] share a com¬ 
mon ground in their distance from, if not 
resistance to, the realities of history, 
political struggle, and above all. nation¬ 
alism. There is no point in reiterating here 
my intense discomfort with the apolitical/ 
asocial and universalis! premises under¬ 
lying these established examples of Euro- 
American intercuiturai theatre practice 
] Bharucha 1993:13-87]. Rather, what 
concerns me is where 1 .stand in relation 
to the ‘national’, a categoiy which was not 
theorised sufficiently in my earlier cri¬ 
tiques of interculturalism. 

As sugge.sted somewhat euphorically in 
liberal manifestos of interculturalism 


[Scheebner 1982], ‘'n» world...is in the 
proce.ss of moving from its nationalistic 
phase to its cultural phase, and it is pref¬ 
erable to distingui.sh cultural areas rather 
than nations’ [quoted in Pavis 1996;S]. 
Not only is this statement a profound wish- 
fulfilment that is not actually substanti¬ 
ated by theevents in iherealpolitik. where 
we have witnessed since 1989 an upsurge 
of nationalism, »!cessionism, insurgency, 
and fascism in almost all parts of the 
world, it is debatable whether ‘nation¬ 
alistic’ and ’cultural’ phases can be sepa¬ 
rated quite so easily in any discussion of 
culture, particularly in post-colonial con¬ 
texts. One obvious paradox that liberal 
supporters of intcrculturali.sm fail to con¬ 
front is that in countering one nationalism, 
other nationalisms arc invariably in the 
making. But perhaps, a more politically 
engaged reading of culture would indicate, 
as Frantz Fanon has emphasised, that 
’national consciousness’ could be ‘the most 
elaborate form of culture' itself [Fanon 
1967:199], 

There is an obvious pr('ViH;ation in this 
statement that challenges not just the 
anathema to nationalism represented by 
interculturalists. but by a wider range of 
post-colonial theorists, who have contrib¬ 
uted to the disparaging ol nationalist 
discourses of resistance’ (Parry 1987], 
which have been marked as ‘coercive, 
totalising, elitist, authoritarian, cssential- 
ist and reactionary’ (Lazarus 1993:70-71 ]. 
The nationalist underpinnings of my own 
critique ol interculturalism have not spared 
me from being described as ‘demagogic’ 
and even ‘ridiculous’ |Pavis 1992.179). 
Turning to Fanon for ideological support, 
therefore, one is aware that though the 
historical moment of the Algerian struggle 
for independence cannot he replicated in 
the Indian context, the contradictions of 
that moment and the foresight with which 
Fanon was able to anticipate the degen¬ 
eration of nationalism in post-indepen¬ 
dence societies, are among the mo.st cha.s- 
tening reminders in my cultural context 
of how history can repeat itself in disturb¬ 
ingly familiar ways. I turn, therefore, to 
Fanon not for answers, but to find aground 
in which the ‘national’ can be rc-posi- 
tioned against nativist celebrations ol 
community, communal afllrmations of a 
monolithic nationalism, and the glib ad¬ 
vocacy of post-nationalism. This re-posi¬ 
tioning of the ’national’ cannot be .sepa¬ 
rated in the Indian context from the 
emergent cultures of struggle in .search of 
a more participatory people’s democracy. 

Fanon's provocation lies precisely in 
not clarifying the enigmas that he sets 
forth in his militant, yet contradictory - 



1 will n<H say equivocal - siatemems. ^or 
example; 

National consciousness, which is not 
nationalism, is the only thing that will 
give us an international dimension...lt 
is at the heart of national consciousness 
that international consciousness lives 
and grows. And this twofold emerging is 
ultimately the .source of all culture [Fanon 
1967:1991. 

Neil La/arus probably comes as close as 
we are likely to in identifying ‘national 
consciousness’ as ‘a liberationist, anti¬ 
imperialist. nationalist internationalism* 
ILazarus 1993:72], which has been 
named nationalitarian’ by Anwar Abdel- 
Malek in order to discriminate its agenda 
from the more negative a.ssociations of 
‘nationalism.' Fanon him.scir emphasises 
more than once that nationalism - the 
■magnificent song' which fuels the struggle 
for independence - has a great capacity 
to degenerate into ‘ultra-nationalism', 
chauvini.sin'. and eventually 'racism' 
[ibid: 125). 

This degeneration is part of a narrative 
that most |H)st-colonial/iiilercuitural think¬ 
ers would endorse because it plays into 
the dcmoni.sation ot what is a.ssumcd to 
be an intrinsically tainted phenomenon. 
Thus, we find in Fanon's critique of nation¬ 
alism. the familiar charges ot the tyranny 
as.socialed with blaming other communi¬ 
ties for the predicament of the post-inde¬ 
pendence nation This process of inhering 
minorities, which would be described as 
'commiinalism' in the Indian political 
context tiKlay, invariably thrives on the 
re.su.scitalionol ‘old tribal attitudes', 'spiri¬ 
tual [inter-religioUs) rivalries’, 'drivelling 
paternalism', and ‘regionalism’: ‘African 
unity lakes oil the mask, and crumbles 
into regionalism inside the hollow shell 
of nationality itself’ [ibid; 128). Fuelling 
this degeneration of nationaii.sm into a 
racism of contempt’ is the steady decline' 
ol 'the party’ lostensibly the party that 
provided the leadership in the indepen¬ 
dence struggle, for example, the Congress 
Party in India). The bankruptcy of such 
parties is not spared by Fanon in the 
choicest ot epithets; ‘trade union of indi¬ 
vidual interests’, ‘skeleton ot its former 
self, ‘a means of private advancement', 
‘accom|>lice of the mcrehanl bourgeoisie’, 
‘a .screen between the masses and the 
leaders’ [ibid;l.36-37[. 

Clearly, there is no ambivalence in this 
critique of the party, which repre.scnts the 
mu.st hollow manifestation of nationalism 
itself. But - Famm doe.s not stop here. In 
countering a degenerate nationalism, he 
does not posit any utopian post-nation¬ 
alism. nor docs he lapse into pre-modem 


communitanamsm, or into a nativist 
valorisation of the authentic past. ‘A 
national culture’. as he emphasises, ‘is not 
a folklore, nor an abstract populism that 
believes it can discover the people’s true 
nature’ [ibid: 188], On the contrary. Fanon 
returns to an intensification of national 
struggle at ground levels with somewhat 
different priorities; "If you really wish 
your country to avoid regression, or at best 
halts and uncertainties, a rapid step must 
be takci i•Oin national consciousness to 
political and .Micial consciousness...[IJf 
nationalism is not enriched and deepened 
by a very rapid transformation into a con- 
sciou,snc.s.s of .suk.;^: and political needs, 
in other word inio humanism, it leads up 
a blind alley” [ibid: 163-65).*' 

Not only is it necessary to ‘‘break down 
the equivalences between ‘national* and 
'nationalism' ”, as .Stuart Hall has sug¬ 
gested in his own inflected reading of 
f anon (Hall 1996:42), one also needs to 
work against moribund notions of an 
‘empty international humani.sm’ (ibid)and 
.seek out a new critical internationalism, 
which would include a profound respect 
lor intcrcultural exchange through the 
mediation ot dificrent histories in (xist- 
colonial .struggles. There is a lot of work 
that lies ahead in actualising these dis¬ 
criminations within cultural practices, but 
perhaps, one can begin by addressing the 
nullity of those prejudices that equate the 
'national' with the regimentation of nation 
States, the policing of borders, and the 
construction of 'good citizens’. This 
dcmoni.sution of the ‘national’ can only 
homogenise nationalisms, apart from 
undennining the very real slniggles and 
sacrifices that have gone into the 
activisation of .social and political move¬ 
ments in different parts of the world. 

On a more personal note. 1 would sug¬ 
gest to the neo-liberal, anti-nationalist 
seekers of intcrculturalism from first world 
cultural contexts that they should first 
begin to account lor their own implicit 
nationalisms, and their very real privi¬ 
leges which arc so often taken for granted 
III their ownership of pa.ssports from firs* 
world nations-the ultimate sign of global 
privilege - which enables them to travel 
to almost any part of the world without 
difficulty. 1'his is not a privilege that many 
of us from third world countries can 
assume. As I have often emphasised in my 
critical interventions, in international fora, 
our interculturalism begins with the trauma 
of having to obtain a visa on our much 
maligned, if not degraded passports, in 
order to travel not merely to ‘the west’, 
hut to almost any country in Asia or Africa. 
1 confront the injustices of competing and 


disparate nationalisms every time I am 
invited to an intcrcultural forum. For all 
my ‘expertise’ as a seasoned traveller. I 
am marked along with my I'cllow-citizens 
as a potential illegal immigrant, if not a 
terrorist, so much so that my negotiation 
to cross the border in face-io-lacc encoun¬ 
ters with visa officers has now become a 
performative act in its own right. It is not 
surprising, therefore, that m> closest 
compatrioLs in intcrcultural performance 
should be border artists, who unlike their 
liberal counterparts who as.sume the cross¬ 
ing of bttrders as their birthright, never to 
take the border for granted.^ 

IV 

The Intercultural and 
the Multicultural 

Intercultural decision-makers would like 
to believe that they function with a cciijiin 
map of the world that counters the official 
maps and borders. But one finds that even 
on these seemingly altrui.stic. humani¬ 
tarian, border-Ircc/bordcr-less maps, the 
routes of cultural exchange have already 
been charted, the zones of interaction have 
already been fixed. And some /ones may 
not exist at all. which means that one could 
he reduced to an absence. If one wanted 
to shift these zones - break the dichoto¬ 
mies of the north and south, ca.st and west 
- or if one desired to re-route the map - 
bring the cultures of the south closer 
together-the possibilities ol doing so arc 
extremely remote in the absence of alter¬ 
native routes, .structures ol representation, 
and infrastructures ol suppoii Indeed, the 
‘crossroads' of cultural exchange arc often 
suKstituied by the inroads’ of institution- 
ali.sed interculturalism. whereby the south- 
south cultural exchange is unavoidably 
mediated by the north.^ While it could 
be argued that these mediations arc not 
necessarily undemocratic. I would ac¬ 
knowledge that they are extrenv !y con¬ 
straining because they work against the 
basic premises of voluntarism on which 
interculturalism is based as a theory and 
practice. 

Voluntarism as a critical principle is 
unavoidably linked to the larger frame¬ 
work of liberalism that assumes a Ircedom 
of choice, which may not, in reality, exist 
fur all its assumed beneficiaries. At an 
ideational level, however, it is a uselul 
term insofar as it enables us to di.scrimi- 
iiate intcrculturalism from the larger, more 
emphatic, if not overdetermined narra¬ 
tives of multiculturalism. which have been 
hegemonised by the slate. While the 
g ivernments of western democracies like 
Britain. Canada, and Australia have for- 



mulated ofTicial policies of multicuitur- 
alism. none of them can presume to have 
an intercultural policy; the ‘inter’ will 
invariably lie outside of the direct control 
of the state. Unlike the ‘multi*, which is 
concerned with the cohabitation of differ¬ 
ent cultural and ethnic groups negotiating 
an ostensibly common framework ol citi¬ 
zenship. intercultural practitioners have a 
greater flexibility in exploring - and 
subverting - didcrent modes of citizen¬ 
ship acros.s different national contexts, 
through subjectivities that are less medi¬ 
ated by the agencies of the stale. 

Unlike interculturali.sm. which has yet 
to be cogently theori.sed -- it is at oncelix* 
scattered in it.s multiple locations and 
modes of expression to be subsumed under 
any one theoretical framework - iriulti- 
cuiiurahsm has been over-theorised in 
western contexts through a surfeit of 
conflicting narratives that suffer from an 
overkill of ideology. This is in di.stinci 
conlra.st to the relatively untheorised state 
of multiculturah.sm in India, which con¬ 
tinues to draw implicitly on the diversities 
of Indian culture* .sanctified by the .statist 
mantm of ‘unity in diversity'. While there 
may seem lo be some advantage in not 
having .m oflicial multicultural policy - 
a cynical view could be that it is this very 
absence of policy thai enables us to speak 
about so many cultural diversities in the 
first place - one cannot ignore the deeply 
entrenched injustices and differences 
underlying the 'politicsofdiversity' upheld 
by the Indian slate, which need to be 
linked lo specific hi.slones of social dis¬ 
parity and religious patriarchy Only by 
disrupting the primordialitics of unchang¬ 
ing divcisiiics. which merely legitimise 
fixed not ions ot ‘community’, as Kumkum 
Sangari has argued so forcefully, can we 
develop a more democratic cognisance of 
and respcci for cultural differences. 

U could also he irgucd that a defence 
of multiculluralist politics* (Vanaik 1998) 
in the Indian context may not be adequate 
to confront the advocacy »l "one nation, 
one language, erne culture* by the forces 
of hi iidut va. who.\e onslaught has ex tended 
not merely to debates aniund the univer- 
dty curriculum and affirmative action (as 
n western contexts of multiculturalism), 
lut to the systematic undermining of the 
iecular and democratic foundations of the 
Indian state. Nothing less than a ‘holistic 
irqject of opposition* [ibid:6421 is needed 
o confront the fiercely monocullural and 
acisi premises of hindutva. I would regard 
he mobilisation of multiculturalism in 
India across ca.sic and communitarian 
dilfcionces as one clement in the shaping 
of this 'holistic' project. Certainly, our 


multiculturalism in India will have to 
develop on significantly different lines 
from the emergent (and perhaps, flawed) 
models in western societies, but there are 
lessons to be learned from the very dif¬ 
ferences and failures of mukicultural 
policies and cultural practices in the west. 
Ii is in this context of ‘learning through 
difference* that the commentary that fol¬ 
lows on different readings of multicultur¬ 
alism in we.stern democratic .societies 
can be most meaningfully translated (or 
rejected) in the Indian context. 

The most significant point of departure 
that would need to be acknowledged is 
that ‘multiculturalism* might nevci have 
entered the western vocabulaiy had it not 
been for the realities of immigration. In 
Britain, for instance, the politic.s of multi¬ 
culturalism is inextricably linked to the 
influx of labour from the ex-colonial 
countries in the laic 19.50s; its process of 
making immigrants into compliant citi¬ 
zens has been engineered by the most 
established agencies of the state and civil 
society monitoring the systems of law, 
education, employment, language, and 
serial welfare. Significantly, it was the 
propagation of a liberal ‘integrationisf 
mode of multiculturalism in Britain from 
the mid-1970s onwards (in opposition to 
ihe ‘nationalist’ assimilationist policies of 
immigration upheld earlier) that precipi¬ 
tated a crisis that still continues. 

Many activist writers on the lx:ft in 
Britain have reflected lorccfully on how 
ihc Slate propagation ol multiculturalism 
has resulted in a breakdown of a consensus 
built around a 'black* political identity 
and class solidarity that had unified a wide 
spectrum of Asian and Afro-Carrihean 
workers against the discriminatory prac¬ 
tices of the .slate. Within the rhetoric of 
respecting cultural dillerenccs, the 
liberalisation of multicultural policies has 
merely succeeded in ‘dcpoliticising race 
and substituting (a narrowly defined) 
culture’ for anti-racist consciousness’ 
IMohanty 1998:17], Furthermore, at a gras.> 
roots level of community organi.sation, ‘the 
government funding of Self-help groups 
undermined the self-reliance, the self- 
created .s(x;ial and economic base of these 
groups; f'cy were no longer responsive 
to or rcspon.'ible forlhe people they served 
- and service it.self became a profitable 
concern’ [Sivanandan 1985:6]. In the 
name of freeing communities from the 
‘objectivist delusion* and ‘essentialist 
nostalgia’ of race, to use Satya Mohanty’s 
I ionic categories, multiculturalism divided 
communities - again.st each other, within 
tliemsclves. It became another mode of 
promoting sectarianism, thereby per¬ 


petuating the policy of ‘divide and rule’ 
in former colonies, but camouflaged 
within the multicultural aura of respecting 
a plurality of cultural identities and 
ethnicities. 

Satya Mohanty has argued that this 
reading of multiculturalism has echoes in 
other political contexts as well - for 
instance, in the US. where as Michael Omi 
and Howard Winant (1986) have pointed 
out, ‘an objective analysis of racist domi¬ 
nation was obscured by an intellectual 
[postmodem/post-colonial] agenda that 
emphasised the cultural multiplicity of 
‘ethnic' identities’ [quoted in Mohanty 
1998; 18], Whether or not one sub.scrihcs 
lo the socialist register and reas.sertion of 
‘race’ as a political category in these 
readings of multiculturalism, one cannot 
deny that the multicultural narrative is 
beginning to implode from within the 
unresolved tensions of its inner contradic¬ 
tions, even within neo-liberal endorse¬ 
ments of its Iramcwork. 

V 

Perspectives on Multiculturalism 

Having acknowledged thesediscontents. 
however, one is also obliged lo defend 
more historically inflected readings of 
multiculturalism against the recent back¬ 
lash of conservative opinion that would 
like to reduce its agenda to a caricature 
oi affirmative action tor essentially un¬ 
deserving minorities. It is out of this 
compulsion that I would like to focu.s now 
on a spectrum of radical, liberal, and 
communitarian perspectives on Euro- 
American inulticulluraiism. This is not 
intended to be a comprehensive or even 
a selective overview, but rather a senes 
of schematic positions (and provocations) 
on multiculturalism that I would like to 
interrogate both at the levels ot political 
theory and cultural practice. At a metho¬ 
dological level, I will be intersecting dif¬ 
ferent languages that are rarely brought 
into collision because they incorporate 
radically different grammars, vocabularies, 
and epistemologies ut thought. In this 
collision of languages, there is the risk of 
a certain awkwardness, but perhaps this 
is unavoidable in any attempt lo heighten 
the intercuniextuality of a layered and 
polyphonic phenomenon like multicultur¬ 
alism. In addition, I will he interrupting 
the political agenda of multiculturalism 
with some emergent te.ssons drawn from 
intercultural practices. Having prepared 
the reader, I hope sufficiently, for my 
‘theoretical incorrectness’, 1 invite you to 
engage critically in the disjunctions of this 
discourse. 



: The Problem of Universality 

I begin with Slavoj Zizek’s incompara¬ 
bly subversive reatling of multiculturalism 
as much for its capacity to exhume the 
spectres of earlier liberationist modes of 
I thinking, as for its lethal demolition of 
contemporary myths of coexistence: 

[MJulticulturaiism is a disavowed, in¬ 
verted, self-referential form of racism, a 
‘racism with a distance’ - it respects the 
Other’s identity, conceiving the Other as 
a self-enclosed authentic’ community 
loward.s which he. the multiculturali.st. 
maintiims a cK.stance rendered possible by 
his privileged universal positton...|T)he 
multiculturalist respect for the Other's 
specificity is the very form of as.serting 
one’s own supcnority (Zizck I997:44J. 

In this exposure of mulliculturali.sm. 
there are some immediate provocations of 
the universalis! assumptions underlying 
intercultural practices, which tend to be 
critiqued (if at all) within the context ul 
ethnoccntriciiy rather than racism. Unlike 
the multiculturali.st who. in Zizek’s for- 
^ mulation. 'distances' himself from the 
Other through a privileged universality, 
the interculturali.st, at least in hi.s/her most 
ideali.scd nianifestalions. erase.s all ilis- 
linctions throughiMn assumption ofashared 
universality. In the empty space of the 
intercultural meeting ground, which as- 
.sumes the ‘point zero' of an authentic 
‘first contact' between ‘essential human 
beings', there is a total erasure of the 
participants' ethnicities in favour of their 
universal human identities, creativities, 
and potentialities. 'Fhe interculturalist is 
above ethnicity; s/he is always already 
human. And therefore, .s/he can afford to 
propov a universality for all, cast in an 
invariably while, patriarchal, hctemsexisl 
image. 

This naive acceptance of an innately 
human ‘universality’ in intercultural prac¬ 
tices is quite different in its implications 
from the kind of ‘moral’ and ‘radical’ 
universiilism that is affirmed by cultural 
theorists like .Satya Mohanly, whose read¬ 
ing of ‘universality’ is opposed in its own 
right to Zizek's more shitty and strategic 
use of the term. In Mohanty’s anti- 
foundaiionalisi. ‘realist’ defence of multi- 
culluralism. a 'minimal rationality’ is pos¬ 
ited as the ba.se for any mtcr/multicultural 
communication; "No matter how different 
cultural Others arc, they are never .so 
different that they are... incapable of acting 
purposefully, or evaluating their actions 
in the light of their ideas and previous 
experiences, andof being ‘rational’ in this 
minimal way’’ fMohanty 1998:198), It is 
this inherent capacity for critical and 


collective reflexivity that defines ‘human 
agency’, thereby providing the ‘universal’ 
foundations for all kinds of progre.ssive 
movements in the cultural and political 
sectors. While Mohanty’s ‘objectivisf 
rebuttal of the ‘relativist’ readings of 
cultural pluralism works refreshingly 
again.st the grain of post-modern theore¬ 
tical fashion, it also risks seeming reduc¬ 
tive, if not formulaic, in its axiomatic 
endorsement of an unprobicmatised ‘ra¬ 
tionality’. 

In contrast. Zizek’s endorsement ol ‘the 
true Universality to come’ is almost ex¬ 
cessively inflected in its oppo.sition to the 
‘neutral universality’ of existing systems 
and the ‘anti-universality’ of Rightist 
groups steeped in their own particularistic 
agendas (Zizck 1997:50). The Left, as 
Zizck pre.sents the problem of univers¬ 
ality. has no other option but to confront 
the ‘paradox' of its allegiance to an ideal 
of uni vcnsal emancipation’, along with its 
acceptance ol ‘the antagonistic character 
of .society ’ (ibid). In other words, it isonly 
by accepting ‘the radically antagonistic - 
that is, political - character of social life’ 
that one can be ‘cflcctivcly univenaV 
(ibid, emphases in original). This is quite 
different in effect from assuming, as 
Mohanty does, that the ‘universal’ (of 
minimal rationality’) already exists, 
(hereby precipitating the po.ssibitities of 
radical action. 

Working on the premise that 'antago¬ 
nism is inherent to universality itself. 
Zizek splits the unitary concept ol univer¬ 
sality into ‘the ‘false’ concrete universal¬ 
ity’ ofexisting systems of knowledge, and 
‘the tmpossibic/real demand of ‘abstract’ 
universality’ (ibid, emphases in original). 
It would seem that the 'true Universality 
to come’ cannot he posited within what 
already exi.sts in the name of the universal, 
by which systems like multiculturali.sm 
legitimi.se their racist practice. However 
~ and this is the point of a closer rap¬ 
prochement between Zizek’s and 
Mohanly’s seemingly incommensurable 
positions - the 'assertion of the univer¬ 
sality of antagonism’ (which coexists with 
the 'antagoni.sm inherent to universality 
itself) does not foreclose the pos.sibilities 
of a dialogue with one’s antagonists. 
Without spelling out how this is actually 
implemented, Zizck believes that culture 
can continue toserve asan ‘efficient answer 
to (he gun', and that its struggle is embo¬ 
died in and thniugh reflective knowledge 
|ibid;51, emphitsis in original). 

At this very fundamental level of the 
human capacity to di.scriminatc and reflect 
on its choices it would seem that there 
IS a meeting, though not necessarily a 


tuition, between two different rcading.s of 
'universality' as offered by Mohanty and 
Zizek. But -- the routes by which these 
cultural strangers on the Left arrive at the 
critical inflect ion ol' rctlect i vc k nowlcdge' 
in our' world, aretundaiiicmatly diflemnt. 
While Mohanly would seem to retrieve a 
notion of the ‘universal' from earlier 
political struggles, which he then attempts 
to catalyse in the creation ol the shared 
cpistemic and .social space’ ol multicultural 
di.scoursc and practice. Zizck introiccts 
the ‘universality to come’ into his subver¬ 
sion of the exi.sting multicultural Iramcs 
that have been hegemonised by the state 
and the global order. While multicultur¬ 
alism for Mohanty continues to offer (he 
possibilities of a ‘democratic project' 
within a moral and realist framework ol 
values, Zizek is more .sceptical of moral¬ 
ity’ in his ‘ethical suspension of the law', 
by which he consciously thrusts the 
narrative of multiculturalism into ‘the 
cultural logic of multinational capitalism'. 
which is coterminous with the upsurge of 
ethnic clcantsings and other forms of 
fa.scism in our world. If Mohanty is still 
capable of .seeing ‘the world’ as the com¬ 
mon site of imer/multicultural endeavours. 
Zizek’s vision is hir less unmediated. as 
he choose.'i to sec the world not through 
a glass darkly, but through a consciously 
distorted lens, not unlike the upturned 
eyelids of a contemporary Biitoh dancer 
surveying the relics of a post-Hin>shima 
present. 

Through the interplay of these collisive 
readings on universality, it becomes more 
viable to accept that while the human 
desire lor creative interaction can .serve as 
the tiiiiiimal 'universal' base for inter¬ 
cultural encounters, this desire is fraught 
with tensions, compiilsioni). hidden 
agendas, and funding realities, as I have 
indicated earlier in the context ol the 
existing inequities of intercultural ex¬ 
change. Let us accept that there is no 
‘pure’ universal base for intercultural 
practice in any art form, and that (he 
’universal minimum’ (hat cun be said to 
initiate any intercultural exchange is ex¬ 
tremely fragile, based more on intuition, 
desire, and good faith than on any real 
cognisance of the other. It is only through 
the process of exchanging dilfcrcnccs, not 
only through specific cultural languages 
but the contexts supporting them, that 
another, more rcilexive realisation of 
‘universality’ can be produced and shared 
through creative consensus and dialogue. 
There is no rea.son to believe, however, 
that this evolved ‘universality’ will re¬ 
main intact; indeed, in the field of theatre, 
for instance, the phenomenology of per- 



foimance (and its inherent condition of 
‘dying’ within the concrclisation of its 
practice), would resist the illusion of any 
permanent state of universality, which is 
always in the process of being made, 
unmade, and remade. Ironically, the art 
ists who flaunt their ‘universal’ creden¬ 
tials are invariably the must insular prac¬ 
titioners of their art. 

Through Zi/ek, it also becomes possible 
to unread the somewhat naive assumption 
that the interculturalist's universality is a 
kind ol mask that disguises his/her ‘real’ 
ethnoceniricity. Perhaps, it is this ethno- 
ccntriciiy that is the ‘phantasmatic .screen' 
inZizek's words, which ‘conceals the fact 
that the subject is already thoroughly 
‘nxitless’. that his true position is the void 
of universality’ fZizek 1997:44], How¬ 
ever. there is a less startling reversal as 


well that may need to be addre.vsed here, 
insofar as the ‘void of universality’ can 
be filled with a thoroughly ‘rooted’ 
curocentricity, if not racism, that does not 
attempt to screen its arrogance. Racism 
diKS not always work with screens; it can 
be must respectably enunciated through 
(he mo,st cultivated opinions. 

EUROCENTRICITy, RACISM, 
Molticiilturalism 

At this point, it would be expedient to 
inflect the relationships between euro- 
centricity, racism, and mulliculturalism. 
While Zizck has no difficulty in describ¬ 
ing multiculturalism as racism, the film 
theorists Ella Shohat and Robert Stam 
would not merely oppo.se such an equa¬ 
tion, they would even insist that euro- 
centrism and racism are in no way 


‘equatable’, even though they may be 
‘historically intertwined’ [Shohat and Stam 
1994:41. Regarding Eurocentri.sm as an 
‘implicit positioning rather than a con¬ 
scious political stance’ (ibid), Shohat and 
Stam would stress that it is possible to be 
anti-racist and eurocentric at the same 
time. While this is undeniably true, the 
possibility that racism can be nurtured in 
and through eurocentrist values should 
not be summarily denied. Unfortunately, 
this is precisely the elision that underlies 
Stam and Shohat’s otherwise persuasive 
reading of ‘critical and polycentric 
multiculturalism’ that is related at ‘recip¬ 
rocal’ and ‘dialogic’ levels to a critique 
of curocentricity. This critique re.sults in 
what I would describe as a wish-list of 
multicultural virtues - ‘no p.seudo-cquality 
of viewpoints’, 'no e.stablished hierarchy 
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ot cultures’, 'no essentiaiist ccmcept ot 
identities’, even an acknowledgement of 
the 'pain, anger, resentment’ that inevi¬ 
tably surface in the meeting of historically 
differentiated and colliding cultures 
libidi48,358I. 

Despite their disclaimers that a radical 
multicuHuralism cannot be ‘nice’ or ‘politi¬ 
cally Correct', Shohat and Stam’s pre¬ 
scriptions of multiculturalism succumb to 
these very traps in their overly modulated 
master text that ultimately rises above all 
controversies, even as it claims the right 
to represent them. In a consciously non- 
.subaiternist mode of representation- ‘Can 
the non-subaltern speak?’ is their plain¬ 
tive reversal of Gayatri Spivak's radical 
question - Shohat and Stam’s discourse 
on ‘unthinking curocentrism' is, perhaps, 
unthinkingly exclusivist in its refusal to 
submit the liberal premises of their text 
to suhalternist scrutiny. An emphatic 
tolerance pervades their reading of into¬ 
lerance. .so much so that while racism is 
acknowledged at implicit and xenophobic 
levels in other writers, it has no place 
within their ontologies of either euro- 
centrism or multiculturalism. 

This erasure ot racism in multicultural 
agendas is particu larly problematic in those 
contexts where the blurred relationships 
between curtKcntricity and racism need to 
be highlighted. Consider, for example, the 
following notorious statement allegedly 
made by the American novcli.st Saul 
Bellow "When the Zulus produce a 
Tolstoy, we will read him |thc Zulu 
TolsUiyl". The explicit cultural superior¬ 
ity of this statement can be read as racist 
not least by the Zulus themselves, who 
continue to be metaphorised as the nadir 
of primitivism, which totally denies them 
their hi.storicity and dignity of being. As 
Charles Taylor, one of the most reflective 
interlocutors in the debate around 
multiculturali.on, has pointed out: 

(I) The Zulus have to produce a Tolstoy 
in order to prove themselves ITaylor 
1994:71). Nothing within their own cul¬ 
tural heritage can serve as an appropriate 
point ol reference. The standards of ex¬ 
cellence have already been determined in 
Europe, and the Zulus have to live up to 
them.. 

(2iThcZulus have yet to prixluce a Tolstoy 
CWhen the Zulus...'). This indicates some 
kind of feigned familiarity with the cxi.st- 
ing oeuvre of Zulu literature, with which 
Bellow might be quite unfamiliar, in 
this regard, he would not be essentially 
different from our very own Salman 
Rushdie (and here 1 am consciously 
shifting the context in order to emphasi.se 
that cultural superiority is not the pre¬ 


rogative of European authors alone). In 
response to ‘fifty years of independence', 
Rushdie has had the audacity to affirm 
a pantheon of Indian literature in a 
volume of select writings [Rushdie and 
We.st 1997] that has the dubious distinc¬ 
tion of excluding all contemporary Indian 
writers writing in Indian languages, 
apart from English - languages which 
Rushdie might not have read, even in 
translation. This ‘privileged voice of the 
diaspora', to appropriate a phra.se used by 
Geeta Kapur in another context, is 
legitimised not through the invocation of 
a legacy (as in Bellow's invocation of 
I'olstoy), but through the sanction of the 
market and the liberal endorsement of the 
New Yorker. 

(.1) Back to the Zulus and Tolstoy, I would 
add a third rc.servatiun: Perhaps, the Zulus 
arc not interested in producing a Tolstoy. 
He would, in all probability, bore them 
to death. Not reading Tolstoy could be a 
‘cultural choice.' that should not be denied 
to them. Rejecting Tolstoy, however, 
without having read him, could po.se a 
liberal dilemma. 

(4)Taylor, however, adds a more provoca- 
ti VC complication into the argument: ‘The 
possibility that the Zulus, while having thQ 
same potential for culture formation as 
anyone else, might nevertheless havecome 
up with a culture that is less valuable than 
others is ruled out from the start. Even to 
entertain this possibility is to deny human 
equality” [Taylor 1994:42]. In the articu¬ 
lation of this ‘possibility', a critical dia¬ 
logue on the contesting criteria of assess¬ 
ing and evaluating other cultures becomes 
imperative. 

CoNiHsriNu CamiRiA 

Ia:I us focus now on Taylor's demand 
for an adequate .set of criteria in order to 
evaluate the relative worth of other cul¬ 
tures. To assume the equality of cultures 
without knowing anything about them, 
amounts, in his view, to another kind of 
patronisation While this reasoning is 
eminently sound, it can be read as another 
•screen' (in Zizek’s sense of the word) 
insofar as it barely conceals a vehemer 
rejection of those 'subjectivist, half-baked, 
neo-Niel7.,schcan’ po.sitioms [ibid:70]. 
which assume that all judgments of worth 
are based on standards that are intrin.si- 
cally hegemonistic and power-ridden. 

At one level, it could be argued in 
Taylor’s favour that while multicultural 
artists, for instance, have every right to 
que.stion the standards of the decision¬ 
makers, who determine what is ‘good’ and 
‘bad’ in multicultural practice (and con¬ 
sequently, what should be funded and 


what shouldn't), these artists cannot 
fetishise their condition to such an extent 
so a.s to believe: “Because we are so 
marginal, and no one understands us 
anyway, we alone have the nght to de¬ 
termine our own standards and critical 
criteria”. This attitude can easily lead to 
another kind of intolerance, if not self- 
mystifleation, which Taylor would casti¬ 
gate for its undermining of the human 
capacity to discriminate and to make 
reasoned choices. 

On the other hand, to argue agaiti.st 
Taylor's position, one could say that it is 
.so entrenched within the rigour of a con¬ 
tinental philosophical system (Rous.seau, 
Herder, Hegel) that it theorises multi¬ 
culturalism from above without taking 
into account the humiliation and rejection 
of a wide spectrum of immigrant commu¬ 
nities, who may have no other option but 
to create their own ‘neo-Nietzschcan’ 
criteria for their own self-respect, if pot 
survival. At no point in Taylor’s scrupu¬ 
lously argued theory is there an awareness 
of how the spectre of ‘worth’ can Iv'gc- 
monise the norms of ‘quality’ in essen¬ 
tially monocultural contexts. Not only is 
this elusive ‘quality’ denied ipxo facto to 
multicultural artists, for instance, without 
of course*being defined in any coherent 
way, it is also protected within privileged 
frameworks to which immigrant and 
foreign cultural workers are denied ac¬ 
cess. The outsiders who dare to cross the 
threshold of ‘quality" could be rejected for 
being: 

(a) loo different (‘ Your work is interesting 
but we don’t know where you’re coming 
from. Of course, we wouldn't want to 
misrepresent you, therefore...'). 

(b) not different enough (‘Your work is 
not sufficiently authentic. We're looking 
for something typically Indian'). 

(c) ju,sl like us (‘Why is your work so 
modern'^’). 

In Taylor’s defence, of course, one 
should emphasise that, he is not dealing 
with cultural practice as such but with the 
criteria by which other cultures need to 
be perceived and evaluated. Nonetheless, 
there are many valuable philosophical 
insights to be imbibetifrom the subversive 
ways in which multicultural artists have 
dealt with the strictures ot ‘ethnic 
insiderism'. by which ‘black arti.sts are 
never allowed to be ordinary but have to 
visibly embody a prescribed difference’ 
[Mercer 1997:371. The problem is that 
even within Taylor’s phi losophical frame¬ 
work of multiculturalist politics, there is 
no space for subversion, immigrant com¬ 
munities deserve ‘our’ respect, but the fact 
that they could disrespect the frames in 



which their differences are being accom¬ 
modated IS not confronted as a viable 
choice. Drawing on Han.s-Geoig Gadamer’s 
‘fusion of horizons’, Taylor would .seem 
to circumvent, if not postpone the actual 
struggle ot interacting with cultural dil- 
fcrcnccs. Besides, do we need a ‘fusion’ 
in order to meet through differences? Surely 
an intersection or collision or ellipsis of 
horizons is more likely to resist the risks 
of cultural homogenisation. 

Moreover, while critical criteria are 
necessary for the exchange of cultures on 
an intcr/muliicultural basis, one needs to 
acknowledge that they could be indeter¬ 
minate. if not fuzzy in their contours and 
orientations. Indeed, as Su.san Wolf has 
argued perceptively in a related context, 
indeterminacy could be one of the primary 
constituents of a pluralist sensibility which 
works against the prcmi.scs of absolutism, 
relativism, and subjectivism [Wolf 
1992:786-901. While an absolutist prrsi- 
tion assumes that there is only one right 
answer ovcmiling the relativi.st claim that 
‘what is right for you is different from 
what IS right for me* |ibid:7891, a .subjec¬ 
tivist position, on the other hand, would 
claim that anything goes' [ibid:790]. 
countering the more retlexive pluralist 
position which acknowledges that ‘if there 
is no right answer...this does not imply 
that there are no wrong answers’ (ibid). 
Tlie seeming ctfuivocality of the pturali.st 
position docs not mean that it is without 
commitment; nor does it fear the finality 
of answers. However, it is aware that in 
certain intcr/multicultural contexts, the 
'question of what is right...lacks a unique 
and determinate answer' libid:789]. 

While it could be argued that Wolf’s 
comments relate primarily to the .search 
for pluralism in ethics, it does not come 
as a surpri.se that she should find Taylor’s 
preoccupation with ‘worth' in the 
multicultural context to be an 'oddly 
disturbing' prioritisation over the larger 
issue of justice [Wolf 1994:78,851. While 
.she shares Taylor's rejection of the sub¬ 
jectivist position that would insist on 
affirming the equality of all cultural 
contributions 'prior to inspection and 
appreciation' ~ sucivsubjectivism merely 
results in 'contempt for the very practice 
of justification' and the possibility of 
'authentic re.spect’ [ibid:7Xl-Wolf is more 
resistant in the fundamental continuum 
that Taylor sczmis to uphold In as.se.ssing 
the worth of cultures and developing a 
politics of recognition and respect that is 
due to them. Wolf would argue that one 
needs to respect other cultures regardless 
ol their 'lelalivc worth' or whether they 
have anyiliinji 'particularly imjiurtant to 


leach the world', or even at a more prag¬ 
matic level, if an acquaintance with them 
is likely to ‘pay off" in terms of a more 
‘enlarged understanding of the world and 
aheightened.senseofbeauty’ [ibid:81, 85]. 
One respects other cultures, and more 
specifically, peoples from other cultures 
because they are pad of ‘our community’ 
(ibid:8il. To pretend that our ‘foreign’ 
neighbours and colleagues are ‘just like 
us', or that they are worthy of respect 
only after we have studied their cultures 
adequately on a comparative basis, can 
only play into the existing prejudices of 
the ‘Saul Bellows* of this world, who 
would prefer to retain their liberal aura of 
omniscient tolerance in the absence of 
a ‘conscientious recognition of cultural 
diversity’ libid:85|. 

VI 

Philosophy and Practice 

There is much for intercultural workers 
- and decision-makers, in padicular - to 
learn from these philosophical inve.stiga- 
lions, particularly when the task of nego¬ 
tiating different cultural frames (as op¬ 
posed to a singular one) po.scs additional 
challenges of perceiving, and indeed of 
preparing the ground to interact with other 
cultures. We may need to develop in this 
regard a respect for imperfection in our 
shaping and viewing of intcr/multicultural 
collaborations, which should not be 
equated with a valorisation of half-knowl¬ 
edge that so often passes as ‘experti.se' by 
tlic afficionadoit of ’other’ cultures.** 
Without engaging sufficiently with the 
difficulties involved in perceiving inter/ 
multicultural practices - from who.secycs, 
and from which perspective do we ob¬ 
serve the inter’? on what frames of ref¬ 
erence can we draw to encompass the 
‘multi’? through which criteria? whose 
criteria? - it becomes .somewhat prema¬ 
ture to settle for a ‘fusion of horizons’ as 
Taylor docs, instead of exploring the actual 
cultural dynamics of indeterminacy in a 
dcmocratisation of cultural differences. 

At this juncture, one is compelled to 
acknowledge the crisis of practice in much 
philosophical and social scientist thinking 
on multicullurali.sm, and more specifically, 
the insufficient engagement of philoso¬ 
phers with emergent cultural practices. On 
the one hand, earlier methodologies and 
di.scipiines of conceptualising ‘culture’ 
(including its practices) are incorporated 
within larger social and political theories 
of multiculturalism, but they are proving 
to be inadequate to deal with the influx 
of new social forces and circumstances 
that have resulted in unprecedented inter¬ 
actions with cultural .strangers (‘aliens’) 


in the public sphere. While it may not be 
the responsibility of political philosophers 
to figure out how new cuhural languages 
can be created - and perhaps there i.s a 
certain theoretical rigour in not intersect¬ 
ing political philosophy and cultural prac¬ 
tice as I am attempting to do in this essay 
- the point is that without a cogni.sance 
of these new cultural languages there can 
be no real breakthroughs in conceptualising 
the matrices and paradigms of multicultural 
theory.’ Thus, we find Charles Taylor 
acknowledging the necessity of being 
‘open to comparative cultural study of the 
kind that must displace our isiV] horizons 
intheresultingfusions' [Taylor 1994:731. 
As he puts it, ‘To approach a raga with 
the presumptions of value implicit in the 
well-tempered clavier would be forever to 
miss tlie point’ |ibid:67]. But perhaps, it 
is Taylor who is missing the point in 
restricting multiculturalism to an evalua¬ 
tion of what already exi.sts (and tellingly, 
in the uncontested realm of ‘high culture'), 
in.stead of figuring out the ‘muiticultures' 
in the making through popular and mass 
mediations (to which immigrant commu¬ 
nities liave greater access). 

In this context, while one can agree in 
principle with Taylor that human identi¬ 
ties arc created dialogically through an 
encounterwith ‘significant others’ (George 
Herbert Mead), one is nonetlieless com¬ 
pelled to recogni.se the exi.sting cultures 
of ‘insignificant others’. Why docs the 
narrative of multiculturalism need to 
perpetuate a post-enlightenment notion of 
‘enrichment' through the 'significance' 
derived from the ‘rich human languages' 
of other cultures? Be.side.s. multiculturalism 
is enriched not through accretion and 
absorption alone, but through a dismantl¬ 
ing of predetermined legacies and gene¬ 
alogies. In order to gain .something, we 
may have to give .something up. Taylor 
does not begin to grasp the pertinence of 
this axiom, which assumes, in my view, 
the multicultural necessity of betraying 





one’s culture of origins. This betrayal i.s 
not merely the burden of the immigrant 
who is displaced from his or her home¬ 
land; those who assume a citizenship 
that is being granted to others need to 
re-think their own norms. The challenge 
is not merely, as Taylor puts it, 'to deal 
with their sense of marginalisation 
without compromising our basic political 
principles’ [ibid:6.3]. Tayloi, I would 
suggest, needs to accept the dialogic pos¬ 
sibility of his marginalisation as well. 
Why shou Id minorities al way s he ‘othered’ 
for the enrichment of their assumed 
benefactors? 

If Taylor suffers from an excess of 
caution, which almost legitimises the 
absence of an exploratory, potentially 
messy relationship with other cultures, 
most intcr/multiculturai artists whom I 
have encountered, would .seem to function 
with an excess of desire for the Other. 
Clearly, their prewcupation is not with 
the worth ol other cultures, but with the 
mystique ol their difference (‘I’d love to 
work with the Zulus’ would be their 
enthusi.iMic response) And yet, it is worth 
pointing out that the desire for the Other 
in actual practice need not always be 
reciprorated for very strong social, his- 
loncal, and political reasons. This resis¬ 
tance to an assumed reciprocity in cultural 
exchanges needs to be inscribed in out- 
search tor collaboiations. 

Keepingtliisiniiiind. I would emphasise 
the euphoria underlying the neo-liberal 
pursuit ol cultures ol choice’ [Schechner 
19%:40] from within the comforts of a 
metropolis, where cultures can be readily 
consumed along with their cuisines. It 
would be necessary to question whether 
these l ultures want to be consumed in the 
first place. Secondly, one needs to resist 
the fatuous belief that ethnicities are .so 
fluid that they can be ‘bartered’ and 
'swapped' ; they can ‘hybridise’ and enter 
into all kinds of 'promi.scuous' relation¬ 
ships (ibid). Tlic individuals whocan afford 
to barter and swap their ethnicities have 
obviously no difficulty in affirming their 
multiple selves. But if one considers the 
predicament of underprivileged commu¬ 
nities like the dalits in India, fur instance, 
whose ethnicities have been .stamped on, 
demeaned, and infctiorised for centuries, 
surely the task of upholding adalit identity 
is part of a long and hard sti-uggle, which 
has involved a disidenlification from 
earlier, hallowed, patronising descriptions 
of untouchables as 'harijans'. In this 
struggle, where identity is politicised in 
a consciously affirmative mode, a dalii 
cultural worker or activist is not likely to 
let go of his or her ethnicity because this 


could be the only lever for self-respect 
through social and political mobilisation. 

At this point, the counter-argilment could 
be that interculturalism is not dealing with 
the dalits of this world, the wretched of 
the earth. Who then are the appropriate 
candidates for interculturai exchange? Are 
we - and I include myself here - pan of 
an exclusive club of frequent flyers, the 
privileged diaspora, the global intel¬ 
ligentsia. the enlightened exiles? If that, 
indeed, is the cast, could wc then account 
lor our exclusions? Or can we perhaps 
extend the privilege of interculturalism 
not merely to ‘one of us’, but to non- 
melropolitan community workers and acti¬ 
vists as well, v.'ho have as much right 
as wc do to crossing borders? This exten¬ 
sion of privilege, however, is only pos¬ 
sible through an implosion of its values 
by its most .scll-confidcnt beneCiciaries, A 
crisis of faith is needed - yet another bc- 
li ayal. if not infiltration of global capi¬ 
talism from within its cultural enclaves - 
belbre the resources that make inter- 
cultiiralisin possible can he redistributed 
al more subversive, yeldemocnilic levels. 

While multiculturalism works within 
the ‘cultural logic of multinational capi¬ 
talism' fZi/ck 19971,1 would like to believe 
- and peifiaps this is the utopic thrust in 
my own discourse - that interculturalism 
has the potential to work against this 
logic. But for this to happen, its practi¬ 
tioners will have to dispense with many 
prolilcrating myths of globalisation, 
namely, its invincibility, inevitability, non- 
negotiability, accompanied by the hoax of 
a iibcrali.sed world economy that has 
emerged through the appatent dissolution 
of national sovereignties and borders. 
Along with ‘the niyih of the powerless 
stale' fWeiss 1997]. we need to undermine 
the bogey of the essentially demonic, 
anachronistic .state that has been reinforced 
through recent theories of post-nation¬ 
alism. which have attempted to displace 
conventional (yet tenacious) notions of 
place, community, and belonging in lavour 
of emergent identities in ‘diasporic public 
spheres’ (Appadurai 1997). 

Emergent cultural identities, as I have 
emphasised elsewhere [Bharucha 19981. 
arc not the prerogatives of the diaspora 
alone. Indeed, they are very much in the 
making along with new subject-forma¬ 
tions within the fractious and contradictory 
proccs.sesof (teople’s movements in India, 
wherein the ‘national’ is in the process of 
being re-aiiiculaied against the hegemony 
of the nation-state and its global affili¬ 
ations. Within this democratisation ol 
‘political society’, as Partha Chaltcrjcc 
(1997) has conceptualised the process, it 


becomes imperative for artists and cul¬ 
tural workers to realign their own increas¬ 
ingly atomised constituencies to cultures 
of struggle, wherever they may exist in 
the world. It i.s within these contexts of 
struggle that the most critical debates on 
intellectual property rights and the de¬ 
struction of the ecological bases of world 
cultures can be meaning! ully contextu- 
ali.scd and shared across dificrent loca¬ 
tions. It is al.so around thc.se struggles that 
interculturai dialogue can deepen beyond 
an exchange of techniques and resources 
to a recognition of the incrcasexl poverty 
and unemployment of artists almost any¬ 
where in the world; the increased apathy 
of governments to the arts (which seems 
to be increasing in direct proportion to the 
rhetoric of multiculturalism); and finally, 
the glib (and violent) displacement ot the 
human in favour of what can he com¬ 
modified, marketed, and patented. It i*- <>111 
of a recognition of these realities that we 
can restore our faifh in what .Slavoj Zi/.ck 
de.scribesas ‘the true universality tocomc’, 
which should not be assumed to exist in 
our existing inequitous practices, but 
which needs to be worked on. struggled 
for. and slratcgised through a more sus¬ 
tainable. reflexive, and dialogic inter- 
cultural praxis. 

Notes 

[.Shorter and somewhat diftercnl versions of Ihis 
article have been presenied ul llic conrerence on 
'Frameworks for Art’ organi.sed by the Mohde 
Parikh Centre for the Visual Arts m Mumbai. 
Febru.iry 1998. and al the First Dorn Tower 
Lecture organi.sed hy Passepariuui in lilrcehl, 
Octolicr 1997 I am particularly gr.ilelul to Jmisl 
.Smiers fur sharing his reseaicli on 'intellectual 
properly' with a spini of generosity tliat muke.s 
interculturai exchange both possible and 
meaningful J 

I ll should be noted Ihai the word 'mier- 
euliuralism' began lo be u.sed in the etu'ly 
I97()s by theorists of 'interculturai ilieaire’ 
like Richard Schechner. who acknowledges 
that he used the word ns "a contrast to 
'internationalism' " [Schechner [996 42] 
Associating the 'international' with 'official 
exchanges and artiricial kinds of buundcric.s' 
Schechner posited a different kind ot 
‘exchange omong cultures, something whicf 
could be done by individuals or hy non 
official groupings, and which doesn’t obey 
national boundaries' libid) While there is 
undeniably a blurring ol n.itionul and cultural 
boundaries, not just in iHisi-colonial societies 
but m so-called developed countries as well, 
.as Schechner correctly emphasises, the 
'national' cannot he erased m any exchange 
of cultures, either across national boundaries 
(as in interculturai exchanges), or within 
national houndanes (.as m mulucultural oi 
intrncultuml exchanges attempting to work 
across diffcient communities, ethnic groups 
and regional constituencies) The erasure o' 
the 'nalionaT. as I will discuss later in iIk 



article, could he one of the must deceptive 
illusions of intercultural theory. 

2 Iamreinindcdinthi.scimtexiofaninlercultural 
art tvorkshop conducted at Sanskriti Sagar in 
New Delhi, where one of the foreign 
participants wanted to incorporate embroidery 
inio liis art work Unskilled in ihi.s specific 
an. k' nonethele.s.s drew a sketch of the image 
he had in mind: this image was taken by an 
intermediary to a group of local women 
anisans doing traditional embroidery for a 
living Without fiiicnng into any dialogue 
with these woiik’d. ilie artist had no diffieulty 
in aceeptiiit! iheir embroidery which he 
promplly trained, and then claimed us 'ht.s' 
work ol ai I (tor which he obviously got a pnec 
when 11 was sold) Is this illcgitiinutc an 
practice, or a legitimate np-off 

t Emcrgem dehaies around 'authorship' have 
extended both lu flu; avant'ganic and popular 
seetois ol lonlemporary cultural practice m 
India Tor inslunce. in tiie 're-niixing' pheno¬ 
menon of Hindi pop music, old hit songs from 
early Hindi movies ua* rea'ivingelectronically 
translonncd renditions, with no acknowledge¬ 
ment whatsoever to (hetr onginid sources [sec 
Jhu (I d<)K) lor a sharp ((nirnulistic account of 
these comniercially Icgilinitscd modes of 
plagnu'ism). Sigmrieunily, whticihere-mixing 
mucNiro Bally .Sagoo is obviously savvy 
enough to distinguish between a 'lift' and a 
'cover version' ol the same .song, whether he 
IS rc-inixiiig Niisral Fateh All Khun or llie 
veteran Hindi film composer R D Burnmn. 
the idea ol 'quotation' has yet to enter the 
vocabulary ol |)op music ili India, tollowing 
the moic ircmic and reflexive cxpcrimcnis in 
Intel national pop 

Ahoul ihe only self-conscious mixle ol 
quotation in contemporary Indian art practice 
IS to he found in iIk‘ relatively recent develop¬ 
ment of ‘installations' Vivan .Sundatam's 
Meinonal 1 1 ). for instance, draws heavily 

on an anonymous press photograph (by 
Mosht Jal) ol a victim in Ihe Mtimhai nois 
- an linage that is detaLed/tramed/ concealed/ 
cui/etased in a vanely of ways This installation 
provoked adcb.ile on llie need to acknowledge 
all the soiiicec and credits in multi-iik'dia 
work notably photography as used in Ihe 
art lorm' ot Ihe inst,-tllutton [see Satish 
Shaiina's acrrhit 'Still a fodder for the 
"finer" arts’ ( FWf). lor a critical perspective 
on the is-tue of acknowledgement| Similar 
debates have yet to emerge in disciivsing Ihe 
'classical' Indian performing arts, where ilie 
routine appropnalions of 'folk'. 'Inulitionur 
and Irihal' resources arc syslcmalieally 
Icgiliimsed. tfnoi honoured undcrilic pretence 
of 'reviving' traditions, or ol 'innovuling 
new lines 

4 It IS necessary u< point out that Brook's 
'iiiinKulturali.sin' was made possible thnmgh 
Ihe patronage of the Empress Farah and Ihe 
.Shah of Iran, the official bcnefaelnrs of Ihe 
Shira/ Festival in which Orxhant 11‘)70) had 
been prominently featured .Such seeming 
ohlivmusness lo the cultural lacadc of a poli¬ 
tical iliciatorship levculs Ihe depths at which 
iiiierciilturalistscan seek refuge in the platitude 
that 'an lias nothing to do with politics' 

5 Thcri. .Me two i,:iv..ats that need to be included 
111 the discussion lietc One would concern 
Ihe possible u-nstons ihat could emerge in any 


developing society where ‘social and political 
consciousness' supersedes, if not functions 
mdependenrty of ‘national consciousness’, in 
this regard. Fanon disturbs any complacency 
reiitting lo the genealogy of con.scioustiess. 
While affirming the necessity for a rapid 
transformation of national consciousness into 
social and political consciousness, he also 
acknowledges- “The African people and 
indeed all underdeveloped peoples, contrary 
to common .belief, very quickly build up a 
.social and poltltcol consciousness. What can 
be dangerous is when they reach the stage 
of social consciousness before the stage of 
nationalism" (ibid. 164] The prescience of 
Ihi.s observation relates provocatively to the 
Indian context ol people's struggles, where 
with all the inulliplc oppositions 'o the 
Surdar .Sarovur project in Narmada. Ihe 
C'ogentrix plant in Dokshina Kannada, the 
patenting of biodiversity, Ihe numerous 
sirugglcs of dalits, adivasis. ryol.s, there is 
still no adequate organising framework that 
bring" these movements together through 
siLstaincd inieraclion. Tellingly, through tlie 
valiant efforts being made m this direction 
hy the National Alliance of People’s Move¬ 
ments led by the cnvironinenialisi-activtst 
Mcdha Paikai. one is alerted to liic continuing 
resonance of the 'notional' as providing the 
site for coasolidating the larger .struggle for 
people's democracy and social justice. 

There is yet another caveat that needs to 
be included in the re-arliculalion of the 
'national' I have in mind Huiiii Bhabhu's 
smiK-whai disingenuous attempt to acknow¬ 
ledge that “the national in theFanunian 'good' 
sense cun he found in those kinds of minority 
fronts, which are articulating a transnational 
connection outside of ihc usual currency of 
national discourse" (Bhuhha I996;43). This 
IS yet another reiteration of what Benita Parry 
has justifiably cnticiscd as Bhabhu's penchant 
to ‘annex' ideas of rcsi.stancc that arc 


decoatextualised from specific histones of 
struggle. White I would not deny the 
transnational linkages of the environmental 
struggles in India with similar movements in 
the Amazon and elsewhere. I would 
foreground Ihe speciGeally national context 
of these movements, which are not ‘minority 
fronts' in some larger nebulous map of 
diasporic connections But people's 
movements intrinsic to the struggle for 
democracy in a post-indcpendence/post- 
Ayodhya India. 

6 'Border Art’ refeis to an interdisciphnoiy. 
multicultural movement ol activist pertbr- 
manccs and installations initiated in 1984 by 
an eeleciic group of American, Mexican, and 
Chicano writers and artists located m the 
neighbouring cities of San Diego and Tijuana 
Now afflicted by us own inicrnecme clashes 
of conflicting egos and ditferem readings of 
‘the border', this inoveincni is nonetheless 
memorable for its audacious and iransgressive 
representations ot exile, migration, 
xenophobia, and racism. Some of its site- 
specific performances have literally been 
played across the border ol diiferent stales 

7 ‘Inroads' refers to an ambilioiis intercultural 
project funded by the Ford Foundation, 
where the basic premise is lo open the 
possibililiesofinterdisciplinary.cross-cultural 
collaborative work with artists hu.scd in the 
US. As the unidirectionality of the word 
suggests, 'inroad.s' is rcsiricied by iLs specific 
ordering of ruiiie.s. and the implicit bias in 
favour of cultures Irom the south feeding the 
multicultural agenda of the north tin this case, 
specifically llie US). 

8 I was alerted to llic intercultural dynamics of 
the 'respect fur imperteclinn' in a prescnlalion 
made hy Adrian Pijx'i in a conference on 
'Frameworks tor Art’ at Ihe Mobile Piuikh 
Centre tor the V isual Arts in Miiiiibai. February 
1998 Piper began her prcseniaiion hy 
acknowledging tliiU she was opening herscll 
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if nol derision, by speaking on yoga, one of 
the discipline that has inspired her own 
analytic philosophy and performance practice. 
Admittedly. Piper’s ‘imperfections' were 
real, not least her mispronunciations of 
basic San.skrit words (which she herself 
constantly highlighted), apart from a very 
literal paraphrase of Palanjali. But this 
was just the prologue, if not preparation for 
her own philosophical journey into an 
exposure of racism and the politics of 
appearing to he 'white' when one is. in 
actuality, 'black'. 

This traii.sition from the philosophical 
conlCKl ot yoga into the political realities of 
racism was a mind-blowing experience fur 
the audience Whai inipies.sed and moved me 
deeply was not Piper's conceptual translations 
of tiK' terms muksha and dhanm within the 
junctures of her own autobiographical 
narrative, bur the quality of stillness and 
concentrated energy in her presence This, 
for me was yoga in action It was also an 
illumiiiatioii of the subversive pnssihilities ol 
yoga iis u 'polilical' discipline In retrospect. 
I would emphasise how much therc is to learn 
from Piper's iiiieri'ulturalily. where there is 
no aiienipt lo ilcmonstrato yoga as a .set of 
skills which has become the norm in the 
telishisalion ul oriental techniques by 
mien iiltural performance 'c.sperts'. Piper 
deinoiisirates Ihroiigh her practice how tlic 
pniK'ipIcs ol one eoniesi can catalyse die 
foimation ot nairaiivcs in other contexts, 
without losing their inner icsilien 'c ami 
vibrancy To hci colle.igiies in philosophy as 
well Pijiei offers an ultugi'ihcr unprecedented 
provocation III her ability to coiicreti.se ihniighi 
ihruiigh performance 

d In Bhikhii Purckh's rcliccliuns on 'being 
British' in the inuliiculiural context of Britain 
today, iliere is iui interesting focus on what 
const itiiies 'the cultural language’ of (he 
nation While this language is posited xs an 
entity. It IS also undergoing changes and 
incuqinratmg a wide spectrum of ‘diffcient 
though mutually intclligihic accents and 
idioms' jParckh I'M) 75]. ‘Being Briicsh' is 
nol about generalities like sharing 'values’ 
or a romiwn weii of Briiisli hisioiy', still 
less about ‘ohevnig laws' and 'lovinit' British 
society; it is .'pecifically related to a 
‘conceptual competence’ in being able 'to 
undei stand and handle the pravailing variety 
of accents’ (ibid, emphases in original) 
Unfoitunutcly. Parekh does not even begin 
to suggest how one goes about developing 
a cognisance of these ‘pliiralised’ iu:ccms 
Instead, he falls back on liberal urbanity 
by invoking 'a new spini oi partnership, a 
spirit ol what the Romans called civic 
tricnd.ship (ibid). This prclapsarian mode of 
utopianising the miiliiculturalism of our times 
IS yet another implicit regression, rcminisceni 
of "T.-iylor’s endorsement of a "fusion of 
honxons’ 

10 In economic terms, the privilege ol intcr- 
cuUuiali.sm can only he deconstructed by 
those who control the capital that makes its 
practice possible This involves much more 
than a liberalisation of existing funding 
policies, which continue to be based on 
moribund humanitarian and philanthropic 
premises that were formulated during the 
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cultural capital. Today, a radical .shift in 
the paradigms of funding is urgently needed, 
but this is not possible without an infiltr¬ 
ation of new ideologies like the ‘new 
abolitionist project* in white studies, which 
is bxsed on tiK repudiation of the 'lie of 
whiteness' and the privileges attached to it 
(Winant 1997). 

This 'new abolitionism’ is considered by 
Its proponents as ‘the precondition for the 
establishment of substantive lairial equality 
aiid soci.ll lustice’ [ibid:8S]. Following 
the motto “i reason to whiteness is loyally 
to humanity', it exhorts whitc.s to become 
‘race traitors' (ibid). While (his position 
is not without its blind .spots - nol least, as 
Howard Winant jioints out. ihe inscription of 
'non-while clement.s' wiim.i existing notions 
of whiteness - the 'new ahoittiunist project' 
IS an appropriate challenge, in iny view, to 
the lacit liberal support of prevailing racial 
and social iniusiices Significantly, xs Ihe 
new funding policies around 'cultural 
diversity’ programmes in the US indicate, 
there cun he no meaningful mobilisation of 
cultural diversuy without an ocknowledge- 
incnl ol (.imliniiing racial discrimination. 
Finally, one is compelled lo add that the 
implicit privileges of whiteness continue 
to underlie Ihc very formulalion of the fund¬ 
ing policies ihciiisclves, which rcfxsc to 
acknowledge (heir own lacial undcrpiimings 
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in Tami I Nadu than in Andhra Pradesh and 
in Kerala. The difference in the TFR 
between Andhra Pradesh and Tamil Nadu 
was nearly 0.7 births in 1971-7.1. There 
was a slow rale of decline in fertility both 
in Tamil Nadu and in Andhra Pradesh in 
the 1970s. However, the performance of 
Andhra Pradesh was superior to that of 
Tamil Nadu in the same period. This 
reduced the gap in the TFR between these 
two states to 0.4 births by 1979-81. Tamil 
Nadu has begun a course of rapid decline 
in fertility from the early 1980s. On the 
other hand, a stagnancy in the fertility rate 
is observed in Andhra Pradesh in the same 
period. This has again widened the gap 
in the TFR between these two stales, 
roughly by one birth. The intensification 
of fertility decline in Andhra Pradesh 
.started in the second half of the 1980s. 
Starting from the mid-1980s. the percent¬ 
age decline in fertility has been .sharper 
in Andhra Pradesh than in Tamil Nadu. 
On account of this, the expected number 
of births per woman has narrowed down 
to 0.6 by 1993-95. We must note, how¬ 
ever. that Kerala recorded the higher rate 
ot decline even in the 1970.S. 

An interesting a.spccl of fertility decline 
in Andhra Pradesh is the uniform rale of 
decline noted both in rural andurban areas. 
The dec li ne i n TFR between 1971-73 and 
1993-9.‘i was nearly 39 per cent in rural 
areas and 40 per cent in urban areas. The 
pace of decline m fertility in urban areas 
was higher in the 1970s and it widened 
the gap in 1'FR between rural and urban 
areas during 1974-76 to 1981-83. In all 
the other |Tciiod.s the dilfcrcnce in the 
numhcrol children between lural and urban 
areas was less than one. 

Fertility differentials arc commonly 
observed not only with regard to the place 
of residence (rural or urban) but aLso for 
diftercni .s(K:iocultural groups. Educational 
level, religion and caste group arc the 
common variables with respect to which 
significant differences in fertility rate are 
noticed in India. I he total fertility rate for 
groups cla.ssiricd by these selected char¬ 
acteristics is presented in Table 3. 

Ditterential fertility is commonly noted 
lor alt the background characteristics in 
.\ndhra Pradesh. Across the different 
educational gmups. the total fertility rate 
IS lower among Ihe literate with some 
educational background than among illite¬ 
rate women. It may be noted in this context 
that around 69 percent of the ever married 
women were illiterate in the stale accord¬ 
ing to NFHS survey. Therefore, the con- 
viderablo decline in fertility noted in the 
siau- would he th' result of decline among 
the iliiteraie gioups also, although the 


level of fertility among diem is higher than 
among the literate group. The difference 
in fertility between Hindus and Muslims 
is narrow in the state. Christian, consti¬ 
tuting 3.4 per cent of the eligible women 
in NFHS .survey, however, record very 
low levels of fertility. The highest level of 
fertility is ob.served among the .scheduled 
tribe population. Scheduled castes, on the 
contrary, records a TFR almost in line with 
tire entire state. Nearly 5 percent of ihecver- 
married women in NFHS survey belonged 
to the scheduled tribe communities. 

There is a strong correlation between 
total fertility rate noted from background 
characteristics and the percentage of fam¬ 
ily planning acceptors in the state. Illit¬ 
erate women have substantially lower 
levels of acceptance rate than women with 
some educational level. The rate of accep¬ 
tance is almost similar between Muslims 
and Hindus. Interestingly, the acceptance 
rate of family planning between sched¬ 
uled castes and scheduled tribe population 
IS also similar although the fertility rate 
among them varied sub.stantially. 

On the whole, it may be concluded that 
although the fertility rate differs with 
various characteristics, the level of fertil¬ 
ity is low among all these groups, except 
scheduled tribes. Hence, perfect homo¬ 
genisation in fertility is still to take place 
111 the stale. However, the intcrc.sting 
observation is that the fertility rate among 
Ihe Muslims is in line with the state level 
and close to that of the Hindus. 

Distkictwisf. Fertii.ity Di-.cijnf 

Andhra Pradesh is divided into three 
regions primarily based on historical 
laclors. There are significant differences 
among the three regions, coa.stai Andhra, 
Telengana and Rayalascema in the levels 
of .socio-economic development. Andhra 
Pradesh was formed by amalgamating the 
Tclugu-speaking areas of the Madras 
province under British India and the 
princely state of Hydcr^ad, which com¬ 
prises the region of Telengana, one of the 
least dcvclo|)ed regions at the time of 
independence. It is not that all the districts 
111 one particular region arc homogeneous 
i 11 the levels of development. In the Andhra 
region o Madras province, there are less 
developed regions like Rayalascema and 
north coastal Andhra compared to other 
coastal districts. Nonetheless, in mo.st of 
tlic .socio-economic charactcristic.s, coastal 
Andhra fares better than the other two 
region,s. 

The estimates of district level total 
fertility rates are available from 1981 
Census. However, the corresponding rates 
based on 1991 Ceasus arc not yet pub¬ 


lished. Bhat (1996) has undeitakrai an 
indirect estimation of district level TFR 
from the available information on the 
population of age below seven years from 
1991 and 1981 Censuses. Hence 'district 
level estimates of TFR is available for 
1974-80 and 1984-90 period. For the latest 
years, Balasubramanian and Satyasekhar 
(1998) have estimated TFR from the 
available couple protection rate at the 
district level. The different district level 
estimates along with female literacy rate 
and infant mortality rate (IMR) arc pre- 
.sented in Table 4. 

Table 4 clearly brings out the fact that 
the .state is characterised by, pos.sibly, one 
of the highest levels of regional hetero¬ 
geneity among Indian states. The TFR 
estimates vary between 1.9 in West 
Godavari di.strict and 3.4 in Adilabad 
di.strict in 1995. Fertility rates are gener¬ 
ally higher in the Telengana region. 
Moreover, the rate of decline in fertility 
in few di.stricts in this region is also 
comparatively poor. Di.stricts like Mcdak 
and Adilabad recorded higher levels of 
fertility and aLso a low rate of decline in 
the 1980s. Incidentally, Adilabad and 
Mcdak are two of the poorest district.'; in 
the state. 

In a nutshell, all these data indicate that 
while there are significant variations in the 


Tabli; 2 Total Fi-.Rriun RAn-oFTiiREi- 

.Souitll-.RN .SlATIiS AND ^LL'l^•mA 
(Three year niuving averages) 


Years 

AP 

Kcr 

TN 

All Ind 

1971-7.1 

4,1 

4.0 

1 8 

5 1 

1972-74 

4 1 

1 7 

? 7 

5.0 

I97.t-7.<i 

4 5 

1 5 

17 

49 

1974-76 

4,5 

1 4 

1.7 

4 8 

197.S-77 

44 

1,1 

1 8 

47 

1976-78 

4.1 

1.1 

17 

4 6 

1977-79 

42 

1.0 

1.7 

4.’^ 

1978-80 

4 1 

10 

1 5 

4.4 

1979-81 

1.9 

2.9 

1.1 

4.4 

1980-82 

1.9 

2.9 

1.4 

4.1 

1981-8.1 

1.9 

2.8 

1.1 

4.1 

1982-84 

1.9 

2.6 

1.1 

4,5 

1981-8.1 

19 

2.5 

1.1 

4.4 

1984-86 

18 

24 

2.9 

41 

198.1-87 

17 

2,1 

27 

42 

1986-88 

1.6 

2.2 

2.6 

4.1 

1987-89 

1.1 

2 1 

2 5 

4 0 

1988-90 

1.2 

2.0 

2.4 

1.9 

1989-91 

1.1 

1.9 

2.1 

.1.8 

1990-92 

1.0 

1.8 

22 

1,7 

1991-91 

2.8 

1.7 

2.2 

1.6 

(992-94 

2.7 

1.7 

2 1 

1.1 

1991-9.1 

2.7 

1 7 

2.1 

1.1 

Rate of Deeline (in Percentages) 



1971-71 to 1979-81 

1.71 

1.86 0.81 

1.98 

1980-82 10 1984-86 

0.12 

4.92 1,81 

1 11 

198.1-87 to 1989-91 

4.94 

4.79 1.18 

2.68 

1990-92 to 1991-91 

1.11 

1.91 

2.16 

I..S8 


Note: Same a.s in Table I 

5r>M/'r'e: Sample Registration SyiMeni, various 


years. 



t'eitility rate anwng the regions in the state, 
a considerable amount of homogeneity is 
noted with regard to different sociocul¬ 
tural backgrounds. The difference in the 
fertility level for different sociocultural 
groups has been much lower than that 
noted among the regions. There has been 
a decline in all the districts, although the 
pace of decline is slow in a few districts 
in the Telengana region. In the coa.stal 
Andhra region, which is comparatively 
prosperous, fertility levels are lower. This 
is true even in the case of Srikakulam and 
Vizianagarain, the two poor di.stricts in the 
case of north coastal Andhra. On the whole 
the |X)orcsl districts in Telengana region 
recorded a slower rate of decline and higher 
levels of fertility than in the other di.stricts. 

II 

Factors Influencing Fertility Decline 
in Andhra Pradesh 

Tlie decline in fertility in any popula¬ 
tion, both historical and contemporary, 
has been atiiaciing wide attention fnim 
researchers. Arguably, the decline in fer¬ 
tility is one ol the important social and 
historical dcvclopinenis taking place.’ 

.Studies on the Kuropcan countries have 
clearly brought out the tael that fertility 
decline couhl lake place under a wide 
variety ol social, economic and demo¬ 
graphic conditions jCoalc and Watkins 
19X6], The onset ol fertility decline had 
occurred with infant mortality as high as 
221 in (iermany in 1X90 and the percent¬ 
age of literate as low as 40 per cent in 
Bulgaria in l9l2|KiuHlcland Wallc 1979). 
One of the crucial findings from the 
EuRipcaii ten I lily studies which has im¬ 
plications for developing countries is that 
decline m fertility can even occur in places 
with low levels of female literacy and high 
rates ol infant mortality. 

Hie discourse on tertility decline in India 
is mainly confined to two soulhern states 
in the country. The dramatic decline in 
fertility in Kerala in 1960s and more 
recently in Tamil Nadu has attracted the 
attention of scholars, both national and 
international. The experience of Kerala, 
on the w hole, led to the understanding that 
even'Without significant improvement in 
the levcisof indusiriali.saiion. urbanisation 
and material improvement in the .standard 
gf living of the people, fertility reduction 
cou Id take place with .social development.' 
Female literacy came out as one of the 
strongc.st variables explaining fertility 
decline in Kerala [Krishanan 1976; Bhal 
and Rajan 1990). Along with female 
literacy, the health status of the people 
reflected in the low levels of infant mor¬ 


tality rate wa.s also considered as a further 
possible explanation for fertility decline 
in the state in the above studies. Kerala's 
quick fertility decline has also led to .several 
other explanations like tho.se referring to 
scKio-economic improvement [Zachariah 


1984; 2^chariah et al 1994), social justice 
in political and economic policies and 
development strategies retlcctcd through 
land reforms and incrca.scd wages to 
agricultural labouiers fRalcliffe 197X1, 
poverty induced factors IMencher 1980; 


Table X Total FfeRTiLiTV Rati> anu PcucENTAur oi- CiiR«tNTi.Y Marrilo Womi n A( i i hing Any 
Modern Method w Family Punning by Dimement BArKOftouNo Char At intisrics 
IN Andhra PraMiSM. I98Q-9I 


C haractenstics 

TFR 

Per Cent of Acceptors 

Per Cent ol Women 

RfSjrft'iit.e 

■ Urban 

2..15 

55 6 

26 1 

Rural 

2.67 

43 3 

7.3 9 

hihirtilum 

Illiterate 

2 HI 

43.2 

08 7 

l.itcratc. < middle complete 

2.21 

55.8 

13 4 

Middle school complete 

2.23 

.54.6 

7,6 

High school and above 

1.84 

50.1 

10.4 

Kelifiion 

Hindu 

2..59 

46.5 

88 0 

Muslims 

2 89 

44 1 

8 3 

ChnslLTn 

1 71 

51.5 

3 4 

( 'a.sle/lrilM' 

Scheduled caste 

261 

35.8 

15 0 

Scheduled tribe 

3 74 

.36 0 

S 2 

Other 

2.52 

49 8 

79.8 

I Dial 

2 59 

46.5 

4276* 


Atiff * Total number of eligible women m NFHS 
Smine National Haiiuty Health .Sursey (199.S), 


I'ahle 4. Dwriitwisi Totai pEHriLirv Rail, Fi-maif I.iti-.hacy Rah- and IMR iok Uifilrfnv PtRioDS 



1981 

1974-80 

1984-90 

1995 

Female 
Literacy 
Rate (7-I-) 
1991 

IMR 

1991 

Pei Cent 
Decline m 
TFR 

1981-95 

CiMislul Andhfa 

Srikakulum 

4 1 

46 

3 5 

2 1 

23 5 

6S 

48 78 

Vi/ianagaram 

4.0 

4 S 

.3.2 

24 

22 5 

77 

40 ()() 

Visakhapainam 

4 0 

4 1 

2 9 

2 3 

,34 6 

S4 

42 50 

Bast Godavan 

3.8 

4.2 

,3 2 

2 1 

42,3 

4K 

44 74 

We.st Godavan 

3 9 

3.9 

29 

1 9 

47(1 

43 

SI 28 

Krishna 

4 3 

.3 7 

2 9 

2 0 

45 S 

27 

53 49 

Guntur 

4 1 

.3 7 

2.7 

2 1 

IS V 

30 

48 78 

Prakiisain 

4 6 

4 4 

3 0 

2 2 

27 1 

41 

.S2.17 

Nellore 

3 9 

3 8 

2 6 

24 

37 0 

40 

38 46 

A’dvti/ti.w-fimi 

Kurnool 

5 0 

5 0 

4 1 

2 7 

26 0 

65 

46 (K) 

Aiiantapur 

4.9 

5.1 

36 

29 

27 6 

63 

40.82 

Cuddupah 

4.5 

4.2 

28 

29 

.32.4 

42 

35 56 

Chitoor 

4 0 

4.0 

2.7 

2.6 

.36 4 

42 

35.00 

Ictenfimm 

Kaiigareddy 

4 8 

5.1 

4,0 

2,6 

36 9 

44 

4S Kt 

Hyderabad 

4 2 

3,6 

2 9 

2.6 

63.6 

21 

38 10 

Ni/aiiiaba‘l 

4 1 

4.2 

.3.2 

29 

21 4 

35 

29 27 

Medak 

4.6 

4.8 

39 

3 3 

19 3 

4-3 

28.26 

Mahabubnagar 

4.9 

5.5 

4,2 

3 .3 

18 0 

74 

32 6S 

.Nalgoiida 

4 5 

49 

36 

2.S 

24.9 

SO 

44 44 

Warangal 

4.6 

4.9 

34 

27 

26 1 

48 

41 30 

Kliamitiam 

4.7 

49 

3.5 

2 4 

30.5 

41 

48,94 

Karininagar 

4.1 

4.2 

32 

2 9 

23 4 

30 

29.27 

Adilahad 

4,6 

4 9 

4 0 

3.4 

20 6 

4S 

26.09 

.Andhra Pradesh 

4 3 

4.3 

3 2 

2.0 

32 7 

45 

.39.53 


S'lite: F.slimuics of TFR for 1995 are based on the observed couple proleciiim rate (CPR) in 1994 
(one year lag) using llie equation TFR=4 94-0 ()487*CPR. 

Soinrr' 1981 TFR arc taken fromCensusof India! 1981) 1974-80 and 1984-90 TFR are from Bhal 
(1996) and 1995 TFR from Balasubramanian and Satyasekhar 11998) Literacy rate is froir 
Censu.'t of India (1991) and IMR estimated from 1991 Census by Rajan and Mohanachandrar 
(1998) 



Basu and so on. In general, 

however, female literacy and improved 
health facilities jn the state are considered 
to be the most ptrwerful among explana¬ 
tions. 

The experience of Tamil Nadu, how¬ 
ever. suggested that the decline in fertility 
could rake place even with a much lower 
rate of temale literacy and a higher rate 
of infant mortality than observed in Kerala. 
Although the female literacy rate in Tamil 
Nadu was much lower than Kerala, it was 
well above the national average. This 
comparison was true even in the case of 
infant mortality rate. A similar pattern was 
observed in some di.stricts of Gujarat where 
the ferti lity rate has declined considerably 
even with lower level of female literacy 
than in Tamil Nadu and higher infant 
mortality rate |Visaria et al 199.5]. All 
the.se confirm that it is nearly impossible 
to specify a threshold level of female 
literacy that would usher in a sharp decline 
in fertility j Visaria and Visaria 1994). An 
analysis of the 1981 data by Krishnaji and 
Kri.shan (1994) .showed that in the rural 
areas ot Andhra Pradesh, female literacy, 
under five mule mortality and ratio of 
male-female under live mortality did not 
have any relationship with children ever 
born or total marital fertility rate. 

In the ca.se of Tamil Nadu the explana¬ 
tory factors varied from the implementa¬ 
tion of vigorous family planning pro¬ 
gramme (Anthony l992;Sriniva.san 1995] 
to the success ot backward class move¬ 
ments in the stale (Anandhi 1996; 
Sriniva.san cl al 1991], Further, Kishorc 
(1994) argued that the exclusionary pro¬ 
cess - one that leaves the poor out - of 
development m the .state is the leading 
cau.seot decline in tertility in Tamil Nadu.^ 
Nagaraj (1997) altributed the fertility 
decline in Tamil Nadu to Ihc phenomenon 
tit social capillarity’ where a large section 
ot the po|iulation adopt family planning 
as a means lor bridging Ihc gap between 
increasing aspirations and expectations 
on the one hand, and the resources to meet 
these aspiratitins, on the other. The facili¬ 
tators for the social capillarity phenomena 
are held to he; agrarian modernisation, 
strong rural-urban linkages, changing 
patlern of mobility, spread and reach of 
mass media and films, dilution of the 
progressive sociocultural content within 
the Dravidian movement in the .state and 
so on. 

The on.set of the electmnic era has also 
persuaded the re.searchers to emphasi.se 
the importance of the media. It is argued 
that while in Kerala tlie print media played 
a civicial role, in Tamil Nadu, and to some 
extent in Andhra Pradesh, the access to 


electronic media was cniciai tn explaining 
feitltily decline [Bhat 19%]. A .similar 
explanation has been offer^ from the 
experience of several developing coun¬ 
tries; ‘social interaction’ has been sug¬ 
gested as one of the powerful forces that 
accelerate the pace of fertility change in 
a society [Bongaarts and Watkins 1996], 
There can he different channels of social 
interaction .such as spatial proximity to 
urban centres, extensive media facility 
and so on. 

From the above studies'* and also flrom 
the experience of Andhra Pradesh it may 
he concluded that it is difficult to pre.scribc 
a threshold level of female literacy for 
fertility transition. However, replacing 
female literacy with mass media, it is 
thought, does not reveal much about the 
mechanism of fertility decline particularly 
in the rural context. This is not to ignore 
the fact that the exposure to mass media 
has considerably gone up even in the rural 
areas. For example, the NFHS data re¬ 
vealed that among cver-married women 
in the age group of 13-49 years, nearly 
26 per cent watch television and 56 per 
cent listen to radio once a week, while 
41 per cent visit the cinema at least one 
III a month in rural areas of Andhra Pradesh. 
Only 32 per cent were not exptised to any 
mass media in the rural areas of the state. 
An anthropological study carried out in 
a panchayat at the Eiast Godavari district 
also indicated frequent visits to cinema 
(nearly once in a week) by the poor agri¬ 
cultural labourfamiiies in the area [Saavala 
1997). However, the important question 
is: how is it that poor agricultural labourers 
in rural areas who arc at the bottom of the 
economic ladder and presumably struggle 
to meet both ends, could afford to go to 
the cinema and spend time in watching 
television? Does this indirectly indicate 
that the standard of living of the people 
in the rural areas of the state has gone up 
at lea.st to some extent so that they can 
now afford to have some leisure and enjoy 
life? Without going into the process of 
change as such, considering mass media 
as the sole explanation for the fettility 
decline is unlikely to be useful. 

This section, therefore, attempts to bring 
out the likely forces in the dramatic fer¬ 
tility decline in Andhra Prade.sh. The 
emphasis here is not to test each of the 
above hypotheses in the case of Andhra 
Pradesh. However, the first part will state 
briefly the importance of female literacy 
and health status in determining the fer¬ 
tility transition in the state. The changes 
that are occurring in the rural economy of 
the state are analysed in the .second part. 
I'hirdly, a statistical analysis is carried out 


to understand the factors responsible tor 
fertility change in the state. 

Imkirtance op Female LrrERACv and 
Health Status 

Table 4 clearly indicate that there is a 
poor correspondence between female lit¬ 
eracy rate with total fertility rate among 
di.stricts in Andhra Pradesh. In no district 
io the state except Hyderabad which is a 
fully urbanised district has the female 
literacy rate crossed SO per cent. In nearly 
half the districts the female literacy rate 
is even below 30 per cerit. Very low levels 
of literacy are recorded particularly in the 
Tclengana region. The female literacy in 
two districts in this region is below 20 per 
cent. Even in north coastal districts like 
Srikakulam and Vizianagram where the 
fertility rate is comparatively low the 
female literacy rate is only slightly more 
than 20 per cent. 

This is also true in the case of infant 
mortality rate (Table 4). The north coastal 
districts and the districts in the Telengana 
region generally recorded a higher infant 
mortality rate than other districts. .Some 
of the districts in theTelengana region like 
Adilabad. Medak and Rangareddy which 
recorded highest rates of TFR do not have 
corre.sponding high levels of infant mor¬ 
tality rate. This again indicates that the 
fertility decline in the state is nut in line 
with the decline in infant mortality rate. 

Infant mortality rate, however, need not 
be the only indicator of the health status 
of the population. The probability of child 
survival will also depend on the propor¬ 
tion of children getting immunisation. This 
will, in fact, instill confidence among 
mothers about the chi Id's survi val chances. 
Further, this aLso indicates the availability 
of health facilities in the state. There are 
also other indicators like the antenatal cure 
received by the pregnant women prior to 
delivery which would enhance thechanccs 
of survival of the child, particularly in the 
neonatal stages. Women who have re¬ 
ceived antenatal care would probably be 
more aware of family planning and the 
chances of their accepting family plan¬ 
ning will also be higher. 

The NFHS ha.s collected information on 
antenatal care received by pregnant women 
in the four years prior to the survey. The 
information was collected from those 
women who had a live birth during the 
four years preceding the survey. The per 
cent distributions of live births during four 
years preceding the survey by .source of 
antenatal care during pregnancy by back¬ 
ground characteristics ate given in Table 5. 

An overwhelming percentage of moth¬ 
ers (86 per cent) have accepted antenatal 



careand 62 per cent have received it from 
a medical doctor in Andhra IH'adesh. This 
is, infact, aremarkable achievement. Even 
in the rural areas the percentage of women 
accepting amenatal cate is fairly high. 
Differences are observed in the accep¬ 
tance of antenatal services ba.sed on the 
level of education. Interestingly, however, 
nearly 80 per cent of mothers even among 
the illiterate groups have received antenatal 
care. The highest percentage of non¬ 
utilisation of antenatal service is observed 
among the scheduled tribe population 
(35..5 per cent). ^ 

The percentage of children accepting all 
the vaccinations within 12 months is 
relatively low (36.5 per cent). However, 
the percentage of children not receiving 
any vaccination is also nut very high (21 
percent). litis implies that health facilities 
are avai lable to most of the chi Idren i n the 
■State. However, many of them did not avail 
of the vaccination in time; nor have they 
undergone the full course of vaccinations. 
The availability of health facilities can 
instill confidence among the mothers on 
the survival chances of children. 

The high incidence of antenatal care 
observed in the state definitely would have 
i mplicai ions Ibr the acceptance of the small 
family norm and tamily planning meth¬ 
ods. More than half of the antenatal care 
even in the rural areas is provided by 
doctors outside home. In the hospital, 
women may he encountering a number of 
tamily planning acceptors and this would 
encourage them al.so to accept the same. 
Propel inibnnation on the method of family 
planning could also he obtained t mm healtii 
professionals during the antenatal check 
up time 

In a naishcll, the mic of female literacy 
and health status on fertility transition in 
Andhra Pradesh may not be as crucial as 
tn the case of Kerala. However, significant 
changes arc observed in the antenatal care 
of pregnant women in recent years. This 
would have played some mIc in the fer¬ 
tility decline in the .state. 

Rolf of Etonomic Factors 

Although .studies on fertility in India as 
a whole did not give much emphasis to 
the role bf economic factors, it would be 
improper to ignore them altogether. Mainly 
two important changes are taking place in 
Andhra Pradesh, which have liad an i mpacl 
on the standard of living of the people. 
Firstly, there has been a considerable 
reduction in the population below the 
poverty line in the state over a period of 
time particularly in the 1980s. The second 
change, namely, the changes occurring in 
the labour market in the state, may be 


complementary to the first one. For the poor 
in the rural areas, the standard of living 
mainly depends upon the labour market 
conditions [Radhi^rishana et al 1988]. 

The reduction in poverty in the state has 
been substantial over the last two decades 
and particularly from the 1980s.* The 
percentage of population below poverty 
line in Andhra Pradesh is the second lowest 
among niajoi ..latcs in India after Punjab. 
1 his arguably has been attained not by a 
substantial increase in the per capita in¬ 
come of the people but through generous 
subsidies provided by the government in 
raising the standard of living ot the people. 
Table 6 gives the population below pov¬ 
erty line in the state for different periods. 

Rural poverty has declined dramatically 
and is now close to the Punjab figure of 
11.95 percent which is the lowest in India, 
llie reduction in poverty in Andhra Pradesh 
has been attributed mainly to various 
poverty alleviarion measures undertaken 
by the government. One of the important 
measures in tackling poverty has been the 
vigorous public distribution system (PDS) 
for focxlgrains. The subsidised rice scheme 
at Rs 2 per kilo has been in e.xistcncc in 
the .state since 1983 llndrakant 1996). The 
price was increased to Rs 3.50 in August 
1996. This scheme is covering nearly 70 
per cent of the population in the state 
IKadhakrishana et al I997J. In the rural 
areas, the coverage is as high as 80 per 
cent of the total population. Another pro¬ 
gramme which integrates .supplementary 
nutrition with primary' health care and 
informal cducfhtion is the Integrated Child 
Development .Services (ICD.S). It tries to 


help the pre-school children and pregnant 
mothers with supplementary nutrition 
through a network of- anganwadi. 

Andhra Pradesh is also spending a 
substantial amount of money on several 
other poverty alleviation programmes. The 
data on money spent on PDS and ICDS 
and also on all the poverty alleviation 
programmes (PAP) arc presented in 
Table 7. 

Significant difference can be noted in 
the public spending on poverty alleviation 
programme between Andhra Pradesh and 
two other states. On a per capita basis. 
Andhra Pradesh spent almost double the 
money spent by Karnataka and Uttar 
Pradesh. The total money .spent on food 
subsidy and ICDS are significantly higher 
in Andhra Pradesh. The state contribution 
in PAPs in the state is nearly 41 per cent, 
while it has been 21 per cent in Karnataka 
and 28 per cent in Uttar Pradesh. 

All these indicate that the state was able- 
to enhance the standard of living of the 
people by generous scheme.s. Studies 
conducted on the ICDS schemes report 
that the beneficiaries of (he scheme in the 
state mainly belong to the economically 


Tabi.f. ( t : Pi-.kn.NTAGF OF Population biuw 
P ovLRj-Y Line. Anohra Praiash 


Year 

Pcrtenlagi' 

below Poverty Line 

Rural 

Urban 

Tolal 

I97.V74 

48.41 

.S0.61 

48.86 

1977-78 

38.11 

43 55 

.39.31 

1983 

26..‘i3 

3(i 30 

28.91 

1987-88 

20.92 

40.11 

25 86 

199.3-94 

I.S92 

^8.33 

22 19 


Sonne' Govemnieni of India (1997) 


Table 5' Pkr Cent Dlstribiition of Live Births Flrir Years Preceding the Survey by Sourcf.s of 
Antenatal Care ourinc. Prfonawv by ((elected CHARACTERi-vncs, Andhra Prade-sh. 1992 



ANC at Home 
from Health 
Worker 

Doctor 

Other Health 
Professional 

No 

ANC 

Hesidence 

Rural 

24.8 

55 3 

4.3 

14 1 

tJrban 

5..3 

81.6 

3.1 

6.6 

I'duinhoH 

Illilcraie 

25.0 

53.0 

4.0 

164 

Literate, < middle complete 

14.2 

77.5 

2.9 

3 9 

Middle school complete 

9.4 

82.0 

58 

2 2 

High school and above 

3.5 

90.5 

1 0 

1.0 

Heliiiion 

Hindu 

20 5 

60.6 

4.3 

12.4 

Muslims 

13.3 

74.0 

22 

7.2 

Christian 

28.6 

55.1 

20 

14.3 

( 'n.\le/lrih>' 

Scheduled caste 

24 1 

.56.1 

5.4 

11.5 

.Scheduled tnbe 

29.8 

29.8 

2.4 

35.5 

Ollier 

18.3 

65.7 

3.9 

10.4 

T otal 

20.0 

61.9 

4.0 

12.2 


.Vole: ANC s amenatal care. ANC accepted from traditional health attendant and missing coses art 
omiiicd. Hence, the percentages will not add up to 100. 

Sonne-. National Family Health Survey. Andhra Pradesh. 1992. 



and socially weaKcr sections ot the rural 
society like scheduled caste and sched¬ 
uled tribe population (Radhakrishna et al 
19971. 

The standard of living of the people in 
rural areas is also determined by the 
employment opportunities and the wage 
rate. As a majority of the poor in the rural 
areas have only their labour power to sell, 
the number of days of employment and 
the wage rate ultimately determine their 
standard of li ving. Hence, the changes that 
are udcing place in the labour market are 
crucial lor the rural population. The nexus 
between poverty and unemployment wa.s 
explicit in Andhra Prade.sh. as shown by 
the data from the earlier rounds of the 
National Sample Survey Organisation 
(NSSOi [Pailhasarathy and Jayashrce 
1995]. However, this relationship has 
weakened in tiu; 1980s probably because 
of the public intervention programihe in 
employment (Parthasarathy and Jayashrce 
1995]. The percentage of unemployed in 
the rural areas of the state for various years 
is presented in Table 8. 

There is no doubt that there has been 
a significant reduction in the rural unem¬ 
ployment in the state particularly among 
females.^ The female unemployment rate 
has declined consistently since 1972-73. 
The male rate lias also come down to a 
low level by 1987-88. has registered a 
slight increase by 1993-94. However, this 
unemployment rale is higher than that 
recorded for all-India, although the rate 
is declining at a faster rate in the state than 
in all-India. It may be recalled in this 
context that the state also has one of the 
highc.st female work participation rates 
among tlie major states in India in 1991. 
The male participation rate is also high in 
the state. 

Not only has the unemployment rate 
come down, but the wage rate of agricul¬ 
tural lalxiurers has al.so shown a consid¬ 
erable increase in the 1980s.'* The wage 
rate of agricultural labourers was Rs 5.9 
and Rs 4.6 for males and females respec¬ 
tively in the state in 1980. This has gone 
up to Rs 23.9 Rs 17.8 for males and 
females by 1992. The real wage rate also 
indicated an increa.se from0.9to 1.4 among 
males and 0.6 to l.l among females bet¬ 
ween 1974-85 and 1987-88 at 1960-61 
prices lUnni 1997], However. Paitha- 
sarathy (1996) observed that during the 
1990s the rising trend in real agricultural 
wages is not su.stained. The wage rate of 
agricultural labourers varied considerably 
between the coa.stal districts and the dry¬ 
land areas ol Tcicngana districts in the 
first halt v>t the 1980s. Thereafter, the gap 
has slowly narrowed to a considerable 


extent, ine wage rate tn coastal aisincts 
iNRs2S.6andRs 18.2 formate and females 
respectively while in Telengana it was 
Rs 23.5 and Rs 17.6 for males and females 
in 1992. This indicates a homogenisation 
of agricultural wages in these two regions. 

Another interesting development in the 
labour market is the migration of labour 
to high growth areas and urban centres 
particularly in the 1980s. It is also argued 
that the living conditions of the rural labour 
households has gone up due to the remit¬ 
tances from these destinations [Krishnaiah 
1997], The homogenisation of the wage 
rate would also be the result of this mi¬ 
gration of labourers. 

All these sugge^ that substantial changes 
were occurring in the economic life of the 
mral people in the state in the 1980s. This 
would have been facilitated by several 
factors like the subsidised rice scheme for 
tlie poor, a large amount of money set 
apart for poverty alleviation programmes 
by the .state. increa.sing rate of work par¬ 
ticipation. particularly of females and 
higher wage rates. All these developments 
could have increased the real income of 
the rural households. 

The important question, nevertheless, 
would be how far the rising living stan¬ 
dards have influenced the familial deci¬ 
sion making especially on the choice of 
tlie number of children. Could these fac¬ 
tors have generated an environment of 
livclihtxxl security, so that the role of 
children as a source of income security 
become less important? 

STATisTirAL Analysis 

Finally, to te.st the validity of some of 
the above arguments a logit analysis is 
curried out asing household level data 
from the NFHS. The dependent variable 
selected for the logit analysis is ever 
u.scofany modern contraception. The 
analysis is also done for coastal Andhra 


ano other regions ( leieagana and 
Rayaiaseema) separately. 

Several independent variables are con¬ 
sidered for the analysis. Age the mother 
is included in the model as a squared term 
to account fm any non-linear relationship 
between age and family planning accep¬ 
tance. As family planning acceptance is 
also a function of number of male and 
female children ever bom and dead, these 
are also entered into the equation. A square 
term is also introduced for all these vari¬ 
ables. The number of children lost by the 
mother is the only health indicator in the 
model. Sociocultural variables like literacy 
of mother, literacy of father, caste and 
community are included as dummy vari¬ 
ables. The effects of mass media are also 
sought to be captured by a dummy vari¬ 
able giving the exposure to any mass media, 
radio or television, in the past two weeks 
preceding the survey or visits to cinema 
in the past one month preceding the sur¬ 
vey. Asset holdi ng of the household would 
signify the economic standard of living of 
the household. Further, the work partici¬ 
pation of women is included to know the 
effects of women's outside work on con¬ 
traceptive use. Type of residence will show 
the impact of rural or urban residence on 
fertility. Table 9 gives the results of logit 
analysis on ever use of modern contracep¬ 
tion in di fferent regions of Andhra Pra(te.sh. 

The variables such as age, male children 
bom and died, female children bom and 


Table 8: Pebcentaoe of Unemfujved by Sex 
FOR Various Years. Andhra Pradesh, Rural 
(Curreni Doily Status) 


Year 

Male 

Female 

Total 

1972-73 

8.1 

16.4 

11.2 

1983 

7.9 

MIS 

10.0 

1987-88 

4.9 

9.4 

6.7 

1993-94 

5.9 

7.0 

6.3 


Source: National Sample Survey Organisation, 
various years. 


Tablf. 7: PuBur Spending on Major Poverty Au eviation PnexiRAMME m Three States. 1993-94 

(Rupees in milium) 



Andhra Pradesh 

Karnataka 

Unnr Pradesh 

Fond Subsidy 

8273 

2445 

21.53 

Centre 

4t93 

1995 

16.53 

Slate 

4080 

4.50 

.500 

ICDS 

625 

393 

336 

Centre 

464 

352 

- 

.State 

161 

41 

3.36 

Major PAPs 

13317 

.5235 

I2S49 

Centre 

79.30 (59.5) 

4144 (79.2) 

9095 (72.5) 

Slate 

5387 (40.5) 

1091 (20.8) 

.M54 (27.5) 

Major PAPs (per capita spending) 

200.2 

116.4 

90.2 

Cenire 

119.2 

92.1 

65.4 

Slate 

81.0 

24.3 

24.8 


S'mes: PAP s Poverty Alleviation Prognunme. 

Percentage in parentheses. 

Source: Radhakrishna et at 11997). 
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ever ase of modem contraception. Sur¬ 
prisingly, neither literacy of motlwr or 
feather show any significant relationship 
with family planning acceptance in the 
coastal Andhn region. Inste^ mass media 
.^exposure and asset holdings become two 
important variable that determine family 
planning acceptance in this region. Mass 
media, however, is insignificant in the 
case of Telengana-Rayalaseema region. 
In this region, work participation of women 
comes out as a strong variable that ex¬ 
plains the use of contraception. Scheduled 
caste and scheduled tribe population .seem 
to have Icsiscrarntraccptive use. Commu¬ 
nity (represented by the dummy ‘Muslim’) 
have significant impact on the contracep¬ 
tive U.SC only in the Telengana and 
Rayalascema region. 

On the whole, the logit carried out have 
indicated some veiy interesting patterns 
and also a certain inherent puzzle. Coastal 
Andhra region invariably shows that fer¬ 
tility decline is taking place even among 
the illiterate sections of the .society. 
^ Whether mass media exposure is a sub¬ 
stitute for literacy in this region is some¬ 
thing which may need further probing. 
Another po.s.sible explanation for the fer¬ 
tility decline m the coastal Andhra may 
he in tenris ot the geographical diffusion 
which is observed m the entire coa.slal 
bell. However, without explaining how 
exactly diffusion has been taking place, 
citing it as a possible explanation for 
something which has already happened 
tthe Icrtility decline), is not very useful. 

In the l'elcngana-Rayala.secma region, 
on the other hand, mass media do not play 
any crucial nile. In this region, variables 
like work participation of women in outside 
work have a strong correlation with both 
) children ever born and lamily planning 
acceptance. The inherent paradox cannot 
be rc.solved easily. However, it is thought 
that the outside work of women not only 
provides additional income to the poor 
household but also exposes them, to some 
extent, to the out.sidc world. Especially 
in a place like Telengana where the 
organisation of labour has a long and rich 
history of struggle and oringing about 
some changes, outside work of women 
possibly gives them better awareness than 
what mass media may provide. So work 
participation of women should not be taken 
as such but needs to be given emphasis 
in the context of a higher level of 
organi.sation of labour. James (H)97) 
observed a similar experience in the case 
I of agricultural labourers of Kerala. How- 
' ever, the reasons as to why work partici¬ 
pation is not important in coastal Andhra 
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Rayalaseema region in explaining the fer¬ 
tility variation needs further probing. 

Conclusion 

Uie southern states in India, on the 
whole, are unttergoing a fertility transi¬ 
tion. Ofthe.se Kerala and Tamil Nadu have 
already attained a replacement level fer¬ 
tility. The dramatic fertility decline in 
An^ra Pradesh shows that the state will 
follow the other two .soon. Hiis study has 
mainly attempted to depict the fertility 
decline in Andhra Pradesh and to bring 
out certain plausible explanations. 

Fertility has been declining at a slow 
pace in Andhra Pradesh for at least two 
decades. However, a considerable decline 
in TFR is noted from the mid- 198()s, after 
a stagnancy in the early 1980s. The 
neighbouring state Tamil Nadu, however, 
had a significant decline in fertility from 
the early 1980s onwards. The rale of decline 
as between Tamil Nadu and Andhra 
Pradesh was not widely different over the 
last two or three decades. However, the 
initial level of fertility in Tamil Nadu was 
much lower than in Andhra Pradesh and 
hence the magnitude of difterence in total 


iciuiiiy raie siiii persists oeiwcen inese 
two states. 

Another important aspect of fertility in 
Andhra Pradesh has been the similar pace 
of decline observed between rural and 
urban areas. The current fertility levels 
among different educational categories, 
religious groups and caste groups clearly 
indicate that fertility has substantially 
declined in all these groups. The differ¬ 
ence in fertility between two prominent 
religious groups. Hindus and Muslims is 
negligible in the state. This is also ob¬ 
served in the ca.se of family planning 
acceptance. 

Spatial difference in lertility, however, 
still persist in the state, and the coastal 
districts and the Rayalascema region have 
lower levels of fertility than the Telengana 
region. It may also be noted that the 
Telengana region, which was part of the 
old princely state of Hyderabad, was one 
of the least developed regions in the 
country. However, a fertility decline has 
occurred even in the Telengana region. 

This study has also attempted to identify 
the factors responsible for the dramatic 
fertility decline in Andhra Pradesh. The 
discussion on the cau.ses of fertility decline 


T^HLE 9’ Ki.iin.ts (jf L(Xiii Analysis on Evbr IJsb of Mni)i-.KN Mf rnou (»■ CoNiRAU-iTinN in 
DlFHiRENT KliGIONS (V Andiira Praugsh. 1992 


Tclenganu and 

Cuasial Andhra Kayala.seeinu 'I'uial 


Vanables 

B 

.SE 

B SE 

B 

SE '. 

Age 

415** 

055 

-418** 

.049 

424*- 

076 

Age squared 

-(K)6** 

.001 

- 006*• 

(X)l 

006** 

001 

Male child ever bom 

1 620** 

172 

1 518** 

117 

1 497»* 

085 

Male child squared 

-.188** 

-071 

- 2(X)*» 

024 

- 194** 

OIK 

Female child ever born 

1 7f4** 

170 

1 109** 

108 

1 717** 

1)82 

Female child squared 

-.268** 

028 

- 164** 

022 

201- + 

017 

Male child dead 

- 767** 

179 

-616** 

117 

- .598** 

.085 

Female child dead ^ 

- 669** 

149 

• 288* 

117 

- 442** 

.090 

Literate women 

.716 

175 

716** 

155 

617** 

117 

Literate Husband 

.715 

1.52 

..594* • 

129 

.452** 

096 

Caste 

526»* 

.167 

642** 

177 

587** 

102 

Muslim 

- 576 

271 

- 677** 

202 

- .51,1** 

.148 

Media exposure 

.474* 

.147 

.141 

12T 

727** 

094 

Working mother 

1.59 

147 

294* 

122 

184 

091 

Asset holding 

141** 

.040 

.087* 

077 

077* 

025 

Type of residence 

IH)7 

.160 

061 

145 

057 

104 

li’nnsiant) 

-10 787** 

.902 

-11 242** 

.807 

10.979** 

.585 

Goodness of Fit' 

1949 

837 

2477.652 


42.70 945 

Nuinbet of selected cases; 

1899 

2777 


4276 

2 Log Likelihood 

2618.2184 

2244 900 


5912 2187 


Snin ** significant at less than .001 level. 

* significant at less than .01 level 
Literate women Illiterate; 0=illitcratc. 

Liicr.'ktc Husband Isliterate; 0=itlitcrate. 

Muslim l=Musliins 0=others. 

Working Women l=worlung 0-not working 
Caste (V.SC and ST Irmthers. 

Type of residence Isurban Osruial 

Media exposure: I if exposed to radio or idicvi.sinn two weeks prior to the survey or watch 
cinema one month ptec^ing the survey. 0 if not exposed 

Asset holding; Number of assets owned hy ihe household out of the total number enquired 
in the list of durable in the NPHS. 



in India are mainly confined to the expe¬ 
rience of Kerala and T;imil Nadu. Based 
on the experience of Kerala, female lit¬ 
eracy and health status of the people are 
considered as two influential variables in 
reducing fertility. However, the impact of 
female literacy appears to be rather weak 
in Andhra Pradesh. On the other hand, a 
significant progress is noted in the antenatal 
care of pregnant women. 

Tile decline in fertility in Andhra Pradesh 
would have intensified due to the striking 
changes that are taking place in the rural 
economy, particularly in the 1980s. The 
state government introduced a vigorous 
public distribution for food by which nearly 
80 per cent of the people in rural areas 
are given rice at a very cheap rate. There 
are also other schemes like ICDS, in which 
government was pumping sufficiently 
large amounts of money to enhance the 
standard of living of the people. With all 
these developments the population below 
poverty line has declined dramatically in 
the state since the 1980s. 

Along with the poverty reduction, sig¬ 
nificant changes are also taking place in 
the labour market in the rural areas. The 
unemployment rate has come down sub¬ 
stantially and the agricultural labour wage 
rate has gone up even in dryland regions 
likeTcIcngana. Further, there is also large- 
scale migration of labour to urban centres 
and wetland regions where employment 
opportunities are higher. 

All the.se changes, it is thought, would 
have helped to increase the standard of 
living of the rural people to some extent. 
However, whether the generous govem- 
inetu intervention and increa.se in wage 
rate could create an environment of eco¬ 
nomic security whereby tlie role of children 
as economic security declined is a ques¬ 
tion which may need further probing. It 
is thought that some of thc.se measures 
would have acted as a disincentive for 
having more children even in the rural 
context. To test the above argument a few 
regressions have been carried out at the 
district and the household level using 
NFHS data. 

The hou.sehold level analysis is carried 
out for coastal Andhra and Telcngana- 
Rayala.secma region separately. This 
brought out a few iniere.sting findings 
coupled with some paradoxes. In the 
coastal Andhra region, variables like 
literacy of mother or father do not seem 
to explain contraceptive use. 'fhe signi¬ 
ficant variables are: media exposure and 
asset holdings of the household. On the 
other hand, in thcTelengana-Rayalascema 
legion, mass media exposure and asset 
hoUlings were insignificant but literacy ot 


woiMen, work participation outside home 
have emerged as significant variables in 
explaining family planning use. 

Whether in the coastal Andhra region 
mass media and some of economic pros¬ 
perity could have replaced literacy levels 
of women in promoting fertility reduction 
camuit be conclusively shown. However, 
it seems that mass m^ia have played a 
role in the fettiiity reduction in these region. 
Why only in the Telengana-Rayalaseema 
region, does work participation of women 
come out as a significant fertility reducing 
variable? Although it is difficult to give 
a final answerto this question, it is thought 
that a region which has rich history of 
labour organisation and struggle, outside 
work of women not only provides addi¬ 
tional income to the poor household but 
also expose them, to some extent, to the 
outside world and gives them a better 
awareness than possibly a medium like 
mass media. 

Hence, in a nutshell, it is pmisibie that 
the generous welfare measures undertaken 
by the government of Andhra Pradesh in 


poverty aUeiriationpaiticulafflyiBthe 1980$ 
have not onb' reduced poverty but also 
have had some impact on tlw fettiiity 
decisions of the people. This, along with 
the changes in the rural labour market, 
labour organisation, and other related 
factors could have created a favourable 
climate for a decline in fertility, even with 
a low level of social development 

Notes 

(A more detailed version of this paper was 
presented at a Workshop on 'South Indian Fertility 
Transition in Comparative Perspective' at Centre 
for Development Studies (CDS), Trivandrum 
during April 6-g. 1998. This paper owes a great 
deal to N Krishnaji’s inspiration and extensive 
comments. I have greatly benefited from the 
comments during the Workshops at CDS, 
Trivandrum and also from a seminar at Centre 
for Economic and Social studies. Hyderabad. I 
also gratefully acknowledge the critical comments 
and suggestions nude by C H Hanumantha Ruo. 
P Venkatramaiah and Kanakalatha Mukund in 
an earlier version of this paper.] 

I David Levine considered transition from a 
regime of high fertility to iuolher in which 
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human reproduaion is coninilied as ^family 
Rvotution. David Levine (1987) Reproducing 
Families: The Folilical Economy of English 
Population History, Cambridge University 
Press, Cambridge, p 1. 

I This ai'gument is put forward by Levine (1987) 
based on the experience ofEngland in the post 
century 

t The demographic transition theory is that 
fertility decline basically occurred in places 
that moved from a traditional agrarian based 
economic system to a largely industrial, urban 
based one. See Notestien (1945). 
t This argument goes in line with Mencher's 
observation of poverty induced fertility 
transition among agricultural labourers of 
Kerala [Mencher 1980]. 
t There also other explanations on the fertility 
decline in India which are not considered here. 
See Murthi et ol (1995). Dhorinalingain and 
Morgan (1996). 

; The percentage of population below poverty 
line varies considering using different sources. 
The trend, however, is one of considerable 
decline irres|iective of the source 
I Current daily status is the most comprehensive 
measure as it combines chronic. sea.sonal and 
intermittent unemployment. 
i The iiicren.se in tlie agricultural real wage rate 
in the 1980s is observed even in other states 
in India |l'nni 1997] 
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Theory of Convei^ence and Real Income 
Divei^ence 1950-92 


Prabirjit Sariur 

This article examines the issue of convergence of the standards of living of the North and the South 
at the Aggregative average and the disaggregative country levels on the basis of internationally and inter- 
temporally comparable real income data available in Penn World Tables over the period 1950-92. It finds 
significant evidence of widening gap in the standards of living of the two groups of countries. Only 
countries such as Korea, Taiwan and Thailand experienced a converging trend. There is some evidence 
of convergence between less rich North and richer North and between poorer South and less poor South. 


THIS article examines whether the poor 
South is coming closer to the rich North 
in the process of evolution of the world 
economy since 1950-whether the Veblen 
(1915)-Gerschenkron (1952)conveigence/ 
catching up hypothesis holds good along 
with the convergence implication of the 
neoclassical growth theory.' The issue of 
convergence of the standards of living of 
the North and the South is examined at 
the aggregative average and the dis- 
aggregative country levels. To make an 
inter-temporal international comparison 
of standards of living, the Penn World 
Tables (PWT) available through the World 
Wide Web [see Summers and Heston 
1984,1991 for details of the data source 
and methodology of construction of the 
series] are generally used. The PWT 
displays a set of national accounts time 
series data covering a large number of 
countries. ‘Its unique feature is that its 
expenditure entries are denominated in a 
common set of prices in acommon currency 
so that real international quantity 
compari.son can be made both between 
countries and over time' [Summers and 
Heston 1991:327]. 

For measuring the standard of living, a 
number of PWT series are available on 
real GDP per capita at constant dollar. We 
have used the series called RGDPT. real 
GDP per capita in constant dollar adjusted 
for changes in the terms of trade. The 
series uses 1985 international prices for 
aggregating domestic absorption and 
current prices for exports and imports to 
allow for changes in the terms of trade to 
influence real income. 

The PWT data are available over the 
period. 1950-92. Hence this is our period 
of .study. But the real income data are not 
avail^le for many countries for all the 
years. Hence a sample of 64 countries is 
chosen on the criterion that the relevant 
data arc available at least for the period 
1955-R6. But data beyond this period are 
available tor most of the 64 countries. 


NoRTH-Soimi Divergence 

Out of the 64 countries, 26 countries 
belong to the UN category, ‘developed 
market economy’ (we shall call it ‘Rich’ 
or ‘North’) and the other 38 countries 
belongtothecategory, ‘developing maricet 
economy’(we shall call it •Poor‘ or ‘South’) 
- the categories often used in the 
presentation of UN data.^ 

Toexaminethequestionof convergence 
between poor and rich countries, a cro,ss- 
country regression, named ‘Barro regres¬ 
sion’, is often fitted: 

RGPCI,, = a + b.log(PCIo,) ...(1) 
where RGPCI,, is the rate of growth in real 
income per capita of the i-th country in 
period t and PClo, is the level of real 
income per capita of the i-th country in 
the initial year. 

A positive (and statistically significant) 
estimate of the regression coefficient,b, 
found in many studies [Baumol and Wolff 


1988; Barro 1991; Mankiw ^ al 1992; 
Bano and Sala-i-Mattin 1995], is tidcen as 
evidence of divergence, called beta- 
divergence [Sala-i-Maitin 1996]: the richer 
a country is in die initial year (as measured 
by the iiutial level of per capita real income), 
the higher is its rate of giDwtii and vice versa. 

An alternative procedure of measuring 
divergence (called sigma-divergence) 
is to calculate the coefficient of variation 
of real income per capita of the whole 
sample in each year and examine its trend 
behaviour. There is some evidence of 
divergence in this measure too [Sala-i- 
Martin 1996]. 

In the context of a .study of convergence 
between the poor countries as a group 
(‘South’) and the rich countries as a group 
(‘North’), the two procedures may give 
misleading result. Beta- and/or sigma- 
divergence found in a study may well be 
due to divergence across the individual 
countries belonging to the group. Poor 


TABt F I: NoRTM-Soirm Convergence of Real Income Per Capita, 1950-92 


Regression Coefficients* 



1950s 

1960s 

1970s 

1980s 

ivso-*»; 

North^ vs 

All South^ 

0.02 

0.02 

-0.01 

0.01 

0.01 


(9.04) 

(18..33) 

(-2.26) 

(2.07) 

(2.45) 

Egypt 

0.03 

0.01 

-0.01 

0.01 

0.01 

(5.70) 

(2.16) 

(-1.75) 

(0.64) 

(1.66) 

Ethiopia 

0.03 

0.03 

0.02 

0.02 

0.02 

1950-86 

(7.11) 

(9.89) 

(5.86) 

(3.40) 

(12.20) 

Kenya 

0.03 

0.03 

-0.005 

0.02 

0.02 

(5,10) 

(6.81) 

(-0.69) 

(6 .07) 

(9.87) 

Morocco 

0.04 

0.01 

-0.02 

0.006 

0.005 


(9.81) 

(1.05) 

(-3.84) 

(2.13) 

(1.92) 

Nigeria 

0.01 

0.06 

-0.06 

0.10 

0.01 


(3.06) 

(5.36) 

(-5.40) 

(11.24) 

(0.83) 

Uganda 

0.04 

0.04 

0.05 

-0.01 

0.04 


(7.97) 

(15.26) 

(6.24) 

(-0.53) 

(15.97) 

Zaire 

0.03 

0.02 

0.06 

0.03 

0.03 

1950-89 

(5.95) 

(2.40) 

(7.92) 

(8.06) 

(5.99) 

Costa Rica 

-0.002 

0.02 

-0.01 

0.02 

0.01 


(-0.2b) 

(6.94) 

(-3.44) 

(4.25) 

(8.60) 

Dominican 

0.02 

0.03 

-0.01 

0.01 

0.01 

Republic 

(3.10) 

(3.10) 

(-1.17) 

(1.98) 

(3.91) 

El Salvador 

0.02 

0.02 

-0.01 

•0.03 

0.02 


(3.68) 

(3.44) 

(-2.44) 

(7.44) 

(15.56) 


( Contd ) 



iiwfc* 4. i^vwufyjMvin wwn Tw wfBwvB vr i^bai* rm* «.>AniA«t7«A^»77A |v>fm«v/ 


Retreitton CoefficiaiB* 



19S0s 

1960t 

19701 

1980* 

1950-92 

Guatemala 

0.03 

0.03 

-0.007 

0.04 

0.02 


(8.34) 

(20.58) 

(-1.88) 

(8.83) 

(10.61) 

Honduras 

0.03 

0.03 

-0.004 

0.03 

0.02 


(9.73) 

(15.46) 

(-0.61) 

(7.96) 

(10.02) 

Mexico 

0.01 

0.01 

-0.01 

0.04 

0.005 


(3.51) 

(5.34) 

(-4.37) 

(8.65) 

(2.50) 

Nicaragua 

0.006 

0.01 

0.03 

0.06 

0.03 

1950-91 

(0.75) 

(O.m 

(1.80) 

(3.05) 

(4.58) 

Panama 

0.02 

-0.001 

0.02 

0.04 

0.01 


(4.87) 

(-0.36) 

(4.14) 

(3.85) 

(3.10) 

Trinidad 

-0.0? 

-0.04 

-0.05 

0.08 

0.01 


(-6.44) 

(6.47) 

(-10.19) 

(9.12) 

(1.01) 

Argentina 

0.03 

0.03 

0.01 

0.04 

0.02 


(5.16) 

(6.46) 

(4.39) 

(9.24) 

(13.38) 

Bolivia 

0.06 

0.01 

-0.002 

0.05 

0.02 


(9.49) 

(3.61) 

(-0.85) 

(20.01) 

(6.35) 

Brazil 

0.003 

0.03 

-0.04 

0.02 

0.003 


(1.05) 

(8.45) 

(-7.20) 

(3.71) 

(0.84) 

Chile 

0.02 

0.02 

0.04 

0.01 

0.02 


(6.38) 

(9.32) 

(3.84) 

(1.34) 

(5.22) 

Colombia 

0.03 

0.03 

-0 01 

0.01 

0.01 


(5.75) 

(17.64) 

(-15.45) 

(8.60) 

(3.53) 

Ecuador 

0.02 

0.02 

-0.05 

0.05 

0.01 


(5.36) 

(4.70) 

(-7.78) 

(18.58) 

(2.46) 

Guyana 

0.04 

0.03 

0.001 

0.07 

0.04 

1950-90 

(10.66) 

(4.29) 

(0.03) 

(4.96) 

(8.12) 

Paraguay 

0.04 

0.03 

-0.03 

0.06 

0.02 


(7.84) 

(36.20) 

(-4.46) 

(II 22) 

(3.30) 

Peru 

0.02 

0.01 

0.01 

0.04 

0.02 


(5.56) 

(1.85) 

(1.98) 

(5.93) 

(7.19) 

Uruguay 

0.03 

0.06 

0.01 

0.02 

0.02 


(3.46) 

(52.54) 

(2.33) 

(2.31) 

(5.81) 

Venezuela 

-0.003 

0.04 

-0.03 

0 05 

0.02 


(-0.70) 

(12.41) 

(-4.66) 

(15.44) 

(5.72) 

India 

0.01 

0.06 

0.01 

-0.02 

0.01 


(7.18) 

(7.27) 

(2.27) 

(-7.76) 

(2.67) 

Jordan 

-0.07 

0.01 

-0.05 

0.03 

-0.01 

19.54-90 

(-39.88) 

(1.21) 

(-4.79) 

(3.10) 

(-2.06) 

Korea . 

0.01 

-0.01 

-0.06 

-0.06 

-0.03 

1953-91 

(2.67) 

(-1.35) 

(-16.97) 

(-41.66) 

(-3.46) 

Malaysia 

0.03 

0.03 

-0.03 

0.02 

-0.01 


(2.26) 

(10.81) 

(-9.16) 

(2.60) 

(-2.18) 

Myanmar 

0.02 

0.03 

0.01 

0.02 

0.01 


(2.89) 

(2.51) 

(0.82) 

(1.70) 

(2.90) 

Pakistan 

0.05 

-0.001 

0.02 

-0.005 

0.01 


(14.42) 

(-0.20) 

(1.89) 

(-2.69) 

(3.17) 

Philippines 

0.00 

0.03 

-0.01 

0.04 

0.01 


(0.14) 

(15.18) 

(-8.86) 

(7.77) 

(9.59) 

Sri Lanka 

0.03 

0.05 

-0.01 

-0.002 

0.01 


(8.06) 

(17.29) 

(-1.03) 

(-0.17) 

(2.52) 

Taiwan 

-0.006 

-0.01 

-0.05 

-0.05 

-0.03 

1951-90 

(-0.14) 

(-3.51) 

(-22.22) 

(-17.40) 

(-5.57) 

Thailand 

0.04 

0.001 

-0.02 

-0.02 

-0.01 


(4.51) 

(0.42) 

(-4.38) 

(-4.69) 

(-1.05) 

Turkey 

-O.OI 

0.02 

-0.02 

-0.005 

0.004 


(-0.73) 

(14.24) 

(-2.92) 

(2.27) 

(-1.77) 


Nous: 1 Regression coefTicienls are obtained by fitting the following equation: 

' dins s c + d.t where I is the time variable, dins = logfaverage RGDPT of the North) - log 
(average RGDPT of the South or the RGDFTs of individual countries of the South). To 
cure the probiem of autocorrelation, an appropriate AR process is chosen in each case. To 
save sp^, estimates of only ‘d’ and the t-ntios (given in parentheses) are repotted. 

2 Pbllowing 26 countries are considered in the sample, 'North': Austria, Bei|puiii, Cyprus, 
Oetunatk, Finland, France, Germany. Greece, Iceland, Ireland, Italy, Luxembourg, the 
Netherlands, Norway, Portugal, Spain. Sweden, Switzerland, the UK, Australia, New 
Zeeland, South Africa, Cuiada, the US. Japan, Israel. 

3 Following 38 countries are ermsidered in the sample, 'Soudi'; Egypt, Ethiopia, Kenya. 
Morocco, Nigeria. UgaiKte, Zaire, CostaRica. DominicanRepnblic, El Salvador, Guatemala, 
Honduras. Mexico, Nicaragua, Panama, Trinidad and Tobago, Argentina, Bolivia, Brazil, 
Chile, Colombia, &uador, Guyana, Paraguay, Peru, Uruguay, Venezuela, India, Jordan, 
Korea, Malaysia, Myanmar, Pakistan, Kilippines, Sri Lanka, Taiwan, Thailand and 
Turkey. 


(ouuin;' anaror across me counines 
belonging to the group. Rich (North). 

To address the que^on of Rich-PoOT 
or North-South divergence, intra-group 
divergence is netted out by aggregation 
and average real income per capita is 
calculated: the RGDPT figure of each 
country belonging to a group is multiplied 
by its population figure (also available in 
PWT) to get its total real income, TRGDPT 
in a particular year. The group total of 
TRGDPT is divided by the group total 
population figure to arrive at the figure of 
average RGDPT of each group. A time 
trend is fitted to the log-difference between 
the average RGDPTs of the North and the 
South over different periods between 1950 
and 1992: 

dins = c + d.t ...(2) 

where t is the time variable and dins = 
log(average RGDPT of the North) - log 
(average RGDPT of the South). 

The estimates are reported in Table T. 
In all the decades excepting the 1970s, the 
estimated time coefficients are positive 
and statistically significant. This implies 
that the per capita real income of the South 
grew at a lower rate than the North and 
so the initial North-South gap in real 
income pei; capita widened over time. 
Hence the overall picture for the period, 
1950-92, is one of significant divergence. 

Adding intercept and slope dummies 
forthe 1970s to the regression equation (2), 
and fitting the equation over the whole 
period, 1950-92, it is observed that the 
decade of the 1970s is no exception 
(none of the dummies is statistically signi¬ 
ficant): 

dins = 1.24 + 0.0067t - 0.05D70 
(15.30) (2.43) (-0.44) 

+ 0.0025SD70 

(0.56) ...(3) 

where D70 and SD70 are the intercept 
and slope dummies for the 1970s, R-bar 
squares 0.92, Durbin-Watson Stati- 
sticsl.85 and F = 138.27 (t-ratios in 
parentheses). Here an AR(1) process is 
fitted through the maximum likelihood 
procedure. 

In the next stage, a quadratic trend is 
fitted: 

dins = c + d.t + e.t^ ...(4) 

This is to examine whether there is any 
acceleration or deceleration in the force 
of widening North-South gap in real 
income per capitaover time. The estimated 
equation is 

dins = 1.14 + 0.026t - 0.00043t2 ..,(5) 
(32.71) (7.18) (-5.46) 

where R-har squares 0.94, Durbin-Watson 
Statistics! .89, and F = 238.35 (t-ratios in 
parentheses). 



Equation (S) indicates a deceleration in 
the force of divergence: the point of 
inflexion (t* s d/2e) at which the North- 
South gap is maximum should be 1979. 
After this point of inflexion, since 1980, 
the gap should show a tendency to narrow. 
But this was not the case; rather it is 
observed that in the 1980$ the gap showed 
a tendency to widen. 

There is not much to choose between 
the log-linear and quadratic equations since 
the values of R-bar .square for the two 
regression equations are more or less the 
same. 

To examine the individual country cases 
the log-difference between the RGDPTs 
of the North as a group and each of the 
southern countries is regressed on time. 
Estimates are also reported in Table I. 
These show that out of the 38 countries 
of the south, only 10 countries did not 
show any significant evidence of diverg¬ 
ence away from the standard of living of 
the North (as measured by the real income 
per capita figures, RGDI^s). Out of these 
10 countries. Morocco exhibited a weak 
evidence of divergence (time-coefficient 
is significant at 6 per cent level); in the 
cases of other four countries (Egypt, 
Nigeria, Trinidad and Brazil), the time- 
coefficients are positive but insignificant. 
Only five countries (Jordan, Korea. 
Malaysia, Taiwan and Thailand) showed 
an evidence of convergence or catching 
up with the North. Excepting Jordan, all 
the converging countries belong to the 
category, ‘major exporters of manu¬ 
factures’ (of the South) according to 
UNCTAD (1994). 

The convergence experience of Jordan 
was interrupted in the 1960s and turned 
into a divergence experience in the 1980s. 
The convergence experience of Korea and 
Thailand become significant only in the 
last two decades, the 1970s and the 1980s 
while Taiwan had a similar experience 
since the 1960s. The convergence 
experience of Malaysia was limited to the 
1970s. This is also the case for Morocco, 
Nigeria and Brazil. In all other decades, 
the.se countries experienced significant 
divergence. Egypt experienced significant 
divergence in the 19S0s and the 1960s and 
neither convergence nor divergence in the 
next two decades while Trinidad expe¬ 
rienced significant convergence in the 
19S0s and the 1970s and divergence in the 
i960s and the 1980s. 

Out of the 28 countries experiencing 
divergence over the whole period of study, 
nine countries experienced some kind of 
convergence towards the standard of living 
of the North (as measured by the RGDPTs) 
in the 1970s-. Costa Rica, El Salvador, 


Mexico, Colotribia, Ecuador, Paraguay, 
Venezuela, Philippines and Tuikey. Many 
other countries experienced neither 
convergence nor divergence during the 
1970s. Hence at an aggregative level, there 
is some evidence of convergence between 
the standards of Uving of the North and 
the South in the 1970s, although this is 
not confirmed by the dummy variable 
analysis, as indicated by the estimated 
regression equation (3). 


The decade of the 1970s is one marked 
by the rise of OPEC and the call for the 
new international economic orderfNIEO). 
As noted above, most of the southern 
countries covered in our study did not face 
divergence in this decade and many even 
experienced convergence. Not all of them 
are petroleum exporters. The high expect¬ 
ation of the 1970s was short-lived and the 
next decade experienced an unprecedented 
debt crisis when many southern countries 


Table 2; Converoence of Real Income Per Caftta within the North 


Period/Countries 



Estimates* 



c 

(t-ratio) 

d 

(t-ratio) 

AdjRSq 

F- 

Statistic 

Duibin-Watson 

Statistic 

Rich North (North-1)^ vs Poor North (North-2) 




1950s 

0.86 

-0.03 

0.99 

643.20 

2.05 


(127.88) 

(-25.36) 




1960s 

0.82 

-0.03 

0.96 

208.41 

1.3i 


(30.34) 

(-14.44) 




i970s 

0.33 

-0.003 

0.61 

15.10 

2.18 


(I8..38) 

(-3.89) 




1980s 

0.03 

-0.007 

0.73 

25.43 

1.62 


(0..59) 

(5.04) 




19.50-92 

0.80 

-0.02 

0.95 

1312.3 

2.11 


(8.19) 

(-4.84) 




North-1 vs Different Countries of North-2 





Cyprus 

1.39 

-0.02 

0.92 

153.45 

1.91 


(30.87) 

(-10.21) 




Israel 

1.00 

-0.02 

0.95 

275.85 

2.00 

1953-92 

(9.98) 

(-4 46) 




Japan 

1.39 

-0.04 

0.99 

.3791.7 

2.04 


(8.85) 

(-6.74) 




Austria 

0.69 

-0.02 

0.98 

882.90 

1.76 


(8.58) 

(-5.48) 




Belgium 

0.34 

-0.01 

0.94 

349.40 

1.94 


(9.91) 

(-5.08) 




Finland 

0.49 

-0.01 

0.92 

171.99 

1.82 


(19.49) 

(-10.72) 




France 

0.38 

-0.01 

0,98 

824.67 

1.69 


(6.05) 

(-4.40) 




Germany 

0.49 

-0.01 

0.98 

585.86 

1 92 


(4.43) 

(-3.93) 




Greece 

1.43 

-0.02 

0.99 

1.395.4 

1.67 


(13.11) 

(-5.07) 




Iceland 

0.59 

-0.01 

0.94 

205.76 

1.75 


(15.38) 

(■•8.96) 




Ireland 

0.89 

-0.009 

0.97 

393.75 

2.00 


(35.70) 

(-9.10) 




Italy 

0.74 

-0.02 

0.98 

1222.4 

1 64 


(10.79) 

(-6.76) 




Netherlands 

0 27 

-0.0043 

0.93 

183.85 

1.78 


(5.65) 

(-2.36) 




Norway 

0.38 

-0.0080 

0.96 

337.63 

1.89 


(9.41) 

(-5.10) 




Portugal 

1.60 

-0.02 

0.98 

536.26 

1.91 

19.50-90 

(25.46) 

(-8.76) 




Spain 

1.10 

-0.02 

0.97 

590.35 

1.92 


(9.84) 

(-4.85) 




South Africa 

1 09 

0.0095 

0.51 

220.05 

1.50 


(12.82) 

(3.19) 





Notes: I Estimates are obtained by fitting the following regression; 
dlntn2 = c -i- d.t 


where dlnln2 = log(RGDPT of North-1) - log (RGDPT of North-2 or different countries 
of North-2). To cure the problem of autocorrelation, an appropriate AR process is chosen. 
The figures in parentheses are t-ratios. 

2 Nine countries of the North with 1950-RQDPT > SSOOO constitute North-1: the US, 
Canada, Australia, New Zealand, Denmark, Sweden, Swilzeiiand, the UKond Luxembourg. 
All otlmr countries of the North belong to North-2 (for a list of countries belong to North, 
see Table I, note 2). 



su£fered an economic seOuck. Hence the 
countries were back to the course of 
divergence vis-a-vis the North. 

CoNVERQENCE WITHIN NORTH 

To examine the issue of convergence 
within the north, the countries in the North 
are divided into two sub-groups on the 
basis of 1950-RGDPT (for Israel 1953 - 
Hgure is considered due to lack of data): 
N(Htb-l: 19S(>RGLd^^$5,000 nine countries. 
North-2:19S0-RGDPT<$S,00017countries. 

Following rite procedure described 
earlier (using population figures), average 
RGDPTs of the two groups are calculated 
over the whole period of our study. The 
log-difference of the two series on average 
RGDPTs (sdlnln2) is regressed on time 
over different peric^s between 19SU and 
1992. It shows that in all the decades since 
1950, the gap in RGDPTs between the two 
sub-groups showed a strong tendency to 
decline (Table 2). But the force of con¬ 
vergence seemed to have weakened in the 
1970s and the 1980s. This is confirmed 
by estimating the quadratic trend eq¬ 
uation. 

dlnln2 = 0.88 - 0.041 + 0.000401^ ...(6) 
(22.95) (-8.99) (5.63) 
where R-bar $quare= 0.99, Durbin-Watson 
Statistic=2.04, and F = 1184.1 (t-ratios in 
parentheses). 

An AR(2) process is fitted through the 
maximum lilrelihood procedure.The esti¬ 
mated equation (6) shows that the gap 
between the RGDPTs of North-1 and 
North-2 reaches its minimum value around 
the year 1990 after which the gap is 
expected to increase. 

^t a disaggregative level, it is observed 
that excepting South Africa, all the 
countries of North-2 experienced converg¬ 
ence. South Africa, on the contrary, experi¬ 
enced divergence (Table 2). The poorest 
North-2 country is Portugal with 1950- 
RGDPT figure as low as $1240. This coun¬ 
try also experienced convergence with 
North-1. 

CONVraiOENCE WITHIN SoUTH 

Let us now examine convergence within 
the South. There are altogedier 17 countries 
in the South with 1950-RGDPT greater 
than that of the poorest North-2 country, 
Portugal. Call this group as rich South or 
South-1 and the rest as poor South or 
South 2. his interestingtoexamine whether 
these countries shared the convergence 
experience of Portugal. Excepting ^xico, 
none of these countries experienced con¬ 
vergence with North-1. Nine countries 
experienced strongdivergence and seven 
countries faced neither convergence nor 
divergence (Table 3). 


Through a cross-country study, 
Baumol and Wolff (1988) observed (on 
the basis of PWT data) riiat only the 
countries which were already rich in 
1960 had been coming closer during the 
subsequent period. This pattern has been 
noted in many other studies [Sheehey 
1996]. An explanation of this pattern 
can be found in Abramovitz (1986); he 
argued that the potential to realise the 
‘advantages of relative backwardness’ 
depends on certain ‘social capabilities’ 
that vary positively with income. But the 
North-South divide remains important 
Many southern countries of Latin America 
and Caribbean were richer than Portugal, 
Greece and Cyprus in 1950; some of them 
were richer than even Austria, Ireland and 
Italy. But they could not join the conver¬ 
gence club of rich North. 

Lastly, the issue of convergence within 
the South is examined. Without dealing 


with individual country cases (to save 
space), convergence between the average 
RGDPTs of the two sub-groups of the 
South -South' 1 and South-2 is considered 
over the whole period, 1950-92. The 
estimated equation is 
dlsls2 = 1.23 - 0.0099 t ...(7) 

(16.34) (-3.44) 

where dlsls2 = log (average RGDFT of 
the South-1) - log (average RGDPT of the 
South-2), R-bar square- 0.94, Durbin- 
Watson S(ttistic s 1.81 and F = 215.52 
(t-ratiosinparentheses). An AR (2) process 
is fitted through the maximum likelihood 
procedure. 

Equation (7) gives significant evidence 
of convergence in the standards of living 
of the two sub-groups of the South. In the 
earlier part of this study, strong evidence 
of convergence has been found between 
rile two sub-groups of north. This supports 
the contention of Quah (1996) and. 


Table 3; Converoence of Real Income Per Capita between 
Rich North and Rich Sooth. 19.50-92 


Countries 


Estimates' 




c 

((•ratio) 

d 

(t-ratio) 

Adj R Sq 

F- 

Statistic 

Durbin-Watson 

Statistic 

Rich North (North-1)^ vs 
Costa Rica 

1.30 

0.001 

0.84, 

72.76 

1.99 

El Salvador 

(16.27) 

1.45 

(0.46) 

0.01 

0.97 

429.44 

2.01 

Guatemala 

(16.65) 

1.32 

(4.49) 

0.01 

0.97 

519.66 

2.19 

Mexico 

(21.48) 

1.04 

(5.15) 

-0.005 

0.84 

93.40 

1.87 

Panama 

(18.26) 

1.49 

(-2.11) 

-0.001 

0 76 

67.95 

1 57 

Trinidad 

(14.17) 

0.61 

(-0.24) 

-0.004 

0.81 

86.35 

1 76 

1950-.5I 

Argentina 

( 3.22) 
0.34 

(-0.60) 
0.02 

0.91 

207.90 

1.95 

1950-90 

Bolivia 

(3.72) 

1.62 

(4.65) 

0.01 

0.91 

210.61 

1.71 

Brazil 

(15.1.5) 

I..52 

( 3..36) 
-0.006 

0.93 

273.06 

1 48 

Chile 

(13 68) 
0.85 

(-1.64) 

0.01 

0.88 

103.42 

1.95 

Colombia 

(13.68) 

1.46 

(4.00) 

0.001 

0.79 

81.05 

1.9! 

Ecuador 

(27.01) 

1.60 

(O./O) 

0.0003 

0.86 

88.45 

2.10 

Guyana 

(14.99) 

1.16 

(0.07) 

0.03 

0.91 

207.81 

1.72 

Paraguay 

(6.60) 

1.68 

(4.45) 
0.006 

0.71 

51.49 

1.92 

Pen 

(16.16) 

1.24 

(1.63) 

0.01 

0.90 

130 44 

1.79 

Uruguay 

(8.38) 

0.50 

(2.13) 

0.02 

0.93 

281.90 

1.59 

Venezuela 

(8.02) 

0.41 

(6.45) 

0.008 

0.91 

1.38.87 

2.11 


(4.9!) 

(2.62) 





Note: t Estimates aie obtained by fitting the following regic.ssion: 
dlnl.sl = 0 - 1 - d.t 

where din t s 1 = log(RODFT of North-1 ) - log(RGDPT of different countries of South with 
RODPT > SI 240). To cure the problem of autocorrelation, an appropriate AR process is 
chosen. The figures in parentheses are t-ratios. 

2 For countries in North-1, see Table 2, note 2. 



prediction of some theoretical growth 
models [Galor 1996]; existence of conver¬ 
gence clubs - one for the poor and the 
otherfortherich.^In the process of growth 
during the post-second world war period, 
1950-92, the poorer southern countries 
had been coming closer to the richer 
countries of the South in terms of standard 
of living. Similarly, the less rich northern 
countries are coming closer to the richer 
countries of the North. But the gap in the 
standards of living of the North and South 
has been widening during the .same period. 

Summary and Conclusions 

The sample of 38 poor countries (called 
the South) studied here experienced a 
lower rate of growth in their average real 
income per capita (RGDPT) than what is 
experienced by the sample of 26 rich 
countries (called the North), Hence the 
gap in the standards of living between the 
two groups has been widening over the 
period of our shJdy, 1950-92. Between 
1950 and 1992, the RGDPT of the South 
increased almost threefold - from Si087 
in 1950to $3027. During the same period, 
the RGDPT of the North increased almost 
fourfold - from $3548 in 1950, to $ 13047. 

There is some diversity in individual 
country experiences. But there is one 
experience shared by most of the southern 
countries in the decade 1970s which was 
marked by the rise of OPEC and' the 
optimism of the new international eco¬ 
nomic order. This was a temporary relief 
from the trend of divergence from the 
better standard of living of the North. 
Some countries even experienced a 
significant tendency towards conver¬ 
gence/catching up. So the overall picture 
of the i970s is one of a catching up 
trend. 

Another notable thing in individual 
country cases is the steady catching up 
experience of Korea and Thailand since 
the 1970s and of Taiwan since the 1960s. 
These countries belong to the category, 
'major exporters of manufactures' (of the 
South). This experience is not shared by 
other countries belonging to the same 
category, such as Brazil, Mexico and 
Turkey. 

Countries of the North experienced con¬ 
vergence among themselves. Bottom 16 
countries of the North (RGDPT < $5,000) 
experienced a catching up of the average 
standard of living of the top nine countries 
(RGDPT >$5,000). In 1950 the average 
RGDPT of the top nine was more than 
double the RGDPT of the bottom 16. 
From $2,662 in 1950, the average RGDPT 
of the Imuom 16 increased more than 


19$i2‘ white the average RGDPT of tc^ 
nine grew'tess than three times fiDm$6.193 
in 1950$14,8l4in 1992. Tluis the standards 
of Hving of the two sub-groups of the 
Nordi came much closer. 

While Portugal, the poorest of the 
northern countries in 1950, had been 
coming closer to the average standard of 
living of the top nine of the North during 
the period of study, the southern countries 
richerthan Portugal in 1950, did not share 
this experience. Rather, these southern 
countries came closer to the poorer South. 

While the gap in the standards of living 
of the North and the South had been 
widening during the period of our study, 
there is some evidence of deceleration in 
the pace of divergence. Hence there is 
some hope that the gap will not widen 
indefinitely. 

At the same time, the pace of bridging 
the gap between the top nine and bottom 
16 of the north showed some sign of 
deceleration. If this trend continues, the 
process of convergence may come to a halt 
and .some gap will remain. 

Notes 

1 Some authogi, [see Borro 1991, Mankiw et al 
1992, Barro and Sala-i-Muitin 199.5] argue 
that neo-classical growth theory does not have 
an 'absolute’ convergence implication; it 
predicts 'condifional' convergence - the 
countries that are similar in all respects except 
for their initial level of output per capita ore 
expected to converge to the same steady-state 
level of output per capita. 

2 ‘Developed Market Economy' covers western 
Europe, the US. Canada, Australia, New Zealand, 
Israel. Japan, South Africa. All other countries 
excluding .socialist and ex-sociali.st countries 
belong to ‘Developing Market Economy’. 

3 Sarkar (1998) found beta divergence among 
the countries of the South in a study based on 
UN data. 

4 This contradicts my earlier study [Sarkar 1998} 
ba.sed on cross-country regression. A quadratic 
version of Barro regression was fluted to the 
North and the South and sub-groups were 
made on the basis of regression parameters. 
The linear "crsion of Barro regression was 
fitted to each sub-group and there was no 
evidence of beta convergence within these sub¬ 
groups. 
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To Grow in These Days 
You Need an Edge 


West Bengal is home to some of India's 
most competitive and rapidly transforming 
industries, including the multinationals , 
ABB, Siemens, George Sores, Mitsu bishi, 
GE, IBM, Marubeni. Caltex, Bechtel, Lurgi, 
BASF, Sumitomo, Telstra, Vesuvius, Toyo 
Engineering, Biomas System Inc, ICI - 
to name only a few. 
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The Edge 


The edge is in tho most favourable 
environment for investments- 

• Rich in raw material resource and power 

• Highly skilled and motivated workforce 

• Long industrial tradition 

• Vast and growing market in the State 
and hinterland 

• Principal gateway to the economies 
of the Asia Pacific 

Source Arthur De Little 


Government of West Bengal 
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Tax 

Planning 

Now 


LifeijONG Pension 
Or Lumpsum Saving 
W^iEN You Are 58 


UTI The Retirement 

' Retirement 
r Benefit 

— Plen llif' miict 


Kian perhaps tlic rnobt 

cnmpleto security plan you can find. 
It works from the day you invest. Under 
Section 88 of the 1. T Act, it get.s you a 20% 


start receivitiji a monthly pension as lifelonp; 
security, when you are 58. And those who 
invest after the afje ol 52, are eligible for the 
same, 5 years from the date of jctining. 
•Alternatively, you also enjoy the option of 
claiming a lumpsum saving. Of course, the 


tax rehale. All you need to do is invest earlier you invest, the more you stand to 
between the age of 18 and 60 years. The Plan benefit. So, start collecting Pension Units 


will do all the earning on your behalf. If you 
have invested before the age of 52, yo’ will 


regularly. It’s a sure way of ensuring that your 
life tomorrow is as secure as it is ttnlay. 




UNIT TRUST OF INDIA 

For vour better tomorrow 


The more you collect, the more secure you'll be. 


Riik biKUtfH. MI :n\ t Mtut nts id nuiiuAl tuD<U adiI Arr ir D* marlcct ti'iks nnd the NAV cf ‘•chciDC^ iiiAy i'll up '>r Jcivntltiit! tit hid the (uctors tUtil (tifi I'S afiFoctitiK 
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REVIEW OF INDUSTRY 
AND MANAGEMENT 


m COMPETING THROUGH 
CAPABILITIES: STRATEGY FOR 
INDIAN TEXTILE INDUSTRY 

■ REGULATORY BODY FOR 
LIBERALISED COAL SECTOR 

M INDOOR AIR POLLUTION: A 
REFLECTION ON GENDER BIAS 

■ SCHEDULED TRIBES AND 
CHRISTIANITY IN INDIA 

■ INDUSTRIAL GROWTH AND 
STRUCTURE: MANUFACTURING 
SECTOR IN MAHARASHTRA 

■ HOW MANY ASPIRINS 

, TO THE RUPEE? 


■ OVERCOMING STRUCTURAL 
BARRIERS: STEEL INDUSTRY IN 
BRAZIL, INDIA AND KOREA 

■ INDUSTRIAL R AND D: WHAT 
SHOULD GOVERNMENTS DO? 

■ DECENTRALISED INSTITUTIONS: 
GOVERNMENTAL AND VOLUNTARY 

■ MISSIONARIES IN MEDICAL CARE 

■ MAHAKALI IMPASSE AND 
INDO-NEPAL WATER CONFLICT 

■ HAZARDOUS INDUSTRIAL WASTES 
AND POOR NATIONS 

■ THE FUTURE OF ANTHROPOLOGY 









AHMSXaABAJD 


Centre for Management in Agriculture 
Indian Institute of Management, Ahmetlabad 

announces 

Fifth Summer School for College Teachers 
on 

Management of Common Property Resources 
June 4-13,1999 

An inter-disciplinary course with special emphasis on ecological economics perspective 
is organized to equip young teachers in theory and practice of common property 
resources. The course will also deal with special sectoral areas such as forestry, fishery, 
grazing lands, water, etc., apart from conceptual issues in transaction costs, politicial 
theory of institutions, organizational theory, participatory action research, etc. 

Who Can Apply? 

College teachers with background in economics, sociology, political science, 
anthropology, agriculture, ecology and related disciplines having strong interest in 
teaching and research in common properties with post-graduate degree and some 
evidence of idependent work can apply. Preference will be given to teachers from 
the colleges located in ecologically disadvantaged regions such as hill areas, 
drought and flood prone areas, forest regions, etc. International candidates are also 
welcome to apply. Scholars registered for Ph. D. or working with voluntary 
organizations can also apply. 

How To Apply? 

The selected candidates will have to nay Rs. 7,500 towards the cost of boarding, lodging 
and a set of teaching material. There is no course fee. Participants will bear their own 
travel expenses. Candidates may apply with a two-page note on their plans to pursue 
research and teaching in this area, along with (a) a case study of any local/indigenous 
institution for common property resource management, (b) a copy of bio-data and 
(c) list of publications, to the Programme Officer, Centre for Management in 
Agriculture, Indian Institute of Management, Vastrapur, Ahmedabad- 380 015, 
Gujarat, latest by April 15, 1999. Waiver of partial or full charges is possible for 
deserving candidates. 
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Overcoming Barriers 

A comparative study of the steel industry in three late industrialising 
countries, Korea, India and Brazil shows that state intervention does not 
guvantee technological progress and that the weak institutional basis of 
imitate undermined the development of a technologically dynamic steel 
.^bdu^. M*2 In the context of the drastic change the global textile 
=0SSfi|gi^ime will undergo from 2005 with the phasing out of the 
KlF^Sn^ature of competition that Indian primary textile firms face 
lllpmestioAW and abroad will change. A study of such firms in India, 
f^1^Ana anfribanada. M>17 Deregulation of the coal sector by itself may 
ot accelerated investment, expansion in production and 

'«^inpe^tlve market conditions resulting in cost and price efficiency. An 
attempt to outline an ideal regulatory mechanism based on the 
experiences of other economies affected by the process of 
liberalisation. M-25 While governments in developing countries are 
delimiting their roles in economic matters, developed countries are 
putting in place a number of support measures to encourage private 
sector to invest in R and D. M>34 


The Air Women Breath 

Pollutants released during the burning of biofuels in traditional stoves 
affect women and children under five years the most. Designing better 
stoves is a limited solution. Macro policies need to be reconstructed 
such that safer and clean cooking fuels become available cheaply. 539 


Fixing Prices 

Drug pricing in India is quite 
haywire: the same drug is available 
at three different prices which 
indicates that drug companies can 
quite profitably produce drugs 
at the lowest prices that they 
are sold. 514 


Himalayan Water Politics 

The Mahakali Treaty between India 
and Nepal, all but forgotten now, 
was signed in haste ignoring the 
serious problems the project posed. 
Are there lessons to be learnt here 
for the future of India-Nepal 
water politics? 553 


Christians and STs 

While much is made of the fact that 
in three states, with large tribal 
populations. Christians form the 
majority, census data indicate that 
they are the slowest growing 
religious community. 524 


Downtrends 

The composition of industries in 
Maharashtra has undergone 
considerable change; several factors 
indicate that industrial activity in the 
state has been poor. Can the state 
continue to hold the comparative 
advantage in this area as it 
once did? M 39 


Understanding Cultures 

The future of anthropology can be 
enhanced by giving primacy to an 
interpretive understanding of 
societies and cultures, leading to 
more perceptive and relevant 
response to social development 
policies. 545 


Revitalising Care 

If missionary hospitals are to cojTe with 
the current financial crunch they face, 
they will need to review and rationalise 
the distribution of their services. 521 


Imported Hazards 

The dumping of hazardous wastes is 
an issue which in recent times has 
prompted widespread protest and, 
laterally, public awareness of 
related technical and health issues. 
Governments are being forced 
to take notice. 527 


Gujaratis Woes 

Agricultural production and 
productivity have experienced a 
downward trend in Gujarat. Why 
has this happened? 519 


Panchayats and VAs 

With the revitalisation of panchayat 
institutions voluntary organisations 
can play a crucial role as 
partners. 529 










LETTERS TO EDITOR 


Remembering the BW 

I BELIEVE one dwukl not flaunt what one 
does out of conviction. Thete is a ceitain 
Chaim in keeping such acts as seductive 
secrets. I would not have deviated from this 
time-honoured code, but for the hesitantly 
raised question “should notonealso mention 
Anand Chandavarkar, Vinoo Bhatt and 
Deena Khatkhate?*’ by Ashok Mitra in his 
article ‘Fifty Years Ago’ (January 9). 

During the period 1956-68, a gang of 
four- Anand Chandavarkar, Vinoo Bhatt, 
M Narasimham and myself-regularly but 
anonymously wrote for the EW and its 
sequel, EPW, disregarding the risks invol¬ 
ved. Oneof the foursubsequently occupied 
ail the important policy-making positions 
in the government and the Reserve Bank. 
There were weeks when two or three 
editorial notes were authored by us. At 
times we wrote notes on subjects on which 
we among ourselves disagreed so that the 
policies being commented on should 
generate public debate. Some of the leading 
controversies of the 19S0s and 1960s. on 
planning, balance of payments, choice of 
techniques, inflation, etc, could be attri¬ 
buted to the clandestinely written articles 
by this group. The famous ones on planning 
by Vinoo Bhatt under the pseudonym 
Savyasachi and ‘Aid and Advice' by 
Narasimham annoyed the government of 
India'seconomic advisers, whothemselves 
were close to Sachin and the EW and EPW, 
to such an extent that one of them admoni¬ 
shed Sachin for publishing “such trash”. 
Sachin, as was his style, kept objectivity 
and dedication to truth as he saw it above 
friendship and simply laughed away these 
petulant reactions of his friends. Narasim- 
ham's piece, critical of the IMF and the 
World Bank, was taken so seriously that 
it has figured prominently in the World 
Bank’s latest history written by John 
P Lewis and Devesh Kapur. Unlike several 
other anonymous writers for the EW and 
EPW, no one among the four RBI 
economists accepted payment. Once A 
Fernandes, Sachin‘s Man Friday, 
approached Vinoo Bhatt and me with 
ch^ues, but he promptly withdrew when 
he saw the frown on our faces. That was 
the period that was, with all the intellectual 
excitement, thrills and fun. 

In late 1965 when the EW was in the 
doldrums with a grim future staring it in 
the face. Sachin was frantically lodting for 
fundstosetupatiust.OnlyaboutRs 20.(XX) 
or thereabouts were in the kitty. It was at 
that moment that I raised 20,0(X)-2S.(X)0 
rupees, themajorcontributions being from 
Shapurji Pallonji, Khatau and Rus.si 


Karanjia of the Blitz and Nmsimham. 
Bhatt and I chipping in with the rest. 

My own introduction to Sachin and the 
EW was evrnitfiil, with a touch of drapia 
and trauma. I had Just Joined the RBI. My 
first assigiunent was to prepare a research 
paper on measuring deficit financing in 
India. Vinoo Bhatt, thinking that the paper 
was well-suited for the EW, passed on a 
draft to Sachin who then asked me to 
prepare a version for publication. Being 
a brash young man and innocent of the 
ways of the world, I published a shorter 
version in the EW, unmindful of the conse¬ 
quences of my action. 1 got myself into 
immediate trouble when the RBI authorities 
noted the similarity in content between my 
internal RBI paper and the one published 
in the EW. I would have been fired but for 
the intervention of a compassionate soul. 
Sachin always carried a sense of guilt for 
unwittingly landing mein the soup. 1 clearly 
recall telling him that I was an adult and 
should take full responsibility for my 
action. 

Deena Khatkhate 

Mumbai 

Half-TVuths 

I REFER to the letter written by Sukla Sen, 
P G Ram et ai titled ‘Savarkar Memorial* 
(December26,1998) which is full of many 
half-truths and is prejudiced and biased 
against Savarkar. Sav^arneverpreached 
fascism, to him anyone who had a 'sense 
ofbelonging' toIndiawasaHindu. But the 
so-called pseudo-secularists have themselves 
adopted the Godrbelsian technique of repeat¬ 
ing tirelessly lies against anybody who 
propagated Hindu thought and philosophy. 


ft i« difficult to contradict the statements 
and non-sequitur generalisations in die 
letter, as it hu become fashionable to dab 
Hinduism as fascist «id fundamentalist 
and guilQr of aggression. Just one or two 
facts, ft was not Savatkar alone whakept 
aloof from die ’Quit India movement*; 
eminent thinkers like MNRoyandC Riya- 
gopalachari also did not support the 1942 
movement. The Communist Ptuty, for its 
own policy of supporting the Soviet Union, 
madeavo/teJhceandsuppoitedtheBritish 
wareffort. Subhash Bosefought for Indian 
independence according to his own lights. 

In his Sardar Patel memorial lecture 
delivered on Akashwani, Delhi, in October 
1998, the eminent scientist A P J Kalam 
raised the question as to why it is that in 
its over2(X)0 years’ recorded history, India 
has never been known to have committed 
aggression and annexed any territory.,It 
is so. he seemed to suggest, because of 
the basic Hindu (Indian) stance of non¬ 
aggression; this is the Hindu mind, which 
it has become fashionable to vilify. Hindus 
cannot be fundamentalist and aggressive 
in contrast to the Christian and Islamic 
philosophy of aggression and prosely- 
tisation. Will the letter-writers address 
themselves to the question raised by 
A P J Kalam and desist from the attempts 
to vilify Hindus? 

The letter pours venom i^ainst Savarkar 
and the RSS, making baseless allegations, 
using the pejorative term 'fascists’ again 
and again. This reflects small minds 
and prejudiced, frivolous outpourings, 
which fly in the face of historical facts and 
truths. 

V S Patwardhan 
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A Budget of Small Things 


A gainst the background of the cacophony of noises 
Lon economic policy that had been emanating from 
the parties constituting the BJP-led ruling coalition and 
from organisations closely associated with the BJP 
itself, the central government’s budget for 1999-2000 
may be said to have come as a relief, if not exactly as a 
pleasant surprise. 

The least convincing part of the budget is the finance 
minister's claim that he has “set in motion a medium-term 
strategy for restoring the fiscal health of our economy”. The 
liudget aims to reduce the revenue deficit by 0.7 per cent of 
GDP and the fiscal deficit by 0.6 per cent and it is the 
finance minister’s hope that, at this rate, in four years the 
revenue deficit would have been eliminated and the fiscal 
deficit brought down below 2 per cent of GDP. However, it 
has been the staple story of the last many years that each year 
the actual revenue and fiscal deficits have significantly 
sxceeded the budget’s expectations. There is nothing about 
the quality of this budget’s estimates of revenue and 
expenditure to inspire any particular confidence that the 
eoming year is going to be an exception to this rule. Reduction 
of the revenue and fiscal deficits hinges critically on the 
government’s ability tocontrol its revenue expenditure which 
:alls for much more than the symbolic abolition of the posts 
of four secretaries to the government. To carry the process 
further, the finance minister has promised to .set up an 
Expenditure Reforms Commission. In fact he could have 
taken another look at that part of the last Pay Commission’s 
report where it had paiposed abolishing a significantly 
larger number of secretaries’ positions and several ministries 
to reduce the total staff strength of the government by almost 
a third. 

It is also difficult to be convinced that there is much in the 
budget which will set in motion a process of industrial 
revival. This is not to suggest that the finance minister should 
have attempted to use the budget to kick-start industry, as he 
had been so often urged from different quarters to do. In fact 
it is to be welcomed that he has resisted the temptation to 
show large increases in Plan expenditure as part of a 
proclaimed effort to boost economic growth. The simple fact 
is that year after year the concerned government departments 
and public sector undertakings have failed to fully spend the 
Plan allocations provided in the budget, including for the 
infrastructure sectors Ute need for larger outlays on which is 
universally accepted. Thus the shortfall in the centre’s Plan 
outlay was Rs 9,568 crore in 1996-97, Rs 10,806 crorc in 


1997-98 and as much as Rs 16,705 crore in 1998-99. Clearly, 
a good part of the explanation lies in the fact that so little has 
been done to restructure public enterprises to render them 
better capable of serving as agencies of productive investment 
and growth. 

True, the situation facing Indian industry today is not 
that of a typical cyclical recession calling for remedial 
action in terms of stepped-up government expenditure. In 
that sense it would be test as well not to entertain extravagant 
expectations of the effort by the Reserve Bank to lower 
interest rates of which the finance minister has given an 
advance indication in his budget speech. The state of the 
economy, of industry and infrastructure in particular, calls 
for far-reaching organisationat and strategic changes by 
private sector companies and business groups as much as by 
public sector enterprises. It is hardly surprising that such 
should be the case, considering that these entities had struck 
roots mostly during the long years of industrial regulation 
and licensing and protection against imports. The initial spurt 
in industrial growth after the initiation of the economic 
reforms in the early nineties was to a great extent little more 
than a quick response on the part of industrialists and 
businessmen to opportunities which were hastily perceived 
as having teen opened up by the new industrial regime. In 
retrospect it is clear that a good proportion of the projects 
initiated in that heady period are likely to prove to be of 
doubtful viability in a more competitive and open economy 
with progressively lower import tariffs. The finance minister 
has accepted the importance of corporate and industrial 
restructuring and the very first item of his direct tax pro¬ 
posals relates to changes in the Income Tax Act to facilitate 
industrial reorganisation through amalgamations and 
mergers. This is certainly a positive signal. However, 
as important as tax policy changes arc reforms in other 
areas, importantly labour laws and regulations. Also important 
is a willingness on the part of official agencies, especially 
the financial institutions, to accept the rationale and 
inevitability of management changes. 

The proposals of the budget which have had an immediate 
and quite spectacular impact have been the ones designed to 
boost the capital markets. These include exemption from 
income tax of all income from mutual funds, including the 
Un, in the hands of investors, the exemption of all open- 
ended equity-oriented schemes of the UTI and other mutual 
funds with more than 50 per cent investment in equity from 
dividend tax and the option offered to resident investors to 



have their coital gains from shares and 
securities taxed at dw rate of 10 per cent 
but without the benefit of indexation - 
on par with non-resident investors. 
However, it is difficult to share fully the 
markets’ euphoria because a booming 
capital market can only go so far in 
reviving industrial investment in the 
absence of, as noted above, essential 
industrial and business restructuring, 
including of course of government-owned 
companies. It is doubtful that there are a 
significant number of investment pro¬ 
posals which have been waiting upon the 
revival ofthe capital market. In asituation 
such as this there is in fact the danger that 
another price boom in the markets may 
be taken advantage of once again by fly- 
by-night promoters with predictable 
consequences. We have been through this 
cycle more than once. 

The changes which the finance minister 
has introduced in indirect taxes are indeed 
to be welcomed. In fact, in another break 
from tradition, the finance minister has 
given precedence in his budget speech 
to his indirect tax proposals over hisdircct 
tax proposals. The rationalisation of the 
rate structure of excise and customs tariffs, 
though far from complete, is a long- 
awaited step which has been an important 
part of numerous recent reports and 
recommendations on the subject of tax 
reform. It is also good that the finance 
minister has moved away from the practice 
of making a large number of changes in 
tariffs for individual industries and 
products. This no doubt accounts for the 
disappointment with the budget voiced 
by a number of industry associations. But 
die fact is that while these kind of changes 
in tariffs have been traditionally the object 
of inten.se lobbying on the eve of budgets 
in the past, their rationale from a broader 
perspective of encouraging investment 
and pmduction has been clearly suspect. 
So it is to be hoped that the present 
finance mi nisler' s successors wi 11 continue 
with the practice he has started. The 
surcharge on corporate tax, on the other 
hand, defies logic in the context ot the 
current industrial situation. The surcharge 
on personal income tax is unobjection¬ 
able; in fact there is an opinion among 
economists and tax experts that the 
reduction in personal income tax rates 
effected by the present finance minister’s 
predecessor should have been more 
graduated and in that sense an upward 
adjustment of the personal income tax 
rates on a permanent basis in-stead of 
through a temporary surcharge could have 
been justified. On the other hand, given 


die state of industry, the surcharge on 
corporate tax was haidly the appropriate 
signal for the budget to have sent out. 
And the finance minister has only made 
matters worse by assuring industry that 
this is a purely temporary measure. How 
does it make sense to raise the corporate 
tax when industry is doing badly and to 
promise to reduce it when it is, hopefully, 
doing better? 

RAILWAYS 

Rhetoric and Reality 

THERE is much to commend the intent 
of the Railway Budget presented by the 
minister Nitish Kumar. But not all the 
rhetoric at his command can hide the fact 
that the prestigious, crucial service and 
industry that is the railways, is in dire 
trouble. Not because of any inherent 
deficiency, nor for that matter because the 
railways arc an aberration in the context 
of structural change and modernisation; 
but almost entirely due to the fact that the 
development of this vital sub-sector has 
been prompted more by populist pres.sures 
than pragmatism and planning. If today 
Nitish Kumar has presented a ‘passenger 
year’ budget for 1999-2000, introducing 
14 new routes, allocating a remarkable 59 
per cent increase in funds for guage 
conversions,‘rationalising fares' such that 
the ‘poor’ including the highly subsidised 
urban commuters are left untouched quite 
ignoring the fact that the railways' earn¬ 
ings have dropped, especially because of 
poor uptake of freight traffic, he is after 
ail following in the footsteps of illustrious, 
even radical ministers of earlier govern¬ 
ments. Even worse, there appears to be 
little comprehension of the fact that the 
deteriorating safety record of the railways 
has a lot to do with the lack of consistent, 
adequately staffed and well supervised 
maintenance of track and rolling stock. 
Reversing these trends requires the kind 
of investments which cannot be used as 
election fodder. For instance, track renew¬ 
als have been granted a small 19 per cent 
incFea.se over last year, clearly nowhere 
near enough to ensure all the necessary 
replacemems requiring a prioritisation of 
funds. This may not contribute to safety. 
The minister in his speech pointed out 
other measures that will be taken this year. 
Recognising that several accidents occur 
due to rail fractures and weld failures the 
ministry has decided to purchase two 
high speed self-propelled ultiusonic rail 
testing cars to facilitate track checking; 
walkie-talkies are being provided to all 


drivers and guards on all A and B routra; 
track circuiting is bang undertaken and 
a pilot project of a radio-based automatic 
train control system is being instituted. 
There are 24,359 unmanned railway 
crossings, converting which to manned 
crossings would require according to the 
minister an outlay of Rs 2,200 ctore. 
Typically, the minister has decided to 
create a fund for the task. More interest¬ 
ingly now it is possible for MPs to demand 
area development funds for converting 
unmanned crossings in their constituen¬ 
cies. It would be interesting to see how 
often such requests will be made for such 
unspectacular ‘development’ (nrojects. 

That the year 1997-98 was not a 
favourable year for the railways is ac¬ 
knowledged - while the loading of petro¬ 
leum products and fertilisers and 'other 
goods’ was higher than the previous year, 
budgetary targets for coal, foodgrains, iron 
and steel, cement and iron ore have not 
been met. These are core areas and the 
railways’ poor performance here has af¬ 
fected the budget. While the railways’ 
operating ratio has admittedly improved' 
from the last year’s revised estimate of 91 
per cent, it has been only marginally to 
90.9 per cent and is nowhere near the 82.5 
per cent in 1995-96. This means that for 
all the rhetoric in the minister’s speech 
funds available for maintenance and ex¬ 
pansion have been greatly reduced. And 
given the fact that there has been no 
curtailment in the expansion of services, 
it will be maintenance which will bear the 
brunt of this squeeze. 

There also appears to be little thought 
given to bringing back the freight lost to 
the railways. Instead there is a move to 
seek out other areas. For instance, special 
measures have been suggc.sted to encour -. 
age parcel traffic. While this may be a 
commendable effort, it surely cannot make 
up for the loss of freight in the cote areas. 
It is of course true that the toss of freight 
in areas such as cement, iron and steel 
has also a lot to do with the lack of 
movement and demand because of stag¬ 
nation in the economy. Even so, from 
ail points of view, including environmen¬ 
tal, it is nece.ssary to ensure that the rail¬ 
ways continue to move most of the core 
go^s. 

In all this perhaps the only component 
of the budget which brings cheer is the 
bold step of banning the sale of 
tobacco on railway stations and on trains. 
And even this may be open to change with 
the kind of pressures that con he brought 
on the ministry by influential tobacco 
interests. 



PUNJAB 

Rdigion and Politics 

IN the Akali Dal where politics and re¬ 
ligion are deeply intertwined, any attempt 
to demarcate their domains runs the risk 
of creating schisms within the party. The 
acrimonious struggle which has broken 
out between the Badal and the Tohra 
factions over the tercentenary celebrations 
of the biith of the Khalsa is a case in point. 

Former Akal Takht jathedar Bhai Ranjit 
Singh and Shiromani Gurudwara 
Prabhandak Committee (SGPC) president 
Gurcharan Singh Tohra had declared in 
December that since the tercentennial to 
be held in April was a religious function, 
the government should not interfere in it 
and should channelise the funds for the 
event through the religious body, the 
SGPC. Tohra went a .step further and 
against the backdrop of the Akali Dal’s 
defeat in the Adampur by-election ad- 
vi.sed Punjab chief minister Parkash Singh 
• Badal to step down from the presidentship 
of the party and concentrate on improving 
the government's performance. Tohra’s 
advice on party affairs was bound to be 
interpreted as mi.schievous by Badal since 
at the same time, as the SGPC chief, Tohra 
was taking up cudgels to defend the 
autonomy of the religious domain on the 
eve of the Khalsa ceremony. Badal was 
quick to cut Tohra down to size by slap¬ 
ping a show cause notice on him for 
breach of party discipline as Tohra is aLso 
a Kajya Sabha member representing the 
Akali Dal. 

In the ensuing batile for supremacy, 
Badal has so far succeeded in systemati¬ 
cally decimating the Tohra camp, both 
within the party and in the SGPC. Tohra 
lacks the necessary support to engender 
a split in the party. He dc^s not also enjoy 
a majority in the IS-member executive 
council of the SGPC despite his unbroken 
2S-year run as SGPC president. Badal, on 
the other hand, by tightening his grip over 
the party, the SGPC and the three-member 
Sikh Gurudwara Judicial Commission has 
forced Tohra into a comer. Assured of 
support in these three main religio-politi- 
cal bodies, Badal has not hesitated to 
confront former Akal Takht jathedar Bhai 
Ranjit Singh as soon as he was perceived 
to be protecting a beleaguered Tohra 
through his ‘hukumnama*. In fact, the 
three-month war of attrition in Akali 
politics has shown that Bhai Ranjit Singh 
and Tohra clearly lack the wherewithal to 
dislodge Badal and have instead been 
reduced to offering their resignations from 


their respective religious posts if Badal 
agreed to accept their conditions. The 
Khalsa tercentenary celebrations may 
eventually witness parallel mobilisations 
by the Badal and Tohra camps. But the 
boundaries between politics and religion 
remain fuzzy as before. By marginalising 
Bhai Ranjit Singh and Tohra. Badal has 
.succeeded in bringing the Akal Takht and 
the SGPC under his political influence. 

INDUSTRY 

Structural Constraints 

A correspondent writes: 

THIS is the .season for coming forth with 
suggestions and advice to the finance 
minister, whose second budget is round 
the comer. The economy is stagnuit and 
there is no sign of a recovery on the horizon. 
Exports are slothful and though foreign 
exchange reserves have risen, they can 
evaporate as easily as they have accumu¬ 
lated as much of these reserves are due 
to NRI investment. Though the rate of 
growth has received a prop from some 
sleight-of-hand by the CSO. its tenuous 
ba.se is likely to be exposed sooneror later. 
In the meantime the fiscal deficit is bal¬ 
looning and no one knows how to rein it. 

The remedies suggested by the experts 
are many. It is more like looking for a 
needle in pitch darkness. Control of the 
fiscal deficit is the obvious panacea, but 
the political reality is such that it is a 
virtual non-starter. There may be some 
gimmicks used to show a lower fiscal 
deficit but it will not make a whit of 
difference to the basic problems of the 
economy. Given this imperative, one may 
think of jacking up public investment but 
learning from the past experience such 
investment will be leaky, bereft of any 
contribution to production. In such cir¬ 
cumstances, growth of public investment 
would be a sure recipe for inflation and 
further turmoil in the economy. 

Manu Shroff in his presidential address 
at the Annual Conference of Gujarat 
Economic Association has made a persua¬ 
sive case for a low interest rate policy. 
Even considering that such a policy is not 
without risk of fuelling inflation, he thinks 
that it has some potential, though a limited 
one. to jump-start a recovery, at least in 
the industrial .«ector. He has proposed an 
interesting idea regarding measurement of 
real interest rates. Sincetheindustrial sector 
is the principal stagnant sector, the real 
interest rate relevant for it is the one 
adjusted on the basis of the price index 


for manufactures. The current real interest 
rate so calculated works out to around 
7 to 8 per cent which is historically a very 
high rate. Given the poor profit expecta¬ 
tions in the surrounding gloom, it is clear 
that high real interest rates are a real drag 
on the economy when capacity utilisation 
is hardly 30 to 40 per cent. 

While the underlying logic of Shroffs 
suggestion is sound, it is no more than a 
placebo. It would certainly propel indus¬ 
trial growth for a while but is not likely 
to resolve the main problem of structural 
reform of the industrial sector and the 
economy. Shroff s premi.se that the present 
industrial stagnation is cyclical in nature 
is suspect. The ba.sic constraints arc struc¬ 
tural. in that production is high co.st and 
therefore uncompetitive. Several indus¬ 
trial units boast of very diversified pro¬ 
duction, thinly spread without compara¬ 
tive advantages. They could survive in the* 
past but in today’s environment they have 
to take hard deci.sions to downsize and to 
divest themselves of activities which 
cannot he sustained. In fact, available 
evidence, while episodic, shows that 
Indian industry is moving slowly todown- 
size its operations by shedding unviable 
activities, offering voluntary retirement 
schemes and focusing on core functions. 
The results of this movement towards a 
competitive structure will be apparent in 
the next few years. 

What the government should do, but is 
shying away from doing, is to take a bold 
decision toadopt policiesdirected towards 
elimination of labour market rigidities to 
facilitate downsizing and even closure of 
industrial units. In the meantime a low 
interest rates policy could help, but only 
as a stop-gap arrangement to provide 
interim relief to industry. 

Another component of demand that 
could help moderate the industrial reces¬ 
sion is exports. Evidence seems to point 
to Indian exports having a cost disadvan¬ 
tage. both short-term and long-term. The 
short-term infirmity can be removed by 
gradual devaluation of the rupee, to bring 
the exchange rate in alignment with India’s 
competitors, the east Asian countries in 
particular. But the long-term di.sadvan- 
tage is deeply rooted in the absence of 
infrastructural facilities like ports, com¬ 
munication, transport and power. Un¬ 
fortunately, there is more talk on this 
than real action. Unless the authorities 
take the bull by the horns, reduction of 
interest rates or even reduction of the 
fiscal deficit by itself will not save the 
economy from the corrosive impact of 
structural stagnation. 
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Macroeconomic Indicators 


Index Numbcn of Wholesale 
Prices (1981-82 » 100) 


Ail Commodities 
PriniBiy Articles 
Pooa Articles 
Non-Food Articles 
Hiel, Power, Light and Lubricants 
Manufactuied Products 
Food Products 
Food Index (computed) 

All Commodities (Average Basis) 
(April 4.1998 - February 6, 1999) 


Cost of Uving Indices 


Weightt Feb 6. 

1999 


100.00 
.1230 .183.2 

1739 442.8 

10.08 387.3 

10.66 376.1 

57.04 333.6 

10.14 343.6 

27.53 406,3 


Variation (Per C^t); Arint-io-Poim 


12 Months HscalYearSoPar 1997-98 1996-97 199 


Latest Previous )998-99 1997-98 


4.7 

5.3 

5.1 

5.7 

5.3 

6.9 

5.0 

8.0 

4.9 

10.2 

7.6 

5.5 

7.0 

5.4 

9.0 

3.9 

.12.6 

7.5 

4.0 

9.6 

9.8 

8.6 

6.9 

8.7 

8.6 

8.5 

3.5 

-1.9 

-0.3 

10.0 

-2.1 

9.4 

11.4 

16.9 

3.7 

3.6 

4.5 

3.5 

3.8 

4.0 

4.9 

5.0 

5.0 

6.9 

5.5 

5.9 

5.5 

14.1 

-0.7 

7.8 

4.9 

10.3 

6.9 

4.5 

11.1 

6.3 

6.9 

5.2 

7.2 

4.8 

4.8 

6.4 

7.8 


Over Over 12 Months 
Month Latest Previous 


Variahon (FerCent); Poini-to-Point 
Fiscal Year So'^ 1997-98 1996-97 1995-9 
1998-99 1997-98 


1994-95 


induaiiini Workers (1982=100) 

429.0'* 

-2.1 

15.3 ( 

Urban Non-Mon Emp (1984-85=100) 

Agri Lab (1986-87=100) (Unk factor 5.89) 

345.0'* 

-1.4 

114 1 

305.0'* 

-1.6 

15.1 1 


1 12.9 

6.0 1 

! 10,6 

5.5 1 

t 12.1 

1.1 : 



Money and Banking (Rs croie) 
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6656(1.1) 120047(21.0) 
510(1.7) 41764(13.6) 
-3(13) 16896(123) 
-175(03) 36076(16.9) 
1109(2.4) 10738(29.9) 


20047(21.0) 86308(14.3) 66072(13.1) 
41764(13.6) 256^(7.9) 2958.5(10.6) 
36896(123) 21043(6.8) 249371(9.2) 
36076(16.9) 30963(14.2) 23079(12.1) 
107.38(29.9) 1.3609(41.1)16544(131.9) 


99811(19.7) 71780(163) 46960(12.1) 
4.5677(16.4) 24386(9.6) 42455(20.1) 

40790(15.1) 26580(10.9) 44938(22.5) 
28192(14.8) 25731(15.6) 15529(10.4) 
13673(70.4) 4412(29.4) 925(6.6) 


0 Includes Rs 17.945 enme on account of proceeds from RIBs, excluding wluch the year-on-yeor growth of money supply would be 17.6 per cent. 


Mannfacturliig Value Added and _ New Series (Base 1993-94=100) _ Old Series (Base 1980-81-100! 

Output Index 1997-98 l9%-97 1995-96 1994-95 1993-94 


GDP of Regd Manufacturing 
(Rs croie) 

IIP: Manufacturing 


l9%-97 


1 


1995-96 


108200 

(15.3) 

12.3.5 

(13.8) 


1994-95 


1993-94 


83077 


Old Series (Base 1980-81-100 
1996-97 1995-96 1994-95 


Feb 26, Month 

Capital Market 1999 Ago 


BSE Sensitive Index (1978-79=100) 32.34<-9.S) 3.V)9 

BSE-100 (1983-84=1001 1435(-7.l) 1460 

BSE-200 (1989-90=100) 332(-3.l) .338 

S and PCNX-.50 (Nov 3, 1995=1000) 94l(-10.0) 950 

Skindia GDR Index (Jan 2.1995=1000) 578(-38.7) 603 


■KSEH 


Year 1998-99 So Far 
Ago Trough Peak Trough Peak 


3572(4.2) 

1.544(3.6) 

343(3.3) 

1046(5.3) 

943 


3210 4548 
1401 1980 

.314 440 

941 1140 

765 1.320 


En 


1997-98 


3893(15.8) 

1697(15.9) 

377(14.9) 

1117(15.4) 

940(1.1) 


1996-97 


33611-0.2) 

l464<-5-5) 

328(-5.0) 

968 

930(-4.4) 


1995-96 


3367(3.3) 

l549(-3.5) 

.345(-6.3) 

na 

973(-0.6) 


Fordyn Trade 


Exports: Rs oora 
USSmn 
biiports: Rs croie 
USSmn 

Non-POL: US Snvi 
Balance of Trade: Rscrore 
USSmn 


Foreign Exchange 
Reserves (excluding gold) 


Rs ctore 
USSmn 


December Fiscal 

1998 1998-99 


118.5.3 101850(10.0) 

2785 242.39(-4.5) 

14464 132447(20.4) 

3399 31521(4.6) 

3004 27102(12.3) 

-2611 -30597 

-614 -7282 


Feb 19, 

Fd>20, 

Mar3l. 


1999 

1998 

1998 

Month 

Ago 

117038 

93497 

102511 

9 

27666 

24042 

25976 

147 


1997-98 1997-98 1996-97 1995-96 1994-95 


72.599(8.0) 126286(6.3) 118817(11.7) 106353(28.6) 82674(I8J) 

25369(4.6) .33980(2.6) 33470(5..3) 31797(20.8) 26330(I8A) 

110018(12.5) 151554(9.1) 138920(13.2) 122678(36.3) 89971(23.1) 

30141(8.9) 40779(5.8) 39132(6.7) 36678(28.0) 28654(22.9) 

24143(17.0) .32562(11.9) 29096(-0.2) 29152(28.3) 22727(29.5) 

-17419 -25268 -20102 -16325 -7297 

-4772 -6799 -5663 -4881 -2324 


_ Variation Over _ 

Month Year Fiscal Year So Far 1997-98 l9%-97 1995-96 1994-95 1993-94 

Ago Ago 1998-99 1997-98 


23.541 14527 

3624 1690 


22136 21649 -7302 18402 

3607 5243 -3690 5640 


Nmet. li) Supetscriri numeni denuies month to which figure relates, e g, superscript 12 slsnds for December; (8) Hguiei in bmckets sic percenltge varialioas over the spei'itied 
or over the cnmparablc penod of the previous year, na: not available. 













Index of Industrial Production (Base 1993-94=:1(X)) 
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COMPANIES 
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BIRLA VXL 

Corporate Restructuring 

BIRLA VXL, the flagship company of the 
S KBiria group, saw a mixed performance 
during the year ended June 1998. While 
net sales were lower by 3.4 per cent in 
1997-98, the company’s operating profit 
improved significantly by 28..‘> per cent 
over the previous year. (Figures for the years 
1997-98. 15-month period, and 1996-97, 
12-month period, are not strictly com¬ 
parable, but all percentages have been 
annualised for comparison.) However, the 
absence of a large non-operating income 
(1996-97: Rs 25.7 crore) and a sharp 
increase in interest (up 15.7 per cent) and 
depreciation provision (up41 percent) led 
to a marked decline in net profit during 
the year under review. 

Despite the fall in earnings, the company 
declared a dividend of 10 per cent and had 
to dip into re.servcs to distribute the same. 
(The fall in earnings per share (EPS) shown 
in the table is due to the fact that preference 
dividend has been deducted from the 
company' s net profit while deri ving EPS.) 
Consequently, the company’s book value 
declined from Rs 41.6 per share last year 
toRs 39.5 per share. 'Thecompany’sequity 
share presently quotes below par on the 
bourses. 

Biria VXL is engaged in the production 
of cloth, blankets and shawls, yarn, 
garmenLs, soda ash and alkali chemicals. 
Known for its Digjam brand of woollen 
and worsted fabrics and OCM brand of 
carpets and carpet yam, the company also 
exports its products to the Unit^ States, 
Canada. West Asia and the Far East. 

In order to improve its performance, the 
company now plans to focus on its core 
business of textiles and is reportedly 
weighing the possibility of hiving off its 
chemicals division into a .separate 
company. The Sauken chemicals division, 
which makes soda at Porbandar in Gujarat, 
contributed almo.st half of the company’s 
earnings in 1997-98. However, the costs 
incurr^ by (he division have been higher 
than the industry average. As compared 
to a cost of Rs 151 per tonne of salt 
incurred the maiket leaderTau Chemicals, 
the division pays Rs 348 per tonne of salt. 
The division’s cost of power is also much 
higher as it has an old power plant. How¬ 
ever, it is also true that Biria VXL occupies 
the third spot among soda ash makers with 
a market share of 18per cent The proposed 
strategy involves transferring the chemicals 
division to a new company at a book value 
of Rs 61.13 crore. which is the difference 


between the division’s assets and liabili¬ 
ties. Biria VXL shareholders willheissued 
shares of the new company at par. 

The company has also sought restruc¬ 
turing of loans worth Rs 165.6 crore to 
tide over financial difficulties. The 
proposal forwarded by the company 
envisages, among other things, pushing 
back interest payments to a later date 
and swapping foreign debt with rupee 
loans. 

The beleaguered company is trebling 
the manufacturing capacity of its garment 
unit from three million pieces per year to 
nine million pieces annually. 'The com¬ 
pany’s state-of-the-art garment unit near 
Delhi manufactures high quality formal 
trousers. 

DR REDDY’S LABS 

Rapid Growth 

Dr Reddy’s Laboratories (DRL), a 
Hyderabad-ba.sed pharmaceutical com¬ 
pany, performed well in 1997-98. While 
net profit improved by 31.9 per cent over 
1996-97, operating profit was higher by 
52.5 per cent. Net profit too jumped by 
45.7 per cent. Though earnings per share 
rose from Rs 12.7 to Rs 18.4, the company 
decided to maintain dividend at 30 per 
cent. Book value, meanwhile, moved up 
from Rs 113.5 per share to Rs 128.7 per 
share. The company’s equity share pre¬ 
sently quotes at around Rs 699 on the 
bourses, discounting its earnings per share 
by a comfortable 37.9 times. 

The company’s formulations, which 
achieved a growth rate of 57 per cent to 
Rs 207 crore, were major contributors to 
turnover. Domestic formulations accoun¬ 
ted for Rs 136 crore, 39 per cent higher 
than that in 1996-97. The company’s bulk 
drug division registered sales of Rs 115 
crore while the diagnostics division 
notched up sales of Rs 10 crore, up from 
Rs 5 crore in the previous year. The com¬ 
pany reportedly achieved a major break¬ 
through with the discovery of the potential 
iasulin «ensitiser by Dr Reddy’s Found¬ 
ation. The same has been licensed to Novo 
Nordisk of Denmark. The company’s 
critical care unit will also market (in 
India) molecules which were discovered 
and patented by Debiopharm, including 
a new platinum analogue oxaliplatin for 
cancer. 

”010 company’s exports increased by 
more than 50 per cent during the year under 
review and it has a presence in the CIS 
countries, Myanmar, Vietnam and Sri 
Lanka. Thecompany is idso trying to estab¬ 


lish its foothold in Kenya, Malaysia. 
Yemen, Venezuela, Trinidad, China and 
Brazil. 

The company has acquired five brands 
from Calcutta-based pharma company. 
Dolphin Laboratories, at a cost of ^ 20 
crore. Out of the five brands acquired, 
Styptovit, Styptomet and Styptochrome 
are haemostatics, Doxt is an antibiotic and 
Trichodol is a hepato-stimulant protective 
indicated in the treatment of acute and 
chronic liver diseases. DRL has also 
acquired the manufacturing and marketing 
rights for a sixth brand. Dicynene, which 
is also a haemostatic. These additions to 
the company's portfolio are expected to 
add Rs 25 crore to its turnover in the first 
full year of marketing. The company’s 
brand equity with gynaecologists, 
surgeons, ENT and chest physicians, 
dentists and gastroenterologists is also 
expected to be strengthened. 

Meanwhile, in the first half of 1998-99 
the company has achieved a growth of 43 
percent in net profit over the corresponding 
period la.sl year. However, i f one takes into 
account a provision forexport receivables, 
the growth amounts to 5 per cent. Total 
income was higher by 30 per cent during 
the .same period. 

DRL has managed to collect receivables 
of over three million dollars from the 
Commonwealth of Independent States 
(CIS) in the third quarter of the current 
year. However, despite this, the company 
intends to stick to its provisioning for 
write-offs as resolved in the first half of 
the current year. While sales during this 
period improved by 18 per cent over the 
same period last year, the domestic 
formulations division posted a growth of 
69 per cent to Rs 40 crore. The company' s 
local bulk businessclocked salesof Rs 22.6 
crore. an increase of 36 per cent over the 
same period. The company expects lower 
exports to CIS and softening of bulk drug 
prices to result in a more moderate 24 per 
cent turnover growth in the full year ending 
March 1999. 

UNITED PHOSPHORUS 

Lower Sales and Profits 

A major player in the pesticides business. 
United Phosphorus has set up 13 
companies internationally to become a 
global player. Over the years, the cmnpany 
has seen a transition from a totally 
technology driven entity in the seventies 
to a manufacturing entity in the eighties. 
In the late eighties, the company got into 
distribution and marketing and invested 


The Week’s Cempuiies 


(Rslakh) 


Birie VXL Dr Reddy’s Labs United 

__ Rhosphoma 

Finandal Indlcatars Jane March March March March March 



1998 

1997 

1998 

1997 

1998 

1997 

Income/appropriatioBS 

1 Net sales 

58526 

48470 

29854 

22643 

45293 

49879 

2 Value of production 

63734 

49060 

29378 

23582 

44235 

49087 

3 Other Income 

1007 

331 

357 

239 

2012 

1655 

4 Total inctHM 

64741 

49391 

29735 

23821 

46247 

.50742 

S Raw materials/stores and 
spores consumed 

20433 

18127 

II154 

10931 

22222 

26141 

6 Other manufacturing expenses 

11267 

9910 

1450 

870 

8206 

8543 

7 Remuneration to employees 

6866 

5274 

2036 

1597 

2205 

1522 

8 Other expenses 

11525 

6960 

6978 

5099 

6252 

5608 

9 Operating profit 

14650 

9120 

8117 

5324 

7362 

8928 

10 Interest 

9477 

6553 

888 

848 

2960 

4615 

II Gross profit 

5142 

5138 

5988 

4083 

3799 

4435 

12 Depreciation 

5056 

2868 

654 

580 

1522 

1383 

13 Profit before tax 

86 

2270 

5334 

3503 

2277 

3052 

14 Tax provision 


210 

450 

1-50 

2.50 

415 

15 Profit after tax 

86 

2060 

4884 

3353 

2027 

2637 

l(i Dividends 

I2()0 

1169 

874 

874 

975 

965 

17 Retained profit 

-1114 

891 

4010 

2479 

1052 

1672 

Liabllities/asscts 

18 Paid-up capital 

8509 

9059 

2649 

2649 

4647 

3557 

19 Reserves and surplus 

38790 

28117 

314.38 

27428 

35979 

34297 

20 Long-term loans 

68748 

.581.35 

12.32 

1113 

14266 

17353 

^21 ,Shon-term loans 

NA 

NA 

4855 

5146 

143.56 

8339 

22 Of which bank borrowings 

NA 

NA 

2855 

4646 

7984 

5849 

23 Gross fixed assets 

100703 

80985 

14448 

12190 

30428 

29469 

24 Accumulated depreciation 

26433 

24033 

2799 

2146 

6188 

4681 

25 Inventories 

23.548 

1760.3 

5570 

6151 

9206 

11353 

26 Total assets/liabiliiies 

130055 

107178 

45499 

40704 

76560 

71422 

Miscellaneous items 

27 Excise duty 

9349 

8089 

.3.308 

2351 

2989 

3815 

28 Gross value added 

21477 

19438 

7851 

6137 

7072 

9602 

29 Total foreign exchange income 

8296 

9039 

11170 

7007 

190.36 

19084 

30 Total foreign exchange outgo 

10679 

7167 

5835 

5109 

7574 

6628 

Key financiat and performance ratios 
31 Turnover ratio 

(sales to total assets) (%) 

45.00 

45.22 

65.61 

55.6.3 

59 16 

69.84 

32 Sales to total net assets (%) 

50.43 

50.85 

74.31 

62.32 

65.41 

78.49 

33 Gross value added to 
gross fixed assets (%) 

21.33 

24.00 

54.34 

50.34 

23.24 

32.58 

34 Return on investment 

(gross profit to total as.sets) (%) 

3.95 

4.79 

13.16 

10.0.3 

4 96 

6.21 

35 Gross profit to sales 
’ (gross margin) (%) 

8.79 

10.60 

70.06 

18.03 

8..39 

8.89 

36 Operating profit to sales (%) 

25.03 

18.82 

27.19 

23.51 

16.25 

17.90 

37 Profit before tax to sales (%) 

0.15 

4.68 

17.87 

15.47 

5.03 

6.12 

.38 Tax provision to 

profit before tax (%) 

N A 

9.25 

8.44 

4.28 

10.98 

13.60 

39 Profit after tax to net worth 
(return on equity) (%) 

0.18 

5.54 

14.3.3 

11.15 

4.99 

6.97 

40 Dividend (%) 

10.00 

10.00 

30.00 

.30.00 

30.00 

30.00 

41 Earning per share (Rs) 

-0.61 

2.47 

18.44 

12 66 

7.32 

10.11 

42 Rook value per shore (Rs) 

39.46 

41.58 

128.68 

11.3.54 

150.78 

149.09 

43 P/E ratio 

-14.68 

NA 

.37.91 

NA 

16.67 

NA 

44 Debt-qquity ratio 

(adjusted for revaluation) {%) 

248.34 

196.31 

.3.61 

.3.70 

35.22 

45.99 

45 Shon-term bank borrowings 
to inventories (%) 

NA 

NA 

51.26 

75.53 

86.73 

51..52 

46 Sundry creditors to 
sundry debtors (%) 

107.52 

78.76 

32.33 

28.83 

23.38 

35.80 

47 Total temuneretion to employees 
lo value added (%) 

31.97 

27.13 

25.93 

26.02 

31.18 

15.85 

48 Total remunemtion to employees 
lo value of production (%) 

10.77 

10.75 

6.93 

6.77 

4.98 

3.10 

4 49 Gross fixed assets formation (%) 

24.35 

NA 

18.52 

NA 

3.25 

NA 

50 Growth in inventories (%) 

33.77 

NA 

-9.45 

NA 

-18.91 

NA 


NA: means not avaihible. 


alot of its resources in the overseas market. 
The company today has eight products 
registered in the US. 

The company had earlier hived off its 
chlor-alkali business into a separate sub* 
sidiary as the unit was not doing well, but 
the strategy seems to have not paid off. 
The downturn in the Indian economy and 
the agrochemical industry in particular 
adversely affected the company's 
performance in 1997'98.Theindustry wit¬ 
nessed reduced demand and a consequent 
dippingofbottomlinesofmajorcompanies 
in the sector, and United Phosphorus was 
no exception. Prices of agrochemicals have 
come down drastically all over the world 
and this has affected profitability very 
badly. While the company’s net sales 
declined by 9.2 per cent over 1996-97, 
operating profit fell by 17.S per cent over 
the same period. Despite a 35.9 per cent 
fall in interest charges, the company’s net 
profit fell drastically by 23.1 per cent. , 

Despite earnings per share coming down 
from Rs 10.1 last year to Rs 7.3, the 
company decided to maintain dividend at 
30percent. Book value, meanwhile, moved 
up marginally from Rs 149.1 per share to 
Rs 150.8 per share. 

The company’s stock presently quotes 
at around Rs 122 on the bourses, 
discounting its 1997-98 earnings per share 
by 16.7 times. 

For the first half of 1998-99the company 
has managed to improve its performance. 
While net sales increased by 11.3 per cent 
over the corresponding period last year, 
operating profit surged ahead by 40.7 per 
cent. Net profit too improved by around 
50 per cent. 

Larsen & Toubro 

L&T. the engineering giant, plans to acquire 
a 70 per cent stake in the Chowgule group 
company Narmada Cementj[NCCL). Apart 
from acquiring shares from the Chowgulcs, 
L&T wi II also make a public offer for shares 
under the SEBI’s take-over code. NCCL 
has a clinker capacity of 1.2 million tonnes 
per annum at Jaffrabad in Gujarat and an 
aggregate cement grinding capacity of 1.4 
million tonnes per annum at Jaffrabad, 
Magdalla (Gujarat) and Ratnagiri 
(Maharashtra). L&T already enjoys a 
leadership position in the cement industry 
and the takeover is expected to further 
strengthen it. It will also see the company 
emerge as India's largest cement company 
with a capacity of 12 million tonnes pa 
annum. With itsexisting infra.stnicture, L&T 
believes that it will be able to realise the 
full potential of N(XL It will be possible 
to raise NCCL’s clinker capacity to 1.4 
million tonnes per annum with a marginal 
investment. 



COMMENTARY 


How Many Aspirins to the Rupee? 
Runaway Drug Prices 

S Siinivasan 

Government intervention has kept Indian drug prices from spiralling. 
Different sectors of the pharmaceutical industry have reacted 
differently to the policies. There is confusion about what are 
reasonable prices and profits. 


DRUGS have generally been beyond the 
reach of most people, most of the time, 
during the SO years of our independence. 
There was of course a period in the late 
t970s and early 1980s when drug prices 
were affordable - to the middle class - 
if taken in small doses. However costs of 
total treatment, and aists of getting sick, 
have been if anything but affordable. 

Two impoftani policy interventions had 
helped keep drug prices from spiralling. 
One, the 1970 Patents Act and the other, 
the Drug Prices Control Order (DPCO) 
1978. The former did so by making pro¬ 
cess patents valid in India for pharmaccu-. 
ticals. This dramatically brought down the 
prices, facilitating local bulk drug manu¬ 
facture at co.sts one-tenths of international 
drug companies. The second policy inter¬ 
vention, the DPCO, 1978, with all Its 
administrative limitations, put a damper 
on runaway prices. Subsequently drug 
companies, national and multinational, had 
their way, and have succeeded in persuad¬ 
ing the government to reduce the basket 
ofprice controlled drugs from 347 in 1979 
to 76 in 1995. The third major potential 
policy intervention, the Halhi Committee 
Report (1975), was never really imple¬ 
mented except perhaps for the DPCO and 
was generally consigned to shelves. 

Oneoftheamientionshasbccnafairamount 
ofconfusionastowhataicrea.sonable prices, 
reasonable profit, and with dnig companies 
even obfuscating on the costs involved. 

Here wc show that the same drug is 
available for a range of prices in the market. 
The lowest prices at which drug compa¬ 
nies sell, apart from exports, are at the 
prices quoted in tender/contract to gov¬ 
ernment departments and the like. A little 
higher are prices of generic drugs avail¬ 
able (normally) through the wholesale 
traders who probably get a median com¬ 
mission of S per cent frcmi the manufac¬ 
turers, and a .significant part of this sale 
is to private practitioners andGPs. Further 
higher pric^ are the generic drugs sold 
through «>me combination of C and F 
agents, stockists, readers and medical 


representatives. The highest priced are 
brand-named drugs (also called patented 
medicines, or funnily, ethicals). 

Firstly a bit of digre.s.sion on the quality 
of data of generic drug prices of govem- 
ment supply. It is generally the case 
government depaitmcnts, public sector 
companies, railways, and other majorbulk 
purchasers, are cagey about revealing the 
final prices at which tender contracts are 
awarded. In most cases it is made out to 
be secret and confidential. The reason for 
this .secrecy is the usual murky story of 
kickbacks, manipulations, collusion of 
supplier and the purchaser. 

Somewhat of an exception to the (rule 
and this from personal experience of this 
writer) is the Tamil Nadu Medical Ser¬ 
vices Corporation (TNMSC), the sole 
purcha.ser for the Tamil Nadu state gov¬ 
ernment health institutions. The TNMSC, 
for the last few years, has cleaned up its 
act so much so that information on who 
has bid which drug at what price is made 
available to all other bidders at the time 
of opening of the tenders; eventually 
the rates of lowest bidders are made 
public and now put on the web at 
www.tnmsc.com. There are also advance 
checks on the manufacturers even as quality 
checks take place after supply. (For more 
on TNMSC, see: R Poomalingam. 'Drug 
Management in the Government Sector: 
The Tamil Nadu Model’, Essential Drugs 
Afomtor, No 21. 1996:10 ff.) 

Manipulating Quautv 

What does quality of drugs mean to the 
consunicr? How is bad quality promoted? 
A drug should act for what it is prescribed. 
Hius aspirin bought for say, relief from 
headache should actually do so. Wc shall 
assume that the diagnosis of the doctor is 
correct. When one stores the drug in a 
cool, dark place, as many medicines arc 
supposed to be, it should still be effective 
when one has a headache the next time 
around. The aspirin should not disinte¬ 
grate as it is wont to if it is not made 
properly. Aspirin absorbs water (is hy¬ 


groscopic) and can turn into powder if no 
stored properly. 

All drugs have a declared shelf lift 
between 18 months to five years. A con¬ 
sumer has a right to expect that a well- 
manufactured drug is effective for the 
period of its shelf life. Also during thit 
period, when it says 500 mg on die label 
it should continue to have 500 mg or neai 
that amount during its shelf life. The dru{ 
should easily dissolve in the blood strean 
(within 15 minutes for an uncoated tablet 
and within 60 minutes for a coated tablet) 
should not be too hard or too brittle; shoulc 
not develop fungus or any kind of spots 
or get chipped (become fiiable) at the 
edges or broken by normal handling 
Similarly a syrup. IV fluid or injection, 
should not have any foreign particle: 
floating in it or develop fungus or any 
other chemical reaction with its othei 
constituents or with its container. 

Amanufacturerensuresqualityby taking 
severa! steps as perceived by the consumer. 
In addition, manufacturers are expected tc 
test for several chemical, physical, bio¬ 
logical and other parameters including 
factors like appearance or smell. Accept¬ 
able standards arc prescribed for all these 
in Indian Pharmacopoeia (IP) or British 
Pharmacopoeia (BP) or USP or pharma¬ 
copoeias of Europe, the WHO, etc. A drug 
manufaaured as per IP is expected to folbvv 
standards prescribed in IP. The.se standard: 
arc checked for each and every raw material 
and excipients like binding agents that gc 
intothemakingofadrug. Additionally, tests 
are carried out for disintegration, weight 
variation, friability, hardness, etc, during 
the prDce.ss of manufacture, say every 15 
minutes, and finally from a suitable sample 
of the entire batch after manufacture. 

In addition to ensure that the drug 
‘behaves’ during its life time there arc 
ways of measuring and predicting stabil¬ 
ity of the drug. And most obviously, as 
a part of post-marketing drug surveillance, 
samples need to be picked from the market 
and tested for quality. 

Unacceptable quality of a drug, and 
therefore liable to be rejected by manu¬ 
facturers, is when any one of the, say, 25 
parameters that define thequality of a drug 
- its principal constituent and its excipi¬ 
ents includ^ - does not meet the accepted 
standards as .specified in the respective 
pharmacopoeia. (Quality of a drug is also 
defined by the iiKxie of packaging and the 
material used (glossy and attractive pack¬ 
aging is not always good quality). 

In addition a whole set of practicescalled 
Good Manufacturing Practices (GMP), arc 
recommended fm putting into practice that 


ensure quaHty of drugs. OMP is largely 
common sense, cleanliness and hygiene 
and some systematic documentation to en¬ 
sure the same. Again, this does not always 
mean air conditioning in every room or 
dressing and behaving at every stage like 
an astronaut handling germs from Mars. 
Quality comes with an attached cost. 


However it is not very costly to be quality 
conscious. Quality, like honesty, in the 
finai analysis is an attitude uf mind. 

How IS Bad Quality Promoted? 

There are a variety of ways substandard, 
sub-therapeutic and spurious drugs get 
promoted in the market. These are some 


of the ways: (1) By ignoring basic manu¬ 
facturing requirements as indicated 
above, that is negligence, poor ethics and 
a ‘chalta hai’ (wiil-do) attitude. (2) By 
making drugs ai the lower end of the 
tolerance limit allowed: A 500 mg 
paracetamol tablet would be passed in 
quality control if it has the active ingre- 


Table 1 : A CoMPASisoN of Tender Rates and Retail Market rates 


No Drug Name 

(1) 

Nome of Firm 

(2) 

Tender 

(3) 

Unit 

Rate 

(4) 

Manufacturer Retail Overpnee Inder 

Market Price Col (6)/(3) 
(5) (6) (7) 

1 Albendazole Tab IP 400 mg 

Cadila Pharmaceuticals P Ltd 

22.60 

10x10 tablets 

Torrent 

1190.00 

52.65 

2 Bisacodyt Tab IP 5 mg 

Lark Laboratories (I) Ltd 

16.50 

10x10 tablets 

German Remedies 

717.00 

43.45 

3 Alprazolam Tab IP 0.5 mg 

Bal Pharma Ltd 

3.50 

10x10 tablets 

Sun Pharma 

141.50 

40.43 

4 Diazepam Tab IP 5 mg 

Pharmatabricon/LOCOST 

3.05 

10x10 tablets 

Ranbaxy 

92.50 

30.33 

S Folic acid and Ferrous Tab NFI 

Aurochem India P Ltd 

5.89 

10x10 tablets 

Smith Kline 

148.50 

25.21 

6 Amylodipine Tab 2.5 mg 

Lark Laboratories (1) Ltd 

9.10 

10x10 tablets 

Lyka 

148.50 

16.32 

7 Vit B Complex Tab NFI 

Medibcsi Pharma P Ltd 

7.20 

10x10 tablets 

Pfizer (Becosules) 

112.60 

15.64 

8 Propranolol Tab IP 40 mg 

Unicure (India) P Ltd 

7.89 

10x10 tablets 

Cipla 

120.00 

15.21 

9 Nifedipine Tab IP 10 mg 

Comprehensive Medical Service 

6.00 

10x10 tablets 

Torrent 

88.20 

14.70 

10 Aicnolol Tab IP SO mg 

intermed Laboratories 

16.00 

14x10 tablets 

Dabur 

205.00 

12.81 

11 Diclofenac Sodium Tab IP SO mg 

Sorvodaya Laboraotory 

8.60 

10x10 tablets 

Unique 

108.50 

■ 2.62 

12 Diclofenac Sodium Tab SR 100 mg 

Paris:Dakner 

15.82 

10x10 tablets 

Unique 

186.00 

11.75 

13 Calcium Lactate Tab IP 300 mg 

Sipali Chemicals 

5.20 

tOxiO tablets 

Sandoz. Carbonate 

56.00 

10,76 

14 Diazepam Inj IP 100 mg/2 ml 

Endoven Products 

0.85 

2ml AMP 

Ranbaxy 

9.11 

10.71 

1S Amitriptyline Tab IP 2S mg 

Phormafabricon 

13.00 

10x10 tablets 

Merind 

139,00 

10.69 

16 Ciproflaxacin Tab IP .500 mg 

Ajania Pharma Ltd 

77.00 

10x10 tabs 

Albert David 

681.80 

8.85 

17 Indomethacin Cap IP 2S mg 

Atra Pharmaceuticals 

13.40 

10x10 caps 

Jagsonpal 

115.00 

8.58 

18 Amoxycillin Cap IP 2S0 mg 

Crips Laboratories Ltd. 

79.00 

10x10 caps 

Cipla 

650,00 

8.23 

19 Albendazole .Suspension USP 400 mg/10 ml Mouni Mellur Pharmaceuticals 

2.07 

lOml bottle 

Khandelwal 

I6.,50 

7.97 

20 Salbutamol Sulphate Tab IP 4 mg 

Rakod Laboratories 

6.60 

10x10 tablets 

Cipla 

51.80 

7.85 

21 Lithium Carbonate Tab IP 300 mg 

Lark Laboratories (1) Ltd 

14.90 

10x10 tablets 

Torrent 

109.00 

7.32 

22 Dompcridunc Tab 10 mg 

Unicurc (India) P Ltd 

27.99 

10x10 tablets 

Torrent 

199.00 

7.10 

23 Imipramine Tab IP 25 mg 

Unicure (India) P Ltd 

11.30 

10x10 tablets 

Torrent 

59.00 

5.22 

24 Hatoperidol Tab IP I.S mg 

Micro Labs Ltd 

15.79 

lOxlU tablets 

Torrent 

70.00 

5.00 

25 Norfloxacin Tab IP 400 mg 

Brown & Burk Pharmaceuticals 

96.99 

tOxiO tablets 

Ranbaxy 

470.00 

4.85 

26 Doxycyline Cap IP l(X) mg 

Ambuja Laboratories Ltd 

63.00 

10x10 caps 

Jagsonpal 

290.00 

4.60 

27 Paracetamol Tab IP 500 mg 

Ambuja Laboratories Ltd 

13.14 

10x10 tablets 

Smith Kline 

58.80 

4.47 

28 Cephalexin Cop 2.50 mg 

21st Century Pharmaceuticals 

127.00 

10x10 cops 

Dabur 

540.00 

4.25 

29 Omeprazole Cop IP 20 mg 

Hindustan Tablets 

86.00 

lOxtO caps 

Cipla 

360.00 

4.19 

30 Phenytoin Sodium Tab IP 100 mg 

Unicure (India) P Lid. 

10.90 

10x10 tablets 

Cipla 

44.29 

4.06 

31 Nifedipine Cap IP 5 mg 

Micron Pharmaceuticals 

15.48 

10x10 caps 

Cipla 

50.60 

3.96 

32 Chloropromazine HCI Tab IP 100 mg 

Iniertned Laboratories 

33.85 

10x10 tablets 

Rhone Poulenc 

117 00 

3.46 

33 Pheniramine Maleate Sy USP 15 mg/S ml 

Dravida Nadu Drugs & Phonnac 

3.48 

50ml bottle 

Hoechst 

12.00 

345 

34 Glypizide Tab IP 

Alfred Berg & Co 

26.69 

10x10 tablets 

Wallace 

85.00 

3.24 

35 Muliiviiainin Tab NFI Formula 

Intermed Laboratories 

15.65 

10x10 tablets 

Vanous companies 

50-100 

3.19 

36 Dexamcihasone Tab IP 0.5 mg 

Alfred Berg & Co P Ltd 

8.50 

10x10 Tablets 

Wyeth 

26.50 

3.12 

37 Ranitidine HCI Tab IP 150 mg 

Lark Laboratories (1) Ltd 

31.20 

10x10 tablets 

Lyka 

91.30 

2.93 

38 INH Tab IP .300 mg 

Comet Phannaceuticals P Ltd 

17.00 

10x10 tablets 

Pfizer 

49.28 

2.90 

39 Carbamazeptne Tab IP 200 mg 

Unicure (India) P Ltd 

6i.72 

10x10 tablets 

Torrent 

178.20 

2.89 

40 Ibuprofen Tab IP 400 mg 

Bharat Parenlerals 

23.43 

10x10 tablets 

Cipla 

67.40 

2.88 

41 Bctomethasome Tab IP 0.5 mg 

Intermed Laboratories 

13.83 

10x10 tablets 

Glaxo 

38.20 

'2.76 

42 Primaquine Tab IP 2.5 mg 

Medibest Pharma P Ltd 

11.00 

10x10 tablets 

Inga 

38.00 

2.73 

43 Cephalaxine oral dry suspension 125 mg/5 ml 

Dravida Nadu Drugs & Pharnuc 

8.00 

30ml bottle 

Biochem 

21.50 

2.''9 

44 Aspirin Tab IP 300 mg 

Paris-Dakner 

8.30 

10x10 tablets 

Reckitts (Disptrm) 

22.10 

2.55 

45 Co-Trimoxazole oral suspension IP 

Jerpan Remedies 

4.10 

SOmI bottle 

Wellcome 

10.81 

2.64 

46 Choloroquine Phosphate Tab I 250 mg Aira Pharmaceuticals 

34.00 

10x10 tablets 

IPCA 

89.40 

2.63 

47 Ciprofloxacin Inj IP 

Shri Sai Baba Pharmaceuticals 

6.75 

l(X)mt bottle 

Torrent 

17.60 

2.60 

48 Metronidazole Tab IP 200 mg 

Coa Antibiotics & Pharinacel 

15.50 

10x10 tablet. 

Unique 

.39.30 

2.54 

49 Ibuprofen Tab IP 200 mg 

Sordodaya Laboratory 

13.40 

10x10 tablets 

Knoll 

33.70 

2.51 

SO Co-Trimoxazole Tab IP 80 mg > 400 mg 

Crips Laboratories Ltd 

31.00 

10x10 tablets 

Wellcome 

77.20 

2.49 

5 Frusemide Tab IP 40 mg 

LOCOST 

13.49 

10x10 tablets 

Hoechst 

33.30 

2.47 

52 Pyrazinamidc Tab IP 5(K) mg 

Unicure (India) P Ltd 

137.90 

10x10 tablets 

Lupin 

324.30 

2,35 

53 Ethambutol Tab 800 mg 

Lark Laboratories (I) Ltd 

134.50 

10x10 tablets 

Lupin 

306.60 

2.28 

54 Rifampicin Cap IP 150 mg 

Axon Drugs P Ltd 

102.00 

10x10 caps 

Novartis 

225.00 

2.21 

35 Rifampicin Cap IP 450 mg 

Pure Phanna Ltd 

279.00 

lOxiO caps 

IDPL 

614.00 

2.20 

56 Digoxin Tab IP 0.25 mg 

Atra Pharmaceuticals 

27.20 

10x10 tablets 

Wellcome 

58 50 

2.15 

57 Streptomycin Iqj IP 0.75 rog/vial 

Vtvek Pharnutchem (1) Ltd 

3.56 

SmI Vial 

Sarabhai 

7.24 

2.03 

58 Paracetamol Syrup IP 

Paris-Dakner 

3.42 

60ml bottle 

Smith Kline 

6.70 

1.96 

59 Ethambutol Tab IP 2(XI mg 

Aurochem India P Ltd 

34.45 

10x10 tablets 

Cadila 

66.50 

1.93 

60 Verapamil Tab IP 40 mg 

Micro Labs Ltd 

36.79 

10x10 tablets 

Themis 

50.20 

1.36 

61 ORS Powder IP 

TSAR'Pharmaceuiicals Ltd 

1.61 

Pouches 

Merck 

9.97 

0.19 

62 Phenobatbilone Tab IP 30 mg 

Embiottc Laboratories P Ltd 

7.11 

10x10 tablets 

not available 



63 Folic Acid Tab IP 

Sorvodaya Laboratory 

3.94 

10x10 tablets 

not available 



64 Chlorpheniramine maleate tab IP 4 mg 

Sarvodaya Laboratory 

2.95 

10x10 tablets 

not available 




diem between 450 to 530 mg (± 10 per 
cent). During its shelf Hfe the 450 mg 
tablet’s pmency may decrease and may 
not act as desired. (3) By inappropriate 
packing: for instance, water absorbing 
drugs like aspirin and ethambutol should 
be protected from high humidity during 
manufacture and storage during the entire 
life of the drug. (4) By committing crimi¬ 
nal acts like putting ‘haldi’ powder (tur¬ 
meric) for tetracycline or sugar pill for 
calcium lactate. They harm the patients by 
not acting at the time of need. Again care¬ 
less manufacture in specially IV fluids 
and injections have been known to kill. 
(5) By coasciously putting unnecessary 
products in the market and claiming undue 
benefits for them. (This can happen with 
essential drugs also when companies claim 
benefits not warranted by scientific re¬ 
search). Some addictive substances like 
alcohol may be added in tonics, and the 
tonic as a whole is then claimed to be a 
stimulant. Or promoting substances that 
are sedatives but have the side-effect of 
increasing appetite; the drug is then 
marketed as an appetite stimulant. (6) By 
trying to bribe drug authority and other 
officials, and succeeding in evading com¬ 
pliance of desirable manufacturing prac¬ 
tices. Also trying to induce doctors to 
prescribe one’s own products, by influ¬ 
encing medical college departments for 
favourable research reports, by denying 
the efficacy of cheaper and safer alter¬ 
natives, bad quality is ultimately promoted 
in the system. Everybody loses in the 
process. (7) By trying to come into the 
market for short-term purposes only: say, 
merely to fulfill an export order or a 
government order of. say, Rs 10 crore. 
This can be done by loan licence manu¬ 
facture and then disappearing (the so-called 
fly-by-night syndrome). Every manufac¬ 
turer has an obligation to disclose sources 
and uses of funds, balance sheets, details 
about promoters and who is behind the 
company. In short, manufacturers need to 
be accountable to the public. 

Over-Price Index 

Columns (2) and (3) in Table I give the 
lowest tender rates quoted in the TNMSC 
tenderof 1998-99 that was finalised around 
August 1998. All TNMSC tender rates are 
for strip/biisterpacks. Columns (5) and (6) 
give the retail market price of an equiva¬ 
lent formulation, also in blister/strip packs, 
as given in the October 1998 issue of the 
Monthly Index of Medical Specialities 
{MIMS, India). Column (7) is the ratio of 
the retail price to the lowest tender price. 

Column (7) thus is an indication of the 
extent uf over-pricing. Admittedly, tender 
prices are for bulk quantities whereas retail 
market prices of drugs include marketing 


coMs, commissions to the rmiler-whole- 
sater network, etc. But nobody sells, 
especially for transparent government 
tender and purchase systems, at a loss. So 
tender rates quoted are the viable prices 
with absolutely minimal post-manufac¬ 
turing markups, say from 0.5 to 3 per cqpt. 
We argue therefore that the ratio in 
column (7), we choose to call it the over¬ 
price index, is a good indicator of over¬ 
pricedness of a product. Simply put alben¬ 
dazole - effective against certain types of 
worms - or rather its leading branded 
versions in the retail market, sell at 52.65 
times, or 5265 per cent, over the tender 
price quoted. 

We need to draw the line between 
reasonable markups and over-pricedness. 
Assuming a very liberal 250 percent post¬ 
manufacturing markup as reasonable, we 
see only 20 percent of the 60-odd products 
examined fall in this category. The second 
category of over-price index, 2.5 to 5, 
amount to another 40 per cent while yet 
another 50 per cent of the products exam¬ 
ined have a ratio of 5 and above. Hie top 
category is of course occupied by the likes 
of albendazole, bisacodyi, alprazolam, 
diazepam, etc. Generally psychotropic 
products tend |o be over-priced a.s also 
products forcardiac conditions end hyper¬ 
tension (high BP). Iron-folic acid, a most 
important drug for the bulk of Indian 
women and children suffering from iron 
deficiency anaemia, is tragically not only 
over-pric^, but is practically impo.ssible 


to get os plainircn-folic acid tablets in the 
retail pharmacy. The product of Sroidt 
Kline compared here is Fesovit spansule, 
the nearest equivalent, which is unfortu¬ 
nately capsul^ instead of being tabletted 
- the latter would have lowered the price 
somewhat. Likewise, one would be hard 
put to find simple, folic acid (tablets and 
syrup) or say ferrous sulphate (iron tablets 
and syrup) - they generally come in fancy 
and irrational multi-ingredient combi¬ 
nations; some of the so-called iron 
syrups, not analysed here, are horribly 
over-priced and irrational (for instance, 
Dexorange). 

A caveat about albendazole. The drug 
company, Cadilla, manufactures the basic 
dnig, so it may be argued that Cadilla is 
able to quote a rock-bottom price for the 
formulation. The next lowest quotations 
for albendazole in the TNMSC tender of 
1998-99 are as under: Rs 62 (Veco 
'Pharma); Rs 72 (Atra Pharmaceuticals); 
Rs 73 (21 St Century Pharmaceuticals); Rs 
73.88 (Hindustan Tablets), etc. Therefore 
one would argue that these are more 
reasonable tender prices from pure formu- 
iators, i e, companies which are not also 
manufacturers of the basic drug. Costing 
dataof LCXTOST, anot-for-profit trust and 
formulations manufacturer, tends to sup¬ 
port that around Rs 70 per 100 tablets 
(strip or blister pack) of albendazole (400 
mg) is a reasonable tender price. So the 
over-price index should be around IS. 
which is still absurdly high. 


Table 2: Comparison of Prices of Drugs Marketed by Glaxo in Inua and Sri Lanka 

(in Sri Linkan Rs) 


Brand 

Indian 

Price 

.Sri Lankan 
Price 

Price* 
Increase 
(Per Cent) 

G BETNASOL N (GLAXO) 5 ml 

13.77 

173.75 

1261 

G EMENEO (ALLERGAN) 

59.91 

158.98 

265 

G LIQUIFILM TEARS (ALLERGAN) 

29.16 

197.07 

675.8 

OC ZOVIRAX 

64.8 

204.00 

319 

G PRED FORTE (ALLERGAN) 3 ml 

61.80 

694.75 

1072 

GCELESTONE 10 tabs 

2.86 

208.40 

1200 

G BETAGEN (ALLERGAN) 

64.8 

314.90 

462 

G COMPLAN CHOCOLATE 450 gm 

181.44 

346.50 

190 

VENTOLIN INHALER 100 meg (200 dose) 

110.16 

368.00 

334 

VENTOLIN RESPIRATOR SOL 10 ml 

25.92 

135.00 

520 

VENTOLIN INJECTION 1 ml AMP 

5.67 

81.30 

1433 

VENTOLIN INJECTION 5* ml AMP 

5.67 

406.50 

7100 

BECOTIDE ROTACAPS 100 meg 10 caps 

12.02 

59.15 

121 

CELIN PA.STILLS 500 mg 

13.77 

72.50 

322 

OSTACALCIUM SYRUP 200 ml 

43.36 

74.75 

164 

BETNASOL PLAIN DROPS 5 ml 

16.20 

144.00 

888 

BETNASOL EYE/EAR DROPS S ml 

1.3.77 

165.00 

1198 

SORBEX lOO’s 

21,06 

38.90 

184 

IMURAN TABLETS 50 mg 10s 

10.13 

28.11 

277 

MIGRIL TABLETS iOs 

31.59 

117.70 

356 

SEPTRIN TABLETS IOs 

12.96 

50.53 

389 

SUDAFED EXPECTORANT 200 ml 

17.82 

90.25 

506 

ZOVIRAX CREAM 5 per cent 2 gm 

81.00 

646.50 

798 

ZOVIRAX TABLETS 200 mg 5s 

124.00 

460.00 

369 


Now. * Sri Lankan market retail price/Indian market price in SLR x 100. 

Percentage price in SLR conversion rate; One Indian Rupee » |.62 SLR. 

Source: The Island, February 8, 1999, quoted in the e-drug conference communication. 
<e-drug9uiia healthnM.org>, of February l5, 1999. on Sri Lankan Drug Pricing. 



Let us look at the other producu in the 
)ver-10 over-price index category (over- 
nice index in parentheses): 

Diazepam (30.33) is a misused and 
HMight after sleeping tablet. Amylodipine 
; 16.32) is used in cardiac conditions. 
^itaminB-complex(IS.64)isan irrational 
irug by itself with its nearest equivalent, 
Becosules, being one of the top 10 selling 
products in the country. Propranolol 
; 15.21) is used for irregular heartbeats; 
lifedipine (14.70) used in coronary care 
:S also over-priced because the branded 
iroduct is capsulated; while atenolol 
;12.81) is also used for cardiac care and 
lypertension. Not surprisingly, drugs for 
ttost of these socially perceived diseases 
)f the affluent, tend to be priced higher. 

Some other over-10 over-price index 
products are: diclofenac sodium (12.62), 
m anti-inflammatory drug often mi.sused 
IS a pain-killer; calcium lactate (10.76) a 
tiost necessary nutritional supplement 
jftcn not available as single ingredient at 
'casonabic prices; and amitryptyline 
; 10.69), an antideprc.s$ant. Even oral 
dehydration salt (ORS) has an over-price 
ndex of 6.19. 

Some QtJESTioNS 

The vast differences in pricing - or if 
t^ou want to call it differential pricing 
strategies - raise several questions. 

Firstly, is it ethical for industry to market 
drugs at such vastly different prices? Is 
:hc government justified in allowing such 
vast differences to-prevail? What is the 
real co.st of manufacture? What is the real 
;ost of marketing? Assuming government 
tupply prices are the lowest, they .set a 
')cnchmark from which legitimate profits 
;an he calculated. What ought to be then 
he legitimate markup? It obviously means 
.'ompanies operate at vastly different 
:fnciencies. Is it Justified to lake as bench¬ 
mark the prices of larger, less efficient 
:ompanics for, say, price contml by the 
National Pharmaceutical Pricing Autho- 
ity (NPPA)? 

It is clear that free market principles 
Dperate in segments. There is perhaps true 
:ompetition in (transparent) government 
lender systems. For the *Y!St, drug prices 
tre what the markets and market segments 
ran take, with some making a virtue of a 
aigher priced brand-named drug as some- 
iiow better than a lesser priced drug, brand 
3r generic. In the latter case, the market 
‘signals' are unpredictable: drug industry 
ilong with medical profession can fool a 
fireat many people much of the time. An 
interdisciplinary cartel if ever there was 
)ne. Witness for example, that various IV 
fluid packs like (textrose were sold acouple 
jf years back by IV fluid manufacturers 
;o wholesalers at around R$ 5 per unit and 


by the time retailers offloaded them on 
patients it would become Rs 30 and mote. 
The lately revised ceiling of Rs 22 fixed 
by NPPA (current manufacturers price 
around Rs 7.50 for 540 mi packs) is a bit 
of relief though not much for the consumer 
whose doctor insists on putting the patient 
on IVs at the slightest pretext. 

' A second outstanding example is the 
vast differential pricing of albendazole: 
Rs 0.22 (government tender); Rs 1 (not- 
for-profit drug manufacturer); Rs 10 (re¬ 
tail market). 

A Sri Lankan Aside 

If this is one type of over-pricing, let 
us recollect another. It is well known that 
the same drug company will sell its own 
products at vastly different prices in a 
foreign market. Glaxo’sZantac (ranitidine) 
is one notorious example which sells at 
vastly uiiTerent prices in the US, Pakistan, 
India and Indonesia. For instance, in 1995. 
a strip of 10 300 mg tablets of Zantac in 
Pakistan was selling at Indian Rs 260.40, 
in the US at Rs 1,0.50.70, and in UK at 
Rs 484.42 while equivalent Indian brands 
like Torrent's Ranitin were selling at Rs 
18.53. Even in tenns of purchasing power 
parity, the.se differentials do not make 
.sense. Surely US S 30.02 (equal to Indian 
Rs 1,050.70 in 1995) could buy more in 
the US in 1995 than what one could in 
India with Rs 18.53. 

To further illustrate this closer home, a 
recent front page article in the Sri Lankan 
ncwspiqjer. The Island, of February 8, 
1999, tried to show how drugs manufac¬ 
tured by Glaxo (India) arc sold in Sri 
Lanka by Glaxo Wellcome Ceylon at prices 
over 7000 per cent higher. Table 2 gives 
some detai Is. The table compares the Indian 
market price of drugs produced by Glaxo, 
converted to Sri Lankan rupees (SLR) 
with retail price of lhe,se drugs sold by 
Glaxo Wellcome Ceylon. 

It was the article in The Island of 
December 13. 1998 by C R Siemon, a 
leading eye-surgeon, that had roused 
curiosity and raised the important ques¬ 
tion about the difference in drug prices in 
Sri Lanka and India. Siemon in his article 
had compared the Sri Lankan prices and 
the Indian market prices of some drugs 
and it was clear that the local prices of 
drugs sold by Glaxo Wellcome Ceylon 
were exorbitantly high when compart to 
the Indian market prices. 

C R Siemon when contacted said that he 
had highlighted high prices of vital drugs 
because the patients found it difficult to 
buy these drugs at these prices. “It casts a 
patient around Rs S(X) a day for medicines 
which many cannot afford. It is my duty as 
a doctor to ensure that patients can afford 
the drugs I prescribe them to buy", he said. 


Glaxo Wellcome Ceylon has yet to res¬ 
pond to the charges levelled against them 
in his article. Weerasuriya, I^ofcssor of 
Pharmacology also wrote in connection 
with the article by Siemon. When con¬ 
tacted he asked “Why has Glaxo not respon¬ 
ded. I am awaiting a response from them". 
However, when the Marketing Director of 
Glaxo Wellcome Ceylon was contacted by 
The Island and asked to comment on the 
vast difference in prices of drugs sold in 
India and Sri Lanka, said “No comments". 
“Glaxo Wellcome arc manufacturing the 
same drugs in India and selling them at 
a lower price in India. They are preventing 
us from buying thesedrugs from theindian 
domestic market at a lower rate" alleged 
an official of the State Pharmaceutical 
Corporation (SPC). 

One official po.sed the question; “Most of 
the drugs that are used in local hospitals 
are Indian drugs, if the quality is inferior 
how are patients cured?" Therefore it is 
evident according to them that there is 
no difference in the drugs that Glaxo 
Wellcome are manufacturing in India and 
the drugs they are marketing in Sri Lanka. 
An official also said that must multinational 
companies are based in India bccausecosts 
arc low in this part of the world. 

(Quoted in e-drug conference, op cit. 
Original source: The Island). 

What Can We Learn? 

What is the moral of this story? What 
can we learn fmm all this? It depends. If 
you are a free marketwallah. you may 
clamour for more free market, 'opening' 
up, etc. But we have seen, competition is 
effective only in the limited case of trans¬ 
parent government tendering and supply. 
In the retail and wholesale market, the 
same drug can be available at a range of 
prices. And if you believe a costlier 
paracetamol is more effective than a 
cheaper one, you have freedom to ‘choose'. 

The Sri Lankan example, if anything, 
illustrates the prevalent price distortions 
across the developing world, and how lack 
of political will on the part of the national 
government can easily let matters worsen. 
An ominous portent of things to come 
once India has exclusive marketing rights 
(EMRs) and patents and compulsory li¬ 
censing in place. Globalisation docs not 
seem to discipline companies into selling 
at even rca.sonabiy comparable prices in 
neighbouring countries. 

As far as India is concerned, another 
way of looking at this is: Use the prices 
of transparent government drug supplies 
as the benchmark of lowest pQs.sible prices. 
Use these prices to fix upper limits on 
reasonable profits. An upper limit for drug 
prices is a must to make health care afford¬ 
able. And do not listen to the scare¬ 
mongers. Foreign companies never ran 
away from Bangladesh for the last 17 



years when price control has been in force 
(in addition to a policy pf no brand names 
and a restricted list of drugs). A level 
playing field, one would think, where one 
player is the consumer. 

Pricing and AIDS-like Diseases 

Since nobody nowadays takes home¬ 
grown advice seriously, let us end this 
discussion by quoting a ‘phoren* source, 
to wit. AIDS activist David Scondras, 
who is also a political and public-policy 
expert, from Boston, US (quoted by 
Richard Laing in the c-drug conference, 
<c-drug@usa.healthnct.org>, Feb 8.1999. 
The full original piece of Scondras is posted 
at <treatment-access@hivnct.in>): 

On an average, drugs manufactured in 
India are between l,(X)0and4,(X)0 per cent 
cheaper than the same product in US 
pharmacies. Drug companies have pushed 
hard to stop India and other poor countries 
from making cheap copies of their life¬ 
saving medicines by including the curtail¬ 
ment of these practices in the international 
trade agreement, the GATT [sec "GATT 
and the Gap: How to Save Lives,” AIDS 
TREATMENT NEWS # 307, November 
20. 1998], By pushing for such interna¬ 
tional agreements on trade, public agen¬ 
cies and our government become accom¬ 
plices to stopping medicines from reach¬ 
ing the poor. 

The costs of medicine depends on who 
makes it and where it is made. At the Taj 
Mahal hotel in Mumbai (Bombay), you 
can buy Hytrin, a sophisticated ami- 
hyperlcnsivc, for seven cents a tablet. A 
month's supply of the drug costs about S 
4.20. At a local pharmacy in Boston, the 
same drug from the same company costs 
$ 44 48, more than 10 times us expensive. 
And the Indian price is marked up on the 
order of 2(X) per cent. 

In Boston, ranitidine iihe generic equiva¬ 
lent of Zantac, an H-2 blocker which helps 
you not make stomach acid) costs 42 cents 
for I SO mg. The same exact product at Taj 
costs less than 2 cents (1.79 cents). In other 
words, even the cheap, generic equivalent 
in the US is a mere 2246 per cent more 
expensive! 

In fact, mo.st drug, including antiretrovirals, 
are very inexpensive to manufacture. Their 
prices rellect what the market wilt bear, 
not what they co-st to produce. U.S. phar¬ 
maceutical firms buy the basic ingredients 
to antivirals in bulk from other countries 
at incredibly inexpensive rates. 

For example ATT (zidovudine) in bulk 
can be purcha.sed as of December 1998 
for 42 cents tor 300 mg from the world¬ 
wide suppliers; this price reflects not only 
the profits to the manufacturer but also to 
the middleman bulk buyer. This drug is 
retailed at $ S.82 at my local (CVS) 
pharmacy. This means that tabicting. 
packaging, marketing and transporting of 
ihe medicine, plus profit, adds 1285 per 
cent to the basic price, already cxcc.ssivc. 


This ridiculous price cannot be justified 
except in terms of what the market will 
bear, as it bears no real relation to cost 
of production. An Indian company, Cipla. 
based in Mumbai, sells ACT in capsule 
form for $1.42 per 300 milligrams, and 
according to local experts, Cipla is ac¬ 
cruing 2-3 hundred percent profit margins 
with the drug. Yet they are selling it at 
less than a quarter of the pnee in the US! 
...To provide antiretrovirals to the world, 
there would have to be a paradigm shift 
in our collective decision-making pro¬ 
cesses. There arc choices. All of them arc 
in the arena of public policy, not medical 
research. Under the present paradigm, gov¬ 
ernments have to cither pay for extremely 
expensive drugs at very high prices and 
distribute them to the South (developing 
countries), ignore the 95 per cent of the 
world that cannot afford these costs, or 
take actions that would bring down the 
costs of the drugs. And before the creativ¬ 
ity that might solve this public policy 
dilemma can be unleashed there would 
have to be an underlying shift in will _ 
a paradigm shift in which saving the 
developing world from unnecessary ill¬ 
ness and death becomes a priority over 
short-term economic gains. Thus far. each 
aiternalive has been politically ton costly. 
There are efforts being made but they are 
far too small even conceptually to put an 
end to a world of untreated disease. 
Treatable AIDS-related illnesses will not 
end until medicine is made available to 
everyone who needs it. And this requires 
an imaginative reshaping of the political 
and economic decision-making paradigm 
primarily a reshaping that moves us away 
from a sy.stcm which defines values in 
terms of short term gains and takes a 
lunger view of self interest. For in the end. 
a world full of disease is bad for business. 
....data now suggests that certain old 
antiretrovirals used together can be as 
powerful as the famous pretties-inhibitor- 
based drug cocktails. Had we known this 
when they were first approved by the (U.S) 
FDA, we could have saved many lives. 
But the drugs were made by different 
companies and competition between them 
made it financially difficult for them to 
test their products together. Who would be 
liable for any problems? How would com¬ 
pany secrets be kept? Who would benefit 
if the combination proved successful? Who 
would pay for it? These questions dis¬ 
courage collaborations between compa¬ 
nies, "be obvious long-term scientific bene¬ 
fits are overshadowed by the key question 
of short-term financial benefit to the stock¬ 
holders of the companies involved. 
Interestingly, an effort was made in the 
midst of the HI epidemic to form a col¬ 
laboration of private companies. It still 
exists, known by its acronym, the ICC 
(Inter-Company Collaboration for AIDS 
Drug Development), and it is trying to 
undertake joint efforts. Unfortunately, it 
has tended to prove the difficulty of making 
this research system work. Its very failure. 


in efforts that have been without ^lestion 
supported at the highest levels of each 
company,underlines the difficulty inherent 
in collabwative efforts between competi¬ 
tors in a maricet-driven context. 

...We have engendered a culture that 
increasingly values nothing but money 
and its accumulation nothing but money 
and its accumulation. Our public actions 
increasingly serve the money-making 
activities instead of controlling and balan¬ 
cing them with regulations and invest¬ 
ments in the public interest. So the use of 
old drugs in combination to control HI 
was not developed. The private sector did 
not look at the combination because there 
was no likelihood of immediate financial 
return toaspecificcompany and there were 
serious legal, marketing, and other prob¬ 
lems in cross-company collaboration. 
The only other actor that could have checked 
out the combination was the federal 
government. But there was no agency em¬ 
powered tofindacure to Hl-tocut the red 
tape, to put in place strategic plans, to 
force collaboration or to follow anything 
but academic whims and hunches that 
make up the basis of the efforts of the only 
US agency directly empowered to find 
answers; the National Institutes of Health. 
As a result many thousands of people have 
died and thousands more have u.sed cp the 
elfectiveness of these drugs in the less 
useful contextof sequential monotherapies. 
Who knows how many mothers, fathers, 
sisters and brothers of the rest of (he world 
have died at the hand of this new god. 
It IS often pointed out that at the time 'we 
did not know better'. However, had our 
decision to stop HIV followed a strategic 
plan analogous to our cflort to put some¬ 
one on (he moon, there is no question but 
that the value of u.stng drugs in plausible 
combinations would have been investi¬ 
gated immediately. Instead, we allowed 
the ‘private sector’ to dictate the agenda. 
The profit motive has been a critical part 
of getting treatments developed. Without 
it, much of the effort to locate compounds 
with antiviral potential might not have 
happened so quickly. But, like ell motives, 
it has shortcomings. To not admit this and 
compensate for them in a coherent, effec¬ 
tive way IS to burden the world uiinece.s- 
sarily. 

The two worlds of North and South arc 
under one god and they suffer from the 
limitations of that god. Thc.se result from 
the stH'ioiogical shift from (he researcher 
as searcher of tiuth and the doctor as 
bringer of medicine, to the researcher as 
part of drug development and the doctor 
as part of Ihe drug sale force. Most im¬ 
portantly, both reflect the role govern¬ 
ments have chosen; to facilitate the needs 
of the invisible hand that has reached the 
status of a god. rather than analyse what 
the public needs, and temper the god to 
serve our common interests. 

(The author wishes to lhank T Srikrishna for 

going over an earlier draft of the paper.] 
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Agricultural production and productivity have experienced a declining 
trend in Gujarat. A workshop on this subject in Ahmedabad last year 
yielded recommendations on specific themes with the policy paradigm 
shifts required for each of them. 


THE Indian Society of Agri-business 
Management, Ahmedabad. and Develop¬ 
ment Support Centre, Ahmedabad, an 
NGO, organised on August 6, l*)98 a 
brain-storming workshop at the Indian 
Institute of Management. Ahmedabad. to 
identify recommendations for raising 
agricultural productivity in Gujarat. This 
problem was selected because both 
agricultural productivity and production 
have a declining trend in Gujarat as in 
India. The workshop was innovative in that 
‘ it envisaged discussion on theobservations 
of panelists that consisted of farmers, 
agricultural scientists and farm input 
managers. The participants also included 
government officials, academicians, 
NGOs, and farm input and credit agency 
representatives. Prior to the workshop, 
two papers both in English and Gujarati 
were circulated to these participants. Tbese 
two papers were ‘Developing Agriculture 
in Gujarat' by Bhupat M Desai and N V 
Namboodiri {Economic and Political 
Weekly, March 29,1997) and ‘Wheat Seed 
Research and Farmers’ by Anil C Shah. 

The recommendations that followed 
from the workshop centre around the fol¬ 
lowing seven themes with policy paradigm 
shifts required for each of them. 

(1) Agricultural ‘Strategy’ for Raising 
Productivity, (2) Agricultural Research 
and Extension System Policy, (3) Seeds 
Policy, (4) Policies for ‘Complementary’ 
Farm Inputs and Resources, (S) Land Con¬ 
solidation and Tenancy Policies, (6) 
Government Expenditure Policy for 
Agriculture, and (7) 'Organisational 
Strategy’ for ’Local’ Action. 

Agricultural 'Strategy’for Raising 

Productivity 

The ’strategy' for raising agricultural 
productivity must be technical change (i e, 
scientific l^wledge-based fanning) that 
is both seed and 'complementary* farm 
inputs and resources-based rather than 
only seed or only resource-based. Such 
a ‘strategy’ follows from three factors, 
namely. 


(a)higheryields per hectare are achieved 
by the farmers who practise scientific 
agronomic practices, besides using new 
inputs and ‘complementaiy’ resources in 
which new technology is embodied; 
(b) growth in per hectare yield is con¬ 
strained due to gap in farmers’ and scien¬ 
tists’ knowledge about new technology; 
and (c) this yieid-ba.sed growth is also con- 
strained when access to ’complementary’ 
farm resources is limited. 

This ’strategy’ is consistent with the 
farming systems approach that emphasises 
farmers' all resources and all enterprises 
such as crops and livestock-farming. 

Agricultural Research and Extension 

System Policy 

Recommendations pertain to govern¬ 
ment investment/expenditure, reorganis¬ 
ation of this system, and manpower under¬ 
lying it. 

While government expenditure on both 
agricultural research (R and D) and exten¬ 
sion must be significantly stepped up. 
priority be accorded to the latter in the 
short-iun to bridge the gap in the knowledge 
of farmers and scientists. 

But both agricultural research and 
extension must proactively become farmer- 
friendly and farmer-partnership-oriented. 

Agricultural research so reorganised 
should conduct that research which 
provides solutions to farmers’ location 
specific problems. These problems, for 
example, for major crops/varieties in 
Gujarat require research on response of 
per hectare yield to 

(a) various soil and moisture regimes, 
besides water stress, (b) furrow as against 
complete field ploughing, (c) plant popu¬ 
lation, (d) transplanting as against broad¬ 
casting method of sowing, and that of 
application of other inputs, (e) type and 
dosages of nutrients required under dif¬ 
ferent soil and moisture reginus, (0 ferti¬ 
lisers plus compost manure (and just 
not farm yard manure), (g) hand weeding 
as against inter-culture, (h) different 
varieties under major soil and moisture 


typologies, (i) crop rotation, and (j) inter¬ 
cropping 

Three other areas requiring attention are 
(i)evolving locMion-specific new varieties 
that are drought, pest and duration- 
sensitive, (ii) reducing the time taken in 
this research, and (iii) introducing on- 
farm testing trials on fa.mers’ fields. 

Agricultural extension that is farmer- 
friendly and collaborative also should 
provide solutions to farmers’ problems. 
This should be done by changing content, 
medium, and manpower of extension 
service. The content of this service must 
flow on the above stated, 13 problem- 
areas of research, besides the selection of 
varieties and 'complementary’ farm inputs 
and resources application. The medium of 
this service could be farmer-to-farmer 
contact, VLW to farmer contact, demon¬ 
stration trials, visits to research fmns, 
audio-visual vans, and mass media like 
leaflets, (local) newspapers, and television. 
Extension manpower needs upgradatioh 
in its training, status, and fanners to 
extension worker ratio which at all-India 
level is about 800/1,000to make extension 
services geographically more broad-based 
and quality-oriented. Furthermore, link 
between extension service and scientists 
being very ,weak farmers' representatives 
must have a direct link with the scientists. 

Seeds Policy 

Recommendations pertain to govern¬ 
ment expenditure, regulation, and reorgani- 
.sation of seed industry. 

Seed industry in both public and private 
sectors must also be farmer-friendly. In 
crops like groundnut and cotton, this 
industry needs to be promoted urgently. 
Government expenditure on public sector 
seed industry must be stepped up to 
enhance its capacity and quality of services. 
Timely, adequate, and quality seeds 
availability being the hallmark of any seed 
organisation, both public and private 
sectors in this industry must be made more 
accountable to an independent regulatory 
agency. Furthermore, certification and 
testing for quality by this agency must be 
mandatory for the private sector also. Yet 
another policy required is to prc.scribe 
maximum retail price of seed. Ihc fonner 
is because of adulteration that seems to 
be quite rampant. And the latter is because 
at pre.sent the price of seeds for the same 
variety in some crops from the private 
sector is five times or so the price of the 
public sector seeds. Lastly, all seed 
organisations mu.st promote knowledge 
about use of seeds including replacement 
rates as an input rather than exclusively 
concentrating on sale of larger quantity of 
seeds. 



Policies far ‘Complementary’ Farm 

Inpm and Resources 

Although the panel-basedducussion was 
organised for only two 'complcnientary* 
inputs of irrigation-water and fertilisers, 
the panelists as well as participants mack: 
observations on otiier ‘complementary' 
resources such as farm yard compost 
manures, bio-agents, watersheds, pesti¬ 
cides. electricity and farm implements and 
equipments like drip, sprinkler, and 
improved small implements (such as seed- 
cum-f«titiserdrill). Recommendaticms are 
presented separately for irrigation and 
watersheds, fertilisers, organic nutrients 
and pesticides, and electricity and farm 
implements. These recommendations 
relate to government expenditure, reorga¬ 
nisation of agencies, regulation by the.se 
agencies, and pricing of these inputs. 

Irrigation and Watersheds: Government 
expenditures on both of these must be 
signitlcantly stepped up, besides acceler¬ 
ating the efforts tocomplete Sardar Sarovar 
Project. Someofthese publicexpenditures 
must be on modernisation of the existing 
canal irrigation projects to alleviate 
problems of water-logging, soil salinity, 
etc. These public expenditures will crowd- 
in private (i e. farmers’) investments which 
may be financed by the rural credit 
institutions. The.se institutions may also 
promote credit in areas where watersheds 
ate completed to further develop land and 
other associated benefrts. NGOs and 
relevant government depmtments may also 
be associated tor this. 

On reorganisation of the agencies the 
first recommcmlation is that they should 
all be more farmer-friendly and col¬ 
laborative with farmers’ involvement in 
both design and implementation of the 
projects. Secondly, the farmers’ organi¬ 
sations may also collect irrigation dues, 
betterment levy. etc. These funds should 
remain with the irrigation authorities to 
assist them to improve their O and M 
tasks, as in Paiticipatory Irrigation 
Management Projects. Thirdly, irrigation 
authorities, agricultural departments and 
extension agencies should improve their 
co-ordination and interdependency to 
encourage farmers to adopt mote efficient 
irrigation practices as an input of 
knowledge. Fourthly, such organisational 
change is also necessary for reaping the 
full benefits of watersheds already 
developed. 

On regulatory functions of irrigation 
authorities the needs are twofold: One of 
these is updating the data on groundwater 
potential, and the other is to control the 
overexploitation of this potentiaNhrough 
appropriate both persuasive and coercive 
measures. Moreover in the command areas 


of canal irrigated projects conjunctive use 
of water may also beproutively promoted. 

Pricing of irrigation from surface versus 
groundwater sources lacks parity. Some 
sort of better parity in pricing nuy be 
encouraged through prescritnng location- 
specific maximum retail price for well 
irrigation and rationalisation of canal water 
charges. The latter is also required to pro¬ 
mote more scientific irrigation practices. 

Fertilisers, Organic Nutrients and Pes¬ 
ticides: Four most urgent recommenda- 
tionson these 'comptemeniary’ inputs are: 
One, the knowledge gap ik’tween scien¬ 
tists and input agencies must be bridged. 
Two. recommendations on the useof these 
inputs developed by the scientists for 
different soil-moisture regimes must be 
transmitted to the fanners through more 
proactive role of soil testing lab in various 
talukas to develop more sustainable in¬ 
creases in agricultural productivity. Three, 
while farmers are keenly aware about 
fertilisers and pesticides, they need fine 
tuning of their knowledge on scientific 
use of these inputs. Both the farm input 
agencies and extension-workers must 
proactively fill this knowledge gap con- 
sideri ng this as one of the associated inputs. 
And four, government should encourage 
mass-based supply of organic and bio¬ 
nutrients to complement with fertiliser use. 
This should be co-ordinatud actively with 
the dairy co-operatives network. 

Two related recommendations on 
fertilisers are on its planning for supplies 
and pricing. On planning the supplies the 
demand targets should be more realistic 
by considering district rather than state- 
level data as a basis for estimation. On 
pricing the ad hoc approach to subsidy 
must be replaced by more sustained ap¬ 
proach, besides prescribing location- 
.specific maximum retail prices for de¬ 
controlled fertilisers so that mote balanced 
NPK ratio emerges. Pesticides industry 
should explore aerial spraying when the 
pest attack is an epidemic, besides promo¬ 
ting use of pesticides on collective basis. 

Lastly, goveromentexpenditure on rural 
roads network is necessary not just for 
integrating the villages with the rest of 
the .state but also for timely delivery of 
inputs such as seeds, fertilisers, etc. And 
the credit institutions including co¬ 
operative banks must promote working 
capital credit at reasonable interest rates 
to the farm input distributors and dealers 
including village level primary credit co¬ 
operatives to accelerate adequate and 
timely supply of farm inputs. 

Bectricityand Farm Implements: Farm 
power sub-sector is critical for Gujarat’s 
agriculture being relatively more depen¬ 
dent on groundwater-based irrigation. 
Government expenditure on this sub¬ 


sector therefore needs to be sigtrificwtly 
stepped op. In the short ran eidianctng 
supply of electricity requires reducing 
transmission and distribution losses. 

Encouragingsprinkler and drip irrigation 
by the fanners is essential for water-scarce 
areas and also for improving water use 
efficiency. While subsidies forthese shoulcf 
be targeted tosmaller farmers, institutional 
credit at reasonable interest rates to farmers 
must be made more broad-based for such 
private investments in irrigation. 

On smaller but scientific hand and 
bullock-drawn farm implements such as 
seed-cum-fertiliser drill government 
should persuade GSFC, GNFC, IFFCO, 
etc, to enter into the business of manu¬ 
facturing such implements since specialis¬ 
ing in agriculture related diversification 
may be more beneficial than diversification 
in unrelated business products. Such 
implements improve farm input use 
efficiency. 

Land Consolidation and Tenancy 

Policies 

Consolidating fragment of land which 
are on the rise due to sub-division and' 
population pressure must be accorded high 
priority for it would make investment and 
technology adoption more feasible, besides 
turning small-scale farming viable in 
general. State like Punjab, Haryana and 
more recently Maharashtra where this 
policy has been successful may be 
consulted to evolve policy suitable to the 
state. NGOs should also be associated 
with the implementation of this policy. 

Legalising tenant cultivated farming 
should also be pursued as it would provide 
more enabling environment for raising 
agricultural productivity. Some guidelines 
for regulating minimum period of lease, 
eviction at will, etc, may, however, be 
neces.saiy from the government 

Government Expenditure Policy far 

Agriculture 

What follows from the preceding 
discussion is that the government 
expenditure in agriculture must be 
aggressively stepped up. The sub-sectors 
identified for this are: 

(a) Agricultural research and extension, 
(b) seeds industry, (c) irrigation and water¬ 
sheds, (d) faim electricity, (e) rural roads, 
(0 selective farm input subsidies such as 
for fertilisers and micro-irrigatitm. and 
(g) equity support for co-operative credit 
institutions and RRBs. 

Government expenditure on agriculture 
research and extentsion is presently used 
more on paying salaries with very little 
budget forrescarch. This must be corrected 
by both rationalisation and increases in 
this budget. The latter is also because it 



n)isver formed 2 per cent of agricultutal 
that is intenuoionally recommended. 

Oovemmentexpenditure for agricultural 
education and poveity programmes like 
ERDPand JRY musthave location-specific 
sectoral integration such as with 
lagiiculture, irrigation and watenheds, niral 
roads, daiiying, fisheries, etc. 

These recommendations are also 
justified by the finding that under the 
Eighth Plan this expenditure was lower 
both in terms of allocation and utilisation 
in relation to total for the plan. 

'Organisational Strategy ’ for ‘Local ’ 

Action 

The ‘organisational strategy' for 
increasing agricultural productivity is that 
it must be farmer-friendly and farmer- 
collaborated in all the sub-sectors listed 
in the recommendations related to ‘govern¬ 
ment expenditure policy for agriculture’ 
above. 

Operationalising this strategy also 
requires ongoing implementation com- 


ALLOPATHIC medicine was introduced 
by the British during the mid-18th century 
to es.sentially cater to the needs of their 
civilian and military population. The 
medical missions entered the Indian 
subcontinent during the late 18th century 
mainly in those regions which were directly 
British rule. The pioneers of Christian 
missionary work belonged to both British 
and American medical missions. The 
earliest among them was the London 
Missionary Society which started work 
in late 18th century in the Madras 
presidency. Some of the other major groups 
included the English Baptist Missionary 
Society and the Arcot Mission which was 
founded, by the Scudders who later 
established the Christian Medical College 
at Vellore. 

During the mid-19th century, the 
American Baptist Mission and the 
American Presbyterian Mission started 
medical relief worlc. Prominent among 
them were John Steele in Madurai. Rev 
John Newton of the American Presbyte¬ 
rian mission in Punjab and the American 
Methodist Episcopal Board'in Nainital 
and Pithoragath in Uttar Pradesh. During 


mittees state, district, taluka and village 
levels. This committee must be represented 
by all the concerned line departments/ 
agencies in government, agricultural 
scientisu, farm input suppliers, eminem 
NGOs, and above ail farmers. 

Wherever such a committee already 
exists as, for example, in evolving agri¬ 
cultural research on cotton it must meet 
more frequently,besides aiming at bridging 
the gap in farmers' anc^ scientists’ know¬ 
ledge on new technologies and alleviating 
farmers problems that impede raising 
agricultural productivity. 

These committees at various levels must 
be chaired by an agency implenmnting 
agricultural development rather than 
revenue department. 

The basic rationale for such ‘mgani- 
sational strategy’ is that the increased 
government expenditure will pari passu 
have change in its organisation for 
implementation that is rooted in local action 
rather than in mere thinking or is state- 
capital-based. 


the same period zenana missionaries 
consisting of women doctors set up a 
number of hospitals for women and 
children. Women who trained as doctors 
in the UK and the US had few employ¬ 
ment opportunities in their respective 
countries hence they opted to work in 
Africa and Asia with the missionaries. 
The early women missionaries came to 
India during the late 19th century. Table 
I shows the country of origin and the 
states where the women set up practice. 
There was an equal representation of 
both British and American missionaries 
who were largely located in the north 
(Table I). 

Women medical missionaries were 
largely limited to providing maternity 
and child health services which they 
perceived as a major need of Indian 
women. The efforts of the pioneers led 
to the establishment of the Luly Dufferin 
Fund which aided hospitals and dis¬ 
pensaries for women and children in 
Uttar Pradesh, Madhya Pradesh and West 
Bengal. 

This motivations for doing medical work 
ruiged from providing medical relief to 


gaining political mileage. As the report of 
the Christian medical work states. 

Besides being influenced by a need so 
universally prevalent, and by the need 
among some purdah women, some mis¬ 
sions were led to the selection of a place 
by an additional motive - some saw in the 
inedical work an aid to winning a way 
among the hostile tribes of the Frontier 
and of comity in contact with travellers 
from the closed lands beyond. [The Mini¬ 
stry of Healing in India: Handbook of the 
Christian Medical Association of India, 
Weselyan Mission Press, 1932:23-27.] 

Apart from these reasons the location 
of hospitals were also determined by the 
presence of a large Christian community. 
Given the size of India and the vari^ 
motivations of medical missions, there 
were regional variations in the distribution 
of services. Available data on institutions 
forthelate 1930s and 1940$ show regional 
variations in the distribution of services. 
In 1937,25 percent of the mission hospitals 
were IcKrated in the Madras presidency 
followed by the Bombay presidency which 
had 13 per cent of the hospitals (Table 2). 
This trend continued through the 1940s 
and is seen even to the present day. Between 
1937 and 1947 there was a decline in tlw 
number of institutions from 246 hospitals 
to 131. 'The decline was partly due to the 
partitioning of the Indian subcontinent 
whereby parts of Punjab and Bengal 
became a part of Pakistan and Bangladesh 
respectively. However this could not 
explain the sharp decline of institutions 
in the Madras Presidency from 62 in 1937 
to 38 in 1947. The decline between 1937-47 
was barely restored by the marginal growth 
of institutions from 1947-% with 249 
hospitals. This was approximately the 
figure for the late 1930s. 

The reason for the slow and uneven 
growth of mission hospitals is probably 
the inadequate financing from Me west. 
Even during the late 19th century, SI.3 
per cent of financing in mission hospitals 
was through self-support, in the form of 
user fees. The percentage of self-support 
varied from a high of 68 per cem in Assam 
to 65 per cent in Bombay to 33 per cent 
in Punjab (Table 3). The need for self- 
support arose largely due to reduction of 
funding from British and American 
medical missions which were facing a 
financial crunch following the economic 
depression of the 1930s and the second 
world war. The limited foreign aid was 
earmarked for capital expenditure but 
most mission hospitals faced tremendous 
problems in meeting the recurring 
expenditures. In order to meet recurring 
expenditures, many of them started 
introducing user fees as a form of self- 
support. As the Survey Committee in 1928 


Missionaries in Medical Care 
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Missionary hospitals in India appear to he better distributed in those 
states which have comparatively good institutional and infrastructural 
facilities. Given that they are increasingly facing financial and human 
power constraints, they may have to look more closely at the 
distribution of their services. 



observed, “self-support is the goat that 
every institution conducted by medical 
missions has had to strive for. Funds from 
the sending churches have tended to 
diminish materially in recent years. On the 
other hand most hospitals have continued 
to grow in size and expand in their acti vities 
to meet the needs that opportunity pro¬ 
vided. The additional funds thus required 
have had to come, in almost all cases, from 
increased fees” (pp 80-81). 

The issue of user fees sparked off a 
debate within the mi.s.sion hospital network. 
Many were of the opinion that by charging 
fees their charitable work was being under¬ 
mined since the pcwrest were being preven¬ 
ted from seeking medical care. The debate 
among mi.s.sion hospitals in the late 1920s 
is extremely pertinent and relevant in the 
present scenario since many mission 
hospitals do charge fees in order to keep 
up with rising costs of medical care and 
have to compete with the private sector 
fur clientele. 

Christian Missionary Work Today 

Right from the late 1930s it is evident 
that there are regional variations in the 
distribution of mission hospitals and 
dispensaries. Under the Chriiitian Medical 
Network which includes several denomi¬ 
nations like Protestants, Methodists, etc, 
the dominant forms of provisioning arc 
hospitals which outnumber dispensaries 
with a ratioof 3; I. There were 230hospitals 
and 37 dispensaries under this network 
in 1996 (Table 3). Questionnaires were 
mailed to all member institutions under 
ihe Christian Medical Network in order 
to elicit del,.. Is regarding date of establish¬ 
ment. bed strength and services offered. 
On the basisof the responses fromdifferent 
states, the bed strength of these institutions 
was calculated. There was a differential 
response rate acmss states. The percentage 
of institutions who responded in Gujarat 
was 60 per cent, 47 per cent in Uttar 
Pradesh, 40 per cent in Kerala, 39 per cent 
in Tamil Nadu, 36 per cent in Bihar and 
for the remaining states it was below 30 
per cent ( Table 3). Based on the rcspun.se 
the bed strength was 7.642. The dominant 
form of provisioning under this network 
were hospitals which outnumbered the 
dispensaries with a ratio of 7:1. 

The institutions were unevenly distri¬ 
buted across the country. Kerala had Ihe 
largest percentage of hospitals (32 per 
cent) followed by Tamil Nadu widi 15.3 
per cent and Andhra Pradesh with 12 per 
cent. 86 per cent of dispensaries were 
located in Kerala while the remaining states 
have very few of them (Table 3). 

There has not been much growth of 
ChriMian medical in.stitutions in recent 
times. In a recent review, the CMAI has 


shown that a number of hospitals were 
closed down between 1947-97 in some 
states. In Andhra Pradesh more than 50 
per cent of the hospitals had closed down 
while only seven new hospitals had been 
started. In Gujarat SS per cent of the 
hospitals closed down, 25 per cent in 
Kerala, 42 percem in Maharashtra, 66 per 
cent in Orissa, 77 per cent in Punjab, 75 
per cent in Rajasthan. 47 per cent in Tamil 
Nadu, 37 per cent in Uttar Pradesh and 
83 per cent in Bengal. Only in Kerala and 
Tamil Nadu there has been growth of new 
hospitals. This could well be due to a 
sizeable Christian population in both these 
states. In Kerala some Christian and 
Catholic denominations have also been 
politically powerful and may have played 
a role in reviving missionaiy institutions. 


Amiyor reason forclosing down hospitals 
could be due to the financial crunch faced 
by these institutions because fo cutbacks 
in funding from foreign churches. There 
may have also been problems in ad- 
ministrationand availability of manpower, 
specially after the foreign mlssionaties 
handed over institutions to Indian mis¬ 
sionaries. But these areas need much more 
detailed research. 

There is little published mateiial about 
the history of the Catholic medical 
missionaries in India. Interviews with some 
key persons in the Catholic Hospitals 
Association revealed that Cathoiicmedical 
missions started work in Kerala. Bihar, 
partsofUUar Pradesh and Rajasthan during 
the mid-1800s. A recent policy document 
the Catholic Hospitals Association (CHAI) 


Table I; Women Missionaries in India during Late 19th Century 


Name of Women 
Missionaries 

Year of 
Arrival 

Affiliation to Mission 

Place of Work 

Clara Swain 

1870 

American Presbyterian Mission 

Bareilly. UP 

Sara Seward 

1871 

- 

Allahabad, UP 

Seeyle 

1871 

Women's Missionary Society of America 

Calcutta 

Sarah Norriss 

1873 

American Board of Medical Women 

- 

Rose Greenfield 

1875 

Society for Iremale Education in the East, UK 

Ludhiana 

Elizabeth Bielby 

1876 

Zenana Bible and Medical Mission, UK 

Lucknow 

Ms Hewlett 

1877 

England Zenana Mission 

Punjab 

Ellen Mitchell 

1878 

American Baptist Board 

Burma 

Fanny Butler 

1880 

Church of England 

Jabalpur, 

Central Provinces 

Ida Faye 

1881 

American Baptist Mission 

Nellore 

Anna Kugler 

1883 

Lutheran Mission. US 

Guntur 

Elizabeth Beatty 

1884 

United Church of Canadian Mission 

Indore 

Mana White 

1886 

United Presbyterian Church of America 

Sialkot 

Jessie Carelton 

1887 

American Presbyterian Board 

Ambala 

Matilda Machphail 

1887 

Free Church of Scotland 

Madras 

Edith Brown 

1893 

Society for Female Education in the East, UK 

Ludhiana 


Source: Compiled from The Ministry of Healing in India: Handbook of the Christian Medical 
Association, Mysore. Wesleyan Mission Pres.v, 1932. 


Table 2: Hospitals and Dispensaries under CMAI Network, 1937 and 1947 

1937 1947 

Slates institutions Bed Strength Institutions Bed 

__ Strength 

Hospital Dispensaries Hoi^^ital Dispensanes Hospital Dispensaries Hospital 


Assam 

5 

15 

230 

10 

7 

4 

482 

Bengal 

12 

15 

621 

- 

9 

6 

572 

Bihar 

15 

19 

458 

- 

13 

9 

606 

Bombay 

Presidency 

3 | 

34 

1408 

17 

32 

29 

2198 

Central India 

lU 

4 

373 


9 

7 

463 

Central 

Provinces 

16 

37 

501 

28 

16 

20 

855 

Delhi 

1 

- 

160 

- 

1 

- 

NA 

Hyderabad 

18 

8 

543 

18 

18 

II 

844 

Kashmir 

3 

4 

265 

7 

2 


221 

Madras 

Presidenev 

62 

26 

2833 

20 * 

38 

31 

2901 

Mysore 

6 

6 

363 

2 

6 

5 

586 

Orissa 

3 

4 

81 

7 

3 

1 

143 

Punjab 

24 

II 

1034 

8 

18 

9 

1714 

Rajasthan 

8 

- 

224 

- 

4 

3 

200 

Travancore 

13 

8 

641 

- 

4 


988 

United 

Provinces 

19 

21 

781 

14 

17 


* 8'/8 

Total 

246 

212 

10.516 

131 

197 

135 

13,651 


Note: * Bed strength in dispensaries for 1947 was not available. 

Source: Records of the Christian Medical Association, New Delhi, 1997. 



sta^ that nt the time of independence 
these were approaimately 400 institutions 
in its netwo^ and by 1988 there were 
ISOOinsdtutions. These wete mainly small 
hospitals, health centres and dispensaries 
located in rural areas. The CHAl dau on 
4tieir member reveals that there are 4S9 
hospitals with a bed strath of 23,323 
and 1,300dispensaries witii a bed strength 
of 2.394. Unlike the CMAl, the dominant 
form of provisioning under the CKAI are 
the dispensaries which outnumber the 
hospitals with a ratio of 3:1. As far as 
distribution of these institutions across 
states is concerned it is skewed in favour 
of the southern states, viz, Kerala and 
Tamil Nadu - 46 per cent of the hospitals 
are located in Kerala, followed by Tamil 
Nadu which has IBpercent of the hospitals. 
In the case of dispensaries, Tamil Nadu 
has 22.4 per cent of the dispensaries, 
followed by Kerala with 16 per cent and 
Andhra Pradesh with 15 percent (Table 4). 
The institutional forms vary in the two 
networks. CHAI and CMAL While 
hospitals dominate the Christian medical 
network, it is the dispensaries and health 
centres which predominate in the Catholic 
missionary network. 

The public sector bed strength exceeds 
that of the private and voluntary sectors 
put together except in a few states like 
Kerala, Andhra Pradesh, Tamil Nadu, 
Mahara.shtra, Gujarat and Punjab. In order 
to assess the relative position of the 
voluntary sector to the private, we have 
focused on those state-s which have higher 
private and voluntary sector growth. The 


Tablh Estimated Bed Strength under 
THE CM AT Network. 1996 


State 

No of 
Institutions 

Bed 

Strength 

Kerala 

80 

2.298 

Tamil Nadu 

.^K 

1.646 

Uttar Pradesh 

17 

1.059 

Bihar 

14 

245 

Maharashtra 

21 

310 

Gujarat 

5 

290 

Punjab 

7 

740 

Onssa 

7 

150 

West Bengal 

2 

- 

Assam 

II 

- 

Andhra Pradesh 

30 

904 

Meghalaya 

3 

- 

Mizoram 

3 

- 

Manipur 

1 

- 

Nagaland 

1 

- 

Rajasthan 

2 

- 

Delhi 

1 

- 

Haryana 

2 

- 

Himachal Pradesh 

4 

- 

Jammu and Kashmir 

1 

- 

Total 

2.50 

7,642 


i Siiurcr. CMAl Membership list and respoiues 
based on the questionnaire maiM to all 
member instilutiun as port of the UNDP 
Project. 1996, 


Central Bureau of Health Intelligence 
provides data on the number of private and 
voluntary institutions with their bed 
strength. Since one of the providers of 
voluntary allopathic services are 
missionaries, we have tried to estimate 
their bed strength relative to the private 
sector. The underreporting of data both in 
the private and voluntary sectors is well 
known. Despite these limitations, based 
on the bed strength of CHAl and CMAl 
one finds that pri vate bed strength is higher 
relative to the voluntary sector across all 
the selected states. Kerala, which has the 
higher bed strength in die voluntary sector, 
the ratio of pnvate beds to voluntary is 
3:1. In Tamil Nadu this ratio is 2:1 and 
Andhra Pradesh it is 6:1. However, in 
Maharashtra and Gujarat where the 
missionary presence is tow, the ratio of 
private to voluntary beds in 2S: 1 in the 
former and 76:1 in the latter (Table 5). 
Clearly the strength of missionary services 
relative to both the public and private 
sector is marginal. However, the trends in 
distribution of the mission* institutions 
aggravates the regional inequalities 
between the richer and poorer regions 
since their activities arc restricted to those 
states which are better developed in terms 
of institutional and infrastructural inputs. 

Given the trends in the characteristics 
and distribution of missionary hospitals 
and dispensaries several important issues 
emerge which need consideration. Firstly, 
the issue of regional variations in the 
distribution of institutions needs to be 
addressed by the.se networks specially if 
they want to serve poorer regions where 
the public sector is weak and the private 
sector wilt not want to invest. Secondly, 
the .source and means of financial 
institutions in these networks is extremely 
important. This issue had surfaced way 
back in the late 1920s and was probably 
an important reason why several hospitals 
were forced to close down. Many mission 
hospitals were forced to charge fees which 
affected their voluntary status and 
hampered charitable work. Very often it 


became difficult to make a distinction 
between private and voluntary services 
since both provided services at a cost. 
Here, the respective networks have to 
debate this issue with their member 
institutions so that they can evolve some 
way of ensuring that the poor are not 
denied care. The identity of voluntary 
hospitals has been further eroded with 
increasing privatisation as a result of which 
they are forced to compete with the growing 
private sector. This is bound to have an 
effect on the type of services the voluntary 
sector will provide. Since the private sector 
largely provides curative services which 
are dependent on high technology medical 
equipment, very often mj.ssion hospitals 
are also doing the same. High technology 
medical care results in increased costs 
which then needs to be recovered through 
user fees. Therefore very often mission 
hospitals are providing care which is a far 
cry from rational medical care which was, 
the emphasis during the early part of this 
century. Lastly, most mission hospitals 
have a lower recurring expenditure com¬ 
pared to private hospitals bccau.se they 
pay their doctors and specially the 
paramedics le.ss than other institutions. 
They draw their paramedics fromn 
religious orders and hence are expected 

Table 5: Missionary Hospital. Private and 

Voluntary Beds eor Selected States, I9»M 

States Private and Voluntary Ratio of 
Voluntary Beds Private and 
Beds Voluntary 

Beds 


Kerala 

49.169 

15.255 

3 1 

Tamil Nadu 

10,366 

4..538 

2'l 

Andhra 

Pradesh 

26.791 

4.107 

61 

Gujarat 

33.487 

436 

76; 1 

Maharashtra 

37.758 

I..509 

25.1 


Note: * The bed strength of CHAl and CMAl 

is hosed on information canvassed 
from member institutions of the 
respective neiworks 

Source: GOI. Ministry of Health and Family 
Welfare, Health Infornuition of India. 
New Delhi, 1995. 


Tabu 4: Dlstributkin of Hospitau and Dispensarie.s and Bed Strfjsoth under thf CHA 


State 


Ho.spitals 


Dispensaries 

No 

Beds 

No 

Beds 

Maharashtra 

26 

1199 

85 

215 

Andhra Pradesh 

67 

3203 

191 

518 

Tamil Nadu 

82 

2892 

291 

632 

Uttar Pradesh 

28 

1.311 

109 

192 

Bihar 

21 

1215 

182 

316 

Gujarat 

9 

1416 

56 

24 

Orissa 

4 

116 

90 

1.55 

Punjab 

6 

143 

22 

0 

West Bengal 

6 

141 

68 

122 

Kerala 

210 

129.57 

206 

220 

Total 

459 

23323 

l.3(X) 

2394 


Source: Catholic Hospital Association of India, 1995. 



10 vuiunieer weir nmc iw a gooa cause. 
Given the changing scenario, the missiott 
hospitals may increasingly face a sttuatim 
where many doctors and paramedical 
workers may not woik in these hospitals 
for low wages specially when the private 
sector may be willing to pay higher wages. 
These questions are closely linked to how 
those who manage and work in mission 
hospitals perceive their role in the present 
and the future - what is the space they feel 


DURING the height of what Surajit Sinha 
[Sinha 1982] called the ‘tribal solidarity 
movements’ in the 1950s and the 1960s, 
when the movements for tribal states 
became powerful, the blame for ‘unrest’ 
was laid mainly at thedoorof the Christian 
missions in India. That Christianity and, 
its concomitant literacy had a great deal 
to do with the tribal awakening was 
demonstrated by Jaipal Singh, Rev J J M 
Nichols-Roy, Captain Wi lliamson Sangma 
and a host of other ■ lUicated, Christian 
leaders. As a re.suli ui .such movements a 
host of hill-states were bom in north-east 
India by 1972. Chaube argued [Chaube 
1973] that Christianity had played a 
progressive and. in fact, integrative role 
in north-east India within the framework 
of regional autonomy. 

Recognition of the right to statehood for 
Jharkhand/Vananchat and Chhattisgarh - 
the two areas with high tribal concentra¬ 
tion - in the recent period, one would 
expect, brings the focus on Christianity 
again, though in a somewhat distorted 
way. Neither Jharkhand, nor Chhattisgarh 
is a tribal-majority area today. The tribal 
element has been .somewhat diluted into 
a regional character- more in Chhattisgarh 
than in Jharkhand. Both ofthem have been 
sanitised by hindutva activism. Attacks 
on the Christian priests and churches in 
the concerned areas, however, betray a 
nervousness of the powers that be. The 
Dangs and Jhabua. incidentally, are centres 
of a movement for a tribal state dominated 
by the bhils [Ver na 1990:74). 


mat iney can carve lor nienueives at me 
l»esentjunctureofdeclining funds,cutback 
in public funding and increase in private 
institutions? 

[This paper is port of the project subroilled to the 
UNDP entitled ‘Regional Variations in Private 
and Voluntary Health Services: An Interstate 
Analysis'. I would like to express my sincere 
thanks to Cherian Thomas and his colleagues at 
the Chrisuon Medical Associarion, New Delhi for 
giving me access to their publications and valuable 
suggestions.) 


Tribals in India, as elsewhere, are not 
a homogeneous group. The ‘tribe’ in fact, 
is not even defined properly. In India they 
are an administrativecategory. The British, 
until March 31, 1937, categorised them 
as ‘backward classes'. It was under the 
Government of India Act, 1935, that they 
were first scheduled as tribes, a practice 
that was retained in independent India. 
This population is spread from east to 
west, from the Patkoi range on the borders 
with Myanmar to the Aravalli range, along 
the Chhotanagpur and the Vindhya 
mountains, with two southward protru¬ 
sions into the Orissa-Andhra and the 
Maharashtra territories. 

The scheduled tribes constitute 8 per 
cent of the Indian population. Two factors 
have contributed to the rise of the tribal 
population’s share in total population from 
5.36 percent in 1951 to the present figure: 

(i) the removal of intra-state restrictions 
by ih. Scheduled Castes and Sclteduled 
Tribes Orders (Amendment) Act, 1976, 
and (ii) irclusion of new tribes into the 
schedule. Removal of inter-.state resUic- 
tions on recognition of scheduled tribes 
may further increase their share in the 
total population [Verma 1990:13-14]. In 
13 states the sciwduled tribes constitute 
more than 5 per cent of the total popu¬ 
lation. They are Andhra Pradesh, 
Aninachal Pr^esh, A.ssain, Bihar, Gujarat, 
Maharsashtra, Manipur, Meghalaya, 
Oris.sa, Sikkim, Tripura and West Bengal 


{taoie If. fji mese Arunacnai rraoesn, 
Meghalaya, Mizoram and Nagaland ue 
overwimimingly tribal. Besides, rrfeoune, 
Lakshadweep, which is a union territory. 

Besides the removal of area restrictions 
on the scheduled tribes in a state, four 
political and economic factors have 
affected tribal demography: 

(1) Two tracts of territory, now 
constituting Atunachal Pradesh and the 
Tuensang district of Nagaland, were 
unadministered till the mid-1950s. No 
census of these areas was taken in 1951. 
In 1961 a limited number of census forms 
with a limited number of questions unong 
the people of NEFA (now Arunachal 
Pradesh) mostly residing in the foot-hills 
wascirculated.lt isdoubtfiil that the people 
of Tuensang (formerly, Naga Tribal 
Area) were properly censused though the 
census report of.l961 is silent on it. Tire 
Tuensang area was the hotbed of Phizoite 
politics. 

(2) Communal violence in East Pakistan/ 
Bangladesh since 1947 has brought several 
tribal people into the north-eastern states 
of Assam. Meghalaya, Tripura and 
Mizoram: Garo, Hajong. Khasi. Jaintia,' 
Tripuri, Mizo and, most of all, the huge 
Chakma refugee population increased the 
tribal population of these .states. Several 
early Hajong and Chakma groups were 
settled in Arunachal Pradesh. 

(3) Creationof Andhra state in 1953 and 
the states reorganisations between 1956 
and 1972 transferred territories from the 
former Madras and Hyderabad states to 
Andhra Pradesh, from Bihar to West 
Bengal and from Rajasthan to Madhya 
Pradesh besides splitting the former 
Bombay state down the middle into Gujarat 
and Mi^rashtra and creating four tribal- 
majority states of Arunachal Pradesh, 
Meghalaya. Mizoram and Nagaland out 
of Assam. 

(4) Industrialisation of parts of Madhya 
Pradesh and Orissa led to migration of 
literate tribal population of the Jharkhand 
area as unskilled andsemi-skilled workers. 
Such migration was noticed by this writer 
during a visit to Rourkela in 1976. Some 
migration seems to have resulted from 
displacement caused by development 
across state boundaries. 

Statistics can sometimes be misleading. 
The total population of the four states 
Arunachal Pradesh, Meghalaya, Mizoram 
and Nagaland constitute 0.56 per cent of 
India’s population. The total tribal 
population of these four states is less than 
the tribal population of West Bengal which 
constitutes 5.6 per cent of that state’s total 
population. Iltese states enjoy their 
political status by virtue of their ethnic 
concentration, isolation and special 
historical developments. 


The Scheduled lYibes and Christianity 
in India 

SK Chaube 


A glance at the census reports on religion will show that the growth 
rate of the Christian community is the lowest among all the religious 
communities in India. Another feature is the recent association of 
Christianity with the scheduled tribes, largely because Christianity 
happens to constitute religious identity of the overwhelming majority 
of the tribals in the four north-eastern states of India. 


TitiBAt. Demography 





Since ancient times little cultures all 
»ver the world have been either ex> 
iinguished or swallowed by their nei^- 
touring great civilisations in a way 
variously described by anthropologists as 
‘assimilation’, 'acculturation’, ’sanskritis- 
iition’ and the like. When placed between 
:wo proximal great civilisations, they have 
jilayed what Roy-Burman (1972) called a 
'bridge*buffer role*. Such roles have been 
clayed by the tribes in central India more 
han those in north-east India due to 
geographical reasons. 

The Indian Tribes and Hinduism 

Since ancient times Indian tribes have 
}een assimilated into the Hindu society 
ind caste-stati according to their political 
md economic strengths. The religious 
ntegration involved, on the part of the 
ribes, the adoption of brahminical rituals 
tnd gods and, on the part of the host 
iociety, thelendingof brahminical .services 
Bose 1949:62-71; 1953:171-91]. Beyond 
he north-west frontier Islam did not 
Knetrate the tribal societies in India. Only 
Lakshadweep came under the influence 
jf Islam through contact with the Arab 
raders. 

Contrary to general impression, the 
idvent of Christianity into the tribal 
erritories of India was late. The East India 
iiTompany did not encourage missionary 
ictivitics in British India. It was only after 
he pa.ssing of the Charter Act of 1813 that 
hey were forced to allow Christian 
ni.ssions in their territories. Initially, the 
[Christian missions attempted prosely- 
isation of ‘gentlemen’ and not the ‘lower 
:lass people'. The did not enter any tribal 
erritory before the administration. Their 
kctivities picked up only towards the end 
>f the 19th century. Tlic financial .support 
)f the government was directed, officially 
It least, towards the missions’ educational 
tnd welfarist activities only. Some govem- 
nem officers detested the missionaries for 
:reating a class of literati that challenged 
he traditional tribal leadership and distur- 
led social harmony (Chaube 1973:58-59; 
t4cCall 1949]. Even in 1951 only two 
listricts of India had Christian majority 
- the Lushai (Mizo) and the Naga districts 
n Assam. 

While-'Hindu' is a society within which 
lifferent religions (faiths and modes of 
vorshtp) operate, Islam or (Christianity is 
t religion within which different social 
itructutes operate. ‘Hindwi’ (Hindu) is a 
geographical term first used by India’s 
western neighbours and carried into the 
tarty western writings about ImUa. Indo- 
ogists Nke Max Muller saw it as a social 
irderdeftnedby the ‘vama’ system, which 
ipheld brahminical hegemony and within 
which ‘jatis’ (castes) had different slots 


permitting what Bose called "the Hindu 
method of tribal absoiption” (Dumont 
1972:61-65; Bose 1953:156-58]. The 
British census officials ignored the view, 
adopted caste as peculiar to Hindu religion 
(Dumont 1972:316]uid decided t« record 
as tribals groups, which had not been 
castised. Having to wewk with mostly Hindu 
subordinates, however, thecensusofficiaE 


soon ran into problems diat have been 
aptly summu’ised by Kingsley Davis 

It is hard in practice to draw a line between 
advanced primitive religions on the one 
hand and backward Hinduism on the 
other...Hinduism is so syncretistic that it 
embraces almost every conceivable 
religious practice, and the Hindu .social 
order is so pervasi ve that it infiltrates nearly 


Table I : Scheduled Tribes and Reuoiuns in Select States 1991 

(Per tern) 


Slates 

ST Population 

Hindu 

CHiristian 

Other Religions 
and Persuosioas 

India 

8.08 

82.41 

2.32 

0.38 

Andhra Pradesh 

6.31 

89.14 

1.83 


Aninachal Pradesh 

63.66 

37.04 

10.29 

36.22 

Assam 

12.88 

67.13 

.3.32 

0.62 

Bihar 

7.89 

82.42 

0.98 

1.67 

Gujarat 

14.43 

89.48 

0.44 

0.03 

Madhya Pradesh 

23.26 

92.80 

0.65 

0.09 

Maharashtra 

9.36 

81.12 

1.12 

0.13 

Manipur 

.34.41 

57.67 

.34.11 

0 77 

Meghalaya 

8.S..S3 

14.67 

64.58 

16.82 

Mizoram 

94.75 

5.05 

85.53 

0.27 

Nagaland 

87.70 

10.12 

87.47 

0.48 

Orissa 

22.21 

94.67 

2.10 

1 26 

Sikkim 

20.15 

68.37 

3.30 

0.09 

Tripura 

31..32 

86.50 

1.68 

0.01 

West Bengal 

5..59 

74.72 

0..56 

0.01 


Tabu 2: Growth of Christianity in ,SFi4=,tT States (as Ppacentaoe of Total PoFULA-noN) 


States 

1951 

1961 

1971 

1981 

1991 

India 

2.3.5 

2.44 

2.60 

2.45 

2.32 



(27 38) 

(32.60) 

(16.77) 

(16.89) 

Andhra Pradesh 

3.96 

.3.97 

4.19 

2 68 

1 83 

- 


11.5.91) 

(27.6.3) 

(-21..39) 

(-15 14) 

Aninachal Pradesh 

NA 

4.43 

0 79 

2.68 

10.29 



(Partial census) 

NA 

(641.21) 

(225.98) 

Assam 

3.52 

6-44 

6.44 

No 

.3..32 



(.56.89) 

(47.82) 

Censu.s 

NA 

Bihar 

1.07 

I.OK 

1 17 

1.06 

0 98 



(20.85) 

(31.17) 

(I2..37) 

(13.99) 

Gujarat 

0.48 

0.44 

0.41 

0.37 

0.44 



(16.61) 

(20 12) 

(21 37) 

(.36.99) 

Madhya Pradesh 

0.31 

0.31 

0.69 

0.68 

0.65 



(26.95) 

(31.17) 

(2.3.041 

(.36.99) 

Maharashtra 

I..35 

1 42 

1.42 

1.27 

1 12 



(29.39) 

(27.9.3) 

(10.92) 

(11.26) 

Manipur 

11.84 

19.49 

26.0.3 

25.68 

34.11 


(I22..33) 

(83.66) 

(47.89) 

(51.02) 

(41.60) 

Meghalaya 

Part of Assam 

46.98 

52.62 

64.58 





(47.89) 

(63.06) 

Mizoram 

Port of Assam 


83.81 

85.73 






(70.20) 

Nagaland 

Part of Assam 

52.98 

66.46 

80.21 

87.47 




(78.29) 

(80.28) 

(70.20) 

Onssa 

0.97 

1.15 

1.73 

1.82 

2.10 



(41.63) 

(8848) 

(26 80) 

(.38.67) 

Rajasthan 

0.07 

Oil 

0.12 

0.12 

0.11 



(100.12) 

(34.09) 

(31.01) 

N 

Sikkim 

0.22 

1.74 

NA 

2.22 

.3.30 



(825.33) 


NA 

(91.20) 

Tripura 

0.82 

0.88 

I.OI 

1.21 

1.68 



(19.98) 

(56..52) 

(56.52) 

(19.96) 

West Bengal 

0.44 

0.59 

0.57 

0.59 

0..56 



(12.52) 

(23.09) 

(26.93) 

(19.96) 


Notes: N - negligible: NA - not available: figuies in brackets indicate decadal percentage growth of 
the Christian community. 



every social groap...Narly alwi^s, 
fore, there is some remote basis for iato- 
llng a primitive tribesman as Hindu, and 
he, being iliitetate, is often incapable of 
asseningbiauelfintheniatta. Moreover, 
because of the vagueness and inclusive¬ 
ness of Hinduism, the enumerator tends 
to r^aid it as a residual category. Any 
person in India is thus a Hindu unless he 
definitely proves that he is something else 
(Davis 1951:188]. 

In the days of competitive religious 
politicsinaugurated in the 1920s, enrolling 
the tribals into any of the major religious [ 
denominations, namely, Christian and < 
Hindu, available to the tribals, became a 1 
political task of the census .staff resulting d 
in a steady decline in the number of the a 
followers of ‘other religions and persua- v 
sions’ (i e. other than Buddhist, Christian, h 

Hindu, Jain and Muslim). Between 192) n 
and 1951 the population share of the o 
Hindus in India rose from 84.40 per cent 
to 86.89 per cent (partly due to migrations C 

following the partition in 1947): that of C 
the Christians from 1.79 to 2.35 per cent ti 
while the share of ‘other religions and C 
persuasions' (ORP)feil from 3.26pef cent 6 

to 0.52 per cent. ai 

The SCHE0U1.ED Tribes and Christianity || 

The most remarkable point about the n 
Christian population in India is that its h 
share in the total population of India has. S 
over the six years since 1951. fallen. The ci 
migration of a section of the small Anglo- C 
Indian community after independence 
could not have more than a marginal effect. C 
A glance at the census reports on religion fi 
will show that the growth rate of the A 
Christian community is the lowest among n 

all the religious communities in India. The 
Kerala Christians have the minimum 
growthratefollowedbytheGoaChristians. 

The cause has to be found probably in their 
high literacy and freedom granted to 
women. 

The .second point about the Chri.stian 
population in India is its unmistakable, 
rather recent, association with the 
scheduled tribes though not vice versa 
Four states in north-east India show thiv 
correspondence to a great length. AlmoM 
the entire tribal population in Manipur ant i 
Nagaland is Christian. An overw)ielmin.c < 
majority of the tribals is Mizoram and a 
targe majority in Meghalaya arc Christian. 
About one-foutth of the tribals in Assam 
and about one-sixth in Arunachal Pradesh 
arc Chri.stian ux>. However, the figures 
regarding Sikkim are misleading. The 
scheduled tribes of Sikkim are almost 
entirely Buddhist. Buddhism constitutes 
27.15 per cent of Sikkim’s population. 
12.88 per cent of Arunachal Pradesh L 


(. populationand7.83percentofMi2orero’s 

I- population. Tripura, on the otter hand, 

d with about fourttmes the national average 

f of scheduled tribes population, has a 
. Christian proportion of two-thirds the 
nationaJiverage. In Tripura, theBuddhists 
constitute 4.65 per cent of the population 
- about three times that of the Christians 
(1.68 per cent). This, partly because of the 
arrival of the Buddhist Chakraa refugees 
from Bangladesh in the 1980s. 

The contrast between Manipur and 
Tripura, both former princely states in 
north-east India, in respect of Christianity 
is a pointer to the politics of religion. 
Manipur was under British administration 
during the last decade of the 19th century 
and the first decade of the 20th century 
when Christian missions entered those 
hills around the Imphal valley. The hills 
remained virtually under British 
occupation till independence. 

In the princely states of India, the 
Chri.stian missions did not work. So the 
Christian population in the central Indian 
tribal settlements was low. Even in the 
Chhotanagpur area of Bihar, where the 
British were mainly interested in the forest 
and mineral re.source.s. after a series of 
tribal revolts, the government did not find 
it convenient to encourage Christian 
missions. Since the 1930s. on the other 
hand, the Gandhians and the Rashtriya 
Swayamsevak Sangh became active in the 
central Indian belt to halt the growth of 
Christianity among the tribes. 

Statewise, between 1951 and 1991, 
Christian share in the total population has 
fallen sharply in Andhra Pradesh and 
Assam, considerably in Tripura and 
marginally in Bihar, Mdiarashtra and We.st 


Bengal. It has riaoi a)uu]Hy m Arunachal 
Pradesh. Madhya f^desh. Manipur. 
Meghalaya, Nagaland, Orissa, SiUdmand. 
tnarginaHy in Rajasthan. 

R is easy to get shocked at ^ fact that 
inasmanyasthteestatesofRidiaChristians 
form the majority, and in two of them an 
overwhelming majority- But it will be 
naive to ignore the fact that the total 
population of these three states constitute 
0.45 per cent of India’s total population. 
Even the Christian population of the three 
states constitutes only 14.71 per cent of 
India’s total Christian population. Ite 
mystery lies in the fact that these states 
were constituted practically by four thinly 
populated former districts of Assam. 
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Hazardous Industrial Wastes 
and Poor Nations 

MSS 

tin December last hazardous toxic waste from a petrochemical 
company in Taiwan was dumped in Sihanoukville in Cambodia 
prompting massive protest and eventually action by the state 
authorities. The events in Cambodia confirm that death by technology 
has advanced beyond the wildest imagination of any previous era. A 
positive outcome however has been an increased popular awareness 
and government’s eagerness to avoid public reprisals. 


TAIWAN’S petrochemical giant Formosa 
Plastics shipped 3,000 tonnes of 20-year 
old sludge, packed in cement cakes, and 
tainted with the highly toxic metal mercury 
to Cambodia, which arrived in Sihanouk- 
ville, the major port in Cambodia, on 
November 30, 1998. This consignment 
was described in customs documents as 
‘coastructiun waste’ and was dumped four 
days later in areas adjacent to an important 
fresh watershed and in villages near the 
Ream National Park. The dumping 
operation was carried out rather casually 
with the entire town being powdered with 
waste from up to 100 uncovered trucks 
that ferried, fora week, the waste todisposal 
sites. Later, these trucks were cleaned next 
to tresh water reservoirs and in several 
locations in and around the town. Many 
local women collected waste sacks from 
the dump to use as blankets, roofing and 
mats. News of the dumping and its 
seriousness came to light when some of 
the port loaders reported sick, and at least 
one person, Pich Sovann, purportedly died 
due to the inhalation of mercury- 
contaminated dust. Some villagers also 
complained of dizziness and nausea after 
coming into contact with the waste. The 
timely and massive media exposure of the 
waste dumped at a single site led to a 
nationwide upheaval and popular, 
widespread outrage of such casual jettis- 
oningof poi.son. The.scdisciosuiesdcscribcd 
the scandal as a multimillion dollar 
conspiracy of deceit involving Taiwanese 
businessmen and Cambodian officials. 

Initially, Cambodian officials were 
evasive and did not confirm the details of 
the waste' or its effects, while Formosa 
denied any wrongdoing with an official 
of the company claiming that the shipment 
was legal, safe and non-toxic and that the 
waste had been handled in accordance 
with the regulations of the Environmental 
Protection Administration (EPA). 
Formosa’s waste was ceitified by EPA 
as being below hazardous levels and safe 
for landfill, but the company had not been 
given approval from the Taiwan 


administration for shipping to Cambodia. 
In fact, in early October 1998, the 
Taiwanese government fined Formosa for 
attempting to ship the waste to Cambodia 
without valid documentation. It remains 
a my.stery as to how Formosa was able to 
obtain clearance thereafter to ship the 
cement cakes to Cambodia. As the 
controversy raged, Mok Mareth, 
Cambodia’s minister for environment, 
entered the debate and claimed that neither 
he nor his mini.stry had any knowledge of 
the shipment and that he had declined 
many similar requests in the past. 

As denials and counter-claims mounted, 
local people became hysterical, as news¬ 
papers, radio talk shows and televi.sion 
spots relayed information and comments 
on the possible disaster that the waste 
could create. Tens of thousands of those 
who could afford to fled the town, and 
every illness was suspected to have ema¬ 
nated from ‘mercury poisoning'. These 
events sparked outrage which escalated 
into rioting and panic when dock worker. 
Pich Sovann mysteriously died after 
cleaning the hold of the ship that trans¬ 
ported the wa.ste. Hundreds of people began 
marching on the streets of Sihanoukville 
on December 19 and demonstrations 
continuedforthreedays. As protests gained 
momentum and turned vitflent at least two 
people were killed and several injured. 
The protesters were apparently venting 
fury at officials and businessmen they 
believed were responsible for allowing 
the shipment of industrial waste to enter 
Cambodia. Protests were fuel led by repoits 
that some people were dead and others had 
fallen ill because of the waste. Prime 
minister Hun Sen, who recently assumed 
power after a four-month stalemate on 
government formation, took swift action 
and suspended 20 scniorcustoms officials 
and vowed to take action against everyone 
involved in the scandal. 

Two days later, senior ministers Sar 
Kheng and Mok Mareth arrived in 
Sihanoukville to calm fears about the 
possible dangers of the waste, and more 


than ISOsoldiersdonnedhi-tecbpioiiet^ve 
suiU, rubber boots, gloves and gas masks 
to begin removing the sludge blocks. 

These events resulted in a public outcry 
in Taiwan aiso.TheTiuwanese government 
was quick to test the samples and found 
that mcrcuiy levels were slightly above the 
country’s safety standards of 0.2 parts per 
million. Two separate analyses of the waste 
have also confirmed that the sludge might 
be highly toxic. As public pressure 
mounted. Formosa Plastics apologised for 
dumping the waste. On January 4, 1999 
Lee Chih-tsun president of Formasa, dec¬ 
lared that an agreement had been reached 
with theCambodian government to remove 
the waste and have it “re-treated in a 
developed country”. Formosa also repor¬ 
tedly agreed to pay $10 million in 
compensation to Cambodia to cover the 
costs of damage and to treat the land on 
which it had been dumped, and to refill 
it. Both Cambodian and Tai wanese govern-; 
ments were keen to settle the issue, 
primarily to avoid further public protest, 
as fast as they could and to assure that “all 
is well and back to normal life”. This quick 
patch solution denied the public any further 
information on the sludge and its possible 
impact even after re-export. Rumours were 
rife that thi^ dumping deal, reportedly 
worth US $3 million on the Cambodian 
side, was one of many done before the 1998 
elections by a senior most official of the 
niling party and offers of investigation 
were merely made to placate the public. 

Gir)8AL Concern . 

The Sihanoukville dumping scandal has 
continued to attract attention from environ¬ 
mentalists around the world. The/Vi/uvn/’enh 
Past (Jwuaiy 8, 1999) reported that the 
Basel Action Network, a group of activists 
dedicated to banningglobal waste trafficking 
have already contacted the ministry of 
environment with a range of concerns. This 
group has argued that not enough 
information is available on the organic 
content of the waste material, particularly 
dioxin. Dioxin is targeted for global phase¬ 
out in a treaty now being negotiated under 
the UN environnuint programme as one of 
the worst persistent organic pollutants. 
Unfortunately, neither Cambodia nor 
Taiwan arc signatories of the Basel 
Convention which foibids trade in hazardous 
wastes. If they had signed that treaty, it 
would have been illegal for the waste to 
have been exported and would have imposed 
several obligations on the ex porting nation. 

This controversy takes one back to.the 
Minamata scandal, in Japan, which exposed 
the horrific effects of mercury poisoning. 
In 1932, Chisso. a petrochemical firm, 
began to dump mercury in Minamata bay. 
In the 19S0s fish began dying and then 



peo|de,whofiistbecaineiiunA.th(»rv»kii) 
blurted and speech became impaired. It 
ccmtinued to affect a second generation of 
mote than 12,000 people with various 
deformities and diseases. After a long 
drawn-out enquiry, the Japanese govern¬ 
ment ordered Chisso to pay compensation 
of $1,30,000 to each person affected in 
1978, and an additional lump sum 
settlement of $184 million in 1996. 

At Minamata, the carcles.sness of a rapidly 
industrialising nation poisoned it.s own 
citizens. At Bhopal, a US multinational. 
Union Carbide, poisoned the people of the 
south. At Chetnobyl, deficient government 
standards in the former So viet Union resulted 
in the leaking of radiation into the 
atmosphere, poi.soning not only Ukraine 
but lands beyond the Soviet border. In 
Cambodia’s Sihanouksille. apctrochemical 
giant, connived with poorly paid officiaKs 
of a developing nation, casually exported 
toxic waste and dumped it without any 
concern for environmental standards. 

Sihanoukville now joins the long and 
mounting list of eco-catastrophes which 
seem never ending. While Minamata repli- 
cate.s development in its mo.st murderous 
fonn, (he Sihanouk vi lie episocte once again 
iilu.stratcs how big firms take advantage of 
poor nations and weak administrations. As 
has happened to the people of Bhopal, 
Formosa a giant otganisation with advanced 
science, technology and production 
techniques, willingly condemned poor 
people to fear, sickness and death, and their 
beautiful bay to irreparable damage. These 
events tell a salutary tale, that in this fast 
industrialising world, there is no place for 
the poor to hide. 

Nonetheless, in Minamata, Bhopal, 
Cliemobyl and Sihanoukville there is reason 
for hope. As protests in Sihanoukville 
showed, a new resistance is emerging to the 
logic of growth, transnational companies 
and elite power. The pre.scnt system has 
begun to undermine itself by creali’'g its 
own contradtclions: growth against nature; 
militarism against the need for collective 
security and peace; mindless consumerism 
again.st humankind aspiring to regain lost 
values and a meaning to life. ccosy.stems 
and livelihood. The concern for the 
environment and the sen.silivity towards 
nature that it implies is gradually being 
reflected in the popular media. Such 
renewed debate on environmental 
regulations have provided space where 
the value-premises of modern science 
can be questioned. The first value premise 
consists of the idea that industrial 
development has no moral responsibility 
forthc large ma.ssof population. The second 
value-premise consists of the idea that 
economic benefits alone count in modem 
society. 


Transborder pollution and global 
environmental pr^lems have been on the 
development agenda for some time. Some 
analysts argue that when a country’s 
production or consumption decisions 
imposeenvironmcntalextemaliticson other 
countries, there may be a theoretical case 
for using trade policy to correct these 
externalities. As the Bhopal and Sihanouk- 
villc incidents have established the 
arguments for using trade policy to correct 
environmental externalities are weak and 
arc not sufficient to eresure the safety of the 
local population. The threat of trade 
sanctions may not provide for sufficient 
incentives for countries to abide by 
multilateral environmental agreements 
cither. The simple fact remains that 
companies continue to dump industrial 
waste in other countries merely to avoid 
domestic environmental standards. 

On the other hand, as recent expe¬ 
riences have demonstrated, in the case 
of transbordcr pollution, a tariff on 
polluting goods may not, perse, impmve 
welfare. Such imports tend to flow from 
high-income to low-income countries and 


from high-population density to low- 
pc^lation d^sity countries. Impoits m 
also more likely to flow from more 
politically stable to less politkally stable 
countries. In the receiving nations, there 
is no guarantee dial any welfare com¬ 
pensation will be used to mitigate the 
suffering of the affected population. In 
all probability, such revenues will be 
shared among politically influential 
groups to the detriment of the poor and 
the environment. 

Therefore, if disposal practices in less 
politically stable, low-income and low- 
population density countries are less 
safe than the public would prefer, then 
more developed countries should be 
required to impose minimum safe 
disposal standards, or at the very least, 
monitor such disposal, observing the 
6a.sel Convention and ensuring strict 
enforcement of the regulations. Without 
such a commitment from the indust¬ 
rialised nations, the poor and weaker 
counterparts will continue to suffer, and 
more Bhopals and Sihanoukvilles* are 
certain to occur. 
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PERSPECTIVES 


Decentralised Institutions 

»Governmental and Voluntary Sector 

George Mathew 


From the beginning of the 1990s, there seems to be a positive change 
in the outlook towards decentralised institutions. In the emerging 
scenarios both panchayats and voluntary agencie, have a crucial role 
to play and can work together effectively if they view each other as 
partners rather than contenders in the process of decentralisation and 
development. 


IN this paper, panchayati raj institutions 
at the three levels - district, block/taluk 
and village-as well as town municipalities 
and city corporations, are taken as de¬ 
centralised institutions of the state and 
the government. Decentralised institu¬ 
tions in the voluntary sector are the com¬ 
munity initiatives which protect people’s 
rights and assets, people’s organisations 
as well as voluntary associations or 
agencies (VAs) working to improve the 
socio-economic status of local com¬ 
munities. That is, broadly speaking, 
citizens’ initiatives and theirorganisations 
in civil society. 

It IS at the local level (in villages, towns 
and wards of corporations) that the majo¬ 
rity of people conduct their day-to-day 
lives. There is face to face interaction 
with almost everyone in a locality. When 
the state reaches out to that level, its 
government comes under closer scrutiny. 
Here, citizens’ groups can interact with 
the state, even confront it, and demand 
the local government's support for their 
own effort to sustain or improve the quality 
of life of individuals as well as the 
community. 

At the outset, it should be made clear 
that in terms of numerical strength and 
operational reach, voluntary agencies 
(VAs)cannnt be compared with panchayati 
raj institutions (PRIs). In many villages 
and small towns there are no VAs at work 
at all. The programmes of recognised VAs 
rarely cover all districts in a state. Where 
strong local groups have been set up, for 
example, for natural re source management 
such as the joint forest management 
committees, water users groups, etc, their 
coverage is restricted to a few hamlets and 
villages. 

In comparison, we have over 2,50,000 
village panchayats, 5,000 panchayat 


samitis at the block/taluk level, and over 
500 district level zilla panchayats. 
Therefore, it should be borne in mind that 
panchayats as local self-government insti¬ 
tutions are everywhere, while voluntary 
agencies are not. 

The Panchayats 

Although the Constitution of India has 
recognised only two tiers of governance 
in the country - Union and the states - 
in its Directive Principles of state Policy, 
the Constitution (Article 40) had mentioned 
‘units of self-government’ to denote 
panchayats below the district level. In the 
SO years after independence practical 
problems of administration, governance 
and development along with people’s 
aspirations for sharing power, widening 
the space for people’s organisations and 
their relevance have underlined the need 
for the decentralisation of power. This is 
particularly so for the district level and 
below. 

Decentralisation of institutions and 
powers, as it stands today, has evolved as 
the outcome of several developments 
since 1950. The following need special 
mention: 

(1) The concept of the ‘ four-pillar state’ 
(chou-khamba rajya) - of village, district, 
state and centre - gaining strength. 

(2) The idea of district government 
gaining currency, especially with the 1983 
Karnataka Act on panchayats. 

(3) The AmendmentstotheConstitution 
(73rd and 74th Amendments ot 1992) 
which deHned local bodies at the district 
and below as institution^ of self- 
government’. 

These developments had three 
implications. First, the idea of 'local self- 
government*. hitherto understood in 
accordance with the government resolution 


of Lxird Ripon (1882), as local bodies 
carrying out only civic functions, with 
mainly nominated members, beeame 
irrelevant. 

Second, panchayats, which were 
localised institutions with limited scope, 
assumed the dimensions of ‘panchayati 
raj* with a wider and more dynamic 
meaning - as part of a political process 
from gram sabha to Lok Sabha (village 
assembly to national parliament). 

Third, the existing quasi-federal structure 
began to undergo radical changes affecting 
centre-state relations as well as state- 
panchay at relations. In other words, a whole 
lot of changes are now taking place in this 
area, with 29 subjects being transferred to 
panchayats under the Eleventh Schedule 
of the Constitution. In effect, the 
concentration of power at any one level 
of the state is becoming difficult. 

‘Institutions of .self-government’ are 
mentioned in Article 243 G of the Indian 
Constitution. This concept needs to be 
interpreted in the light of all these positive 
developments in the last decade. In fact, 
nowhere it? the term ‘institutions of self- 
government’ defined. Therefore, a clear 
understanding has toevolve through praxis. 
First of all, it entmis autonomy. ITiat is, 
autonomy within the union and the various 
tiers of government. The meaning of the 
concept of autonomy is. however, highly 
flexible. At a given time, it denotes such 
space for governance at a particular level 
as can be negotiated between the concerned 
parties. But the range of manoeuvrability 
is within boundaries set by the centre. At 
the lower end, it must obviously remain 
to be defined. The states would know what 
is the very least that they must endow their 
panchayats with by way of powers and 
authority for them to be recognised as 
institutions of self-government. 

The full meaning and implication ol 
panchayats and municipalities becoming 
‘institutions of self-government’ after the 
Constitutional Amendments must be 
understood in its proper perspective. 
Although Articles 243 (d), 243 G and 243 
P(e) define panchayats and municipalities 
as ‘institutions of self-government’, 
nowhere has the scope of these institutions 
been defined. But they can, nonetheless, 
bring about radical changes in India’s 
federal structure with far-reaching con¬ 
sequences. As Nirmal Mukaiji wrote 
immediately after the passing of the Con¬ 
stitutional Amendment: “The amendet! 
Constitution requires the states toconslituU 




panchayats as institutions of self* 
government n6t only for villages but also' 
at intermediate and district levels. Con¬ 
sequently. there will, henceforth, be three 
strata of government: the union, the states 
and the panchayats. A more radical change 
is difficult to visualise. Its implications are 
far-reaching” [Mukarji 1993].. 

If we take the case of panchayats, ail 
the three tiers-gram panchayat, panchayat 
samiti and zilla parishad - are institutions 
of self-government for their re.spective 
jurisdictions in respect offunctions allotted 
to them. 'They are in a way governments 
unto themselves for the limited area and 
for the limited functions... Panchayats are 
representative institutions of self- 
government” [Bandyopadhyay 1997]. 

The concept of ‘self-government’, as 
guaranteed by the Constitution, is not 
negotiable. The powers and functions of 
panchayats and municipalities could be 
divided into two categories: (i) original 
functions, and (ii) a.ssigned functions. The 
original function is: “preparation of plans 
for economic development and social 
justice”. The assigned functioas include 
“implementation of scliemes foreconomic 
development and social justice as may be 
entrusted to them including those in relation 
to the matters in Eleventh Schedule”. 

There is another view which states that 
all that happened in 1992-93 was the 
strengthening of ‘administrative federal¬ 
ism’ and nothing more. The provisions of 
the 73rd Amendment strengthen ‘admini¬ 
strative federalism' in order to facilitate 
and encourage (^legation of administrative 
and financial powers from the states to 
local bodies. Their administrative powers 
and responsibilities and the financial 
resources to exercise these powers and 
di.scharge these re.sponsihilities are entirely 
derived from legislation that will have to 
be pas.scd by the concerned state. They 
have no definite executive, legislative, 
financial or judicial powers and, according 
tothis school, merely having constitutional 
.status or regular elections docs not confer 
on them the status of the third tier of 
governance. S Guhan, an exponent of this 
view, quoting Daniel Elazar, argues that 
decentralisation is not a federal charac¬ 
teristic because decentralisation implies 
the existence of a central authority (Guhan 
1995]. 

Since this school of thought takes a 
narrow and limited view of the nature and 
impact of democratic and political pro- 
CCS.SCS which have taken place in our 
political structure, one cannot agree with 
this argument. It may be stated here that 


in countries where local bodies exist, they 
are given powers of delegated legislation, 
c g, budgets, by-laws and regulatims. They 
also enjoy considerable powers of regu¬ 
lation attached to their functional respon¬ 
sibilities. India is, therefore, derinitely 
moving from administrative federalism to 
multi-level federalism [Mathew 1997]. 

For local bodies in India to function as 
institutions of self-government, there are 
certain prerequisites. These can be identi¬ 
fied as (a) clearly demarcated areas of 
jurisdiction, (b) adequate power and 
authority commensurate with respon- 


sibihties, (cjnecessary humanoid flnancia 
resources to manage their affairs, am 
(d) functional autonomy within the federa 
structure. The Constitutional amendment' 
provide for all these. 

The Eleventh and Twelfth Schedules 
added to the Constitution along with thi 
Amendments have suggested transfer o 
29 subjects to pi>nchayat$ and 18 subjects 
to municipalities. State Conformity Act: 
have more or less incorporated them. Whei 
they are fully operationalised, one can saj 
that local b^ies at the district level aiu 
below have genuinely become the thin 
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tier of governance in the Indian federal 
structure, giving the Indian federation a 
new meaning. Of course, these local bodies 
have no legislative powers; nor do they 
have law and order (police) powers or 
judicial powers. Some states have men¬ 
tioned in theirConf ormity Acts the creation 
of local courts (Nyaya Panchayats). 
Amongst policy makers and intellectuals, 
there is a section which is of the firm 
opinion that police and judicial powers 
must be given to the panchayats. 

The bureaucracy for local government 
is of crucial importance. Whatever may be 
the interim arrangements, eventually a 
panchayati raj cadre will become inevit¬ 
able. What wilt be its nature/composition? 
This will have toevolvc through the coming 
years. 

An important implication of thisdevclop- 
ment is regarding existing state acts and 
parastatal bodies. About S3 Central and 
State Acts would come in conflict with the 
73td and74thConstitutional Amendments. 
The parasiatals like the electricity boards, 
water and sewerage boards, public works 
departments, development corporations, 
etc, have centralising structures and how 
they will adjust to the new set-up is a big 
question. In other words, the role of the 
.state as we understand and experience it 
will have to undergo a radical trans¬ 
formation. 

CoMMUNnv Initiatives 

Under the new panchayiui raj, there is 
greater possibility of giving new meaning 
and content to the concept of civil society 
Even when thepowerof the state, compart 
to its absolutist historical precedent, is 
weak, in a civil society, direct initiatives 
necessary for seif-govemment would be 
assured by voluntary associations in India 
at the local levels. Civic order in a liberal 
society cannot be sustained without the 
consistent activity of citizens at the grass 
roots. Civil society is, in a way, an antidote 
to authoritarian tendencies because the 
informal pressures of public opinion 
through the democratic process threaten 
new tyrannies. Only the plurality and 
diversity of civil associations can assure 
the characteristics which reflect good 
governance. 

People’s initiatives express themselves 
in several ways - citizens’ groups, neigh¬ 
bourhood organisations, associations to 
safeguard community interests and culture, 
pressure groups, voluntary organisations 
to protect the rights of the people in general 
and the vulnerable and marginal groups 
in particular, trade unions, co-operatives. 
..tc. Non-governmental organisations 


(NGOs) and VAs may have an inter¬ 
national, national, regional or local base. 
They are not location speciftc. The local 
organisations/associations are generally 
community-based organisations (CBOs). 
There are also associations and societies 
registered at the di.strict or sute level, with 
a district authority as its chief (like the 
district blindness control societies, water¬ 
shed development committees, joint forest 
management committees, water users' 
committees, etc). Administrators, profes¬ 
sionals and users belong to these organi¬ 
sations. We arc using in this paper the term 
‘voluntary agencies’ to cover the entire 
gamut of voluntary sector initiatives. 

The voluntary sector, people's organi¬ 
sations and empowerment of the people 
by action groups were not looked at 
favourably by the guveniment till recently 
(with the exception of charity organi¬ 
sations. which were tolerated). There was 
much scepticism among the bureaucracy 
and political leaders about VAs becau.se 
many of these agencies did things better 
and won the confidence of the people. 
They organised the poor or di.sadvantaged 
to .secure their rights and local vested 
interests represented by politicians felt 
insecure. The bureaucracy sided with these 
interests. This nexus of politician-bureau¬ 
crat had created adverse opinion against 
people’s organisations at the local and 
national level. NGOs and VAs were 
dubbed asboth corrupt and ‘anti-national’, 
because many of them were funded by 
international aid organisations. 

However, side by side, another school 
of thought prevailed that large program¬ 
mes like poverty alleviation, provision of 
basic needs, literacy, women and child 
development, tribal development, etc, have 
scope for action, planning and participation 
by voluntary agencies at the local or 
regional level. 

The voluntary agencies can play an 
important role in innovating new methods 
and approaches to deal with vexing issues, 
plan cost-effective project implementation, 
and get effective involvement and parti¬ 
cipation of the people. They have access 
to expertise and are competent in their 
own areas of operation. 

As Bandyopadhyay puts it, these colossal 
national programmes “have enough space 
for local initiatives, innovative action [and] 
imaginative planning, which no centrally 
sponsored scheme with strait-jacketed 
implementation instructions can provide 
for. Thus, an appreciation of the defici- 
enciesofthc administrative dcliverysystem 
led to the acceptance of the complcmentaiy 
role of the volags.” 


The Seventh Plan document recognised 
the positive contribution of the voluntary 
sector and stated that henceforth serious 
effort would be made “to involve voluntary 
agencies in various development pro¬ 
grammes." It identified a role for VAs in 
the following areas: 

(i) To supplement the government efforts 
so as to offer the rural poor choices 
and alternatives; 

(ii) To be the eyes and ears of the people 
at the village level; 

(iii) To set an example. It is possible for 
VA to adopt simple, innovative, 
flexible and inexpensive means with 
its limited resources to reach a larger 
number with less overheads and 
with greater community parti¬ 
cipation; 

(iv) To activate the delivery system and 
to midce it effective at the village level 
in respond to the felt needs of the 
poorest of the poor; 

(v) To dis.scminate information; 

(vi) To make communities as self-reliant 
as possible; 

(vii) To show how village and indigenous 
resources could bc'li.sed, how human 
resources, rural skills and local 
knowfedge, grossly underutilised at 
present, could be used for their own 
development; 

(viii) Todemystify technology and tobring 
it in a .simpler form to the rural poor; 

(ix) Totrain a cadre of gncssrixits workers 
who believe in profes.sionalising 
volunteerism; 

(x) To mobilise financial re.sources from 
within the community with a view to 
making communities stand on their 
own feel; 

(xi) To mobilise and organise the poor 
and generate awareness to demand 
quality services and impose a com¬ 
munity system of accountability on 
the performance of village level 
government functionaries. 

The Eighth Five-Year Plan (1992-97) 
document carried it further saying: “[I]t 
is necessary to make development a 
people’s movcment...A lot in the area of 
education (especially literacy), health, 
family planning, land improvement, 
efficient land use, minor irrigation, water¬ 
shed management, recovery of wastelands, 
afforestation, animal husbandry, dairy, 
fisheries and sericulture, etc, can be 
achieved by creating people's institutions 
accountable to the community.”The focus 
of attention was on “developing multiple 
institutional options for improving the 
delivery systemsby using the vast potential 
of the voluntary sector’’. 



The Plan highlighted the imponance ot 
'people'sinstitutions’ compris^of“users/ 
stake holders, pitxiucers orbeneficiaries*’, 
which are accountable to the local com¬ 
munity and have the capacity to both draw 
up and implement need-based local level 
plans in close co-(^ration with the local 
administration. 

The document emphasised a new 
direction in decentralised local level 
planning for optimising beneflts at the 
grass roots level, the work for which is 
to be primarily undertaken thrmigh VAs 
and NGOs in co-operation with people's 
institutions and with the support of the 
government. The report of the National 
Development Council’s Committee on 
Micro-level Planning (1994) has also 
underlined this point. The report says 
“reputed non-government organisations 
with proven track record are expected 
to be called upon to replicate their acti¬ 
vity and carry out institution building 
among the people” as well as providing 
technical expertise to the micro-level plan¬ 
ning body. 

However, it inay be pointed out here 
that VAs/NGOs have certain limitations. 
Most of them are single leader oriented, 
their areas of operation are limited, often 
confined to a few villages, a block or 
portion of a district. They are not 
accountable to the local people in any 
legal sense of the term, many have no 
internal demtKracy, and they depend for 
funds on the government or international 
aid agencies. 

Panchayats and Voluntary Acenoes 

The new role of panchayats and 
municipalities afterihe 1992Constitutional 
Amendments must be recognised by VAs. 
Since they are representative institutions 
of self-government, their supremacy 
must be accepted by VAs. According to 
Bandyopadhyay, voluntary agencies 
“should not consider even remotely that 
pane hay am are contenders to their position, 
authority and power. Primacy of pan¬ 
chayats of different tiers as system of 
representative governance has to be un¬ 
grudgingly accepted”. It is within this basic 
premise that the problems and possibilities 
of the relationship between VAs and 
panchayats/municipalities have to be 
discussed. 

After the new panchayats have come 
into being through elections, four types of 
situations can be observed. 

(a) People’s organisations and voluntary 
agencies which were working in the 
space where there were no panchayats 
or local initiati /cs have established 


themselves in tnetr own areas ot work. 
They view panchayats as new entrants 
encroaching on their space. 

(b) Tbe newly constituted panchayats 
regard the voluntary sector, both 
community initiatives and VAs/NGOs, 
as rivals working in tlwir area of 
jurisdiction. 

(c) The third situation that emerges is 
that both panchayats and voluntary 
organisations understandtheirrespec- 
tive roles and work in harmony and 
co-operation to complement each 
other’s work. 

(d) In several areas, voluntary agencies 
participate in panchayat elections and 
put up theircandidates. Political parties 
also actively participate in panchayat 
elections. Voluntary sectorcandidates 
either get party tickets or contest 
elections as independents. They are 
more successful at the lowest levels 
and it has been noticed that those who 
have worked with or been trained by 
VAs perform better in local self- 
government institutions. 

How do VAs and panchayats view 
each other? In several states, voluntary 
agencies have a ‘don’t care’ attitude 
towards the panchayats. People’s organi¬ 
sations have a disdainful attitude towards 
panchayats and consider them both 
irrelevant and ineffective. They therefore 
do not see the need for any interaction with 
panchayats. 

Since panchayats are non-functional in 
many states, and do not have regular 


me«ings witn correct procedures, v asoo 
not take ttiem seriously. They believe diat 
panchayids are a hot-bed of petty politics 
and thmfore it is better to ke^ away from 
them. 

Ihe paiKhayats, in a majority of cases, 
do not inspire contidence in people as 
‘institutions of self-government’. Pan¬ 
chayat members are often unaware of 
their powers and responsibilities. ThQr 
are often treated with contempt because 
of their low position in the caste and 
class hierarchy, low educational status, 
and they lack the flscal powers to be 
efficacious. Moreover, a large number of 
women who are elected through 
reservations are unable to function on 
their own and act as proxies of male family 
members. Political interference in the day- 
to-day functioning also hampers 
panchayats’ development. Therefore, 
capacity building through training, 
exchange programmes, visits to places 
where panchayats are workin'g 
successfully as well as information sharing 
are critical. Voluntary agencies with 
specialised knowledge and expertise can 
help panchayats in this respect. 

It is to be noted that VA^GOs have 
an edge over PRIs in terms of access to 
knowledge and the latest technological 
advancements. Thus, many of them are 
engaged in information dissemination, 
awareness generation, etc. For example, 
there are a number of organisations en¬ 
gaged in developing alternative renewable 
energy systems for rural areas. 
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Several VAs/NGOs have developed 
expertise in programmes for women's 
empowerment and implementationof land 
reforms to ensure land to the tiller. 
Panchayats can invite the co*operation of 
VAs in areas of water management, fore.st 
rnanagement, development of fishery 
resources, income generation projects for 
community members, etc. 

Self-help groups, pani panchayats, 
watershed associations, water users’ 
associations, community irrigation groups 
and joint forest managemeni/forest 
protection committees and their sustain¬ 
ability need special mention in this 
discussion. The self-help groups are 
working in the areaof small savings, micriv 
credit and so on, which are an important 
channel for financial support to the rural 
poor. The success of Self-Employed 
Women’s Association (SEWA) in India 
may be noted here. Depletion of forest 
cover, increase in soil erosion, fall in 
ground water table have caused the form¬ 
ation of the watershed and water users’ 
groups. These associations are permitted 
to receive up to 50 per cent of the funds 
of the Jawahar Rozgar Yojana (JRY) and 
Employment Assurance Scheme (EAS). 
An NIRD study says that in the watershed 
committees and user groups, the partici¬ 
pation of the bencnciuries was limited to 
selection of the production packages and 
labour. The watershed committee func¬ 
tioned like aback bencher in the planning 
and implementation cxerci.se.s. The ap¬ 
proach was more sectoral than parti¬ 
cipatory action [Jayalakshmi and 
Annamalai I9*)8|. Ihe World Bank has 
supported four watershed developments 
projects: Himalayan Watershed Manage¬ 
ment Project. Watershed Development in 
Rainfed Areas. Integrated Watershed 
Development Projects (Plains), and 
Integrated Watershed Development 
Projects (Hil Is). A re view of lhe.se projects 
have shown that they are unsustainable 
over a long period of time. 

Andhra Pradesh has about 10,000 water 
users’ as.sociations and distributoty 
committees were formed to enable farmers’ 
participation in the management and 
maintenance of the irrigaion system for 
effective, reliable water supply and distri¬ 
bution. Pani panchayats have been orga¬ 
nised as a result of acute water shortage 
for agriculture in various parts of India. 
The Naogaon experiment in Mahara.shtra 
stands as an outstanding example of pani 
panchayab:. With the success of forest 
protection committees in regenerating 
forests in states such as West Bengal, 
attention is increasingly focused on 


protection and management of forest lands 
with community participation. In pursu¬ 
ance of this objective, the Government of 
India issued a notiHcation in June 1990, 
encouraging involvement of village 
committees and VAs for the regenerltion 
of forest lands. Joint forest management 
seeks to restore the traditional system of 
forest management by community based 
decision-making and consensus. 

In all these initiatives the critical issue 
is their sustainability. There is sufficient 
evidence to suggest that unless they are 
brought under the overall supervision and 
partnership of panchayats which are 
permanent, they will not work elYectivcIy. 
There is no other body which can ensure 
sustainability. Regarding the watershed 
committees, the NIRD study has suggested 
that water development teams must be 
con.stituted at the panchayat samiti and 
village panejiayat levels to ensure their 
efficiency and continuity. The district level 
officials are unable to visit the micro- 
level watershed projects. In Uttar Pradesh, 
a bill has been passed to bring joint forc.st 
management under the purview of pan¬ 
chayats. Another successful example in 
this regard is West Bengal. In 1985-86, 
the West Bengal government launched a 
massive scheme for constructing dug 
wells, shallow tube wells, deep tube wells 
and river lift irrigation with World Bank 
assistance which was completed in March 
1994. In view of their small command 
area and easy management, all theshallow 
and low duty tubcwells were to be handed 
over to the panchayat samitis. Sabhadipati 
of the zilla parishad. in consultation with 
the site selection committee distributed 
the tube wells to the different panchayat 
samitis. At panchayat samiti level, the 
standing committee for agriculture, 
irrigation and co-operation further allotted 
tubewclls to the gram panchayats. An 
undertaking was obtained from all Ihe 
farmers included in the command area to 
the effect that they would purchase water 
supplied by the panchayat tube wells. 
Day-to-day working of the tube wells is 
looked after by the beneficiaiy committee 
which is a unique feature of West 
Bengal’s panchayati raj. All the tube well 
operators are also members of the 
committee. 

Panchayats, with their regulatory func¬ 
tions and emphasis on policy matters, can 
entrust implementation of programmes and 
plans to people’s organisations. In this 
context, a number of functions performed 
till now solely by the state can be better 
performed through people’s organisations, 
whether it be in the area of credit or agri¬ 


cultural marketing or in a host of other 
development activities. Dairy co-opera¬ 
tives of the NDDB model are a prime 
example. Still other functions can be en¬ 
trusted to registered .societies based on 
self-help, of which a shining instance is 
the Gramin Mahila Shramik Unnayan 
Samity (GMSUS) at Jhilimili in Bankura 
district of West Bengal. Yet again, 
informal associations of beneficiaries 
could be left to operate and maintain, for 
example, tube wells, eliminating depart¬ 
ment^ officials [Mukaiji 1995]. This is 
a definite move towards enhancing the 
role of the voluntary sector and people’s 
organisations under the new local 
government system. 

A number of VAs are also working for 
the protection of rights of tribals and other 
communities to local biological resources 
and pre.servation of their knowledge about 
medicinal plants, etc. These are some of 
the areas in which VAs havedoncexccllent 
work. The PRls, now extended to the tribal 
areas, can invite VAs to work on the.se 
issues in order to learn from their experi¬ 
ence and make u.se of their expertise for 
the betterment of tribal and forest dwelling 
communities. 

People’s* organisations can play a 
catalytic role for social change in the poli¬ 
tical process of democratic in.stitution 
building. They arc more responsive to 
different situations and arc more adept at 
crises management. The health of civil 
society both determines and responds to 
the existence of effective people’s organi¬ 
sations. 

Tlie gram sabha in the present Con¬ 
stitution is not an executive body. It 
represents all the voters in the village or 
ward, as the case may be, and they have 
powers to rai.se issues, a.sk forclarifications 
and suggest programmes for implement¬ 
ation. At best, they can perform the function 
of social audit. On the basis of their 
experience with the voluntary sector, gram 
sabhas can also play a role in identifying 
good voluntary agencies as well as the not 
so good ones. 

The VAs are not a constituency for 
panchayat membership. As mentioned 
earlier, they can put up candidates in the 
elections as independents. However, 
they can play a vital role in the district 
planning committees (DPCs). They can 
get nomination to the DPCs on their own 
credentials. In village planning, resource 
mapping, setting up of voluntary technical 
corps of retired officers and technical 
persons, they can have a unique place. 
Tliis can ensure better co-operation and 
co-ordination. Thus, both panchayats and 



voluniuy ageacies can work togetter 

•ffecUvely in a demand driven sJtuatioik 
especiallyifthey vieweach oOieras paitnea 
rather than contenders in the process of 
decentralisation and development. 

In this discussion, another area we have 
to consider is the role of political parties 
India has adopted a multi-party parlia¬ 
mentary system and this is also reflected 
at the lowest units of democratic insti¬ 
tutions. Political parties therefore compete 
with each other and work hard to establish 
their roots in villages, wards and towns. 
They take up people's problems through 
their frontorganisations or the party fora. 
Wherever this machinery is strong, one 
finds that people’s organisations arc not 
strong enough, nor large in number and 
even if there are a few, they occupy a 
smaller space. The best example of this 
is West Bengal. 

In states where people’s organisations 
have a powerful base, committed workers, 
relevant programmes, a scientific outlook 
and focus on action, they play a creative 
role in enhancing the capability of local 
self-government institutioas. Both in ideas 
and action these institutions can give a 
lead and alsoextend support to local bodies. 
The role played by the Kerala Sastra 
Sahitya Parishad (KSSP) in charting a 
new course for panchayats through the 
people’scampaignfortheplanningproce.ss 
is a case in point. In Maharashtra, where 
the co-operative movement is strong, it 
can play a signi ficant role in strengthening 
panchayati raj in the state. 

Members of the legislative assemblies 
(MLAs), state level politicians and 
government officials play a critical role in 
strengthening(orotherwise)decentralised 
institutions. Since Independence, the 
trend in administration and government 
had been towards centralisation. From the 
beginning of the 1990's there seems to be 
a positive change in their outlook towards 
decentralised institutions. But they have ' 
a long way to go to keep pace with the 
emerging thinking on the new 
governance and admini stration paradigm. 

Vibrant decentralised institutions, 
both in the formal and informal sector, 
are the bedrock of civil society. Only 
in a genuine democratic milieu can the 
civil society play its role and generate 
initiatives by the citizens themselves. 
The other side of the coin is that only 
an active civil society can ensure a 
responsible, transparent, corruption-free 
and efficient local self-government 
system from the neighbourhood level to 
village, town, block and district levels. 


(An cBrlier venion of thit paper was presented 
at the national workshop on ‘Decentralised 
Rural Oevelofmenf’, sponsored by the World 
Bank and the ministiy of rural areas and 
empioymeni. Oovemmcnt of India, and organised 
by Nalional Institute of Rural Development 
(NIRO), (Hyderabad) at Vigyan Bhawan, New 
Delhi.] 
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The Indian Network on Participatory Irrigation Management (IndiaNPIM), 
and NGO sponsored by the Ministry of Water Resources. Government 
of India, for promoting and supporting farmers managed irrigation systems' 
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of the premier position of 
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Qualification: 

Masters or higher degree in management/social/technical subject with 
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Age: 
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Overcoming Structural Barriers 

Steel Industries in Bra^fl, India and Korea 

Antboay P O’Costa 

In examining stale-led industrialisation, we find that state-ownership guaranteed capacity build-up in the 
steel industry in Korea, India and Brazil. But only Korea achieved rapid industrial change by maintaining 
investment momentum. A bureaucratic approach to industrial governance and populist policies limited the 
development of the Brazilian and Indian state-owned steel industries. A comparative study of the these late 
indu,strialising countries tells us that both innovative behaviour and institutional capability are necessary 
to organise capitalist production. 


I 

Introduction 

THIS article examines the technological 
and institutional basis for overcoming 
structural barriers to industrialisation in 
three late industrialising countries. Using 
the steel industry as the empirical referent, 
the article adopts a hi.storical approach to 
account for uneven industrial change in 
the three countries. It also underscores the 
importance of a .strategic industrial policy 
for strengthening technological capability 
and maintaining an investment momen¬ 
tum. The classic late industrialisation 
experience of Japan, whereby new inno¬ 
vations were rapidly adopted and the state 
worked with the private sector in indus- 
trflh transformation, became a model of 
sorts for the others. However, the imme¬ 
diate structural and geopolitical factors 
conditioned the actual acquisition of tech¬ 
nology and its effective deployment. The 
autonomy of the state was critical for 
securing modem technology and sustain¬ 
ing the high rate of capacity expansion. 
The monopolisation of the more expen 
sive, integrated segment rather than the 
smaller scrap-based minimills in Brazil. 
India, and Korea indicates the state's 
privileged role in national economic trans- 
formation. Capital scarcity and access to 
technology have been daunting entry 
banriers for private capital.' At the same 
time, the state, with greater resources, has 
attempted to regulate indu.strialisation on 
its own terms through direct participation 
in large-scale, integrated mills. Clearly, 
late industrialisation has a bearing on 
capacity expansion. Ute question is under 
what conditions does state intervention 
guarantee successful industrial transfor¬ 
mation. 

By exploring state-led capitali.st 
industrialisation in Brazil. Indiaand Korea 
we arc able to demonstrate that state 
intervention per se docs not guarantee 
technological progress. Brazil and India 


share ‘lateness’ with Korea. However, the 
institutional weakness found in Brazil and 
India sets them apart from the east Asian 
duo of Korea and Japan. The weak in.sti- 
tutional basis of the state undermined the 
development of a technologically dynamic 
steel indu,stry. Paradoxically, the private 
sector steel mills have not been at the 
cutting edge cither. From this wc can 
deduce that iastitutional barriers can be as 
much structural as they arc policy in¬ 
duced. By differentiating the Korean ca.se 
from the Indian and Brazilian cases wc arc 
able to obtain a nuanced view of uneven 
diffusion of technology and industrial 
change. 

The article is divided into .six main parts. 
Section II presents state-led industrialis¬ 
ation m Brazil and India - covering state- 
ownership of the industry, public bail out 
of private steel firms, and regulation of 
steel prices. The Korean experience is 
discussed for comparative purposes. Sec¬ 
tion III shows how the state, in both Brazil 
and India, overcame initial structural 
dependence to set up a domestic steel 
industry. By negotiating technology and 
finance with foreign suppliers, the state 
succeeded in creating new industrial capa¬ 
city and expanding it gradually. However, 
the initial momentum in establishing the 
industry was lost as institutional weakness 
undermined the ability to keep up with 
changing technology. The slower pace of 
change in Brazil and India relative to Korea 
is examined in Section IV. The high 
investment requirement for new innova¬ 
tions associated with rising economics of 
.scale m.'Jc it difficult fur (he state to 
mobilisc'sufficient resources. The effects 
of these constraints have been project 
delays, escalating debts, and economic 
losses. Section V compares technological 
change and its diffusion in the three late 
industrialising countries, clearly demon¬ 
strating the superior technological capa¬ 
bility on the part of the Korean state- 
owned enterprise Section VI concludes. 


II 

State-led Capitalist Industrialisation 

STAre-OWNERSIlIP AND INDUSTRIAL POLICY 

State-ownership of steel plants in inde¬ 
pendent India began in the 1950s. Three 
large, privately-held plants existed prior 
to India's independence in 1947. In Brazil 
direct state involvement came much ear¬ 
lier. By 1941 the National Steel Company 
(CSN) was formed; by 1948 Brazil’s first 
coke-ba.scd integrated plant was com¬ 
pleted. In Korea, the state created the 
national steel company POSCO in I9b8. 
The circumstances and the conditions 
under which the state intervened in these 
countries have varied in detail. In all three 
countries, reducing import dependence has 
always been a national objective. 

In the post-war period each state domi¬ 
nated its respective steel industry and only 
recently has there been a dilution of state- 
ownership. With few exceptions, state- 
ownership has been largely confined to 
large-scale, integrated mills, producing 
high value added flat products. The pri¬ 
vate sector is active in the much smaller, 
scrap-based EAF units, producingcheaper' 
long products. In all three countries roughly 
60 per cent of total steel output is under 
state-owned mills (Steel Authority of India. 
Instituto Brasileiro Sidcrurgica. and 
Pohang Iron and Steel Company, various 
is.sucs). In the mid-1980s, the shares for 
Brazil and India were even higher - 75 
and 70 per cent respectively. Although the 
bulk of Brazil’s integrated mills arc now 
in private hands, nearly 80 per cent of 
Brazil’s steel capacity was under the 
government prior to privatisation in the 
early 1990s. In India state-ownership in 
1996-97 stood at 56 per cent [Joint Plant 
Committee 1997]. 

The division of labour between the state 
and private sector was quite clear-cut. The 
former produced flat products using the 
integrated^ process, while the latter pro-' 
duced long products using electric arc 



furnaces. The Indian state sectorcontroiied 
roughly 48 per cent of flat products in 
1919-SO. By 1996-97 the state sector had 
increased its output of flat products, such 
as plates, coils, and sheets to 78 per cent. 
Privately-owned TISCO, with an inte¬ 
grated plant, also produced fiat products. 
However, 57 per cent of its total mitput 
was devoted to long products, such as bars 
and rods (Tata Iron and Steel Company 
1987]. In the Brazilian case, priurto privati¬ 
sation, virtually 1()0 per cent of flat pro¬ 
duct production was under the state. Three 
integrated mills in Brazil, form^ly all 
state-owned, also produced nearly 100 per 
cent of flat products. In Korea the industry 
structure is similar- with POSCO pnxluc- 
ing the bulk of flat products. All three 
countries exhibit rising share of flat pro¬ 
ducts in the overall product-mix, indicat¬ 
ing greater complexity in industrial struc¬ 
ture. 

Industrial policy in all three countries 
also regulated the number of players in the 
industry, effectively by barring entry of 
privatecapital,domestic and foreign. Brazil 
was the only country among the three 
where minor foreign ownership was per¬ 
mitted in the integrated segment. The 
Indian government in early 1950s allowed 
TISCO to expand capacity to 2 mt but was 
prudent enough to make sure that TISCO 
did not enter the flat products market in 
a big way. This would have undermined 
production at state-owned Rourkcla and 
Bokaro plants. It aLso denied the Birlas, 
one of the largest family-owned, highly 
diversified business houses, an entry into 
the steel business (Krishna Moorthy 
1984:60]. In Korea, Hyundai’s requests to 
enter the integrated steel segment has been 
repeatedly denied for fear of overcapacity, 
even though state-owned POSCO has 
continued to expand output. 

Bailing Out Privately-Owned 
Steel Firms 

In addition to restricting the number of 
firms in the indu.stiy - a classic form of 
capitalist regulation - each late industri¬ 
alising country also designed policies to 
support private sector development, in¬ 
cluding firms in the private sector. For 
example, the Indian Industrial Policy 
Resolutions of 1948 and 1956 reserved all 
new capacity in the iron and steel industry 
for the state. But private operations, such 
as TISCO iuKi IISCO. were spared from 
nationalisation. The government, by virtue 
of a nationalised financial system since 
1969, also owns 37 per cent of TISCO’s 
shares (Krishna Moorthy 1984:308]. After 
several years of disastrous performance, 
in 1972 IISCO was nalionali.sed. State 


intervention in bailing out private firms 
is also part of capitalist regulation, even 
if prompted by the immediacy of a politi¬ 
cal crisis. 

In Brazil the government was forced to 
purchase several loss-making firms, such 
as I^ratini. Cofavi, Cosim, and Usiba. In 
othercases.although limited foreignowner- 
ship was permitted, over time the govern¬ 
ment had to inject needed funds, increas¬ 
ing its equity by default (SIDI^BRAS 
1987:4; and personal interview, SIDER- 
BRAS, Brasilia, December 1987]. 

Even the Korean government has been 
engaged in bailing out private .sector steel 
firms. As rccenll> as 1997 the Korean 
government was engaged in rescuing 
Hanbo Steel, a privately-held minimill, 
from a colossal debt of $ 5.8 billion by 
finding a buyer. POSCO also purcha.scd 
the $ 1.2 billion debt-ridden Sammi Steel, 
a specialty steel producer in the private 
sector. In all of these cases the state 
undertook production and assisted private 
capital in their commercial viability, serv¬ 
ing as the basis of capitalist transform¬ 
ation and by extension, contributing to 
global restructuring of the steel industry. 

Price Control and Indus iriallsation 

Perhaps the most effective form of inter¬ 
vention to promote capitalist industriali¬ 
sation has been price ceilings for critical 
industrial inputs. The general Brazilian 
policy has b<»n to keep prices as low as 
possible (Dahlman 1978:95]. With 1969 
as the base, Brazilian steel prices until 
1987 without exception have varied nega¬ 
tively from this base (personal interview, 
SIDERBRAS, Brasilia. December 1987). 
The World Bank, in one of its internal 
reports, remarked that price controls cost 
Brazilian steel producersoverS 14.5 billion 
during the 1977-88 period (1992:60), while 
another .state employee in 1987 claimed 
a loss of $ 6.5 billion solely due to price 
controls (personal interview, SIDERBRAS, 
Brasilia December 1987). These losses 
have been a pan and parcel of state-led 
capitali.st regulation. Tlte symbiotic rela¬ 
tionship between the state and private 
capital was pronounced in Brazil as the 
state propped up transnational capital for 
industrial transformation (Evans 1979], 
By third world standards the Brazilian 
state has successfully fostered a relatively 
large auto industry (Mericle I984|. From 
a mere 38,000 units in 1960 its output 
jumped to 7,31.000 by ! 989. representing 
an average annual growth of 63 per cent 
(Dicken 1992:2711. In 1995 Brazil pro¬ 
duced 1.7 million vehicles, spurred on by 
various incentives offered in the past to 
the foreign-owned auto sector, such as 


income concentration policies and low- 
priced steel. With sluggish domestic de¬ 
mand in the 1980s, export competitive¬ 
ness necessitated cheap steel (personal 
interview. Acominas, Belo Horizonte, 
December 1987).* As the auto industry 
controls a large number of jobs and is a 
major foreign exchange earner its power 
and influence has been substantial.^ 

The strung relatioaship between the state 
and private (foreign) capital to foster 
capitalist development was succinctly 
captured by a Brazilian scholar: 

The production of capital and consumer 
goods was promoted by the bourgcoi.sio 
and by the military on the assumption that 
it would create the necc.ssary economic 
structure for accumulation. Now there is 
a strung, well diversified economic .struc¬ 
ture but which is highly internationalised 
...The creation of BNDE (the National 
Bank for Fx-onomic Development! was a 
clear manifestation of an industrial push 
.and the underwriting of private capital 
accumulation. Now we have the topic 
alliance with the state controlling a large 
part of the economy. The debate is how 
to destatieixe. But the bourgeoisie wants 
the state (personal interview. Otavio lanni. 
Catholic University, Sao Paulo, Novem¬ 
ber 1989). 

In contra.st. the Korean strategy for 
accumulation attempted to interface na¬ 
tionally-owned upstream and downstream 
economic activities. By keeping prices 
low, the state-owned company followed 
the Japanese example of supporting metal¬ 
working industries and infrastructure 
sectors. Kim notes that “in addition to the 
construction and shipbuilding industries, 
the (government’s attention] turned to the 
automotive industry"(1985:10). POSCO's 
cost competitiveness was pas.scd on to 
.steel-using industries in the form of lower 
prices.^ There is a tacit understanding 
between the government and POSCO that 
prices must be maintained at ‘competi¬ 
tive’ levels. The raison d'etre for capital¬ 
ist transformation is not high financial 
surplus per se. Rather, it is the creation 
of an industrial foundation on which capital 
as a whole expands.-^ Instead of propping 
up foreign capital as in Bia/il or incurring 
heavy losses as in India, the Korean .state 
steel company by being competitive nur¬ 
tured a dynamic capitalist cla.ss. 

Ill 

Overcoming Structural Dependence 

Esi ABLisiiiNc. A DoMijmr Sni-L Industry 

As late industrialiscrs. India. Brazil and 
Korea were able to enter the steel industry 
b> bargaining and exploiting any oppor¬ 
tunity that arose in the international 



geopolitical situation. Korea was the 
most successful in rapidly establishing 
an internationally competitive industry 
(Figure I). The growth and expansion has 
been spearheaded by POSCO - the state- 
owned firm. However, Korea’s private 
sector in the last decade also added signi¬ 
ficant capacity, nearly 10 mt. 

Since the late 1960s Brazilian integrated 
capacity has also grown significantly 
(Table I), with an incremental addition of 
nearly 10 mt of capacity in the 1970s. In 
three phases, spanning two decades, the 
Brazilian state added a net integrated 
capacity of 14.5 mt. The state controlled 
five large integrated facilities along with 
a few smaller non-integrated units, which 
had resulted from bail outs of private firms. 
The integrated segment’s output in 1996 
skxxl at 18 mt. 

The Indian state actively promoted heavy 
industry through its five-year plans 
(Table 2). From less than2percent oftotal 
public sector outlay during the First Plan, 
the Indian steel industry steadily gained 
nearly 8 per cent of total outlays in the 
Third Five-Year Plan. While steel’s share 
of public sector outlays fell, overall out¬ 
lays in nominal terms roughly doubled in 
each .successive plan period. Correspond¬ 
ingly stale’s steel-making capacity in- 
crea.scd from 3 ml to nearly 1S mt, cap¬ 
turing over 80 per cent of the country’s 
integrated capacity. From the Fourth Plan 
onward, investment in the Indian steel 
industry remained sluggish until the mid- 
1980s. Three million tonnes of capacity 
was added between the Sixth (1981-85) 
and the Seventh Plan (1986-90). 

MoBiLisiNG Finance and Acquiring 
Foreign Tk'hnology 

In the 1920s Brazil imported nearly 100 
percent of its domestic consumption [Baer 
1969:61]. By 1936 Brazil was producing 
about 74,000 tonnes of steel, somewhat 
reducing its import share. Local produc¬ 
tion in the 1920s was confined to small 
charcoal-based units with Belgo Mineira, 
a foreign company, producing the largest 
share of Brazilian output. Rising imports 
and the refusal of Belgo Mineira to expand 
capacity prompted state intervention. 
Intemationai tensions prior to second world 
ivar, which restricted the access to steel 
echnology from the world market, com¬ 
piled the military to investigate the pos- 
iibilities of establishing a steel industry 
n Brazil [Hilton 1982].^ Under president 
3ctulio Vargas, the minister of war in 1931 
created the National .Steel Commission. 
Mthough local capitaii.sts were wary of 
the government’s attempts to set up a large 
coke-based integrated works they wcie 


never exchuled [Evans 1979:89]. However, 
the scale of investment and the complexity 
of imegrated steel production was much 
too daunting for Brazilian private capital. 

Bargaining with the governments of 
Germany and the US in late 1930s to 
obtain capital equipment ultimately paid 
off for Brazil, a typical strategy late 
industrialising countries lesortto to over¬ 
ride structural dependence. However. US 
Steel withdrew from the project when it 
failed to secure equity control. 'This re¬ 
flected the general vulnerability of bor¬ 
rowers of technology. Similar to the Japa¬ 
nese unwillingne.ss to transfer technology 
to Korea, US Steel also found it against 
its interest to transfertechnology and forego 
exports to the growing Brazilian maikct.^ 
However, lest the Germans clinch the deal, 
the US Export-Import Bank in 1940prom¬ 
ised to provide $ 20 million to finance the 
projcct[Baer l%9:76].The loan was raised 
to S 45 million. State involvement of the 
supplier country is also typical of such 
transactions, aimed lo promote national 
capital, in this case American equipment 
suppliers. In 1941 the National Steel 
Company (CSN) at Volta Redonda in the 
slate of Rio dc Janeiro was formed. About 
50 per cent of the initial investment re¬ 
quirement of S 25 million was provided 
by the savings and pension banks [Baer 


1969: 76]. The su|^ly of slabbing and 
rolling mills was rtelayed by Mesta Ma¬ 
chine of Pittsburgh as international war¬ 
like conditions emerged. As a result the 
cost of the project increased by 60 per 
cent. In 1948 the first integrated plant with 
a capacity of 0.27 mt ingots was com¬ 
pleted. 

The Indian experience with external 
suppliers has been similar to Brazil’s in 
terms of financial dependence, scale of 
plants, and process technology acquired. 
Western countries and international agen¬ 
cies, particularly the World Bank, did not 
favour state-sponsored heavy industri¬ 
alisation in India.^ TISCO notwithsbmd- 
ing, India’s technological capacity and 
financial resources were limited. How¬ 
ever. the government’s plans were ambi¬ 
tious. targeting three 1.0 mt plants. Stra¬ 
tegic bargaining by the Indian state with 
foreign players was essential. Britain, when 
first approached, immediately turned 
down the request. Soon thereafter a West 
German consortium offered to con.struct 
a half-a-million-tonne plant at Rouikela 
in the eastern state of Orissa. The Germans 
offered only very small blast furnaces. Not 
to be outdone, prime minister Jawaharlal 
Nehru succe.ssfully signed an agreement 
with the Soviet Union for a 1 mt plant at 
Bhilai in central India.^ Both Britain and 


Tabu-: I: Inteoratcd Steel Capacitv Expanskw in Brazil 


Plants 

Initial Capacity 

Phase I 
1967-74 

Phase 11 
1970-79 

Phase III 
1973-88 

1996 

Output 

CSN (0.27)* 

1.4nit 

1.7 mt 

2.5 ml 

4.6 ml 

4.4 mt 

COSIPA 

0.5 ml 

1.0 mt 

2.3 mt 

3.5 mt 

3.6 ml 

USIMINAS 

0.5 mt 

1.4 mt 

2.4 mt 

3.5 mt 

4.0 mt 

CST 

- 

- 

- 

3.3 mt (1976-83) 

3.6 mt 

ACOMINAS 

- 

- 

- 

2 0 ml (1975-86) 

2.4 mt 


Note: * initial capacity. 

Simrce: Soares (1987) and Instituto Brasileiro Sidenirgica (1997). 


Tabie 2: Investment and Expansion of India's Inieorated Public and Biivate SerroR Stes. Industry 


Five-Year Overall Share of Share of Share of Annual Rated Capacity of Crude 
Plans (FYP) Allocation Public Public Public Steel at the end of FYP 

(Rs Billion) Sector Sector Sector Steel (Million Tonnes) 

Steel Outlay Steel Outlay to Total - 

to Total to Total Public Public Private Total 
Outlay Outlay Sector Sector Sector 
(Percent) (Per Cent) Outlay 
(Per 0:nt) 


1st (I95I-.56) 

37 60 

52.13 

0.88 

1 68 

. 

l.5» 

1.5 

2nd (l9.56-6>' 

77.20 

60.52 

4.53 

7.49 

3.0^ 

3.0»-- 

6.0 

.3rd (1961-66) 

126.71 

67.69 

5.29 

7.81 

5.9 

3.0 

8.9 

4th (1969-75) 

247.59 

63 73 

4.53 

7.10 

6.9 

2.0 

8.9 

.5ih (197.5-81) 

671.45 

59.72 

3.3.3 

5.58 

8.6 

2.0 

10.6 

6lh( 1981-85) 

1.722.10 

.56.62 

2.32 

4 10 

9.4 

2.2 

11.6 

7lh (1986-90) 

.3.481.48 

51.70 

1.84 

3..57 

12.4 

2.3 

14.7 

8lh (1992-97) 

7.980.00 

45.24 

1.83 

4.04 

14.85 

TP* 

17.9 


Notes: Total of six public sector integrated plants and one private sector plant, • negligible," Two 
private sector plants (TISCO 1.0 mt and ilSCO 0.5 int): ** Three 1.0 mt public sector plants: 
capacity expansion TISCO 2 mt and IlSCO I mt:'* IISCO's capacity phased out to 0.4S ml, 
new greenfield Vizag with 3.0 ml commissioned. 

Source: Steel Authority India Limited (1996). 
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Fiouiie I: OtnwT and Capacity Expansion ar the Koeean Steel Industry 
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Note Daia Tor POSCO for selective years ‘Power (Korea)’ is a lineansed trend for Korean output. 
Source: Korea Iron and Steel Association, vanous years; and Pohang Iron and Steel Company, 
personal communication 

West Germany agreed to provide techni- other plants of the time, COSIPA installed 

cal and capital assistance. The West very small BOFs. 

German consortium went further by dras- Initially firms from advanced capitalist 

tically altering the design of the plant in countries were heavily involved in late 

favour of larger blast furnaces and intro- industrialising countnes as both suppliers 

duced India’s first BOFs. However, dou- of capital and technology. Foreign owner- 

bling the designed capacity for the Gcr- ship, however, was restricted. As Japan 

man plant to one million tonnes entailed continued to expand capacity at home, its 

inordinatedclays.Theircnginccringskills need for en.suring secure sources for raw 
notwithstanding, the Germans squeezed materials became critical. Brazil and India 

the additional capacity into the original with high-quality iron ore deposits were 

plant layout, congesting and cifcctivciy considered important sites. Japanese firms 

curtailing future possibilities.'** The Brit- selectively invested in mines in both 

ish-aided plant had no Detailed Project countries and in Brazil even participated 

Reports, reflecting the weakness of the in a steel project. In addition to COSIPA, 

Indian state in bargaining with technology another integrated steel plant. USIMINAS, 

suppliers. The project was also plagued was proposed in the Brazilian slate of 

by construction delays. All three 1.0 mt Minas Gerais." After creating the com- 

plants commissioned in India with the aid pany in 19S6. negotiations were held with 

of British, German, and Soviet assistance the Japanese, Germans, and some east 

exhibited varying technological and fina- European countries. Nippon Steel of Ja- 

ncial attributes. pan headed the consortium for the con- 

The post-wai expansion of the steel struction of half-a-million-tonne capacity 

industry in Brazil was state-owned more plant. Production was started in 1962. In 

by default than by design. Unable to lieu of planning and equipment supply, 

marshall resources, the industriali.st$ ot the Japanese agreed to 40 per cent of 

Sao Paulo, with the state of Sao Paulo as equity [Baer 1969: 81}. They also pro- 

a partner, yielded to federal financing for vided 60 per cent of equipment credits at 

the COSIPA plant near the city of Sao 6 per cent interest payable over IS years, 

Paulo. Loans from the government's 



with interest-free loans for the first three 
years. Such soft terms were a result of 
Japan’s coming of (industrial) age and 
USIMINAS was designed to be a show¬ 
case project (Dahiman I978:4S]. It was 
a modem plant, incorporating SO-tonne 
BOFs. It may be recalled that in the late 
1960s the Japanese also participated in 
Korea’s first integrated steel project in 
Pohang. They supplied capital and tech¬ 
nology but unlike in Brazil were barred 
from owning equity.'^ 

The pattern of ownership in Brazil, 
however, remained skewed in favour of 
state-ownership. Structural dependence 
implied that shortfalls arising from con¬ 
struction delays must ultimately be borne 
by the state. This was true in the Brazilian 
case, even with foreign capital particip¬ 
ation. As in the case of the COSIPA plant 
in Brazil, when Japanese construction costs 
(Lscalated, the National Bank for Economic 
Development (BNDE) was compelled'to 
inject additional funding. As a result 
Japanese equity was diluted to about 20 
per cent [Fischer ef al 1988:167), falling 
to about 13 per cent before COSIPA’s 
privatisation in 1991. The federal govern¬ 
ment through BNDE, had over SO percent 
equity of txJth COSIPA and USIMINAS. 
The local state governments owned about 
24 per cent each in their respective plants. 
Government companies, including steel 
firms and the state-owned mineral pro- 


Tabu 4; Employment in the Steel Industry 



1988-89 

1994-95 

India 

Five Plants (excluding 


Vizag) 

219,997 

18.3.459 

Vizag 

■ 

le.bse” 

TISCO 

41.422 

44,736 

IISCO 

38,032 

18,8.33 

Brazil 

167,414 (1989) 77.547(1996) 

South Korea’* 

62,128 

72,099 (1993) 

POSCO 

22,621 (1989) 

20,.397 (1995) 


Notes: ’■operations, township, and captive 


mines 

*' Iron and Steel Industries. 

Source. Korea Iron and Steel Association, 
SHOSCO, Steel Authority of India, 
Instiiuio Brasileiro Siderurgica. various 
issues 


National Bank for Economic Develop- TAMx'ttCoMPARisoNnplNTECRATEDGREENMFt.DMNBRAziL, India and Korea 


ment that set up the new steel company 
in I9S3 were progressively converted to 
equity [Baer 1995:249]. The plant was 
finally completed in 1965. Rather than 
completely relying on foreign suppliers 
for the COSIPA plant, the state-owned 
eSN worked with American and Briti.sh 
suppliers to equip the plant. The partici¬ 
pation of a local firm indicated local 
technological capability. However, like 


Plant 

Country Cosl/Ton Blast Furnace 
Size (m’) 

BOF 

CC 

Capacity 

Location 

Mam 

Products 

CST 

Brazil 

$1,043 

3,707 

2x280 

No’* 

3.3 

Coastal 

Slabs 

Apoininas 

Bro-'.il 

$3,050 

2,294 

2x200 

No 

2.0’* 

Inland 

Semi-rinished 

Products 

Vizag 

India 

$3,000 

3,200 

3x130 

Yes 

30 

Coastal Long Products 

Kwangyang 

Korea 

$637* 

3,800 

2x2.50 

Yes 

2.7*' 

Coastal 

Flat Products 


Notes,* Under construction:’* rolling mills purchased but not installed, ‘ other estimates are $480, 


$605, and $1,000 per tonne (See Table .3.3), ■' first phase only, total capacity today is 14 mt. 





Figure 2: CArAcmr UnusA-noN w India 



Notr: Rhilai and Durgapur represent India's two widely varying perfomiers, TiSCO is the private 
sector company 

Soiree. Krishna Moorthy (l<)84), Steel Authority of India, Statistics for Iron and Steel Industry in 
India, various years 


ducer CVRO, and some small private 
groups controlled the remaining shares. 
Increasingly, however, with successive 
expansion of its integrated plants, 
SIDERBRAS - the state steel holding 
company - absorbed the Hnancial liability 
of these plants.' 

Financing of Indian plants was rela- ^ 
lively straightforward. The bulk of the b 
funds came from the .state lrea.sury, the rest g 

from foreign sources. India's economic 
status and its geopolitical alliances en¬ 
sured relatively easy terms and conditions 
for financing capital equipment tor the 
first three 1.0 mt plants. They varied from 
2.5 per cent to 6.3 per cent interest rate 
with repayment periods ranging from three 
to 25 years (Krishna Mmirthy 1984:871. 

West Germany had the mo.st stringent 
conditions and also entai led a greater share 
of foreign exchange requirement (56 per 
cent) while the Soviet Union offered the 
easiest terms at 2.5 per cent interest for 
12 years with a foreign exchange compo¬ 
nent of 49 per cent (Krishna Miwirthy 
1984:90). For the three 1.0 ml plants, the 
foreign exchange component was around 
51 per cent of the initial invcsimcnts. The 
first expansion of these plants reduced 
the lorcign exchange component to about 
47 (ler cent. 

Growthoi Sim.-MAKiNO Cai’aitty 

In 1971 the First National Steel Plan of 
Brazil outlined an installed capacity of 20 
ml by 1980. This target was not met, even 
though the rate of expansion was quite 
rapid Between 1960 and 1970, .steel output 
tripled from 1.9 mt to nearly 6 mt, while 
between 1970 and 1980 output tripled 
again to 15.3 mt [Guerra. BotcIho.Teixcira 
1989:40). Investment was high, picking 
up from 1976 until 1979 and declining 
thercattcr. The Brazilian debt crisis damp¬ 
ened the investment momentum in the 
1980s, picking up agai n in the early 1990s. 
Nearly $ 21 billion was invested with an 
annual average of nearly $ 1.5 billion. 

Aside trom capacity expansion of exist¬ 
ing plants, two grcenficlds (CST and 
Acominas) were constructed. CST is a 
technologically modern plant with major 
equipment from Japan and Italy. Kawasaki 
Steel of Japan and Finsider (part of the 
Italian state-owned Italisider) have 13 per 
cent each capital participation in CST 
(personal communication from CST, May 
1988) Prior to its pri vati.sation, Acominas 
was 100 per cent state-owned. 

For India's fourth integrated plant in 
Uokaro, the Soviets came forward with 
assistance after president Kennedy could 
not persuade the US Congress nor the 
Amcriean steel industry to participate in 


Indian slate ventures. US Steel had in- 
si.stcd that management of the plant be 
entrusted to them for at lea.st 10 years. This 
was unacceptable to the Indian govern¬ 
ment and India withdrew its request for 
US aid. Even Tata of TISCO, the private 
.sector integrated firm, tried to convince 
the US of the inability of the Indian private 
sector to raise the necessary capital. Negoti¬ 
ations were renewed with Britain, West 
Germany. Japan, and the Soviet Union 
with the expectation that no .single country 
would be able to finance the entire project 
and at the same lime India would not have 
to depend on any one country. The Soviet 
Union, however, offered to provide finan¬ 
cial and technical assistance for the entire 
project. In suh.sequcnt years India also 
upgraded its three 1.0 mt plants and added 
two integrated greenficlds - at Bokaro in 
the eastern state of Bihar and at Vi.shaka- 
patnam in (he southern state of Andhra 
Pradesh as part of its steel expansion plan. 

The Soviets also participated in the 
Vishakapatnam (Vizag) plant. It is India’s 
most moricm integrated plant. Of the total 
project cost of Rs 6(),()(X) million (equiva¬ 
lent to $ 4.615 million) only 6.5 per cent 
has been provided by the Soviet Union 
(personal interview, Rashtriya Ispat 
Nigam. Nv.jv Delhi, July 1987).'^ While 
an Indian coit.suilancy firm has been re¬ 
tained to oversee the construction of the 
Vizag plant, reliance on foreign techno¬ 
logy and capital has continued.'-^ Up to 
the steel-making stage the Soviet Union 
has collaborated on the project. Two rolling 
mills were provided by the formerCzecho- 
slovakia and the third-one by former West 
Germany. The collaboration with the 


former East Bioc country has been based 
purely on financial conditions. Its finan¬ 
cial package is a soft loan carrying an 
interest rate of 2.5 per cent repayable over 
20-25 years. It is also payable in Indian 
rupees through barter trade. On the other 
hand, the Wc.st German loan canies an 
interest rate of 14 per cent. 

IV 

Institutional Challenges to 
Industrial Change 

Without a doubt, the states in all three 
late industrialise • overcame the problem 
of resource mobdisation and technology 
availability, albeit from different sources 
and in different degrees. They succcs.s- 
fully added capacity, contributing to the 
general shift of productive capacity away 
from the advanced capitalist countries. 
However, the expansion in Brazil and 
India has not gone unchallenged. Several 
problems have subsequently ari.sen, mainly 
in the areas of technological capability 
and financial performance. States in these 
two countries, despite their heavy involve¬ 
ment in the economy and industry, have 
been subject to institutional wca(inc.ss. 
This was in spite of the independence of 
Indian businesses and the state from for¬ 
eign capital [Encarnation 1989], This 
institutional weakness is different from 
‘social capability’, which centres on the 
development of human capital [Abra- 
movitz 1989]. Rather institutional inco¬ 
herence is a result of the pen^tion of 
political and social forces that effectively 
undermine the state’s regulatory capacity 
to organise industrial production. This 
could be in the form of political appoint- 







meitts of state sector personnel, often 
resuiting in the lack of continuity in 
management. Both Brazil and India have 
been subject to such forces and therefore 
exhibit fargreaterdegree of organisational 
and institutional weakness than Korea. 

^ The Korean government was quite 
successful in keeping popular forces at 
bay. History was on its side as welt. Korean 
sttde autonomy evolved from the dissolu¬ 
tion of archaic social stnictures [Hamilton 
1986. 1983, Kwon 1991. Aimden 1989: 
27-51 and US geopolitical interest 1 Hag¬ 
gard 1992J. Relying on state-guidcd capi¬ 
talist industrialisation [Lim 1983:351, the 
military leadership under Park Chung Hee 
forged new institutional arrangements 
between the state and workers. State 
support of dynamic yet state-dependent 
industrial groups and repression of labour 
were the two main foundations of capital 
accumulation. State autonomy was enhan¬ 
ced by sacking officials and creating a 
centrali.scd, technocratic Economic Plan¬ 
ning Board (EPB) and nationalising and 
rcorgani.sing the banking sector [Koo and 
,Kim 1992:115-26, Haggard 1992:64-65). 
Uissent and opposition were silenced by 
both force and rapid growth, making 
bureaucratic economic management rela¬ 
tively easy [Ogle 1990, Deyo 1989,1989, 
Lim 1985:71-721. 

As in the Brazilian and Indian cases, the 
ideology of industrialisation was grounded 
in nationalism. However, unlike India, 
Korea did not shut out foreign capital, and 
unlike Brazil it preferred loans over for¬ 
eign direct investment [Griffin 1991: 122- 
23]. Additionally, the state’s access to and 
extraordinary control of foreign exchange 
allowed it to select investment projects 
and orchestrate big business expansion. 
Unlike Korea, where the military state was 
insulated from everyday politics. theBrazi- 
lian and Indian states have been captured 
by capitalists and organised workers alike. 
While private capital in Brazil, dome.stic 
and foreign, sought to extract state lar¬ 
gesse, such as subsidies, public sector 
unions in India, with the help of the state, 
protected their relatively high-payingjobs. 
Consequently.theperformanceofthe state- 
owned sectors in Brazil and India have 
been less than spectacular, despite signifi¬ 
cant capacity additions. How institutional 
incapacity has technologically and finan¬ 
cially hamstrung the steel industries of 
Brazil and India is discussed below. 

New Technology asd iNSTmrnrrNAL 
Weakn^ 

The relatively early entry of Brazil and 
Indiaunderstan^ly result^ in small plant 
size, typically under one million tonnes. 


India’s three 1.0 mt plants in the 1950$ 
and 1960s were ambitious by most stan¬ 
dards. However, blast furnace innovations 
by the Japanese had raised the minimum 
efficient scale significantly. Related 
changes in rolling mill technology added 
further to overall scale of production. It 
was not unusual to find integrated plants 
ranging from 2.0 to 10.0 mt annual capa¬ 
city. Consequently total capital require¬ 
ments also increased dramatically, run¬ 
ning into the billions of dollars. 

The evolution of capacity expansion in 
Brazil and India shows that neither one 
has been able to keep up with changing 
economies of scale. By 1973 Brazil’s 
largest plant wasunder2 mt and the average 
size of three state-owned integrated mills 
was 1.37 mt. On the other hand, India's 
Bhilai plant built by the Soviets had al¬ 
ready reached 2.5 mt by 1967. The aver¬ 
age size in the 1970s for the four original 
state-owned integrated plants was 1.9 mt, 
considerably larger than those of Brazil. 
However, both averages fell considerably 
short of the prevailing Japane.se average 
of 7.6 mt [National Academy of Engineer¬ 
ing 1985:34]. 

In the past two and half decades both 
Brazil and India increa.sed their plant size 
but could not maintain best-practice scale 
economies. With further investment. Bra¬ 
zil was closer to attaining economic scales 
with average plant size of over 3.5 mt of 
crude steel capacity. This was attained 
over .several years in several phases. The 
Indian average, on the other hand, dropped 
drastically for want of investment funds, 
technical problems with existing capacity, 
and the government’s bailing out of IISCO, 
a technologically obsolete firm. In the 
mid-1990s India’s average plant size, 
including India’s most recent greenfield, 
stood at 2.56 mt. This average is ton.sidcr- 
ably lower if real capability is considered. 
For example, two plants located in the 
eastern state of West Bengal, IISCO and 
Durgapur Steel, have been unable to 
produce at their designed capacity. On an 


average they have had a utilisation rate of 
only 47 per cent during the 1988-93 period 
[computed from Steel Authmity of India 
Limited 1994:21]. It is instructive to note 
that POSCO, Korea’s state-owned firm, 
began with a 1.03 mt capacity in its first 
stage construction of Pohang and attained 
a size of 5.5 mt by 1978. By 1995 average 
integrated plant size stood at 11.5 mt, 
exceeding the Japanese average. 

With declining demand in the advanced 
industrialised countries and technological 
obsolescence in the 1970s and 1980$ in 
the mature countries, Korea could induce 
competition among equipment suppliers 
and extract state-of-the-art technology at 
low cost for its integrated mills. For 
example, POSCO purchased a blast fur¬ 
nace from Davy McKee, a British firm, 
at an interest rate of 4 per cent below 
OECD standards. With increased compe¬ 
tition among equipment suppliers, ironi¬ 
cally the sellers have also become depen-' 
dent on creditworthy buyers.’* This abil¬ 
ity to bargain with equipment suppliers 
could not be reproduced in Brazil and 
India becau.se of a lack in strategic vision. 
The institutional delays in project comple¬ 
tion al.so undermined bargaining effec¬ 
tiveness. Both countries .set upgreenfields, 
CST and Acominas in Brazil, and Vizag 
in India in the 1980s. the decade in which 
POSCO’s Kwangyang Works was con¬ 
structed. Yet a closer examination shows 
that plants in Brazil and India, despite 
their recent vintage, display various symp¬ 
toms of poor planning. These are in the 
areas of technology choice, product mix, 
siting, and investment costs. 

Comparing costs internationally is dif¬ 
ficult. The rcluctanceof firms todi vulge the 
actual terms and conditions make the num¬ 
bers at best reasonable estimates. Brazil’s 
greenfield CST, with a 3 mt of annual slab 
capacity (without continuous casters) 
has been estimated to cost a massive $3.13 
billion, an average of $ 1043/tonne 
(Table 3). Seventy per cent of this outlay 
was for construction and equipment. 


Tabu. 5' Dim’sioN or Moucrn Tbchnolooy; BOF* and Continuous Casting*' 



I960 

I%5 

1970 

1975 

1980 

1985 1990 1995 

US 

.3.7 

194 

5.S 8(3.7) 

74-3(9.1) 

83.9(203) 

89.0(44.4) 94.3(67.1) 100(8910) 

lapan 

14.9 

69.0 

95.0(5.6) 

98.7(31 1) 

100.0(59.5) 

100.0(91.1) 1000(939) IOO.(X95 8) 

BiazU 

13.3 

30.9 

459(0.8) 

.S8_3(.S.7) 

87.7 (.33 4) 

95.2 (4.3.7) 97 1 (.58..5) l«).(K7l 6) 

India 

- 

HI'* 

11.4 

18.8 

30.5 

44.6 -57.0 (A 1(21.7) 

S. Koiea 

- 

- 

- 

93.5*^ (197) 98.4(32.4) 

100.0(6,3.3) 100.0(961) 1000(98.2) 


Ni/tes: * BOF share as pea-enlage of non-eiecuic furnace sieel-making: 

** coniuiuous casting shares in parenthesis: 

< BOP shar>; nearly 100 per cent and CC figure for 1996; 

•* figure for 1%X; 

' integrated production in Korea began in I97.t; 

- noi iqiplicable. 

Source: Liickc (1993); International Iron and Steel Instil'iie (1996); Inslituto Brasileiio Sideidrgica 
(1997). 



while the remaining 30 per cent was foi* 
site preparation and interest payments 
during the cmstruction period.'* CST’s 
equipment, up to the hot metal stage, is 
‘world class*, with a blast furnace capacity 
of 3.285 nit with a yield rate about 89 per 
cent (from the ingot up to the slabbing 
stage). However, CST did not produce 
high grade products and it was commis¬ 
sioned earlier than Korea’s Kwangyang 
Works. Yet its investmem cost was higher 
than Korea* s Kwangyang Works of $ 637/ 
tonne, less than two-thirds the co.si of 
CST.'* POSCO also claimed that the 
second phase of another 2.7 mt capacity 
cost only $ 370Aonnc. Such a low cost 
has been attributed to the completion of 
most of the infrastructure in the First phase. 
The average investment per tonne for 
5.4 mt worked out to only $ 480. The total 
investment being a little more than two 
and a half billion dollars. 

Technologically Brar-il’sCST, Korea's 
Kwangyang, and India's Vizag plants share 
similar characteristics - modern, large- 
scale blast furnaces, BOFs, and computeri¬ 
sed pnKCSs controls. However, there are 
several glaring shortcomings when CST 
and Vizag plants compared to Kwangyang. 
First, the investment cost per tonne. All 
the non-Korean plants have a much higher 
cost than Kwangyang, with Vizag’s cost 
at S 3.000 per tonne. Admittedly, there is 
considerable di.sagrccmcnt over POSCO’s 
claims of $ 637/lon (personal interviews, 
Nippon Steel Corporation, Nippon Kokan, 
Japan Iron and Steel Federation, Tokyo, 
October 1987; SIDERBRAS. Brazilia, 
December 1987). However, if we use the 
market rate of $ 1,000 per tonne, we still 
find POSCO to be investment competi¬ 
tive. Though CST's costs arc marginally 
higher, its plant and equipment arc well 
below Kwangyang’s technologically. 
Unlike Kwangyang’s wide range of flat 
products, CST produced semi-finished 
slabs for the export market. Until recently, 
CST relied on the traditional ingot casting 
method, thereby bypassing investment in 
expensive continuous casters and rolling/ 
rini.shing mills. 

Second. Acominas is located inland 
whereas CST is not. Japan, followed by 
Korea, has demonstrated the efficacy of 
tidewater locations to import raw mate¬ 
rials and export finished products. Coastal 
locations also have built-in economics of 
scale as export markets can be potentially 
tapped should the need arise. CST was 
designed for the export market and 
Kawasaki's participation has had a bear¬ 
ing on its siting. For Acominas on the 
other hand, the nearest port and most major 
markets are ovc> 4(X) km away. It relies 


on imported coke that has to be tnuis- 
ported over long distances by raii.^ 

Third, the product mix of output either 
deviated from actual market demand or 
was simply poorly planned.^' All the non- 
Korean greenfields produce relatively low 
value added products, such as semi-fini¬ 
shed slabs, billets, and long products, such 
as wire rods. While slabs can always be 
finished into high quality flat products, 
including coated shrats, billets and long 
products are essentially de.stined for the 
construction market where quality is not 
a major requirement. India’s latest inte¬ 
grated greenfield at Vishakapatnam has 
been one of the most expensive plants in 
the world. Its choice of product mix (long 
products) is questionable as well, given 
cheaper alternative technologies for such 
products. Acominas’ product mix was 
designed to meet the emerging railway 
products market but the Brazilian National 
Rai 1 way Project never took off. This is not 
surprising given the powerful tran.snational 
automobile industry lobby. The huge 
investment incurred for the wrong pro¬ 
ducts when there are far less expensive 
alternative technologies, such as DRI/ 
scrap-based processes, reflects the in.sti- 
tutional weakness of the two governments. 

The inability of both the Indian and 
Brazilian governments to avoid such ele¬ 
mentary yet very costly technical blunders 
can be attributed to the lack of state 
autonomy. WhePeas POSCO could bar¬ 
gain hard with foreign suppliers precisely 
because of its insulation from political and 
bureaucratic meddling, Brazil and India 
were beholden to various political forces 
and regional rivalries. The inefficiency of 
the Indian public sector steel company 
was partly a re.sult of bureaucratic regu¬ 
lation that undermined coherent decision¬ 
making. Numerous government agencies 
worked at cro.s$ purpo.ses, slowing the 
investment momentum and creating a 
technologically deficient industry. The 
haphazard manner of technology upgrad¬ 
ing is evident from the fact that new 
technology .such as BOF-CC is adopted 
for expansion without scrapping the old 
technology such as the OH and ingot 
casting. The Soviet-assisted Bhilai plant 
is a classic example where both old and 
new technology coexist, leading to tech¬ 
nological fragmentation [D'Costa 1998). 
While such decisions are batsed on cost 
considerations they do not address the 
establishment of long-term viability of 
capital accumulation through technology- 
induced productivity increases [Sengupta 
1984.207-08). 

Unlike the Brazilian state-owned firm, 
the Korean state-owned company has been 


able to reduce its dependmee on fbreigi 
capital and enhance its financial strength 
B}r example, POSCX) reduced the foreigi 
loan component from 53.4 per cent fo 
Pohang to 29.3 per cent for Kwangyanj 
[Pohang Iron and Steel Company 1987:4] 
Whereas self-financing was 75 per cen 
for Pohang, it was 100 per cent fo 
Kwangyang. clearly reflecting greate. 
availability of internal resources [U2 
International Trade Commission 1988:10 
16]. Almost all foreign loans for thePohanj 
plant have been repaid and only about 4( 
per cent ($ 676 million) for Kwangyan{ 
remained unpaid in the early 1990: 
[Pohang Iron and Steel Company 1992:8] 
POSCO also raised revenues througl 
stocks. In March 1988 POSCO releasee 
more than 25 per cent of its stock that wai 
owned by private banks to the genera 
public. Three months laterthey were trader 
at nearly triple the original value {Meta 
Bulletin, June 16, 1988:31). The value ol 
21 per cent of POSCO’s 91.8 millior 
.shares was approximately $ 8.34 bilfior 
(717 won/US dollar). This representec 
nearly 6 per cent of the value of ail share: 
listed on the Seoul Exchange at the time.^‘ 
While normal profits have been low bj 
private sector standards, POSCO’s offei 
of stock dividends in lieu of cash divi' 
dends was readily accepted (US Inter¬ 
national Trade Commission 1988:10-16] 
Standard and Poor granted POSCC 
an A+ credit rating, the highest attainec 
by any South Korean company or an) 
steel-maker in the world lBusine,u 
Times 1.992:67-68). Raising loans on thr 
fcieign credit market is no longer a prob¬ 
lem for the South Korean .steel inuustiy 
nor is POSCO dependent on the Korcar 
Treasury. 

Unlike the institutional paralysis found 
in India, the articulateness of the Korcar 
strategy speaks volumes for institutiona 
capacity. POSCO, with the help of the 
state, maintained an investment momen¬ 
tum and kept up with technological change 
The Korean company found ingenioui 
methods to create a world class stee 
industry. With institr'.ional autonom) 
POSCO could re.sort to ‘delay tactics’ U 
secure best-practice technologies (persona 
interview, POSCO, Pohang, Octobci 
1987). One delay tactic entailed a nego 
tiating process whereby POSCO firs 
progressively stiffened the terms am 
conditions of purchasing technology U 
eliminate all but one potential supplier ant 
then negotiated a technology transfer a 
favourable prices. Once the terms wen 
accepted, they were quickly followed uf 
for effective transfer and al>sorption oi 
technology [Enos and Park 1988:234] 



Tftis kind of autonomy was missing in the 
Indian and Brazilian steel companies. 

Institutional Capacity and Industrial 
Relations 

The recent greenficids constructed by 
, Brazil and India, though technologically 
not far behind Korea’s, suffer from a host 
of commercial and financial problems. 
The expansion of steel capacity in Brazil 
and India has been also accompanied by 
unfettered growth in employment at the 
industry-level While employment growth 
is difficult to check under a rapid invest¬ 
ment programme. Korea has not suc¬ 
cumbed to the pressures of maximising 
employment even though POSCO’s pub¬ 
lic sector .status makes labour redundancy 
ditticult (Table 4). In contrast, India and 
Brazil have followed a growth path that 
IS quite out of line with industry standards. 
The five Indian integrated plants with an 
aggregate crude -icel output of 9.83 ml 
employed neari> 1.83,000 employees, 
compared to POSCO's 23,951 for an output 
of20mtin 1992. India's private integrated 
firm, TISCO, was marginally better than 
the state .sector with 43,324 workers pro¬ 
ducing 2.5 mt of crude steel. This average 
of 57 tonnes per worker per year is close 
to SAIL’S 53 tonnes per worker per year. 
The 1992 average per employee output for 
the Brazilian steel industry was 218 tonnes 
per year compared to Korea’s 420 tonnes 
per year [Institute Rrasileiro Siderurgica 
1997; Korea Iron and Steel Association 
1995]. Japane.se output per employee was 
602 tonnes ol crude steel for 1995, rcllecl- 
ing greater automation and more efficient 
operations. 

The large discrepancy in employment 
between India and the others, and by 
implication pnxlucti vity, can be explained 
by both technological and institutional 
factors. We have already examined the 
barrieiii a.ssociated with structural depen¬ 
dence and the challenges emanating from 
institutional weakness. Indian rc.structur- 
ing has been particularly hard hit from this 
weakness, compounded by the demands 
of public sector steel workers in alliance 
with various political parties. Unions are 
neither able to aggregate their collective 
interest dor, given their veto power, do 
they allow the state enterprise to make 
decisions that are relatively independent 
of political interference. 

The over-politicisation of industrial 
relations, particularly by external agenu, 
has led to severe overstaffing cm the one 
hand and labour strife, albeit declining, on 
the otherin many slate-owned steel plants. 
Two of them in the state of West ^ngal 
employed nearly 50,000 employees with 


a total output of less than 1.5 ml per 
annum, with average output in 1992-93 
of less than SO tonnes per «nployee a year 
[Steel Authority of India Limited 1994]. 
This is about 6 per cent of POSCO’s 835 
tonnes per employee output in 1992 
[Pohang Iron and Steel Compimy 19%]. 
Different vintages of capital equipment, 
capital-intensity of the production pro¬ 
cess, and the degree of subcontracting 
have a bearing on such productivity dif¬ 
ferentials. Both of lhe.«ie plants in the state 
of West Bengal are labour-intensive and 
employed obsolete plant and equipment. 
However, politicisation also has been 
rampant, accounting for nearly 100 per 
cent of all the major steel-industry related 
industrial disruptions in India in the late 
l%0s and early 1970.S [Krishna Moorthy 
1984:336].” 

Lately, industrial relations have been on 
the mend but excess manpower has been 
a heavy institutional legacy in India 
[Rudolph and Rudolph 1987:260-62]. A 
‘sons of the .soil' policy by which local 
residents are employed with the gradual 
absorption of contract (construction) labour 
as permanent employees has added to the 
payroll without contributing to productiv¬ 
ity.” For example, Vizag, India's most 
recent greenfield, which boasts state-of- 
the-art technology, was compelled by local 
political groups to hire a large number of 
the local population displaced by the plant. 
Nearly 25 per cent of them were illiterate 
[Venkata Ratnam ct al 1995:269]. As 
project delays mounted nearly 13,0()0 
individualsclaimed to be displaced. Vizag 
already employs 15.000 workers, with 
average output per employee of200tonnes 
a year. Granted this is nearly two to four 
times the average of older i ntegrated plants, 
both state and private, but Is about a fourth 
of POSCO's average. The Indian private 
sector integrated company. TISCO, did 
not e.scapc this ‘compassionate’ hiring 
practice found in the Indian state-sector 
and often fuelled by populist politics. At 
the time of its 1980s modernisation 
programme, it recruited 2,000 local un¬ 
skilled and unemployed workers. 

Brazil also suffers from institutional 
deficiencies, albeit on a lesser .scale than 
India. The presence of foreign capital and 
their local partners within the framework 
of a coiporatist regime [Bordin 1986, 
Wesson and Fleischer 1983:56] has lim¬ 
ited the capacity of the Brazilian state to 
empower state-owned firms to maintain 
commercial viability. On the one hand, 
labour has been repressed under military 
regimes and on the other, pampered into 
particirafing in the corporatisi arrange¬ 
ment." Thus the favoured unions in the 


industrial sector, particularly those under 
the public sector, have benefited from this 
relationship. Generating employment and 
maintaining high wages in the public sector 
as state objectives have .subsequently 
followed, creating institutional impedi¬ 
ments to technology-ba.scd rc.stnicturing. 
Even as early as 1%7 when the First 
National Steel Plan was being formulated, 
the Special Advisory Group on the Steel 
Industry reported that there was surplus 
manpower in the industry [Dahlman 
1978:78]. High levcisof employmenthave 
continued in the state-owned steel plants. 
In 1990, the five state-owned integrated 
plants had an employment level of 59,635 
[World Bank 1992:86] and total crude 
steel output of 15.81 mtin 1991 (Instituto 
BrasilciroSiderurgica 1996:1/7]. Roughly, 
per employee output was 265 tonnes per 
year or 32 per cent of POSCO’s output 
per employee. 

In the late 1980s the Brazilian state steel 
industry apparently employed 40 per cent 
more labour than actually required (per¬ 
sonal interview, SIDERBRAS, Brasilia, 
December 1987). To be mvtre competitive 
industry officials at Acominas opined that 
manpower should be reduced by 10 per 
cent (persohal interview, SIDERBRAS. 
Brasilia, December 1987). In individual 
plants, .such as Acominas. industry offi¬ 
cials suggested that as much as 30 per cent 
of non-production staff of2,000was excess 
manpower (personal interview. Acominas, 
Bclo Horizonte, December 1987). But at 
the same time state managers pointed out 
that retrenching labour was counter to the 
‘social’ objective of maintaining employ¬ 
ment. This implied a low diffusion rale of 
automation on the one hand and reduced 
autonomy of the stateenlerpri.se in expand- 
i ng best-pracl ice tec hnoiogies on the other. 

Korea's POSCO faced a very different 
industrial relations system. The state es¬ 
tablished the Federation of Korean Trade 
Unions (FKTU) to con.solidate ail unions 
under a single .igency and most unions 
were co-opted[Deyo 1987:185].”Lahour- 
management councils were set up at the 
bchc.st of company management under the 
.state dominated Korean ’nduittrial rela¬ 
tions [Im 1992]. Strikes were banned, 
particularly in public sector firms. In 1987 
national labour laws permitted union 
formation. But they neither undermined 
the FKTU nor eliminated the consent of 
the mini.stry of labour for forming unions. 
Evidence of an anti-labour .stance per¬ 
sisted even as Korea in 1991 became a 
memherof the Geneva-based International 
Labour Organisation. 

Until 1988, POSCO’s employees were 
non-uninnised. All grievances were 



handled by labour-management councils 
that met once a month. POSCO's manage¬ 
ment has been insulated from the govern¬ 
ment, thus enabling POSCO to artntrate 
labourdisputesefFectively.InAugust 1987 
when most of Korea’s heavy industrial 
workers went on strike demanding higher 
wages, POSCO’s employees were con¬ 
spicuously absent {Business Korea 
1987:11-12; personal interview, POSCO, 
Pohang, October 1987]. The demands of 
POSCO labour, despite widespread strikes 
in other related sectors, were contained by 
a numberof strategies. First. POSCO wages 
have been maintained at twice the manu¬ 
facturing average and employment is life¬ 
time. POSCO employees also get excel¬ 
lent non-pecuniary benefits, such as hous¬ 
ing and children's schooling. Second, as 
a significant portion of the work is con¬ 
tracted out [Amsden 1989: 209] and 
POSCO jobs are coveted, wage demands 
are stabilised through higher wages for 
regular workers. The threat of further 
subcontracting dampens many labour 
demands. Workers themselves arc quite 
con.servati ve, especial ly older ones. Third, 
POSCO management has distributed about 
10 per cent of its stock to its employees. 
These strategies, in conjunction with a 
highly regimented workforce, have made 
POSCO strike-free and highly competi¬ 
tive. Its employees lop an average of over 
SS hours per week, higher than mo.st other 
Korean industries (personal interview, 
POSCO, Pohang, October I987).27 Ab¬ 
senteeism is very low and paid leave 
extremely limited [Amsden 1989:212]. 
With recent democratisation of Korean 
politics [Hart-Landsberg 1993:279], in¬ 
dependent unionisation in POSCO did not 
catch on [Innace and Dress 1992:176], 
Formed in 1988 POSCO’s union lasted 
just three years, indicating the weight of 
‘patriarchal company welfarism’ [Hoon 
and Park nd;S] in stifling collective dis¬ 
sent. 

Df-:i,AYS, DfcuTs AND Deficits 

Inexperience with large-scale projects 
can understandably lead to delays, cost 
overruns, and losses. But as we have seen, 
even after overcoming structural depen¬ 
dence, institutional weakness has been a 
continuing feature in Brazil and India. 
Korea on the other hand mostly avoided 
these difnculties. In amtrast to Brazil and 
India, where project delays and cost 
overruns werccommon, POSCOcontained 
constriKtion costs by completing projects 
on time. Modem facilities notwithstand¬ 
ing, .several greenfield projects in India 
and Brazil have been white elephants. For 
example, the costs incurred for Acominas 


and Vizag were too high relative to inter¬ 
national norms and did not justify the 
scale, location, or product mix. With 
respect to the indust^ as a whole, udiile 
Korea narrowed the technological gap with 
Japan, several Indian plants became tech¬ 
nologically obsolete. It is evident that even 
as the state co-ordinated investments and 
expanded steel-making capacity it was 
beset with institutional incapacity.^^ 

Compared to Brazil, the Korean expe¬ 
rience has been different. For example, 
POSCO secured cheap supplier credits 
with 5-7 per cent interest and 10-20 year 
repayment periods [Paine Webber 1985:1- 
9]. Low wage rates for construction, round 
the clock construction work, and timely 
completion of projects contributed to 
POSCO’s lower costs, especially by re¬ 
ducing the interest burden. In contrast, the 
Brazilian authorities have not been very 
effective in negotiating with foreign sup¬ 
pliers. Stringent financial terms and the 
general delays in project implementation 
rai.sed costs significantly.^’ Further refi¬ 
nancing was needed t hat carried even stiffer 
conditions [CST 1985:15].^ Co.st over- 
mns were higher in the case of Acominas, 
Brazil’s newest greenfield plant. Most of 
the equipment was obtained from Europe, 
mainly Britain and France. Commission¬ 
ing the plant took nearly a decade and 
Phase I remained incomplete as late as 
1988. Millions of dollars of rolling mill 
equipment lay idle at the plant site for 
several years. Shortage of funds and 
conflicts over siting nearly doubled the 
original estimates. In 1978 the estimated 
co.st was $ 2.7 billion. By the time the plant 
was completed in the early 1980s total cost 
was over $ 6 billion. Its interest payment 
alone was $2.246billion [Acominas 1986], 
an amount exceeding POSCO’s first stage 
investment for Kwangyang. 

Institutional weakness has afso meant 
financial dependence on international firms 
and negative return on investment. For 
example, CST relied on routine supplier 
credits (or tied loans) to finance equip¬ 
ment imports. But in exchange, 
SIDERBRAS, the state holding company, 
permitted foreign equity. Part of the agree¬ 
ment also included supplying a fixed 
amount T slabs from CST to be sold to 
Kawasaki and Finsidcr, its foreign part¬ 
ners. These commercial arrangements, 
while providing a captive market and a 
source for foreign exchange earnings, were 
not necessarily the best option for CST. 
For example, in the first half of 1988 
CSTsaveiage slab export price was about 
$ l92Aon while the domestic price was 
$ 223 (calculated fnmMetal BuUetin July 
21, 1988:25). 


While export markets bouyed capacity 
utilisationand generated foreignexchaiige 
reserves, lower export prices translated 
into signficant losses for the firm and 
mounting debts as well. In 1987, 
SIDERBRAS, the state-owned holding 
company had over $ 17 billion in loans. 
Its profitability, measured in terms of net 
profits as a percentage of sales, fit>m 1979 
to 1985 has been consistently negative. 
The highest loss was negative 75 per cent 
in 1985 [SIDERBRAS 1987:38]. 

Nor has the Indian steel industry been 
immune from financial hemorriwging. 
Various construction delays - over three 
years for the Clerman-assisted Rourkela 
plant - and cost overruns have been typi¬ 
cal. Investment cost for Rouikela, esti¬ 
mated in 1955. increased by over 80 per 
cent by 1963. At the end of 1982-83. with 
delays in project execution, the expansion 
cost for Bhilai for an additional 1.5 mt 
increased by nearly 200 per cent within 
eight years [Krishna Moorty 1984:107]. 
Although the foreign exchange compo¬ 
nent declined to 11 percent, the additional 
expansion was again under open hearth 
process, a technology that was already 
obsolete. The Soviet-assisted Bokaro plant 
also suffered delays and cost incFea.ses 
and, despite easy credit terms from the 
Soviet Union, could secure neither large 
BOFs nor any continuous casters.^' After 
years of indecision, the Vizag plant was 
finally completed at double the invest¬ 
ment norm. The feasibility report for Vizag 
was prepared in 1971 and the Detailed 
Project Report in 1977, but actual con¬ 
struction did not begin until the mid-1980s. 
The 3.0 million expansion stage of the 
Vizag plant was completed in the mid- 
1990s. Its product mix of low value billets, 
bars, structuials, and wire rods is, com¬ 
mercially-speaking, quite inappropriate for 
a capital-intensive integrate process. It 
is apparent that the project was hastily 
conceived, despite years of bureaucratic 
wrangling.^^ 

Like SIDERBRAS, the Indian state¬ 
holding company, SAIL, suffered from 
poor project management and commercial 
planning. SAIL has been profitable, as 
measured by net profit (after depreciation 
and interest but before taxes). However, 
its accumulated end-of-year balance, in¬ 
cluding adjustments made for dissolved 
companies, has been consistently nega¬ 
tive during the 1972-86 period (Steel 
Authority of India Limited I987a:2S]. 
Between 1982 and 1984 the company 
racked up net losses of over Rs 3 billion. 
SAIL’S internal resource potation has been 
precarious. The problem has been exac-' 
erbated as government commitment for 



Steel investments has been waning.’^ In 
the Seventfi Rve-Year nan (1985-90), 
only 1.84 per cent of the total plan outlay 
was devoted to steel (Pingle 1996:229], 
repnsenting only 23 per cent of estimated 
required funds (personal interview, SAIL, 
New Delhi, July 1987). A price hike was 
the only way that SAIL could redress its 
financial predicament (personal interview. 
Joint Plant Committee, New Delhi, July 
1987), undermining the very mechanism 
by which state-led capital accumulation 
was to take place. 

In contrast, the Korean steel company 
had an annual average 233.85 billion won 
(nearly $ 300 million) net earnings after 
taxes during the decade beginning in 1986. 
POSCO’s return on assets, though low, 
has been positive, reflecting on the one 
hand modem plant and equipment and on 
the other maintenance of lower prices for 
the larger accumulation process. Its inter¬ 
nal resources have been large enough to 
maintain a fairly high rate of investment. 
From 1992 to 1996, POSCO invested a 
toul of $ 10.69 billion (at won 800/$ ), 
or an annual average of $ 2.13 billion 
(personal communication. POSCO, De¬ 
cember 1997). In the same period, the 
Korean industry as a whole invested twice 
as much as POSCO. 

V 

Technology Diff'usion and 
Capability 

Aside from institutional impediments 
that delay project planning and execution, 
low capacity utilisation also hampers the 
learning process. However, technical dif¬ 
ficulties arising from the adaptation of 
foreign technologies to local conditions 
can be a source for technological capabil¬ 
ity. With accumulated industrial experi¬ 
ence technology diffusion can be expected 
to be speeded up. While the rate of invest¬ 
ment can be the basis for learning, learn¬ 
ing also depends on capacity utilisation 
[ Ramamurti 1987]. Demand determines 
the rate of utilisation of plant and equip¬ 
ment. Plants designed with large econo¬ 
mies of scale imply long production runs 
and hence greater susceptibility to 
utilisation rates. To maintain high rates of 
utilisation Brazilian and Korean plants 
have tapped domestic and export m^ets. 
Consequently their utilisation rates have 
been high. (!^pite the cyclicsd nature of 
the steel industry. In most years Brazil had 
over 90 per cent utilisation r^, while 
Korea’s TOSCO had close to or over 100 
per con [Paine Webber l987:Tablc 17; 
Innace and Dress 1992:250]. India’s 
utilisation rates have been much lower, 
anywhere from und« 40 per cent in the 


case of IISCO to over 90 per cent in 
Bokaro (Figure 2). 

India’s capacity utilisation has been low 
mainly due to deterioration of plant and 
equipment. Slackening demand had occa¬ 
sional effect as well. Capacity utilisation 
for Routkela during 1959-60 to 1967-68 
averaged only 67 per cent. Later, IISCO 
and Durgapur faced .severe problems. Their 
combined capacity utilisation from 1974- 
75 to 1993-92 averaged 60 per cent [Steel 
Authority of India Limit^ 1994]. The 
state-owned Bhilai plant has consistently 
maintained high utilisation rates, whereas 
the public sector as a whole and the state- 
owned Durgapur plant have faced Cbnsid- 
erable difficulties (Figure 2). India’s ac¬ 
tual production has sharply deviated from 
the rated capacity. Whereas the Detailed 
Project Report capacity refers to the in¬ 
stalled capacity as stated in the project 
report it is often an engineering artifact. 
The age of these plants, inadequate tech¬ 
nological upgrading, theirreliance on poor 
quality raw materials, and inadequate 
maintenance have rendered them inca¬ 
pable of achieving a high utilisation of 
designed capacity. Thus the rated capacity 
for Durgapur, Rourkela. and IISCO is 
questionable. Based on actual production, 
Durgapur’scapacity priorto modernisation 
was less than 0.75 mt, Rourkela is 1.41 
mt, and IISCO, a mere 0.37 mt [Steel 
Authority of India Limited 1994J. 

Not dogged by the institutional incapa¬ 
city of the Indian state-owned industry, 
the private steel firm TISCO performed 
much bettercommercially. Technological¬ 
ly, however, it faced similar problems of 
plant and equipment obsolescence, excess 
employment, and low productivity. Its 
commercial successes rested on its mana¬ 
gerial autonomy but also on its participa¬ 
tion in the state-led price cartel in a stel- 
tered domestic market. It too faced tech¬ 
nological fragmentation, with .several 
small, ageing blast furnaces, and a steel 
melting shop using obsolete OHFs and 
more recent BOFs. After recent 
modernisation and upgrading of facilities 
both ingot ca.sting and continuous casting 
coexist. Though the plant has averaged a 
high capacity utilisation of over 97 per 
cent [Steel Authority of India Limited 
1994:28] and high profits [Krishna 
Moorthy 1984:172], its labour productiv¬ 
ity's very low compared to the Brazilian 
and Korean averages. In 1992-93 itsoutput 
per employee was only 65 toniKS per year. 

The inability of Indian integral^ plants 
to obtain maximum output from plant and 
equipment, among other things, is also 
dependent on periodic investment in 
m^emisation. In the Indiiui case invest¬ 


ment in the steel industry has been quite 
erratic. For the first three five-year plans 
(1951-66) investment funds allocated to 
the public sector steel plants increased 
dramatically [Steel Authority of India 
Limited 1987b: 143, see also Table 2]. But 
with the fourth FYP onward the impor¬ 
tance of the steel sector consistently di¬ 
minished. In the Seventh FYP (1985-90) 
the share of total government outlays for 
the steel sector was a mere 1.8 per cent 
and 3.5 per cent of total plan outlays and 
total public sector outlays respectively. 
Most of these expenditures have been 
directed toward capacity expansion; only 
about 5 per cent has been spent on updat¬ 
ing technology [Steel Authority of India 
Limited 1987b: 144], Korea, on the other 
hand, rapidly adopted large blast furnaces 
and opted for BOFs and continuous cast¬ 
ing (Table 5). 

In contrast, partly because of earlier 
entry and partly because of institutional 
incapacity, India was saddled with smaller 
blast furnaces, obsoleteBessemerandopen 
hearth furnaces, and lagged significantly 
behind Korea and Brazil in continuous 
casting. Expansion and modernisation of 
plants took, place in fits and starts with 
unremarkable industrial performance. For 
example, IISCO, established in 1939, used 
the Duplex-Bessemer and OH process. 
Until 1965-66 capacity utilisation aver¬ 
aged 90 per cent; recently it has been 
hovering around 40 per cent of the origi¬ 
nal. Although the Bessmerconverters were 
phased out in 1988, thereby more than 
doubling capacity utilisation, the plant is 
technologically obsolete. Plans to 
modernise it have remained on paper for 
several years. 

An international compari.son of diffu¬ 
sion of modem technology, such as the 
BOF and CC, reveals that among the three 
late industrialising countries Korea's rate 
of diffusion has been the fastest. By 1975, 
over 93 per cent of Korea’s integrated 
output as a share of non-electric furnace 
output was under the BOF, compared to 
Brazil’s 58 per cent and India’s 19 per 
cent. Since then Brazil has closed the gap 
with Korea, while India still lags behind. 
In 1995, both Brazil and Korea had 100 
per cent integrated output under the BOF 
compared to India’s 66 per cent. In con¬ 
tinuous casting. Korea matched Japanese 
standards by 1990 with a 96 per cent ratio, 
white India had a paltry 22 per cem. Brazil 
narrowed the CC gap in the 1990$ to 
nearly 72 per cent in 19%. India still 
lagged behind with only 34 per cent. 

The inability to keep up with modem 
technologies was also compounded by 
teaming difficulties [D’Costa 1998]. The 



adoption of different processes from di¬ 
verse sources, varying plant size, and 
iastitutionai bottlenecks made building 
technological capability achailengingtask. 
For example, the Rourkela blast furnaces 
took five years to reach the rated capacity 
[Krishna Moorthy 19114:92-94), whereas 
POSCO’s first blast furnace took less than 
two years. The frequent changes in tech¬ 
nical parameters of the equipment sup¬ 
plied by different foreign companies (par¬ 
ticularly by the Soviet Union for three of 
the five state-owned integrated plants) 
resulted in fragmentation constituting 
varying vintages of capital equipment, 
belonging to different processes, ol dif¬ 
ferent sizes, and from different suppli¬ 
ers.-^'* The gradual leaming-by-doing by 
Indian firms accomplished in the last three 
decades was considerably reversed 
(D'Mello 1986:182). POSCO’s techno¬ 
logy strategy has been quite different. It 
sourced similar types of equipment from 
the same supplier. Thus Davy McKee 
supplied POSCO with nearly all of its 
identical bla.st (umaces. The second pha.se 
expansion of Kwangyang was a virtual 
reproduction of phase one. It cut down on 
site preparation and eliminated any poten¬ 
tial new problems that could have arisen 
with different plant and equipment. Cap¬ 
acity expansion based on duplicating 
modern facilities and repeating imports of 
similar equipment thus placed Korea's 
learning on a higher levcl.^' The succes¬ 
sive installation of simiiar-sized blast 
furnaces exhibit increasingly shorter learn¬ 
ing cycles. For example, the .second BF 
look two months to reach a 1.500 tonnc.s/ 
day/m * tapping ratiocompared to the third 
BF reaching nearly 2,000 tonnes in the 
same pcriixl. 

Technological capability is also demon¬ 
strated by the extent of capacity ‘stretch¬ 
ing’ , that is. producing output that exceeds 
designed capacity [Dahiman and Wc.st phal 
1982). Mastering technology, improving 
operating priKcdurcs. and reducing costs 
allowed both Brazil and Korea to exhibit 
various degrees of capacity stretching 
[Enos and Park 1988.190-207). Among 
the three integrated plants in Brazil, 
USIMINAS was the most .succe.s.sful in 
stretching capacity and attaining the best 
productivity rates. In 1977 its output per 
employee per year of 261 tonnes exceeded 
US productivity of255 f Dahiman 1978:6). 
Similarly, in the early 1980s, Pohang’s 
fourth phase expaasion entailed capacity 
‘stretching’ by 0.6 mt beyond the dc- 
.signcd capacity of 3 mt. In the final phase 
of Kwangyang expansion, POSCO was 
able to add an additional 1.0 mt POSCO’s 
overall ‘inciemertal’ output stood at over 


2 mt (plant visit, Pohang, August 1995), 
This output did not require mqjor expenses 
of capital equipment. Instead small steps 
such as decreasing tap to tap lime from 
four minutes to one minute in steel-mak¬ 
ing shops, reducing ladle thickness to 
increase the size of the charge, and in¬ 
creasing the number of working days were 
behind this incremental change. 

Technological capability is also en¬ 
hanced by backward integration whereby 
local firms become important .suppliers to 
the industry [Taniura 1986). In the early 
stages of late indu.strialisation increasing 
liKal content is difficult. All three gov¬ 
ernments in the I960s'and 1970s esta¬ 
blished capita! gcKxIs producing firms iA 
the public and private sector. In India the 
Heavy Engineering Corporation (HEC), 
an East Bloc-aided project, was set up 
with the .sole objective of .supplying steel 
equipment. However, with continued 
imports of most .steel-making equipment, 
HEC's technological capability was lim¬ 
ited. With poor sales. HliC’s worsening 
financial situation was exacerbated by its 
already weak technological foundation, 
undermining the very objective for which 
the government had set up the corpora¬ 
tion. 

For financial reasons, perfectly capable 
domestic firms arc also unable to compete 
with foreign .suppliers (personal interview, 
Acominas, Belo Horizonte. December 
1987). In the mid-1980s when Acominas, 
Brazil's newest greenfield wasconslructed, 
the Brazilian slate-owned equipment pro¬ 
ducer, UMMEC. was helplessly sidelined 
for want of long-term financing. Brazil 
has the technical skills for capital goods 
production but like India its learning 
process has been .stunted because of ex¬ 
ternal financing of plant and equipment. 
Brazi I's liKal content ratio for engineering 
is very high for the production of steel- 
making equipment but very weak in the 
finishing equipment area. Of the .15 areas 
under five categories of fini.shing, Brazil 
has engineering capability in only six 
IGuerract al 1989:,57; de Oliveira 1989). 

Korea, on the other hand, was able to 
increa.se its local content rapidly. For its 
Pohang Works, Stage I entailed over 
I,I9,0U() foreign engineer hours, which 
by Stage III was reduced to 491 and by 
Stage IV, to zen>. Value of local content 
was 12.5 per cent in Stage I. rising to 35 
per cent in Stage IV (Kang 1994: (82). 
Virtually all areas of planning, construc¬ 
tion, and engineering amid now be done 
by Koreans [Amsden 1989:309). For 
Kwangyang, local participation was high. 
Fifteen firms representing SO per cent of 
plant and equipment were involved 


[Pohang Iron and Steel Compmy 1987:2}- 
To ensure local technological capability 
for the future, POSCO insisted that for¬ 
eign firms afGliate with domestic ones. 

At the plant level, POSCO took several 
steps to ensure technological learning and 
high capacity utilisation. Enos and Park 
(1988:183-207) documented several cases 
of improvements in imported equipment 
design and operating procedures in 
POSCO's plants. Several innovations on 
the shop-floor were introduced. Two 
schemes introduced in POSCO’s plants 
that contributed to learning were ‘zero 
defects' and ‘improvement proposal’.The 
former ensured .strict quality control while 
the latter sought employee suggestions to 
enhance operating efficiency. Both 
schemes resulted in significant cost sav¬ 
ings and productivity increases, ultimately 
allowing (he assimilation of imported 
technology (sec also Amsden 1990:26- 
27). In-hou.se training and overseas edu¬ 
cation in both technical and non-technical 
areas was provided for a vast number'of 
POSCO’s employees (Kang 1994:181). 
During the 1970s and up to the mid-1980s, 
POSCO sent about 1,900 employees 
overseas for training (Paine Webber 1987: 

I -3). with emphasis on general rather than 
specific training [Amsden 1989:210-11 ).-’* 
In the 1990s, the Indian .steel industry, 
confronted with the prospects of increa.scd 
foreign competition, introduced a major 
suggestions scheme [Venkata Ratnam et 
al 1995:271-80). By creating a multi- 
skilled workforce, the Indian steel indus¬ 
try has been trying to restructure on the 
lines of the Kukv.an one [Venkata Ratnam 
199.5). In 1992-93. the number of sugge.s- 
tions increa.scd 20 times, resulting in 
savings of Rs 1,300 million. The Indian 
steel industry has extended its training 
programmes to cover more employees. 
During 1988-89 to 1992-93, the number 
of trainees more than doubled, while the 
number sent abroad almost tripled, from 
282 to 757 [Sengupta 1995:78], 
However, India’s technological prob¬ 
lems remain. While POSCO has been able 
to rely on its customers to improve pro¬ 
ducts, by an extensive feedback system 
(plant visits, Pohang Coated Steel Com¬ 
pany and Pohang Steel Industry Com¬ 
pany, Pohang, August 1995), the Indian 
state-owned firm is unable to crack the 
domestic market in the face of rising 
competition. For example. Union Steel, 
using POSCO's hot rolled coil produces 
galvanised .sheets, which are then used by 
Samsung Electronic Company for refri¬ 
gerators. By u.sing the product and pro¬ 
viding feedback, POSCO has been able 
to make better hot rolled coils. In the 



Indian case, the successful Maruti-Suzuki 
automobile joint venture between the 
government and Suzuki Motors of Japan 
does not source steel for auto panels from 
Indian plants. Instead all pressed steel has 
been supplied by Japan (personal int^- 
view, Maruti Udyog, Gurgaon and New 
Delhi, July 1987,Juiy 1991). The fact that 
state-owned domestic steel industry is 
unable to produce the quality steel re¬ 
quired by a state-owned auto firm, reflects 
not only an in.stituti»nal weakness but 
highlights the .state of technology in ex¬ 
isting plants.-'^ 

The emphasis on technological capa¬ 
bility is further revealed by POSCO’s in¬ 
vestments in Rand D. In 1977,1.13 billion 
won was spent on R and D, representing 
7.3 percent of POSCO’s profits fEnos and 
Park 1988:210], In 1983 the correspond¬ 
ing ligures were 9.78 billion won and 12.5 
per cent or roughly $ 12 million. Though 
far short of Japane.se norm of around 2.5 
per cent of total sales, TOSCO in the 1990s 
has doubled its spending from I to 2 per 
cent of sales. This norm far exceeds India’s 
share of under, 0.5 per cent (Sengupta 
1995:80].^* For Korea, the immediate 
impact of R and D has been dec lining 
royalty payments. In the case of Pohang, 
royalty payments for construction and 
operating technology declined by 6.5 per 
cent, 17.2 per cent, and 100 per cent in 
the second, third, and fourth stages of 
construction (Enos and Park 1988:189]. 
These reductions are remarkable consid¬ 
ering that each phase involved increasing 
size and complexity of hardware. 

To add more muscle to its technological 
capability. POSCO established the Pohang 
Institute of Science and Technology 
(POSTECH), patterned loo.sely after the 
Massachu.setts Institute of I'echnology 
and the California Institute of Techno¬ 
logy. It includes all engineering and 
instrumentation fields relevant to iron 
and steel making (plant visit, Pohang 
October 1987; POSTECH Prospectus 
1991-92, POSTECH visit, Pohang .\ugu.st 
1995). In 1987 the Research ln.stitutc of 
Industrial Science andTechnology (RIS D 
was established to develop new technolo¬ 
gies. POSTECH and RIST train technical 
graduates and act as a source for innova¬ 
tion for Korean industry as a whole. 
POSTECH can be seen as providing a 
collective good as its training of high 
skilled labour benefits other related indus¬ 
tries.*’ In 1994 and 1995 POSCO also 
founded two overseas research centres - 
POSCO Tokyo Research Laboratories and 
POSCO Re.search Centre Europe in 
Dusseldorf, Germany. They have been 
established for conducting research in core 


technologies as well as for sourcing tech¬ 
nical information. 

The cycle of technological capability is 
complete when the technology importer 
ultimately becomes a technology exporter. 
In this regard South Korea is .still weak 
in design capability (Chudnovsky ct al 
1983: Chudnovsky 1986; Griffin 1991], 
However, as a result of its emphasis on 
technological learning and its success in 
mastering the engineering processes, 
POSCO has made some forays into tech¬ 
nology supplies. Training of Taiwanese 
personnel from China Steel, installing a 
computerised system in Indonesia, and 
setting up a joint-venture with US Steel 
in California are examples of reverse flow 
of technology from POSCO [D’Costa 
1993]. Foreign technology manufacturers 
are also engaged in the production of .steel 
hardware using Korean skilled workers 
and Icxral equipment suppliers. Several 
Korean firms arc subcontracted to design 
steel equipment, such as continuous cast¬ 
ers. on behalf of foreign firms. 

VI 

Conclusion 

In examining state-led industrialisation, 
wc find that in Brazil and India there have 
been institutional impediments to techno¬ 
logical dynamism. While both countries 
haye been .successful in establishing and 
expanding steel-making capacity, thus 
contributing to the general shift in global 
production capacity, they have not been 
able to match Korea’s investment momen¬ 
tum. Technologically their industries have 
not been as robust as Korea's. Although 
early entry to the steel industry may have 
coniributed to the retarded development 
of the industry, the problems with more 
recent steel projects in both Brazil and 
India indicate otiicrwisc. Timing of in¬ 
vestments wa.s imponant for Korea only 
to the extentthai the Korean state had such 
an opportunity. But exploiting windows 
of opportunity in its external environment, 
such as the compeiilive technology mar¬ 
ket. was clearly a product of strategic 
intervention. The autonomy of the state, 
which was also extended to POSCO, 
definitely played a role in capturing the 
benefits of changing technologies. All three 
countries had some variant of indu.strial 
policy but only Korea could use it to build 
a technologically superior industry. Brazi I 
and India did not have the institutional 
capacity to invest in modem technology. 
An overtly bureaucratic approach to in¬ 
dustrial governance and populist policies, 
such as employment creation limited the 
development of the Brazilian and Indian 
state-owned steel industries. 


State-ownership guaranteed capacity 
build-up in all three countrie.v but ensured 
rapid industrial change only in Korea 
because of its ability to maintain an invest¬ 
ment momentum and thereby a>ntinuou.siy 
lake advantage of new innovations. The 
effective utilisation of imported techno¬ 
logies contributed to local technological 
capability. However, the state, in attempt¬ 
ing to foster capitalist development, could 
not act like a capitalist. Prices had to be 
kept low to develop downstream activi¬ 
ties. Capitalist regulation required state 
initiati ve to develop an industry that would 
provide a key industrial input at controlled 
prices. The problem with this approach for 
capitalist development has been the in¬ 
ability of state-owned firms to generate 
internal re.sources and secure modem tech¬ 
nologies on a continuing basis. India fared 
the worst because of the heaviness of the 
state sector. Low administered prices 
effectively subsidised a bloating public 
sector, serving private capital le.ss than the 
downstream industries under government 
tutelage. Heavy losses of the state-owned 
public .sector reduced internal .savings and 
thus reduced inve.stments in the industry. 
Technological ob.solescence in India has 
been rampant and only recently has the 
government announced investmentsinthe 
•sector. The uneven adoption of innova¬ 
tions created a technological gap ei^n 
among the three industrialising countries. 

The implications of the uneven diffu¬ 
sion of technology are many. Four points 
arc worth noting. First, different techno¬ 
logical trajectories ari.se principally be¬ 
cause of strategic choice and institutional 
capability. The US. Japan, and Korea can 
be seen as dictating the direction of in¬ 
dustrial change - the US and more, re¬ 
cently Japan toward reducing capacity and 
reorganising the rest in various ways, Korea 
and previously Japan by adding tcchno- 
Icgically-supcrior steel-making capacity 
at a rapid rate. Both Brazil and India 
attempted to transform the industry with 
limited success. Second, strategic choice 
and institutional capability are inter¬ 
dependent. Without a coherent institu¬ 
tional arrangement, .such as .state autonomy 
the Indian industry could not fonniilalc a 
technology strategy let alone keep abrea.st 
ol recent innovations. Third, past strate¬ 
gics and in.stitutional impediments could 
induce new institutional arrangements, 
such as a greater state role in the US when 
falling behind technologically or an 
increased roleol the private scctormBrazil 
and India as they too find keeping up with 
innovations challenging. Finally, both 
innovati vc behaviourand institutional cap¬ 
ability are necessary to organise capitalist 



production. One without the other is tikely 
to diffuse technology unevenly, leading 
to changing competitiveness and varying 
rates of indusuial transformation. 

Notes 

1 The ennepreneiir Jiim.fhed Tato. the founder 
of Tata Iron and Steel Comrainy (TISCO) 
failed to raise capital in London at the turn 
of the cemuiy but could do so later in India 
itself [Etienne et al 1992:49]. 

2 The sectoral distribution of uncoaicd flat 
products, items produced by the state.owned 
enterprises, shows that 21.4 per cent of 1986 
output was absorbed by the transportmion 
sector [Institute Btasileiro Siderurgica 1987; 
2/4], Close to 20 per cent of total output of 
this product is directly related to vehicle 
production [Instituto Brasileiro Siderutgica 
1987:2/6]. In 1995 the Brazilian auto industry 
absorbed 14 per cent of total domestic soles, 
representing 23 per cent of flat products 
[Instituto Brasileiro Siderurgica 1996; 2/4- 
2/.5]. Though privatised in the I99()s. the 
suppliers of these products ore the erstwhile 
state-owned firms. 

3 The creation of Auto Latina in the 1980s by 
Volkswagen, Ford, and CM testifies to this 
influence. In 1987 the Brazilian government 
imposed price ceilings on automobiles, which 
VW and others blaumtiy defied. The govern¬ 
ment threatened to sue the offending parties 
but later withdrew the charges. 

4 Typically in a monopoly situation price 
gauging is routine and the dependence of 

^ steel users on steel producers exceptionally 
high. This dependence was echoed by one 
major customer of POSCO (personal inter¬ 
view, Union Steel. Pusan, October 1987). 
However, it appears it had less to do with high 
pnees and more to do with supply rationing 
during boom periods 

5 For example, in Korea, the construction 
industry (itself an indicator of infrastructural 
development) comprised over 50 per cent 
of domestic demand while automobiles, 
machinery and the appliance industries have 
incieasin^y absorbed remaining steel output. 
With 1980 as the base, the index of steel 
consuming sectors in June 1987 were as 
follows' total manufacturing 454.5, metal 
products 275.6, machinery 5.31.7. electrical 
machinery 602.1. and lran.sponation equip- 
menl 374.3 [Korea Iron and Steel Association 
1987:55, .57]. 

6 Percival Farquar, a Brazilian entrepreneur, 
attempted to set up a large-scale, coke-based 
steel mill prior to World War I. However, 
regional and internotioruil politics, and the 
reluctance of foreign finance to ‘disturb 
established markets' thwarted such a venture 
[Dahiman 1978:35]. 

7 In addition, US Stwl feared nationalisation 
of productive investments in Brazil as it had 
recently lost its nickel operation in Finland 
because of Russian invasion. 

8 Korea also faced a similar hurdle at a later 
dale. In the Indian case, the World Bank did 
agree to provide funds for the private sector 
plant expansion on the condition that the 
Indian government underwrite these loans 
[KrishnaMooithy 1984:86]. In the mid-1950s 
and tarty 1960s World Bonk extended a 


loanofS 127.5 millkmiotheprivaleintegnlBd 
companies [Liedholm 1972:20]. 

9 The Soviet Union declined to offer BOFs for 
the Bhilai plant as the technology in the 
Soviet Union was still unproven, a lesponro 
which paradoxically bore significant affinity 
to US industry’s technology strategy. 

10 One is reminded ofthediffkuliies the Japanese 
faced with German know-how for the tum- 
of-the-century Yawata Woiks: cost overruns 
were five-fold and the design faulty (Morris- 
Suaiki 1994:80]. 

11 When the state of Minos Gerais learned 
of federal state involvement in the COSIPA 
plant located in Sao Paulo state, it too 
demanded one. leading to the creation of 
USIMINAS. The rivalry between the two 
states is legendary. 

12 The Korean company, unlike USIMINAS, 
rejected the initial Japanese offer of small 
blast furnaces. However, given Japan's 
growing industrial might, Korea was not 
perceived to be an economic threat. As a 
result the Japane.se also treated the Pohang 
proKct as a public relations opportunity. 

13 Dasiurco. an Indian consulting Hrm, and US 
Steel, at the request of US Agency for 
International Development, prepared the 
feasibility reports for the Bokoro plant. There 
wen: differences in the engineering details 
and break-even points in the two reports. The 
Soviet Union rejected Dasturco's project 
report and prepared a new Detailed Project 
Report. The Soviet cost estimates were nearly 
twice as high os Dasturco's. The Indian 
government accepted the report without 
further scrutiny and the Soviet Union, as a 
token gesture, leduccd the estimated ‘excess' 
cost by 5 per cent. However, this time ihe 
Soviet Union offered BOFs. which were 
smaller than the industry standard, but shied 
away from continuous casters for the plant. 

14 This plant technically docs not fall under 
SAIL management, the holding company for 
state-owned plants. As execution of a steel 
project requires large doses of investment 
capital, according to n SAIL staff, it is 
pieferable to have Ihe project directly under 
the control of the ministry of steel. Multiple 
centres for project execution is another sign 
of institutional incoherence. 

15 Import content based on FOB prices has been 
estimated to vary from 22.9 per cent for the 
first stage steel melting shop (BOFs and CXTs) 
to 69.9 percent for the blast furnace [D’Mcllo 
1986; 183). 

16 In the course of an interview, a Nippon Steel 
staff l-unented that as of October 1987 there 
were no major orders for equipment (personal 
interview with Nippon Steel, Tokyo, October 
1987). 

17 Some authors, such as Trebat (1983: 96-98) 
rated SIDERBRAS os highly autonomous. 
This is uoubtful given the disastrous financial 
position of the company by the end of the 
1980s. 

18 Construction cost can be roughly dis- 
aggiegaied into site pieparalion costs, cost of 
equipment and associated internal infra¬ 
structure, external infrastructural development 
expenditures, manpower training, and interest 
payments during the period of construction 
for borrowed capita). Infrastructure develop¬ 
ment can be divided into three levels: plant 
offices, laboratories, maintenance and 


machiae shops, warehouses, etc; housing, 
eneigy supply (not production), water system, 
road/nilwayi, etc; and energy production, 
upstream activities, harbors, etc, (Astier 
1985:5-9], The final expenditure on a steel 
plant can eacalnte aignificaiitly if 4here 
are delays in decision-making, ffuancing 
and equipment, as well as cunency fluctua¬ 
tions. 

19 Of thetotal investment of won 1,649.4 billion 
for Kwongyang’s 2.7 mt capacity, $ 479 
million was obtained as foreign credits 
[Pohang Iron and Steel Company 1987:3-4]. 
About $ 200 miUion was 'saved' because of 
fierce bidding among equipment suppliers 
[Paine Webber 1985:1-6] and rou^ly $ 38 
million was to be paid os compensation to 
Kwongyong village (Paine Webber 1985; 
2-6]. roSCO proudly declared that its 
investment cdst of $ 637AotuK was less than 
43 percent of the Standards 1.500/tonne cost 
in the world economy [Pohang Iron and Steel 
Company 1987:6], But infrastructural expen¬ 
ditures on roods and harbors for Kwangyang 
incurred by several governmental agencies 
have not been included in POSCO's figures. 

20 it IS doubtful that the volume of exports of 
iron ore from the region is equal to the imports 
of coking cool for the plant. Thus the location 
of the plant justified on the basis of trans¬ 
portation costs is questionable. 

21 The new plate mill in the Bhilai plant was 
installed at a time when the demand for the 
product was quite weak. 

22 With the recent depreciation of the Korean 
won. POSCO's as.set value is likely to be 
considerably lower. However, technologically 
POSCO is solid and hence its market value 
may be understated. 

23 SAIL is over 95 per cent unionised under 220 
unions and officer associations nationwide 
[Venkata Ramam et at 1995; 260]. 

24 Dunng expansion of capacity when workers 
are engaged in construction work for several 
years they are likely to demand permanent 
employment. The wage between regular and 
contract workers is significantly different with 
the contract workers entitled to a minimum 
wage with no benefits. But it is public know¬ 
ledge that a portion of the minimum wage 
is pocketed by unscrupulous contractors. 

25 In the past the ministry of labour firmly 
controlled all prominent unions of Brazil. All 
activities of unions were subordinated to the 
'notional' interest through the Consolidated 
Labor Laws (CLT) of 1943. In the event of 
a perceived threat to national interest the 
ministry of labour had jurisdiction to take 
over the administration of the unions by 
dismis.sing elected officers and replacing them 
by state appointees. Worken annually con¬ 
tributed a day’s worth of wages to the ministry 
of labour, which was redistributed to unions 
on the basis of membership. Since total 
workers exceeded the number of union 
members in a specific industrial branch and 
os the funds were used for the benefit of union 
members only there was no incentive to recruit 
more membm [Keck 1984:27]. Under no 
circumstances could these monies be used as 
a strike fund. 

26 During 19.55-60, the avera^ number of work 
stoppages numbered 79, during the 1963-71 
period the average dropped to iS[Deyo 1987: 
186], Hie 1986-89 the average was nearly 



1.900 M woiken became inoeasingly aware 
of their righu and their solid contiibiition to 
the Korean economy {1m 1992.17]. 

1 Pixnn 1977 to 1986, the avenge number of 
hom worked per week in Korea was consis¬ 
tently over 52 and increased nearly 4 per cent 
during this period (International Labour Orga¬ 
nisation 1987]. Women workers have worked 
even harder in the momifacturing sector. In 
the iron and steel industry. South Korean 
workers on the average have worked nearly 
40 per cent more than their Japanese counter¬ 
parts. See also Chaknvarty (1987) for a 
discussion of the relationship between number 
of hours worked and capibd accumulation. 

I Poor countries are particularly vulnerable to 
such institutional weaknesses. For example. 
Bangladesh in 1967 received Japanese 
assistance to set up a steel mill on a turnkey 
basis. Three 60 tonnes OHFs were supplied 
with a capacity of I..50,000 tonnes. Later, 
another OHF was added and the ‘designed’ 
capacity raised to 2..50,0(K) tonnes. The plant 
never attained more than I,.^5,000 tonnes. It 
is ludicrous to imagine how a single 60- 
tonnes OHF could produce 1.00.000 tonnes 
when three of them were designed to produce 
l..50,000 tonnes [Mujtahid I997:2|. This is 
clearly an example of recycling obsolete 
technology by the Japanese, imposing a form 
of structural ^pendcnce, and the institutional 
and technological incompetence of the local 
authorities 

) For the initial loon of $ 7(K) million, the 
repayment period was six years and interest 
at Lihor (London Interbank Offer Rate) plus 
1.25-1.375 spread (CST 1985:14] Mthough 
loans from domestic sources corned repayment 
periods of 16-1.32 months at S.S- l(l.5'percent 
there was little capital equipment boii^t from 
domestic sources The high cost of the plant 
along with domestic price controls added to 
the financial burden, compelling the Kawasaki 
Steel Group and the Finsider Group to reduce 
their voting .stock to about 5.25 per cent 
{Metat Bulletin, January 18. 1988:27]. 

I Interestingly, CST initially had a lease-back 
agreement on its coal yard and coke batteries, 
which ultimately had to be bought with cash 
with the help of Japane.se honks. It may be 
recalled that the Japanese-aided USIMINAS 
also experienced cost overruns. In 1982 
USIMINAS unsuccessfully tried to sell bonds 
worth $ 43 million to the Japanese. The 
Japanese did not perceive the rate of return 
to he adequate. 

It is not that Indian planners and engineers 
were not aware of the technological pos¬ 
sibilities. In fact Dasiur and Company, the 
Indian steel consultants, hod recommended 
200-300 ton BOFs and requested continuous 
casters. Instead the Bokoro plant obtained 
100 ton BOFs and no CC [Lail 1987:86]. 
It may he mentioned that site selection has 
been partly influenced by a major agnation 
in |9M in Vishakapatnain. tfemanding that 
a steel plant be located there. Another 
integrated plam to have been built in Paradeep 
on the eastern coast involved several nego¬ 
tiations with suppliers, particularly British 
and West German, with various terms and 
conditions that were frequently revised. This 
was at a lime when the advanced capitalist 
countries wereondeigoing a severe recession. 
No technical study was conducted and 


ultimately the site proved to be unsuitable. 

33 Of the six integrated plants in the country, 
only Bhilai of SAIL and TISCO, the privately 
owned plant, have been profitable. Only since 
198.5-86 has the Bokaro plant earned a large 
enough profit to wipe out its accumulated 
losses. The two plants with the worst record 
have been Durgapur and IISCO in the state 
of West Bengal. The performance of these 
two plants has been so poor that the accumu¬ 
lated losses now exceed the value of capital 
assets employed. Production could continue 
only with subsidies. It was politically 
infeasible to write off these plants. 

34 Local content in plant construction increased 
from 34 per cent in 1961 for the first three 
I.U mt plants to 64 per cent in 1978 and 90 
per cent in 1988 for Bukaro’s first and second 
stages respectively [Kojima 1991 ;b). TIS(X)'s 
local content achievements were similar to 
those of Bokaro. 

35 POSCO obtained (he normal rate of output 
from its first blast furnace in 107 days, six 
months earlier than what the Japanese had 
anticipated from their experience [Kang 
1994:184 85) Designed capacity was easily 
exceeded after the fourth month. Similarly, 
the time taken to attain normal capacity from 
start-up became shorter - 80 days for the 
second bla.st furnace, 70 for the third, and 29 
for the fourth For Kwangyang's first blast 
furnace it was only 23 days 

36 Typically, new employees attend high schools 
to cover technical and steel related subjects. 
Technicians and other skilled workers who 
operate equipment are generally recruited 
with engineering qualifications and are given 
acombinalionof several yearsof plant-specific 
expcnence and training by foreign suppliers. 
Other more skill-demanding activities such 
as incremental improvements in technology, 
purchasing of foreign equipment, and design¬ 
ing process and products require additional 
years of experience (Enos 1991:81]. 

37 Since annual Indian vehicle production is still 
low, the production of high quality auto sheets 
may nut be feasible due to economies of scale 
requirements However, this reasoning docs 
not take into accoual the possibility of 
enlarging markets by exporting 

.38 TISCO. with a third of SAIL's production 
exceeded SAIL's R and Ospending of Ks 5 22 
billion by Rs 1.7 billion. 

39 Enos and Park (1988. 2I(>-II) show that 
many employees who quit POSCO subse¬ 
quently work for Korean firms that are alsii 
suppliers to POSCO. In this .sense one can 
speak of diffusion of skills, with POSCO a 
leading centre for human capital development 
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Competing tiunugh Capabilities 

Strategies for Global Competitiveness of Indian Textile Industry 

^ Panlu^ Chaadra 

The global textile trading regime is going to change drastically from the year 2005 with the phase-out 
of MFA. Its implication for competition will be significant. Countries that have already put competition 
policies in place and firms that have been improving their capabilities are the ones that are going to benefit 
the most. This paper discusses the nature of competition that Indian textile firms are going to face domestically 
and abroad in a few years from now. Some of the characteristics of competitive firms that will emerge in 
the ensuing period are indicated. The paper presents a summary of comparison of Indian primary textile 
firms with those of China and Canada (based on a primary plant level survey in the three countries). In 
addition, some processes that are helping the Chinese textile industry grow rapidly are discussed. It is argued 
that competitiveness of Indian firms would be contingent on developing long-term distinctive capabilities. 
Three key strategies, namely. Commitment, Co-ordination and Co-operation, for developing distinctive 
capabilities are presented and illustrations of initiatives at the firm level, industry level and the government 
level that would form part of the implementation package for each strategy are provided. 

I has changed drastically in this century uncertaintiesof global markets ?Andinore 

Introduction alone with spinning speeds having important, how do firms develop such 

increased 25 times and weaving speeds competencies?Aretherecettainindustrial 
DOES the phase-out ot'MFA on January I, having increased 20 times [Hartmann practices that help firms manage such 
^ 2005 not mean that the Indian textile 19971. On the other trade blocks around uncertainties with relative ease ? 
industry will be able to increase its global the world have created their own 'captive In this paper we argue that firms in the 

market share? Does the cost advantage low cost production zones’: Turkey, Indian primary textile industry will have 

that Indian firms have not imply a Hungary, Poland and Czech Republic in to develop some distinctive capabilities to 
continuing comparative advantage? Do ELI; Mexico, Honduras and Caribbean in compete in the future once the Agreement 
Indian firms have an advantage while NAFTA; and Vietnam, Laos, and Cam- on Textiles and Clothing (ATC) expires, 
supplying the home market because of bodia in the ASEAN. Factor advantage In the next section, we pre.sent the emerging 
better understanding of and proximity to is shifting away from traditional low cost competitive scenario and highlight the 
the market? Are there distinctive countries. Firms in these countries are nature of competition that Indian firms are 

competencies that firms need to have in gradually moving up the product going to face. In section III we present a 

order to remain competitive in the future? complexity ladder and are finding new summary of the findings of a multination 
Is technology investment a sufficient sources of innovation, chiefly new benchmarking study that establishes the 
condition for sustaining growth in the applications and enhanced processes. The operationalstatusoflndiantcxtilcindustry. 
sector? These are some ofthe many issues spinning sector in India has performed In section IV, we present some salient 
that need to be addressed in assessing the extremely well in the last four years - it features of practices from the Chinese 
competitiveness of the Indian primaiy is expected that the world market share textile industry and the impact that they 
I textile industry and in designing strategies would touch 30 percent by the end of have had on industry performance. In 
for meeting the challenges in the post- l997.Mostofthisimprcssivcperformance section V, we develop a framework for 
MFA period. What is quite clear is that, has come through large-scale investments ‘capability based competitiveness’ and 
since the nature of competition willchange in new ring spinning machines-in 1996, discuss key strategies towards building 
dramatically, firms will have to evolve ofthe total ofsuch new machines purchased distinctive capabilities. We also point 
newer strategies that are based on around the world, 52.6 per cent was towardstheroleoftextilcpolicyinassistiiig 
contingent strengths and long-term procured by India [Strolz 19971. It is such efforts. We present our conclusions 
perspectives, in this paper we argue that interesting to note that the recent in the last section, 
only those firms that develop unique devaluation of the baht in Thailand and . 

capabilities will qualify to compete in the the rupiah in Indonesia have led to drastic _ 

global textile markets. lowering of yam prices, and spinners in Competitive Stcenano 

The global market share by value of the India are struggling to recover their costs. When MFA expires on December 31, 

Indian primary textiles hovers around 2.8 With inventories sitting in warehouses 2004, most of the pnxiuct categories in 
per eent (as of 19%) as compared to 12.5 and the interest-clock ticking on capital which north America and Europe compete 
per cent of China. Countries like Korea investments (most often made in foreign would have already seen free trade for at 
(with a market share of 5.6 per cent) and currency), it would be a while before our ‘ least a year while thase which arc crucial 
'Taiwan (5 per cent) ate ahead of India spinning industry starts to recover. This for Indian exports would then get off- 
while Turkey (2.75 per cent) has caught twgs a question; what are some distinctive quota. One implication of thisback-loading 
up and others like Thailand (2.3 per cent) capabiliticsthatlhe.se firmshavcdcvelopcd agreeriKnt would be that Indian firms may 
' and Indonesia (2.0 per cent) ate catching other than technology (that is already a starttosceincreaseddomesUccompetition 
up rather quickly. On tte one hand, commodity) which will ensure that firms from foreign firms in about two years time 
t^nologywhiehhasbecomeacommodity are able to withstand the increasing from now. Hiey will face imports from 



other countries as well as entry of MNCs 
in existing domestic product segments as 
well, in addition to preparing for export 
markets that would open up in2005. These 
new firms will also bring in new products 
to the domestic markets. The competitive 
environment is poised to change in .several 
other ways as well, c g, 

- new products will replace some of the 
existing mix thereby affecting capacities 
of dome.stic firms; 

- increase in variety with a considerable 
reduction in volume per variety; a study 
of the textile firms in the US by Abernathy 
et al (1995) reveals th^ the average numbw 
of SKUs per business unit increased from 
6,411 in 1988 to 13,261 in 1992 and that 
in 1992 firms on the average introduced 
7.257 new SKUs while they dropped from 
the product line, on the average, 5,788 
SKUs; 

- several countries will have upgraded 
their technology stock with latest versions 
by the year 2005; for example. Turkey has 
been the largest investor in open-end rotor 
in 1996; 

- .strong productivity increa.scs by firms 
in northAmerica and Europe; forexample. 
Unify Inc. a spinning firm in the US has 
tripled its sales since 1988 to US$1.7bn 
and most of addition in capacity has come 
through process improvements and not 
capital investments (McCurry. 1997); 

- stronger environment requirements 
both from the citizens as well as the 
legislature; the process industry is already 
penalised for not treating its effluents 
responsibly; pres.sures will also come from 
international consumer groups to adopt 
processes that do not generate polluting 
effluents; 

Firms around the world have developed 
different kinds of capabilities that have 
allowed them to perform well in the face 
of .severe competition. In the long run, a 
competition between firms is a ‘contest of 
competencies’. Firms whose competencies 
arc more robust and more distinctive tend 
to gain more than others. Examples of 
such competencies are given below. What 
is worth noting is that it would be firms 
with the.se type of capabilities who would 
compete with Indian firms both in the 
domestic and international markets in few 
years from now. Some examples of how 
firms around the world have been changing 
are; 

- In Prato. Italy, large mills have 
disintegrated to form a cluster of smaller 
firms that .specialise in a single process. 
They compete on end products and 
collaborate on technology development 
andinfra.stTucture maintenance. The output 
of this cluster and the variety produced has 


increased manifold since this 'graceful 
disintegration*. 

- German manufacturers have imple¬ 
mented ‘lights out’ weaving for 24 hours 
where weaving machines have been loaded 
with weft packages just before shutdown 
on Sundays and computers adjust weaving 
speeds to optimise yam speeds. 

- Japanese and American plants are 
using TQM practices like Design of Ex¬ 
periments for optimising weaving 
practices. 

- In Indonesia, one operator works 48 
looms and shares the profits stemming 
from them. 

- Burlingtons in the US have reduced 
manufacturing and delivery lead times 200 
per cent in the last five years and in-plant 
defect rates are now mea.sured in parts per 
million. 

- Firms in southern USA are researching 
the use of genetic engineering, cellular 
biology and tissue culture to grow coloured 
cotton in order to eliminate the dyeing 
process. 

- Firms arc using ‘looming robots* to 
setup looms, load and unload them and 
to tran.sport the cloth to the .stock room. 

References on the above and details arc 
documented in Chandra (1998). Successful 
firms arc changing their technology stock 
and the organisational structure that uses 
this technology simultaneou.sly. The former 
includes updating machinery, plant 
infrastructure, transport and handling 
equipment, storage facilities, process 
contiol, ventilation and environment 
control systems, effluent generation and 
treatment .systems, etc. The latter includes 
reporting and communication structures, 
manufacturing management practices, data 


Envininmenr. E.\tcmal to Firm 
Infrastructure 
Regulatory Regime 
Breadth of Home Market 
Quality of Hume Market 
Envirimmeni Internal lo Firm 
Quality of Work Environment 
Absenteeism 
Wages 

R and t) Investments 
CofMhili„fr People 
Quality of V/orkforcc 
Managcnal 
Technical 
Operator 

Training and Development 
Oi/Hibiliiies- Technology 
Extent of Investment in Technology 
Type of Technology Available 
Indigenous Development 
Cai>abilitits: Managerial Practices 


collection and planning mechanisms, 
trainingandevahiation, grievance handling 
process, process and product iimovation, 
subcontracting networics etc. It is now 
well established that firms that pursue 
technological change along with organ¬ 
isational changes get maximum advantage 
of investment in technology. In other 
words, technology (orcodified knowledge) 
that is not developed in-house is accessible 
to all competitors and it does not provitte 
adistinctive advantage toafirm. However, 
managerial practices (or tacit knowledge) 
that are uniquely designed to take 
advantage of technology can be copied 
less easily and hence provides competitive 
advantage. Toyota’s development and 
implementation of the JIT is one such 
example. In textile industry, these 
managerial practices form the important 
link between technology adoption and 
competitiveness. The key issue is the ability 
of firms to increase their productivity 
between two epochs of technology 
acquisition. 

Manufacturing management has played 
a critical role in linking technology with 
competitiveness. It requires (a) develop¬ 
ment of an effective work environment, 

(b) emphasison capability building process 
(of both people and technology) and 

(c) a mechanism for evaluating the per¬ 
formance of the manufacturing regime. 
The reader is referred to Chandra cl al 
(1998) for a literature review and discus¬ 
sion on each of these factors. Gold (1997) 
mentions that recent indu.sirial experience 
from US suggests that extensive adver- 
tising/niarketing, take-overs of competitors 
by firms have provided only short-term 
prof stability and competitiveness. His study 
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TAni.E I; Ri'nchmarking Indian Primary Ti:Xtii.e Industry 
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shows that the two mostconsistent sources 
of improved competitiveness have been 
'increasing the performance capabilities 
of the products, and offering more favour¬ 
able product prices for comparable 
products”. Improvingthebasic technology 
on which the product design and its 
performance is based, improving the 
quality and mix of materials (raw material 
or intermediate products) and advances in 
effectiveness and quality of the manu¬ 
facturing operations are seen by Gold as 
the three Irey sources for achieving the 
above. They also shape the long-term 
capabilities of any firm. 

in the next section we report some 
findings from a benchmarking study to 
assess the capabilities of the Indian primary 
textile industry ba.sed on the above discu¬ 
ssion. These findings will highlight how 
well, on the average, our firms are pre¬ 
pared to meet the competition from firms 
that have characteri.stics described above. 

Ill 

Benchmarking Indian Primary 
Textile Industry 

In this section we describe the findings 
of a plant-level, cross-country study to 
benchmark the capabilities of firms on a 
variety of operational parameters. This was 
a collaborative study between the Indian 
Institute of Management, Ahmcdabad, 
McGill University, Montreal and Renmin 
University, Beijing. Primary data was 
collected from 173plaiitsinCanada,China 
and India through a standardised 
questionnaire and detai led interviews were 
conducted with managers at several of 
these plants. Indian firms have been 
compared with Chinese (representing a 
high growth country in terms of global 
market share) and Canadian (a proxy for 
high productivity oriented north American 
firms) firms. The sample comprised of 
composite mills as well as firms that 
performed one or more of the spinning, 
weaving and dyeing, and finishing 
operations. Most firms were medium to 
large in size (in terms of employment and 
sales). A large majority of firms were 
profitable and care was taken that each 
country sample included a representative 
proportion of firms that were performing 
well in global markets. Information from 
various trade journals were used to identify 
such firms. Similarly, the sample also 
included a few firms who focused on 
domestic marketsonly but were successful 
in terms of sales turnover. 

A sample of these findings is reported 
in Table I. Hie numbers in the table 
represent an index giving a relative position 
of firms on a given factor as compared to 


the Canadian sector (whose index is taken 
as too for all factors). These comparative 
indices are based on raw d^ which is 
provided in Chandra et al (1998). The 
index value foracounby on each parameter 
is determined by scaling the raw data on 
that parameter vis-a-vis the Canadian raw 
data and then representing it on a base of 
1(X). For example, the index on the quality 
of work environment is based on actual 
data on wages, incentives for plant workers 
(e g, profit sharing, housing and transport, 
pay forknowledge,ctc), workermotivation 
programme (e g, job rotation, flexible work 
schedules, employee suggestion pro¬ 
gramme, alcohol/drug abuse programme 
etc), type and frequency of grievances 


filed (e g, related to discipline and dis¬ 
charge, safety and health, overtime assign¬ 
ment, etc), nature and extent of training 
programmes, etc. Chandra et al have 
developed aggregate raw scores for each 
such factor. Hiese scores were used to 
create our index. These findings represent 
‘average values’ while outliers existed in 
each of the three country .samples. 

Table 1 is a representative sample of 
these comparisons. It may be noted that 
many of the observations that are made 
in the following paragraphs are based on 
data on specific factors that have been 
aggregated to give the indices that are 
shown in Table I. Both Canadian and 
Chinese policy-makers have recognised 


Tabu 2: Some Kev Concerns of Indian Textiu Industry 

Operational 

1 A large proportion of exports from the powerloom sector is in grey due to lack of good 
quality processing houses outside the mill .sector: 

2 Weak work culture ~ an worker in Indonesia can operate 48 looms at a time while in India it woiiid 
be around 8; 

.1 Worker skills are very poor: dependence on agriculture worker: dependence on untrained 
women in the garments sector. 

4 Poor ginning facilities; 

5 Poor cotton agriculture pructices: 

6 Transportation, port and customs procedures are veiy lengthy, unclear, and cumbersome: 

7 Long production cycle times and high inventories; 

Strui-tural 

8 Garment exporters have to depend on the poweriooms (whose quality and reliability levels ore 
low and reas mill sector is not able to supply in small volumes to small exporters; 

9 Relationship of colion growers, etc, with mills or spinners, etc, is short -term oriented; 

10 Weak indigenous lexiile machinery sector especially those related to looms and processing, 

11 Multiple agencies represent different entities of the supplier chain: 

Strategic 

12 Powerloom sector docs not have resources to invest in new technology for quality improvement; 

13 Interest rates are very high - firms find it risky to invest in new technology in addition to 
high pre-shipment and post-shipment export credit rates; 

14 Indian exports are 80 per cent cotton based while world trade is shifting towards the use of 
synthetic fibre (7.^ per cent of world trade). 

1.3 Entrepreneurs arc very inward looking: 

lb Water charges in Bombay are highest in the world - firm.v are unable to re-locate with the 
changing cost environment; 

17 Entrepreneurs do not see themselves as part of a national industry -- behaviour is short 
term and opportunistic. 

18 Indian producers are competing with other Indian counterparts in the export markets; 
choice of product mix is based on orders and not so much on long-term capacities - ore we 
competing in the same .segment with similar products ? 

19 Industry has not been able to forecast properly the demand for various product-market segments; 

2U. European and North. American producers .ire shifting production bases to Morocco, Tunisia, 

Portugal, Turkey, Mexico, Honduras, Czech Republic. Hungary and other low wage CIS 
countries; 

Regulatory 

21 Regulatory requirements' Hank yam requirer^ents. Essential Commodities Act, Excise, etc. have 
a detrimental effect on the competitiveness of firms; 

22 Evasion of Excise, false branding, etc, by smalt-scale producers; 

23 Synthetic fibre is very expeasive in India due to a variety of duty and other restnetions; 

24 Large units are not allowed in the gamient sector until they export 75 per cent of their 
production: the country, however, will not be able to restrict imports of garments from large 
units; 

25 Impoit of raw materials is restricted, at best; 

26 Power availability is very irregular; 

27 Cascading taxes and local levies are close to 10 per cent: 

28 Duties, reser/ations and other structures imposed by the government ore forcing people to 
cheat or behave in a manner which is un-economicol in the long run; c g, fabric that is 
reserved for the handloom is actually coming from the poweriooms; 

29 Non-tariff barriers to exports exist: 

30 Devaluation of rupee will hurt in the long run unti*. the domcsttc textile machinery 
industry is strengthened. 



the importance of this sector to their 
respective economy ahd have developed 
targeted programmes (like the Programme 
to Enhance Productivity (PEP) in Canada) 
to improve productivity of their firms. It 
is apparent from the table that Indian finns 
have typically produced a large variety of 
counts which, on one hand reflects the 
flexibility at the plant level while on the 
other hand reflects a lack of strategic 
response at the firm level, i e, focusing 
on few products and developing cap¬ 
abilities to improve quality of both the 
product and the processes. Many firms in 
India continue to .serve, profitably, the low 
end of the market. Thi.s has had two salient 
effects in conjunction with dome.stic pro¬ 
tection; first, these firms have not graduated 
to producing and serving higher value 
added market segments: and second, they 
have not made efforts to introduce better 
products (at the same cost) to replace the 
low quality offerings. While there exist 
islands of excellence in firms like Arvind 
or Coats or Bombay Dyeing, etc, organis¬ 
ational practices within firms in the primary 
textile .sector arc often 'Dickensian'. It is 
not unusual to find firms where large- 
scale dyeing is still done manually (by 
hand)or where the humidity in loom rooms 
is unbearable or where the worker (as well 
as managers, at times) motivation is 
very low. Such plants arc to be seen in 
China as well. 

While the wage levels in India are low, 
those in China are almost half of those in 
India. When one factor lies in the quality 
of the workforce, the impact of wages on 
competitiveness decreases as the ability of 
the workforce to bring about sustained 
enhancement in productivity is limited. 
This is one of the reasons why Indian 
firms do not 'indulge' in any indigenous 
R and D (the average value is 0.2 per cent 
of sales) - more on this later. Interestingly, 
there now exists a market for innovation 
in China - periodically, innovators get- 
together and share/scll their innovation to 
firms. Many PSUs in China have a tloating 
payroll system where the wage bill of a 
finn t.s pegged to a negotiated output level. 
This has been inducing certain amount of 
change in the internal environment of firms 
as many benefits have been linked with 
productivity. Most firms in Canada and 
some in China and India have recognised 
that in order t«) improve productivity of 
planks, workers must he treated fairly and 
that work environment must he healthy 
and .safe. 

McCurry(l997)points out that Ihetcxtilc 
worker, in timas to come, cannot afford 
to remain un-edncatcd as new technology 
demands new skills. He points that 


successful firms in Um US are holding 
extensive education programmes for their 
workers and managers. Forexampie, estab¬ 
lishing process capability of machines has 
become necessary to control defects. This 
requires operators to plot .statistical charts, 
interpret them and then modify process 
parameters accordingly. Many computer 
assisted machines generate and capture 
such performance data automatically. The 


ability of firms to use such a technoloe 
(and consequently produce a value addini 
product mix) may, to a very large extmi 
depend on the skill level of its workforce 
The relative lower quality of the technica 
woricforce and the operators, as shown ii 
Table I, is directly linked with low invest 
ment in training by Indian firms. Similarly 
the technological capabilities of Indiai 
firm.s are lower, on the average, as com 


Table 3(a): Design of Initiatives to Develop Distinctive C^AFABiLmES - Commitment 
Firm Level Initiatives 

* Focus on Speed and Quality to Reduce Costs 

* Product Mix Oioices to be based on 'Real' Competencies in Operations 

* Focus on Quality of Life of the Employee 

* Extensive Education of Workforce 

* Strategic Investment in Technology 
Industry Level Imtialives 

* Support Long-Term Textile Related Education Programmes 

* Design Industry Policie.s 

* Establish Textile Quality Council 
Go vernment Level Iniliulives 

* Establish Escrow Fund for Education in Textiles 
'* Remove Structurul Impediments like Reservation 

* Come up with a new Textile Policy focusing on year 2015 


Table 3(b); Design of iNtriATivES to Develop Distinctive Capabilities - Co-ordination 

Finn Level Iniliaiives 

* Focus on Supply Cham Management 

* Emphasise Excellence m Production - Housekeeping, Statistical Process Control. Shop Floo 
Synchronisation. Productive Maintenance and Value Engineering 

* Map and Reduce Vanabiluy in the Operations (c g. reduce expediting) 

* Move towards Pull Mode of Production 

* Invest m New Technology that will keep you aliead for at least two years 

* Increase U.se of Computers 
Industry l.evel Inititilives 

* .Spread Good Manufacturing Practices 

* Identify Weak Links like Processing Houses and help upgrade technology 

* Invest in an Advanced Technology Centre that holds regular displays of new textile 
technology from all over the world 

* Co-orihnaie Flow of Goods and information between different Cotton farms, ginneries, 
spinners, weavers, proces.sors and garment producers via EDI technology, etc. 

* fSevelop an Independent Certification Agency 
Govenwieni Ijtvel Initiative 

* Remove Restrictions on Availability of Domestic and Imported Raw Materials 

* Need to re-urganisc iheTextile Ministiy to include all elements of the .Supply Chain - lemov 
Inter-Sectoral Policy Distorlions 

* Need to Strengthen Domestic Textile Machinery Industry 

* Pnivide Tax Benefits to small and medium finns that are investing, in say, quality 
improvement rather than organising seminars for them 


Table .3(f)' Dfxign of Initiatives to Develof Disiinctive Capabiuties - Co-opera'’ion 
Firm Ij-vet Iniliiilives 

* Strategic Alliances between Indian Firms on Technology Development, Pre-Compeittive 
R and D. InlrastruciuFc, Funds Availability, etc 

* Strategic Partnership with Other Entities in the Supply Chain 

* Cu-openiinn between small/mcdium and large firms: Formation of Cential-Saleliite Firm 
(C.iF) Network - reduction of nsk for small and medium firms and 

increL.se in flexibility for the large firms 

* Investment in K and l> up to at least 2 per cent of Sales 
Industry level lmtiative.s 

* Help Firms develop a C.SF network ~ selling the idea to firms that they will survive only i 
they c'l-opcrate 

* Facilitate shifting of competition from between firms to between various CSF Networks - 
initiuic the partnering process 

* Traresform into a single Integrated Textile Industry Association 
Government Level Initiatives 

* Roat Partnership Program for pR-Competitive Product Dcveltqmient 

* Tax Benefits for Patents Obtained and Income from Patents maefe Tax Free 



pued to those in Canada or China. Most 
investments in ImUa, in recott years, has 
been in spinning units. However. 6S per 
cent of spinning machinery is still more 
than 10 years old as compared to 90 per 
cent in Italy which has the most modem 
spinning sector (Strolz 1997]. The picture 
in weaving and dyeing and finishing 
processes is much worse. China invested 
in68,000shuttle«less looms between 1987 
and 1996 as compared to 8,000 in India 
or 30.000 in Indonesia or 81.000 in Korea. 
It is estimated that half of the 3.6 million 
shuttle looms around the world are in India 
[Strolz 1997].There isanoticeableabsence 
of adequate capacity in goodquality dyeing 
and finishing processes. These two 
processes limit the entry of Indian textiles 
into higher value products despite a nxxlem 
spinning sector. 

Some other challenges that the Indian 
primary textile Firms will have to overcome 
can be classified as (a) operational, 
(b) structural, and (c) strategic. Opera- 
tional challenges include reducing 
manufacturing and delivery lead times, 
improving product and process quality 
and improving plant and equipment 
maintenance. Chandra et al (1998) show 
that production cycle times in Indian plants 
are almost twice those in Hong Kong or 
Korea. Specifically, production run sizes 
are longer in Indian plants (across the 
three processes) as opposed to those in 
Canada thereby resulting in higher waiting 
times for a lot and, consequently, resulting 
in higher working process inventory. The 
average manufacturing and delivery lead 
times from procurement of yam to shipment 
(ie, receipt by customer) for our apparel 
exports is between 144to 182days[Raman 
1995]. This is often longer than an entire 
fashion season. Most firms do not follow 
any scientific approach to shop door 
planning and control, thereby, leading to 
poor co-ordination between processes. 
Batches wait for days before tirey get 
processed at each machine due to non- 
synchronised orderrclcases. Planning tools 
like MRP or JIT are almost nan-cxi.stent 
in most Indian textile plants. There is iot 
of scope for improvement on these factors 
by introducing appropriate shop floorplan- 
ning systems. For example, a good bale 
management .system which allows proper 
combinations to be formed from various 
quality bales would go long ways to reduce 
waiting times and defect rates. (Interes¬ 
tingly. .such a system can be .set up at a 
central facility for common u.se). High 
defect rates (about 3*5 per cent in India. 
I -3 per cent i n China and 0.01 -0.1 per cent 
in Canada) are another source of delay, 
in addition to increased costs. In fact, a 


recent survey of 300 spinning mills in 27 
countries revealed that, of the 14 most 
contaminated varieties of cotton, 8 were 
from India [Strolz 1997]. Most quality 
prc^leros stem from weak quality measure¬ 
ment and control systems. Moreover, 
spinning a poor quality cotton or weaving 
a poor quality yam is wasting productive 
machinecapacity.Thiscallsforidentifying 
and removing defects at source. Improving 
quality practices at the..ginncries should 
be one of the most crucial items on the 
agenda of the textile indu.stry. It can be 
easily shown that improvements in quality 
at this .stage not only benefits the spinners 
but also the ginners via higher premiums 
on their product. The same can be said of 
poor hou.sekceping and weak plant and 
equipment maintenance systems in Indian 
plants. Healthy work environment (both for 
people and machines) is necessary for higher 
productivity. Best practices (for example, 
in world class plants one cannot enter a 
loom room without ear plugs) only add 
value in the long run. They help in attracting 
better customers, employees and suppliers. 

Structural challenges include looking 
at the operations of the entire sector as a 
single entity. There is poor co-ordination 
between different entities that compri.se 
the supply chain, like the cotton producers, 
ginners. spinners, weavers, dyers and 
iinishers, knitters and apparel producers. 
There is still no recognition of the fact that 
they are interdependent in thetr growth. 
No longer arc firms competing in global 
markets by themselves. When Benetton 
competes with .Stcfcnal, it brings the 
strength of its own supply chain (ie, cotton 
farms with which it has special relationship, 
its 1000 or so small suppliers, its transport 
network, its franchises, etc) to the market. 
Benetton has linked its suppliers' low cost 
weaving skills with its own high quality 
dyeing resources to deliver orders at short 
lead times and at low cost. Ad hoc supply 
chains ha.scd on short-term advantages 
and poor co-ordination between various 
entities are rc.sulting in delayed information 
and product flow between variousentitics. 
This is leading to high inventory level in 
Indian supply channels. This is corro¬ 
borated by our survey which revealed that 
.36 per cent of Indian textile firms kept 
more than 75 days of RM inventoiy as 
opposed to an average of 11 per cent and 
13 per cent of firms in China and Canada, 
respectively. Similarly, poor managerial 
practices and technology in the pntcessing 
sector is limiting the ability of many yam 
and cloth producers toclimb up the quality 
and value added ladder. 

Another challenge before the sector can 
be termed as strategic in nature. There are 


two aspects of this problem that are worth 
noting - first, there appears to be too much 
conflict between the small, medium and 
the large players in the industry. Composite 
mills or large plants lack flexibility to 
produce variety or small orders at low 
costs. Powerlooms/small plants have the 
flexibility due to low overheads but have 
outdated technologies and work practices 
to produce high quality products. In a 
market where garments have to be delivered 
quickly at low cost, a modem powerloom 
sector will be an asset but a reservation 
price of Rs 3 crore cannot buy even 20 
Sulzer loom (and such investments may 
be required every 5-6 years to remain 
competitive). The second issue is related 
to the first - decisions on product mix 
choice and product markets are very local 
and short-term oriented which result in 
.short-term gain at the cost of long-term 
effectiveness. As a tautology, technology 
choice decisions have been linked to this 
latter issue. Strategically, a plant cannot 
be both low co.sl producer as well as variety 
provider. Plants make choices on whether 
to locus on few products at high volumes 
or to produce a large variety at lower 
volumes per variety. This becomes neces¬ 
sary as forf ach type, design of operations, 
layouts, practices, processes, factors to 
focus on. etc, arc different. Plants in India 
that have followed such an approach have 
done extremely well (e g, Arvind, Ashima. 
Modern, etc) but many others still believe 
in opportuni.stic market seeking which 
introduces inefficiency in operations. 

In summary, there appears to be an 
overdepcndence on low wages and raw 
material costs as source of competitive 
advantage. The textile policy regime, 
protected environment, and certain 
historical factors have all contributed in 
making this sector very static and un¬ 
responsive to changes that have been 
happening around the world. Table 2 
summarises some of theiteconcerns though 
we have decided to Rkus on firm level 
strategies and responses (note: several of 
these concerns were highlighted during 
discussions al Texcon 97). 

IV 

What the Chinese Are Doing Right 

Chinese textile industry is an interesting 
case study of how policy intervention, 
firm level changes, and strategic techno¬ 
logy choices helped it to become an 
important player in the world market. It 
is important to point out that most of these 
changes have taken place over years and 
that the industry has been succc.ssivciy 
cii rnhing up the value added ladder. While 
it is difficult to create a single visual of 



these effons, one can identify several 
factors that have contributed positively 
to the growth of the Chinese textile 
sector. As Wang(1998) points out that the 
‘four modernisation’ programme in 
China after the Cultural Revolution 
recognised textiles as a key sector which 
could generate large amounts of foreign 
exchange which was necessary for 
investment in other sectors of the eco¬ 
nomy. As a result, the number of textile 
enterprises grew from 4,551 in 1978 to 
11,242 in 1991. Together their current 
global market share is close to 26 per cent 
including both primary textiles and 
apparels. 

The Chinese indusuy has followed a 
two-pronged strategy in building market 
share, i c, developing large volume/low 
cost units and low volume/high value 
adding units. This dual strategy has c&awn 
Chinese expatriates from Hong Kong, 
Taiwan, Europe and the US who have 
played the role of ‘market makers’ as well 
as producers with factories in China. It 
must, however, be mentioned that the 
quality of the domestic market is far 
inferior to that of export markets and is 
thereby open to competition, just like 
India, after year 2004. In fact, the extent 
of competition in the domestic market is 
not as intense asone finds in India. Chinese 
policy has encouraged export-oriented 
units in a variety of ways that range from 
the availability of credit for buying new 
equipment to canalising raw materials 
and finished goods through centralised 
channels. This has helped in reducing 
uncertiuniy in availability of good quality 
material for exports. In addition, it has .set 
up a single apex body for each of the sub¬ 
sectors in order to facilitate export 
formalities and to better co-ordinate across 
the sub-sectors. With implementation of 
the “responsibility system’’, pressures on 
must state enterprises has increased to 
perlorm, especially, since the wage bill 
has been linked to output levels. This has 
driven many firms to export as that was 
the only way to fund purcha.se of new 
technology through which they could 
increase their output and consequently 
their wages bills. Another pillar in this 
modernisation process has been 
technological upgradation. Since 1985, 
cotton and silk firms have imported 
equipment worth US$ Ibn each year 
[Wang 19981. However, by the year 2000 
only 20-25 percent of the total technology 
stock would have been updated. (In 1992, 
1.08 million cotton spindles and 18.000 
looms were made obsolete and 
eliminated.) Another example of such 
invcslmcntshas been the state-run Beijing 


No 3 Cotton Mill which has invested 
close to US$ 1 bn in new equipment in the 
last ten years. Another feature of this 
growth has been a spate of joint ventures 
that each of the.se firms have entered with 
firms outside China - most of these firms 
produce to specifications provided by 
foreign partners. 

There has been another facet of develop¬ 
ment in the Chine.se textile industry 
which has provided a significant long¬ 
term benefit to individual firms. China 
does not have a long or strong history of 
managerial initiatives. However, its 
secondary and technical education 
programmes are very stringent. Chinese 
firms have recognised this lacunae and 
have started to invest in in-company 
training of its workforce in modern 
technology and managerial skills. On the 
average, Chinese textile firms give 70 
hours of training each year to an ex¬ 
perienced worker as opposed to 32 hours 
in Canada and 10 hours in India [Chandra 
et ai 1998]. This survey also found that 
about 16 per cent of Indian firms did not 
provide any training to a new employee 
as compared to 1.8 per cent in China. To 
pul theseefforts in jierspective, the training 
that a long-term auto worker gets as a new 
hire at Saturn’s plant in the US is between 
3S0and 700hours [Rubinstein ct al 1993]. 
Chine.se work-units on shop floor arc 
increasingly making productivity-related 
decisions. Intere.stingly. the focus of all 
shop floor programmes or technology 
investments has been improvement of 
quality which is quite similar to that in 
India. Joint ventures have brought in 
new managerial practices which are 
helping firms upgrade their capabilities. 
The Chinese government has been anxious 
to enter new application areas in textiles 
and has set up a commercial R and D 
organisation, the Chinese Textile Science 
and Technology Development Cor¬ 
poration, to help develop new capabilities 
especially in indu.strial textiles. Finally, 
Hong Kong has been playing a key 
role in China’s growth. It provides high 
quality design and apparel manufac¬ 
turing and marketing services, efficient 
financial and shipping facilities that have 
consider bly reduced delivery times, and 
plants that are capable of quick ramp up 
to meets cu.stomers’ short delivery require¬ 
ments. This network of low cost opera¬ 
tions in mainland China, fashion design, 
operational skills for quick turn-around 
and efficient port handling in Hong 
Kong, and Chine.se market makers in 
Europe and the US have allowed th» 
Chine.se textile industry to make signi¬ 
ficant strides. 


V 

Capabfflty Based Compelitlvaiess 

The challenges for the Indian textile 
industry range from defending domestic 
market shares, starting about two years 
from now, to entering new markets with 
existing products toentering domestic and 
new markets with new products. These 
require very different types of responses 
from firms as compared to their current 
approaches that have been highlighted 
earlier. Amajorityofindian textile products 
are in the low cost. low value added 
segment which will never generate enough 
economic surplus for continuous invest¬ 
ment in technology, practices and ie,search. 
In addition, this segment is most .su.scept- 
ible to competition from other low cost 
countries. like Bangladesh, Morocco, 
Honduras. Vietnam, etc, who are slowly 
climbing up the technology ladder. Firms 
whose .source of low cost is any of the 
following are going to be most vulnerable 
to competibon; 

- protection in various forms. 

- low wage workers especially with no 
or little training. 

- old machines which require heavy 
breakdown maintenance, 

- externalising of environmental costs to 
.society. 

- clever accounting practices, and 

- product mix that has not changed in a 
decade. 

New markets and applications that can 
generate higherprofil margins will require 
very different .strategic responses from 
firms. Similarly, new strategies will be 
required to meet the competition from 
firms around the world in a post-MFA era. 
What is needed is to change focus from 
‘cost based competition* to 'capability 
ba.scd competition'. It must he noted that 
capability based competition does not 
preclude low cost, high quality, low deli¬ 
very time and high value added operations. 
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A finn’s ability to engage in ‘capability 
based competition’ depends on three key 
strat^es: commitment, co-ordination and 
co-operation. Commitment is a decision 
to be in the business in the ‘long tun’. Co- 
ofdin^on is the willingness to see indu.stiy 
^ as a single ‘supply chain’. And, Co¬ 
operation is learning to jointly develop 
‘operational and technological’ capabi¬ 
lities. By focusing on these three key 
strategies, firms can build distinctive 
capabilities that will allow them to create 
a niclw for their products. There are several 
issues worth mentioning here - how does 
a firm develop such a focus or what is the 
role of the industry at large or the govem- 
meitt policies in developing such a focus? 
Or what is preventing firms from 
developing such capabilities ? Whi ie these 
issues need to be dealt with compre¬ 
hensively. we will illustrate how a firm 
or the industry or the government policies 
can improve the levels of commitment, 
co-ordination and co-operation. It must be 
noted that .such initiatives must be able to 
overcome some of the current weaknesses 
and should be able to draw from successful 
models around the world. 

Tables 3(a). (b) and (c) give illustrations 
of the nature of key initiatives that form 
the portfolio of successful strategics with 
respect to developing commitment, co¬ 
ordination and co-operation, respectively. 
Commitment can be developed by invest¬ 
ing in long-term resources like education 
of the workforce whether in-company or 
in-institution. Both, government and 
industry have to invest in this rc.source. 
The government can develop a scheme 
whereby a fraction ol a firm’s tax can be 
put in an escrow fund which can be 
withdrawn exactly in amounts spent on 
worker training, it is not only important 
for the firm but also for the state to ensure 
that titc industry has well educated workers. 
Even when workers are empowered, they 
need to have ahi lilies to make productivity 
improvements and hence the need for 
extensive training. Similarly, any inve.st- 
ment in improving the quality of life of 
the workers and their families, outside the 
realm of salary or bonuses, will provide 
a long-term benefit to growth of the firm 
in tends of good personnel practices, 
worker motivation and productivity 
improvement. Levine (1995) has reported 
numerous examples where practices like 
pay for knowledge, employee ownership, 
sharing of gains, employment security with 
reciprocal amtracts by both workers and 
management have lead to considerable 
increases in productivity and profitability 
of firms. Investment in technology has to 
be strategic in nature - the timing, naiute 


and extent of investment should provide 
strategic advantage to a firm at least for 
a period of two-three years in the future. 
This issue is closely related to choice of 
product mailcets to compete in - product 
mix should be based on 'market pull’ 
rather than ‘technology push’. 

Most firms focus on optimising indi¬ 
vidual elements that comprise a supply 
chain (ie. raw material suppliers, inter¬ 
mediate goods suppliers, end-product 
producer, distributors and/or retailers) 
which leads to lack of synchronisation. 
This results in either high inventories in 
the chain or long delays. Lack of infor¬ 
mation on pnxluction plans, inventory 
levels, market offtake, etc, and variability 
due to uncertainty in availability of 
resources, breakdowns, defects, expediting 
exacerbate this problem. Co-ordination 
strategy .seeks to bring information at the 
place of usage and attempts to reduce 
variability which helps in synchroni.sing 
different levels of decisions acros.s the 
chain. At the firm level, shop floor improve¬ 
ment programmes, evaluation of the value 
of co-ordination, and implementation of 
pull production systems like iff help in 
improving c(M>rdi nation. Industry as.socia- 
tionscan play acrucial roicby co-ordinating 
demands and flows across the ginners, 
spinners, weavers etc. Internet can be used 
successfully to create such a daiaba.se that 
can he updated continuously. Similarly, 
an Advanced Technology Centre needs to 
be set up which holds regular displays of 
the state-of-the-art textile technology from 
world over, co-ordinates the Hows of 
technology to industry and networks with 
machinery producers and research centres 
to provide solutions to various technical 
problems. To facilitate the cevordination 
process, it then becomes ncces.sary to 
develop an independent certification 
agency which can rate the production units 
and the quality of products coming out of 
theplants. This is es.scntial given the failure 
of capital markets to reveal to investor.s 
the true (and not the perceived) perfor¬ 
mance of textile firms. This could help 
firms to raise funds for long-term invest¬ 
ments in technology, etc. It could form a 
basis for identi lying partners in developing 
networks. For example, spinning units 
could enter into long-term relationship 
with certain good (ie, certified) ginneries; 
in turn, progressive ginneries would 
improve their processes in order to get 
certified which may bring premium to 
their products. Similarly, government 
policiescan a.ssist this strategy by ensuring 
that the idea of global supply chains become 
viable in each segment. This would not 
only ensure that firms improve their pro¬ 


cesses but will also ensure that good quality 
raw materials arc available in the right 
markets at the right time. To remove inter¬ 
sectoral policy distortions, the govern¬ 
ment will have to re-organise the textile 
ministry to include all clcmcnks of the 
textile supply chain. This may be an 
effective way of not only co-ordinating 
policies but also in identifying weaknesses 
across the entire supply chain. (Or else, 
how will we ever stop receiving complaint 
of the kind recently made by knitting 
weavers in fareastabout the infenorquality 
yam of 30s and 40s counts that came from 
India. The yarn producers blamed the 
cotton farmers for providing poor quality 
and contaminated cotton Shankar-6, H-4 
and LRA varieties of cotton while the 
cotton farmers blamed the Gujarat govern¬ 
ment for providing tainted seeds of 
S-6. S-8 and S-IO varieties [Busine.ss 
Standard 1997).) 

Another strategy which will help firms 
to develop distinct i ve competencies is that 
of co-operation. Whetherit is a firm in the 
Prato region or Benetton in Italy or textile 
PSUs in China, they have one thing in 
common - abi lity to co-operate on techno¬ 
logy development and operational 
effectiveness. Firms in other industrial 
sectors, for example. mosl.(apancsc auto¬ 
motive companies, Sematcch tor semi¬ 
conductor R and D in the US or the Airbus 
con.sortium of EU. etc, have successfully 
practised advanced versionsof co-operation 
to mutual advantage of participating firms. 
Maruti Udyog is one such successful 
example in our country. Co-operatitm can 
take a variety of forms - firms can form 
strategic alliances for techmilogy develop¬ 
ment or for pre-compctitivc R and D or 
for common infrastructure development. 
For example, it would be wi.se for most 
spi nni ng or weaving uni ts to come together 
and help ginners improve their 
technologies and practices as they affect 
the quality of downstream operations. 
Similarly, large industrial houses could 
participate in joint research to develop 
new varieties of synthetic material with 
properties of cotton or for developing 
coloured cotton. When it would come to 
commercialisation, these same firms could 
compete with different end-products or 
using different processes. 

Strategic partnenihips can aiso exist at 
another level in the form of a ‘Central- 
Satellite Firms (or CSF) Network'. Such 
a network would naturally have a large 
firm at the centre to which a variety of 
small firms (representing different 
elements of the chain) arc linked. Such a 
network will have powcrlooms. spinners, 
ginners, finishers, textile machinery 



producers, transponers, etc. itnked together 
todeliver products tocustotners. Of course, 
such alliances are based on unique 
capabilities that each firm will bring to the 
CSF network. It allows for firms to develop 
specific capabilities (by devoting resources 
to focused activities), truces uncertainties 
in operations and provides flexibility to 
the network. It is clear that, very soon, 
competition wouir} not be between firms 
but between network of firms. And those 
networks that are able to innovaic quickly 
and more frequently in order to provide 
better quality and variety at low coist are 
the ones that will increase their market 
share. Porexampie, this will enable a large 
mill to accept both large and small volume 
ordersanddeliveritusing different entities 
in its own network. This would also leave 
large firms to play the role of a ‘master 
innovator' on a continuous basis. Firms 
thill are willing to accept shared vulner¬ 
ability and vision of growth as a reality 
will gain considerably. Moreover, such a 
concept is based on recognition of the fact 
that innovation takes place through 
’technology chains’. Forexample, tocreate 
a new type of a weave or to weave an 
exi.sting cloth using a new process, the 
weaving firm will have to depend on the 
innovative ability of the textile machinery 
manufacturer who in turn may depend on 
the machine tool producers or an electro¬ 
nics control company to deliver such an 
effective machinery. One thing is clear 
from the experience in other sectors, the 
government cannot develop and must not 
control .such a network. It can only provide 
partnership programmes forR and D(inclu- 
ding declaring it as an infrastructure acti¬ 
vity) or provide patenting support or help 
in the development of competition policy, 
etc, in order to encourage firms to come 
together. Individual firms along with the 
textile industry a.s.sociation.s will have to 
assiduously develop such a system. This 
would require that various industry associa¬ 
tions representing dificrent entities in the 
textile supply chain (including the textile 
machinery manufacturers) will have 
formed an alliance based on shared vulner¬ 
ability and vision. 'Then only wi 11 the indus¬ 
try be able to shift competition from bet¬ 
ween firms to between networks which is 
a hallmark of capability ba.scd competi¬ 
tion. One would be failing in duty if we 
do not recognise that the list of top 10 
corporate hou.te$ in India, in terms of R 
and D investment as per cent of sales, 
ir.cludes a textile machinery manufacturer, 
ic, l^akshmi Machine Works (the only one 
from the textile, clothing and related sector 
in this list) at sixth position for the year 
lWS-% 


VI 

Condusioiu 

It is apparent, from the benchmark 
studies, that Indian textile industry has 
‘islands of excellence’ but the capability 
and performance of the average firm is not 
very high when compared to those in 
several other countries. The technology 
stock and work practices in our textile 
industry are outdated. There are distinct 
weaknesses in the structure of the industry, 
in processes like ginning and dyeing (and 
to some extent, in weaving because of its 
inability to weave high value fabric), lack 
of product or process innovation, poor 
shop floor practices, poor use of modern 
management practices, inadequate plant 
and equipment maintenance, etc. Given 
that the trading regime is going to change 
drastically i n the next few years, the Indian 
te.ttile industry as well as the textile policy 
will have to be re-organised and reworked. 
What complicates this effort further is that 
many countries are either ahead of us in 
this respect or have forged alliances with 
several trade blocs which follow a variety 
of restrictive practices. While this paper 
does not propose either of the two countries 
that we have studied, ie, Canada and China, 
as models for Indian firms in totality, there 
are several lessons that we can learn from 
them to design strategic respon.ses that 
will provide comparative advantage to our 
primary textile sector. This, obviously, 
must include leveraging on our inherent 
strengths and changing the old mindset on 
competition. 

Re-organisation of the textile sector has 
to be done at two levels - the firm level 
and at the industry level. This re-organis¬ 
ation as well as technology upgradation 
will require highly skilled workforce which 
the industry, currently, does not have as 
a whole. Strategic thinking to improve the 
competitivene.ss of the .sector will require 
new industry policies, more investment in 
workforce education and technology on a 
confinuous basis, improvement of 
manufacturing practices in plants, better 
linkages between various entities that form 
the textile supply chain and continuous 
investment in process and product R and 
D. rhis will help firms to develop 
capabilities and processes that would be 
difficult to imitate by a competitor. 

The domestic textile .sector has been 
quite competitive and has witnessed many 
upheavals. It has certain inherent strengths 
which have to be built upon and new 
contemporary .strengths need to be added. 
This will make the industry more vibrant 
and competition more dynamic. With the 
removal of policy distortions and firm 


level non-competitive practices, the 
industry will be on its way to become one 
of the most modem in ^ world. 

[The author thanks an anonymous i^eiee for 
several useful comments.] 
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A Regulatory Body for the Liberalised Coal Sector 

Suchitra Sengupta 

Deregulation of the coal sector, by itself, may not lead to accelerated investment, expansion in production 
and competitive market conditions resulting in cost and price efficiency. Certain rigidities within the coat 
sector as also in the macro-economic environment imply that the gains of economic liberalisutton can only 
be consolidated through the creation of a regulatory agency. This experience is not unique to India. Even 
mature market-oriented economies have come to accept the utility of regulatory agencies in simulating 
competitive conditions under less than perfect free market conditions. 

This paper seeks to sketch the outlines of an ideal regulatory mechanism based on the experiences of other 
economies which have gone through the process of liberalisation/privatisation in the recent past and, agaiiw 
that background, to set out a proposal for a regulatory body for the Indian coal sector, keeping the specific 
conditions and requirements of producers and consumers in view. 


THE Indian coal sector has recently been 
deregulated. The present paper attempts 
an analysis of the post-iiberali.sation 
scenario in the coal sector and proposes 
the setting up of a regulatory body m view 
of the anticipated market developments. 
The paper consists of the following 
sections: 

(i> a I evie w of the current reserve {wsitiun 
of the nationaliiicdcoal companies (NCCs) 
and the projected supply and demand gaps 
during the Ninth Plan: 

(ii) salient features of the recent policy 
declarations aimed at attracting invest¬ 
ments to produce additional coal for 
meeting burgeoning demand from the user 
industries: 

(iii) possible limits to liberalisation 
imposed by infrastructural inadequacies 
and institutional rigidities, and hence 
examination of the need for a regulatory 
body; 

(iv) outlinc()f an ideal regulatory mccha- 
ni.sm based upon the experiences tif other 
economies which have gone through the 
process of libcralisation/privatisation in 
the recent past; and 

(vj proposal for a regulatory body for 
the coal sector, keeping the specific con¬ 
ditions and requirements of prrxiucers and 
consumers in view. 

1 

Indian Coal Sector: A Review 

Plior to 1973. the Iiulian coal industry 
was privately owned and operated. The 
rising coal demand from the iron and steel 
sector and the consequent need for large 
scale investments prompted the govein- 
menl to nationalise the coking coal mines 
under private ownership by the Collieries 
Act of 1973. Subsequently, the non-coking 
coal mines were aLso nationalised in 1974. 
State-ownership of the coalfields was 
further justified on the grounds of con¬ 
serving an exhaustible natural resource 


and of halting widespread environmental 
degradation perpretrated by the private 
mine-owners. 

Accordingly, Coal India (CIL) was 
formed in 1973 to serve as the public 
.sectorholding company for the nationa¬ 
lised coal companies. Since then, more 
than Rs 11,000 crore have been invested 
in this sector. Estimated capital stock at 
1989-90 prices stands at Rs 16.521 crore. 
Production in the po.st-naliunalisation years 
grew at the CAGR of 6.1 per cent per 
annum, raising the output of total coal 
from 78 million tonnes in 1974-75 to270.13 
million tonnes in 1995-96. Ciovcmment 
budgetary .support to the public sector coal 
companies was 95 per cent till 1990. 
However, with the introduction of the new 
economic policy and the associated 
structural adjustment programmes, the 
share has come down dramatically to 10 
per cent ot the plan outlay in this sector. 

Despite a quantum jump in output, the 
nationalised coal sector's performance in 
terms of a number of critical indicators of 
efficiency (i e, movements in productis ity, 
capital output ratio, mining techniques, 
quality variations in mined coal, etc) fell 
far short of international standards. This 
experiment with stale-ownership has, 
however, created a huge monolithic 
parastatai commanding a lion’s share of 
the mineable coal reserves of the country. 

The present as.scssment of coal reserves 
in India is about 200 billion tonnes. Out 
of this 69 million tonnes are proven 
resources (Table I ). The proven coal 
reserves under the ownership of the CIL 
is about 53.76 billion tonnes ffablc 2) 
which forms about 77 per cent of the 
proven reserves of coal available 
nationally. Nearly 50 per cent of their 
proven reserves (i e. 26.24 billion tonnes) 
are as.sessed to be recoverable. Out of the 
total recoverable reserves of 26.24 billion 
tonnes, projcciised reserves are 8.24 billion 


tonnes, while 18 billion tonnes are yet to 
be projectised. In the ca.se of coking coal, 
concentration of ownership of the resources 
(i c. reserves and washing facilities; in the 
CIL is even higher. 

'Fhe end-user wise consumption of coal 
has undergone a significant change over 
the last two decades. In 1970-71, the 
‘power’ and ‘iron and steel' industries had 
equal shares of about 18 per cent, in the 
total consumption of coal. In 1994-95, the 
situation has altered radically with the 
power sector accounting for nearly 70 per 
cent of the total consumption while the 
share of the iron and steel industry declined 
to around 13 per cent. Over the time- 
period, consumption of coal in the power 
sector grew at the rate of 20 per cent per 
annum (CAGR) as opposed to 6.7 per cent 
in the iron and steel industry. Decadal 
changes in the pattern of coal consumption 
by various user sectors arc shown in 
Table 3. 

The projections of .sectoral demand for 
coal, estimated in the report of the 
Committee on Integrated Coal Policy have 
been .shown in Table 4 . Demand for coal 
emanating from the powersector has been 
estimated to more than double from 215 
million tonnes in 1996-97 to 5(K) million 
tonnes in 2(K)102. Demand tor coking 
coal from the steel sector is, likewise, 
projected to go up from 40 million tonnes 
to 80 million tonnes over the same time- 
period. Assessed availability from the' 
existing mines of the NCCs and the private j 
mines will leave gaps of 128 and 122l 
million tonnes, respectively, by 2001-021 
and 2006-07. The gaps, in lact. may even' 
be larger if the capacities with the private 
sector do not become ope.rational by 
2006-07, 

Given the current and anticipted levels 
of foreign exchange reserves and the 
infrastructural facilities at the ports as well 
as inland, it would appear that only a 



fraction of the total gap can be met through 
imports. The only viable alternative for 
bridging the gap is to add to the capacities 
in thedomestic coal industry. The currently 
ase.<ised demand and supply gap.s indicate 
that the existing supply base needs to be 
augmented by about 20-25 million tonnes 
annually over the coming decade. 

Investments for expanding coal pro¬ 
duction becomes critically important at 
this juncture as it is linked with targeted 
power generation during the next two plan 
periods. Required powergeneration during 
the terminal years of the Ninth and the 
Tenth plans has been projected as 1.44.168 
MW and 2,07,842 MW, respectively. Out 
of the total planned power generation, 
more than 50 per cent is assumed to be 
coal-based (i e. 57 per cent in 2001-02 
and 54 per cent in 2006-07). Apart from 
the shorter lead time (gestation lag) for 
thermal power plants as compared to hydel 
power plants, generation based on domestic 
coal is preferred as the cost of generation 
is the lowest among other alternative fuel 
.sources. According to expert estimates 
(Coal Report of the BICP, 1994), an 
investment of about Rs 40,(XX) crore at 
current prices wi 11 be required in this sector 
over the next 15 years. 

After two decades of state control, the 
coat policy of the government has come 
a full circle by conceding entry, once again, 
to private capital. The paradigm shift in 
the development strategy of the govern¬ 
ment. the stringent fiscal conditions 
impo.sed by the SAP. lack of inve.stiblc 


Tablb I; Toiai, Coai. RrskRYU or Inuia 
AS UN January I, 1995 

(In hilliim lonnrs) 


Depth 

Proved 

Indicate 

Inferred 

Total 

0-3(KJm 

49.31 

.55.16 

20.59 

125,06 

300-600 

17.74 

25 63 

17.19 

60.,56 

600-120 

1.54 

8.97 

3.89 

14.4 

Total 

68.59 

89.76 

41.67 

2(K).02 


Stmree- Report of the Cominiltec on Integrated 
Coal Policy. Planning Commission, 
19%. 


wipluses within the state sector and the 
opportune integration with the fund-rich 
global capital market - ail led the state to 
liberalise its coal policy. Ironically, the 
justifications offer^, i e, mobilisation of 
investibie resources for expansion of 
capacity are the same for nationalisation 
and the subsequent liberali.<iation. 

n 

Reforms in Coai Sector, 1992-96 

Phased liberalisation of the coal sector 
began with the launch of the programme 
of general economic reforms in 1992. The 
initial package of reforms permitted 
private .sector investments only in captive 
coal mines or.selected end-using industries, 
e g, steel, power and cement 

With this partial dereservation of 
capacity, coal mining blocks with 150 
million tonnes of assessed capacity were 
ailolied to 17 power and steel projects. 
Production from the.se projects, however, 
are yet to materiali.se. Moreover, growth 
in the production of domestic coal 
decelerated during the post-reform years. 
Total domestic coal pnxiuction increa.sed 
from 238.26 million tonnes in 1992-93 to 
270.13 million tonnes in 1995-96, 
registering a growth rate of a little over 
4 per cent per annum. This is lower than 
the annual compound growth rate of 6 per 
cent achieved during the regime of 
nationali.sed coal indu.stry (i e. 1975-76 to 
1991 -92). The slowing down in the growth 
rate was caused by an absolute decline in 
the output of coking coal rmm45.36milli()n 
tonnes in 1992-93 to40.10 million tonnes 
in 1995-96. A positive growth rate of 4.32 
per cent during these four post-reform 
years could be maintained as the decline 
was neutralised by a 6 per cent annual 
growth rate achieved by non-coking coal 
output (Table 5). Obviously, the partial 
deregulation measures did not result in 
Ihc expected incremental supply from the 
private sector. Import of coal, especially, 
coking coat has increa.sed manifold in the 
post-liberalisation years. 


As partial dereguluion did not lead to 
the expected expansion in capacity or 
production, the government of India 
constituted aCommitteonlntegratedCoal 
Policy under the aegis of the Planning 
Commission in 1995. The report of the 
committee was plhced before the par¬ 
liament after its submission in May 1996. 

The committee framed its reco¬ 
mmendations on the central premise that 
a conducive policy environment has to be 
created for attracting private investments 
to .supplement investments in the state 
sector. The recommendations, therefore, 
seek to promote generation of internal 
resources by the existing producers and 
also to remove the deterrents to the entry 
of private capital into this sector. Apart 
from deregulation of the distribution and 
prices, the proposals relate to liberali.sation 
of provisions guiding acquisition, ex¬ 
ploration and operation of mines, parti¬ 
cipation of overseas capital and techno¬ 
logical upgradation. The major reco¬ 
mmendations of the committee are broadly 
discussed in the following paragraphs: 

(a) Coal mining has to be . once again, 
opened to private investors in a total 
reversal of the policy .stance adopted whi?c 
nationalising the coal sector during 1972 
and 1973. Necessary amendments will be 
made in the Coal Mines (Nationalisation) 
Act of 1973 to allow any Indian company 
to mine coal and lignite not only forcaptivc 
consumption but also for sale. 

(b) Approval of foreign equity parti¬ 
cipation up to SO per cent should be 
automatic. Projects with higher foreign 
equity will be subject to clearance by the 
Foreign Investment Promotion Board and 
will be registered with the Registrar of 
Companies. 

(c) F»)reign investors shall be permitted 
to set up too per cent subsidiaries for 
mining and exploration ventures. 

(d) The new policy shall do away with 
the concept of linkages for coal supplies. 

(e) Competiti ve bidding forthc identified 
blocks of coal and lignite, based on the 
criteria of minimum recoverable per¬ 
centages and minimum transfer price, 
will have to be allowed. The NCCs will 
also have to undergo the same procedure, 
should they want to procure new mining 
blocks. 

(OFurthermore. the bidder .should start 
production within a given time-frame, 
failing which suitable penalties shall be 
imposed. 

Clo.se on the heels of the preliminary 
roundof reforms, the coal sectorwasfutther 
liberalised in two successive stages in 
keeping with the recommendations of the 
Expert Committee (1996). The second 


Taul£ 2 Nrr Provhi and RrcuviiRABi.r. Khsr.RviJi or Coai, of Coal India 

(In billion lonnes) 


ITcpth 

Type 

Proved 

Recoverable 

•- 

Projectised Non-projectised 

Total 

0-3(X)M 

Coking 

5.07 

0.66 

2.11 

2.77 


Non-coking 

34.66 

7.44 

13.21 

20.65 

3(K)-6(K)M 

Coking 

0 68 

0 

0.14 

0.14 


Non-coking 

2.11 

0 

0.35 

0.35 

Jharia 

Coking 

63 

0.11 

1.39 

1.5 

0-600 

Non-coking 

4.94 

0.03 

0.8 

0.83 

•Suh totals 

Coking 

12.05 

0.77 

3.64 

4.41 


Non-coking 

41 71 

7.47 

14.36 

21.83 

Total Coal 


53.76 

8.24 

18.00 

26.24 


Soan e Kopun «f the Commiltcc on integrated Coal Policy, Planning Commission. 19%. 



round of deregulation came in 1996 wl^ 
mntrote on the distribution and prices of 
:oking coal and A, B and C grades of non- 
;oking coal were withdrawn (vide a Gaz- 
stte Notificaton dated March 22,1996). 
\ year later, on February 11. 1997, the 
government of India announced further 
:hanges in its coal policy which, peihaps, 
represent the penultimate step towards Kital 
Jeregulation of this sector. The salient 
features of the latest round of deregulation 
u-e as follows: 

(i) The prices and distribution of D grade 
3f non-c^ng coal, hard coke and soft 
:okes were deregulated with immediate 
sffect while provisions were announced 
for deregulation of the other grades of 
:oking coal (i e. E. F and G) from January 
I, 2000. 

(ii) The intention was expres,sed to 
iuitably amended the Coal Mines 
Nationalisation) Act of 1973 to allow 
irivate investors to engage in mining 
iclivities not only for captive use hut also 
for sale. 

(iii) Along with .the above prunounce- 
nents it was also intended to amend the 
Vlines and Minerals (Regulation and 
Development) Act of 1957 to set up an 
ndependent body to al locate blocks on the 
3asis of competitive bidding. 

Ill 

Need for a Central Regulatory 
Authority 

It is clear from the above di.scus.sions 
hat mobilisation of investible resources 
for enhancing future output has been the 
mison d'etre for deregulating the Indian 
:oal industry. However, as in all reform 
programmes, it is also expected that 
Jecuntrolled prices and removal of barriers 
.o entry will lead to greater cost, price and 
illocativc efficiency by creating compe- 
;itive market conditions. These con- 
:omitant policy (4>jectives seeking to reap 
;he benefits of free play of market forces 
nccomc c.specially relevant in the context 
jf low capital and labour productivity of 
the Indian coal industry. More importantly, 
inefficient pricing in the coal sector has 
the potential to quickly push costs in every 
{ector of the economy via its cxten.sivc 
linkges through the 'power' and the 'iron 
and steel' sectors. Maintaining price- 
sfficiency of this important primary 
resource becomes the overriding objective 
forensuring international competiti vcne.ss 
of the dowmstream manufacturing 
industries. A purely competitive market 
will lead to the maxii|)i.salionof comiumers' 
surplus as prices are set near the long run 
marginal cost of production. Efficiency in 
resource use U also guaranteed because 


the producers as price-takers can maximise 
profits only by minimising .costs. 

Conditions of pure competition may not 
exist in reality, but similar gains and im¬ 
provements in efficiency ctm be extracted 
from creating a market with multiple 
producers, each with limited power to 
influence prices. Costs and prices can be 
kept under pres.sure provided there exists 
some degree 9f competition among the 
producers. In a globalised economy, 
competitive pressures can also be exerted 
through free-flow of imports with minimal 
tariff. 

Free market conditions may not. 
however, lead to competition and conse¬ 
quently to maximum/greatestsocial benefit 
in the following cases: 

(i) in the presence of falling marginal 
costs over a large range of output, i e, 
production conditions giving rise to natural 
monopolies; and 

(ii) in the presence of external costs and 
benefits associated with the production or 
consumption of the output; 

Additionally, implementation of the 
programmes of privatisation/liberalisation 
in erstwhile command economies may also 
hinder the growth of a competitive market 
in the presence of large state monopolies 
with a large resource ba.se. In such 
economies, the existing legal systems, 
e.spccially the laws governing ownership 
of means of production, need to be re¬ 
oriented for accommodating the principles 
of equal opportunity to all the pro.specti ve 
economic agents, in both the private and 
the state .sectors. Liberalisation under 
conditions of insufficient infrastructural 
facilities (ie, transportation network, 
handling and .storing facilities, etc) may 
also lead to the growth of local monopolies. 
e.specialiy in the ca.se of bulk commodities 
such as coal. 

We now examine whether the prevailing 
conditions in the Indian coal indu.stry 
guarantee a fairly competitive marketafter 
deregulation, i e, absence of a very large 


producer with enough market powers to 
influence prices, uniform minimum 
achievable cost of production for every 
producerforsimdarend-products,effective 
elimination of all covert and overt barriers 
to entry. The observed conditions which 
may detract from the ideal competitive 
market conditions arc li.sted below; 

(i) Firstly, even though studies by the 
BICP have foundevidenceof some amount 
of scale economics, the extent of decreasing 
costs does not establish the conditions of 
anatural monopoly. However, for historical 
reasons, we do pos.sess state monopolies 
in this sector commanding over 70 per 
cent of the proven resource base. 

(ii) Secondly, the deliverd cost of coal 
with the same quality parameters (includi ng 
both the costs of mining and washing) 
varies widely from one mining bkKk to 
another, depending on their geophysical 
conditions and availability of infra¬ 
structure. Therefore, minimum cost for 
the same end-product will differ from one 
producer to another - thereby conferring 
some degree of monopoly power to the 
producer most favourably placed in terms 
of quality of owned coal reserves and 
access to cs.sential infrastructures. To 
obviate* the effects of such extraneous 
constraints on the final cost of production, 
utmost care has to be taken in a.sscssing 
the value of the blocks put up for 
compe^titivebidding. The computed v.’tues 


Tabu- 4: I)i-.manu anu Avail abiui'v 

PHLUK-riONS RIR CoAl 

(In imlli(m tonnrsi 


.Sourc'es of Demand 

l9%-97 2(H) 1-02 21X16-07 

Power 

21*) 

CSO 

500 

.Steel 

41 

63 

80 

Others 

77 

100 

136 

Total demand 


SI3 

716 

Availability from 
existing sources 

289 

38.'i 

594 

Gap/cxcess demand 

44 

128 

122 


Snuri e: Rcp«m of the Committee on Integrated 
Coal Policy. Planning Coiiiniission, 
IV% 


Tabi£ StrnwwisE Consumption of Coai 

(In million tonne.t) 


.Sectors 1970-71 

Per Cent 
Share 

1980-81 

Per Cent 
Share 

1990-91 

Per Cent 
Share 

1994-95 

Per Cent 
Share 

(1) .Steel and coke 









ovens 

13.5 

18.8 

22.4 

20 4 

27 6 

13.3 

334 

12.9 

(2) Power 

13.2 

18.4 

36 7 

33.5 

129.2 

62 2 

181 1 

69.8 

(r' Uttltlics 

13.2 

18.4 

.36 7 

33 5 

1167 

56 2 

1666 

64.2 

(b) Captive 





12.5 

6 0 

14 5 

5,6 

(3) Cement 

3,5 

4.9 

48 

44 

9,7 

47 

II 1 

4.3 

(4) Fertilisers 



2.3 

2 1 

3.9 

1.9 

43 

1.7 

(5) Railways 

1.5,6 

21 8 

119 

10.8 

5.2 

2.5 

0.6 

0.2 

(6) Domestic 

4.1 

5.7 

1.3 

1 2 

1.3 

06 

0.3 

0.1 

(7) Other Industries 

21 X 

30 4 

.30 3 

27 6 

.30 7 

148 

28 8 

11.1 

Total 

71.7 

100 

109,7 

100 

207 6 

l(K> 

259 6 

100 


Siiurct: Report of the Committee on Integrated Coal Policy. Planning Cointmuion, 19%, 



should reflect the advaniages/dis- 
advantages of location and mining 
conditions. 

(iii) 'Iliirdiy, coal is not a homogeneous 
commodity. The market for coal can be 
subdivided into non-competing segments, 
i e. the product of one category is not a 
perfect substitute for the other such as 
coking and non-coking coals, etc. Techno¬ 
logical progress may increase substitut¬ 
ability in future. But. under the present 
conditions, post-deregulation ownership 
pattern may invest monopoly powers to 
a very small number of producers/suppliers 
tor a particular product type. For example, 
BCCL. a subsidiary of the CIL, has in its 
possession more than half the country's 
total prime coking coal re.serves. 

In this connection, it is important to 
focus attention on some important 
elaborations (outlined in the Report of the 
Committee on Integrated Coal Policy) on 
the .sugge.sted policies related to pricing 
and competitive bidding of new blocks. 
A critical analysis of the.se aspects is 
warranted for a clearer understanding of 
the market .situation that is likely to emerge 
after the implementation of the new coal 
policy. 

(i) Firstly. it has been suggested that out 
of the identined coal blocks ready for 
production/expioration. the NCCs may be 
allowed to retain those required formccting 
their commitments. The recommendation, 
however not specify the criteria or 
the luiiiiis lor su«.. reienlion by the NCCs. 
i e. whether all non-projcctised bIcKks arc 
to be brought under competitive bids. 
Release of only the marginal and outlying 
blocks for competitive bidding may fail 
to attract private sector investments to the 
required extent. 

(ii) Wiiilc discussing the framing of bid¬ 
evaluation criteria, the report states. 
“Obviously, the attempt would have to be 
to give preference to parties which are 
already engaged in coal prcxluction in the 
country [i e, the NCCs) or parties who will 
be using bulk oi the coal for their captive 
use." Once again, intioduciion of such 
bia.ses in tiie bid-evaluation criteria would 
defeat the very purpose ofattracting pri vale 
capital and thereby injecting elements of 
competitiveness in a .sector dominated by 
state monopolies. 

The lack ot logistical/infrastnicturul 
support may also prove to be inimical to 
competitive price-setting. The envisaged 
constraints in this area lue discus.sed below; 

(i )The scope for keeping domestic prices 
in check by aligning the.se to the border 
prices (i e, world) appears to be rc.strictcd 
by the inadequate port facilities. For 
example, demand for total coal from the 


Steel sector (of which 75 per cent will be 
coking coal) is projected to go up from 
the present level of 40 million tonnes to 
63 and 80 million tonnes, respectively for 
2001-02 and 2006-07 (Table 4). Total 
coking coal consumption of this sector 
during 1996-97 was around 33 million 
tonnes out of which 10 million tonnes 
have been imported. Domestic availability 
of total steel grade coal has been around 
26 million tonnes in 1996-97. If domestic 
production does not increase significantly, 
imports of the order of 40 to 50 million 
tonnes per year will have to be contracted 
over the next 10 years. Even the present 
import levels of 10.16 million tonnes of 
coking coal, has put the port and handling 
facilities under considerable stress 
(Table 6). The port traffic of non-POL 
bulk commodities, e g. foodgrains, coal, 
fertilisers and other .such cargo which are 
not amenable to containerisation is at 
present 78,58 million tonnes (Table 7) 
against a total capacity of 72.95 million 
tonnes. The already overuti Used capacities 
as well as the port handling and storing 


f|ctlttie8 will have toexpanded sufliciendy 
to accommodate such large increases In 
import requirements. It should be noted 
that the port facilities are reqinted for 
coa.stal transportation ofdomestic materials 
as well as imports. Therefore, bottlenecks 
at the ports will impose an effectiveceiling 
on the actual volume ofimports. The Expeit 
Group on infrastructure has projected 
that total traffic at the ports will grow 
from 240.19 million tonnes in 1996-97 to 
435.01 million tonnes by 2001-02. Out of 
this incremental requirement of 215.02 
million tonnes of port capacity, the non- 
POL bulk items will account for 75.8) 
million tonnes. Total investments required 
to achieve this capacity will be in the 
region of Rs 1,00.729 million by 2001-02, 
of which about 68 per cent wilt be furnished 
from internal accruals while Rs 32,562 
million will have to be mobilised ad¬ 
ditionally. The magnitudeof funds require¬ 
ment indicates the enormity of tte problem. 

(ii) Problems of inland transportation 
may prove to be a major bottleneck in 
transporting coal from the pitheads to the 


Taw e .S: Trenk! in thf PROoumoN of Coal, 1975-1996 

(In milium umrexi 


Year 


Coking Coal 



Non-Coking 

Coal 

Total 

Coal 

Metallurgical Non-Metallurgical 

Total Coking 

Coal 

1975-76 

22.19 

7 95 


.50.12 

69.51 

99.65 

1976-77 

25,65 

8.18 


51 85 

69 16 

100.99 

1977-78 

25.25 

8.1 


31.55 

69 65 

l(X).98 

1978-79 

22.54 

8.67 


51.21 

70 74 

101 95 

1979-80 

24.19 

6.68 


50.87 

75 07 

105.94 

1980-81 

24 59 

8 05 


52.62 

81.29 

115.91 

1981-82 

26.89 

9 23 


36.12 

88.11 

124,25 

1982-85 

50.1 

7.47 


57 57 

92 95 

1.10.5 

1985-84 

50.11 

6.24 


.56.35 

101 87 

158.22 

1984-85 

.50.57 

6.04 


36.61 

110.8 

147.41 

1985-86 

29.07 

6 57 


35.64 

118.56 

154.2 

1986-87 

27,91 

11.63 


.59.54 - 

126.23 

165.77 

1987-88 

26.28 

14.75 


41.01 

15871 

179 72 

1988-89 

25.16 

17.56 


42.72 

151.88 

194.6 

1989-90 

24.5 

19.95 


44.45 

1.56.46 

200 89 

1990-91 

24.1 

21.2 


45.5 * 

166.45 

211 73 

1991-92 

26 55 

19.95 


46.28 

185 

229.28 

1992-95 

25.72 

19.64 


45.-56 

192.9 

238,26 

1995 94 

25.99 

19 07 


45.06 

2(X)98 

246.04 

1994-95 

24.54 

1971 


44.25 

209.55 

253.8 

1995-96 

25.55 

16.57 


40.1 

2.50 05 

270 13 

1996-97* 

22 64 

17 9 


40.54 

125 12 

285.66 

Note. * 

denotes pntvisional data 






Soitice: E 

c-'Homit Survey. /995-96. 1996-97 omi 1997-9H. 





Tabi4.6: Df.tailsofCoai Importlo, 1991-1995 



Year 

Coking Coal 

Non-Coking Cool 

Total 



Million Tonne Rs Billion Million Tonne 

Rs Billion Million Tonne 

Rs Billion 

1991-92 

5.27 

8 98 

0.05 


5.5 

X.9K 

1992-91 

6.52 1 

12.84 

0.17 

0 24 

6,49 

1.5.08 

1995-94 

6.94 

15.6 

0.59 

0..54 ^ 

7.53 

14.14 

1994-95 

10 16 19.54 

0.57 

0.77 

10.73 

20.31 

1995 96 

9 58 21.25 

5.15 

5.65 

12.51 

26.88 


Source. Dinscioratc General of Commercial Intelligence and Slatiwics. GOI. 



vonsuming centres. This may prove 
detrimental in several respects -> firstly, 
absence of extensive transportation 
linkages may diteourage private invest¬ 
ments, or it may involve drastic change 
in the policies for location of coal-intensive 
power plants at the pitheads; secondly, 
region-specific dema^ and supply mis¬ 
match may lead to !q>propriation of 'rent’ 
by traders and other intermediaries. 
Although, efforts are being made in both 
directions, but the gap between required 
andexisting transportation facilities remain 
high (Table 8 ). 

Attracting private capital in this cOre 
sector also requires extensive changes in 
the legal framework. The laws that govern 
acquisition and exploitation of natural 
resources are numerous, complicated and 
involve many agencies. The resulting 
extension in the time-cycle between 
conception of a project and its commer¬ 
cialisation increases the cost of capital 
consuderably. Therefore, simplification of 
the legal framework and elimination of the 
many layers of approval at the state and 
national levels are the two most essential 
prerequisites for minimising the lead-time 
and thereby the perceived risks of invest¬ 
ment undertaken by the private entre¬ 
preneurs. To ensure adequate inflow of 
private capital, modifications arc urgently 
needed in the following Acts: 

(i) Forest Conservation Act. 1980, 

tiit Coal Bearing Areas (Acquisition 
and Development) Act. 1957. 

(iii) Contract Labour (Regulation and 
Abolition) Act, 1970, and 

(iv) Mines and Minerals Regulation and 
Development Act. 

It is therefore clear that the Indian coal 
sector may not operate under conditions 
of competitive price setting over the 
medium-term. The pre-liberalisation 
structure of the industry with a high degree 
of concentration of the reserves and assets 
in the nationalised producers, the infra¬ 
structural bottlenecks and the stautory and 
legal obfuscations arc the principal factors 
which might retard competition in this 
sector over the short and the medium run. 
Under the existing con.straints, even the 
bilateral price fixation suggested by the 
report of the Ckiramittee on Integrated 
Steel Policy may be bia.sed in favour of 
the established domestic suppliers. The 
coking coal market has the essential 
characteristics of a bilateral monopoly - 
a single big buyer, i e, the integrated steel 
producers using the BF-BOF route and 
the .single seller, i e. the CIL But even in 
this sub.sector of the total coal market, the 
balance of price-setting bargaining power 
will tilt towards the seller as long as 


competition remains limited by the lack 
of supplies from imports. Moreover, coal¬ 
mining will always give rise to deleterious 
environmental effects giving rise to sub- 
samtial externalities. Lastly, in a liberalised 
coal market dominated by a very large 
state sector, private investments will take 
place only on the assurance of fair play 
in terms of the legality of acquisition of 
mining rights, access to physical and 
financial and other support facilities at par 
with other participants. 

It is clear that transition from a monopoly 
situation to a more competitive system 
requires balancing of the intere.sts of the 
various participants in the market. After 
deregulation of a sector, it is possible to 
have situations marked by the coexistence 
of public-ownership and public-operation, 
public-ownership and private-operation 
and private-ownership and private- 
operation. Such diverse market relations 
will have to be supported by an overall 
regulatory mechanism. The need therefore 
arises of a regulatory body with the 
following broad responsibilities: 

(i) to create conditions conducive to 
competitive as opposed to monopolistic/ 
oligopolistic price-setting .so that the 
consumers' interests are protected; 

(ii) to ensure standards of performance 
(in terms of quality nfoutput. best operating 
practices, etc) of both the producer and 
consumer of coal such that inefficiency of 


one party is not subsidised extensively by 
the other (i e. inefficiency of the producer 
should not impinge on the surplus of the 
end-user through higher input costs. 
Similarly, inefficiencies of the end-user 
should not be made good by .subsidising 
inputs at the cost of the .supplier's earnings); 

(iii) to ensure that the external costs of 
coal mining arc internalised adequately in 
the cost and price structures; 

(iv) to create a level playing field for 
the state sector producers and the private 
investors which is an essential prerequisite 
for attracting private capital on a sustained 
basis, i e, provide for a process of com¬ 
petitive bidding and economic parameters 
for bidding so that parity is maintained in 
the treatment meted out to different classes 
of investors. 

(V) To arbitrate and adjudicate in case 
ol disputes between the different players 
in the market. 

IV 

Defining a Workable Regulatory 
Authority 

Under the emerging market conditions 
in the coal .sector, it is necessary that the 
regulatory framework be well-defined in 
tenns of transparency, clarity of obligations 
and duties and responsibilities tor ait the 
agencies involved in the process. The 
regulatory body must be autonomous, 
empowered, transparent and accountable. 


Table 7: Traffic- Basld on Trade Growth 

fin million lonneM 


Year 

POL 

~Mir~ 

Non-pol 

Break-bulk 

Container 

Coa.stul 

Total 

1996-97 

S0..f9 

78.58 

2.5.28 

20 94 

67 01 

240 2 

1997-98 

.‘i6..72 

91.21 

25 74 

26 27 

71 65 

271 17 

1998-99 

62 94 

105 49 

28 24 

.52.71 

76 6.5 

506.01 

1999-00 

71.98 

121 19 

.50 66 

40 29 

82 24 

346.56 

2000 01 

82 I.S 

1.57.1.5 

.52.65 

48.68 

88 56 

589 17 

2(X)l-02 

92 44 

I54..59 

54.47 

58.5 

95.42 

435.02 


Source: Rfepoti of the Expert Group on Commcrciali.'iation of Infra.siructuru Projects, 1994 


Table 8; Tran.sportation Linkaues for Coal KhpiJiREMhNT by the Power Shr'rOR ddrinu Ninth Plan 

(In million lonnex} 



Requirement of coat 



Statcs/Seciors Linkage Established 

Lin’.age to be Establishd 

Status Unknown 

Total 

Haryana 

4 42 

- 

- 

4 42 

Punjab 

2.04 


- 

2.04 

Rajasthan 

1.21 

- 

- 

1 21 

UP 

0.49 

4 7 

4 85 

10.04 

West (incl Gujarat) 

- 

2 04 


2.04 

MP 

4.08 

1657 

- 

20.65 

Maharashtra 

7.62 

- 

4 85 

12.47 

AP 

9.69 

2.42 

504 

17.15 

Karnataka 

7.27 

2.04 

0.5 

9.81 

Tamil Nadu 

5.09 

7.26 

5 02 

I5..57 

Eastern Region 
(Bihar. WB. Orissa) 

20.05 

. 29 97 

6.88 

59.6 

Total 

61.96 

65 

2.5.14 

152.1 


Soune: Report of the Expert Croup on Commercialisation of Infrastrucluie Projects, 1994. 



There must also be a guarantee that the 
niles, policies and procedures ate stable 
so that the producers are afforded a 
sufficient planning horizon. 

The regulatory agencies should operate 
at arm’s length from the governmental .set¬ 
up. The distancing of the regulatory body 
from the direct ambit of the governmental 
machinery becomes more important in a 
market situation dominated by a large- 
sized producer or consumer in the state 
sector. In such cases, attaching the agency 
to the governmental ministries/depart¬ 
ments will hamper its price-regulatory 
functions which involve reconciling the 
often conflicting objective.s of providing 
the output to the final consumer at a fair 
price, on the one hand and setting prices 
with a rate of return which will attract new 
entry. 

To maintain operational autonomy, thc.se 
specialised agencies must be manned by 
professionals in the field with a pinfcssional 
board repre.sentative of all intcrc.sts and 
services of the particular .sector and pro¬ 
fessionals in the tinancial field. 

The body should be set up by an 
appropriate statute. Without statutory 
powers, the cflecti vcncss of the regulatory 
agency will he lost. The regulatory 
authority in each .sector must he vested 
with punitive powers to be effective. In 
other words, the btxly should be able to 
enforce its decisions and hence should 
have sufficient executive powers. This 
marks an important departure frotQ the 
recommendation of the report of the 
Cominillec on Integrated Coal Policy, 
where it is proposed that the regulating 
authority can arbitrate only on reference 
and compliance with its decision would 
be entirely voluntary 

As a corollary to its empowerment, the 
regulator should also he privy to such 
infiirmalion as arc needed to regulate and 
monitor the various market players in an 
unbiased fashion. The regulatory lunc- 
lions would include identification of 
problems, facl-linding, dissemination of 
information, fomiulation of nilcs, setting 
of norms and standards and enforcement 
af the rules within the existing parameters 
.>f the legal system. Therefore, efficient 
:onduct of the regulatory activities would 
need an enormous information ba.se. In 
.nher words, the regulator should have an 
intimate knowledge of all the facets of the 
activity in que.stion. This once again 
anderscores the need for profe.s.sionai 
;xperti.sc. 

Asdispute rc.solution through arbitration 
is an important function of the regulatory 
body, it needs to he invested with some 
judicial pt>wers. 'Plie regulatory agency 


may have a qua.si-judicial character. 
Accordingly, effective mechanisms to 
settle disputes quickly are to be set up. If 
the regulatory mechanism does not have 
judicial powers, then arrangements should 
be made to set up such mechanisms within 
the existing legal framework, e g, appellate 
tribunals for the coal sector. 

Ideally, forone economic .sector a single 
regulatory body should be formed which 
shall subsume the different regulatory and 
facilitating functions within itself. Stress 
should be laid on the creation of a multi¬ 
functional single entity rather than a 
number of regulatory bodies each looking 
after different aspects. The objectives of 
a regulatory bo<ly outlined above are all 
inter-related and should be dealt with by 
a single agency. Forcxample, competitive 
pricing will depend crucially on the even 
distribution of the means of production 
which again will depend upon fair bidding 
ol the mining blocks. A multiplicity of 
regulatory bodies will once again lead 
toconilicting decisions causing delays 
and dilations in the investment process, 
which will defeat the very purpose of 
liberalisation. 

In view of such overlapping jurisdiction 
of the state and the centre, the regulatory 
agency for coal should operate at two 
levels, the ceniral/nodal agency and the 
state level agencies. This is essential in 
view of the fact that many of the laws and 
regulations governing ownership rights of 
natural resources as also financial 
impositions (i c. royalty and ccss) fall 
within the ambit of state administration. 
Ideally, overlap in the jurisprudence of the 
state and the centre should be reduced to 
a minimum, hut such procc.sses in a 
pluralistic, federal polity as India, will 
take time. In the meanwhile, the central 
or the apex regulatory agency may serve 
as a co-ordinator/arbilrator to minimi.se 
the areas of friction. 

Some experts feel that government 
funding of the regulatory btxlies should 
be avoided to the extent possible. Tlie 
agency may be funded by annual fees, 
licence fees, recurring charges or royally 
payable by the producers and consumers 
of coal as a percentage of annual turnover. 
Care must be taken to specify that the 
levies are not in the nature of taxes. More¬ 
over, if possible, the charges should be 
levied as a percentage of services provided. 
However, some amount of confidence- 
building on the part of the regulator may 
be needed before the ce.s.s/levy can be 
instituted. Therefore, to initialise such 
efforts, funds may be transferred from the 
government to build a corpus for operating 
the body. 


The regulatOT operating at arm’s length 
from the ministries/ departments should, 
however, be accountable to parliament. At 
the same time, the fact (hat the regulators 
wilt have representatives of the producers 
and the consumers will perforce make 
them accountable to the economic agents 
who are supposed to benefit from their 
activities. 

V 

Experience of other Countries: 

Does a Standard Modd Exist? 

Over the last two decades, widespread 
liberalisation of the infra.stniclure and other 
core/stratcgic sectors has taken place across 
difi'erent economies of the world. The 
compulsions to privatise and liberalise 
have been diverse. The recurrent reasons, 
however, have been the following: 

(a) mobilisation of private capital for 
financing massive investment require¬ 
ments in these sectors under conditions of 
fiscal stringency; 

(b) improving the efficiency levels of 
thc.se strategic sectors with strong linkages 
with the rest ot the economy and thereby 
improving the international competi¬ 
tiveness ot iirms: 

(c) unbundlingnf infrastructural services 
made possible by technological cliange.s 
which puls at rest the fear of a privately 
owned natural monopoly; and 

(d) va.stly increa.scd possibility ol a 
private firm raising the huge investments 
typically needed in such sectors as the 
capital markets get globally integrated. 

Irrespective of the circumstances which 
led to libcralisalion/pnvatisulion. e\ery 
transition from monopoly to competitive 
markets necessitated .some variant ot a 
regulatory iniititution. The basic objectives 
of such in.stitutions arc to balance the 
intere.sts of all Che economic agents 
operating in that sector and to create 
conditions for .su.stained investment. A 
regulator's function is to reconcile the 
interests of the con.sumer who will benefit 
by competitive prices with those of the 
producer who would invest only on the 
expectation of a high enough return, fhe 
exact nature of institutional arrangements 
will depend upon the political and admini- 
sirat i ve sy .stems of the concerned economy 
But whatever the form, the rules of regu¬ 
lation have to be comprehensive, tran.s- 
parent and as non-di.scriminatory as is 
pos,sible. 

In countries such as the UK and Australia, 
the regulatory agencies work in close 
collaboration with the executive. The 
regulators in the UK are autonomous non- 
dcpartmcntal bodies known as the ’Next- 
step Institutions’ which are accountable to 



puriiameni. ine ua ana mew /eaianu, on 
the other hand, rely more on transparent 
legal procedures which are subject to 
judicial process. According to the Expert 
Group on Commercialisation of Infra¬ 
structure Projects (Rakesh Mohan Com¬ 
mittee), theemeiging scenario in India 
suggests that it would now be better to opt 
for statutory regulatory agencies which 
operate on transparent legal basis and 
whose decisions are subject to judicial 
process”. 

The following sections contain a brief 
outline of some of the regulatory 
mechanisms in operation in different 
countries of the world. 

National Energy Board(NEB), Canada: 
Established as a statutory, quasi-judicial 
body under the National Energy Board 
Act (1959), the NEB regulates the energy 
sector. The board has the power to issue 
and review permits, licences and certi- 
ikates to operate, inquire into accidents 
resulting from pipelines or an international 
power line, cancel licences, hear and pa.ss 
judgments on complaints and reports, 
initiate inquiries and hold public hearings, 
etc. The hoard is duly authorised to resol ve 
inter-party eonHicts and make decisions 
based on records. While setting tariffs, the 
board ensures that they are just and reason¬ 
able and there is no "unjust discrimination". 
Pricing is usually ba.sed on the “cost of 
service’* methodology, taking into account 
operation and maintenance expenses, 
return on equity, debt service, income tax 
and other taxes. 

Ojfice of Gas Supply iOFGAS), United 
Kingdom: The Office of Gas Supply was 
established under the authority of the Gas 
Act. 1986. It is responsible for monitoring 
Bntish Gas PLC’s activities as a public 
gas supplier, including enforcement of a 
price formula which governs the maximum 
average price that British Gas is allowed 
to charge tariff customers. It is al.so 
promoting competition in the gas industry 
because giving cu.stomers a choice 
delivers better value for money than regu¬ 
lation. As competition devclop.s. the role 
of OFGAS will broaden from regulating 
British Gas to ensuring that a fully 
coinpetilivc gas market develops in an 
orderly way. The structure of the organis¬ 
ation is: (1) Director General of Gas 
Supply. (2) Legal Adviser, (3) Director. 
Regulation and Business Affairs, 
(4) Director, Taiiffs, (5) Director, Con¬ 
sumer Affairs, (6) Director, Public Affairs, 
(7) Director, Administration. 

Office of Electricity Regulation 
(OFFER), United Kingdom: The OFFER 
is a non-ministerial government depart¬ 
ment >>«tsihlichi>(t iindpr tiu> F.Ipctriritv Art 


lysy. u IS responsiDie ror monitonng me 
activities of all licensed generators, trans¬ 
mitters and suppliers of electricity. The 
Director General heading offer has to 
exercise his regulatory powers so as to 
promote competition in the generation and 
supply of power; ensure that all reasonable 
demands forelectricity are satisfied; protect 
consumers’ interests on prices, security of 
supply and quality of services; promote the 
efficient use of electricity, "rhe OFFER 
has 12 regional offices to monitor the regu¬ 
lated activities and to deal with consumer 
enquiries and complaints. The structure of 
the company is as follows: (I) Director 
General of Electric Supply, (2) Deputy 
DirectorGeneral, (3) Director, Regulation 
and Business Affairs (licensing, use of 
system by National Grid and Regional 
Corporations, generations including 
renewables, competition in generation, 
pooling and .settlement, collection and 
calculation of the Fossil Fuel Levy), (4) 
Director, Regulation and Bu.sincss Affairs 
(monitoring and reviewing price controls, 
ensuring compliance with licence con¬ 
ditions on cro.s.s-subsidisation, economic 
purchasing issues, providing accounting 
and economic analysis), (S) Director, 
Supply Competition (competition in supply 
with deregulation in 1988), (6) Legal 
Advi.ser (legal advice on director general’s 
activities, monitoring and enforcing com¬ 
pliance to licences and statutory regu¬ 
lations). (7)Technicai Directnr(monitoring 
and compliance with technical standards, 
grid code, distribution code, metering), 
(8) Chief Examiner (meter examinations, 
pattern approval of electricity meters, certi¬ 
fication of quality assurance system, autho¬ 
risation of meter manufacturers and re¬ 
pairers according to regulatory rules, regis¬ 
tration of meter operators), (9) Director of 
Con.sumer Affairs, (10) Di rector of Public 
Affairs and (II) Director of Admini¬ 
stration. 

Coal Authority, United Kingdom: The 
Coal Authority was e.stabli.shcd under the 
Coal Indu.stry Act 1994 to manage certain 
functions previously undertaken by British 
Coal, including ownership of unwori^ed 
coal. It is responsible for providing 
information on coal reserves and past and 
future uial mining. It settles subsidence 
claims not falling on coal mining operators. 
It is also msponsible fur the management 
and disposal of property, and for dealing 
with surface hazards such as abandoned 
coal mine shafts. 

Federal Energy Regulatory Commission 
(FERC), US: The FERC of the US. created 
by a statute in 1977, is successor to the 
Federal Power Commission that was set 
iin as fiarlv as 1920. The FRR(' is an 


inaepcnoent rcguiatmy commission that 
has clearly defined areas of jurisdiction in ‘ 
gas, oil. electricity and related envir¬ 
onmental matters. In electricity, the 
commission’s functions include the sale 
of wholesale electricity and inter-state 
transmission of electrical energy. Retail 
electric .sales, i e, sales to end-users, are 
regulated by the state Public Utility 
Commissions. Transactions that do not 
involve end-u.sers, such as utility-utility 
purchases and sales, or private power 
projects to uti li ty transactions are whole.sale 
and hence come under the jurisdiction of 
the FERC. In case of hydro-electric power 
generation, the commission has powers to 
licence projects, investigate dam safety 
and assess head-waterbenefiLs and environ¬ 
mental issues and promote inter-agency 
co-ordination.It also orders provision of 
extraordinary services when it is in public 
interest. It ensures wholesale rates are 
reasonable and just, not unduly preferen¬ 
tial and discriminatory. FERC has five 
members .selected by the president for 
five-year staggered terms with the con¬ 
sent of the Senate. It meets twice u month 
to consider licence applications, rate filings 
and other matters submitted by regulated 
compaiiies and sets industrywide rules. 
Commission meetings are open and 
televised. 

Regulation of Energy Sector. New 
Zealand: The New Zealand government 
is committed to ’light-handed regulation' 
of the energy sector. It has included both 
the electric and gas industries in its 
programme of deregulation and pri- 
vati.salion. In 1987, the publicly-owned 
electricity industry was cor|)orati.scd as 
Electneorp. and the 1 unctions ol generation 
and marketing were separated. In 1992, 
with the enactment of the Energy Sector 
Reform Act, electricity generation was 
officially deregulated. Responsibility of 
the high voltage transmission was given 
to a corporation, i c, iranspowcr. The area 
distribution authorities were coqxirati.scd 
at the same time. At the same time the 
local gas utilities were corporati.sed and 
required to maintain separate accounts 
fur their transportation of gas by pipeline 
and their retail operations. The market for 
bulk gas supply was opened up to 
com|wtition. In contrast to the UK, the 
New Zealand government did not consider 
it necc.s.sary to establish spcciftc regula¬ 
tory authorities. ln.stcad it relied on the 
power of the Commerce Act to police 
anti-competitive behaviour and the 
abu.se of monopoly power. Critics of this 
system hold that courts are only referral 
bodies and that the process may be 
nmtracted. 



VI 

Proposed Coal Regulatory Authwity 

In view of the recent deregulation of the 
coal sector it is proposed that a single 
autonomous and empowered regulatory 
authority be instituted in this sector on the 
basis of a suitable paihamentary decice 
The salient functions of the authority 
will be 

(0 to promote competition ic to create 
a market with multiple producers each 
with very limited powers to influence pi ice 
(ii) to oversee prices and protect con 
sumcr’s interest through regulating prices 
in arcus where residual monopoly poweis 
natural or hisionco specific will remain 
( 111 ) U) articulate and achieve non-market 
objectives i c cnvirtmmental protection 
and consers ation of natural resources md 
(i\) to resolve inter party disputes 
The proposed authority therefore is 
perceived lo have three distinct types of 
inunctions 

( I ) regulatory I unctions 

(II) facilitating functions and 
(in) adiudicatmg functions 

The regulators bods should be 
adequately empowered to carry out its 
functionselfcctively 1 he required changes 
in the existing legal and executive 
stiuctuics may be suitably changed to 
accommodate such a body 
Promotion of competition can bt 
achieved by remo ing the ob.fades/ 
disincc ntives lo the entry or private c tpital 
in the coal sectoi In the short and yit 
medium run ihis would icquiii Ian 
distribution of the explored but unwoiked 
coalfield'' through competitive bids The 
requirement for an autonomous bodv to 
overset the process of identification and 
fixing of economic paiamettrs for 
allocation of coal blocks has been 
highlighted bv the experience of the 
existing tipim co>l mines ot the user 
industries In many of the cases the 
matginal mines with mfenoi geophysieal 
characteristics leading to tugh mining costs/ 
low returns have bet n allotul Moieovcr 
thesi/c/capacity ot the mining blocks we ic 
often not eommensurale with the input 
requirement of the user thioughout its 
e'conomie life In the long-run fresh 
investments by new players can be 
sustained by stepping ■ ip exploration work 
on inferred ctval reserves and by dis 
scminaling geological/leihnical infor 
mation to the prospective explorers/miners 
(both lor sale and captive use) It is 
thert tore proposed that 
(i) I he agency should be invested with 
the right lo dlocalc all existing unworked/ 
non pn»|iciised proven reserves ed coal 


mining blocks, irrespectiveoftheircurrent 
ownership, to eligible bidders For the 
efFicient and unbiased allocation, it should 
have the right to frame appropriate bid- 
evaluation criteria and to determine the 
fair price of the block based on justifiable 
economic criteria i e, the minimum 
economic recovery percentage, minimum 
transfer price, etc 

(ii) Fhe agency should be endowed with 
the right to take appropriate steps to 
accelerate the pace ot exploration of the 
interred reserves Once again, allocation 
of exploration iights/licences should also 
rest with this authority The appropriate 
terms for conferring exploration rights to 
different kinds ot investment proposals 
I e exploration only exploration-mming 
open market sales cxploration-mining- 
captive consumption should also be 
decided by the authonty 

(in) To piomoU competition the 
luthority should disseminate mtonnatiori 
on geo mining conditions of different 
caicgoms ot mines as obtained from the 
geological survey of India and othci 
independent exploreis as and when 
available 1 he Ices charged lor sue h intor 
mation mav then be suitably distributed 
among the dificrent agencies involved in 
generating the iniormation base 


For protecting the conouner s interest. 
It will be necessary to ensure that the 
paces charged are fair and based on the 
most efficient production process It is 
proposed that 

(i)The authonty shouldhavethe poweis 
to notify normative pithead paces for 
different grades of coal, especidly where 
noticeable concentration oi ownership of 
reserves exist The normative paces are 
to be fixed on the basis oi achievable bc,/i 
practice norms of production and should 
also guarantee a reasonable relu . 
capital At the same time care should be 
taken to see that the normative prices are 
comparable to the landed cost ot 
corresponding grades of coal at the ports 
assuming that duty rates are brought down 
to comparable international levels 
Moreover as coal is an exhausuble non 
renewable natural resoune the authonty 
must impose discipline in coal use at the 
users end This calls tor an element ot 
discount or premium in the normative price 
for piomoting user-elficiency ot coal 

(II ) It should howevci be noted that 
cross subsidisation between different 
grades of coal may have to be lesorted to 
when welfare or stiategic consideratums 
outweigh the considerations ol productive 
eificicnev Forexampic coal being a bulky 
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commodity, the delivered cost of coal may 
lie well above the normated pit-head cost, 
the difference being equal to the trans¬ 
portation cost. For low valued coal (soft- 
coking coal for domestic use. etc), where 
transportation cost may form the bulk of 
the delivered cost, some form of cross- 
.subsidisation may be necessary. In such 
cases of aberration from normati vc pricing, 
the authority must cleiu'ly state the reason 
and the sources of cross-subsidies. 

fiii) In a deregulated market tor coal, it 
isexpccted that intermediaries will operate 
on the supply side. Thus, the final price 
paid by the consumers (other than tho.se 
making direct bulk purchases) will depend 
upon trading margins. Therefore, the 
authority should also have control on the 
permissible trading margins. As it may not 
be practical to include alt traders into .such 
a .scheme, it is propo.sed that large traders 
with turnover exceeding a stipulated 
amount, he brought under the Jurisdiction 
of this .scheme. Last but not lca.st. the 
pricing formula must dcvi.se an effective 
method of recovering and distributing the 
costs ol cnvinmnicntal degradation among 
the various benellciaries of the mining 
operations. 

(iv) The regulatory authon<v may also 
decide on the segregation oi vertically 
integrated activities in the interest of 
promoting efficient rc.source use through 
competitive prc.ssures. c g, .segregating 
washing operations from mining. 

(V) It mu.st also possess punitive powers 
to bring Cl ring parties to book through 
imposition of penalties, i c, cancellation 
ol licences, etc. 

The authority must al.so perform a 
numberof facilitating I unctions (oexpedite 
the entry of private capital, both domestic 
and overseas, to the coal .sector. All 
prospective investors in the coal .sector 
will have to act within different sets of 
legal frameworks under different sets of 
administrative authorities (i e. local level, 
state level and central), often overlapping 
and acting at cross-purposes. The resulting 
contlicts and increa.sed risks have proved 
detrimental to the inflow of investments. 
Thcrcliorc. it is suggested that: 

(iXThe authority, thniugh its sub.sidiarics 
at regional levels, should serve as a .single¬ 
window agency for obtaining clearances 
tor the investment pmpbsals at different 
levels of administration. To act effectively 
in this matter and to ensure speedy exccu- 
tionof projects, it .should be granted powers 
to circumvent the existing procedures and 
interact directly with thedifferentjudicial/ 
executive agencies involved. 

(ii) In the proce.ss of doing so. the 
authority wilt have gained intimate 


knowledge of the various bottlenecks and 
aniMnalies in the system. Therefore, the 
regulatory body should be enbled to 
make suggestions to the relevant agencies 
for effective rectification of the short¬ 
comings. 

In a deregulated market, the authority 
is required to see that all conu-actual 
obligations between a seller and a producer 
arc duly respected. This is more important 
in ca.ses of residual monopoly powerresting 
with the supplier. For example, non- 
contormity with stipulated quality (sub- 
.standard pnxiucts), interrupted or delayed 
despatches which cause financial damage 
to the u.ser should be discouraged. The 
Function of resolution of inter-party 
disputes, gives rise to the following 
suggestion.s: 

(i) The authority should be granted a 
quasi-judicial apellate status to resolve all 
such ca.scs and impose .suitable penalties 
on the offending parties. 

(ii) More importantly, the authority 
should have access to all information from 
all the market players that it needs to 
discharge its duties as a price-setter and 
an arbitrator. 

ITic regulatory authority must be truly 
autonomous, functioning nut of the direct 
line ot control ot any specific ministry or 
department. Its members should he 
appointed by the president of India and 
accountable to parliament. The core 
functions of the authority should be 
discharged by professionals with demon- 
.strated expcrti.se in coal and its user 
industries. The proposed structure and 
division of the core functions are as given 
below: 

(1) /I technical division with the 
responsibility ol fixing the icchiiical norms 
for exploration, exciivatioii. mining and 
bcncficiation. This division should al.so 
have the power to ask for relevant infor¬ 
mation from the concerned parties and 
be responsible for analysing and dis¬ 
seminating information. 

(2) A division for regulation of coal 
/trices with the resposibility of fixing the 
normative price of coal based on i he inputs 
provided by the technical division. The 
pricing formula should lake into account 
all the different requirements listed above. 
Once again, this unit should be privy 
to all economic and commercial infor¬ 
mation from the concerned parties as 
might be required for carrying out its 
responsibilities. 

O) A divisionfor regulating exploration 
and mining acitivities with the respon- 
.sihility of allocating licences fi«r exploring 
and mining. The following functions arc 
to be performed; (a) fixing economic 


parameters for determination of the price/ 
charges for exploration and mining of the 
identified blocks, (bj framing distomon 
free bid-evaluation entera to otter equal 
chances to every bidder, private or public, 
(c) deciding on the appropriate size of the 
mining hkx:ks commensurate with the 
needs of the user in case of captive mining. 
Once again the base data will he supplied 
by the technical division. 

t4)/l division for providing legal advice 
with the rc.sponsihility of interfacing with 
the administrative and executive agencies 
involved in clearing the coal mining and 
prospecting projects. This division undei 
direct supervision of the head of the 
organisation, will also undertake 
adjudication/arbilration in the event ot 
disputes between all economic agents 
involved, i e, producer-producer, producer- 
consumer and producer-public, etc. 

(5) In addition, there will be divisions 
providing essential su/tport services such 
as administration and f inance nwnage- 
ment. The propo.sed organisation may be 
a prolcssional body with one overall in- 
charge and five divisional heads, appointed 
by the president of India and directly 
answcr/ihlc to parliament Alternatively, 
to make the body representative, it may 
have an additional tier above the core 
functional divisions, namely, a managing 
board consisting of the rcpreseniaoves ol 
the producers, consumers, fianciul in.stt- 
tutions. state and central governments. 

VII 

Concluding Remarks 

Dt'.regulation ofthc coal sector, by itself 
may not lead to accelerated investment, 
expun.sion in prnduclion and competitive 
market conditions resulting in cost am. 
price efficiency. Certain rigidities withir 
the coal sector as also in the macnv 
economic environment imply that the 
gains of economic liberalisation can only 
be consolidated through the creation of; 
regulatory agency. This experience is no 
unique to India. Even the mature market 
oriented economies in the First Work 
have come to accept the utility of suet 
bodies in simulating competitive con 
ditions under less than perfect free 
markci conditions. The siaricgic import¬ 
ance of such bodies in ha.stcning the pro¬ 
cess of economic growth has by now 
been established. These new hodiei 
represent the latest extensions in the 
system of public administration all ovei 
the world. It is, therefore, expected tha 
the Indian government should take 
stock of the situation and try to lean 
from the experience of other imntrics it 
the experiment of economic liberalisation 



Industrial R and D 

What Should Governments Do? 

Sunil Mani 

This paper attempts to demonstrate that while the developing countries are trying to pare down the role 
of their governments in economic matters, the developed countries are putting in place a number of support 
measures to help their private sectors to commit more resources to R and D. The efforts of the US and 
the OECD governments are examined to show how they are articulating proactive public innovation policies. 


THE fcduction of the discretionary role 
of government is an important component 
of public policy-making in economies 
across the world, both developed and 
developing. The more explicit articulation 
of this policy is to be seen in the policy 
with respect to privatisation and deregu¬ 
lation. A less virulent but nevertheless 
important part of this policy package is 
the conscious reduction of governmental 
intervention (read governmental support 
in some countries where the fonner term 
is not considered to be politically correct) 
in all mutters of economic activity. How¬ 
ever there arc some areas where such 
intervention or .support cannot be wished 
away or is even a sine qua non. Even the 
more virulent supporters of economic 
iiberali.sation, such as the World Bank.' 
have no hesitation in agreeing that certain 
activities like education and health cannot 
be left entirely with the market as these 
are typically the areas where known market 
failures are significantly greater than 
known government failures. To this li.st 
(which seems to be ever burgeoning) is 
added the area of industrial R and D. The 
most recent World Development Report 
of the Bank tilledKnowledge for Develop¬ 
ment argues quite forcefully thal‘*Govem- 
mcnis in many countries have played a 
large role in the development and appli¬ 
cation of technology...In the past SOyears, 
among the handful of economies that have 
come a long way toward closing the 
knowledge gap with the global techno¬ 
logical leaders, government was active in 
several, including Japan. Korea, and 
Taiwan. China. Korea followed a strongly 
inierventioni.stand nationalist route, keep¬ 
ing EDI to a minimum and relying on other 
modes of technology transfer and a con¬ 
certed domestic technological effort” ^ 
Similarly Joseph Stiglitz. (vice president 
and chief economist of the Worid Bank) 
also argues in his recent UNUAVIDER 
lecture^ that “ Left to itself, the market 
under provides technology. Like invest¬ 
ments in education, investments in tech¬ 
nology cannotbc used as collateral. Inve.st- 
ments in R and D arc also considerably 


riskier than other types of investment and 
there are much larger asymmetricsof infor¬ 
mation that can impede the effective 
workings of the maiket. Technology al.so 
has enormous positive externalities that 
the market does not reward. Indeed, in some 
re.spccls, knowledge is like aclassical public 
good. The Ibcnefits to .society of increased 
investment in technology far outweigh the 
benefits to individual entrepreneurs. As 
Thomas Jefferson said, ideas are like a 
candle, you can use them to light other 
candles without diminishing the original 
flame. Without government action there 
will be too little investment in the produc¬ 
tion and adoption of new technology”. 

The Nobel laureate. Kenneth Arrow has 
argued veiy forcefully in a much-quoted 
paper that industrial R and D cannot be 
left entirely to the private sector. Accord¬ 
ing to Arrow, R and D investment results 
in the creation of formalised knowledge. 
But the public good nature of knowledge 
makes it impossible for its generator to 
appropriate the full returns from this 
activity. This is known as knowledge 
spilllovers. The existence of knowledge 
spillovers encourages private economic 
agents to under invest (than is warranted 
by the .social optimum) in R and D. Larger 
the spillovers, larger will be the desire to 
under invest. $ub.sequcnt empirical analy - 
ses by other economists have quantifted 
the size of these spillovers for a sample 
of innovations across a large number of 
countries. Invariably the knowledge 
spillovers are sufficiently large even in 
purely market economies, which have 
very strong patenting regimes. In order 
to offset for possible under investment, 
governments across the western world 
have designed and put into effect various 
R and D subsidy schemes and other sup¬ 
port measures.^ These are normally con¬ 
tained in what is termed as public inno¬ 
vation or technology policies. 

There has been a renewed intere.st in the 
role of government with respect to tech¬ 
nology development. And this renewed 
intere.st has been warranted by the recent 
slowdown in business enterprise R and D 


across the developed countries (Figure 1). 
In fact the business enterprise R and D has 
not only slowed down, its rate of growth 
has become negative focusing once again 
on support mea.sure.s to reverse this nega¬ 
tive trend. 

In the following we attempt to demon¬ 
strate that while the developing countries 
are attempting to pare down the role of 
government in economic matters, often 
enough blindly in response to external 
pressures such as those from being a 
member of the WTO, the developed coun¬ 
tries arc putting in place a number ol 
support measures that can help their pri¬ 
vate .sector to commit more re.soiirces to 
R and D. I accomplish this by examining 
in some detail the efforts of the US and 
OECD governments in articulating much 
more proactive public innovation poli¬ 
cies. I begin with the US ca.se. 

ThK us CA.Sh 

No other country in the world had such 
effective governmental support for indu.s- 
trial R and D as the US. There is a con- 
.sensus that much of America's techno¬ 
logical leadership since 1945 is stimulated 
by Federal R and D spending. Some 
prominent spin offs of governmental 
R and D efforts include: automated air 
traffic control, micniwave ovens, bio¬ 
technology indu.stry, integrated circuitry, 
commercial satellite communications, jet 
aircraft, satellite-based global navigation 
and communication, super computer and 
the internet 

Some of the.se items like the internet or 
microwave ovens are now mucb used in 
our daily lives. Little does one realise that 
these technologies would not have exi.sted 
had the government nut initiated these 
projects. The importance that US attaches 
to technology policy can be gauged from 
the following four indicators. 

- The so-calledcomplementaiity between 
Federal investments in R and D and 
private .sector investments. 

- The position of the US with respect to 
the R and D subsidies code in the 
Uruguay round of trade negotiations. 



Fkiure I; World Slowinq down in Business Enterprise R and D 
MSTi; 23. BERD - Compound annual growth rate (constant prices) 
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FioURP. 2; COMPl^MKNTARY RfiLATIONSHIP BETWEEN FEDERAL AND PRIVATE SECTOR R AND D 
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- Evolution of US technology policy with 
its emphasis on federal technology 
partnership programmes. 

- Direct fi.scal incentives for industrial 
Rand D 

I discuss each of the.se issues seriatim. 

Complementary Relationship between 
Federal R and D and Private Sector R 
and D: According to a report prepared by 
the Council of Economic Advisers (199.^). 
any reduction in federal R and D will result 
in a reduction in private sector R and D 
expenditures. Empirical justification for 
this statement is provided by the study of 
Hill f 1995) who established, graphically, 
a lagged positive correlation between 
changes in federal and private sector R 
and D expenditures (Figure 2). The ratio¬ 
nale for this complementary relationship 
is based on the argument that as govern¬ 
ment makes more contract R and D money 
available to industry, firms increase their 
own R and D spending in hope of cap¬ 
turing more government funds. Industry 
spending also may follow federal spend- 
inir nattem.s in tmler to nttsirinn them¬ 


selves to take greater advantage of antici¬ 
pated spin-offs from the government R 
and D programmes. 

The position of the US with respect to 
the R and D subsidies code in the Uruguay 
round ef trade negotiations: The i.s.sue that 
the US government provides (and quite 
justifiably so) a variety of .subsidies for 
R and D is very clearly evident in the text 
of the statement by John H Gibbons'* 
(director. Office of Science and Tech¬ 
nology Policy) before the House Subcom¬ 
mittee on Technology, Environment and 
Aviation. The .statement referred to the 
official position of the US with respect to 
the R and D subsidies code contained the 
erstwhile Dunkel draft text of the GATT 
Subsidies Code. It is clear from the state¬ 
ment by Gibbons that: 

- ITie US relics heavily on central govern¬ 
ment R and D support than the Japanese 
or the Europeans. 

- The original Dunkel text would have 
created a green light category of non- 
actionable R and D subsidies. However 
in order to be nrotecied. the government 


contribution could not exceed SO per 
cent for basic indusuial research or 25 
per cent for applied research. This for¬ 
mulation was particularly bad for US 
technology policy because its invest¬ 
ments in applied research is generally 
made in a 50-50 partnership with 
industry. This level of assi.stance ex¬ 
ceeded the Dunkel limits and would 
have left many of the country's R and 
D programmes subject to challenge. 

- As a result of strong negotiations by the 
US team these limits were revised up¬ 
wards. Industrial research, planned with 
the idea of some commercial applica¬ 
tion down the road, may receive as mud 
as 75 per cent government suppori 
without challenge. Pre-competitivt 
development activity, uptodevelopmen 
of the first non-commercial prototype 
can be funded with equal shares fron 
government and industry. 

The fact that the US lobbied within th< 
Uruguay round of trade negotiations h 
cflect an upward revision of the degrcT 
of .subsidisation is it.self a clear indicatioi 
of the importance that it attaches to publit 
innovation policies. 

Evolution of the US technology polic 
with its emphasis on federal technology 
partnership programmes: The US govern 
rneni has always relied on a number o 
rather sharply focused instrumenf an< 
institutions to effect technical chang< 
within industry. Nelson (198K) provide 
a succinct summary of these. The federti 
government’s policy with respect d 
technology development and its assimi 
lation have undergone substanl lal change^ 
A chronological tracing of the govern 
menl'stechnology policy is mapped ou 
in Figure 3. 

1 now concentrate on the more contem 
porary period or, in terms of the class! 
ficalion in Figure 3, the period sine 
1988. This phase is also referred to as th 
new [taradigm in technology policy. Th 
new paradigm involves an effcctiv 
partnership with private sector industry 
In sharp contrast to enhanced spin-ol 
programmes - enhancements that made 
easier for the private sector to com 
mercialise (he results of mission R and I 

- the federal government actively devcl 
oped a number of new public-privat 
partnerships to develop and deploy ad 
vaiiced technologies. There are five sue! 
partnership programmes: 

- Co-operative Re.search .ugi Develop 
mcnl Programmes (CRAI)A.s). 

- Small Business Innovation Researcl 
Programme (SBIR). 

- Advanced Technology Programm 
(ATP). 








Fksiire 3; The US Technouwv huicv in Histomcal PEnsrecrivB 
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- Manufacturing Extension Programme 
(MEP). 

- Technology Reinvestment Project 
ITRP). 

The main features and tlnancial implica¬ 
tions of these are summarised in Table. 
It is clear from the table that much of the 
support is in the form of intangibles, quite 
important in their own right. 

Of the various partnership programmes, 
it IS the ATP. which has come in for much 
di.scussion as this involves flows of rinan- 
cial resources from the Federal government 
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to the private sector. Most evaluations of 
this programme** .show that it has been very 
successful and are fairly unanimous in 
pointing out that had there been no Tinan- 
cial support, the private sector would not 
have taken up the large projects on its own. 

Tax incentives for increasing hulustriai 
R and D: There arc two such schemes. 
Since 1954. industry has bcirn able to 
deduct the full co.sts of R and D from 
income before taxes in the vear in which 
they were incurred, while dv, lecialingthe 
costs of facilities and major equipment. 


Second, in 1981 with the passage of the 
Economic Recovery Tax Aa of 1981, a 
series of special tax credits have been 
offered to Hrms that increase their R and 
D expenditure above previous levels. The 
effectiveness of these tax inceidives to 
spur increased R and D investments has 
been a subject of many debates, both in 
government and academic circles. Mani 
(1999)providesadetailed summary ofthese 
various studies. Suffice it to stay that the 
evidence on this count is far from clear, 
but carefully done studies point to its 
effectiveness. Hence there has been calls 
for making the tax credit scheme a per¬ 
manent one. 

However as noted earlier the federal 
support for overall R and D has shown 
significant declines in recent times and 
given the so-called complementary 
relationship between private and federal 
R and D. this has lead to declining invest¬ 
ments in R and D by the private sector 
too. This is corroborated by the recent 
exercise of Porter and Stern (1999).’ 
According to the new innovation index** 
America’s capacity for innovation grew 
strongly in the 198()s and peaked around 
1989, driven by strong increases in R and 
0 spending, workers employed in science 
and technology, exfucation spending, and 
GDP per capita. Since 1989, however, the 
US index has been Hat or falling, and is 
currently below the level for 1978. The 


Tabi I-.: Key Fiiatukes or Ff.derai Fartnersihp FR(KjRAMME.s 



Co-uperative Research 
and Development 
Agreement (CRADA) 

Small Busmes.s 
Iniinvalion Research 
(SBIR) 

Advanced Technology 
Programme 
(ATP) 

Manufacturing 
Extension Progranuiie 
(MEP) 

Technology 
Reinvestment 
Project (TRP) 

Pruieci selection 
basis 

The private .sector 
partners aro five to 
propose a research 
collaboration in area 
within the scope of a 
federal government 
lab's research mission 

Governincnl choo.scs 
mission topics on 
which it will consider 
proposal.^: applicanrs 
llien propose specific 
projects. 

All research areas are 
oiien to indaslry 
proposals involving 
high-risk enabling 
technology Selection 
of proposals for funding 
is made by National 
Institute of Standards 
and Technology on the 
basis^f extensive peer 
review of technical and 
economic issues. 

MEP Genires provide 
help 10 all SMEs who 
seek It. 

< 

Focuses on technology 
development and 
deployment cssues ol 
importance to the 
defence mission 

Government 

Financial 

Assiiituncc 

The lahs may cinitribulc 
human and physical 
resources to the 
collaborative project 
hut may not dtreclly 
contribute any funds 

As general matter, the 
lab contnbutes no 
nioie than .V> per cent 
of the total cost of 
collaboration 

The funding agency 
pays the costs of the 
project, up to 
$ l.00.(MX lor Phase 1 
projects and np to 
$ 7,5().(XK) for Pha.se It 
projects 

Agency award co¬ 
operative ogieemeiils 
with required cost¬ 
sharing 

The entire programme 
coasists of Don-financial 
assistance 

Co-operative ogn v. 
with required cost- 
sharing 

Non rmniiciiil 
Support 

Technical collaboration 
is the mainstay of the 
agreement 

None 

Value added project 
oversight and technical 
support 

d'> 

Project oversight and 
technical support 


Somie. Bruady (tWO) 
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drop tn spending on R and D and educa¬ 
tion and a decline in the relative inter¬ 
national openness of the US economy arc 
identified as the causative factors. Based 
on the trends identified by the index. Porter 
and Stern predict that the US stands to fall 
from the first place in 1996 to sixth place 
by year 2006. 

The OECD Case 

It is clear from Figure I that Europe too 
has experienced a significant slow down 
in R and D investmenis.-^ fact according 
to Eaton. Gutierez and Kortum (1998) a 
po.ssible explanation for the lacklustre 
economic performance of Europe may be 
to its research pctfonnance. The simula¬ 
tion exercises conducted by the authors 
show that achieving a 10 per cent rise in 
the average level of EU income would 
require a permanent research subsidy of 
around 4.9 per cent 


A recent OECD study titled Fiihlic 
Support to Industry has identified that 
the governments in these countries have 
been supporting technology creation and 
development through essentially three 
direct instruments, namely: 

- Direct financing measuresHo support 
R and D activities of manufacturing en¬ 
terprises. _ 

- Civilian and defence-related R and D 
contracts. 

- Support to intermediary R and D insti¬ 
tutions. 

The flow of financial resources from the 
government to the private sector on the 
above three counts are mapped out in 
Figure 4. It is seen that the direct support 
to R and D is the fastest growing category: 
the temporary dip in 1993 is attributed to 
reporting gaps. And within (he direct 
support category about 60 per cent is made 
up of re.search grants. This is quite signi¬ 


ficant as even in the free market econo¬ 
mies direct financial supptm for R and D 
in the form of research grants is becoming 
more popular than indirect support mea¬ 
sures such as lax concessions, etc. 

Among the OECD economics, it has 
been the UK which has systematically 
reduced the importance of government 
with respect to financing of civilian indus¬ 
trial R and D (Figure 5). Government 
financing of civilian industrial R and D 
has declined in real tenns and .so it is not 
surprising that funding of R and D by 
business enterprises from own sources has 
suffered significant declines. According 
to Walker (1993). "the violent doctrinal 
$wi ng.s” that have characterised the gover¬ 
nance of the country has ted to "instability 
in government policies”. So it is not 
surprising that the position of UK in the 
league table constructed by Porter and 
Stern is fairly at the bottom.’ Porter ad¬ 
vocates. inter alia, a huge transfusion of 
funds into R and D and higher education 
for UK to reverse its unenviable transfor¬ 
mation from being an innovator lo an 
imitator (again according to Porter). In 
order lo reverse the trend. Porter would 
like Britain to organi.se “high-powered 
incentives” to aid entrepreneurs. No doubt 
this is a dreadful comment for a country 
which has been at the forefront of the 
industrial revolution during the last two 
centuries. 

This apparent retrogression of the UK's 
national innovation system is an impor¬ 
tant pointer lo other countries, both in the 
developed and developing world, which 
attempt blindly to reduce the role of 
government with respect to supporting 
industrial R and D. 

Refreshingly there is a clear recognition 
of this incrca.sed role for government with 
respect to industrial R and D in the ana¬ 
lytical report to the recently released WAite 
Paper on Competitiveness.*^ The report 
makes the following statemen. with re¬ 
spect lo the role of government: 

There is an important role for government 
in ensuring that our science and engineer¬ 
ing base and our ICT inlrasiructurc con¬ 
tinues to strengthen. Government ha.s a 
role in encouraging investment in basic 
science, which may not have immediate 
commercial application, and in iostenng 
invuslnicnt in new technology where the 
risks may be too great for a single firm. 
It also has a role in technical education, 
in (he spread of best practice and in 
encouragingscientiftc excellence. Etevdop- 
mcni of our ICT infrastructure also re¬ 
quires government action in establishing 
the right regulatory environment and 
setting technical standards. 




However, the White Paper revels in 
ambiguity when it comes to spelling out 
the specifics of this role of government 
in terms of fiscal and other incentives. On 
the contrary, there is a sort of profound 
vagueness when it refers to a new model 
of public policy which helps the markets 
to function better. 

SliMMING UP 

I have shown in the above that govern¬ 
ments must play an important role in terms 
of increasing investments in R and D. This 
role is to be interpreted as initiating a set 
of policy instruments and institutions 
which will aid the private sector to over¬ 
come the problem of appropriability of 
research output and the consequent pos¬ 
sibilities of under-investment and it will 
be different for basic research and applied 
and developmental research. As far as 
basic research is concerned recent events 
and discu.ssions have clearly shown that 
there is no other alternative but for govern¬ 
ments to shoulder this in its entirety. For 
instance, a recently released study by the 
Committee for Economic Devek>pment 
titled America's Basic Research under¬ 
lines that government support for basic 
research is critically important. As far as 
applied and developmental research is 
concerned, governments can put in place 
3 variety of instruments through which its 
actual conduct in the private .sector is 
strengthened. These instruments consist 
of tax incentives to private .sector to do 
more R and D, provision of adequate 
quantities of venture capital, financial aid 
in the organisation and maintenance of 
technical standards, administration of 
sharply focused partnership programmes 
in areas of high-technology and the 
strengthening of the higher education 
sector. 

Given the recent growth performance 
and growth potential it is no longer 
meaningful to treat all developing coun¬ 
tries as a homogenous bunch. The coun¬ 
tries of Ea.st Asia. India and China, and 
.some of the Latin American countries have 
relatively more advanced national sys¬ 
tems of innovation. However even in this 
select group, with the exception of Korea 
and Taiwan, most of the countries do not 
have very clearly articulated instruments 
and institutions embodying their respec¬ 
tive governments’ forays into technology 
policiesi. A classic example is that of India 
where approximately one half of civilian 
indastrial R and D is done by the prTvate 
sector." But whether the Indian govern¬ 
ment has a technology policy worth the 
name (notwithstanding the existence of 
so-called Technology Policy Statements) 


is a moot point. Singapore is usually 
regarded as a free mailcet economy. But 
from 1991 onwards the government of 
that country has been busy putting in place 
a very sharply focused technology policy 
[Mani 1999]. It is not that easy to wish 
away a role for government with respect 
to the organisation and conduct of indus¬ 
trial R and D. 

Notes 

(The views expressed here are the author's 
own. The author wishes to thank Ad Notten 
for helping him with otherwise inaccessible 
literature.] 

1 The main theme of the 1997 World 
Development Report was ‘State in a Changing 
World'. According to the report, the first 
re.spon$ibility of the goveminent lies in getting 
the fundamentals nght Five fundamental tasks 
'ie at the core of every government’s mission, 
without which sustainable, shared, poverty- 
reducing development is impossible. These 
five tasks are: establishing a foundation of 
law. maintaining a non-distonionary policy 
environment, including macro-economic 
stability, investing in basic social services 
and tnfra.structure, protecting the vulnerable, 
and protecting the environment. 

1 World Bonk (1998), p n. 

3 .Stiglitz (1998). See also the Stiglitz (1999). 

4 For a survey of various governmental support 
schemes, see Mani (1999). 

■S Gibbons (1994). 

6 See Mani( 1999) for a summary of the various 
studies evaluating the ATP. Also see Powell 
(1997) for a very detailed evaluation of the 
ATP 

7 The innovation index by Michael Porter and 
.Scott Stem is due to be published by the 
Washington-based think-tank. Council on 
Competitiveness by the middle of March 1999. 
The present account of it is based on Judge 
(1998). 

8 The index, which ranks 17 countries annually 
from 197.4 to 1996. attempts to explain the 
differences among countries by relating their 
international patents to six factors: (I) R and 
D spending by companies, universities, and 
government; (2) the number of R and D 
personnel in the workforce; (3) the share of 
GDP inve.sted in education; (4) intellectual 
property protection; (S) CDP per capita; and 
(6) international openness. 

9 UK ranks 13 out of a possible I7andhashigh 
probability to end with the ISth tank by year 
2(X)6. See Marsh (1998). 

10 Deporti.asnt of Trade and Industry (1998). 

11 See Moni (1998). The share of the private 
sector in terms of the output of R and D in 
terms of number of patents taken within India 
is even higher at about 61 per cent. 
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Industrial GroMth and Structure 

Manufacturing Sector in Maharashtra 

LGBurange 

Mt^rashtra occupies a very significant position as far as the manitfacturing sector in India is concerned. 
However, since 1970s the share of the secondary sector in the State Domestic Product has been stagnating aroun/f 
33 to 34 per cent. Further, the state is experiencing significant changes in the industrial composition wherein 
capital and intermediate goods industries are becoming dominant. The manufacturing sector is itself undergoing 
major structural changes. Over the period 1979-80 to / 994-95 the state realised a high growth rate in fixed capital 
resulting in decrease in employment. The rising capital intensity and thereby substitution of capital for labour, 
low growth rates of output and value added, all do not indicate satisfactory performance of the state on the industrial 
front. However, there is a revival in the manufacturing sector in post-reform period. 


I 

Introduction 

THE industrial scenario of India under¬ 
went fundamental change inthe mid-1980s 
with the first round of liberalisation. The 
new economic policy introduced in 1991 
is expected to provide a further boost to 
the industrial sector. After 1991 many 
state governments have come out with 
policies for promoting industries, espe¬ 
cially through foreign direct investments. 
However, without discerning the trends 
over the years at industry level, any growth 
strategy, propelled by private investment, 
may be unduly optimistic. 

Thus, industrial growth and structure at 
the state level has to be analysed at dis¬ 
aggregate level in order to evaluate indus¬ 
trial policies and potential for growth. In 
this paper efforts are made to analyse 
industrial structure and growth of the 
manufacturing sector in Maharashtra 
with as much disaggregation as possible. 
This study is divided into 11 sections. In 
Section II data have been discussed. 
Section III describes the industrial situ¬ 
ation in the state. Section IV analy-ses 
industrial composition while Section V 
deals with manufacturing sector. Employ¬ 
ment and output elasticities as well as 
factorintensityarediscussedinSections VI 
and vn respectively. The changes in struc¬ 
tural ratios are an^ysed in Section VIII. 
Section IX tries to locate the responsible 
factors. The impact of liberalisation is 
analysed in Section 10. The last section 
presents conclusions. 

II 

Data: Ailjastiiients and Coverage 

The main data source is the Annud 
Survey of Industries - Summary Results 
for Factory Sector (ASI). There are few 
limitatknisofthedala which roust be noted 
Firstly, the period begins with 1979-80, 


because in that year ASI started publish¬ 
ing state level data for two-digit indus¬ 
tries; 1994-95 is the latest year for which 
industry wise data is available through ASI 
summary results. Secondly, since the 
analysis depends on ASI data, the limi¬ 
tations of the data due to collection and 
compilation procedures of ASI will auto¬ 
matically affect our analysis. To recount 
a few important limitations: (a) As data 
in respect of less than three units in an 
industry cannot be shown separately, the 
details in respect of such units have been 
combined with other industries (category 
38); (b) In respect of non-responding 
factories, no estimates have been made 
and incorporated in this report. 

Further, it is not possible to capture the 
growth of modem hi-tech industries like 
computer and information technology 
industry as the ASI data clubs these in¬ 
dustries together with other industries 
(category 38). Unless one gets more dis¬ 
aggregated data, one may not be able to 
analyse growth of this sector which has 
been showing phenomenal growth from 
the mid-1980s in the state. The perfor¬ 
mance of ‘other industries’ in this analysis 
may be taken as a proxy for the above 
observation. The industries 30 and 31 have 
been interchanged on account of adoption 
of NIC-87. With appropriate adjustments 
in the data, wc retained old NIC groups 
30 and 31. The other required data are 
obtained from Economic Survey of 
Maharashtra, and Monthly Bulletin of 
Index NumbcrofWholesale Prices in IiHlia. 
For deflation of current values, wholesale 
price index with the base as 1981-82 is 
used. The values at constant prices are 
computed using the aU-India vh^I series, 
as this is not avulable for the state. For 
deflation of fixed capital, the composite 
price index fur building material, manu¬ 
facture of machinery, machine tools and 
parts, manufacture of electrical machinery 
and manufacture of transport equipments 


and parts are used. The fixed capital 
considered in the study is the Book Value 
of capital which is net of depreciation. 
Replacement value of capital would have 
been more appropriate but construction of 
such values is a major task by itself which 
is not attempted in this study. To deflate 
value of output of different industries in 
manufacturing sector, the industrywisc 
wholesale price index has been used. Total 
emoluments to employees are deflated to 
base yeaf 1981-82, using consumer price 
index for industrial workers. Non-emolu¬ 
ments part of value added is deflated by 
consumer price index (general). Then 
adding total emoluments and non-emolu¬ 
ments at constant prices we get value 
added at constiuit prices. 

Ill 

Industrial Situation 

Maharashtra is the leading industrialised 
state in our country. This can be seen from 
the fact that in 1969-70 the state which 
accounts for about 9.32 per cent of popu¬ 
lation contributed 17.91 per cent ol 
registered factories, 17.43 per cent of pro¬ 
ductive capital, 19.10 per cent employ¬ 
ment, 32.36 per cent value of output and 
26.68 per cent of value added. However, 
while over a period of time Maharashtra 
continues to remain on top of the indus¬ 
trial map of India, the worrisome factoi 
is that the state’s share in Indian industry 
is declining which indicates that the state 
is losing its grip on the industrial front. In 
1990-91 the state contribution in terms ol 
registered factories declined to 14.IS pet 
cent; in terms of productive capital it was 
17.13 per cent; in tenns of empbymeni 
it declined to IS. 18 per cent; in terms of 
value of output it came down to 22.7 pel 
cent and in terms of value added it de¬ 
clined to 23.3 percent. This indicates thai 
the rest of India is doing better thai 
Maharashtra. In 1994-9S the situation ha< 



further deterioraied (Table J). This paper 
seeks to examine the industrial perfor¬ 
mance of the state for the recent period 
from 1979-80 to 1994-95. 

The sectoral composition of 'state do¬ 
mestic product’ also shows somewhat 
unsatisfactory performance in the indus¬ 
trial sector. Maharashtra is an agricultur¬ 
ally deficit stateuahso beyond a point the 
state doe.s not have enough .scope for 
growth in the agricultural sector. How¬ 
ever. this is not the case with the .secondary 
sector. The percentage share of this .sector 
in state domestic pnxiuct continuously 
went on increasing up to 1972-73, but 
since then it has remained more or less 
stagnant. The percentage share of primary, 
secondary and tertiary sectors in 1960-61 
were 41.6, 26,7 and 31.7 respectively. In 
1970-71 these shares were 28.6,34.2 and 
37.2, .showing moderate increases in sec¬ 
ondary and tertiary sectors and a large 
decline in the share of the primary sector. 
In 1993-94 the shares of primary and 
secondary sectors declined to 11.9 per 
cent and 32.7 per cent respectively and 
that of the tertiary sector increased to 45.4 
per cent. In 1994-95 there is a marginal 
improvement (Table 2). If the annual 
compound growth rates of thc.se shares are 
computed from 1960-61 to 1994-95, the 
share of the primary .sector declines by 
1.65 per cent per annum whereas tlie share 
of the secondary sector increases by 0.41 
per cent per annum, and that of the tertiary 
sector by 0.92 per cent per annum. How¬ 
ever, if annual compound growth rates of 
shares of the.se sectors are computed for 
the period of this study, i e, from 1979-80 
to 1994-95, we notice a decline in the 
share of the primary sector by 2.11 per 
cent per annum. The share of the second¬ 
ary sector also declines by 0.19 per cent 
per annum. Only the share of the tertiary 
sector incrca.ses by 1.43 per cent per annum. 

IV 

Industrial Composition 

In the 1960s industrial activity in 
Mahara.shtni was concentrated in the pro¬ 
duction of consumer goods. Considering 
value added of industries in Maharashtra 
in I960, we see that the coasumer goods 
industry contributed 52 per cent while 48 
per cent was accounted for by capital and 
intermediate goods industries. This struc¬ 
ture ha.s changed completely over time. In 
terms of value added in 19^81, the con¬ 
sumer goods industry accounted for 35 per 
cent whcieascapital and intermediatego^s 
indastries accounted for 65 per cent. In 
1995-96 the consumer gocids industry 
accounted for a mere 17 per cent, and 
capital and intermediate go^s industries 
together contributed 83 percent (Table 3). 


To strengthen the above argument, 
industries 20-21 to29whichareagticultum- 
lelated are aggregated and 30 to 39 which 
arc non-agriculture-related industries 
clubbed [Desai et al 1994] and their 
relative shares arc then computed from 
1979-80 to 1994-95. The share of agri¬ 
culture-related industries in fixed capital, 
employment, value added and value of 
output declined substantially over the 
period. Correspondingly, the share of non- 
agriculture related industries went up 
(Table 4). An examination of the table 
reveals that during the period 1986-87 to 
1988-89 there appears to be a major struc¬ 
tural transformation between agriculture- 
related and non-agriculture related indus¬ 
tries. To .study the concentration of indus¬ 
tries in the state, the Hirschman Herf ^ndahl 
index (HHI) is u.scd for the manufacturing 
sector for the peritnl 1979-80 to 1994-95. 
The HH index has been constructed for 
fixed capital, for number of employees, 
for value of output and for value added 
using equation (1). 

HHI=ZPiVl00 ...(1) 

where P,=percentage share of ith industry 
in the manufacturing .sector. 

Using this index one can study with this 
data-set the industrial concentration in 
manufacturing sector. HHI can be used fur 
two-digit industrial disaggregation in the 
manufacturing .sector. The HHI constiuctcd 
for fixed capital at constant prices shows 
decline which implies that the concentra¬ 
tion is decreasing in Mahanrshtra, i e, 
fixed capital is less concentrated in few 
Ipdustries in the state. However, after 1989- 
90. it went on increasing, implying that 
fixed capital is getting concentrated in a 
few industries in the state (Table 5). As 
long as in this case HHI is greater than 
5.56, it means fixed capital is concentrated 
in .some industries, i e, minimum value of 
HHI (5.56) will be obtained when the 
fixed capital is equally distributed in all 
18 two-digit industries. The maximum 
value of HH index is 100 wlicn the entire 
fixed capital is concentrated in one indus¬ 
try only in the manufacturing sector. 

By the criterion of number of employees 
the degree of concentration is less in the 
.Slate. Emnloyment is less concentrated in 
the industries than is fixed capital. The 
trend remains more or less tte .same from 
1982-83 onwards. In terms of value added 


the degree of concentration is hi^wr than 
that of enqrtoyment and it is increasing 
over the I6-yearperiod.Sinularly,intenns 
of value of output (teal output) the degree 
of concentration in the manufacturing sec¬ 
tor in the state is higher than that of 
employment, increasing especially after 
the 19%s. In case of fixed capital manu¬ 
facture of food products, rubber, plastic, 
petroleum and coal products, manufacture 
of chemical and chemical products, basic 
metal and alloys industries and the manu¬ 
facture of electrical and non-eleciri('!ii 

Table 2: Sectoral Composition of 
State Dome.stic Prowict 

{Per cent) 


_ Sector _ 

Year Primary Secondary Tertiary 


1960-61 

41.6 

26.7 

31.7 

1965-66 

32.8 

31.5 

35.7 

1970-71 

28.6 

.34.2 

37.2 

1975-76 

31.7 

32.0 

.36.3 

1979-80 

28.7 

34.5 

36.8 

1980-81 

28.1 

35.1 

36 8. 

1981-82 

27.6 

33.7 

.38.7 

1982-83 

27.2 

.33 4 

.39.4 

1983-84 

28.1 

32.6 

.39.3 

1984 85 

25.8 

33.5 

40.7 

1985-86 

23.9 

.35.3 

40.8 

1986-87 

21.4 

37.1 

415 

1987-88 

25.4 

.33.5 

41.1 

1988-89 

24.7 

.33.5 

41.8 

1989-9,3 

24.2 

33.7 

42 1 

1990-91 

22.9 

33.8 

43.3 

1991-92 

20.1 

33.5 

46.4 

1992-93 

22.0 

32.5 

45.5 

1993-94 

21.9 

.32.7 

45.4 

1994-95 

21.2 

34.5 

44.3 

ACCR (per cent) 



1960-61 to 




1994-95 

l-)1.65 

0 41 

0.92 

1979-80 to 




1994-95 

(-)2.ll ( 

-)0.I9 

1.43 

Note: ACGR = 

Annual Compound Growth Rote. 

Table 3; (Composition (x= Industries kCcordino 


TO Vauie Added 





{Per cent) 

Year Consumer Goods 

Capital and Inter- 



mediate Goods 

I960 

52 


48 

1980-81 

35 


65 

1989-90 

21 


79 

1991-92 

20 


80 

1992-93 

16 


84 

1993-94 

18 


82 

1994-95 

18 


82 

1995-96 

17 


83 


Source: Economic Survey of Maharashtra, 
Government of Maharashtra (various is.sucs). 


Tabus i: MAHARA.sirTRA’s Share in Indian Industry 

{Percent) 


Item 

1969-70 

1975-76 

1979-80 

198.5-86 

1990-91 

1992-93 

1994-95 

No of registered factories 

17.91 

17.25 

15.57 

14.82 

14.15 

13.86 

14.44 

Productive capital 

17.43 

16.64 

16.48 

19.06 

17.13 

17.63 

16.62 

No of employees 

19.10 

18.26 

17.45 

1606 

1.5.18 

14.73 

14.49 

Value of output 

32.36 

24.05 

23.70 

22.54 

22.70 

21.18 

21.13 

Net value added 

26.68 

24.60 

24.87 

25.88 

23.30 

22.75 

22.01 
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fixed capita) of manufacturing sector in 
Maharashtra. For value of output manu¬ 
facture of food product.s, manufacture of 
rubber, plastic, petroleum and coal prod¬ 
ucts, manufacture of chemical and chemi¬ 
cal products, manufacture of electrical and 
non-electrical machinery and manufacture 
of transport equipments account for 69.66 
percent of the total output of manufactur¬ 
ing sector in the state in 1994-95. In ca.se 
of net value added in 1994-95, only four 
industries account for 56.77 per cent of 
net valiK added in the manufacturing sector 
in the .state. These industries arc manufac¬ 
ture of rubber, plastic, petroleum and coal 
products, manufacture of chemical and 
chemical products, manufacture of elec¬ 
trical and non-electrical machinery and 
transport equipments (category 37). In case 
of employment 49.44 per cent employees 
of manufacturing sector in the state are in 
manufacture of food products, cotton 
textiles, rubber, plastic, petroleum and coal 
products and electrical and non-electrical 
machinery. 

However, in 1979-80 the manufacture 
of food pnxiucts. cotton textiles, chemical 
and chemical products, and manufacture 
oftraasport equipments togctheraccQunicd 
for 59.24 per cent of fixed capital. 52.67 
per cent of employment, 53.26 per cent 
of value added and 53,79 per cent of value 
of output of manufacturing .sector in the 
state. The share of the same four industries 
in 1994-95 dccreasicd to 29.93 per cent of 
fixed capital. 34.03 per cent of employ¬ 
ment. 30.11 per cent in value added and 
36.35 per cent in value of output. These 
are .some of the major structural changes 
that have occurred in the manufacturing 
sector in Maharashtra. 

V 

Manufacturing Sector 

To understand the pattern of growth in 
the manufacturing sector of Maharashtra, 
annual compound growth rates have been 
estimated for the period 1979-80 to 
1994-95. Fixed capital of the manufactur¬ 
ing sector has grown by 9.65 per cent per 
annum over the perii'd, non-agriculture 
related industries increasing by 10.65 per 
cent per annum, and agriculture-related 
indu.stries increa.sing by only 6.98 percent 
(Table 6). 

Annual compound growth rates for two- 
digit industries in manufacturing sector 
are also estimated. Manufacture of non- 
metallic mineral products (32) shows the 
highest growthof 16.63 percent perannum 
in fixcdcapital in the manufacturing sector. 
Manufacture of rubber, plastic, petroleum 
and coal products (30), leather and leather 
products ( 19 ), basic metal and alloys 
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rates in fixed capital of more than 10 per 
cent per annum. 

The output of the manufacturing sector 
increased by 7.12 per cent per annum. The 
non-agriculture related industries show 
higher growth rate in output at 7.93 per 
cent compared to the agriculture related 
industries which recorded 5.07 per cent 
growth rate per annum. Among the two- 
digit industries, other manufacturing in¬ 
dustries (38) show the highest growth rate 
in output of 16.99 per cent per annum. It 
may be because this industry includes fast 
growing modem hi-technology industries 
like computer and information technol¬ 
ogy. The output of manufacture of rubber, 
plastic, petroleum and coal products (30), 
textile products (26) and other manu¬ 
facturing induiitries (38) show high growth 
rate in output. The manufacture of wood 
and wood products (27) is the only indus¬ 
try which experienced decrea.se in output 
at the rate of 2.32 per cent per annum. 


1 lie inanuiaciunng sector cxpcnenceu 
a growth rate of 6 per cent per annum 
in net value added during the period of 
1979-80 to 1994-95 in the state. Non¬ 
agriculture related industries show higher 
growth rate of 6.63 per cent in net value 
added compared to that of 4.19 per cent 
of agriculture-related industries. In case of 
net value added within two-digit indus¬ 
tries. the manufacture of cotton textiles 
(23), recorded negative growth rate for the 
period under study. However, manufac¬ 
ture of leather and leather products (29) 
and textile products (26) recorded 12.60 
and 13.46 per cent growth rates in value 
added re.spectively. 

The performance of the state in terms 
of employment in the manufacturing sec¬ 
tor is very unsatisfactory. The employ¬ 
ment in the manufacturing sector over the 
period declined by 0.28 percent perannum. 
This is nminly because employment in 
agriculture-related industries declined by 
1.38 percent per annum. However, in non- 


Table 4. Relative .Shares of AoRiaiLTURF-RELATED Inou.stries and Non-Aoricui.ti'bi. Relah-i; 
INOIISTRIF.S IN Fixed Cawiai, EMFLorMENT, Value Added and Value of Output 

(Pfr rent) 


Year 

Fixed Canilal 

EmDiovment 

Value Added 

Value of OuiDui 

AGR- NAGR. 

AGR- 

NAGR- 

AGR- 

NAGR- 

AGR- 

NAGR- 


INI) IND 

IND 

INI) 

IND 

IND 

IND 

IND 

197V-80 31.12 68.88 

50.37 

49,63 

30.70 

69.30 

33.44 

66-56 

1980-81 30 48 69..S2 

48.70 

51 .30 

27.29 

72.71 

28 56 

71.44 

1981-82 29.64 70 36 

48.33 

51.67 

29.73 

70.27 

31.37 

68 63 

1982-83 31.78 68.22 

46..57 

53 43 

27.06 

72.94 

30.26 

69.74 

1983-84 32 10 67.90 

45.57 

.54.43 

27 26 

72 74 

30.06 

69.94 

1984-85 28.99 71.01 

44,89 

.55.11 

27 15 

72.85 

32.69 

67.31 

1985-86 28.24 71.76 

45,91 

54.09 

24.35 

75 65 

30.01 

69 99 

1986-87 29.66 70 34 

45.41 

54.59 

27.67 

72 33 

30.41 

69.59 

1987-88 29.86 70.14 

44.99 

55.01 

24 35 

75,65 

28.37 

71.63 

1988-89 25.38 74.62 

44.00 

56.00 

24.74 

75.26 

28.50 

71..50 

1989-90 22.82 77.18 

43 09 

56 91 

24 31 

75 69 

25.63 

74.37 

1990-91 21.58 78 42 

43.43 

56.57 

24 00 

76.00 

23.-52 

76.48 

1991-92 22.99 77 01 

42.70 

57 .30 

27.20 

72.80 

27.01 

72.99 

1992-93 22.66 77..34 

43.01 

.56.99 

20.17 

79.83 

25.10 

75.90 

1993-94 23.67 76.33 

41 88 

58 12 

21 82 

78.18 

24.78 

75.22 

1994-95 24.96 75.04 

41 61 

58..39 

25,06 

74 94 

24,54 

75.46 

Notes: AGRIND 

= Agricullure-relaied industries. 





NAGRIND = Non-agriculiuie relaled industries 





Table 5: HH Index with Respect to Fixed Capital, No of Employees Value Added and 



Value of Output 





Year 

Fixed Capital No of Employees 

Value Added 

Value of Output 

1979 80 

13 90 


11.66 


13.60 


12.37 

1980-81 

12.74 


10.55 


13 46 


11.68 

1981-82 

12.72 


10 19 


12 34 


II 60 

1982-83 

10.79 


9.97 


12 05 


11.42 

1983-84 

11.03 


9.77 


12 44 


11.60 

1984-85 

11.26 


9 81 


11.49 


11.48 

1985-86 

11.28 


9 84 


11.64 


11.58 

1986-87 

10.87 


10.07 


11.44 


11.59 

1987-88 

1083 


9.52 


12.25 


11.47 

1988-89 

11.20 


9.51 


11.58 


11.54 

1989-90 

14.32 


9.22 


13.20 


12.63 

1990-91 

14.52 


9.10 


12 14 


13.24 

1991-92 

14.83 


9.03 


12 26 


12.08 

1992-93 

13.49 


8.9K 


13.73 


12.30 

1993-94 

12.62 


8.81 


14.18 


12.03 

1994-95 

12.77 


8.66 


11.73 


11.55 



agriculture related industries employ uieni 
increased by 0.6S per cent per annum. 
Among the two-digit industries, repair of 
capital goods (39) realised 6.66 per cent 
per annum growth in employment. How¬ 
ever, the industry is new and its data 
pertains to only the last six years < 1989-90 
to 1994-95). Industries such as food prod¬ 
ucts (20-21), cotton textiles (23), wool, silk 
and synthetic fibre (24), wood and wood 
products (27), paper .ind paper products 
(28). ba.sic metal and alloys indastries 
(33), and uansport equipments (37) re¬ 
corded decrease in employment during the 
period. Overall, the employment in the 
manufacturing sector of the state declined 
over the period 1979-80 to 1994-95. 

Although employment in the state is 
falling, the total emoluments at constant 
prices for the manufacturing sector has 
increased by 3 per cent per annum. The 
increase in emoluments is higher, i c, 3.71 
per cent per annum in non-agriculture 
related industries, while in agriculture- 
related industries the increase is merely 
1.51 per cent. Industries such as cotton 
textiles (23) and wood and wood products 
(27) realised a fall in emoluments. Over¬ 
all, there is an incrca.se in fixed capital and 
fall in employment, at the same time re¬ 
cording a rise in output and value added 
over the period of 1979-80 to 1994-95. 

VI 

Elasticity 

We now turn to estimates of the employ¬ 
ment and output elasticities for the manu¬ 
facturing sector. 

Employmeni elasticity: As seen in the 
last section, flxed capital is increasing 
whil$ employment is declining in the state 
during this period. To .study these opposite 
trends, employment elasticities have been 
estimated for industries in manufacturing 
sector. Using the equation (2) 

In Lt ss aO + al In Yt - a2 In Kt ...(2) 

the employment elasticity with respect to 
output and fixed capital has been esti¬ 
mated. The employment elasticity with 
respect to output for the entire manufac¬ 
turing sector is (-) 0.13 fl'abie 7). The 
elasticity for agriculture-related industries 
is negative 0.32. Hiis implies that an 
incrca.se in output decreases employment. 
The non-agriculture related industries 
show the employment elasticity of 0.05. 
The manufacture of textiles (23), textile 
products(26), wood and wood products 
(27), leather and leather products (29), 
non-mctallic mineral products (32), etc, 
show positive employment elasticity with 
respect to output. 

^ploymcm elasticity with respect to 
fixed capital for the manufacturine .sector 


irt dK state is 0.(ffi. This implies that fixed 
capital is complementary to labour. Fixed 
capital is used more as a substitute for 
labour employment in non-agriculture 
related industries which explains the 
greater fall in employment in this group. 
In agriculture-related industries like manu¬ 
facture of beverages, tobacco and tobacco 
products (22), wool, silk and synthetic 
fibre (24), etc, we evidence positive 
em ploy ment elasticity with respect to fixed 
capital. Thus, in these industries the use of 
fixed capital is complementary to employ¬ 
ment of labour in the state. Overall al 
the state level, in the manufacturingsector 

Table 6; Annual Comkmjno Cue 
(@ Constant pric 


as a whole, fixed capital use seems Ic 
be complementary to labour employmmit 
Output elasticity. Efforts are also made 
to measure the output elasticity with re¬ 
spect to fixed capital and labrnu' usinf 
equation (3). 

In (Y/L)t = aO -E al In (K/L)t ...(3; 

Output elasticity with respect to fixed 
capital for the manufacturing sector as t 
whole is 0.75 ^able 7), 0.75 for agri¬ 
culture-related industries and 0.73 non- 
agriculture related industries. In case ol 
two-digit indu.strie$ the manufacture ui 
food products (20-21), cotton textiles (23) 

m Rate fob 1979-80 to 1994-95 
. 1981-82-100 ) 

(Per cent' 


Industry 

Code 

Fixed 

Capital 

No of 
Employees 

Total 

Emoluments 

Value of 
Output 

Value 

Added 

20-21 

7.01 

(-)0.I2* 

6.26 

6.35 

9.54 

22 

11.38 

2.62 

3.30 

4.19 

5.27 

23 

441 

(-)3.51 

(-)l.l.5* 

1.12* 

(-)8.46* 

24 

7..30 

(-)l.96 

0..33* 

5.05 

4.44 

2.5 

- 

- 

- 

- 

- 

26 

12.37 

1.36* 

4.24 

11.60 

13.46 

27 

3.48 

(-)3 74 

(-)l.20* 

(-)2.32* 

0 12* 

28 

9.06 

(-)l.40 

1.78 

4.18 

4..58 

29 

I.3..53 

3.31* 

7.49 

9.18 

12.60 

30 

13.59 

1.76 

4.25 

9 32 

11.61 

31 

11.56 

0.52* 

3.35 

7.69 

6.21 

33 

16.63 

0 20* 

3.85 

8 39 

5.88 

33 

13.08 

{-)1.19 

0.87 

6.49 

7.32 

34 

II 01 

0.05* 

2.04 

3.58 

3.05 

35-36 

8.78 

0.09* 

391 

7.31 

6.49 

37 

5.68 

(~)2.02 

2.56 

7.28 

4 97 

38 

8 08 

2.88 

4.59 

16 99 

8.68 

39 

4.90* 

6.66 

7.06 

9 76 

10 04 

Manufacturing (2-3) 

9.65 

(-)0.28* 

3.00 

7.12 

6,00 

ACRIND 

6.98 

(-)l..38 

1.51 

5.07 

4 19 

NAGRIND 

10.65 

0.65 

371 

7.93 

6 63 


Note: * Slatistically insignificant al 5 per cent level. 

Table 7: Emw-oyment and Output ELAsnanES. 


Industry Code 

Employment Elasticity with 
Respect to 

Output Elasticity with 
Respect to 

Output 

Fixed Capital 

Fixed 

Capital Labour 

20-21 

(-)0.06 

0.02 

090 

0.10 

22 

0.05 

0.18 

0.19 

0.81 

23 

0.20 

(->0.43 

0.51 

0.49 

24 

(-)0.24 

0.06 

0.66 

0.34 

25 


- 


- 

26 

0.09 

0.08 

0.75 

0.25 

27 

0.38 

(-)O.OI 

0.09 

0.91 

28 

0.14 

0.12 

0.38 

0.62 

29 

1.00 

(-)0.28 

0.49 

0.51 

30 

(-)0 02 

0.14 

0.66 

0.34 

31 

(-)0.22 

0.21 

0.63 

0.37 

32 

0.08 

(-)O.OI 

0.69 

0.31 

33 

(-)0.2I 

0.03 

0.53 

0,47 

34 

0.26 

(-)0.0I 

0.30 

0 70 

35.16 

0.03 

0.001 

0.76 

0.24 

37 

(-)0.42 

0.25 

1.08 

(-10.08 

38 

0.10 

0.20 

1.68 

(-) 0.68 

39 

0.83 

(-)0.33 

0.44 

0.56 

Manufacturing (2-3) 

(-)0.I3 

0.08 

0.75 

0.25 

AGRIND 

(-)0.32 

0,05 

0.75 

0.25 

NAGRIND 

0.05 

(-)0.05 

0.73 

0.27 


Noirtt: In Lt = aO -t- al In Yl - a2 In Kt ...{% 


a2 > 0 s K is complementafy. 
a2 < 0 s K is substitute. 

In (Y/L)t » aO -E al In (K/L)t ...(3] 



textile products (26), cheiracal and chemi- 
:al prothK:ts(31), transport equipment (37), 
rtc, the output elasticity with respect to 
rned caiMtal is more than 0.50. Output 
ilasticfty with respect to labour for the 
manufacturing sector is 0.25, which is 
lower than that of fixed capital. This 
implies that output responds more to 
fixed ciq>ital than to labour. Agriculture- 
mlated industries show output elasticity 
ivith respect to labour of 0.25 which is 
lower than that of 0.27 for non-agriculture 
related industries. Output elasticity with 
Tspect to labour is negative for mamifac- 
ure of transport equipment (37) and other 
manufacturing industries (38). It means 
:hat the output responds to labourinverseiy 
mthese industricssuggcsting laige increases 
n labour productivity of these industries. 
Rirthc rest ofindustrisinthe manufacturing 
sector the output elasticity with re.spect to 
labour varies between 0.10 and 0.91. 

VII 

Factor Intensity 

Factor intensity may be studied using 
fixed capital peremployee and value added 
3er employee. 

fixed capital per employee 

To gain insights into the trends in the 
actor proportions in the manufacturing 
lector, industries can be grouped into 
;apital-intensive and labour-intensive 
ndustries according to whethei capital 
jcr employee (K/L) is above or below the 
tverage for all the industries. However, 
t must be pointed out that the concepts 
)f capital-intensive and labour-intensive 
ndustries arc used only in a relative .sen.se 
ind not in absolute terms. Further, u.sing 
he average capital labour ratio as the cut- 
jff point for classifying industries into 
:apital-inten.sivc and labour-intensive ones 
may, however, be arbitrary. Moreover, in 
he absence of a specific capital-labour 
-atio for all the industries, average capital- 
labour ratio is used as the criterion for this 
surpose. 

liie average capital peremployee for all 
.he manufacturing sector was Rs 0.23 lakh 
in 1979-80 and Rs 0.96 lakh in 1994-95, 
30th at 1981-82 prices. Hk industries with 
:apital per employee above these respec- 
ive averages may be regarded as capital- 
intensive and those with capital per 
:mployce below them as labour-intensive. 
Die industries coming under each of these 
rategories in 1979-80 and 1994-95 are 
listed here. 

[i) CapitaNatensivt industries: 

1979-80: Industries(nos)-20-21,30, 
31. 33. 37. 

1994-95: In^stries (nos) - 24. 30, 
31, 33. 37. 


(ii) Labour-intensive Industries: 

1979-80: Industries (nos) - 22, 23, 
24. 25, 26, 27. 28. 29, 32. 
34. 35-36. 38. 

1994-95: Industries(nos)-20-21,22, 
23. 25. 26. 27, 28, 29. 32, 
34, 35-36, 38. 39. 

It may be observed from the list that the 
structure of industries by factor intensity 
in 1994-95 remained largely the same as 
in 1979-80. There were, however, a few 
significant exceptions. The manufacture 
of food products (20-21), which was in 
the capital-intensive category in 1979-80 
shifted to the labour-intensive category in 
1994-95. In contrast, manufacture of 
wool, silk and synthetic fibre (24), which 
was in the labour-intensive category in 
1979-80, shifted to the capital-intensive 
category in 1994-95. 

The dwindling share of capital-inten¬ 
sive industries in the manufacturing sector 
is clearly indicated. Capital intensive- 
industries accounted for as much as 62.57 
per cent of the total fixed capital in 
1979-80 and contributed 49.10 per cent 
to value added and 60.72 per cent to output 
by employing 37.51 per cent of total 
number of employees in the manufacturing 
sector. By 1994-95 their share in employ¬ 
ment decreased to 33.08 per cent, share 
in fixed capital decreased to 60.25 percent 
and in value of output declined to 56.51 
per cent. But their share in value added 
increased to 52.26 per cent. The share of 
the labour-intensive industries changed 
correspondingly. Thus, labour-intensive 
industries provided employment to as much 
as 66.92 per cent of the total employment 
in manufiiciuringsector by employing only 
39.75 per cent of its capital assets in 
1994-95. By the same token, it may be 
observed that, the capital-intensive indus¬ 
tries usurped a large chunk of fixed capital, 
i e, 60.25 per cent, but ab.sorbed just 33.08 
percent of the total employees of the manu¬ 
facturing sector in the state in 1994-95. 

Value added per employee 

The factor intensity in the manufactur¬ 
ing sector can be estimated by using Lary's 
index. This method involves using the 
value added per employee comprising 
wage and non-wage components as a 
composite index for the amount of human 
and physical capital embodied in the 
production of a gtxxl. The wage and non¬ 
wage components of the value added per 
employee may be taken to reflect the flows 
of the services of labour (human capital) 
and capital (phyricalcapitai)intoihe manu¬ 
facturing process. Thus, the wage compo¬ 
nent of the value added per employee can 
be used as a proxy for human capital and 
the non-wage component, a proxy for 
physical capital. 


Lary's method is based on two assump¬ 
tions. First, the inter-industry differences 
in wages are assumed to reflect differ¬ 
ences in their requirements of skilled 
labour. Since wage rates are positively 
related to the skill levels, this assumption 
is not restrictive. As Lary has demon¬ 
strated, US data reveal a positive and 
significant correlation between the wage 
value added per employee and the ratio 
of skilled lab^r to the total employment. 
This phenomenon was examined by Mitra 
(1974) in the light of the Indian data for 
the period 1960-65 and his results sup¬ 
ported it. Second, inter-industry differ¬ 
ences in the non-wage value added per 
employee are assumed to reflect differ¬ 
ences in respect of physical capital in¬ 
vested. Accordingly, the non-wage value 
added per employee can be used as the 
indicator of the physical capital as against 
the stock figures. 

Though affected by various market 
imperfections, there are two advantages 
of value added per employee as a criterion 
of capital intensity. One is that, being a 
How rather than a stock figure, it fits in 
better with the notion of factor inputs 
into production and therefore it is more 
relevant to* the theory of production 
functions. Secondly, it bypasses the dif¬ 
ficulty of measuring the stock of physical 
capital. 

Thus, value added per employee can 
be used as a reasonably good guide to 
the factor intensity of different industries. 
Industries can be classified into labour- 
intensive or capital-intensive oncr> ac¬ 
cording to whether the value added per 
employee is lower than or higher than 
the average value added for all the indus¬ 
tries. Therefore, it can be postulated that 
the higher the value added per employee, 
the more capital-intensive the industry; 
lower the value added per employee, 
the more labour-intensive the industry. 
The average value added per employee 
for all the industries was Rs 0.26 lakh in 
1979-80 and Rs 0.63 lakh in 1994-95 
both at 1981-82 prices. The industries 
with value added per employee below 
these respective averages arc regarded 
as labour-intensive and those with value 
added per employee above them as 
capital-intensive. The indu.stries coming 
under each of these categories in 1979-80 
and 1994-95 arc listed here. 

(i) Capital-intensive industries: 

1979-80; Industries (nos) - 30, 31, 

33, 34. 35-36, 37. 

1994-95; Industries (nos) - 24. 30, 

31. 33. 35-36. 37. 

(ii) labour-intensive industries: 

1979-80; Industries (nos)-20-21,22, 

23. 24. 25. 26, 27, 28. 29. 

32. 38. 



1994.95: Industries(iios)-20-21.22; 
23. 25, 26. 27. 28. 29. 32, 
34. 38. 39. 

It may be observed that the structure of 
industries by factor intensity in 1994-95 
remained largely the same as in 1979-80. 
There were, howev^. a few significant 
exceptions. 

The dwindling share of labour-inten- 
si ve industries in the manufacturing sector 
is clearly indicated. Capital intensive 
industries accounted for as much as 67.52 
per cent of the total fixed capital in 
1979-80 and contributed 66.11 per cent 
of value added and 64.02 per cent of 
output by employing 44.98 per cent of the 
total number of employees in the manu¬ 
facturing .sector in the state. By 1994-95 
their share in employment increa.sed to 
47.84 percent and in fixed capital to 72.09 
per cent, while their share in value of 
output increased to 70.24 per cent. The 
share of these industries in value added 
jumped to 69.89 per cent in 1994-95. The 
share of labour-intensive indu.strics de¬ 
clined correspondingly. In short, the capi¬ 
tal-intensive industries arc becoming more 
dominant in the .state. 

VIII 

Structural Ratios 

In order to analyse industrial production 
in Maharashtra, it is worthwhile to exa¬ 
mine some key ratios. Instead of just 
analysing the ratios, it is more appropriate 
to analyse the changes in these ratios which 
will reflect the structural changes in the 
industry in the .state. This has been done 


by formulating some specific questions to 
which these ratios would provide the 
answers. They are as follows: (i) what is 
the increase in the cost of creating one job. 
i e, growth of (FC/NE)? (ii) what is the 
level of growth in the productivity of an 
employee and in per unit of fixed capital, 
i e. growth of (VA/NE) and (VA/FC)? 
(iii) what is the increase in the average 
wageof an employee, i e, growth of (EMO/ 
NE)? (iv) what is the change in the share 
of wages in value added i e. growth of 
(EMOA'A)? (v) what is the increase in 
fixed capital per unit of output, i e. growth 
of (FC/VO)? (vi) what is the increase in 
average output of an employee, i e. growth 
of (VO/NE)? (vii) what is the increase in 
labour cost per unit of output, i e, growth 
offEMOA'Oj'/andfviiijwhatisthechange 
in value added generated by one unit of 
output, i e. growth of (VAA^O)? The an¬ 
swers to ail these questions vaiy according 
to the industry in the manufacturing .sector 
of the state. The annual compound growth 
rate has been computed for these ratios 
for the period from 1979-80 to 1994-95. 

The cost of creating one job meaas the 
fixed capital per employee. This is the 
indicator ol capital intensity of the indus¬ 
try. The cost of creating one job incrca.sed 
by 9.96 per cent per annum in the manu¬ 
facturing sector ^ablc 8). The non-agri¬ 
culture related industries show higher 
increase than the agriculture-related in¬ 
dustries. However, manufacture of non- 
mctallic mineral products (32) shows the 
highest increase of 16.39 per cent per 
annum for the period. The repairof capital 
grMxis (39) shows a decrea.se in this cost. 


Increase in productivity of an employee 
is 6.29 per cent for (he tnanufacloring 
sector. Tlie non-agriculture related indus¬ 
tries demonstrate higher labour producti¬ 
vity than that of the agriculture-related 
industries. Hie rise in labour productivity 
is highest in the manufacture of textile 
products (26). However, the manufacture 
of cotton textiles (23) demonstrates a fall 
in labour productivity in the state during 
the period. In case of capital productivity 
(VA/FC). the state experienced a fall of 
3.33 percent per annum during the period. 
The fall in capital productivity is niotc 
pronounced in non-agriculture related 
industries. The industries in the manufac¬ 
turing sector except manufacture of food 
products (20-21). textile products (26), 
other indu.stries (38) and repair of capital 
goods (39). demonstrate a fall in capital 
productivity. This fall is more pronounced 
in the case of manufacture of cotton tex¬ 
tiles (23). The fall in capital productivity 


TABif. 9: Indostkiai. Disfutes in the StatIs 


Year 

Number of 
Strikes and 
Lockouts 

Number of 
Workers 
Involved 

Number of 
Mandays 
Lost 

TobT" 

274 

83400 

575600 

1966 

781 

514400 

3.541900 

1971 

690 

4507IX) 

2052500 

1976 

337 

I5I9IK) 

421000 

1981 

636 

2(K)7(M) 

9.505400 

1986 

.300 

83100 

5297800 

1990 

193 

60100 

4008900 

1991 

217 

59400 

4649300 

1993 

194 

83600 

3956300 

1994 

156 

89200 

.3686400 


Stnin-e: Econimm-Survey irf Maharafhtm l<)94-95. 
Covemnient of Maharashtra. 


Table 8: Annuai Compound Rate of Obowth of SntucrunAL Ratios for 1979-80 m 1994-95 

(1981-82 = 100) 


(Per cenl) 


Industry Code _ Structural Ratio 



FC/NE 

VA/NE 

VAA^C 

EMO/NE 

EMO/VA 

FC/VO 

VO/NE 

EMO/VO 

VA/VO 

20-21 

7.14 ' 

9.67 

2.36* 

6.39 

(-)2.99 

0.62* 

6.48 

(-)0.08* 

3.00 

22 

8.54 

2.58 

(-)5.49 

0 66* 

(-)l.87 

6.90 

1.53* 

(-)0.86* 

1.03* 

2.3 

8.22 

(-).5.I3* 

(->12.33 

2.45 

7.99* 

3.26 

4.80 

(-)2.:4 

(-)9.47 

24 

25 

26 

9.45 

6.53 

(-)2.67 

2,34 

(-)3.93 

2.15 

7.14 

(-)4.49 

(-)0.58* 

10.86 

II 95 

0.98* 

2.85 

(-)8.I3 

0.69* 

10.11 

(-)6.59 

1.67* 

27 

7.50 

4.01 

(->3.25 

2.64 

(-)l.32* 

5.94 

1.47* 

1.15* 

2.50* 

28 

10.61 

606 

(-)4.II 

3.23 

(-)2.67 

4.69 

5.65 

(-)2.30 

0.39* 

29 

9.89 

9.00 

(-)0.I1* 

4.05 

(-)4.55 

3.98 

5.68 

(-)l.55* 

3.14* 

30 

11.63 

9.68 

(-) 1.7.5* 

2.45 

(-)6.60 

3.90 

7.44 

(-)4.64 

2.09* 

31 

10-99 

5.66 

(-)4.80 

2.82 

(-)2.69 

3..59 

7.14 

(-H.03 

(-)l.38* 

32 

16.39 

5.66 

(-)9.22 

3.64 

(-)l.92* 

7.60 

8.17 

(-)4.I8 

(-)2.3I 

33 

14.45 

8..50 

(-)5.2I 

2.09 

(-)5.84 

6.18 

7.78 

(-)5.28 

0.64 

34 

10.96 

3.00 

(-)7.I7 

2.00 

(-)0.98* 

7.17 

3.54 

(-)l.49 

(-)0.52* 

.35-.36 

8 68 

6.39 

(-)2 10 

3.81 

(->2.42 

1.37* 

7.20 

(-)3.I6 

(-)0.76 

37 

7.86 

7.13 

(-)0.67* 

4.68 

(->2.29 

(-)l.50 

9.50 

(-H.40 

(-)2.I6 

38 

5.05 

5.63 

0..55* 

1.66 

(-)3.76 

(-)7.62 

13.72 

(-)t0.60 

(-)7.ll 

39* 

(-)1.65* 

3.17* 

4,91 

0.37* 

(-)2.7I* 

(-)4.43 

2.91* 

(-)2.46* 

0.26* 

Manufacturing (2-3) 

9.96 

6.29 

(->3.33 

3.29 

(-)2.83 

2.36 

7.42 

(-)3.85 

(-)1.05 

AGRIND 

8.48 

5 65 

(-)2.6I 

2.93 

(-)2.5g 

1.82 

6.55 

(-)3.40 

(-)0.84* 

NAGRINO 

9.94 

5.94 

(-)3.64 

3.04 

l-)2.73 

2.52 

7.24 

(-)3 9| 

(-)I.2I 


Noiex. FC= Fixed Capital; NE = Number of employees; EMO = Total emoluments to employees; VA = Value added; VO « Value of output. 
* Siaiistically insignificant at 5 per cent level. # Data for industry 39 is available from 1989-90 onwards. 




jnay be because of rising oqiital intenaty 
in the manufacturing sector of the state. 

Theaverage wage of an employee (EMO/ 
ME) in the manufacturing sector increased 
by 3.29 per cent per annum during the 
period. However, the increase in labour 
productivity is much more than the rise 
in average wage of the employee. The 
non-agriculture-related industries experi¬ 
enced higher rise in average wage than the 
agriculture-reiaied industries in the state. 
Ail the industries in the manufacturing 
sector experienced growth in the average 
wage of employees. 

Though the average wage of an em¬ 
ployee in the manufacturing sector showed 
an increase, the share of emoluments to 
employees in value added (EMO/VA) 
declined for the manufacturing sector 
during the period in the state. That is, the 
wage share in value added declined by 
2.83 per cent per annum. This implies that 
the non-wage share has increased in the 
manufacturing sector. The share of emolu¬ 
ments in value added declined faster in 
non-agriculture related industries than in 
agriculture-related industries. This share 
declined in all the industries except manu¬ 
facture of cotton textiles (23). The decline 
is more pronounced in manufacture of 
textile pr^ucts (26). The manufacture of 
cotton textiles (23) experienced rise in 
the share of emoluments in value added 
by 7.99 per cent per annum during the 
period. 

The increase in capital-output ratio (FC/ 
VO) is 2.36 per cent per annum. This 
means that every unit of output is pro¬ 
duced with more and more fixed capital. 
This rise is much faster for non-agriculture 
related industries than for agriculture 
related industries. The increase in capital- 
output ratio is substantial in the manufac¬ 
ture of nun-metallic mineral products (32), 
metal products and parts (34) and bever¬ 
ages, tobacco and tobacco products (22). 
However, some of the industries experi¬ 
enced a fall in capital-output ratio during 
the period. This fall is substantial in other 
manufacturing industries (38). 

The increase in average output of an 
employee (VO/NE) is 7.42 per cent per 
annum in the manufacturing sector in the 
state. This increase is highei in non- 
agriculture related industries than in 
agriculture-related industries. The increase 
in output per employee is 13.72 per cent 
in other manufacturing industries (38). 
This general rise may be becau.se of falling 
employment and rising labour productiv¬ 
ity in the manufacturing sector in the state, 
'liie rising output per employee resulted 
in a fall in labour cost per unit of output 
(EMO/VO). The emoluments per unit of 
output has been fulling by 3.8S per cent 
per annum during the period. Labour cost 


per unit of output declined in the state by 
3.8S per cent per annum, falling faster in 
non-agriculture related industries than in 
(^riculture-reiated industries. Emoluments 
per unit of output has been declining in 
all industries except wood and wood 
products (27). 

The value added generated by every 
unit of output (VAA^O) in manufacturing 
sector in the state is declining. The value 
added per unit of output is falling faster 
in non-agriculture related industries as 
compared to agriculture-related industries. 
The value added per unit of output has 
been increasing in agriculture-related 
industries except manufacture of cotton 
textiles (23) and manufacture of wool, silk 
and synthetic Hbre (24), whereas exce|n 
a few indu.stries, it has been declining in 
all the industries ot non-agriculture re¬ 
lated industries group. The fall in value 
added per unit of output may be a.ssociated 
with a fall in emoluments per unit of 
output. Moreover the wage share in value 
added is declining with falling employ¬ 
ment and only nun-wage share is increas¬ 
ing with increasing capital intensity. 

All these stnictural ratios explain the 
increasing capital intensity, falling em¬ 
ployment, and consequently rising labour 
productivity and failing labour cost in the 
manufacturing sector in Maharashtra. 
Rising wages with falling employment 
explains the increasing .skill composition 
ot the employees which results in an 
increase in labour productivity. The in¬ 
creasing capital intensity and higher skills 
explain the rising output per employee. 

IX 

Responsible Factors 

Maharashtra was at one time the domi¬ 
nant state in respect of industrial devel¬ 
opment. Hie above analysis clearly shows 
that the state is experiencing a slow-down 


in industrial growth and that the structural 
changes are showing increasing capita) 
intensity in {voduction. Though the main 
purpose of this study is not of discerning 
the reasons for this stale of affairs, to make 
the study complete, it i.s necessary to 
mention a few major factors. 

Industrial disputes'. The state experi¬ 
enced a major set back from tlie textile mi II 
workers strike in Mumbai. This strike 
adversely affected both industrial workers 
and industries. Increasing trade 
unionisation in the state made industries 
substitute capital for labour. This has been 
reflected in the rising capital intensity in 
the manufacturing sector in the state. The 
militancy among trade unions also dis¬ 
turbed the industrial peace in the major 
industrial centres of the state. Table 9 
explains the number of workers involved 
and number of mandays lost due to 
strikes and lockouts. In terms of wages 
and productivity Mahara.shtra's laboui 
looks costlier than the labour in othei 
states. 


Tabu-: 11: Cumpetitiveness Ranking of 
Indian States 


Sr 

No 

Indian .States State Competitiveness 
Index 

1 

Punjab 

82.80 

2 

Kerala 

67.71 

3 

Haryana 

63 2.*? 

4 

Gujarat 

60 63 

5 

Karnataka 

56.19 

5 

Tamil Nadu 

49 10 

7 

Maharashtra 

48 77 

8 

Andhra Pradesh 

46.69 

9 

Orissa 

46 61 

10 

Assam 

46 41 

II 

Rajasthan 

39 80 

12 

Madhya Pradesh 

36.8(1 

13 

West Bengal 

.34.18 

14 

1 Ittar Pradesh 

25.27 

I.S 

Bihar 

22 36 


Source: National Productivity Council Researcli 
Division (1994) 


Table 10: Index of Gitowm m iNi-RASTRummE - 1980-81 to 1993-94. 
(1980-81 3 too) 


Year 

Maharashtra 

Gujarat 

Tamil Nadu 

West Bengal 

All-India 

1980-81 

l(X).6 

102.9 

IIK),2 

101 9 

103.1 

1981-82 

105.6 

106.9 

103.9 

104.1 

104.8 

1982-83* 

106.2 

108.7 

105.0 

105.3 

105.9 

1983-84 

106.8 

110.5 

106.0 

106.4 

107.0 

1884-85 

109.0 

116.0 

110.4 

IIO.I 

112.0 

1985-86 

109.9 

1159 

112.4 

106.6 

113.7 

1986-87 

111.2 

116.9 

115.9 

115 2 

120.4 

1987-88 

1139 

120 0 

II8.I 

116 8 

124.4 

1988-89 

117.2 

122 3 

126.2 

120.5 

128.9 

1989-90 

119.7 

126.2 

129.8 

12.3.2 

1.33 t 

1990-91 

126.0 

1.37 9 

129.5 

120.3 

134.1 

1991-92 

124.8 

140 1 

132 5 

1199 

136.6 

1992 93 

127.8 

144.4 

1.34.3 

128.5 

139.9 

1993-94 

129.0 

145.6 

1.36.9 

129.5 

142.0 


Note: * cvtiiiuted. 

Source: CMIE. Profiles of States. March 1997. 



Infrastructure: In the 1960s and 1970s 
Maharashtra had a better position in re¬ 
lation to infrastructure. However, in the 
1980s the state lost its vantage position 
in this regard. Infrastructurewise other 
states are doing much better than 
Maharashtra. Infrastructural development 
did not occur sufOcientiy in places other 
than Mumbai. Thane, Pune, Nashik, 
Aurangabad belt. The growth of infra¬ 
structure in the state is certainly not satis¬ 
factory compared to other states. In this 
respect Gujarat and Tamil Nadu did much 
better than Maharashtra (Table 10). 

State’s industrial location policy: In 
Maharashtra the indu.Htriai concentration 
has always been in the Mumbai-Thane 
Pune belt. In order to have a balanced 
industrial development, and for dispersal 
of industries to backward regions, the state 
stopped issuing licences to new industrial 
units in this region. Similarly, capacity 
expansion was aLso curbed. For industrial 
dispersal the state provided .some incen¬ 
tives for setting up industries in backward 
regions. However, considering the avail¬ 
ability of infrastructure in the backward 
regions of the .state, industries preferred 
to go to the neighboring states which 
were providing some more incentives and 
belter infrastructural facilities. The state 
lost many industries due to this reason. A 
large number of small-scale units shifted 
to Gujarat. Karnataka and Tamil Nadu 
also. 

Comi>eiition among states: During the 
1980s many slates realised their industrial 
backwardness and others understood their 
mistakes in earlier state industrial poli¬ 
cies. These states started giving more and 
more fiscal incentives, better infrastructural 
facilities, less bureaucratic administration, 
etc, while Maharashtra went on following 
exactly the opposite policy. On this front 
Maharashtra is the main loser in ca.se of 
manufacture of chemical and chemical 
products. .States like Gujarat. Tamil Nadu. 
West Bengal. Karnataka, Andhra Pradesh, 
etc, are competing with Maharashtra. These 
states are giving more and more fcscal 
incentives, have less bureaucratic adminis¬ 
tration. better infiustructure facilities and 
are also trying to provide better climate 
of industrial relations. 

State competitiveness: Competitiveness 
of a state can be broadly considered as the 
overall health of the economy in terms of 
various observable economic and social 
indicators which adequately demon.straie 
the level of development attained by the 
states. In a market economy, the relative 
competitiveness of the states becomes the 
guiding factor for the private coiporate 
sector while evolving their htturc invest¬ 
ment strategics. Therefore, it is necessary 
to analyse the relative compe(itivene.ss of 


M^arashtra on various performance in¬ 
dicators. 

National Productivity Council (1994) 
constructed State Comp^iUveness Index 
(SCI) for major states ^ India. Competi- 
tivene.ss of the state is a composite index 
which includes the following 11 variables, 
viz, (1) transport infrastructure (road, rail 
and waterways), (2) telephone availabil¬ 
ity, (3) installed electricity generation 
capacity, (4) distribution of commercial 
banks, (S) life expectancy, (6) literacy 
rale, (7) population below poverty line, 

(8) size of tte market (consumption + sav- 
ings).(9) labour climate (mandays lost), 

(10) political stability,and(l I )taxes levi^ 
by state government. Among these II 
variables 7th, 9th. 10th and llth are 
negatively associated with the overall 
competitiveness of the state, while the 
remaining seven are positively associated. 
The competitiveness ranking of select 15 
states of India arrived at by National 
Productivity Council leads to the conclu¬ 
sion that Maharashtra lagged behind 
many other states (Table II). Punjab, 
Kerala, Haryana, Gujarat, Karnataka and 
Tamil Nadu are competitively betterstates 
than Maharashtra. These states are in a 
better position to attract private corporate 
sector than Mahara.shtni. Maharashtra’s 
performance is relatively poor in case of 
0> transport infrastructure (road, rail and 
waterways), (2) telephone availability, 
(4) distribution of commercial banks. 
(7) population below poverty line, 

(9) labour climate (mandays lost), and 

(11) taxes levied by stale government. 

The deteriorating law and order situa¬ 
tion and rising extortionary activities in 
Mumbai, bureaucratisation of state ad¬ 
ministration. political indccisivencss. 
backwardness of rural Maharashtra, high 
power tariff, and ri.sing systemic inef¬ 
ficiencies are some more causes directly 
or indirectly affecting industrial develop¬ 
ment. The foregoing analy.sis is only an 
initial attempt at identifying factors affect¬ 
ing industrial growth in the state. A more 
systematic and detailed analysis will be 
required to examine the effects of these 
factors. 

X 

Impact of Liberalisation 

Using a 'Kinked Exponential Model* 
[Boyce 1986], the growth rate has been 
estimated for pre-liberalisation and post- 
liberalisation periods for the manufactur¬ 
ing sector of Maharashtra. 'The period 
1980-81 to 1994-95 has been divid^ into 
two sub-periods, i e, 1980-81 to 1991-92 
is pre-libcrali.sation and 1991-92 to 
1994-95 is post-liberalisation. It is widely 
known that the inception of the economic 


reforms signalled the liberalisation of the 
Indian industiy from the earlier licence nti 
as also from many other restrictions. The 
successive reductions in taxes and impoit 

Table 12: Annual Compound Growth Rate op 
Output of the Manufacturino Sector during 

pRE- AND PoST-LlBERAUSATiaN tallOD 

(1981-82^100) 

iPer cent) 


Industry 

Code 

1980-81 

to 

1994-95 

1980-81 

to 

1991-92 

1991-92 

to 

1994-95 

20-21 

6.81 

7.03 

5.40* 

22 

4.20 

3.11 

11.44 

23 

1.84 

2.34 

(-)1.29* 

24 

4.42 

3.55 

10.15 

25 

- 

- 

- 

26 

12.35 

11.19 

19.99 

27 

(-)2.6S* 

{-)l.95* 

(-)6.99* 

28 

4.09 

2.41 

15 40 

29 

10.69 

11.96 

2.91* 

30 

8.80 

8.58 

10.23* 

31 

8.45 

8..50 

8.11* 

32 

8.43 

10.29 

<-)2.66* 

33 

6.63 

5.81 

11.98 

34 

3.92 

2.29 

14.90 

35-.36 

7.28 

6.74 

10.81 

37 

6.92 

6.18 

II 78 

38 

17.89 

14.64 

40.84 

39# 

9.76 

- 

- 

Mfg (2-3) 

7.35 

6.91 

I,).20 

AGRIND 

5.37 

5.00 

7.80 

NACRIND 

8.12 

7.66 

11.08 


Notes: * Sialisticaily insignificant al 5 per cent 
level 

# Data for industry 39 is available from 
1989-90 onwards 

Tabu- 1.3: Annual Compound Growth Rate of 
Employment in the Manufacturino .Sector 
DURING Pre- and Post-Lireralisaiion Period 

( Pi r rent) 


Industry 

Code 

1980-81 

to 

1994-95 

1980-81 

to 

1991-92 

1991-92 

to 

1994-95 

20-21 

0.10* 

(-)0.90* 

6.65* 

22 

2.20 

1.45 

7.16 

23 

{-)2.91 

(-13.29 

(-)0.44* 

24 

(-)2.39 

(-)2.55 

(-11.36* 

25 

- 

- 

- 

26 

2.26 

0.39* 

15.05 

27 

(-)3.84 

(-)5.35 

6.31* 

28 

(-)l.67 

(-)2.88 

6.37* 

29 

5.68 

8.13 

(-18.65* 

30 

1.83 

1.09 

6.67 

31 

0.73 

0.16* 

4.44 

32 

0.22* 

0 .% 

(-)4.38 

33 

(-)'-.42 

(-)2.04 

2.60* 

34 

0.27* 

(-11.36 

11.37 

35-36 

0.17* 

(-)0.43 

4.06 

37 

(-)2.38 

(-12.68 

(-)0.45* 

38 

3.37 

1.81 

1.3.85 

39# 

6.66 

- 

- 

Mfg (2-3) 

(-HI.IO* 

(->0.8( 

4.57 

AGRIND 

(-)I.I2 

(-)l.86 

3.74 

NAGRIND 

0.74 

0.07* 

5.11 


Notes: * Statistically insignificant at S per cent 
level. 

# Data for industry 39 is available from 
1989-90 onwards. 



liberalisation widt exjxirt promotion also 
boosted Indian industry, llic devaluation 
of the rupee gave an impetus to foreign 
trade and industiy. The capital market 
reforms and liberalised rules with regard 
to foreign capital entry ensured better 
access of industry to finance. The 
liberalisation programme facilitated pri¬ 
vate investment through dismantling of 
government controls on capacity creation, 
production and pricing, improved access 
to imported capital equipment, raw ma¬ 
terials and intermediates and easier pos¬ 
sibilities of technical and financial col¬ 
laboration with foreign entrepreneurs. 
Liberalisation combined with devaluation 
has resulted in an increase in manufactur¬ 
ing production directed towards export 
markets. Liberalisation provided a ‘once- 
and-for- all' stimulus to manufacturing 
growth in India through meeting the pent- 
up demand and opening of the infrastruc¬ 
ture market to the private sector 
[Chandrasekhar 19%]. All this has helped 
the manufacturing sector in India in gen¬ 
eral and Mahara.shtra in particular. The 
growth performance is bound to vary across 
the industry depending on the nature of 
the industry in the state. To assess the 
performance of the manufacturing sector 
in the state, growth rates of output, fixed 
capital and value added all at the constant 
prices of 1981-82 and employment arc 
estimated for the above mentioned period 
and sub-periods. 

The growth rate of output of the manu¬ 
facturing sector during the post- 
liberalisation period accelerated (Table 12), 
and it is more pronounced for beverages, 
tobacco and tobacco products (22), wool, 
silk and synthetic fibre textiles (24), tex¬ 
tile products (26), paper and paper prod¬ 
ucts. basic metal and alloys industrics(33), 
metal products and parts (34), manufac¬ 
ture of machinery and machine tools 
(35-36), transport equipment and parts (37) 
and other manufacturing industries (38). 
However, cotton textiles t23), wood and 
wixkI products (27) and non-mctallic 
mineral products (32) recorded a decrease 
in output in the post-liberalisation period. 
The food products ( 20-21). leather and 
leather products (29> and chemical and 
chemical products (31) show deceleration 
in the output during the post-liberalisation 
period. 

The growth of employment in the 
manufacturing sector of the state recov¬ 
ered during the post-liberalisation period. 
The recovery is very pronounced in ag¬ 
riculture-related industries in the state. 
The food products (20-21 ). wood and w(km1 
products (27), paper and paper products 
(28), metal andalloys industries (33), metal 
products and parts (34), and manufacture 
of machinery and machine tools (35-36) 


all realised very pronounced recovery in 
employment during the post-liberalisation 
period in the state. However, leather and 
leather products (29) and non-metallic 
mineral products experienced a decrease 
in employment during post-liberalisation, 
while cotton textiles (23). wool, silk and 
synthetic fibre textiles (24) and transport 
equipment and parts (37) could not re¬ 
verse the pre-liberalisation trend in em¬ 
ployment during the post-liberalisation 
period (Table 13). 

In case of fixed capital in the manufac¬ 
turing sector the performance of the state 
is certainly better and this is more pro¬ 
nounced in agriculture-related industries 
during the post-liberalisation period 
(Table 14). The metal products and parts 
(34), textile products (26) and other manu¬ 
facturing industries (38) recorded giovrth 
of fixed capital of more than 30 per cent 
during the post-liberalisation period. 
However, industries such as leather and 
leather products (29) and non-metallic 
mineral products (32) experienced a de¬ 
crease in fixed capital during the post- 
liberalisation period. 

The manufacturing secto; of the state 
experienced substantial increases in net 
value added during the post-liberalisation 
period and it is very pronounced in 
agriculture-related industries (Table 15). 
The textile products (26), wool, silk and 
synthetic fibre textiles(24), paper and paper 
products (28), chemical and chemical 
products (31), other manufacturing indus¬ 
tries (38), basic metal and alloys industries 
(33) and wood and wood products (27) 
recorded a rise in value added by more 
than 20 per cent per annum during the post- 
liberalisation period. However, cotton 
textile (23). leather and leather products 
(29) and non-mctallic mineral pnxiucts (32) 
experienced a substantial fall in net value 
added during post-liberalisation period. 

In short, the manufacturing sector of the 
.state certainly revived in terms of growth 
of output, employment, fixed capital and 
value added during the post-liberalisation 
period. This revival is more pronounced 
in agriculture-related industries in the 
manufacturing sector. However, this gen¬ 
eral tendency has some exceptions, over¬ 
all performance of cotton textiles (23), 
non-metallic mineral products (32) and 
leather and leather products (29) deterio¬ 
rated further during tlie post-liberalisation 
period. 

XI 

Conclusions 

Maharashtra is the major contributor 
to the industrial sector in India. Over 
1969-70 to 1994-95. however, the share 
of the state in the country's industrial 


sector has declined. The share of thi 
secondary sector in state domestic prod 
uct is stagnating at around 33 to 34 pe 
cent, while the share of the tertiary secto 

Table 14: Annual Compound Growth Rate a 
Fixed Capital op nip. Manupactiirino Sector 
DURINO Pre- and Post-Liberalisation Period 
(19*1 82=100) 

{Per cent 


Industry 

Code 

1980-81 

to 

1994-95 

1980-81 

to 

1991-92 

1991-9: 

lo 

1994-9; 

20-21 

7.43 

6.96 

10.53 

22 

12.34 

10.33 

26 03 

2.3 

5.1.3 

2.39 

24 35 

24 

5.77 

2..38* 

30 20 

25 

- 

- 

- 

26 

1.3..30 

9 72 

39.04 

27 

.3.30 

(-)0.79* 

33.69 

28 

8.68 

7.61 

15.80 

29 

14.86 

18.42 

l-)5 43 

30 

1.3.20 

12.95 

14.82 

31 

12.77 

12.02 

12.68 

32 

10.61 

13.64 

(->6.85 

33 

13 95 

11.33 

29.15 

34 

11 89 

7.70 

42.66 

35-.36 

8.87 

7.73 

16 46 

37 

4 90 

5 55 

0.84 

38 

8.77 

4.66 

39.01 

.39# 

Mfg (2-3) 

4.90* 

9.92 

8.84 

17.03 

ACRtND 

7.11 

5.25 

19 76 

NAGRIflD 

10.96 

10.17 

16.18 


Niiiex: * Statislically insignificoniat S percei 
level. 
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- 
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28 
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29 

15.62 
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31 
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32 
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3.56 
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37 
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.38 

9.11 

6.78 

25.1« 
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- 

- 
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3 3t 
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7.08 

5.62 
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Notes: * .Siaii.slically insignificant at $ per ce 
level. 

# Data for industry .39 i.s available fre 
1989-90 onwards. 



increasing. The composition of :nUustrie.s 
in the state is undergoing major changes. 
The share of consumer goods in value 
added declined to less than 20 per cent 
while the share of capital and inter¬ 
mediate goods industries increased to 
more than 80 per cent over the period of 
36 years. During the 1990s the con¬ 
centration of fixed capital, value added 
and value of output increased in the 
manufacturing .sector. The state realised 
higher growth in fixed capital at the cost 
of employment. Non-agriculture related 
industries experienced better growth 
than the agriculture-related industries. 
The complementary role of capital de¬ 
clined in many industries and more indus¬ 
tries have begun substituting capital for 
labour. As a result capital intensity in the 
manufacturing sector is increasing at a 
faster rate. 

In Maharashtra the cost of creating jobs 
in the manufacturing sector has increased, 
and this increa.se is more pronounced in 
non-agriculture related industries. The 
rising capital and falling employment 
leads to increase in labour pr^uclivity 
and fall in capital productivity. Employ¬ 
ment is falling but average real wages are 
increasing indicating the rise in the skill 
composition of labour. The increase in 
teal wages is. of course, lower than the 
productivity of labour. As a result the 
labour cost per unit of output is failing in 
the state. 

The manufacture of jute, hemp and 
mesta (2S). and cotton textiles (23) arc 
declining industries, while leather and 
leather products (29). textile products 
(26) and computer and information tech¬ 


nology industry are expanding indus¬ 
tries in the manufacturing secten^ of the 
state. 

Rising capital intensity and falling 
employment, and substitution of capital 
for latour, low growth rate of value of 
output and value added all reflect the un¬ 
satisfactory performance of the state in 
imiustrial activity. This state of affairs 
may be due to insulficient infrastructure, 
high power tariff, industrial disputes, state 
policies, aggressive competition from other 
states, and increasing bureaucratisation of 
the .state administration. The declining law 
and order situation and rising extortionary 
activities in Mumbai, political indecisive- 
ness are also .some of the other factors 
responsible for this state of affairs. How¬ 
ever, the industrial recovery is clearly seen 
by the state during the post-liberalisation 
period. Industries .such as textile products 
(26), metal products and parts (34), ma¬ 
chinery and machine tools (3S-36) and 
other manufacturing industries (38), etc, 
show a positive impact of economic re¬ 
forms on their performance in the post- 
liberalisation period. Nonetheless, the 
performance of cotton textiles (23), non- 
metallic mineral products (32) and leather 
and leather products (29) deteriorated 
further during the post-libeialisation 
penod. 

However, the state of Maharaiditra still 
has a comparative advantage in industrial 
activity. In order to accelerate industrial 
development in the .state it has to be 
supplemented by competitive advantage 
which can be engendered, nurtured and 
shaped by appropriate policy initiatives 
by the government. 


[The author wishes to ihaak Dil^ Nachaae, P 
Venkairamaiah and M J M Rao for' helpful 
discussions and incisive commenu on an earlier 
draft. He also wishes to thank Ronnr Coma. 
Neeraj Hatekor. Ritu Dewan. Mala Lalvoni and 
A Balachandran for suggestions and advice. 
However, the author remains solely responsible 
for any remaining enois.) 
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Annexure I 

Two Digit iNousniiAi. Ci.a.s.sihcation 
I ndustry Code Dcscnption ol Industry 

20-21 Manufacture of food products 

22 Manufacture of heveragc.s. tobacco and tobacco products. 

23 Monufacture of cotton textiles. 

24 Manufacture of wool, silk and synlhctic fibre textiles. 

25 Manufacture of jute, hemp and mesta textiles (except cotton). 

26 Manufacture of textile products (including wearing apparel). 

27 Manufacture of wood and wood products: liirniture and fixtures. 

28 Manufacture of paper and paper products and printing, publishing and allied 
industries. 

29 Manufacture of leather and leather products, fur and substitutes of leather. 

30 Manufacture of rubber, plastic, petroleum and coal products. 

31 Manufacture of chemical and chemical products (except products of petroleum 
and coal). 

32 Manufacture of non-iiieiallic ininemi products. 

33 Basic metal and alloys industries. 

34 Manufacture of i.ieial products and parts except machinery and transpoil equipment. 

35-36 Manufacture of machinery (electrical and non-electrical) maclone tools, .ipparaius, 

appliances and parts. 

.37 Manufacture of Iranspon equipment and parts. 

38 Other manufacturing industries. 

39 Repair of capital goods. 

Manufacturing. 



REVIEWS 


Linguistic Perspectives on 
Subcontinental English 

Tista Bagchi 

South Asian English: Structure, Use, and Users edited by Robert J Baumgardner; 
Oxford University Press, Delhi, 1996; pp xviii + 286, Rs 495. 


THE reality of a south Asian variety (or 
perhaps cluster of varieties) of English is 
increasingly being acknowledged in the 
worlds of educational policy and research, 
lexicography, and of course the media in 
the subcontinent. This recognition of south 
Asian English as a regional variant in its 
own right, of course, brings with it 
attendant questions, doubts, and problems, 
in the south Asian political and socio¬ 
economic context as well as in the context 
of globalisation: but, e.specially because 
of this, it is an i.ssue worth the attention 
of all those who have to negotiate the 
leaching, maintenance, and promotion of 
English in south Asia. South AsianEngHsh: 
Structure. Use. and U.sers is a step in this 
direction. 

The essays in this anthology grew out 
of a conference on south A.sian English 
organised in Islamabad, Pakistan, in 1989, 
and represent a small selection of the papers 
originally presented at this conference. 
One cannot help wondering whether there 
is some connection between the decision 
to publish an anthology of this kind on 
south Asian English and the fact that the 
intervening years have seen the placing of 
Indo-Anglian literature on the global 
market for fiction (and, occasionally, con¬ 
siderable public hype over their fetching 
mega-bucks in the form of publishers’ 
advances and winning prestigious literary 
awards recogni.sed in the west). The fact 
that Indo-Anglian fiction has been 
increasingly appearing in televised and 
cinematographic form has certainly been 
bringing it growing public attention in 
urban India. 

While the elitist role of English in the 
south Asian situation is a well-examined 
fact, what one cannot help noting is the 
substantial evidence presented in the more 
empirical essays that English in south Asia 
is in fact threatening to break out of its 
elite bounds and thus claim a (possibly 
competing) space for itself alongside 
western English. Also to be noted is the 
title South Asian English given to the 
anthology - note that the authors’ concern 
is not just Pakistani English, but Indian, 
Bangladeshi, Sri Lankan, and Nepali 


English as well. What iscommon to English 
in all the south Asian nations is its .status 
as a language to be learned for pragmMic 
goals geared towards upward socio¬ 
economic mobility. People typically learn 
- or pick up - languages with functional, 
practical goals in view; the desire for 
upward mobility or ‘exclusiveness’ merely 
comes along for the ride i n a hienuchically 
organi.sed society where the greater part 
of the material resources are available to 
only a small fraction of the population. 
Most Indians, even the poorest of the poor, 
have some kind of spoken competence in 
at Ictst two linguistic codes (i e, what one 
would call ‘languages' and or ‘dialects’), 
and sometimes - for reasons of livelihood 
if nothing else - in three or more. This 
may not seem such a striking fact in isola¬ 
tion, but proves to be so especially when 
compared to the exclusively or predomi¬ 
nantly monolingual situations found in 
many regions of the world, including in 
many western countries. English in south 
Asia must he viewed keeping in mind this 
south Asian sociolinguistic reality of 
bi- or multi-lingualism. 

However, literacy in these languages of 
ours, let alone in English, is another matter 
altogether. Even today, the literacy rales 
forthedifferent slatcsof India vary widely; 
and, while the matter of instruction in 
English at the primary level of education 
is a contentious political issue in several 
parts of the ''ountry (as is evident from the 
numerous articles on the subject that have 
appeared in the pages of the EPW over 
the years), what is often overlooked is 
the scarcity of proper resources (and. 
especially, human resources) for the 
leaching of languages in schools- whether 
these are the local and/or regional 
languages or English or some other foreign 
language such as Portuguese or French (in 
the erstwhile settlements of speakers of 
these languages). This is not an issue that 
has been addressed in the anthology under 
review, given its focus on educated urban 
users of English in south Asia. To be fair 
to the contributors, however, given the 
urban, upper-income bias, they have 
attempted to be as comprehensive and as 


impartial as possible incovering the widest 
possible cross-section of educated urban 
users of English in the various countries 
of south Asia. 

The 16 e.ssays in the anthology have | 
been grouped into five sections (‘Contexts | 
and Issues’, ‘Structure and Contact’, j 
‘Functions and Innovations’, ‘The Cur- ■ 
riculum’, ‘English and the Multilingual’s 
Creativity’). What is of interest here is that , 
a number of the contributors are also 
theoretical linguists who have been 
engaged in the structural analysis of 
languages foryears, if not decades. Notable 
among these are Charles A Ferguson (who 
has pursued research on the structural 
features of Arabic and of Bengali broadly 
along pre-Chomskyan. descriptivi.st lines; 
his contribution in this volume is enti'tlcd 
‘English in South Asia: Imperialist Legacy 
and Regional Asset’), S N Sridhar (who 
has. among other things, done extensive 
work on various aspects of word and 
sentence structure in Kannada in the 
generative, i e. broadly Chomskyan, tradi¬ 
tion; author in this volume of ‘Towards 
a Syntax of South Asian English: Defining 
the Lectal Range’), and Yamuna Kachru 
(di.st inguished for her work on the structure 
of Hindi-Urdu, also in the gene'ative 
tradition; contributor of ‘Language and 
Cultural Meaning: Expository Writing in 
South Asian English’). Consequently, their 
examination of various aspects of south 
Asian English is informed by a knowledge 
of specific features of .some of the living 
languages that form the ‘substratum’ of 
south Asian English. Yamuna Kachru’s 
observation that English in south Asia is 
to be viewed again.st the backdrop of south 
Asia as an established linguistic area is 
also noteworthy. Others, like Braj B Kachru 
(‘South Asian English: Towards an Identity 
in Diaspora’), Richard WBailey(‘Attitudes 
towards English; The Future of English 
in South Asia’), Beverly S Hartford (‘The 
Relationship of New Englishes and 
Linguistic llieory; A Cognitive-Based 
Grammar of Nepali English’). Kamal K 
Sridhar (‘The Pragmatics of South Asian 
English’), and the editor himself (who 
also has an article, ‘Innovation in the 
Pakistani Engli.sh Political Lexis’), have 
been engaged in the sociolinguistic and 
structural examination of varieties of non- 
western English in different parts of the 
world. Articles that are particularly infor¬ 
mative foran Indianor Pakistani readership 
are tho.se focusing on the use of English 
in Bangladesh, Nepal and Sri Lanka, viz. 
‘Acceptability and English Curriculum 



Change in Bangladesh' byAMMHamidur 
Rahman, 'Some Features of Nepali 
Newspaper English’ by Yugeshwar P 
Verma, Beverly S Hartford’s article, 
‘Syntactic *E>eletion’ in Lankan English: 
Learning from a New Variety of English 
about - [sic]’ by Ttiiru Kandiah. and ‘The 
Ideational Function of English in Sri Lanka’ 
by Chitra Fernando. S V Shastri's report, 
in his article ‘Using Computer Corpora in 
the Description of Language with Special 
Reference to Complementation in Indian 
English’, that the syntactic differences 
between Indian English and western 
English are not as signiHcant as is widely 
believed, is especially intriguing, and 
provides a .starting point for further such 
corpus-based studies. 

Amidst these articles, V K Bhatia’s 
contribution ’Nativizatiun of Job Applic¬ 
ations in South A.sia’ stands out in high¬ 
lighting what might for some readers be 
rather an embarrassing fact, namely, that 
the linguistic devices that work to a 
reasonable degree within the cultural 
context in which a south Asian language 
is situated appear overly supplicatory or 
naive when used in applications in English 
for jobs or scholarships directed towards 


western institutions. The altered geo¬ 
political relationships in which south Asia 
has come to participate since the time of 
British colonial rule, with an accompanying 
lack of change in the stylistic devices used 
in formal or official correspondence in 
English within the south Asian area, are 
possibly responsible for this. Added to 
this, however, is the elitist push towards 
the glorification of the developed countries 
of the west as utopia (despite the fact that, 
among other things, middle- and upper- 
middle-class south Asians with the same 
absolute income levels as thcircountcrparts 
in the so-called 'rich' western countries 
enjoy a better quality of life than the latter 
in most respects), which percolates down 
to lower-income levels as well. 

Now for a couple of limitations that the 
anthology suffers from. There is an 
overwhelnting concern evident throughout 
the anthology that no polemical issues or 
attitudes .should be focused upon unduly. 
While one appreciates the ideals of 
objectivity and unbiased opinion that the 
editor and the contributors have obviously 
striven to adhere to, especially given the 
contentiousness of the subject, the result 
is that one has a rather staid collection; 


the only occasionally colourful obser¬ 
vations and insights are offered by Anita 
Desai (in her rather aptly entity con¬ 
tribution ’A Coat of Many Colours’) and 
Bapsi Sidhwa (whose analysis of her Ice- 
Candy Man in her article ‘Creative 
Proce.sses in Pakistani English Fiction’ 
may well afford to a lay audience in this 
country just about the only glimpse of 
what Deepa Mehta has sought to bring 
alive visually in her film Earth), the two 
creative writers represented among the 
contributors. There is also a lack of 
representation of the copious work of 
people engaging with the literary status 
and pedagogical histoiy of English in 
India and with Indo-Anglian literature, 
which somewhat detracts from the value 
of the anthology to a wider audience 
interested in the more literary, cultural and 
political issues surrounding English in 
south Asia. For all its limitations, however, 
this is a useful anthology that can serve 
as a reference for factual evidence re¬ 
garding structural and discourse features 
of south Asian English as collated and 
interpreted by professional theoretical 
and applied linguists engaging with 
the issue. 
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Restating the Case for Development 

Mohan Rao 

Health and Development: Intenectorai Linkages in India by K V Narayana; 
Rawat Publications, Jaipurt pp 197, Rs 220 (hardcover). 


WHAT is the nature of the relationship 
between health and socio-economic de¬ 
velopment? Are historical lessons valid 
when it is claimed that history is at an end? 
What are the insights the history of health 
offers for health policy in developing 
countries today? Are favourable health 
outcomes related toeconomic growth alone 
or to egalitarianism? These arc some of 
the questions that propelled the investi¬ 
gations in this brief hook. 

Most physicians and health policy plan¬ 
ners would attribute the spectacular in¬ 
crease in human longevity achieved in the 
west since the 18th century to advances 
in medical technology. However. Thomas 
McKeown surveying the decline of the 
death rate in England and Wales in the 
registration period observed that .signifi¬ 
cant and long-term declines in the death 
rate had occurred due to a decline in 
i nfectious and communicable diseases, the 
quintessential diseases of poverty and 
hunger. This decline in infectious diseases 
was unlikely to be related to changes in 
the virulence of the infectious agents over 
so short a period of time. Nor could it be 
attributed to salubrious changes in the 
environment, which indeed had deterio¬ 
rated due to industrialisation and 
urbanisation. Excluding these possible 
causes for the decline of infectious dis¬ 
eases, McKeown went on to conclude that 
the dramatic decline could only have been 
a consequence of increased general resis¬ 
tance to infectious diseases through im¬ 
provement in the nutritional status of the 
population as a result of wide-ranging 
changes in the agrarian economy. While 
McKeown acknowledged that the public 
health revolution of the late 19th century 
played an important role in reducing 
exposure to water-borne diseases such as 
diarrhoea and cholera, these could ac¬ 
count for, at the most, a quarter to a third 
of the mortality decliiK. Even in the case 
of this group of diseases, the underlying 
cause for the divine of lethality may well 
have been the same, viz, increasing human 


resistance due to improvements in nutri¬ 
tion. 

McKeown’$ thesis has been substan¬ 
tially strengthened by a number of other 
studies in other countries in the west which 
had similar trajectories in health as living 
standards improved. Indeed the period also 
witnessed a secular increase in heights, 
accompanied by a reduction in class dif¬ 
ferentials in heights, both attesting to 
declines in chronic hunger. 

When, however, we turn to India or 
other colonised countries, there is almost 
complete consensus not only that over¬ 
population is the cause of both poverty 
and disea.ses - Maithus resurrected in a 
new avatar as the colonial and continuing 
drain of resources is forgotten - but that 
the McKeown mrxlel is absolutely irrele¬ 
vant as solutions to health problems are 
.sought in medical technology alone. The 
faith in the magic bullet approach to 
medical technology, or a commitment to 
a germ-centred health history, is not 
confined to health professionals. 

Kingisey Davis in his classic The Popu¬ 
lation of India and Pakistan perhaps set 
the trend, to be taken up by other 'dismal 
scientists', demographers. He argues that 
the gift of “death control technologies" 
from the we.st was responsible for the 
decline of the death rate in the country. 
Perhaps picking up from Davis, The Cam¬ 
bridge Economic History of India, in its 
chapter on population, assumes that the 
post-1921 decline in the death rate was 
due to measures of public health: while 
plague somewhat mysteriously subsided, 
cholera and small pox were vanquished 
by public health intervention. Indeed this 
understanding even colours the Marxist 
economic history of Amiya KumarBagchi 
who observes “the fall in mortality...seems 
to have been caused by spectacular ad¬ 
vances in medical technology for control¬ 
ling such bacterial diseases as malaria, 
small pox and cholera” {Bagchi 1982]. 

This disjunction between health and 
socio-ecrmomic development which is said 


to have occurred in developing countries, 
has led to a veritable cottage industry 
among academics - and indeed policy¬ 
makers in influential places such as the 
World Bank - with the 'paradox' or 
‘miracle’ of Kerala. What baffled them is 
how an economically poor state achieved 
health indices on par with the developed 
countries of the world. And indeed most 
analysis attributed the 'paradox' to the 
development of health services or female 
literacy. But what Kerala also appeared to 
prove to these analysts was that socio¬ 
economic development is no more neces¬ 
sary for improvements in health to occur. 
But this paradox, contends the author, is 
simply an outcome of the manner in which 
the question is posed. This is fundamen¬ 
tally flawed since “development was 
implicitly identified with economic devel¬ 
opment alone, measured in terms of per 
capita income”. 

Recalling Sen, he argues that “ultimately 
development can be seen in terms of what 
people can or cannot do: whether people 
can live IcAig, escape avoidable mortality, 
afford better nutrition, etc". Critiquing 
approaches to development based on 
measuring incomes, the author attempts 
to "identify inter-sectoral linkages in 
development, and, in the process, to ex¬ 
plain inter-state variations in health status 
in India". Towards this end he evolves a 
composite index of development utilising 
39 indicators of health care, education, 
status of women, the development of 
infrastructure and overall economic de¬ 
velopment. 

In order to unravel whether health status 
improves as a result of development of 
health care services or overall socio-eco¬ 
nomic development, data from the Cen¬ 
suses of 1961,1971 and 1981 are utilised 
in this analysis. The ranking of states by 
the composite index of development re¬ 
veals that “Kerala’s performance was 
superior to all other states...Its position 
was consistently high across different 
sectors in all the years. After Kerala, a 
consi.stently better performance was 
achieved by Tamil Nadu." It is thus no 
surpri.se that Tamil Nadu is also under¬ 
going a demographic transition despite 
not having levels of female education thm 
was considered necessary from Kerala's 
experience. 



The BIMARU states of north India, on 
the other hand, had done extremely poorly 
on ail scores. The results indicate that 
there is in fact nothing paradoxical about 
Kerala’s achievements. When “develop¬ 
ment is measured exclusively in monetary 
terms, Kerala and Tamil Nadu were re¬ 
duced to the seventh and eighth positions 
on the development ladder” while in terms 
of the composite index of development, 
they take the first two positions. Equally 
significant, “the indicators of health status 
were more closely associated with devel¬ 
opment when it is measured in terms of 
overall socio-economic development”. 
Among the various components of devel¬ 
opment. the development of infrastructure 
and overall economic development was 
more closely associated with health status. 
Thus health services alone have a limited 
role in determining the health status of 
people. 

What the analysis indicates is the sa¬ 
lience of comprehensive socio-economic 
development in shaping the health of 
populations. Technical interventions 
which seek to. in Raynaud’s famous phrase, 
remove society from disease, are merely 
palliatives [Raynaud 1975]. Health and 
Development thus makes a convincing 
case for the continuing relevance of the 
McKcown model for developing coun¬ 
tries also. 

This is particularly cogent in the present 
conjuncture when health policy interven¬ 
tions are being shaped around the world 
by the World Bank which believes that 
problems related to the distribution of 
wealth in a society can have solutions in 
health technology, that health technical 
interventions offer a magic wand to a 
plethora of social problems stemming from 
poverty. Arguing that this is hubris for 
those swayed by the wayward charms of 
neo-liberalism, the book makes a case for 
learning from history. It should be of 
profound importance to public health 
.scholars, development economists and 
policy planners. 
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SECOND CALL FOR PH.D. CANDIDATES 
for the research programme 
MATCHING TECHNOLOGY AND INSTITUTIONS 
IN LAND AND WATER DEVELOPMENT 

(INDIA AND NEPAL) 

The programme is an interdisciplinary research effort across the 
boundaries of the technical and the social sciences. It is 
coordinated by the Irrigation & Water Engineering and Agrarian 
Law Groups at Wageningen Agricuiturai University, the 
Netherlands. It focuses on contemporary issues in land and 
water development in India and Nepal, in large scale canal 
irrigation and in tank irrigation. These issues include increasing 
water scarcity, irrigation management turnover, and changes 
in agrarian conditions and civil society. Control of land and water 
is seen to emerge through a socio-technical process reflecting 
politically contested resource use. There is a focus on the social 
dimensions and implications of technology, and law, policies and 
other normative systems are studied from the perspective of 
legal pluralism. In this second call, we are inviting applications 
particularly for the following; in India on major irrigation in the 
Punjab/Haryana/western Uttar Pradesh region, and on 
major irrigation in Andhra Pradesh in the context of the irrigation 
reform process; in Nepal on the larger government managed 
systems. Particularly persons with a sociological/socio- 
anthropological are invited to apply in this second round, though 
the programme remains open to ail disciplines. 

The research programme has received a Ford Foundation 
grant for research costs of in total ten Indian and Nepalese Ph.D. 
students, of US dollars 10,000 per student. The programme runs 
from 1997 to 2003, and Ph.D. students will be admitted to the 
programme in batches starting in 1998. Five positions have been 
filled, and 5 remain. Students will register for their Ph.D. at 
Wageningen Agricultural University, the Netherlands, in a 
'sandwich’ construction. The student spends 6 months in the 
Netherlands at the start and 6 months at the end of the project. 
The Ford grant is for research costs in India or Nepal. Funding 
for the 2x6 months stay in the Netherlands for the remaining 
five positions still has to be found. 

We are looking for candidates actively involved in change 
processes in the field of land and water management 
(p-ofessionals in government service, NGO staff, social activists, 
academics, or others). Candidates will be selected with regard 
to their ability to make contributions to policy debates and local 
level processes of change after finishing the Ph.D. 

For more information piease contact: 

Peter MoHinga, Irrigation and Water Engineering, 
Nieuwe Kanaai 11, 6709 PA Wageningen, the Netherlands, 
fax: X-31-317-464759, 

Email: Peter.Mollinga @Users. TCT. WAU.NL 
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Indoor Air Pollution: A Reflection on Gender Bias 

Jyoti Parikh 
Kirk Smith 
Vijay Laxmi 

Women and children below five years are among the most affected due to pollutants released during the 
burning of bio-fuels in traditional stoves. While there has been some attempt to reduce such exposure through 
the introduction of appropriately designed stoves, a better solution would be to redesign the petroleum policy 
such that kerosene is easily available to people at affordable prices. This would not only ease the pressure 
on forests and other bio-fuel resources hut also have a positive effect on the health of women and children. 


INDOOR air pollution due to cooking 
with bio-fuels is an issue that needs to be 
addressed through energy, environment 
and health policy. Many people associate 
air pollution only with urban outdoor 
environment, but some of the highest 
concentrations of pollutants actually occur 
in rural indoor environment. They come 
from burning bio-fuels such as wood, 
agriculture crop residues and dung cake, 
which are used by mass households in 
India. Women and children who .stay with 
them during cooking arc the silent sufferers. 
The possible solutions to this problem are 
to use efficient and smokeless .'itoves in 
the kitchen or better, use clean fuels. Is 
it difficult to provide the clean fuels for 
cooking because of macro-economic 
considerations or is it just neglect built 
into allocation policies reflecting a gender 
bias? This article discusses health impacts 
of bio-fuels used for cooking and strategics 
to reduce the impact. 

I 

Introduction 

nie 1991 Census showed that about 75 
per cent of Indian houiiehoids .still rely on 
bio-fuels, .such as wood, dung, and crop 
residues, for cooking and heating purposes. 
Burning unprocessed bio-fuels in tradit¬ 
ional and inelficient .stoves generates large 
amounts of air pollutants. From a health 
standpoint particulate, carbon monoxide, 
and a range of organic compounds includ¬ 
ing formaldehyde, bemrenc and benzo¬ 
pyrene are especially important. Mineral 
coal prdduces many more pollutants, but 
fortunately it is not widely used in India. 

Pollutants released indoors are far more 
hazardous than those released outdoors 
because of the close proximity of people. 
Therefore, a bit of pollution released 
indoors is far more likely to reach people’s 
lungs than if released outdoors. Typical 
pollutant levels during cooking hours in 
Indian houses are very high. Even 24-hour 
levels in many millions of homes 


apparently exceed those in the worst 
polluted cities. Carbon monoxide levels 
exceed the permissible levels of standards, 
but not by as large faettHS as do patticulate.s. 
Table 1 shows particulate concentrations 
in personal breathing area during coo'dng 
hours in Indian kitchen which is 
approximately 20 times more than Central 
Pollution Control Board standards of 140 
pg/m^ annual average and daily average 
of 200 pg/m-^ in Indian residential, and 
rural areas. 

High exposure to these pollutants has 
been associated with serious health 
problems as shown in many studies 
(Appendix 1) Major diseases associated 
with it arc acute respiratory infections 
(ARI), chronic obstructive lung disease 
such as chronic bronchitis and lung cancer, 
and possibly tuberculosis, adverse 
pregnancy outcomes, blindness, heart 
disease and asthma. 

In India, the mo.st important disease 
with indoor air pollution is probably ARI, 
a class that includes infections from a wide 
range of viruses and bacteria, with similar 
symptoms and risk factors. As shown in 
Table 2. ARI plays a prominent role in the 
Indian national burden of disease (NBD). 
ARI is the single largest di.seasc category 
nationally, being responsible for about 
one-eighth of the NBD, and affects mainly 
young children. At the global level also 
ARI is the largest single disease category 
that comprises about ‘one-ninth’ of the 
global burden of disease (GBD). The 
importance of Indian is illustrated by the 
startling statistic that ARI in Indian children 
under S alone is rcponsible fur 2 per cent 
of the entire GBD. There are a number of 
importam risk factors for ARI, of course, 
in addition to air pollution, poor nutrition 
and crowding probably being the most 
impoitant.Theearliest observations related 
to biomass smoke pollution were made by 
doctors in the Indian medical literatures. 
They noted the odd fact that many rural 
Indian women developed severe types of 


chronic obstructive pulmonary diseases 
(COLD), in spite of not being smokers. 
Indeed, so .severe are many of these cases 
that they lead to a dangerous heart condition 
called cor pulmonale, which in men is 
almost entirely confined to smokers. ■ 
Besides health problem there are many 
other negative externalities of using bio¬ 
fuels [Parikh 1995]. It has been argued 
that access to clean fuels should be 
considered as an indicator of human 
development (Apendix 2). 

Estimates available from a recent study 
on annual'premature deaths to children 
under five years of age and adult women, 
are in the range of 4,10.000 - 5,70,000 
(Table 3). These estimates are only for 
these two groups of population and for 
specific diseases, there are certainly effects 
in other population groups and from other 
diseases also. The study also shows that 
ARI dominates (Figure 1) years of lost life 
(YLL) because of the young age of its 
victims [Smith 1998]. 

These estimates may seem shockingly 
high. However, it should be noted, that 
they are in line or even conservative in 
comparison with estimates for the cities 
i n the US. of close to 60,000annual deaths 
from ambient particulates [Hilts 1993; 
Shprentz et al 1996]. Compared to the 
Indian rural population, the US urban 
population is2.6timessmaller(625/240), 
experiences average particulate levels 
5-10 times lower, much higher health and 

Tabif. I; iNmxw Lfvelof I’ARtrcuLArE 
CONCENTRAIION 111'RISC ClKIMNO 

(Personal Monitoring of Women dunng 
Cooking) 


Year of 
Study 

Sample 
Si 2 £ (n) 

Study 

Area 

(Villages) 

Concen¬ 

trations 

((tg/m^) 

I98.t 

6.S 

4 

6800 

1987 

16.8 

8 

3700 

1987 

44 

2 

3600 

1988 

129 

5 

4700 


Source: Smith K 1997. 




nutrition status, and has a lower overall 
ntortality rate (which is the basts of the 
moitality calculations forsuch risk factors). 

How is it that despite such a major 
impact, this is.sue is so rarely discussed 
and so little understood by the public? 
Even women themselves do not think of 
complaining, as this has been a way to 
cook for centuries. This does not mean 
that health risks did not exist in the past. 
Life expectancy has been very low and 
infant mortality rates very high in the past 
[HDR I990J. They are only recently 
improving, llic case of cigarette smoking 
comes to mind where the dangers were not 
understood for many decades even in the 
developed countries with high literacy 
levels, high awareness and substantial 
budget for health research and care. The 
risks of passive smoking have been only 
recently understood. Since relatively little 
research has been done in village 
households, it is not surprising, therefore, 
that the indoor air pollution in the rural 
areas have not received due attention. 
Another example is the slow rcaignition 
in human history of the importance of 
personal hygiene and ditty water in health, 
indeed, in many parts of the world, bathing 
was actually considered unhealthy. It is 
unfortunately quite difficult for normal 
human scn.scs. unaided by expert opinion 
and scientific evidence, to perceive the 
.scale of many environmental health threats 
where there are multiple risk factors and 
delayed consequences. 

Despite uncertainties in assessing the 
impact of indoor air pollution, it is now 
appearing that in India and other countries 
where solid fuels arc u.scd in simple .stoves, 
indoor airpollutants may rival unsafe water 
as a cause of ill health. The indoor con¬ 
centration of pollutants can be reduced by 

- improved vent i lation in the cooking area; 

- better stoves which require less fuel and 

generate less smoke; and 

- clean fuels for cooking. 

Improved biomass stoves and improving 
ventilation arc likely to be most cost- 
effective options tor near and mid term. 
But in the long term, the option is transition 
to high quality liquid and gas fuels for 
cooking. In general there is a preference 
for cleaner fuels, and a transition to clean 
household fuels comes as a natural con¬ 
sequence of economic development. Such 
a transition can be accelerated if clean 
fuels are made available and cheaper. 

II 

Improved Ventilation 

By improving ventilation in kitchens 
one can reduce the suspended particulate 
matter (SPM) concentration to which 


jpeopie are exposed. This option, however, 
may not be available to many poor people 
living in small and crowded homes. The 
cost may be high too. Alsosinc'e improved 
ventilation dues not reduce total SI^ 
emission, it can only be a short-term solu¬ 
tion of limited applicability. Yet awarene.s.s 
about the dangers of indoor air pollution 
should be spread so that women do what¬ 
ever they can to reduce their exposure. 
Since smoke causes much discomfort 
women even when they are unaware of 
the health impacts are most likely to be 
already taking these measures. Scope for 
further improvement must be limitt^ and 
other policies are needed. 

Ill 

Design and Dissemination of 
Truly Smokeless Stoves in 
Cost-Effective Manner 

Improved smokeless stoves help in two 
ways, they reduce the fuel needed to cook 
ami consequently reduce the smoke per 
kilogram of fuel burnt by efficient com¬ 
bustion. Development and dissemination 
of truly improved stoves on a wide .scale 
has not becnea.sy [Smith 1989]. The Indian 
improved stove programme, which began 
in the early 1980s and has focused more 


on fuel efficiency than smdee reduction, 
has had some successes, especially in the 
later years. Mudh remains to be done, 

Txua 3: Eshmatcd Amiual PKEMAmnE Obaihs 
PROM Indoor Air Pollution in India 

I Strong evidence; 3,10,000-4,70,000 

Acute respiratory infections - Age <5 yean 
Chronic obstructive pulmonary disease - 
women 

Lung cancer from coal use - women (few 
in India) 

II Moderate evidence; SO,(XX)-I,30,0(X) 

Blindness - Women (no death) 

Perinatal effects (insufficient data for 
estimate) 

Tuberculosis - Women 

III Suggestive evidence; SO.OOO-1.90.000 
Cardiovascular disease - Women 
Asthma (few in India) 

Gross total of all three 

categories; 4.10.000-7.90,000* 

Total range chosen for 
this report; 4,10,000-5.70,000 

This consists of the full range of category I plus 
the low end of the ranges for categories 11 and 
III. 

Best estimate; 5,(X).0IX) 


* Total annual deaths in India for women and 
children under S in these disease categories in 
the early 1990s: 23.00,0(K). For all deaths, the 
Indian total was about 95.00.000. 

Source: Smith K 1998, 


Table 2; Indian National Burden w Disease 

[This table lists disea.se categories accounting for al least I per cent of lost DLYs or I per cent deaths 
and also shows per cent of each di.sease's burden in children under 5 and its overall fcmale/male ratio.) 


Disease 

Category 

DALYs 

Per Cent 

Deaths 
Per Cent 

DALYs in 
<5 Year* Olds* 

Feinale/Male'’ 

ARI 

12 

13 

80 

1.13 

Diarrhoea 

10 

9.8 

85 

l.l 

Perinatal 

88 

7.0 

100 

1.04 

C%ild cliisier 

6.4 

5.4 

83 

1.0 

TB 

46 

8.0 

6.5 

0.58 

Malnutrition 

4.2 

1.3 

52 

1.2 

Depression 

3.6 

0.02 

0 

1.49 

Heart (ischaemic) 

3.5 

13 

"0 

0.81 

Falls 

3.5 

0.5 

39 

0.62 

Congenital 

2.9 

1.8 

90 

1.02 

Maternal 

2.6 

1.2 

0 


Cancer 

2.5 

5.3 

2.7 

LIS 

Road accidents 

2.1 

1.9 

14 

04 

STIVHIV 

1.9 

0.7 

19 

1.87 

Fires* 

1 9 

1.3 

14 

2.54 

Stroke 

1.5 

4.8 

5.3 

0.99 

Tropical cluster* 

1 1 

0.4 

5.5 

0.45 

Eye* 

l.l 

-0 

0.3 

1.03 

Cirrhosis* 

1 

1.6 

4.7 

0.46 

COLD 

1 

1.5 

5.9 

0.79 

Suicide 

1 

l.l 

0 

0.99 

Diabetes* 

0.8 

l.l 

6.2 

1.05 

Total 

78 

80 

45« 

1 oa*-’ 


Notes: DALY s Disability-Adjusted Life Year, a measure combining years of lost life from 

deaths and years of lost healthy life from disease adjusted for their severity’s; ARI s Acute 
Respiratory Infections: STD=Sexually Transmitted Diseases; COLD s Chronic Obstructive 
Lung Disease. 

* Not on ihe global list of I per cent diseases. On the global list, but not on India’s, are 
malaria, war, violence, alcohol (direct effects), and drowning., 

* Children under 5 are 14 per cent of the national population; Ratio of DALYs lost 

at all ages; For total national burden. 

Source. Murray and Lopez (1996). 



however, as only -’S per cent of niral 
households had adopted improved stoves 
by 1992. A survey showed that one-third 
ohhe ICs installed became non-functional 
within the first year of installation [Saxena 
1997]. Perhaps some important lessons 
can be drawn from the most successful of 
the world’s improved stove programmes, 
that of China, which has inti^uccd more 
than 160 million improved stoves by 1991 
covering 70 per cent rural households since 
the early i9K0s [Smith 1993]. The Chinese 
and Indian experiences are compared in 
Appotdix 3 using relevant information 
from Smith (1993) and Saxena (1997)., 

The economics of health improvement 
from reduction of indoor air pollution can 
be .seen by comparing tte relative cost of 
improving health through improved stoves, 
with the other available means. It shows 
that in order to be cost-effective, a 
smokeless stove needs to have a lifetime 
of at least 10 years. Figure 2 illustrates the 
costs of increasing one healthy life-year 
at different discount rates and stove 
lifetimes. For example, if atnily smokeless 
chulha could be introduced at a cost of Rs 
2.0()0 with a lifetime of 15 years, the cost 
of saving one life-year would be about Rs 
1,200 at the social discount rate of 3 per 
cent. This might be compared, with typical 
costs for increasing one healthy life-year 
by other health measures in the country 
(Appendix 4). The cost of ind(x>rexposure 
reduction seems to be within the range of 
the cost a.s.sociatcd with other measures to 
improve health. This is even without 
considering the other benefits associated 
with improved stoves, e g, reduction in 
fuel con.sumption due to improved fuel 
efficiency, reduced pressure on local 
biomass resource, hosehold clean¬ 
liness. etc 

The existing improved stove pro¬ 
grammes in India have typically tried to 
introduce stoves costing no more than a 
few hundred rupees. As compared to this, 
Rs 2,000 may seem excessive. It should 
he noted, however, that it reprc.scnts the 
real effective cost per average stove 
successfully introduced. In other words, 
it accounts for all the dis.scmination costs 
(research, development, marketing, etc) 
by the government and other organisations, 
and the inevitable fraction of stoves that 
are never used, abandoned, or broken after 
short periods. Thus, the stove may be 
pricedatRs 1,000and still have aneffective 
price of Rs 2,000 each when all the costs 
are included. Such a price also recognises 
the importance of introducing .stoves that 
have long lifetimes, i e, are made of sturdy 
materials and constructed by professional 
artisans. Only such long-lived stoves can 


meet the cost-effectiveness criterion above. 
Only with professionals and sturdy 
materials can stoves be made that are 
reliably smokeless over long periods. 
Experience in such widely divergent 
soc ieties as rural Nepal and highland central 
America has shown that even very poor 
populations are willing and able to parti¬ 
cipate in the purchase of really effective 
devices that they believe add value to their 
households and quality of life. Our 
improved stove programme needs to be 
restructured to take care of local needs 
of the people andde.signingit scientirically. 
As in case of China, instead of relying 
on local artisans and local materials, 
China’s programme has relied on 
centralised hi-tech manufacture of critical 
components of combustion chamber for 
installation at the household into the stove 
body. While improved stove slower 
emissions and reduce exposure they do 
not eliminate it. In the long run, bio-fuels 
in the rural areas would ha ve to be replaced 
by cleaner fuels as used in the urban areas 
and thericherhouseholds in some villages. 

IV 

Increased Access to Clean Fuel 

Increased availability of clean fuels such 
as biogas, solar stoves, kerosene, liquid 
petroleum gas (LPG) or electricity, etc, 
can also reduce indoorairpollution. Biogas 


plants design need to be further improved 
to make them sustainable with just a few 
cattle or buffalo. More work is needed to 
develop reliable cost-effective community 
designs and evolve effective institutional 
arrangements to operate them. For making 
solar cooker more widely acceptable, 
improvements in the design of the cookei 
is needed so as to make them less expensive 
and more convenient to use. Since LPG. 
propane, butane are in limited supply and 
involve movement of heavy cylinders theii 
use is restricted in rural and remote areas 
They also requite expensive stoves. Electri 
city is also not reliably and economically 
available in rural areas. Therefore, kerosem 
is the next preferred fuel that is clean 
convenient,controllable and transportabli 
for cooking. It is well known that its avail 
ability in the country is not adequate 
Currently, the average per person use i 
about 12 liters per year as against Ihi 
requirement of .50 liters per year if al 
cooking is done by kerosene. Promotinj 
the use of coal has also been proposed a 
an elTort to reduce the pressure on biomas 
resources. 

SiiCioRAL Fuel. Allocations 

How much kerosene would be rcquirei 
tocli minatc wood fuels? What is the magni 
tude of the required supply? Can clea; 
fuels penetrate rural markets? Would thi 


Ta8u=. 4: Consumption of Pi-troi.f.um Psooucts 


(Mn tonne! 


Year 

1990-91 1991-92 1992-93 

1993-94 

1994-95 

1995-96 

Cookini! Fuels 







Kerosene 

8.4 

8.3 

8.5 

8.6 

8.9 

9,2 

LPG 

24 

2.6 

28 

3 1 

3.4 

3.5 

Total 

10.8 

10.9 

11.3 

11.7 

12.3 

12.7 

Transport Fuels 







High speed diesel 

21 1 

22.6 

24.2 

25.8 

28.2 

32.3 

Gasoline 

.t .S5 

.3 5 

3 6 

3.8 

4.1 

4,2 

Total 

24.5 

26 1 

27.8 

29.6 

32.3 

36.5 

Total of petroleum products 

55 

.56 9 

58.9 

60.8 

65 4 

65 7 

Source: Annual Report. 1996-97, ministry of petroleum and natural gas. 




Tabi.e 5: 

Import ni.’ Pf.troleiim Proihicts 






(000 tonnes, Rs thousand millioi 



1990-91 1991-92 1992-93 

1993-94 

1994-95 

1995-5 

CookinK fuels 







Kerosene Quantity (Q) 

3340 3367 

.3463 

3946 

4240 

.500 i 

Value (V) 

19.63 18.24 

20 08 

2.3.70 

24 05 

.3,3.2.' 

LPG 

Q 

329 215 

328 

410 

592 

671 


V 

1.60 1.48 

2.18 

2.37 

4 16 

5 y. 

Total of cooking fuels 

Q 

3669 3582 

3791 

4356 

4832 

5675 


V 

21.3 29.7 

22.18 

26 07 

28.23 

39.( 

Transpttrt fuels 







High speed diesel 

Q 

4680 5329 

7159 

7555 

8637 

128.5; 


V 

22.82 26.50 

36 91 

41 74 

43.60 

77 6( 

Total of transport fuel 

Q 

4707 5353 

71.59 

7555 

8715 

1294* 


V 

22.89 26.6 

.36.91 

41 74 

44.11 

78.2! 

Total petroleum products 

Q 

3660 9445 

1128.3 

12076 

13951 

2033: 


V 

46.60 52.18 

63,59 

70 41 

75.21 

125.7! 


Stmree: Annual Report, 1996, minisiry of petFoleum and fertiliser. 



Figure I: Years of Life Lost in India 
Annuauy from Indoor Air Pollution 
Exfosures 

TB in Women 
(8 per cen^ (,yp 

(0 pen 

COLD in 
Women 
(2 per cent) 

'm Children 
<5 years 
(86 per cent) 


Figure 2: Cost Per Life-Year Saved for an 
Effective True Smokeless Chula Costing S50 




impose a high burden on oil impoits? How 
much oil is consumed by other sectors? 
What arc their shares and growth rates? 
ts it difficult to provide extra kerosene for 
cooking from macro-economic considera¬ 
tion or is it just neglects built into allocation 
policies over decades reflecting gender 
bias? • 

An additional 10 mt of kerosene or LPG 
is required to replace bio-fuels in SO per 
cent of households currently using it. This 
figure has been arrived at assuming 
combustion efficiency of kerosene and 
LPG as 40 per cent as compared to 5-10 
per cent in case of bio-fuels. The quc.stion 
may arise that whether there is adequate 
purchasing power in the rural areas to 
absorb more kerosene? We are looking at 
kerosene, as LPG is still a cooking fuel 
only in urban areas. A survey conducted 
by National Council for Applied 
Economics Research shows that rural 
markets are growing and the gap between 
consumer tastes in rural an^ urban 
households are narrowing. The share of 
rural market in total consumer durable has 
risen from 54.2 percent in 1989-90to 57.9 
per cent in 1995-96. The share of high 
value items (above Rs 6,(KX)) has also 
risen. VCP and VCR moved from less than 
5 per cent of rural share in 1989-90 to 20- 
30 per cent by 1995-96. Low priced goods 
like bicycle, transistor/radio, mechanical 
wri.slwatch have market share of over 75 
per cent in rural areas (The Economic 
Times, 1998). This docs not mean that a 
large fraction of rural population owns 
the.se but that they control .sizeable overall 
market share. If there is intra household 
equity, where their preferences determine 
household consumption basket, kerosene 
should certainly find a place. Thus, in the 
rural area there is purchasing power. These 
potential consumers with willingness-to- 
pay can be switched to commercial fuels 
from non-commercial fuels, and this will 
release pressure on the poor who cannot 
afford to buy commercial fuel. Even if 5 
per cent to 10 per cent women .shift to open 


market kerosene from fuel wood, there 
could be less shortage of fuel wood. 
Moreover, the burden on subsidised 
kerosene could also reduce. 

The fact that adequate kerosene is not 
available even for households who can 
afford it reflects the low priority given to 
the need for cooking fuels by millions of 
households. Given the adverse health 
impact described above, it should get as 
much priority as the other sectors, if not 
more. It seems that large commitments of 
10 to 20 mt of oil use have been made 
in other sectors such as transport and 
recently, power sector. 

In 1995-96 cooking fuels accounted for 
only 19.3 per cent of total consumption 
of petroleum products (Table 4) where as 
transport fuels accounted for 55.5 per cent 
(Annual Report,\996-91). The con¬ 
sumption of kerosene in 1995-96 was 12 
litres/year per person, approximately one- 
fifth of the normative requirement (i e, 50 
litres/person/year). The projected demand 
also reflects the same scenario in 
government policy, as demand growth 
during 1997 to 2002 is 6 per cent and 6.5 
per cent per annum respectively for diesel 
and gasoline, whereas, for kerosene this 
is only 4 per cent. 

Similar commitments of petroleum 
products are also made in power sector. 
Recently, the ministry of petroleum and 
natural gas has allocated nearly 20 mt of 
liquid fuel to power .sector (CMIE, July 
1997). The rate at which petroleum fuels 
are rising in other sectors show that the 
country has far less priority on women’s 
health especially in the rural areas. 

To fulfil kerosene demand, country 
would need to examine its import policy 
for petroleum products to incorporate the 
demand of the rural households that mostly 
rely on biomass fuel for cooking. 

Table 5 shows that during 1991 to 1996 
the diesel imports went up from 4.7 mt 
to 12.8 mt (63 per cent increase) but the 
kerosene imports went up from 3.3 to 5 
mt only (35 per cent increase). The 


proportion of kerosene in total import of 
petroleum products is continuously 
declining and dropped to 26 per cent in 
1995-96 from 42 per cent in 1990-91 in 
value terms. On the other hand for the 
same period, proportion of import of diesel 
in value terms increased from 49 per cent 
to 62 per cent. Thus, with limited foreign 
exchange (he government imports enough 
diesel but not kerosene despite very high 
.suppressed demand. It is true that diesel 
is used for ‘productive’ purposes from 
which more revenue can be earned but the 
kerosene requirement to satisfy all the 
needs for cooking is not large on a 
normative basis. As mentioned earlier, 
another 10-12 million tonnes of clean fuels 
can replace bio-fuels used inefficiently 
today for 50 per cent households. When 
burden of diseases caused due to use of 
dirty fuels is accounted and when benefits 
of increased productivity of women are 
considered, it makes sense to compare 
them as an example of the priorities. 
Furthermore, use of diesel for trans¬ 
portation has many negative impacts 
also, like, cost of air pollution, opportunity 
cost of land use for roads and parking 
spaces, etc, which need to be added to its 
price. 

It is clear that there is shortage of 
commercial fuel for cooking. Even those 
who can afford to pay for kerosene do not 
get it becauseof limited supply. Ironically, 
it is possible that subsidised kerosene is 
the reason for its non-availability. First, 
low or zero trade margins give traders no 
incentives to keep kerosene in their shops. 
Secondly, some amount of subsidised 
kerosene disappears from market and 
reappears in open market where it sells at 
a price two to three times (Rs 7 to 10 per 
litre) of the subsidised price (Rs 2.90 per 
litre). The government has included 
kerosene underopen general liccnce(OGL) 
but private sector has not yet entered in 
a big way due to problems involved in 
shipping, storing and transporting, and 
because it is a new business for them. The 




reasons for nunket failures need to be 
understood and addressed. 

Efforts should be made to increase per 
capita availability of kerosene at least in 
the rural areas, and we might be able to 
reduce burden of diseases suffered by 
mgjorityofwomen and children. Of course, 
kerosene nuy penetrate slowly and not 
overnight, say in S to lOyears. This gradual 
increase will give time to adjust even with 
other interventions to reduce indoor air 
pollution like technologies for procesing 
renewable biomass into other clean burning 
fuels. The goal should be to use gaseous 
and liquid fuels in the stoves, which are 
clean. 

SltBSTITUnON OF HOUSEHOLD BioMASS 

Fuels with Coal 

In a welNmeaning effort to reduce the 
pressure on forests and other biomass 
resources by household fuel demands, it 
has been proposed to promote the substi¬ 
tution of coal as ahousehold fuel. Although 
such a plan has some potential benefits, 
great caution should be exercised because 
of the health risk involved. Extensive recent 
researches in China and South Africa and 
older studies in the UK and elsewhere 
demonstrates quite clearly that coal use by 
hou.sehold's leads to dramatic health 
problems. For example, China has the 
highest lung cancer rates in the world for 
non-smoking women because of the 
extensive use of household coal. Although 
it is possible to wash and process raw coal 
into cleaner-burning forms, it is not clear 
that sufficiently clean burning can be 
achieved at a cost competitive with the 
already well established cleanerfossil fuels, 
kerosene and LPG. 

V 

Conclusions 

The pollutants released due to use of 
bio-fiiels for cooking in traditional stoves 
cause serious health problems like acute 
respiratory infections, chronic obstructive 
lung disease, lung cancer, tuberculosis, 
etc. Women and children below five years 
of age are most affected, as they are 
regularly and severely exposed. There is 
a need to-pay more attention to the plight 
of hundreds and millions of women and 
children living daily with exposure to 
indoor air pollution. Many actions are 
required to address this air pollution. A 
short- and medium-term solution is to 
design and disseminate efficient snrakeless 
stovesinacost-effective manner. Effective 
price of such asuccessfully installed stove 
is approximate Rs 2,000 with a lifetime 
of 15 years, which may seem to be very 
high as compared to stoves currently. 


installed under government programmes. 
But it should be noted that these less 
expensive stoves have a high failure rate 
and a very Hnall lifetime, and do not offer 
good efficiency. 

While improved stoves reduce the 
pollution exposure, they do not eliminate 
it. In the long term clean fuels would be 
needed not only to reduce pollution but 
also to provide conveniem uidcontroilabie 
fuels by increa.sing availability of clean 
hiels in niral and remote areas. Since LK3, 
propane, butane are in limited «upply an^ 
require heavy initial investment for bottling 
planu and cylinders, and availability of 
electricity is not reliable and economical 
in the rural areas, next best alternative is 
kerosene. There is a need to change the 
petroleum product policy in a manner to 
make keroseire available, to the people 
who are willing and are able to pay for 
it, in the open market at an affordable 
price. Government .should reformulate its 
policy to make parallel marketing system 
for kerosene effective and successful. This 
will reduce the burden of diseases suffered 
by a large number of women and children, 
and will al.so ease the pressure on forests 
and other bio-fuel resources. When the 
segment, which con pay, is dealt with the 
poor who cannot afford to buy commercial 
fuels may have less pressure. More surveys 
and analytical woik is needed to devise 
cost effective strategies and comparison 
of alternatives. High occurrence of indoor 
air pollution signifies inequalities in 
environmental policies, energy policies 
and health policies. 

Appendix 1 

WiMid-xmitke expinure and risk for ttbstructive 
airways disease (OAD): A study conducted at 
Bogota. Colombia showed that among elderly 
women of low socio-economic status, wood- 
smoke exposure is associated with the 
develtqmient of OADand may help explain around 
SO per cent of all OAD cases. However, the role 
of passive smoking remains to be clarified. 

Cooking smoke increases the risk of acute 
respiratory infection (AM) in Children: The 
survey result of National Family Health Survey 
(NFHS)oflndia 1992-93 shows that one in every 
fitieen children under age three suffers from ARI 
in India. At the same time, about three-quaiters 
of htiuschoMs in the survey rqiorted using wood 
or animal dung os their intdn source of energy 
for cooking. Children under age three living in 
households that use wood or animal dung as their 
primoty source of cooking fuel have almost one- 
third higher risk of ARI than the children living 
in households dial use cleaner fuel, even after 
controlling for a number of other variables. 

Bio-omss fuel and blindness: Analysis of the 
NFH.S data showed that aduhs over 30 years 
living in households using biomass fuel had about 
30 per cent more partial blindness than those 
living in households using cleaner fuels. There 


was no statistically significant difieience for 
complete blindness, however. Cataracts are 
thought to be caused by cumulative damage to 
the lens of the eye, which can occur through 
exposure to cigarette smoke or sunlight, and 
drying due to episodes of diarrhoea, among other 
factors, in addition, however, other causes of 
blindness may have links to biomass smoke. 
Trachoma, for example, ts caused by infection 
of the eye. which might be enhanced if people 
OR robbing their eyes due to irritation by smoke. 
Conjunctivitis, another source of blindness, is 
thought to result from long-term irritation such 
os might occur due to the aldehydes, acrolein, 
and other irritation such as might occur due to 
the aldehydes, acrolein, and other irritating 
chemicals in biomass smoke. 

Tuberculosis: Adults over 30 years living in 
biomass households hod 170 per cent higher TB 
rates than those in cleaner households. This is 
an unexpected finding, which, if confirmed, would 
have major public health implications because 
of the tcirible toll of TB in Ii^ia and elsewhere 
in the developing world. 

Sources: 

Dennis. B i (1997); ‘Wood Smoke Exposure and 
Risk for Obstructive Airways Disease among 
Women’, Chests (109)1, p 115. 

Mishin. V el al (1997): ‘Effects of Cooking 
Smoke on Prevalence of Blindness in India’, 
working papers, population series # 92, 
Honolulu; East West Centre. 

-(l994)‘EffectsofCoofcing Smoke on Prevalence 
of Tuberculosis in India’, working papers, 
population series # 92. Honolulu; East West 
Centre. 

Appendix 2: Access to Clean Fuels 
for Cooking - A Human 
Development Indicator? 

Air pollutants due to bio-fuels are largely 
released direaly where the people are inside or 
near households at mealtimes every day. 
Therefore, even with modest emission levels, the 
actual exposure to people is significant m many 
millions of households around the world. 

Several heallheffects are suspected; respiratory 
infections in children, chronic lung diseases and 
lung cancer in adults, and adverse pregnancy 
outcomes, such os low birth-weight and stillbiilh, 
for women exposed during pregnancy. 

Acute respiratory infections (ARI), often as 
pneumonia, are the chief cause of death of children 
under S years and the largest single cause of lost 
life years in the world os a whole. Together, the 
complex of ill-health composed of the inter¬ 
related problems of ARI. diarrhoea, and the 
childhood diseases such as measles, are the main 
reason that developing-country children under 5 
bear about half the total burden of ill-health in 
the world, although only making up about 10 per 
cent of the population. 

A recent study in Colombia found that women 
cooking over open fires hod almost four times 
more chronic lung diseas compared to tlK»e 
cooking in other fa.shions. If applicable to the 
population as a whole, about half of chronic lung 
disease in Colombian women could be due to 
such exposures. A study in the Gambia found that 
infants who were exposed to smoke by being 
carried on their mothers’ backs during cocdcing 
were nerly 3 times more likely to develop 
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significant cases of acute respimioiy infection. 
In the same community, girls under S who were 
present during cooking hod about sis times more 
risk of this disease than those who were not in 
the cooking house. These risks were determined 
after correcting for the effects of socio-economic 
status, nutrition, and other factors known to affect 
disease tales. 

Therefore, to reduce indoor pollutant exposures 
to acceptable level access to clean fuels is requited 
for the health of women and children. Other 
methods are. efficient stoves, enhanced ventilation 
etc, but they are short-term solutions. The use 
of clean fuel is the most effective solution and 
kmg-tenn solution. Should access to clean fuels 
for cooking not be used os indicaior for human 
developmern? 

Based on: Jyoti Parikh (1996): ‘Poverty 
Environment and Development Nexus'. Human 
Development Report, UNDP. 

Appendix 4: Costs of Avoiding Loss 
of One Healthy Lifc*Ycar in India 

- Measles vaccination: $15-20 

- Food supplement for pregnant women: $20-30 

- Food supplement to children under S;$60-70 

- Tobacco and alcohol control: $40-.50 

- Clean water: $50-150 

- Basic care for AIDS patients: $20(M(X) 

- Leukemia ireaimeni; $1,000 

- Environmental control for Dengue: $2,000 

- Improved chulhs: $30 

Note: The costs are only estimates. They 
considered the cost of the entire 
programme for the probability that risk 
is reduced by one life-year. 

Stfurce: World Bank 1993. 

fThis paper arises out of work done under capacity 
building project supported by Umted Nations 
Development Programme, and executed by 
ministry of environment and forests and 
implemented by Indira Gandhi Institute of 
Development Research.) 

References 

Behera D. Jindol S K (1991): ‘Respiratory 
Symptoms m Indian Women Using Domestic 
Cooking Fuels’. Chesl. 100(2). 385-88. 
Centra) Pollution Control Board (CPCB) (1992): 

Annual Report 1990-1991, Delhi. 

Gupta B N. Maihur N, Mohendra P N. Srivastava 
A K (1997): A Study of Household 
Environmental Risk Factors Pertaining to 
Respiratory Diseascs‘. Energv Environment 
Mtmiior. 13(2); 61-67. 

Gupt^ S N (1998): ‘Rural Share in Consumer 
Market Up: NCAER Report*. The Economic 
Times, November 25. p 6. 

Hihs P J (1993); ‘Studies Say Soot Kills up to 
60.000 in US Each Year'. New York Times, 
July 19. p I. 

Kumar P Chcrndhuiy R A, Verma S. m al (1997); 
‘Death Is in the Air'. Dtrwn to Earth, 6(12): 
29-43. 

Malik S K (1958a); ‘Exposure to Domestic 
Cooking Fuels and Chronic Bronchitis'. 
Indian J Chest DisAUi^ Set, 27(3), 171-74. 
Mishra, V. Retherford R D. Smith. K R (1997a): 
Effects of Cooking Smtdte an Prevalence 
of Blindness in India, working papers. 
Population Serie.« #91, Honolulu: East- 
West Centre. 

- (1997b); Effects of Cooking Smoke on 


1 Woik in the best areas first. The programme 
should first be initiated in those areas where 
people show their desire for improved cook- 
stoves (ICs). The selection of site was made 
on the basis of the country's desire to become 
a pilot county for the lO progmmme along 
with other considerations such as fuel 
shortages, and managerial, financial, technical 
and raw mmenol resource availability in the 
county. 

2 Research and development was directed 
mainly towards design and modification of 
stoves to match local conditions of fuel and 
cooking/hcating needs. 

3 Regular, systematic and consistent monitoring 
and evaluation has been an integral part of 
CTiinese Improved Stove Programme since its 
inception. 

4 The government contribution is much smaller 
(about 15 per cent) and restricted mainly to 
training, administration and promotion. 

5 Flowofmoney between the bureaucratic levels 
is minimal. The largest single flow that can be 
transmitted in a year as part of centre and 
county contract would seem to be $ 3,0(X) 
only. 

6 Centralised production of the critical parts of 
the combustion chamber for reliable long¬ 
term kighefficicncy performance of the stoves. 


Prevalence ofTtdtercuhtsis in India, working 
papers. Population Series # 92, Honolulu: 
Eoia-West Centre. 

Murray C, Lopez A (1996); Global Burden 
Disease, Harvard University Press, 
Cambridge. 

National Council for Aiqilied Economics Research 
(NCAER) (1993): Evaluatum tif National 
Programme on Improved Chulha Vol I 
and II. Delhi. 

NFHS (1995): Nalumal Family Health Survey 
(MCH and Family Planning): India. 1992- 
93, International Institute for Population 
Sciences. Mumbai. 

Pandey M R (1984a): ‘Prevalence of Chronic 
Bronchitis in a Rural Community of the Hill 
Region of Nepal’, Thorax 39: .331-36. 

Parikli, J(I99S); ‘Gender Issues in Energy Policy'. 
Energy Policy, Vol 23, No 5. 

- (1996): ‘Poverty, Environment and 
Developrrwnt Nexus’. Human Development 
Report, UNDP. 

Pearce D and Crowaids T (1996); 'Particulate 
Matter and Human Health in the UK’. Energy 
Polity. 24(7): 609-19. 

Ramokrishna J, Durgaprasad M B. Smith K R 
(1989); ‘Cooking in India; Hk Impact of 
Improved Stoves on Indonr Air Quality’. 
Ettvimnment International, 15(1-6): 341-52. 

Saksena S, Dayal V (1997): ‘Total Exposure os 
a Basis for the Economic Valuation of Air 
Pollution in India’, Energy Environment 
Mimitor. 13(2), 93-102. 

Soxena. N C (1997): The Wooiffuel Scenario and 


I The political and bureaucratic pressures have 
led to attempts to implement tlm progtamme 
extensively from the start. Therefore, in some 
areas where people were not willing to accept 
or were not r^y to manage KU: were provitM 
ICs, as well as in many areas people those 
were ready and have dnire for ICs were not 
able to receive it. 


2 Local people's requirements were not taken 
into consideration. 


3 Monitoring and evaluation is not there. 


4 Government contribution is about 50 per 
cent. 

5 In India flow of money is huge, i e, US 
$ 2,S0.0(X) per year from centre to state nodal 
agencies and on down line. 


6 Efficiency and reliability of stoves are very 
low. 


Pidicy Issues in India, Regional Wood Energy 
Development Programme in Asia, Field 
Document No 49. 

Shprentz D S, BrynerG C, Shprentz J S (1996): 
Brmith-Takittg: Premature Morkdity due Ut 
Particulate Air Pallutim in 239 American 
Cities, Natural Resources Defence Council, 
Washington. DC. 

Smith K R (1987): Buduels. Air Pollution, and 
Health: A Global Review, NYC nenum, |q> 
452. 

- (1993): ‘Fuel Combustion, Air Pollution 

Exposure, and Health: The Situation in Devel¬ 
oping Countries’. Ann Rev energy Environ, 
18:529-66. 

-(1996a); ‘Indoor Air Pollution in National 

Medical Journal of India, 9(3): 103-04. 

- (1996b): ‘Indoor Air PoUution in Developing 

Countries: Growing Evidence of Its Role in 
the Global Disease Burden' in K Ikeda and 
T Iwata (eds), Indoor Air 96, the 7th Inter¬ 
national Conference on Indoor Air and 
Climate, Institute of Public Health. Tokyo, 
3:33-44. 

- (1998): Indoor Air Pollution in India: National 

Health Impacts and Cost Effectivenma of 
Intervention, Report prepared for Capacity 
21 Project of India. 

Smith K R et id (1993); 'One Htmdmd Million 
Improved COok-stoves in dana: How Wss k 
Doner World Devebipnient. 21. (6) pp 941-61. 
World Bank (1993): Worid Development Report: 
Investment in Health. Oxford University Press, 
NYC. 


Note: Summarised by the authors from Smith (1993) and Soxena (1997). 



The Future of Anthropology 

Vinay Kumar Srivaatava 

This paper submits that practical concerns have overtaken the theoretical in contemporary anthropology, 
especially in India. A perilous consequence of this trend is that instead of illuminating the functioning and 
dynamics of society and culture in particular and general terms, it confines itself to the question of policy 
prescription. By directing their energies to the 'issues of usefulness', anthropologists have come to think 
that the future survival of anthropology is incumbent upon its immediate market value. The future of 
anthropology can be enhanced, instead, by giving primacy to an interpretive understanding of societies and 
cultures, thereby making comments on existing policies for development and social justice more perceptive 
and relevant. 


THE future of their discipline, or one of 
its offshoots, has seriously concerned the 
anthropologists. Several seminars and 
workshops have been held under the aegis 
of ‘retrospect and prospect’ or the 
'relevance of anthropology', where 
thoughts of the possible futures of our 
subject have figured. One of the topics of 
addresses and discussions in the centenary 
meeting of the Royal Anthropological 
Institute of Great Britain andireiand (RAI), 
tile proceedings of which appeared in Man 
in 1944, was ‘The Future of Anthro¬ 
pology’.' Murray Leaf’s Frontiers of 
Anthropology, a book of 1974, carried a 
chapter in the end, on the ‘anthropology 
of 2000’ (pp 311-24). The statement - 
‘ Anthropology has a notorious past, dismal 
present, and uncertain future’ - broadly 
summarises our collective anxiety about 
the integrity of our discipline and its 
survival [Srivastava 1986]. In other words, 
regardless of the time and the progress of 
anthropology, its professionals have often 
ponded over its future 
Que.stions of the future begin ^ooming 
large when a culturally-constructed time 
period is to be replac^ by another. One 
may imagine how bold and big this question 
would be when a century is to be replaced. 
In the 1990s. many contributions have 
appeared on the future of anthropology; 
some important ones are by Hart (1990), 
Kahn (1990), Sponsei (1990), Firth (1992), 
Grimshaw and Hart (1993), and Giddens 
(1996). None of these writers even hints 
that anthropology is devoid of a future. 
That we ate contemplating the future itself 
strikes a chord of optimism; there is a 
future of, for. and in anthropology. But. 
where does it lie? In theory or policy 
prescriptions, or in a belter, evolving 
relationship between the two? In making 
the discipline frontierles.s. unbounded, or 
in a precise delineation of its aims? What 
is our vision of future for which anthro¬ 
pology should be made to work? {Hart 
1990: 14; Firth 1992: 208]. 


Why docs the question of their 
discipline’s future worry anthropologists? 
To my knowledge, such a question is 
generally not raised in other subjects.^ Is 
the crisis in anthropology, wherein storms 
the debate about its future, imaginary? Is 
it simply a panic button so that the quality 
of research improves with continued 
introspection? In a strongly-worded article, 
Keith Hart (1990:14) says that British 
anthropologists are ’overspecialised, 
fragmented, alienated from the society in 
which the majority of people live,’ and 
they lack ‘any vision of [their] own or 
humanity's future’. This has also been the 
conclusion of many observers of national 
anthropologies [Pathy 1981; Gcrholm and 
Hannerz 1982; Hatitnip 1987; Mahajan 
and Srivastava 1978]. 

Today, anthropology discovers itself in 
a multicultural world of reflexivity which 
‘demands new forms of inventiveness and 
subtlety’ [Clifford 1986:23]. We are 
sceptical of and wish to enquire into ‘all 
grounds of authority. a.ssumption. or con¬ 
vention' [Fischer 1986:194].* Knowledge- 
producers in the contemporary world are 
not just academic professionals. 
Joumaliiits. media persons, tele producers, 
film makers, and even bureaucrats, arc 
concerned with all those social issues on 
which we anthropologists claimed intel¬ 
lectual monopoly some years ago. A pro¬ 
gramme, for instaiwe, on the Yanomamo 
Indians made and telecast by Discovery 
Channel, is not only worth thousands of 
words, but reaches millions of cross- 
cultural viewers [leferGiddens 1996:121]. 
Today, anthropology Finds itself in the 
midst of myri^ theoretical perspectives, 
the contest between them is not like the 
blood-feud which characterised the relation 
between the descent and the alliance 
theori.sts in British anthropology. Con¬ 
testing paradigms co-exi.st today with 
exemplary tolerance of another's vantage 
point. These are the times of post¬ 
modernity, post-structuralism, post¬ 


colonialism. post-savage, post-positivism; 
or as Geertz (1998:69) says, of ‘post- 
cverything’. Anthropology faces a set of 
new challenges in this world. 

Against the background of the con¬ 
temporary practice, this paper outlines the 
conditions which will affect the future of 
anthropology. Not offered here are the 
tasks for the 21 st century. Unless adequate 
steps are taken, the already existent crises 
of ecosystem, re,sources. society and 
culture are bound to escalate with the 
passage of<ime, and the anthropological 
researches will be expected to understand 
the genesis of thc.se crises and suggest 
remedies. The practising anthropologists 
arc hopeful about the contribution their 
di.scipline can make to ameliorate human 
condition. Marketability of anthropological 
skills (especially fieldwork) has been 
recognised by development and welfare 
organisations, but the full potentiality of 
the subject is yet to he tapped. 

So far, a study of the impact of anthro¬ 
pology on its learners has not been carried 
out. but I learnt from my students that 
anthropology brought about a marked 
difference in theirorientation to life.^They 
developed a higher degree of sensitivity 
to other human beings and their problems, 
besides trying to understand the ‘other’ (a 
fellow being, a community, a group) in 
holistic terms. Some Indian bureaucrats, 
who read anthropology as one of the 
subjects for the civil services examination, 
told me about the profound impact that 
anthropology made on them. In theiractuai 
workings, they have become comparati ve. 
analytical, field-oriented, and contextual. 
Now they understand human predicaments 
in abetter perspective.-'' Yet. anthropology 
is not the first subject-priority of a college 
student who ca.sts his eyes on courses 
which promise him a lucrative profession.^ 

At the outset. 1 submit that the future 
of anthropology will depend upon its 
conception that we hold and reproduce 
didactically. If its vision is of a discipline 



without frontiers, then we have already 
started ringing its death knell. Ftirther, 
anthropology’s future is conditioned by 
the sound analytical and theoretical 
perspectives that we are able to generate. 
We cannot sustain it by an array of policy 
suggestions, the long list of pleas, viz, 
’what should be done?’ A dialectical 
relationship exists between theoretical 
conclusions and the areas of application. 
In it rests the strength of anthropology. We 
also note with concern the woeful decline 
in the quality of fieldwork (especially by 
Indian anthropologists and neophytes) and 
in the sophistication of analy.sis. 

II 

In 1978. six young anthropologists from 
the University of Delhi, three each from 
physical and social anthropology, decided 
to launch a journal with their pooled re¬ 
sources titled Spectra (rfAnthropological 
Progress. Its acronym SAP acquired 
popularity in academic circles in years to 
roll. These men were crystal clear about 
their aim. They did not want to merely add 
another volume to gatherdust on the library 
shelves. They were deeply concerned with 
the question of quo vadis\ whither goeth 
anthropology?^ 

The inaugural issue of SAP (1978: i-iii) 
carried a brief editorial which spelled out 
the direction anthropology had taken, its 
overspeciali-sation. concluding that the 
specialised research did not quite connect 
itself with the central aims of anthropology. 
Twenty years later, Bhattacharya (1999: 
24-5) observed that the ‘distancing of 
archaeology from anthropology has now 
gone to the ultimate. It is a consequence 
of this that archaeologi-sts are now trying 
to have their own agenda of ethnology 
which need not concern itself with cultursU 
themes.' The likelihood of unconnected 
and ceaseless specialisations existed in 
anthropology, because, to begin with, it 
dealt with two facts - the biological and 
the cultural - and each one of them could 
become the pivot of a separate discipline 
with its distinct methodology, termino¬ 
logical apparatus, and epistemology. The 
relation of the observer with the observed 
is bound to be different in a biological 
science in contrast to a socio-cultural 
discipline.^ 

The SAP editors did not denigrate the 
tendency of ovcrspecialisation, seeing it 
as an index of the progress and development 
of a subject. However, they advised the 
specialists to think carefully of their 
grounding in the parent discipline and 
relate their specialisation to it. Otherwise, 
die specialist’s work would become alien 
to the anttiropolngical concerns. Moreover, 


he would be marginalised in other 
disciplines he intends to venture into. If 
this differentiation of the discipline is 
permitted to go unchecked, with no attempt 
to integrate the new branches with the goal 
of anthropology, the danger is that the 
specialisations will fait apart. The 
Spencerian proposition - ‘Integration 
compensates for differentiation of ports’ 
- asserts the truism. Anthropologists should 
. devotethemselvestothetaskofintegrating 
their discipline. Each stream of dif¬ 
ferentiation mu.st relate to the central aims 
of anthropology. If we proceed in this 
manner, a higher differentiation of the 
di.scipline will inevitably imply a higher 
degree of integration. 

A discipline should not be allowed to 
become pigeon-holed, forthis would render 
intense inbreeding, thus lowering its 
creativity and scholarship and eventually, 
making it sterile. At the same time, let it 
not become so porous that, as in our case, 
almost every biological, sociological, or 
cultural study of humans could claim a 
place in anthropology. We already know 
of health scientists, hi.storians, experts in 
foreign affairs, journalists, film makers, 
and many others, who not only call 
themselves anthropologists, but compete 
with hard-core anthropologists for scarce 
funds for research, tenurial positions, chairs 
of committees, awards, etc.* Osmosis is 
creative; flooding is destructive. We may 
borrow theories and techniques of analysis 
from other disciplines to understand our 
data better or to illuminate our concerns. 
But the crises, which the SAPeditors called 
the ‘identity crises’, surface when a 
specialisation of some other subject is 
placed under the rubric of anthropology 
by an enthasiast without its relationship 
with the principal anthropological concerns 
being properly worked out. 

It is not only with respect to physical 
anthropology that social anthropologists, 
or vice versa, find it difficult to maintain 
academic communication and to undertake 
collaborative research, but within social 
(or physical) anthropology, a number of 
branches have emerged which increasingly 
emphasise their separation. Each of these, 
what I wouldcall, ‘special anthropologies’ 
(such as linguistic anthropology, medical 
anthropology, ecological anthropology, 
demographic anthropology, etc), which 
acquired prominence in the second half of 
the 20th century, interacts with another 
full-fledged discipline having its own 
history and preoccupations. Linguistic 
anthropology, for instance, has an intimate 
connection with linguistics, in the same 
way as is the proximity of ethnomu-sicology 
to the science of music. 


Closeness to other disciplines applies to 
the mainbranches of anthropology as well; 
for example, the British social anthro¬ 
pology is considered closer to French 
sociology: and cultural anthropology, the 
American variant, to history and folklore. 
However, not all the practitioners of social 
or cultural anthropology assumed that their 
subject was a branch of humanities or one 
of the specialisations of the atu. Radcliffe- 
Brown (1948), the chief architect of British 
social anthropology, ardently believed that 
his subject was a natural science of society. 
Similarly, the American neo-evolutionist, 
Leslie White (1943) considered the natural 
science of culture as culturology, a term 
most dear to him. But these analogies 
between social or cultural anthropology 
on the one hand and natural science on the 
other, were based on an assumed 
isomorphism of methods and techniques. 
The methodology employed for the study 
of nahiral systems was extendible to social 
sy.stems.'® 

The idea that social or cultural anthro¬ 
pology was a science of society or culture, 
or both as Kroeber's (1948:5) collocation 
socio-cultural anthropology suggested, did 
not imply its active interaction with 
biological or natural sciences. None of the 
campaignersofthescientificstatusof social 
or cultural anthropology ever thought of 
working out its relationship with physical 
anthropology (or archaeology), or of 
planning a study in which these branches 
could be meaningfully integrated. 
Radciiffe-Brown (1952) and Evans- 
Pritchard (1951) wrote extensively on the 
nature of social anthropology and the 
relation it bore with psychology, history, 
and sociology, but never chose to examine 
its kinship with physical anthropology or 
archaeology. 

It may be suggested that the relationship 
between social and physical anthropology 
in the British tradition was almost like that 
of the kinspersons who stood back to back. 
But, it did not imply any hostility or com¬ 
petition between them. Social and physical 
anthropology (and also archaeology) were 
non-interacting disciplines but sharing the 
same hearth. Social anthropology foiged 
its alliance with sociology and history, 
whilst physical anthropology (which in 
Britain is called biological anthropology) 
shared common concerns with medicine 
and other biological sciences.'^ Anthro¬ 
pology, therefore, can be conceptualised 
as a myriad of disciplines having close 
contact with other in^pendent subjects, 
rathe: than amongst themselves. 

The pattern established in Britain at the 
beginning of this century has continued 
till date. Separate departmentsof physical. 



«ociaI, uid aichaeoiogicai anthropology 
exist in British universities, and are placed 
under the faculty of anthropology. Inter¬ 
action between these departments is 
negligible. Each one of them is almost like 
a gemeinscht^. Anthropology for the 
British is either biological anthropology, 
or social anthropology, or archaeology. 
The issue of its integration does not worry 
them. Nordo they engage themselves with 
the question of what ‘anthropological’ part 
in physical anthropology is homologous 
to the ‘anthropological’ quiddity in social 
anthropology? The British pattern is 
replicated in many other uni versities of the 
world. At the level of the work, the micro¬ 
studies take precedence over the philo¬ 
sophical discussions about a discipline’s 
total identity, integration, and the 
boundary-maintaining mechrmisms. 

The American anthropology began with 
its division into physical anthropology 
and ethnology, the latter being further 
segmented into cultural anthropology, 
linguistic anthropology, and prehistoric 
archaeology. Physical anthropology 
studied bio-genetic facts, while culture in 
all its manifestations, and in spatio- 
temporal dimensions, was the key concept 
in ethnology. Although not clear in the 
beginning on how biological and cultural 
facts could be meaningfully integrated in 
a .study, American anthropology never- 
thele.ss furthered its holistic conception. 
The textbook definition (almost like a ‘holy 
litany*) that anthropology is the 'study of 
man in all his aspects in time and space’, 
seems to me an American view. The 
founders of professional anthropology in 
America insisted on an integrated 
anthropology. We are reminded of Franz 
Boas (1948) for whom fieldwork meant 
the collection of .socio-cultural. archaeo¬ 
logical, linguistic, and biological facts of 
a given people. This wits the encyclopaedic 
approach to anthropology which is amply 
reHected in the American textbooks. 
Some American scholars have discussed 
the issue of the integration of anthropology 
at the level of the syllabuses, teaching and 
research seminars, and common projects 
and investi'gations ITax 1956; Goiiclier 
1974; Leaf 1974,1979]. But they were ail 
conscious of the fact that the .subject was 
fast fragmenting. Their concern can be 
estimated from Eric Wolfs aptly-titled 
article: ‘They divide and subdivide and 
call it anthropology’ (New YoHc Times, 
November 30, 1980). 

Because of these divergent specia¬ 
lisations, which are strange bedfellows, 
anthropology has become a 'dilettante’s 
discipline’, including in its sc(^ ‘literally 
anything from lemur feet to shadow plays’ 


(Rabinow 1977:31.'-^ In a trenchant 
criticism of overspeciaiisation, Needham 
(1970:46) envisaged an ‘iridescent meta¬ 
morphosis’ of anthropology. The field 
might be redistributed among many other 
disciplines.'^ Many authors have 
reconciled to the academic disintegration 
of anthropology and see their works as 
part of the ‘metamorphosis’ of which 
Needham spoke.' ^ Anthropology today is 
a ‘group of subjects’.'® 

ni 

Integration of anthropology has the 
following facets: first, certain aspects of 
human existence can be fully compre¬ 
hended when equal attention is given to 
its biological and socio-cultural dimen¬ 
sions. Some ‘special anthropologies’ lie 
at the confluence Of biological and socio¬ 
cultural anthropology; for example, 
ecological anthropology, demographic 
anthropology, medical anthropology, and 
the anthropology of (ksvelopment. Other 
anthropologies are preeminently bio¬ 
logical, but use several socio-cultural 
factors and indices; anthropology of growth 
and physiological anthropology may be 
cited as examples. Even in highly technical 
fields .such as foetal anthropology, one 
cannot ignore the political economy of 
health and various declarations of the 
international organisations (like UNICEF) 
[Chandra 1990]. 

In those .specialisations which are at the 
interface, a restriction of analysis to either 
fact (biological or socio-cultural) is bound 
to be myopic. Medical anthropologists 
know full well that if illness is cultural, 
disease is a pathological concept. Pain is 
both a culturally-constructed reality and 
also, biologically iascribed on the body. 
The first lesson a student learns is that 
medical anthropology is a bio-cultural 
discipline. We analyse the medical system 
as a biological system and as a socio¬ 
cultural system, which we further break 
down, following the systemic approach, 
into social system and cultural system. In 
the integration of the three subsystems of 
the medical .system can one locate the 
spirit of medical anthropology [Fortcrand 
Anderson 1978; for similar argument on 
Indian material see .loshi and Mahajan 
1990. Bhasin and .Srivastava 1991]. 

A similar argument can be adduced for 
demographic and ecological anthro¬ 
pologies. Some of us may be sceptical of 
the place I have given to the anthropology 
of development, for this specialisation is 
dominated by social anOnopologisLs. Those 
who think that development has nothing 
to do with physical anthropology arc 
mistaken because the issue of the biological 


survival of people isof utmost importance. 
We have a significant literature on the 
diseases caused by development, and how 
the health of the natives was jeopardised 
as a consequence of the measures die 
planners and development specialists 
thought were ameliorative [Kunitz 1994]. 
For depopulating tribes, the health-related 
programmes score priority over those 
dealing with cultural matters. Development 
is a bio-cultural phenomenon, and for (he 
future survival of anthropology, this notion 
is crucial. 

Besides this, another way to integrate 
anthropology is to generate a paradigm 
which can explain both the biological and 
cultural facts. In one such attempt, Mahajan 
and I (1978) examined the possibility of 
using dialectical materialism to integrate 
anthropology. Jan Wind suggested the 
use of cybernetics for a similar purpose 
(Persona) communication, December 12, 
1978). Neo-Darwinian philosophical 
traditions could also be explored [Ashley 
Montagu I960, l981).Forde (I948)argued 
that ecology can unite physical with social 
anthropology. Howsoever promising these 
theoretical insights are, they have not 
become popular in our subject. Whatever 
integration is visible it is at the level of 
studies which require a knowledge of both 
physical and socio-cultural anthropology. 

IV 

One of the consequences of the American 
encyclopaedic approach is that anthro¬ 
pology has gradually become more and 
more porous and spungy, offering a 
rc.spectable place to people from varied 
disciplines, but losing its identity in the 
process. ‘ ^ What has really been detrimental 
to its progress is the oft-repeated statement, 
pronounced with boastfulness and 
pomposity, that it is a subject without 
frontiers, without boundaric,s. The prota¬ 
gonists of this view present a catalogue 
of different anthropologies and show 
several empty shelves to the academic 
world where more and more specialisations 
could be placed,'* We may beam with 
satisfaction on seeing a huge list of 
anthropologies, but in this process wc have 
eroded the concerns of the discipline. The 
future of anthropology depends upon these 
pivotal concerns, and nut on the unwieldy 
list of its speciali.sations. 

Often, a question like ‘what is anthro¬ 
pological' in 'economic anthropology’, or 
in 'medical anthropology’, or in any other 
‘special anthropology’, is a.sked. We want 
to know the di.siinction5 between eollateral 
disciplines or interests - for instance, bet¬ 
ween political science, political sociology, 
political philosophy, and political 



anthropology. Engaging debates ensue on 
whether the study of economic systems of 
tribes and peasants be termed 'economic 
anthropology’ or 'anthropological 
ecommics’. Such taxonomic debates are 
in other specialisations as well. Some 
scholars believe that if we opt for titles 
such as 'anthropological economics’, or 
‘anthropology of development’, or 
‘ethnolinguistics’, then we emphasise in 
them the anthropological content more 
than that of the other di.scipline with which 
they imeract. 

Whether or not we accept the suggestion 
about a proper nomenclature of the 
discipline or its branch, there is no doubt 
that such borderline or inter-disciplinary 
enterprises are required to interact vrith 
other disciplines. ‘The student of 'anthro¬ 
pological economics' or 'economic anthro¬ 
pology ’ needs to acquire an arduous com¬ 
petence in economic theory and techniques 
of analysis. In a similar vein, an anthro¬ 
pologist of transculturai psychiatry is 
expected to be familiar with western 
psychiatry, its modes of treatment, and its 
concept of man. In such disciplines, the 
anthropologist has to do an extra labour 
- to-gain competence in another subject. 
Dalton remarked that ‘economic anthro¬ 
pologists’ sufferfrom 'nervous inferiority' 
whi le corresponding their ideas with hard¬ 
core economists who tend to look down 
upon their counterparts in anthropology 
{Dalton 1971: 30]. Similar (4>servations 
can be culled from the practitioners of 
other borderline anthropologies who have 
to interact regularly with other closely 
allied subjects. One would like to read a 
detailed account of the professional 
experiences of a medical or physiological 
anthropologist working in a hospital or 
medical college, and trying to justify his 
place amidst those who might consider 
such po.sitions as sheer appendages, easily 
dispeasable.'** 

Needham (1970:40) called an anthro¬ 
pologist's encounter with the other 
discip]ine(s) ‘awkward’. It is bound to 
generate 'nervous inferiority’ in him unless 
he stands on the steady feet of hisdiscipline. 
is committed to intellectual osmosis, and 
constantly reminds himself of his goals 
and purposes. If he is an ‘economic anthro¬ 
pologist’. he judiciously and critically 
examines the propositions of economics 
to determine their suitability in under¬ 
standing his data. He does not use his data 
to illuminate or support the economic 
theory. When his aims are iop.sided, his 
encounter with economics will become 
'awkward' rather than fruitful, and he will 
sufferfrom 'nervous inferiority’ in relation 
to the economist, rather than becoming a 


‘coparcener’ in the production of alter¬ 
native perspectives on society. 

All this boilsdown toourown conception 
of anthropology. If astudy of what diffinent 
anthropologists mean by the subject is 
coiKlucted, we shall come across highly 
divergent opinions. For many, anthro¬ 
pology will be what they do: the practice 
will define the .subject and not the other 
way round. Some will subscribe to the 
encyclopaedic notion: there is anthro¬ 
pology in everything and everything can 
be studied anthropologically. Rarely do 
we ask: What is ‘anthropologicid’ in what 
1 do? 


V 

Problems for an anthropologist’s work 
‘can be found everywhere human beings 
are in communication’ [Firth 1992:211], 
wherever groups are formed and sustained. 
The anthropologist ’ s laboratory is the entire 
mankind; the way in which people strac- 
turc the reality around them, is what he 
studies. The human universes are not 
‘museumified’ entities, static, neatly-kept 
and catalogued. They are perpetually 
changing. Those orders (and institutions) 
which men themselves proudly created at 
one time are rejected by them at another 
time. Taxonomies are challenged; the 
catalogues need to be constantly updated. 
Human beings have tremendous capacity 
to perfect themselves. This process is 
however punctuated with crises - with 
contradictions and conflicts. Change is 
ceaselessly occurring; it is imperceptible 
and needs to be constructed. Geertz 
(1995:4) writes: ‘Change, apparently, is 
not a parade that can be watched as it 
passes.’ 

The anthropologist did (and does) many 
things with societies and cultures. In the 
foimative era, he studied the origin of 
institutions, customs, groups and col¬ 
lectivities. and the stages through which 
they were believed to have passed. Then, 
he compiled the detailed accounts of the 
past of these societies by focusing on the 
'memory culture’ of his respondents. How 
.social institutions had diffused from the 
centre of their origin, or from one society 
to another, greatly interested him. In the 
wake of the repudiation of earlier pseudo- 
historical approaches and psychological 
reductionism. and the aimless document¬ 
ation of cultural traits, came the much 
celebrated functional approach. With this, 
anthropology becantt a synchronic study, 
of ‘here and now’. The criticism of fiinc- 
tionalism revived many earlierapproaches. 
The French became interested in the 
working of the human mind and unravel¬ 
ling its underlying structure. Their con¬ 


temporaries in America, those who became 
populur as cognitive anthropologists, 
intended to study culture by getting into 
the heads of its bearers. Some French and 
American scholars applied the Marxian 
approach to the superstructure of society. 
Network analysts, transactionalism, 
modem variants of structuralism, femi¬ 
nism. reflexi vity, inteipretivism, have been 
other corrective alternatives. 

The aforementioned approaches and 
their several kindred variations, known by 
different technical names, barring those 
which were conjectural, co-exist in con¬ 
temporary anthropology. But, the most 
rallying is around the one which is 
concerned with meaning. Some of its 
advocates derive their intellectual authority 
from Weberian sociology and its further 
development in the hermeneutical 
tradition. In a nutshell, the contemporary 
anthropologists do the following. They 
conduct a lengthy fieldwork with a 
’community’ of people, far-away ornearer 
home.^** During the course of study, they 
arc ‘hued’ by the 'object' of study.From 
this experience is bom the ethnography. 

Anthropology is a 'sceptical study' [fHith 
1992:210]. It does not take anything for 
granted. Whether acknowledged or not, 
we begin with the Durkheimian mic: ‘I do 
not know a social fact unless I have studied 
it’ [Durkheim 1938]. Our aim is to under¬ 
stand the plexus of meanings people 
attribute to their thoughts and action. 
Alongside, we unravel those meanings 
and interconnections of institutions of 
which their creators may be unaware. We 
keep adistinction between the perspective*^ 
and analyses of the actor and the observer. 

The anthropologist is an empiricist 
(’world-observer’). an interpreter! 'world- 
describer’), a comparativist (‘world- 
comparer’), and a futurist (‘world- 
imaginer'), whose cosmic ambition is to 
know about the human .society as a whole.^^ 
His aim is pre-eminently academic: to 
interpret and explain. It is not to delve in 
the charters of policy prescriptions.^^ 
Today, especially in India, many anthro¬ 
pologists are solely concerned with the 
issues of policy, churning out the agendas 
of action. Perhaps they feel that in this 
market-oriented world diey have to be 
utilitarian. They try to prove theirDarwinian 
fitness in the academic world as well as 
in the market-society by formulating 
hypothetical programmes for the better¬ 
ment of human beings. Ibeir comments 
on policies, lists of pleas, designs of action, 
scarcely ri,se above the crmimonplace.^ 

None of the scholars concerned with the 
future of anthropology has argued against 
action anthropology, putting knowledge 



to real and conctete use.^’ Giddens 
(19%: 126) writes: “Anthropology must 
be ready to contest unjust systems of 
domination, along the way seeking to 
decide what ‘injustice* actually is, and be 
prepared to bring potentially controversial 
issues to light”. For Hart (1990:14): 
“Anthropology is ‘for’ making a better, 
more democratic world for everyone". 
To achieve this, we should be ‘politically* 
and ‘morally’ engaged with social 
problems. Our vision of foture is of greater 
freedom and equality of human being.s. 
both as a right and policy, and anthropology 
must work towards their achievement. 
Inspiration for applied work, Hart thinks, 
could be drawn from Leach's lectures 
published as A Runaway WorltH where 
he argued that anthropology could be used 
for resolving crises of the contemporary 
world. He also suggested that we should 
try to spread the anthropological vision 
amongst the mass audience. 

Sponsel (1990) argues for greater in¬ 
volvement of anthropologists with the 
people they study. Grimshaw and Han 
(1993:44) say that the ‘resolution to 
anthropology’s dilemma' requires new 
‘patterns of social engagement'. For Ingold 
(1994;xviii), anthropology is a ‘science of 
engagement'. The 'subjects* of our 
research are not ‘objects': they are fellow 
beings. One of our duties is to take oven 
action to defend human rights. Cultural 
relativism is simply a ‘frame of mind’, a 
methodological tool. It does not imply, or 
should not be confused with, ethical 
relativism. The topic of universal human 
values and basic needs has become central 
to contemporary anthropology (Hatch 
1983: Scupin and DeCorse 1995]. None 
should starve, none .should be inflicted 
with physical or psychic toriure, none 
should Ik stopped of basic human rights 
and needs, are some examples of universal 
values. The anthropologist should render 
his firm commitment to them in academic 
as well as practical terms. Firth’s summary 
expresses it well: “(The] anthropologists 
must have a social awareness, a social 
con.<icience, some degree of commitment 
to the people among whom they work. 
Locally, an anthropologist can sometimes 
defend the peoples’ interests against 
bureaucratic ignorance, the rapacity of 
salesmen or the arrogance of developers” 
[Firth 1992:219]. The role of anthropology 
jn exposing various myths which perpetrate 
inequality in society is well acclaimed. 
And, famously known is its contribution 
in planning and executing development. 

The applied role will definitely condition 
anthropology’s future, but the list of 
suggestions, policy prescriptions, must 


entail from a rigorously conducted study 
in which the focus is on understanding. 
Theoretical and applied researches are two 
sides of the same coin: ‘knowledge for 
practice’ and ‘practice for knowledge’ are 
intimately connected [Srivastava 1990: 
316]. Before peoples’ interests are defend¬ 
ed, we should acquire a thorough know¬ 
ledge of the conditions which breed rapa¬ 
cious salespersons or arrogant developers. 
Understanding and interpretation are 
placed before action, advocacy, and acti¬ 
vism. A good anthropology is one which 
yields sound, detailed, and convincing 
knowledge of a society: and from this 
follows a culturally-rooted, endogenous, 
and holistic plan of development. 

The social responsibility of the 
anthropologi.st has increa.sed manifold 
presently. It is bound to enlarge further. 
Anthropology began in the mid-19th 
century as the evolutionary study of the 
entire human society. As it grew in time 
and space, especially with the addition of 
ethnology sections in museums, it 
progressively became a mode of producing 
knowledge of the ‘exotic other*, the 
‘primitive society*. By the time the term 
'social anthropology’ was invented for the 
Liverpool Chairfounded in 1908 for James 
Frazer, the ‘intellectual object’ of anthro¬ 
pology - the savage, the pre-literate, the 
simple, the non-western - had been fully 
found. Gough (1968:403) writes: ‘most of 
our fieldwork was carried out in societies 
that had been conquered by our own 
government*. Ttie we-lhey distinction, or 
the distinction of the self and the other, 
was the pith of the anthropological work: 
‘...anthropological knowledge came to be 
a map of difference, of alterity* [Das 
I99S;3]. Thatthe ‘they’ was qualitatively 
different from the 'we' constituted the 
discourse. Anlhropologi.sts wrote what 
they thought was right, proper, and just, 
on and about the primitives, who were 
mute, who did not answer back [Giddens 
1996:121 -2; Geertz 1998:72], The mono¬ 
graphs thus produced were for the literate, 
white, western public. 

Overtime, as a result of culture contact 
with modem societies, the primitives have 
been de-primitivised. No more are they 
‘they’ in pristine terms, but are gradually 
aiisimilated with the ‘we’ [Geertz 1998]. 
As globalisation progresses apace, the 
difference between the * we’ and the ‘they’ 
narrows down uemendously. The erstwhile 
primitives now read and write; question 
the inquisitive ethnographer on the purpose 
of his study and wish to .share the results 
of his enquiries; read monographs to 
discover their past moorings and also detect 
grave errors made by the anthropologist 


in understanding their culture. The staun¬ 
chest critics of ethnographic writings on 
a society are now its ‘literate* people. 
They answer back and interrogate their 
ethhographers.^^ The latter has to be 
cautious about the veracity of ethnographic 
details he collects. Furthermore, the 
‘natives* now study their ov^n societies 
where they enmesh their experiences of 
being a native with an objective project. 
Native anthropology, orautoeihnography. 
as it is designated, brings with it its own 
commitments and values [Srivastava 
199Sb]. Anthropology is now produced in 
a different set of social conditions. It has 
to be far more reflective and humani.stic. 

This changed scenario does not suggest 
that we become ‘subjective’ in our 
approach. Rather, we have to combine the 
requirements of adispassionate study with 
an unflinching commitment to universal 
human values and rights. Ourmethodology 
adheres to the principle of objectivity, 
whilst our ‘practical anthropology* (to 
borrow Malinowski’s term) does not 
compromise on the agenda of human 
welfare; it is value-loaded.^^ It is wrong 
to a.s$ume that if we ‘side* with particular 
arguments regarding human condition, 
then we tend to lose our objectivity. To 
rccallCresswcll(l%8;4l 1-2): ‘Aphysicist 
can fulfil his sense of social responsibility 
by speaking out, for instance, against the 
use that politicians and the military make 
of the atom bomb he has made possible, 
without affecting the laws describing the 
behaviour of atoms and molecules'. In a 
similar way. we endeavour to understand 
human society as objectively as possible, 
but speak out against all those social 
contexts where human rights are abrogated, 
where values of equality are suppressed, 
where injustice prevails. 

The people whom we study, wherever 
they live, are no longer hidden, forgotten, 
lost, or cloistered.^^ No more is the tribal 
society ‘isolated*, a ‘complete society*. an 
‘anthropological whole*. Not only the 
national but also the international economic 
systems affect the micro-societies. The 
genesis of rural poverty can be traced to 
the unjust social and economic .system of 
the international order. Ethnicity has 
become a transnational phenomenon. The 
future anthropologi.sts will need to study 
the socio-cultural aspects of international 
relations (Foster 19X4: Wright 1988; 
Messer 1993; Cole 1995; Srivastava 
1995a]. Impact of the fast-changing 
technology, global consumption patterns 
(overconsumption of a few co-exiitting 
with the underconsumption of many), 
.shifting geo-political configurations, and 
new forms (and strategies) of domination 



on human communities all over the world, 
are the areas of priority. The relation of 
the local with the global will be central 
to future anthropology [Moore 1996]. 

Although defined as the study of the 
entire human society, anthropology has 
predominantly dealt with tribals and 
peasants. Its emphasis in urban shidies has 
been on slums and squatters, shanty satellite 
towns and migrants, religious commu¬ 
nities. and lower-class neighbourhoods. It 
has not so far conducted detailed field- 
based studies of elite societies, of people 
who ‘answer back’ and reflect on the 
methods used and conclusions reached. 
The effect of functionalism, or any other 
method which searched for fixed 
categories, has been so overwhelming that 
we did not contribute much to the under¬ 
standing of social turbulence. For the future 
survival of anthropology, it is imperative 
that we study societies indi.stress. in hunger, 
in collective pain and war [Das 1995: 
Nordstrom and Robben 1995]. We should 
apply anthropological knowledge to 
understand social is.sucs and apprise the 
lay public in a dc-jargonised language 
with our findings and suggestions for 
improvement. I may refer here to 
Bhattacharya's recent researches (1998) 
on the history of hunger and starvation. 
The lesson we learn is that no more is 
anthropology esoteric, the 'engagement of 
colonial masters' or the ‘sport of kings' 

VI 

We have tremendous faith in the 
analytical ability of anthropology. Even 
other disciplines have been considerably 
influenced by anthropological per¬ 
spectives. The future of our discipline is 
incumbent upon a better understanding of 
human society and culture, because from 
this will logically follow the steps to be 
undertaken for ameliorating human 
condition. Whether we are physical or 
social anthropologists, we view a sy.stem 
(biological, social, or cultural) in a state 
of dynamic equilibrium. Wc consider a 
numberoffactors-intrin.sicandcxtraneoiis 
- which condition the working of systems. 
Biological and cultural factors should be 
seen as complementary, in a state of 
‘heuristic synergism’ [Srivastava 1990: 
314|. If we erroneously believe that one 
fact is ‘superior’ to the other, or is 
hermetically .sealed, then we are likely to 
fission the discipline as well the ‘tribe’ of 
anthropologists (to borrow the popular 
words of Max Gluckman). We hear of 
incessant conflicts between physical and 
social anthropologi.sts over the allocation 
of resources, and leaching and research 
positions in a department. These cleavages 


refiect the orientations these ‘sub-tribes’ 
of anthropology have towards the two 
great anthropc^gical constructions - the 
biology and the culture. Some physical 
anthropologists think that their accom¬ 
plishments are true to the scientiHc 
tradition, whereas their counterpaits in 
social anthropology are simply raconteur, 
not more than story-tellers. Hie social 
anthropologists may regard their work as 
more important, by claiming that their 
work begins where science ends. Instead, 
if we begin with a model of comple- 
mentariness between different facts that 
concern as. the tenor of our research will 
be qualitatively different. We can learn a 
lot about it from the actual practice of 
medical anthropologists. The future of 
anthropology lies in such studies. 

Anthropology is principally a field 
science. This is not to say that anthro¬ 
pologists have depended upon fieldwork 
for their ideas, but have always referred 
to the field for a critical scrutiny of their 
theories and ideas [Fox 1975]. Unfortu¬ 
nately. the quality of fieldworks, especially 
in Indian anthropology, has become poorer. 
Our students prefer to study their own 
societies rather than venturing into ethno¬ 
graphic landscapes where they .struggle to 
learn a new language and pass through the 
non-assuaging pangs of loneliness. Since 
they study their own society, they start 
with the assumption thatthey know enough, 
thus overlooking, the nuances, the finer 
points, the underlying currents, the sub¬ 
terranean elements, and the subtleties. It 
is here that they commit the error. 
Needless to say, a good anthropology 
depends a great deal upon the quality of 
our fieldworks. 

To sum up: a future o/and for anthro¬ 
pology lies in constantly struggling to 
evolve a sophisticated theoretical and 
methodological apparatus, conducting 
solid fieldworks, and unswervingly 
subscribing to the premises of human 
rights, dcmocratisation, welfare, and the 
development of people of all shades of 
life. 

Notes 

1 Four addrcs!>e.s were delivered on the futures 
of phy.sica' inlhropology, archaeology, social 
anthropologv, and material culture, 
respectively by G M Moront, V Curdoii Childe. 
Raymond Firth, and R U Saycc. See Mm, 
1944, vol XLIV; 16-24. 

2 However. I refer to a piece on the future of 
British sociology in l4yne et at (1981). 

.3 lnthe$ewords,Fi$chcr(l986)haspaniphrased 
Jean-Francois Lyotard’s concept of the ‘post¬ 
modern’. 

4 For the last few years, I have been collecting 
data on this topic. At the close of the teaching 
session (generally mid-March), I make my 


students write in whichever tonguage (Hindi 
or English) they have adepuiest a shoR essay 
on the impact of anthnqtblogy on their persoiial 
lives and onentotions. I have read these essays, 
but so for have not analysed them properly. 
The observation I make here is based on thcK 
write-ups. The students have invulably noted 
thatthey became less pRijudlcial after studying 
anthropology. In this context liememberl^, 
‘Ignorance and prejudice about odier peoples, 
paiticulariy peoples of a different colour, is 
still widespread, and it is part of our 
[anthropologists’] jed) to try and break it down’ 
[Firth 1944; 221. 

5 Before I99S. anthropology was one of the 
most popular options for the Indian civil 
services examination. Its populottty declined 
after its syllabi in both the papers was 
frighteningly increased. Many topics were 
included on which good reading material did 
not exist. My comments on the revised syllabi 
appeared in Hindi in Pratiyogita Samrat, 
January 1996, 4(l2):S3-4. 

6 This observation is not only based on Indian 
experience. Many western writers have pointed 
this out. Mayer (I9gl;vii) noted that when 
Furer-Haimendoif decided to read anthro¬ 
pology. it was an ‘unconventional choice'. A 
Delhi anthropologist. Abhimanyu Shorma, was 
repotted (in The Hindustan Times, June 26. 
1976) to have said that the 'rejected lot' of 
students joined anthropology. I rebutted his 
observation {The Hindustan Times, July 2, 
1976). The drop-out rate of students in anthro¬ 
pology department is quite liigh; these students 
leave anthropology to seek admission in other 
coveted courses. Thu heads of anthropology 
departments all over the world are engaged 
in increasing the popularity of the subject 
amongst the wider public. See MacClancy and 
McDonaugh (1996). 

7 These six Delhi anthropologists were Surinder 
Nath. V C Channa, S L Malik, Anil Mahajan. 
Lalit Kumar, and myself. Today, four of them 
arc teaching in the Delhi department of 
anthropology. The other two ore employed 
elsewhere but do the anthropological work. 
Later. P C 'oshi. N K Choddho. and M P Sach- 
deva were also inducted in the editorial board 
of SAP. Chaddha is a psychologist but is 
reputed for many works on psychological 
anthropology. SAP continued its unintemipted 
publication till 1991; then its publication was 
suspended following financial problenui. 

8 Becauseof his lengthy stay (often not less than 
a year or so) with a community, the social 
anthropologist develops almost quasi- 
pennanent relations witbitsmembers. In many 
cases, he 'adopts' the community of people 
forever. Empathy, therefore, is an important 
element of the relationship between the 
observer and the observed This is. however, 
absent in a physical anthropological work 
which beats its 'subjects' of study as mere 
'objects'. In my opinion, physic^ anthro¬ 
pologists and archaeologists do not conduct 
the ‘fieldwork’ as social anthropologists define 
this term. Physical anthropologists may collect 
data from the field or laboratory situation. 
Archaeologists conduct excavittions on sites 
likely to yield an industry of human artifticts. 
Sec Woicott (l99S)forthe notion offieldworfc. 

9 By ‘hard-core’ anthropologists, I meonjbose 
who have undergone a professional training 
in anthropology. They ore not 'self-taught' 



onttiropologitt!!. Today, soctoiogists write 
articles and books which bear the word 
'anthropology* in their titles. 'Anthropology' 
has berome a sort of 'discourse* in these 
writings rotherthon just nemainingadisciptinc. 
Refer to works by Dost l9V5).Thapan< 1998). 

It) Leslie White (1943) submitted that all sciences 
dealt with energy and molitm. Culture and 
civilisation were also fnnns of energy; the 
sciences were therefore unified method¬ 
ologically. The oiganismictlworists developed 
the concept of society by comparing it 
systematically with that of the organism about 
which they knew well, courtesy the growth of 
biology. Organic analogy was a procedure to 
know the unknown ('society') with the help 
of the known ('organism'). See Harris (t96K). 

11 Well knownoretheirconclusionsofihestatu.s 
of social anthropology. For Radcliffc-Brown 
(I9S2). it wa.s a branch of 'comparative 
sociology', another name of sociology 
according to Emile Durkheim. And. it was a 
kind of historiography for Evons-Prilchard 
(1951). 

12 In his reply to Forde's question regarding the 
integration of anthropology's branches, Firth 
(1944:22) said that the four branches (physical 
anthropology, arclweology. social anthro¬ 
pology .and inuienal cultuie) 'called forentircly 
separate disciplines, and that the lies of social 
.'iiithropolugy were with sociology, rathrrihan 
with physical anthropology or archaeology'. 

13 Anthropologists are .seen as those 'dilettantes 
who flit from one area to the next' IKIeinman 
and Copp 1993:61 

14 I have oiten heard of a sugge.stion that physical 
anthropology should he placed along with 
zoology, archaeology with ancient history, 
and social anthropology with sociology; and 
depaninents of anthropology should be done 
away with. 

15 For instance, see Clifford (1986) and his joint 
venture, Wriiinn Culiiiir He writes that 'man' 
ha.s disintegrated us rWo.itorawholediscipline 
(p 4) 

16 Ingold wntes: .anthropology, us it exists 
today. IS not a .single field, but is rather a 
soiiM'what contingent and unstable amalgam 
of stibfielils. each encumbered with its own 
htstory. tlieoictical agenda and methodological 
prciK'cupaiions" (Ingold 1994: xiv) Also see. 
Monte. (1986.1V "Anthropology is no longer 
a singular discipline, if it ever was. but ratlier 
a multiplicity of practices engaged in a wide 
variety ol .social contexts". 

17 In a recent paper. Sillitoe (1998.224) notes 
that agricultural economists, human geo¬ 
graphers. and plant pathologists are 'stealing 
our ('anthropologists' | disciplinary clothes 
They ihein.selve.s conduct 'he anthro|)uk>gical 
work required for their study If I may add. 
the quality of their aiilhrapological work is 
inferior which bnngs had name to the subject. 

18 In his keynote presemaiion at a seminar (on 
'Anthropology in India: Prnhlcips and 
Prospects') in department of anthropology. 
Punioh University. Chandigarh, from March 
6-9,1986, Indcra P Singh presented a long list 
of anthropological specialisations. An idea of 
special anthropologies can be gathered from 
the list of seminar topics prepared for Ihc Xlh 
Inicnuitional Congress of Anthropological and 
Ethnological Sciences (see Indian Anthro- 
fHtkigui, vol 7. no I. 1977. pp 68-70). 

19 Here, we iimy referto the following observation 


bom Needham; “The more the anthropologist 
specialises the more he will be obliged to 
observe the .standard of the discipline that he 
enters: and if he is to induce the practitioners 
of that discipline to lake serious notice of his 
knowledge and understanding of ethnographic 
evidence, he must in his own work earn their 
professional respect by conforming to the 
scientific or scholoriy criteria which they 
acknowledge" [N«cdham 1970: 40], 

20 Besides the conventional areas, the 
'community' could be of laboratoty scientists, 
homosexuals, psychuitrtc clients, drug addicts, 
sex workers, professionals and politicians, etc. 
Anthropologists have worked on the impact 
of the new reproductive technology on kinship, 
family, and gender ISiraihcrn 1990] and on 
theelhnographyoflheimmunesystemlMartm 
1996). The 'field' of research is not given: it 
has to he con.strucied. Geenz (199.5:106) 
remarks; '...re.scarch sites are not found, they 
are made'. 

21 Cecriz (1995:210) describes this in the 
following words; "You don 'l exactly penetrate 
anotherculture. as the masculinist image would 
have it. You put yourself in its way and il 
bodies forth and enmeshes you". 

22 Anthropology is as much oboui' us’ as il about 
'them' - tl)c 'other' culture [Leach 1982). 

23 Giddens writes. 'The practical connuialions of 
anthropology are likely to depend upon u 
rekindling of the anthropological imagination 
than upon a narrowing-down of (he subject to 
limited social policy issues' (Giddens 1996' 
12.5) 

24 .See for instance, Samal cd (1996), a book of 
SIX hundred pages. 

25 This however is not the opinion of many other 
anthropologists: see Leach (1982), Bcteillc 
(1993). Hugh-Jones writes about Leach, 
'...throughout his (Leach) life he remained 
deeply suspicious of ilic supposed benefits of 
applied anthropology'[Hugh-Jones 1989.14) 

26 There ore many cases where the people are 
aware of the fact that they were studied anthro- 
polugically For instance, Pul Eltya, the Sri 
Lankan village which Leach studied, had a 
notice al its entrance placed many years after 
Leach had done his fieldwork there. It read: 
'This is the village of the famous onlhro- 
poiugical study' (Hugh-Jones 1989:21). 

27 Some anthropologists believe that ethnography 
is not a foet-hut only personal opinion, a view 
which Filth termed 'egoistic or .solipsism' 
anthropology' (1992:219) For Leach (1987) 
as well as Hugh-Jones( l989:.34),ethnography 
was fiction; for Gceitz (1988) it was a 'literary 
enterprise'. But (his is not the opinion which 
will help the future .social anthropology 

28 But numy coffee-tahie books on tribes may 
carry the.se words in iheirtitics. ordcsenplions 
of people, m order to increase their sale. See. 
for instance, a French publication on Indian 
tribes tilled /. 'Me des Tnhux (hibliees (Chene. 
Paris, 1993). Perhaps the publishers arc 
motivated by the idea that the 'exotic' sells, 
the 'familiar' does not. 

29 I have borrowed the last phrase from Godfrey 
Liciihaidl. Lewis writes: "When PnnceCbaries 
began his anihropological study at Cambridge. 
Godfrey Lienhairit (at on R Al council meeting) 
quipped that 'anthropology had become the 
sport of kings’ " [Lewi.s 1998: 567) 

30 It is relevant to remember here Bcteillc’s 
observation. He writes: "I have seen many 


young British and American anthropologists 
return physically exhausted from the field, 
looking lean and hungry, like Cassius in the 
play. My Indian students show less wear and 
tear during their movements in and out of the 
field. .Indian research scholars stretch field 
work out longer, doing it in several short 
spells, but rarely spend as much time in the 
field as their cnunierpart.s from overseas. They 
also rarely choose to do field work in a region 
other than the one to which they belong, this 
enables them to dispense with ihe trouble of 
learning a new language, and it allows them 
to take other shortcuts that in the end detract 
from the quality of their field work" (1996 2 34) 
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Mahakali Impasse and Indo-Nepal Water Conflict 

Dipak Gyawali 
Ajaya Dixit 

The Mahakali Treaty between India and Nepal was signed and rammed through the Nepali parliament 
in extreme haste, pushing aside all the serious doubts that were raised about the dam. the highest rockfill 
" dam in the world in the seismic Himalayas. This article attempts to put into perspective the complex set 
of events that led to the signing of the treaty and to understand the dynamics of Nepal-India water conflict 
in the last three years. 


ON January 29,1996 in Kathmandu, after 
about three days of deliberations, India’s 
external affairs minister Pranab Mukhefjee 
and Nepal’s foreign minister Prakash 
Chandra Lohani initialled the Mahakali 
Treaty - known formally as the Treaty 
between his Majesty’s Government of 
Nepal and the Government of India 
Concerning the Integrated Development 
of the Mahakali River Including Sarda 
Barrage. Tanakpur Barrage and 
Pancheshwar Project. Immediately, there,' 
was an unseemly scramble among Nepali 
politicians to take credit for the Treaty. 
From the former speaker of parliament to 
the general secretary of the Nepal Com¬ 
munist Party (United Marxist-Leninists) 
then in opposition, from hard-line 
panchayati politicos of yesteryears to 
hardboi led bureaucrats, all claimed a share 
in the glory or sang hosannas.' Today, 
except for those who.se names have been 
directly enmeshed with the Treaty, one is 
hard pressed to find a champion who would 
risk defending Mahakali heart and soul. 

There is a need to analyse this predica¬ 
ment because it holds deep les.sons for 
future efforts in collaborative water man¬ 
agement in the Ganga basin as well as 
development in general. The Mahakali 
impasse has roots deep in Nepal’s history, 
and ramifications beyond water resources 
into political economy, diplomatic rela¬ 
tions between India and Nepal as well as 
governance in south Asia. While the 
complex events surrounding it do need 
much deeper socio-political analyses than 
is possible here and in so close a time 
period after the events, a beginning needs 
to be made’that can serve as a prelude to 
future Judies from a variety of other view¬ 
points. The purpose of this paper is to put 
into perspective the complex set of events 
that led to the signing of the Mahakali 
Treaty, and the impasse it has since been 
enmeshed in. It first presents the chrono¬ 
logy of events leading up to the Mahakali 
impasse. With this overview, it then asks 
some open-ended questions that may 
uncover a rich agenda for further research. 
Several undercurrents emerge with this 


historical overview that need not just 
further insightful analy.scs but also some 
redeeming statesmanship, both in Nepal 
and India. 

I 

Chronology of Events 
Early Years 

The Sugauli Treaty of 1816 AD defined 
the national frontiersof present day Nepal. 
It forced the Gorkhali Empire, which had 
extended up to the Satluj in the west, to give 
up the conquered lands west of Mahakali 
(called Sarda in India), and fixed this river 
as the western boundary between Nepal 
and British India.* Given the remoteness 
of the headwater reaches where the arms 
of the Nepali state had only a feeble pre¬ 
sence, not much is heard of conflicts in 
this area. In the southern reaches, how¬ 
ever, where the land was gifted back by 
the British to N<epai in recognition of the 
services provided by Shogun Jung Bahadur 
Rana in suppressing the Sepoy Mutiny of 
1857 AD, the braided nature of the river 
as it debouches onto the plains presented 
problems. Neither the thalweg nor centre 
line principle could be satisfactorily used 
to define the boundary, and it was taken 
as the mid-stream of the river with refer¬ 
ence pillars on either side. Because of the 
.shifting nature of the river course, a re¬ 
alignment of the boundary was ordered by 
the British India government in 1909 AD. 
After much correspondence and many 
meetings, the demarcations were com¬ 
pleted in February 1912 during the 
Shogunate of Rana Chandra Sumshere.^ 

Soon thereafter, the British India gov¬ 
ernment contemplated building the Sarda 
barrage to provide irrigation to western 
United Provinces. After a series of nego¬ 
tiations, it managed to realise a Sarda 
Treaty in 1920 which transferred 4,000 
acres of the eastern banks of the Mahakali 
to India to build the Sarda barrage in 
exchange for 4,000 acres of forested land 
in areas to the east as well as Rs 50,000 
to Nepal. Furthermore, theTreaty allowed 
Nepal to withdraw 4.25 cumecs of water 


in the dry season and 15 cumecs in the 
wet season, which could be increa.scd to 
28.34cumecsif water wefe available. What 
India could withdraw out of the approxi¬ 
mately 650 cumecs average annual flow 
of the Mahakali was, however, not speci¬ 
fied. In effect, it was limited only by the 
scale of the technology it was free to 
employ.^ This left room for critics of the 
1920 Agreement to call it an ‘unequal 
treaty' and, with perfect economic and 
technological hindsight of today, to fault 
Chandra Sumshere for undervaluing the 
left bank of Sarda barrage. Tbere were also 
questions raised about where the 4,000 
acres of land vcceived in exchange from 
the British were located. 

After a major flixid in the Mahakali 
‘circa’ 1953, India extended the left aft lux 
bund of the Sarda barrage about a 100 m 
into Nepali territory beyond the border 
pillar BP 6A between 1954 and 1958. This 
extension of the Sarda afflux bund is physi¬ 
cally similar to the ca.se in Tanakpur in 
1991. However, it is not known publicly 
if Nepal government provided permission 
for this in any form. If it was an incursion, 
there is no record of any protest over this 
by any Nepali government then or after¬ 
wards - neither during the panchay at years 
nor even while the Tanakpur debate raged 
on after the restoration of democracy during 
the first half of the 1990s.-' 

During the 1950s. there were no major 
initiatives on the Mahakali, but major flood 
control embankment building and irriga- 
t’on projects were undertaken in north 
Bihar and Uttar Pradesh plains by the 
Indian government. To further these ini¬ 
tiatives for the north Ganga plains, India 
entered into two major river treaties with 
Nepal in this period: the Kosi agreement 
on April 25, 1954 (revised subsequently 
on December 19, 1966) and the Gandak 
agreement on Decembcr4.1959(amended 
on April 30.1964). These treaties, and the 
projects they gave birth to, have had their 
own less than salubrious impact on Nepali 
polity and popular perceptions of Indo- 
Nepal water relations, the details of which 
are beyond the scope of this article. 



PanchayatRai (1961-Apiul 1990) 

Nepal, with a loan from the World Bank, 
began the Mahakali Irrigation Project in 
1971 to utilise its share of the waters of 
the Mahakali as allowed under the Sarda 
agreement of 1920. By the second decade 
ofPanchayat rule, Nepal’s water resources 
development activities had began to ac¬ 
quire a donor-led, statist bias, precluding 
other (private or community-based) insti¬ 
tutional possibilities. Private initiatives in 
power generation were discouraged by 
HMG's new industrial policy of 1972 that 
nationalised electricity production to make 
bilateral and multilateral donor involve¬ 
ment easier.* There was extensive World 
Bank, UN, ADB, USAID, etc, involve¬ 
ment in irrigation, power and water supply 
projects. The ministry of water re.sources, 
with irrigation, flood control, electric 
power, and water supply within its brief, 
became the largest infrastructure ministry 
in the country overtaking the ministry of 
works and transport. With the exception 
ofthe 21 MWTrisuliand l4MWDevighat 
hydroelectric projects, there was not much 
inclination for furthering water re.sources 
projects that would be mutually beneficial 
to both India and Nepal. 

Heavy investments were made in irri¬ 
gation and power projects during this 
period - 66,000 ha Sunsari-Morang on 
the Kosi (1965-ongoing). 34,000 ha 
Narayani (1967-ongoing). 7,000ha Kankai 
(1970-90). 25,000 ha Kamala (1975-85), 

10,400 ha Chitwan Lift (1973-88), 36,000 
ha Bagmati (1980-ongoing), (60 MW 
Kulekhani I (1974-80) and 32 MW 
Kulekhani II (1977-87) and 69 MW 
Marsyangdi (1982-89), etc. From 1985 
onwards, the ministry of water resources 
was preoccupied with the 402 MW Arun3 
Hater scaled down to 201 MW. and finally 
abandoned in Augu.st 1995 after the World 
Bank pulled out of it because of criticism 
for Its excessive cost that was four to five 
times more than that of private sector 
projects in the Himalayan region).^ The 
significance of Arun3 to Tanakpur and 
Mahakali episodes is that this project, 
which had overtaken the entire water and 
power cstabli.shment in Nepal, saw every 
other alternative to Anjn3 such as Sapta 
Gandaki, Burhi Gandaki, West Seti, etc, 
as rivals to be suppressed or .sidelined 
rather than examined with an open mind. 
As a result, during the Panchayat rule, 
Nepal’s waterestablishment was never able 
to approach India openly, question its plans 
and propose aco-operati VC alternative that 
was better suited to Nepal’s interests. 

In 19K3. India completed the technical 
study of a 120 MW hydroelectric project 


onth^borderriverMahakali near die town 
of Tanakpur in Nainital district Nepal 
raised its concerns with India regarding 
possible damage to Nepali land and ter¬ 
ritory, including the Mahakali Irrigation 
Project. The 120 MW Tanakpur power 
plant which uses all the waters of the 
Mahakali during the dry season, would 
have emptied its tailwater into the Sarda 
canal feeding the UP system and not into 
the river upstream of the intake of the 
Sarada barrage from which Nepal’s 
Mahakali Irrigation Project receives its 
water. India agreed to re-sign its project 
and release the Mahakali water back into 
the river so that Nepal’s existing irrigation 
project would not be left high and dry. It 
also agreed to, and constructed, some river 
abutments to ameliorate bank cutting on 
the Nepali side.* 

By 1988, India had completed the con¬ 
struction of the Tanakpur barrage and the 
powerhouse with the exception of the left 
afflux bund that was needed to tie the 
barrage to the high ground on the left bank 
in Nepal. Despite its earlier insistence that 
this was a wholly Indian project in fully 
Indian territory and thus of no concern to 
Nepal, it became necessary for India to 
request for 577m of Nepali land for this 
purpo.se. However, around this period, 
relations between Nepal and India deteri¬ 
orated with Nepal importing Chinese light 
arms and India imposing a peacetime 
economic blockade of Nepal in March 
1989. The matter of extending the left 
afflux bund was not pursued further in 
view of other pres.sing concerns, but the 
essential strategic thrust of Indian govern¬ 
ment vis-a-vis Nepal’s water resources 
made itself felt in its diplomatic proposals. 

In November 1989. with the main archi¬ 
tect of the blockade Rajiv Gandhi not 
faring well in the Indian parliamentary 
elections, the foreign ministers of the two 
countries were able to meet in New Delhi 
in January 1990. Even as the anti- 
Panchayat agitation led by the Nepali 
Congress and the United Left Front con¬ 
tinued in the country, the royal regime 
toned down both its promotion of ‘Nepal 
as a Zone of Peace’ concept and its op¬ 
position to th» 1950 Treaty of Peace and 
Friendship with India, and agreed to 
India preparing a new draft agreement on 
mutual co-operation. In a bid to extract 
maximum benefit out of the political 
turmoil in Nepal. India put forth a draft 
proposal on March 31,1990 that included 
more stringent demands on Nepal vis-a-vis 
Indian security concerns than the 1950 
Treaty. It was reminiscent of what one 
.scholar has de.scribed as the ‘Krishna 
Menon syndrome’ It included Article III 


of Part VI Economic, Industrial and Water 
Resources Co-opetation that stated: 

’The two Conuacting Parties being equally 
desirous of attending complete and satis¬ 
factory utilisation of the waters of the 
commonly shared rivers, undertake to (i) 
plan new uses or projects subject to the 
protection of the existing uses on the rivers 
and (ii) co-operate with each other to 
formulate and modify the planned new 
uses or project taking into consideration 
the water requirement of the parties. 
The phrase ‘commonly shared rivers’ 
was to make a comeback later during 
K P Bhattarai’s interim government, and 
the prior rights issue expre.ssed as ‘exist¬ 
ing uses on the rivers’ was to be resur¬ 
rected inthe ’packagedeal’ ontheMahakali 
with the UML government. 

On April 9,1990. King Birendra lifted 
the ban on agitating political parties and 
multi-party democracy was restored in 
Nepal. 'The post-panchayat interim gov¬ 
ernment was under pressure bom the Indian 
government to allow the construction of 
the left afflux bund of Tanakpur barrage, 
especially after the economic blockade 
was relaxed following the restoration of 
democracy in April 1990. Soon after 
becoming prime minister of the interim 
government consistingof Nepali Congress 
and the communi.st United Left Front, 
Krishna Prasad Bhattarai visited New Delhi 
on the invitation of Indian prime minister 
V P Singh with an entourage that included 
Sahana Pradhan, then chairperson of the 
United Left Front and a minister in the 
interim government. On June 10, 1990, a 
joint communique was issued at the con¬ 
clusion of his visit that included the phrase 
‘common rivers* and the expediting of 
their development. It was to become an 
election issue in May 1991 as an alleged 
example of Nepali Congress’s ‘sell-out’ 
to India. 

With the restoration of status quo ante 
of the pre-blockade days following prime 
minister Bhattarai’s successful visit to 
India, the diplomatic initiatives from Delhi 
for Nepal’s acquiescence to building 
Tanakpur’s left afflux bund inside Nepal: 
territory began to gather momentum. 
Meanwhile, the issue of Tanakpur, which 
had been wrapped within bureaucratic 
secrecy, began to unfold slowly in the 
public arena. Because the interim govern¬ 
ment’s primary agenda was to frame the 
new constitution and hold elections, the 
matter of Tanakpur’s left afflux bund.was 
not pursued with any alacrity, but it con¬ 
tinued to have its effect on Nepal’s body 
politic. The newconstitutionofNepal, which 
was being drafted in the meanwhile, was 
promulgated on November 9, 1990. It 



ncluded a constitutional provision in 
\itlcie 126 that required any resource- 
ihaiing agreement to beratifi^ by a two- 
hirds majority in parliament if it was of 
'pervasive, serious and long-term nature". 

The interim government subsequently 
lid try to 6nd a way out of the difficulty 
}rou|^t about by India's unilateral deci- 
iion to construct a barrage on a common 
rarder river. Because of the geometry of 
he land swapped in 1920, if India tied the 
iffiux bund to (he high ground in its 
erritory, significant portion of Brahmadeo 
Vlandi in Nepal would be submerged, 
fhere was a need to look for a variant 
vhich would cause the least submergence 
n Nepal, and water resmirces minister of 
he interim government MahendraNarayan 
Midhi asked his technical team, on De- 
:ember 28, 1990, to make a review of the 
fanakpur problem. This team recom- 
nended, on February 22. 1991. the best 
/ariant that Nepal could agree to so as to 
neet Indian requests. The team also 
nentioned Nepal’s needs for additional 
rrigation in Kanchanpur district as well 
IS highway connection to the Mahakali 
manage that functions as the only AA class 
iridgc over the river in this area. 

On April IS, 1991, the cabinet of the 
nterim government - which included 
nembers of the communist United Left 
Front - authorised HMG’s negotiating 
earn to conduct discussions with India 
ivithin certain parameters, including the 
east harmful afflux bund variant, provi- 
>ion of I ,(XX) cusecs of irrigation water 
ind ‘some electricity’ in return for agrec- 
ng to provide India 577 m of Nepali land 
for building the left afflux bund of the 
Fanakpur barrage.'” On May 17, 1991, 
Indian prune minister Chandra Shekhar 
wrote to his Nepali counterpart Krishna 
Prasad Bhattarai asking for Nepal’s per¬ 
mission to build the afflux bund, espe- 
:ially .since the monsoon would be soon 
approaching. (If a record flood occurred, 
it could - unless prevented by an afflux 
bund - outflank the barrage with devas¬ 
tating consequences.) Becau.se general 
elections were going on in Nepal, the 
matter remained unattended. 

CENTRI.ST Majority Government 
AND AkiijR 

Nepali Congress won a majority in the 
general election even though its interim 
prime minister Bhattarai lost tothc general 
secretary of the UML, partly due to the 
‘common rivers’ issue. TTk new Congress 
government was headed by Girija Prasad 
Koirala as prime minister. He replied to 
Indian prime minister Chandra Shekhar, 
on June 10, 1991, that the permission 


requested from die Bhattarai government 
regarding Tanakpur’s left afflux bund 
could only be given after detailed study 
and an agreement between the two gov¬ 
ernments. 

Prime minister Koirala vi.sited India 
between December5-10,1991 attheinvit- 
ation of India’s prime minister Narasimha 
Rao. Possibly l^causc inadequate home¬ 
work was done as regards fanakpur, a 
decision seems to have been made not to 
discuss the matter with India in Delhi. 
This is highlighted by the fact that neither 
the water resources minister, nor the sec¬ 
retary of water re.sources, nor any other 
water resources experts were included in 
the 72-member strong official delegation 
that accompanied the prime minister to 
New Delhi. However, despite a possibility 
of breakdown of talks, a last-minute set 
of agreements was entered into with the 
government of India, which included trade 
and transit and development issues, as 
well as plans to develop major high dams 
in the Nepal Himalaya." Among other 
things, this December 1991 agreement, 
explained as a mere ‘understanding’ and 
not a treaty that would have to be pre¬ 
sented before parliament, allowed India 
the use of 577 m of Nepali territory to 
complete the construction of the left afflux 
bund of the Tanakpur barrage. Nepal was 
to receive ‘free of cost’ 10 million units 
of electricity as well as 1.50cusecs of water 
for irrigation. 

On December 15, 1991 prime minister 
Koirala gave a public speech about his 
India visit at Kathmandu City Hall. In the 
interest of transparency, and 'o counter 
allegations of any ‘secret treaty’, he pro¬ 
mised to make public the agreements via 
the officialfVe/ja/ Gazette, which was sub¬ 
sequently done on December 24, 1991. 
I'hc detaiLs of the ‘undetstanding’ that 
began to emerge after Koirala’s return to 
Kathmandu raised a lot of .suspicion and 
hackles. It allowed India to hastily start 
the construction of the left afflux bund by 
December 15, which is before details of 
the ‘understanding’ had been made public 
in Nepal. Construction of flood protection 
works was .stated to start in November 
1991 even before the ‘understanding’ was 
initialled in Delhi. 'The newspaper reports 
and gazetted notices continued to confuse 
10 million units (KWh) of electricity with 
10 MW of power, prompting a debate of 
what Nepal had actually received for 
allowing its left bank to be used for the 
project. 

On December 17, 1991 advocate Bal 
Krishna Ncupanc filed a writ at Supreme 
Court challengingthis ‘understanding* and 
appealing to the court to have it declared 


a treaty requiring parliamentary ratifica¬ 
tion by a two-thirds majority as per Article 
126(2) of Constitution of Nepal. On 
February 28, 1991, during the winter 
session of the parliament, the communist 
opposition gheraoed the rostrum of the 
lower house for eight hours and prevented 
parliamentary proceedings in a bid to force 
the government to table before the house 
all documents relating to the Tanakpur 
‘treaty’. The treasury bench, on the other 
hand, maintained that it was only an 
‘understanding’ and everything relating 
to it had already been published in the 
Nepal Gazette of December 24, 1991. A 
19-mcmber all-party special committee of 
the parliament was formed to try and find 
a consensus. On March II, 1991, prime 
minister Girija Prasad Koirala pre.scnted 
written reply to the Supreme Court de¬ 
fending his government’s position. Street 
agitation against the treaty dominated. 
national politics and newspapers for 
months. In end-July beginning Augu.st, 
prime minister Koirala attended the non- 
aligned summit meeting in Jakarta where 
he is understood to have met India’s prime 
minister Narasimha Rao and di.scussed the 
Tanakpur imbroglio.'^ 

The all-parSy special committee of the 
parliament held extensive meetings and 
invited external specialists as well as 
government experts to the hearings. It 
was. however, unable to reach aconsensus 
as sharp divisions remained regarding the 
actions of the government and the inter¬ 
pretations of the constitutional provision. 
Instead of a single document, there were 
three different reports presented by the 
committee to the lower house of parlia¬ 
ment on September 7, 1992. In a memo¬ 
randum submitted to the chairman of the 
upper hou.se dated September 9, 1992, 
eight communist factions (including the 
UML. Unity Centre, United and Masai) 
state that the Tanakpur ‘understanding’ 
signed by prime minister Koirala was a 
treaty which could only be implemented 
after ratification by a two-thirds majority 
in parliament. They demand to know from 
the government where the 4.(X)0 acres of 
land swapped with British India in 1920 
is located. The communists stated vciy 
clearly that it was wrong to link the 
Pancheshwar Project with Tanakpur. 
Pancheshwar high dam, they wrote, is a 
.separate project requiring a .separate treaty 
with parliamentary ratification, and there 
is no need for Nepal to compromise her 
future bargaining position at this stage. 

In October 1992 India’s prime ininiiucr 
Narasimha Rao visited Nepal during 
which the Tanakpur ‘understancUng’ was 
icnegotiatcd. The quantum of electricity 



that Nepal was to receive the project 
'free of cost* was raised from 10 to 20 
million units. Future upstream water 
developments such as Pancheshwar 
Multipurpose Projects were delinked from 
the agreement on Tanakpur with the 
provision that both countries were free 
to negotiate on upstream projects inde¬ 
pendent of whatsoever is agreed to at 
Tanakpur. 

On December 15, 1992 the Supreme 
Court of Nepal decided that the Tanakpur 
agreement was indeed a treaty and not just 
an ‘understanding*, and that it would have 
to be presented to the parliament for 
ratification as per Article 126 of the 
Constitution of Nepal. The Court, however, 
failed to provide a ruling on the second 
point of the petitioner, which was to require 
parliamentary ratification by a two-thirds 
majority as per Clause (2) of Article 126. 
It left it upon the parliament to decide 
whether the ratification should be by a 
simple majority or, if thematterwas deemed 
to be **pervasive, serious and long-term”, 
to be ratified by a two-thirds majority. 

A month after the Supreme Court de¬ 
cision, the government constituicd a com¬ 
mittee (Barul Commission) to evaluate the 
impact of the agreement. The committee 
fixed .six criteria to define whether this 
river development initiative and the agree¬ 
ment as.sociated with it constituted “all 
encompassing, serious and long-term" 
issues. They were: 

(a) If a single treaty were done to regarding 
use of several different river basins of 
Nepal, the treaty should be considered "all 
encompa.ssing, .serious and long-term”; 

(b) If a treaty is made for an entire river 
basin, then the treaty should he considered 
"all encompassing, .serious and long-term"; 

(c) Run-of-river hydroelectric projects 
(with no water storage) will be excluded 
from this definition; 

id) This definition would apply to storage 
projects of capacity greater than 1000 MW 
and capacity factor less than 0.3; 

(c) This definition would also apply to 
projects whose costs would be large com¬ 
pared toeconomic indicators such as annual 
GDP, and where sovereign loans arc 
involved which would have to be paid 
back not just by the current generation 
making the decision but by future gene¬ 
rations or which would be difficult to pay 
given the state of the economy; and 
(f) The definition would ^ply to projects 
with large re.scrvnirs where resettlement 
is difficult to handle within Nepal’s fi¬ 
nance. land availability, etc. 

Ba.scd on the.se criteria, the compen¬ 
sation that Nepal received for allowing 
India to use 577 m of Nepali land to 
complete the 120 MW run-of-river, the 


renegotiations that occurred during the 
visiHo Kathmandu of Indian prime minister 
Narasimha Rao that delinked Tanakpur 
from future developments upstream at 
Pancheshwar, as well as other benefits 
that would accrue to Nepal from the 
barrage such as transport, irrigation as 
well as diplomatic goicxiwili, the Baral 
Commi-ssion concluded that the Tanakpur 
Agreement was of a simple nature and not 
an "all encompassing, serious and long¬ 
term” one. 

Subsequent to this report and other 
consultative works, the government made 
a move to pre.sent the.Tanakpur Treaty to 
the parliament. It is suspected that the 
government intended to present it as a 
treaty of a simple nature that needed 
ratification only by a simple majority. It 
is also not clear if the government had set 
forth any criteria, new or otherwise, for 
defining the nature of the treaty as such. 
A meeting of the parliamentaiy committee 
of the Nepali Congress had been called. 
The Nepali Congress supreme leader 
Ganesh Man Singh refused to attend the 
meeting and fired what is popularly known 
as a 'letter bomb* to the chairman of the 
Nepali Congress. In his epistle of March 8, 
1992, the Congress supremo declared: 
“Passing the Tanakpur Treaty by a simple 
majority of the lower house of parliament 
would be the equi valent of signing a death 
warrant. My conscience prevents me from 
putting my signature to it. Please do not 
compel me to go again.st my con.science.*’ * ’ 


Mis letter, juA as the Sui»eme Graft’s 
decision, skirted the difficult but gmnuie 
issue of defining the criteria for calling 
Tanakpur Treaty an “all encompassing, 
serious and long-term” matter. The Ganesh 
Man faction of die Nepali Congress had 
been ctamouring for Koiraia’s resignation 
on moral grounds after the Supreme Court 
decision. The speaker of the parliament 
(who came from the Bhattarai faction of 
the Congress) had compromised his non¬ 
partisanship by deciding that the house 
belonged to the opposition and by not co¬ 
operating with the Koirala government in 
this matter.'^ Ganesh Man Singh’s let»«T 
effectively derailed any political chance 
of the issue being resolved politically in 
parliament by any initiative from the 
Koirala camp. It was thus left hanging in 
limbo. Even the very first meeting of the 
newly formed high level National Water 
Re,soua‘es Development Council - held 
on the eve of V C Shukla’s visit to Nepal, 
chaired by the prime minister and includ¬ 
ing in its composition all important politi¬ 
cians and bureaucrats - did not discuss at 
all projects of controversy such as 
Tan^pur and Arun3.'® 

In December 1993 the Indian water 
resources minister V C Shukla visited 
Nepal and managed to extract from the 
Nepali government an ‘action plan' on 
how to proceed with the implementation 
of the Tanakpur agreement even when 
the main treaty had not been approved 
by the parliament as was required by the 
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Supreme Court verdict of December 

1992.16 

Soon thereafter, die Nepali government 
- which was embroiled in the Arun3 
controversy - granted a private Australian 
company a ‘hunting licence’ to build the 
approximately 7SQ MW west Seti hydro¬ 
electric storage project upstream of the 
Kamali Chisapani Dam site and to sell the 
electric power to India. The matter was 
not presented to parliament, no questions 
were asked about the benefits of regulated 
flow that would accrue to India, and no 
political party or figure .showed any in¬ 
terest CM' need to raise the matter, even 
though this issue had implications regard¬ 
ing Article 126(2) of Nepal’s Constitution. 
Another attractive scheme, the Sapia 
Gandaki run-of-river hydroelectric project, 
found the site of it.s powerhouse and 
desilting basin given away to a private 
medical college for setting up its campus. 
It was speculated that this was done to 
remove the.se projects from the list of 
contenders to Arun3. 

Meanwhile, the special all-party com¬ 
mittee of the parliament failed to make any 
headway. Because of strong personal 
animosities among political leaders of 
different parties, this special committee 
was also unable to define what constitutes 
“all encompassing, serious and long-term” 
water sharing issue as per Clause 126(2) 
of the Nepali Constitution. During the 
agitation against the Tanakpur ‘under¬ 
standing’ by the Koirala government, his 
opponents from the opposition as well as 
from within his own party had hyped up 
the rhetoric to such an extent that an 
acceptable resolution of this impasse was 
well-neigh impossible. Committee discus¬ 
sions became a lacklustre buying of time 
and patties began to exhibit early signs 
of ‘Tanakpur fatigue’. 

In July 1994, the Koirala government 
fell when MP’s of its own party boycotted 
the house and a bill elaborating his 
government’s policy was voted down. The 
row over Tanakpur and the Supreme 
Couit’s verdict were considered among 
the significant factors that contributed to 
the brewing of this situation. Mid-term 
general elections were held in November 
1994 which resulted in the Nepali Congress 
losing the majority it commanded in the 
outgoing house. 

The communist UML, which had vo¬ 
ciferously opposed the tanakpur Agree¬ 
ment, emerged as the single largest party 
in a hung parliament and formed, on 
December 9, a minority government. In 
the heat of the debate, bmh the communist 
UML and the RPP had called for renegoti¬ 
ating the Tanakpur agreement. India saw 


no reason why it should live up to the hype 
of Nepali opposition leaders. To resolve 
the impasse, the UML government, osten¬ 
sibly after receiving signals from India's 
CPM, pul forth in April 1995 a ‘package 
deal’. This plan propo.sed increasing the 
quantum of electricity and water to be 
made avai lable to Nepal, but requites Nepal 
agreeing to the constmctioii of a massive 
(315 m high. 6,480 M W) Siurage high dam 
at Pancheshwar in the mountains upstream 
of thcTanakpur.siteon the border h.'ahoKali 
river. It was this very linkage of ranakpL”- 
with Pancheshwar that the UML had 
opposed previously. 

Pancheshwar was a dam that India had 
wanted all along for over two decades but 
for which Nepalis had not shown much 
interest because of their smaller require¬ 
ments for water and power. There was also 
a lack of clarity from the Indian side regard¬ 
ing power purchase price as well as valu¬ 
ation of irrigation benefits and India's 
security concerns over control of the dam 
that would have compromised Nepal’s 
sovereignty. Former prime minister Kirti 
Nidhi Bisla had warned the powerful 
general secretary of the UML and deputy 
prime minister Madhav Kumar Nepal 
before the latter left for talks with New 
Delhi that he did not agree to the Indian 
demand on Mahakali. He said that he had 
turned down Indira Gandhi's request for 
a pact on the Mahakali in 1972.'^ The 
minority UML government, however, was 
not able to push it ahead because of dif¬ 
ferences within its ranks about the impli¬ 
cations of the ‘package deal*. Also, it soon 
got embroi led over the controversial Anin3 
hydroelectric project from which the 
World Bank withdrew support in August 
1995 during its tenure, allowing the Nepali 
Congress to blame it for ‘setback to 
development'. 

The minority UML government fell in 
September 1995 and a three-party coali¬ 
tion of the Nepali Congress, the RPP and 
the Sadbhawana Party formed a new 
government headed by Sher Bahadur 
Deuba. Because of the need to accommo¬ 
date as many MPs as possible in a shaky 
coalition, Deuba formed the largest cabi¬ 
net in the history of Nepal and also created 
a new ministry of science and technology. 
By now, ‘Tanakpur fatigue' had over¬ 
taken all paities in small or great measure 
and Nepali politicians were too embroiled 
in infighting among parties and groups for 
perks and privileges to worry about long¬ 
term interests. 

During November-December 1995, in 
what has subsequently come to be known 
as the Pajero scandal, the Deuba govem- 
mentaliowcd initially MPs and later senior 


bureaucrats and judges the favour of 
importing luxury vehicles duty free with¬ 
out disclosing their sources of income. It 
was seen as a violation of Article 67 of 
the Constitution as well as Facilities for 
Members and Officials of the Parliament 
Act 2052 that specifies what members are 
entitled to as perks and privileges. The 
said Act does not allow MPs the facility 
to import luxury vehicles duty free. Only 
a handful of MPs did not avail of this 
facility, and an even smaller number openly 
criticised the government's move, which 
was seen as institutionalising corruptior 
and buying of parliamentary votes. 

On January 26, 1996, just before the 
arrival of Indian foreign minister Pranah 
Mukheijee to Kathmandu, a meeting was 
called between two representatives each ol 
three major parties - the Nepali Congress 
the UML and the RPP - who put thcii 
signatures on what is called a ‘Nationa 
Conseasus on the U.se of the Waters of tht 
Mahakali River'’.'* This so-called ‘con 
sen.sus agreement’ was done outside thi 
parliament and its committees. includin{ 
the All-Party Committee on Tanakpur; thi 
smaller parties as well as opposing fac 
tions within parties were not represented 
and it basically furthered the earlier UML 
proposed ‘package deal’ on the Mahakali 
On January 29, 1996 the foreign inin 
isters of Nepal and India (Prakash Chandn 
Lohani and Pranab Mukherjec. rcspcc 
lively) signed the ‘Treaty concerning th< 
integrated development of the Mahakal 
river, including Sarda barrage, Tanakpu 
barrage and Pancheshwar project’. ’ITii 
treaty provides 50 million units of elec 
tricity to Nepal from the Tanakpur power 
hou.se and barrage over and above the 2t 
million agreed between Girija Koirala am 
Narasimha Rao. It also provides mon 
water for irrigation as well as environmen 
tal needs below Sarda barrage but wrest 
from Nepal the consent to build th< 
Pancheshwar high dam - which wouli 
generate nine billion units of clectricit; 
that would be consumed mostly by India 
It also had some water and cost sharin; 
provisions, which subsequently becam 
controversial as their implications begai 
to unfold. The agreement was clearly am 
without doubt of an “all encompassing 
serious and long-term” nature and needei 
two-thirds ratification by parliament 
However, it became clear that Nepal’ 
rights to SO per cent share of the water 
of a border river had again been compro 
mised by Article 3 of the treaty as wel 
as Clause 3 of the accompanying Lohani 
Mukheijee exchange of letters.'** 

The prime ministers of Nepal and Indi 
re-initialled the treaty during the visit t 



India of Nepali prime minister Sher 
Bahadur Deuba on Februafy 12.1996. A 
day later, on February 13, 1996, the 
Communist Party of Nepal (Maoist) led 
by Puspa Kamal Dahai (Comrade 
Piachan^),and the United Peoples’ Front 
led by Baburam Bhattarai dralared the 
Maoist ’peoples’ war’, an insurgency 
which has taken more lives than most past 
revolutions in Nepal. Among their many 
demands was, and is, the abrogation of the 
unequal treaty on the Mahakali. 

OnFbbniary 17.1996 in Bombay, during 
a continuation of the Nepali prime 
minister’s India visit, the Nepali secretaiy 
of the ministry of water resources and the 
Indian secretary of the ministry of power 
signed an umbrella ‘agreement between 
His Majesty's government of Nepal and 
the government of India concerning the 
electric power trade’. This agreement 
allows any governmental, semi-govem- 
mental or private enterprise in Nepal or 
India to buy and sell power to each other 
determining, in the process, their terms 
and conditions. Meanwhile, public debate 
began to heat up prior to the parliamentary 
ratifrcation of this treaty. This debate was 
very strong within the left and right par¬ 
ties. There was, however, practically no 
debate or discussions within the centrist 
Nepali Congress that had, since coming 
to power in 1991, jetti.soned the principles 
of ‘democratic socialism’ in favour of 
economic liberalism. 

Two weeks after the treaty wasinitialled 
on April 10,1996, because of public pres¬ 
sure, the 26th Central Committee Meeting 
of the UML formed a working group to 
study the treaty and its implications, even 
though its Janakpur meeting welcomed 
the signing of the treaty. Meanwhile, on 
August 20,1996. water resources mini.\lcr 
Pa.shupati Sumtiher Jung Bahadur Rana 
tabled the Mahakali Treaty lor parliamen¬ 
tary discussion and ratification. 

In what is widely seen as an effort to 
pressurise the UML into ratifying the 
Mahakali Treaty, the British minister of 
state for parliamentary affairs Liam Fox 
and the US assistant secretary of state for 
south Asia Robin Raphael hinted during 
their visits to Nepal around Augu.st 26. 

1996 that non-ratification of the Mahakali 
Treaty would send a wrong signal driving 
away private international investments in 
Nepal.^° 

On September 2, UML’s study com¬ 
mittee on the Mahakali Treaty (Oli Com¬ 
mission) presented its report to the general 
.secretary, which highlighted 26 flaws with 
the Treaty. Among the flaws reported (for 
the first lime) was the presence of Indian 
troops at Kalapani in Nenal near the 


headwaters of the Mahakali.^' In tenns of 
seriousness regarding matters pertaining 
to Nepal-India relations, it subsequently 
overshadowed the Pancheshwar high dam 
issue. This report virtually split this main 
opposition party (without whose votes the 
Treaty would not muster the required two- 
thirds majority in parliament) into two - 
the majority Bolsheviks who felt that the 
Treaty should be ratified first and the 
negative points taken care of during the 
preparation of the engineering report 
(DPR) of the high dam project, and the 
minority Mensheviks who thought the 
Treaty should not be ratified until all the 
flaws had been cleared up with India (and 
who later split off as the ML faction). 


The woddngcommitteeandcentral com¬ 
mittees met in almost continuous sessions 
to iron out the differences b^ween the 
Bolsheviks and the Mensheviks. The 28th 
meeting of the central committee of the 
UML was held from September4-9,1996. 
This meeting decided that the Treaty can 
be ratified only after HMO and the govern¬ 
ment of India gives written commitments 
to rectify the following items: 

- DemaicateNepal’swestemborderwith 
India within a fixed time-frune. 

- Removelndianmilitaiycheckpostfrom 
Darchula. 

- Give to Nepal 36.67 acres of land that 
should have been given when the Saida 
barrage was constructed. 
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- iiecuue Manaxaii nver as Dasicaiiy a 
iKKder river. 

- Have written commitmait frimi India 
that it will buy Nepal’s share of the 
^ectridty from Pancheshwar dam on 
the principle of avoided costs. 

- Assure thiK Nepal will have half the 
rights to the water produced from 
Pancheshwar dam, that Nepal will have 
unhinctered right to use her share of the 
her water, and that India will not raise 
any objections to Nepali irrigtdion 
projects in the Tarai. 

- Review 1950 Treaty. 

- Assure alternative transit point for 
Nepal through Bangladesh. 

- Assure that the transit treaty between 
Nepal and India will be for long term 

- Manage scientifically Nepal’s border 
with India. 

- Regulate Nepal-India border. 

- Assure Indian help in solving the prob¬ 
lem of the Bhutanese refugees. 

- Assure that India will provide Nepal 
navigational access to the sea. 

The UML wrote a letter to HMG asking 
for its and Indian government’s written 
commitments on these points before it 
would consent to ratifying the Mahakali 
Treaty. On September 11 prime minister 
Deuba replied to the UML that all the.se 
issues are either covered in the Treaty or 
will be done by technical teams to be 
constituted between two governments. 
The Indian ambassador, in letters of 
September 10 and 19, declined to comment 
on these issues as diplomatically inappro¬ 
priate to him; but he assured “that the 
government of India would be happy to 
discuss these and other relevant matters 
and reach mutually satisfactory under¬ 
standings on them after ratillcation of the 
Treaty, at the time of finalising the detailed 
project report”. The Bolsheviks are satis¬ 
fied that this letter enough of a written 
commitment on the above issues, whereas 
the Mensheviks call it a worthless receipt.^^ 
At the penultimate moment before the 
parliamentary vote for ratification, an 
equally split 29-member central committee 
of the UML approved with 17 vote’s 
majority against 16 votes to ratify the 
treaty. 'The qhairman of the party, former 
prime minister Man Mohan Adhikari - 
who had spoken out against the Treaty - 
claimed in^spesition, and he was replaced 
temporarily by an alternate member of the 
general secretary's choice who voted in 
favour of ratifying the Treaty. The party’s 
Mensheviks called this a 'counterfeit 
majority’. Students ransacked the UML 
parliamentary party office mid locked up 
leaders who had to be rescued by the 
police. There was an attempt by small 


panies opposed to me treaty u> encircic 
tlic parliament but police action, including 
arrest of some opposition politicians, 
including formerprime minister Kiiti Nidhi 
Bista, prevented this from happening.^ 

The Mahakali Treaty was ratified close 
fo midnight by a more thiui two-thirds 
miyority of the joint upper and lower houses 
of the Nepali parliament, as per the con¬ 
stitutional requirement of Article 126.^'* 
However, before the Treaty was ratified, 
the parliament unanimously passed a stric¬ 
ture on the Treaty (‘sankalpa prasu v’) ihai 
is binding on the Nepali government. The 
stticlure.mleralia, redefines water rights, 
especially as slated in Article 3 in the main 
Treaty text as well as in Clause 3 in the 
letter exchanged with the Treaty. The Ibui 
elements of the stricture are; 

(1) Nepal’s electricity to be bought by 
India will be sold as per the ‘avoided cost’ 
principle; 

(2) When the Mahakali Commission is 
constituted, it will be done only upon 
agreement with the main opposition party 
in parliament as well as patties recognised 
as national parties; 

(3) ‘Equal entitlement in the utilisation of 
the waters of the Mahakali river without 
prejudice to their respective exi.sting con¬ 
sumptive uses of the Mahakali river’ means 
equal rights to all the waters of the 
Mahakali; and 

(4) Saying that ‘Mahakali is a boundary 
river on major .stretches between the two 
countries’ is the same as .saying it is 
‘basically a border river’.^* 

In the debate leading to the voting on 
the Treaty, UML parliamentarian Khadga 
Oli said that the Mahakali Treaty was done 
to correct the trca.son (‘rastraghaat’) com¬ 
mitted in Tanakpur by the government of 
Girija Prasad Koirala. This allegation was 
not countered or challenged by the Nepali 
Congress, which en masse votes in favour 
of the Treaty, even though senior leaders 
such as Sailaja Acharya had voiced mis¬ 
givings. The unanimous pas.sage of this 
stricture essentially means that the Treaty 
has been given conditional ratification. 
The argument was pul forward by those 
in favour of the ratification that the def»:ts 
in the Treaty, as well as the provisions of 
the parliamentary strictures, would be taken 
careof during the preparation of the detailed 
project report (DPR) of the Pancheshwar 
high dam project. As per Article 3 (a) of 
the Lohani-Mukherjee exchange of letters 
with this Treaty (re-initialled again by 
Nara.simha Rao and Sher Bahadur Deuba 
on February 12,1996 in New Delhi) this 
DPR had to be prepared within six months 
of the entry into force of the Treaty, i e, 
March 19, 1997.“ 


Because ot the controversy surrounding 
the Treaty, and the fact that it had been 
passed with an unanimous parliamentary 
stricture, the parliament constituted a joint 
parliamentary committee to monitor the 
Mahakali Treaty on October 10.1996. Its 
objective was to guide the implementation 
of the Treaty and assure the inclusion of 
those points that have been missed in the 
Treaty such as the ‘sankalpa prastav’. There 
were 10 members from different parties 
in the committee, which was chaired by 
the Speaker of the House of Representa¬ 
tives Ram Chandra Paudel.^^ Like the 
previous all-party parliamentary commit¬ 
tee on Tanakpur, this committee too was 
unable to provide any guidance. The 
members visited the site and came back 
as confused as before. To add to their 
worries, India’s joint secretary of water 
resources, responding to questions from 
Nepali journalists regarding the ‘sankalpa 
prastav’, said that India is not concerned 
with what such ‘prastavs’ say. Rather, 
India is only concerned with the wordings 
in the Treaty itsclf.^^ The much heralded 
statements by political leaders that all 
defects in the Treaty would be taken care 
of during the preparation of the DPR and 
that India has agreed to do so, is thus 
proved wrong. 

Even as the two governments rcir.®ined 
unable to prepare the DPR of the 
Pancheshwar project under the Mahakali 
Treaty, the Deuba government signed a 
memorandum of understanding with India 
to study the mammoth Kosi high dam 
project in January 7-9, 1997. TTiis agree¬ 
ment, signed by Anand Bahadur Thapa, 
executive director of HMG/N Water and 
Energy Commission and Ramesh Chandra, 
chairman of the India’s Central Water 
Commission, allowed the establishment 
of liaison offices in Nepal by India for the 
purpose of preparing these projects, com¬ 
mitted Nepal to providing data to India 
on its water projects within this area from 
BirganJ to Biratnagar within a month 
without India reciprocating along the same 
lines, and agreed to India paying for the 
perks and privileges of Nepal government 
employees on this exercise.^’ 

Politicians of Nepal seem to have been 
guided by the view that large water re- 
.sourccs projects are .synonymous with 
Nepal’s development. Nepali party 
functionaries fear political allegations 
that a project, any project, is not moving 
forward due to their action or inaction 
regardless of technical, economic or 
developmental demerits of such projects. 
Hence they prefer to be seen ‘fw’ projects 
rather than questioning them. With the 
collapse of Arun3, Nepali politicians have 



gone overboard blaming the opposition 
for its cancellation by the World Bank. 
To be seen as promoting water resources 
development the Deuba government 
continued its ‘distress sale’ type of 
approach to large-scale water resources 
development. 

It proposed giving a ‘hunting licence’ 
to Enron Renewable Energy Corporation 
of Texas for the Kamali project. Enron 
highlighted in its proposal that it was 
willing to build the Arun3 as part of the 
Kamali-ArunJ package, with Arun3 cost¬ 
ing only 700 million US dollars as op¬ 
posed to the aborted World Bank/HMG 
plan which required I. I billion US dollars 
of which approximately 42 per cent was 
tobebomebytheNepaliconsumerthrough 
stiff tariff hikes. His cabinet mini.ster for 
water resources Pashupati Rana oppo.scd 
Deuba in this attempt because the matter 
involved downstream irrigation and floixi 
control benefits that would accrue to India 
and upstream costs such as submergence 
to Ncpal.-^ 

In end February 1997, again because of 
party indi.scipline, the centre-right Deuba 
government collapsed and an incongruous 
right-left coalition formed the government. 

After the Treaty 

Lokendra Bahadur Chand of the RPP 
become prime minister on March 3, 1997 
after Sher Bahadur Deuba’s government 
collapsed when some Nepali Congress 
MPs refused to show up during a crucial 
vote. Chand ledaright-leficoalition govern¬ 
ment of ex-panchas and the communist 
UML with Bam Dev Gautam as the deputy 
prime minister. This government ex¬ 
changed the instruments of ratification of 
Mahakaii Treaty with the Indian govern¬ 
ment on June 4, 1997 without including 
the provisions of the sankalpa prastav of 
the parliament. It also went ahead with an 
agreement with the private Australian 
Snowy Mountain Engineering Company 
regarding the export-oriented multipurpose 
west Seti storage project without discuss¬ 
ing downstream water rights issues. The 
powerful deputy prime minister claimed 
in parliament that this was done because 
it is only a hydroelectric project and that 
“claiming downstream benefits from In¬ 
dia may lead to India claiming damages 
from flooding from the waters released 
from the reservoir’’.^* 

The state of affairs of the body politic 
is highlighted by the following statement 
in Kathmandu Post. 

Ex- and .soon-to-bc prime minister Surya 
Bahadur Thapa’s interview given to 
Kathmandu Post’s Axhilesh Upadhyay: 
TKP: What could he theinterests of ‘unseen 


fo(ces‘ trying to destabilise democracy? 
SBT; The biggest destabilising force is the 
poiiticsof commission. I Agoitsof] Arun3, 
Kamali, Enron etc. have come to play a 
crucial role in the frequem changes in 
government and the distribution of port¬ 
folios within a given government. For this 
class, its petty economic interests prevail 
over the national interests. This force has 
no scruples.-’^ 

The joint parliamentary monitoring 
committee came to an impasse. It directed 
the government to do a thorough home¬ 
work regarding the source of the Mahakaii 
and the status of the western border of 
Nepal.^-^ After a long silence since the 
People’s Movement in 1990 that over¬ 
threw the panchayat system, its last prime 
minister Marich ManSingh Shre.stha broke 
his silence and gave an interview. He 
accused the government of caving in before 
Indiaand claimed that his government had 
rejected the Mahakaii project proposed by 
India because of the border problem at the 
headwaters. He further claimed that be¬ 
cause of his government’s nationalistic 
stance regarding Tinkar (Kalapani) and 
Mahakaii, India imposed the economic 
blockade of 1989.^‘* 

Pa.shupati Sumsher J B Rana, erstwhile 
waterrcsourccs minister in several govern¬ 
ments but, not in this Right-Left one, in 
an interview given to Binod Dhungel, 
executive editor of Janata Saptahik. on 
June 17, 1997 expressed amazement that 
the very forces which opposed the 
Mahakaii Treaty now moving forward to 
exchange the instruments of ratification 
without incorporating the provi.sion$ of 
the ‘sankalpa prastav’. 

In what has come to be known as the 
’Good Bye, Monika!’ epi.sode, two other¬ 
wise warring newspapers, Dristi of the 
UML and Punarjagaran of the Ganesh 
Man-Bhattarai (or alternatively, anti- 
Girija) faction of the Nepali Congress 
jointly hosted a farewell reception for a 
press otficer of the Indian embassy at the 
pricey Shangrila hotel. The press officer 
had been responsible for assuring 
favourable press during the passage of the 
Mahakaii 'Treaty. What was even more 
incongruous diplomatically was the pres¬ 
ence of .senior UML and NC leadership 
of ministerial rank at diis reception.’-^ An 
all parties’ meeting of August 3, 1997 
wanted the government to write a letter 
to Enron of Texas for investment in the 
10,800 MW Kamali-Chisapani hydro- 
project. Enron publicised its intention to 
.sell electricity to China some 3,500 km 
across the Himalaya to tim nonh to the 
delight of left-wing comrades and to build 
the Arun3 project.^* 


By September 17,1997. the much miked 
about and publicised completion of die' 
preparation of DPR of Pancheshwar 
multipurpose project ran into deep waters 
after a prqxisal of water sharing put forth 
by a Indian technical team. Highly placed 
government sources who participated in 
the meeting of joint group of experts are 
reported as tellingXianripurdaily that India 
came forward with an altogether new and 
unheardof proposal duringthe talks which 
stunned the Nepali technicians. Their 
proposal was that the sharing of Mahakaii 
waters should be done only after ensuring 
that the flow of water to the lower Saida 
project situated about 160 km downstream 
from the Sarda barrage at the Nepal-India 
border is assured as prior use. In fact, India 
made prior rights claims ba.sed on the size 
of its canals (built without Nepal’s co¬ 
operation or permis.sion) which amounts 
to more water than there is in the river 
itself. India thus used Article 3 of the 
Mahakaii Treaty to its advantage as sus¬ 
pected by many when the Treaty was 
initiailcd.-^^ 

Lokendra BahadurChand’sgovemment 
collapsed between October4-6,1997 when 
differences aro.se in the RPP about the 
wisdom of unprincipled coalition with the 
communists. A government led by Surya 
Bahadur Thapa of the RPP was formed 
with the iarge.st parliamentary party, the 
Nepali Congress, as junior coalition part¬ 
ner. On December 4,1997, the six-month 
period for the preparation of the DPR 
stipulated in the Letters exchanged with 
the Mahakaii Treaty and counted from the 
date of exchange of instruments of rati¬ 
fication lapsed with no progress. Those 
who opposed the Treaty as unequal and 
flawed in 1996 argued that the Treaty has 
lo.st its legitimacy and can be consi^red 
as having lapsed. There was talk that this 
is a ‘procedural’ matter, which can be 
sorted out bureaucratical ly. but the counter 
argument made is that only the body, 
which ratified the Treaty (two-thirds of the 
parliament), has the right to change it.^ 
On January 9,1998 the RPP split into the 
Thapa faction which is seen as pro- 
Mahakali Treaty and the Chand faction 
which is seen as opposed to it. On March S, 
1998. the Menshevik faction of the com¬ 
munists. most of whom abstained from 
voting for the Mahakaii Treaty, broke away 
from the UML to form the Nepal Com- 
muni.st Party (Marxist-Leninists) or ML 
for short as opposed to tte UML who were 
responsible for ramroding the Treaty 
through parliament. 

Between April 10-12,1998 the Nepali 
Congress forced Suiya Bahadur Thapa to 
resign and formed a minority government 
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Pruad Koirsla with support by the 
Mensheviks from the outside. In the new 
cabinet, Sailaja Acharya became deputy 
prime minister and minister of water re> 
sources. She openly advocated the 'Small 
is Beautiful’ philosophy mid mentioned 
flaws with the Mahakali Treaty for which 
she was attacked by the pro-Mahakali 
Thapa faction of the RPP and the UML. 

In May 19, 1998 the Chinese deputy 
minister for water use and vice-president 
of Chinese Federation of Commerce and 
Industry Van Kikung visited Nepal. In 
reply to questions of China buying elec¬ 
tricity from Nepal from the Kamali and 
Arun3 projects, the minister said categori¬ 
cally that China had no intention of doing 
so, that for Tibet she was going to develop 
solareneigy because of the dispersed nature 
of the settlements.^^ This came as a jolt 
to those Nepali politicians and policy¬ 
makers who have been sold on the dream 
of exporting electricity to China as well 
as India. The presence of Indian troops at 
Kalapani on the Mahakali was protested 
by .students of the ML faction. Former 
foreign minister Rishikesh Shah said that 
the Indian troops moved in when he was 
in the ministry during the reign of King 
Mahendra who did not wish to irritate 
India any more than he already had.'**’ 

There was acampaign to discredit deputy 
prime minister Sailaja Acharya because of 
the letter she has had her ministry write 
to Enron on July 24 effectively not giving 
it the Karnali project survey license it had 
asked for. She and her ministry argued that 
Kamali was a multipurpose project and 
the issues involved were not just of elec¬ 
tricity exports but also significant down¬ 
stream flood control and irrigation benefit 
issues in India. This matter needed further 
discussions with the lower riparian and 
was related to how much progress was 
made in the difficulties regarding the 
Pancheshwar project and the Mahakali 
Treaty. 

Against her were aligned not just the 
Thapa faction of the RPP but also her rival 
in the Nepali Congress led by cx-prime 
minister Sher Bdiadur Deuba, the latter 
accusing Acharya of ‘murdering’ Kamali. 
In perhaps What could be the only event 
of its kind worldwide of a communist 
leader openly advocating for a multi¬ 
national company the leader of the oppo¬ 
sition UML and former prime minister 
Man Mohan Adhikary accused the govern¬ 
ment of cold-shoulderingEnron and threat¬ 
ened to make this an issue.^' The deputy 
prime minister was made to stand at the 
rostrum of the lower house and heckled 
for two hours. In her reply, she quoted the 


juiiH |Mu iiMiiieiiiwy vunniuucc inciiiocrs 

monitoring the Mahakali Treaty as saying 
that the Treaty was as good as dead, which 
infuriated the pro-Mahakali lobby. She. 
however, claimed that without adequate 
progress on the Mahakali Treaty, a new 
project such as Kamali Chisapani cannot 
be initiated since the i.ssues in both were 
linked in terms of downstream water 
rights.'*^ While she stuck to her ground, 
her party’s central committee decided that 
Pancheshwar and Karnali Chisapani 
projects were not linked and that Enron 
should be invited for talks to give it the 
survey license. 

On August 26. 1998, the breakaway 
Menshevik communist faction of the ML 
formally joined the Koirala government 
and took up cabinet assignments. In an 
article in a local weekly, former foreign 
minister and Nepal's permanent represen¬ 
tative to the United Nations Shailendra 
Kumar Upadhyay mentioned that the 
commission agents against Sailaja Acharya 
were the very forees which ousted min¬ 
ister D P Adhikari from the water re¬ 
sources minishy during the panchayatdays 
in 1979 when he initiated the small hydro 
development projects.'*-^ Deputy prime 
minister Acharya mentioned in an inter¬ 
view in the official daily that the ‘water 
mafia' which has benefited from kick- 
backs in foreign aid projects would like 
to see her removed.^ In a continuing bout 
of national amnesia, despite the Chinese 
deputy minister’s statement six months 
earlier, prime minister Girija Prasad 
Koirala said to Japanese businessmen 
during his visit to Japan on November .S, 
1998 that they should invest in hydropower 
development in Nepal and sell electricity 
to Indian and Chinese markets.''-'^ 

The ML, which was ideologically closer 
to other communist factions, came under 
pressure from the other eight left groups 
(‘aath baam samuha’) to cither force its 
Congress coalition partner to curb police 
activities against the Maoists and agree to 
other left demands or to quit the govern¬ 
ment. On December 10,1998, all its minis¬ 
ters in the cabinet resigned en masse. On 
December 24,1998, Girija Prasad Koirala 
again formed another government, this 
time ivith the UMLascoalition partners on 
the condition that he recommends dis¬ 
solution of the house and the hold fresh 
elections. 

The leaders of the UML had met Indian 
prime minister Atal Behari Vajpayee in 
Delhi on September 19,1998 and assured 
him that they would co-operate in further¬ 
ing the Mahakali Treaty as they had done 
during its ratification. They assured him 
that they were doing this not for petty 


inicresis or a rew oiiiion rupees out tor 
furthering friendship and bilateral rela¬ 
tions with India.’** The UML, in its 
Bhairawa meeting had passed a resolution 
demanding the DPR of Panche.shwar 
Project be prepared forthwith. Immedi¬ 
ately upon assuming the portfolioof water 
resources minister in the new coalition, 
UML poiitburo memberPradipNepal called 
fora meetingof senior officers of the water 
resources ministry as well as finance and 
foreign affairs secretaries of HMG and 
authorised the transfer of Rs IS million 
from various projects to the Pancheshwar 
Project office for the preparation of the 
DPR.^^ This action was criticised by 
other left parties as unbecoming of a 
government which was effectively an 
interim government that was only man¬ 
dated to hold fresh elections.'*** 

II 

Larger Questions 

The three-year saga of the Mahakali 
Treaty presents itself as a forensic re¬ 
source to study and understand Nepali 
polity and its relationship with its big 
southern neighbour. The Treaty is a cia.s- 
sic case of “marry in haste and repent at 
leisure’’, as tlic current impasse over its 
implementation amply dcmon.strates. It is 
standing proof that for the major political 
forces in Nepal and their leaders, interna¬ 
tional treaties have value more for their 
outward form than for their interoal sub¬ 
stance, more to look ‘nice’ as ‘develop¬ 
ment-oriented’ politicians in the short¬ 
term than to have the nation benefit from 
their substance in the long term. Given the 
unseemly haste with which the Treaty was 
rammed through parliament and the bar¬ 
rage of pejoratives that was fired at those 
raising caution regarding the highc.st 
rockfill dam in the world in seismic 
Himalaya, it may be safely predicted that 
conflict and paralysis will probably mark 
the way forward unle.ss redeemed by 
farsighted statesmanship. However, se¬ 
lective amnesia that filters out difficult 
questions of resource management seems 
to be pandemic among Nepal’s political 
set, which does not leave much nxim for 
sanguinity. 

The fact is that Ncpalis are prisoners of 
theirown hype. There is the pervasive and 
naive belief that global capital and/or the 
foreign aid machine would do the needful 
for harnessing the Himalayan waters and 
selling the electricity generated to India, 
after which they could be rich as the sheikhs 
of Arabia. Without adequate homework 
on the details of costs and benefits, as well 
as on the intense and complex bargaining 
required to realise these dreams, they will 



Tind themselves ill-prepated to face the 
forces of the maitet. As in the past, it will 
lead them to a perpetual post/ocro feeling 
of having always received a raw deal. 
More fiindament^ly, the ideaof generating 
electricity by harnessing Himalayan 
water, exporting it and developing the 
country from the revenue generated is 
simplistic on several counts, from hydro¬ 
geology to macro-economic finances, 
There has never been any serious articu¬ 
lation of what the multiple risks are, how 
much the actual revenue will be, or what 
linkage there is between water resources 
development and the eradication of per¬ 
vasive poverty in the Himalaya-Ganga. 
Indeed, without such upstream-down¬ 
stream linkages with the economy’s over¬ 
all capacity and development, the expe¬ 
riences of other countries from Ghana to 
Laos to Paraguay point to the possibility 
of such high-risk projects leading straight 
to impoverishment instead.'*^ 

A fundamental flaw of those ‘marrying 
in haste’ is to be unable to distingui.sh 
between the purpose of a Treaty and that 
of a DPR under the Treaty. The former 
Is a political document that defines rights 
md the boundaries of those rights on the 
;ntire Mahakali basin. It is the job of 
politicians to secure tho.sc rights, and their 
iuccess or failure is judged by how well 
hey do this job. By demonstrating casu- 
ilness and carelessness regarding the 
implications of Article 3 of the Treaty as 
ivell as Clause 3 of the Lohani-Mukherjee 
ixchange of letters that form an integral 
jart of the Treaty (re-initialled subse- 
]uently by twopri me ministers), the current 
.‘rop of leaders have not fared well their task 
>f protecting Nepali rights and interests. 

By contrast, the Panche.shwar DPR on 
vhich all aspirations are now pegged (or 
o put it more bluntly, behind which skirts 
najor political leaders are currently hid- 
ng) is a technical engineering document 
egarding the construction of a very high 
iam - one of the highest in the world - 
ivithin the framework of the Treaty. It 
;annot change or challenge that frame¬ 
work. It cannot negotiate rights on water 
lorcan it negotiate the modality forfixing 
he price of electricity ('cu.st plus' or 
avoided costs’). Political leaders alone 
:an do that, but being prisoners of their 
last, they show little wiil in being able 
0 do so. The all-party parliamentary 
ommittees formed to find a consensus 
nd guide the DPR preparation is ‘as good 
.s dead’ and along with it the Treaty it 
atified three-years ago with such fanfare. 

Even on professional matters, govem- 
nent expertise and organisations that are 
supposed U) do the expert homework on 


the tedinical issues have eroded their own 
cre^lity with their past unprofessional 
performance on Arun3 and other water 
resource-related issues. This sad state of 
affairs has come about because of political 
interference, failure of senior bureaucrats 
to stand up for professionalism, as well 
as the rampant growth of a culture of 
’zamindari’ research, an attitude wlwrein 
in-house homework is substituted with a 
total reliance on expatriate consultants. 
Hiis has not only sapped their intellectual 
vigour but also made them incapable to 
providing sound professional advice to 
the medley of political masters of the day. 

There has also been a less than satis¬ 
factory performance by other constitu¬ 
tional organs of the state. The crux of the 
matter from Tanakpur to Mahakali lay in 
deflning the three adjectives of Clause 126 
of the Coniititution of Nepal - what con¬ 
stitutes ‘pervasive, serious and long-term’ 
issues in a resource sharing Treaty - and 
the Supreme Court was asked to do so in 
a writ petition. While the court ruled that 
the ‘understanding’ reached by prime 
minister Koirala in December 1991 was 
a Treaty that needed parliamentary rati¬ 
fication, it failed the petitioner on his 
second point, i e, whether the matter consti¬ 
tuted an issue of “all encompassing, serious 
and long-term” and thus required rati- 
I icaiion hy a iwo-third.s majority. The court 
.sent the matter back to the parliament for 
it to decide, and the parliament has, to this 
day with all their all-party committees, 
failed to do. Once the court ha.s been a.sked 
to provide judgment on this issue, it should 
have done so (taking the help of appro¬ 
priate amicus curae of experts if neces¬ 
sary) without saying, let the parliament 
decide and then we wiII judge whether the 
parliament's decision is correct or not. 
This is a major reason why the matter 
hangs in political and judicial Umbo. 

The Mahakali impasse has also forced 
upon us questions regarding the role of 
the ‘durbar’. While it is fashionable not 
to see any wrong with the durbar since 
monarchy went constitutional in 1991, 
several things are worth noting. First, the 
current constitution gives joint executive 
powers to the durbar and the executive, 
andtheduibar sroledoesincludcwaming 
the executive ol what it would see as 
improper in the larger national interests. 
Given that both thcTanakpurand Kalapani 
issues originated during the “active and 
dynamic leadership” of the durbar pre- 
1990, and the fact that it functioned as the 
de facto secretariat of the country where 
much of the relevant documents resided 
(as opposed to the de jure secretariat, 
especially since the I97S second and the 


1980 post-referendum third amendment 
of the constitution), its role in (voviding 
timely warning to the new Executive 
system was essential. This was not done. 

In recent int«views, former foreign 
minister Rishikesh Shah has opined that 
Mahakali Treaty is not a Treaty but only 
a note verbale since it has not been ap¬ 
proved by the durbar.^ The point is moot 
since the Tretty laws in force do not have 
such a provision; but the legal right as well 
as moral responsibility to provide timely 
warning does rest with it under the present 
arrangements. This provision has not been 
used to benefit the nation in a timely 
fashion as far as the Tanakpur-Mahakali 
issue is concerned. 

Second, the issue of Mah^li is now 
inextricably linked with that of the pres¬ 
ence of Indian troops at Kalapani. How 
this relates to the durbar is in the follow¬ 
ing. Foreign troops were stationed on 
Nepali soil during the period of active and 
absolute monarchy, and the army - one 
of whose elementary functions is to guard 
the country’s frontier from encroachment 

- is still under the durbar and not fully 
under the elected government under the 
pre.sent democratic dispensation. For such 
institutions not to have done anything 
about foreign troops on its soil raises many 
disturbing questions, and the durbars 
attempted aloofness on this matter can 
leave it open to interpretation of reluctant 
co-operation with the new dispensation. 

In resolving the Mahakali impasse, 
national exercises are needed which rise 
above partisan interests not only of po¬ 
litical groupings but also of the durbar and 
the rent-seeking bureaucracy in singha 
durbar; but how can that be achieved? 
While one can debate various ways of 
achieving it, one can at least begin by 
outline those activities that must not be 
done if a way out is to be found; 

- Nepalis should stop reficxively blaming 
the Indians. They arc only taking advan¬ 
tage of an attractive bargain at throwaway 
price offered by Nepalis with their lack 
of effective homework. Such a favourable 
situation would be something any party 
on the other side of the bargaining table 
would avail of. 

-Those who wish to see the Pancheshwar 
high dam built should not continue to 
deny the obvious. A good beginning could 
be made by admitting that the Mahakali 
Treaty done in haste has serious flaws in 
it. A Treaty ratified with strictures is no 
ratification, e.specially since the Indian 
side has not accepted those strictures and 
the Nepali si^ cannot move away from 
those strictures. Very pertinent in this 
regard is the near absolute lack of any 



(tebttt within the Nepali Congress on this 
i«^. While both the RPP and the UML/ 
ML have sent debates on Mahakali, this 
silence on the part of the oldest and major 
centrist party of Nepal does not bode well 
for an open and democratic polity. 
-Certain statesmen-like norms ne^ to be 
established that do not misuse provisions 
of the constitution for partisan ends. If the 
court and the Constitution demand that a 
criterion fw defining ‘'all encompassing, 
serious and long-term” is required, patties 
in parliament should not shirk from that 
responsibility, but get that task done before 
moving forward with other resource shar¬ 
ing agreements whether bilaterally, multi- 
laterally or through the private sector. 
Otherwise one merely exports Tanakpur- 
Mahakali type imbroglios into the future 
for other projects. 

- There is no need to continue being 
prisoners of hot political rhetoric and hype. 
It has only divided the nation and put 
national leaders up for ridicule. The home¬ 
work that should have been done before 
the Treaty was formalised has not been 
done even into this third year after it was 
signed (even though it was rather thought¬ 
lessly promised in ratified writing to be 
done in six months); and given the com¬ 
plexity of the issues involved, both tech¬ 
nical and socio-economic, there is little 
chance of its being completed well into 
the life of the next parliament. All indi¬ 
cations point to the possibility that the 
hyped up benefits projected for this Treaty 
are just not there. 

- Tbe bureaucracy and their political 
masters should not shut off their ears to 
civil society voices. The Mahakali Treaty 
has been characterised, among otherthings, 
by the refusal of those in power to listen 
to any alternative arguments. Those argu¬ 
ments have now come to haunt all the three 
fractured parties in Nepal. 

- If developnwnt is to be real and sustain¬ 
able, there must no longer be any shirking 
from an honest assessment of the real 
capacity of national institutions and the 
ne^ to build up these capacities. The 
project that the Mahakali Treaty aims to 
execute - Pancheshwar high dam - is, at 
31S m, thesecond if not the highest rockfill 
dam in the world. The implementation of 
an engineering project of such a magni¬ 
tude is replete with challenges and uncer¬ 
tainties, for meeting which the managerial 
-and t^hnical capacities of Nepali and 
possibly Indian water related ins^tutions 
in their current stage of evolution are 
questionable. 

There toe also major lessons for India’s 
water bureaucracy as well. Water resource 
management in the semi-arid tropics that 


is the Himtiaya-Guiga. idbeit punctuated 
by short monsoon clowfoursts, is a slow 
proposition which not only tueds to as¬ 
sure fairness with diq societies it is dealing 
widi, but must be perceived and accepted 
as being fair as well. Agreements through 
political pressure, diplomaticmanoeuvring 
and legal point scoring from a strong and 
large neighbeur may bring forth t^ree- 
ments in the short term but, as Mahakali 
has shown, nothing will move forward in 
the long term. Even if it did, the social 
and political costs may make the victory 
too expensive. Since India is to be the 
major beneficiary of reservoirs in Nepal, 
it will have to go the extra length in 
providing creative leadership that is not 
just legally but morally unassailable. The 
need of the region and the times is for 
sagacious water management at the mi¬ 
cro- and meso-levels so that agricultural, 
health and sanitation securities are as¬ 
sured, and its impact can be translated into 
quick and tangible economic benefits. 
However, given the continuing preoccu¬ 
pation of the Indian water establishment 
with new constructions and a failure to 
conduct a credible review of past mis¬ 
takes, there is little hope that south Asia’s 
largest water bureaucracy can provide the 
required statesmanship. This job is made 
all the more difficult because of the co¬ 
lossal vested interests built into the po¬ 
litical economy of embankment and canal 
construction industry in India, 

The answer therefore probably lies in 
growing activism, not only of the envi¬ 
ronmentalists but also of the judiciary, 
journalism and the sections of the bureau¬ 
cracy that are concerned with issues of 
equity such as .social and rural develop¬ 
ment wings. Therefore reassess, recon¬ 
sider and renegotiate in goixl faith. Indian 
water and energy requirements on the 
ground are quite different from that which 
is projected by its coastruction-oriented 
water bureaucracy. Those requirementtj 
cannot be met at reasonable costs from 
the type of technology and programmes 
offered by the high dam option, at least 
in the short to medium term of the next 
20 years. The same is true of Nepal’s own 
needs. 

Proper water management in the 
Himalaya-Ganga is a pressing need of 
tixlay which has to be done based on 
principles of low cost options, short ges¬ 
tation projects, contractual reliability espe¬ 
cially for industrial and agricultural con¬ 
sumers, national capacity building for 
effective-maintenance and technology 
transfer, and a balance of equity in regional 
and urban-rural contexts. Given what has 
happened around the world, both in 


developing and industrialised countries in 
this regard, it is quite easy to see how the 
Mahakali option fails on these criteria 
compared to other paths and options. 

The delegitimisation of mainstream 
political actors in Nepal, despite demo¬ 
cratic polity, has its genesis in their in¬ 
ability to conceptualise modalities of 
ushering security to the Nepali people by 
addressing the eco-structural contradic¬ 
tions that the country is enmeshed within. 
The process is further aggravated by their 
inability to define the path of harnessing 
the country’s resource, particularly water, 
to the advantage of the country’s dis¬ 
advantaged sections. The response by 
all political parties across the board to 
harness water resource vis-a-vis India has 
so far in the last half-century been one- 
track and rooted in the notion of sharing 
of the larges.se from a mega ‘project’. The 
end result has been many words but little 
or no deeds to show for the hype, leading 
to erosion of the state as an institutional 
resource and the crises in governance that 
the country currently faces. 

The alternative approach of national 
capacity building, local government par¬ 
ticipation, u§e of cheap and reliable elec¬ 
tricity to give national industries a com¬ 
petitive edge etc. would obviate much of 
the current ills in Nepali body politic. This 
approach (as opposed to that of only invit¬ 
ing external contractors and consultants) 
will enhance local resilience that will con¬ 
tribute to demonstrable .societal well be¬ 
ing. The difficulty, however, is in tran¬ 
scending the clogged filters within the 
water establishment as well as the current 
set upof political leadership in the country. 
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Globalisation and Seed Security 

Hiere are high social and ecologica] costs linked to globalisation of non- 
sustainable agriculture which have been experienced in all commercially 
grown and comically farmed crops in all regions. An attempt to 

S d corporate control over genetically-engineered crops heralding 
use in the sMd industry and to expose the threat posed to 
rity by probing the case of transgenic cottcm trials in India. 601 

V system seeks to protect the interests of powerful seed 
s, whereas our laws should focus on the interests of ftumers as 
and consumers of seed. An alternative treaty being discussed 
would provide a forum for developing countries to secure 
ters’ and breeders’ rights. 579 

Education in 1999-2000 Budget 

A major component of the ‘National Human Development Initiative’ 
announced in the Budget for 1999-2000 is education, which is also one 
of the items of the prime minister’s Special Action Plan. Do the 
programmes and Financial resource allocations proposed in the 
Budget match these high sentiments? 614 

Reproductive Health Care among Muslim Women 

Reproductive health practices amcmg Muslim women in hidia have been little 
researched, perhaps because of the notion of tight Lslamk ccmtrol over sexual 
behaviour and sanctions against contraceptive use. Findings of a study 
among Nagori women in Rajasthan yield useful information which can 
help in the construction of an appropriate health care package. 621 

Public-Private Partnership for Urban Poor 

While the case for public-private partnership for development for the uitian 
poor would seem self-evident, in the absence of a comprehensive institutional 
framework, government and private organisations in India do not see the 
rationale of working together. The experience of the Slum Networking 
Project in Ahmedabad shows the difficulties of working with government 
organisations and points to the preconditions for a workable private- 
public partnership for implementing projects for the urban poor. 636 


Empowerment 

Can ihe belief that quotas on the basis of 
community, caste and gender, no matter 
how extensive, can by themselves bring 
about a radical, or even a perceptible, 
redistribution of power be anything 
more than wishful thinking? 589 

Mirror Politics 

With the immediate danger of a 
possible ban now behind us, it is 
necessary to go beyond identifying 
good and bad images of women to 
investigate the critique of patriarchy 
that a film like ‘Fite’ provides and 
the characterisation of the feminist 
self that It makes available. 581 

State vs Market 

Policy-makeis and academicians from 
India and Russia met in a joint seminar 
in Calcutta in last December to discuss 
the similanties and differences in the 
situation of the two countries at the 
start of their economic reforms and 
their experience of the reforms. 585 


Development and Displacement 

Instead of appieciadng that a conscious, 
articulate and rational population is a 
great national asset which is essential 
for democracy to take root in any 
society, the government in Orissa is 
treating every dissent as defiance and 
every assertion as insurrection. 
Findings of a study team to repM on 
the situation arising from the acquisition 
by the state government of a large 
tract of agricultural land belonging 
to tribals for an alumina plant. 576 

Tangled Thread 

The government’s decision to allow 
free import of Chinese silk yam has 
depressed pnees of local yam and 
adversely affected silk growers who 
lack Ihe wherewithal to improve 
the quality of their yam. 578 


Right Money 

The monetary aggregation procedure in 
India bears re-examination in the oonlext of 
die new monetaiy a g gregates proposed by 
the Reserve Bank’s Woriung Gniup. 631 







LETTERS TO EDITOR 


Urdu and Its Future in India 

RALPH RUSSELL (£PW, January 2-9, 
1999) has wisely put the protagonists of 
Urdu in India in the dock for depending 
solely on government and administration, 
sitting with folded hands and not doing 
what they can themselves do for preser¬ 
ving and promoting their language and for 
beating their breast and whining before the 
power$-that-be. instead of counting their 
blessings and taking advantage of the 
favourable and positive factors. 

No one who has the good and the future 
of Urdu in his heart can find fault with 
Russell'ssincere and practical approach but 
I feel that his approach is somewhat di¬ 
vorced from the ground reality in India and is 
based on certain questionable a.ssumptions. 

Urdu is not synonymous in India with 
Muslim Indians as only SO-60 per cent of 
the Muslim population has declared Urdu 
as its mother tongue. But the circle of Urdu 
as a pan-rcligious language has been 
shrinking since independence and today 
perhaps 99 per cent of those who declare 
Urdu as their mother tongue arc Muslims. 
And Muslim Indians face deprivation, 
rejection and frustration in many ways and 
so docs Urdu because, in the eyes of the 
policy-makers, whatever Gopi Chand 
Narang. Jagannath Azadand Balraj Krishan 
may say, Urdu is the Muslim language and 
deserves similar rejection and deprivation. 

To clear the air, let me say that Urdu 
without its script is not Urdu; it becomes 
a style of Hindi; perhaps one of its many 
dialects which Hindi embraces and which 
demographically fill its coffers and turn 
it into the National Language, the most 
widely spoken and written and understood 
language and, therefore, the link language. 
In this connection, I would like to draw 
Russell’s attention to my article in the 
Mainstream of December 20, 1997. So 
prc.serving and promoting Urdu means 
Urdu with its own script which, as Ali 
Sardar Jafri once corrected me, is not Arabic 
or Persian but Urdu. If this is so, the 
favourable factors like u.se of Urdu in Him 
songs and dialogues, wider audience in Dev 
Nagri script or in English translation, and 
theuse<tfaHindi-Urdu mix in everyday com¬ 
munication across the country arc of not 
much consequence for the future of Urdu. 

Urdu without its script will die out fa.stcr 
because Urdu, unlike European languages 
with a common Roman script and Indian 
languages with a common Dev Nagri script, 
has no homeland. Moreover, Urdu in Dev 
Nagri will be isolated from the international 
stream of Urdu which washes, apart from 
Paki.stan, the Gulf, the UK and the US. 
This, in the long run, will be a loss to Urdu. 
Also Urdu will be totally cut off from its 
valuable heritage, as it is not possible to 


rewrite all the classical and the modem 
works in Dev Nagri. 

Urdu in India is a victim of Partition 
like the Muslim community is. Unlike 
Athar Farooque, I do not reg^ the Uidu- 
speaking supporters of Congress or, for 
that matter, any political party as rene¬ 
gades to the cause of Utdu. 1, however, 
know that many eminent ‘supporters’ of 
Urdu have pro.spered as the self-appointed 
Mujawirs of the Mazar-e-Uidu, serving 
as the smokescreen for the official indif¬ 
ference and rejection and as the drumbeat- 
ers of the generosity of the sarkar. 

The state has done precious little for 
Urdu except opening departments of Urdu 
(sometimes with Arabic and Persian, as 
if Urdu was a classical language) in 
universities - thus setting the cycle of 
illiteracy into motion, to borrow Shamsur 
Rahman Farooqui’s meaningful phrase. 
But having fliled the departments, the 
Urdu PhDs, not to speak of MAs, have 
nowhere to go; Urdu qualificatiou is not 
a marketable commodity; it is a certificate 
of unemployability. In any case, the cycle 
is now grinding to a halt. 

No doubt, the central government set 
up the Bureau for the Promotion of Urdu, 
now rechristened as the National Council. 
I wish the Bureau/Council would publish 
an annual report on its achievements. I 
largely endorse what Aliq Ahmad Siddiqui 
has said on the basis of my endeavour of 
over 15 years in parliament to get it moving. 
But while the allocations have been mis¬ 
used or wasted, what is important is that, 
as compared to Hindi or any othernational 
language, even Sanskrit, Urdu allocation 
have been very poor. The Burcau/Council 
is meant not to pnrmote Urdu but to put 
the Urduwallah's conscience to sleep. 

The real issue is (he place of Urdu in 
education for Urdu-speaking children. 
Russell has correctly highlighted the 
distortion of the Three Language Formula 
by virtually ousting Urdu from its legiti¬ 
mate place as the First Language for those 
whose mother tongue is Urdu, then 
omitting it even as the Second or the Third 
Language. Except in Bihar, the formula 
has been reduced to Hindi, Sanskrit and 
English. But what is even more important 
is the non-use of Urdu as the medium of 
primary instruction, despite the constitu¬ 
tional mandate and the educational impera¬ 
tive. Th s right has been denied to Urdu¬ 
speaking children. Considering that 90 
percent of primary instruction is through 
government or municipal schools, it is no 
wonder that when the roots are cut, the 
watering of the leaves cannot prevent 
withering. The Urdu-speaking community 
has to struggle against this denial, along 
with other linguistic minorities in every 
state. This they have failed to do so far. 


Urdu is not a foreign language brought 
to India by imqiigrants: it was born in 
India. Hence the rights and duties of the 
Urdu-speaking community cannot be 
equated with those of an immigrant com¬ 
munity, say, in UK, as Russell has done. 
However, in the face of deprivation-dnd 
denial, the Urdu-speaking community 
should have done everything possible to 
teach Urdu to its children, outside the 
school or the classroom. Hence I endorse 
what Russell has said about the indif¬ 
ference of the Urdu community in India 
whose children, today, cannot even cor¬ 
respond with their parents and cannot 
pronounce ‘sheen’ and ‘Qaf correctly. 

I do not wish to rationalise this failure 
but the fact is that the community is too 
poex’ to run Unki .schools or classes. Also, the 
expanding circle of education has brought 
in first generation learners whose parents 
do not quite sec what they are missing. 
Thirdly, in a developing economy like 
India, the state is the provider of educa¬ 
tion. Indeed the Constitution places this 
responsibility squarely on the state for all 
children up to the age of 14. Education has 
now been declared a Fundamental Right 
by the Supreme Court. The Urdu-speaking 
community cannot be expected to tun a 
parallel school system or abdicate its rights. 

Since Muslitn children in many places 
attend maktabs to learn to read the Quran 
and to be taught the basic religious duties 
of a Muslim like namaz, sometimes along 
with the primary schools but also some¬ 
time as a substitute thereof, the local 
communities have arranged the teaching 
of Urdu in such maktabs. This certainly 
does not introduce children to Urdu lite¬ 
rature but opens the doors for reading 
Urdu newspapers, magazines and books, 
if one has the time and the inclination. If 
Urdu is still alive despite suffocation in 
the Hindi belt, it is largely due to such 
utilisation of the maktab-madarsa system. 
Given the situation, I would not have Urdu 
expelled from the madarsa milieu, when 
I have no alternative to offer. 

Finally, Rassell has blamed Jagjivan 
Ram for opposition to implementation of 
the recommendations of the Gujral Report 
on Urdu. I am not aware of it. It is un¬ 
fortunate that the Report has been largely 
gathering dust even though its author 
himself once headed the government, 
naturally with resurgence of hopes and 
expectations in the Urdu community which 
were belied. It is not a question of an 
individual, of Nehru, Zakir Husain and 
Gujral not doing what they sincerely 
wanted to do for Urdu; it is post-Partition 
politics and the identification of Urdu wiUi 
Pakistan and Islam in the mass mind. 

Sy0> Shahabuihmn 

New Delhi 
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A Test Case 


T he government’s knee-jerk response to the Telecom 
Regulatory Authority’s maiden attempt to fix telephone 
tariffs in demanding that the tariffs, which were to come into 
force from April 1. be put on hold is most unfortunate of 
ccnirse, but was perhaps to be expected given the sarkar’s deep- 
rooted perception of itself as the fountainhead of ail wisdom 
and benevolence. Though Mamata Banerjee’s Trinamul Con¬ 
gress walked out of the Lok Sabha and threatened to continue 
to boycott the house if the TRAl’s tariffs were not withdrawn, 
this was certainly not a case of the government, as in some other 
instances, succumbing to pressure from one of the smaller 
^parties con.stituting the ruling coalition. Jagmohan, the minister 
for communications, it is clear, was waiting to crack the whip 
on the TRAI and Mamata Banerjee’s histrionics provided Just 
the cue he was waiting fur to announce that “the government 
has decided to give policy directives to the TRAI to keep its 
proposals in abeyance”. Perversely enough, the minister was 
supported by the entire opposition, including the Congress. 

The government’s action in staying the tariffs fixed by the 
TRAI cuts at the roots of the proclaimed policy reforms in 
re.spcct of the infrastructure sectors, whether tele¬ 
communications or power or insurance, with the objective of 
efficient expansion of supplies and .services through the 
induction of large new investment, advanced technology and, 
most important of all, competition. To attract potential com¬ 
petitors to the dceply-cntrcnched government organisations 
in these sectors, it was essential to hold out the assurance of 
* level playing fields and towards that end the policy-making 
function of the government in the$£ areas had to he separated 
from control over the parameters of the commercial operation 
of different suppliers and .scrvicc-pFOvidcrs. which task was to 
be handed over to statutory bodies which were to be entirely 
free of government control in the areas of authority a.ssigncd 
to them. The setting up of the TRAI by an act of parliament at 
the beginning of 1997 was based on these admirable consid¬ 
erations. Under the relevant statute the TRAI has been as¬ 
signed absolute power to fix telecom tariffs. 

Tlie merits of the new tariffs worked out by the TRAI apart, 
it cannot be denied that for the first time the whole process of 
fixing telephone charges has been conducted through public 
consultation and discusiiion extending over a whole year. In 
its order fixing the new tariffs the TRAI has set out the 
economic rationale and the basic premises of its decisions. 
• The TRAI has also said that the new tariffs are being introduced 
on an experimental basis and their impact would be closely 
^ watched over a period of a year and changes made thereafter 
if found necessary. This open and transparent way of decision¬ 
making is certainly a world apart from that of the closed-door 


working of the bureaucracy and its va.ssal organisations. The 
argument that the TRAI’s cost-based rebalancing of telecom 
tariffs by moderately raising phone rentals in rural areas and 
reducing STD and ISD call charges by phases over a three- 
year period offends equity considerations is without any 
basis. Quite apart from how much of a role the politician’s 
ever-bleeding heart should legitimately play in decisions on 
the pricing of a service such as telecom, the known facts about 
the significant use of rural phones for making STD calls as 
well as the high proportion of STD/ISD calls in urban areas 
made from public call offices would suggest that the TRAI’s 
attempt to make tariffs reflect better the actual costs of 
providing different services is not quite a conspiracy to rob the 
’poor’ and give to the ‘rich’ as it has been made out to be. 

The inspiration for the opposition to the TRAI’s tariffs is 
obviously different; it is really an amalgam, on the one hand, 
of the politician-bureaucrat combine’s unwillingness to accept 
that something which was once such a coveted part its domain 
as the authority to decide on the pricing of telecom services is 
being taken away from it and, on the other, of the Department 
of Telecommunications’ misguided effort to stack the cards in 
its favour as much as possible before the day of reckoning - 
when it has to face competition from private service-providers 
- even at the cost of jeopardising the basic objectives of 
telecom restructuring, which attitude is so manifestly in 
evidence also in the government’s obdurate refusal to look 
beyond its nose in the matter of licence fees payable by private 
operators. In the present instance, it is typical of the mind-set 
of a government department that, in as.scssing the impact on 
it.self of the tariffs fixed by the TRAI, the DOT virtually rules 
out all possibilities both of lowering of costs with newer 
technologies and improvexi efficiency and of expansion of 
demand as a result of reduced charges. 

Clearly, the government’s decision on the tariffs fixed by 
the TRAI will have long-term consequences for the growth of 
telecom services in the country through the entry of new 
service-providers, the induction of the latest technologies and 
greater efficiency through competition. Equally, the 
denouement here will be decisive for the changes that are 
under way or are being initiiitcd in other critical sectors such 
as power and insurance. This is a fit case, therefore, for the 
prime minister to act to curb his minister fur communications 
who, as we know from his previous incarnations in public 
office, has a penchant for acting the commissar. The leadership 
of the Congress, as the party in waiting to form the next 
government, has a similar responsibility to ensure that it does 
not adopt or encourage irresponsible and shortsighted postures 
in parliament just to embarrass the government. 
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NARMADA 

Missed Opportunity 

BY allowing the resumption of work on 
the Sardar Sarovar project, all that the 
Supreme Court has achieved is show its 
disinclination to play a pioneering role in 
setting precedents for facilitating the teal 
involvement of people in development 
issues. The ruling, it may be recalled, was 
on a public interest litigation filed in I9SS 
by the Narmada Bachao Andoian (NBA), 
which is spearheading the protest move¬ 
ment of people who will be dispossessed 
by the project. Construction work was 
suspended at the site when the hearings 
began. The court has now permitted the 
height of the dam to be raised from 80.3 
metiesto 85 metres. It has, however, consti- 
tutedagrievanceredressalcommittee under 
retired Supreme Court justice P D Desai 
to submit, before April 9, a report on the 
status of rehabilitation of the oustees 
resettled so far. 

The ruling appears to have resolved 
neither the imm^iate nor the fundamental 
issues that had been raised. Given that the 
Narmada project has been the subject of 
so many commissions and enquiries, it 
will be too optimistic to hope that the new 
committee will be able to arrive at any firm 
conclusions within the six weeks it has 
been given. More specifically, it has been 
asked to go over the same ground covered 
by another committee that the apex court 
itself had set up after restructuring an 
existing committee which had been con¬ 
stituted by the centre in 1993. The com¬ 
mittee is known to have pointed to several 
serious difficulties in satisfactorily re¬ 
habilitating the displaced, but the court 
has chosen to keep its report under wraps 
instead of offering it for public scrutiny. 
Many of these problems have repeatedly 
come up before the court in the course of 
the last four years. The Madhya Pradesh 
government in its affidavit has pointed out 
that the sites for re.settlement offered by 
the Gujarat government to those who would 
be displaced if the height of the dam was 
raised to 85 metres arc not suitable ones. 
Interestingly, the Narmada Disputes 
Tribunal mandates that the oustees should 
be identified a full year before the sub¬ 
mergence is due to occur. This has not 
been done for those who will be displaced 
this monsoon if the height of the dam is 
raised to 85 metres. The court appears to 
have been keen to dispase of the case 
rather than achieve any significant progress 
on the Narmada issue. As the court was 
no doubt aware, the Narmada project au¬ 
thorities acknowledge that the dam would 


< become useful ia terms of (aovision dT 
irrigation water and generation of elect¬ 
ricity only when it is over 110 metres high. 
In sum, the permission to raise tl» height 
of the dam to 85 metres is realiy a gesture 
in favour of the project. The court has also 
taken a stand on the issue of rehabilitation, 
suting somewhat facilely that displace¬ 
ment and resettlement are inevitable con¬ 
sequences. 

In focusing on the immediate problems 
of the dispossessed, the fundamental is¬ 
sues that critics of the current develop¬ 
ment model have been raising with respect 
to large dam projects have failed to be 
addressed. Had the hearings of the World 
Commission on Large Dams been allowed 
to take place, it may have yielded a plat¬ 
form for wide-ranging public debate on 
some of these issues. The Supreme Court 
could have created such an opportunity by 
declaring that the Narmada issue can only 
be decided by a well-organised public 
enquiry. There is a precedent for such a 
course - the Supreme Court had ordered 
a public enquiry on whether the pharma¬ 
ceutical product EP forte should be banned. 
This is in fact the manner in which public 
projects are decided upon in many coun¬ 
tries, such as the UK. It is unfortunate that 
instead of exploring these vital long-term 
possibilities, a short-term view has been 
taken of what is after all one of the most 
significant issues of our times. 

THE BUDGET 

More Tokenism 

Madhav Godbole writes: 

UNLIKE elsewhere in the world, the 
presentation of the annual Hnancial state¬ 
ment of the government has become a 
media event in India. The other striking 
feature is the influence which the cham¬ 
bers of commerce and industry seem to 
wield as compared with the contribution 
of the sector to GDP. India Inc is in evidence 
for weeks preceding and following the 
budget. Now that all the media hype is 
over, it is time to take stock where the 
budget presented by Yashwant Sinha has 
failed the country. The ingenious arith¬ 
metic used to artificially bring down the 
estimat>*d fiscal deficit for the year shows 
the inability of the government to address 
complex issues. The interests of the states 
and the centre are diametrically opposite 
so far as mobilisation of small savings 
(SS) is concerned. Small savings is a major 
resource for funding the annual plans of 
the sutes However, the centre has been 
keen on keeping its fiscal deficit low. As 
a result, a number of disincentives have 


intioAiced. ftom time to time, tc 
bring down SS. This crniflict of tntotesi 
has to be addressed, if the interests oftht 
states are not to be undermined. Merel) 
leaving tiie SS out while computing fiscal 
deficit will not be enough. 

The recommendation of the Tentii 
Finance Commission regarding devolu¬ 
tion of 29 per cent of the proceeds of all 
central taxes to states is yet to be given 
effect to. The states will have to be given 
their larger share of devolution with ret- 
rospectiveeffectin 1999-2000. The bodgei 
does not take note of the fund require¬ 
ments for this purpose. The fiscal situation 
isso desperate that, likeadrowning person, 
we are literally prepared toclutch at straws. 
A great deal was, therefore, made of Uk 
fact that the words “downsizing the govem- 
menf * were used by the finuice ministei 
for the first time! Tokenism has come to 
be the hallmark of all our national efforts. 
It was not therefore surprising that this so- 
called downsizing of the government has 
started and ended with abolition of four 
posts of special secretaries. 

The proposal to set up an expenditure 
commission leaves one with a feeling of 
deja vu. A similar announcement was 
made by another finance minister, 
P Chidambaram, in his supposed ‘dream 
budget* two years ago. The idea met with 
stiff resistance within the United Front 
itself and the commission remained on 
paper. Even if the present government’s 
initiative meets with better luck, it is 
doubtful if the next government which 
comes to power will look at it kindly. It 
is worth recalling that the short-lived 
Charan Singh government had taken a 
similar initiative, but as soon as the Indira 
Gandhi government came to power in 
1978 one of the first decisions which was 
announced by the then finance minister, 
R Venkataraman, was to disband the 
connnission! 

A great deal of the professed larger 
outlay for the rural sector is old wine. No 
tears need be shed over the renaming of 
certain schemes, but the BJP had to find 
aschemetoname after itsown Deal Dayai 
Upadhyaya. The budget has taken hardly 
any new initiative to tax the services 
sector which is the fastest growing sector 
of the economy. The Hnance minister has 
once again skirted the issues of a statutory 
ceiling on government borrowing, a 
similar ceiling on government guarantees, 
laying down of a specific time-frame for 
reduction of the fiscal deficit below 3 per 
cent, privatisation of public sector under¬ 
takings. exit policy, amendment of out¬ 
dated laws and improving the legal 
system in the country. The list is unend- 
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ingulf tbeM and ocher pledging issues «re 
to be addressed, govenunent must have 
a long enough time perspective. We can¬ 
not i^ord to live from one budg^ to 
another. 

|MALL SAVINGS 

Not the Whole Story 

PRACTICALLY all sections of the media 
have commented on the manner in which 
finance minister Yashwant Sinha has 
managed to reduce the centie’sfiscal deficit 
by Rs 25,000 ciore in the coming year by 
dwiding that all small savings collections 
would hereafter be routed through a sepa¬ 
rate National Small Savings Fund in the 
Public Account. Thus the 75 per cent 
states’ share of net small savings collec¬ 
tions will be transferred to the states from 
the new fund without entering the central 
budget and only the remaining 25 percent 
will appear as capital receipts of the cen¬ 
tral government. 

In his budget speech, the finance minis¬ 
ter has defended this decision to delink 
small savings from the union budget in 
the context of the demand made at the 
recent meeting of the Interstate Council 
for devising an accounting procedure 
whereby the share of small savings col¬ 
lections to which the states are entitled 
does not have to be reflected in the centre’s 
fiscal deficit. What Yashwant Sinha 
omitted to mention, however, was that the 
states had made this proposal with a specific 
purpose in mind. They were protesting 
against the recent decision of the centre 
reducing interest rates on various small 
savings schemes as from the beginning of 
January and ordering a three-week freeze 
on small savingscollections. Various states 
had individually protested to the prime 
minister against this move and also raised 
the issue at the Interstate Council as well 
as the National Development Council, 
saying that if the centre was so keen on 
reducing its fiscal deficit it should not do 
so at the expense of the states. The states 
were naturally resentful that the centre 
should have t^n a decision on a matter 
of m^jor interest to them - with as much 
as three-fourths of the net collections from 
small savings going to them - totally 
disregarding how it would impact the 
finances of stale governments. There is no 
indication in the finance minister’s budget 
speech or in his public statements there¬ 
after that he has acceded to the demand 
of the states to restore the attractiveness 
of the various small savings schemes, 
interest rates on which had been lowered 
by the centre earlier and also to desist from 


talcing decisions unilaterally in this matter 
in ftiluie. 

It has also been a long-standing argu¬ 
ment of state governments that the terms 
and conditions on which the states are 
given their share of net small savings 
collections are harsh and bear no relation 
to the cost the central government has to 
incur on these collections. Now that the 
centre has decided to create a separate 
National Small Savings Fund from which 
the centre and states would draw their 
respective shares, it is only appropriate 
that the cost of the borrowing represented 
by these collections should not fall dis¬ 
proportionately on the states. There is 
absolutely no ground, moral or economic, 
that entitles the centre to a special advan¬ 
tage over the states in this regard. All such 
matters should fall in the domain of the 
National Development Council and deci¬ 
sions must be taken only through the 
Council or its Standing Committee. 

KARNATAKA 

Crisis of Powerlessness 

THE Janata Dal appears to be striving to 
demonstrate that internal power struggles 
(or shall we call them squabbles?) are most 
intense when there is the least to be gained. 
For a government which has barely six 
months in office, and a party which is on 
the brink of an election which will in all 
likelihood wipe it out, the Janata Dal in 
Karnataka is remarkably complacent. No 
one, least of all the chief minister, appears 
to be concerned with the deteriorating 
administration and lack of governance in 
the state. If the fact that there is a crisis 
in governance in Karnataka is not widely 
acknowledged, it is only because it has not 
manifested, yet, in a major breakdown of 
the law and order situation. But there is 
enough evidence that the lack of admini¬ 
stration is striking at significant develop¬ 
mental gains that the state had made in 
the past And the fault lies not only in the 
manner in which the ruling party has 
been conducting itself but in the aJmost 
pathological inability of the state’s major 
political parties to act responsibly. It is 
not a chance occurrence that the state has 
not had a stable chief minister for a long 
time. 

There have been tensions within the 
ruling party in the state tor a long time. 
Even at die time when H D Deve Gowda 
became prime minister and the Dai agreed 
to Gowda’s choice of his successor, the 
tensions were evident Gowda’s sons, who 
subsequently joined the state cabinet were 
evidently his caretakers, keeping watch 


over Patel. But Patel proved to be no 
stooge, nor unfortunately a very able or 
efficient chief minister. And once Gowda 
came back to his home state, administra¬ 
tion has practically ceased to function. 
Even so it is to Patel's credit that his 
government has dealt with the several 
episodes of communal tension, including 
the recent one in coastal Karnataka, firmly. 

On Gowda’s demand the central leader¬ 
ship of the party forced Patel to expand 
his ministry to counter caste disgruntle- 
ment - the vokkaligas it was felt needed 
a greater say in the cabinet. This was also 
meant to ensure that more of Gowda’s 
supporters got cabinet berths. But Patel 
not only expanded his cabinet but re¬ 
shuffled it so that some senior former 
ministers were demoted. This has led to 
some resignations which may become a 
flow, with Gowda’s supporters even sug¬ 
gesting that they would rather the Patel 
government fell than continue to work 
under his leadership. And there is no doubt 
that it will, unless support conies from 
unexpected quarters. 

It is not as if the other major parties in 
the state are in any position to take on the 
tasks of government. The state Congress 
has just seen a change of leadership, with 
the duly elected Dharam Singh, a back¬ 
ward class ie^er, being asked by thecentral 
leadership to step down in favour of S M 
Krishna, a former central minister and a 
vokkaiiga. With this the Congress hopes 
to tap the caste votes, but leaves the 
lingayats more or less in the BJP fold, 
especially with the Janata Dal (and Patel) 
losing electoral appeal. However, the 
Congress is far from being ready for a 
quick election. It would much rather 
consolidate its bases in the six months 
now available. So it is unlikely to support 
any move to bring down the government. 
Similarly, the BJP has not done too well 
of late and will need to make recalculations 
about its minuscule non-uiban base and 
is therefore none too keen to face an elec¬ 
tion. While neither party will want to be 
seen as propping up luiy faction of the 
current government, they may not be too 
keen on its collapse. In Karnataka today 
there is unfortunately no paity which is 
quite ready to lake on the reins of govern¬ 
ment nor for that matter even to propel 
the government to act by playing a respon¬ 
sible role on the opposition benches. This 
has had serious consequences for develop¬ 
ment projects in the state. Karnataka is on 
the verge of a power crisis and the power 
reforms bill has, as so many others, been 
waiting on the sidelines. It is an all-round 
crisis of po wericssness brought on by petty 
power politics. 
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CURRENT STATISTICS 


EPW Rtaeardi FounArtkm 


On the eve of (be central budgel. mcto-econoinic indKiion poinied to (he penisience of low real economic activitiet. The depreaaed ihk of the manofaciiiring accior, 
etcporti and the capital market hai now eoounued for the Ihhi] year in tucceasion. The operaiiom of (he monetary aector and hnnks reflect co-exiilence of abundance 
of liquidity with low real economic activity M, growth haa continued to accelerate, but growth in bank credil to the commercial aector. inchtding in the form of inveatmenti, 
haa ahaiply decelerated. The exchange rate baa temained aiable The annual rale of increaae in the pricei of manufactures haa been subdued. 

Macroeconomic Indicators 



Con of Living Indicn 


Late-st Variation (Percent): Point-lo-pDiiit 

Month "Oyw Ova 12 Momhti Fiscal Year So Far 1997-98 1996-97 1995% 1994-95 
Month Latest Previous 1998-99 1997-98 


Industrial Workers (1982=100) 

429.0'^ 

-2.1 1 

Urban Non-Mon Emp (1984-85=100) 

.342.0' 

-0.9 

Agri Lab (1986-87=100) (Unk factw 5.89) 

299.0' 

-2.0 



Money and Banking (Rs crore) 


Over Month Over Year 


_ Variation 

Fiscal Y ea r So Far 
1998-99 1997-98 


Index Numbera of Industrial 

Productltm (1993-94<:100) Weights 


General Index 1(X).(X) 

Mining and Quaiiying 10.47 

Mamifacturing 79.36 

Electridiy 10.17 


Money Supply (My) 944123 

Cuncncy with l^blic 170204 

Deposit with Bonks 770824 @ 

Net Bank Cietfit to Govt 386672 

Bank Credit to CommI Sector 463663 - 

Net Foreign Exchange Assets 140911 

Reserve Money (Rtb 26) 248512 

Net RBI Odit to Centre 1.52696 

RBI Credit to Bks/C6mm Sector 19851 

Scheduled Commercial Banks (Feb 26) 

Doxxits 695207 

Advances 352047 

Non-Food Advances 334711 

Investments (for SIJI purposes) 252569 

Commercial Investments 46877 

0 Includes Rs 17.945 aore on account ot proceeds 


94.57(1.0) 

3049(1.8) 

6658(0.9) 

4036(1.1) 

-2125(-4).5) 

11.33(0.8) 

4410(1.8) 

2201(1-5) 

-.367(-1.8) 

4938(0.7) 
2218(0.6) 
1938(0.6) 
1563(0.6) 
184(0.4) 
s from RIBs, i 


154789(19.6) 

22829(15.5) 

1318.30(20.6) 

68927(21,7) 

48898(11.8) 

23784(20.3) 

36034(17.0) 

23262(18.0) 

.5340(36.8) 


1187.33(14.4) 

2.5021(17.2) 

94221(1.3.9) 

.56053(17.0) 

.3147.3(7.3) 

14.341(11.3) 

22279(9.8) 

19079(14.3) 

4.569(299) 


87486(12.5) 

15288(11.6) 

72427(12.8) 

29125(10.1) 

38458(10.2) 

11631(11.0) 

12492(6.2) 

8732(7.2) 

l2.58i9,S) 


114893(19.8) 89797(14.8) 7471.5(148) 
38.592(12.3) 27968(8.6) 3.5054(12.6) 

3412.3(11.4) 23117(7,4) 2978.3(11.0) 

37859(17.6) 33864(15.5) 24196(12.7) 
12798(37.6) 1496.5(46.9) 15.59.5(84.4) 


1997-98 


123451(17.6) 
13095(9.9) 
110036(19.4) 
42000(14 6) 
55883(14.9) 
21072(20.0) 
26248(13.1) 
1291.5(10.7) 
2029(15.3)- 

99811(19.7) 

45677(16.4) 

40790(15.1) 

28192(14.8) 

13673(70.4) 


1996-97 


97841(16.2) 

1.3829(11.7) 

84162(17.5) 

3084(XI2.0) 

31659(9.2) 

23356(28.4) 

5527(2.8) 

19.34(1.6) 

I.5557(-540) 


1995-S6' 


72581(13.7) 

17577(17.5) 

55042(12.9) 

.35.360(15.9) 

51925(17.7) 

3109(3.9) 

25176(14.9) 

19855(20.1) 

8747(43.6) 


71780(16.5) 46960(12.1) 
24386(9.6) 4245.5(M.I) 
26.58(XI09) 44938(22.5) 
25731(15.6) 15529(10.4) 
4412(29.4) 925(6.6) 


m RIBs, excluding which the year-un-year growth of money supply would be 17.3 per cent. 


December Fiscal Year So Far _ _Full Fiscal Year Averages_ 


Weights 

1998 

1998-99 

100.00 

.50.0 

1.39.2(3.5) 

10.47 

oE 

117.3(-I.I) 

79.36 


142.6(3.7) 

10.17 

42.4 

135.8(6.6) 

March 12, Month 

Year 1998-99 


1997-98 


134.5(6.7) 
118.6(5.5) 
1.37.5(6.9) 
127.4(6.0) 


1997-98 


137.6(6.6) 

122.4(5.9) 

140.5(6.7) 

130.0(6.7) 


Capilal Market 


BSE Sensitive Index (1978-79=100) 3703(-1.3) 

BSE-100 (1983-84=100) I6I9(-4).1) 

BSE-200 (1989-90=100) 372(4.0) 

S and P CNX-50 (Nov 3. 1995=1000) 10731-1.0) 
Skindia GDR Index (Jan 2.1995=1000) 632(-33.4) 


Trough Peak Trough Peak 


3703(-1.3) 3337 3752(-fl..3) 2783 4281 3210 4548 

I6I9(-4).I) 1468 I 620(-0.7) 1242 1890 1401 1980 

372(4.0) 340 358(-l.6) 289 429 314 440 

10731-1.0) 970 1083(0.8) 812 1213 941 1140 

632(-33.4) 610 949 515 1015 765 1320 


1996-97 1995-96 1994-95 


129.0(5,.5) 122.3(12.8) 108.4(8.4) 

li5.6(-2.0) 117.9(9.6) 107.6(7.6) 
131.8(6.7) 123.5(13.8) I08..5(8.5) 
121.9(3,9) 117.3(8.1) 108.5(8.5) 


End of Fiscal Y 


1997-98 19%-97 


3893(15.8) 

1697(15.9) 

377(14.9) 

1117(15,4) 

940(1.1) 


Foreign Trade 


Exports: Rs ciore 
USSmn 
Imports: Rs crore 
USSiim 

Non-POL. US $ mn 
Balance of Trade: Rs crore 
US£ mn 


January 

1999 


1998-99 


114045(10.1) 

271ll(-3.7) 

146774(18.4) 

34892(3.6) 

29991(10„5) 

-32729 

-7780 


1997-98 


103597(7 4) 
28158(3.4) 
123964(11.0) 
33694(6.9) 
27137(14.7) 
-20.367 
-.5536 


336l(-0.2) 

l464<-5.5) 

328(-5.0) 

968 

930(-4.4) 


1995-96 


126286(6.3) 

33980(2.6) 

151554(9.1) 

40779(5.8) 

32562(11.9) 

-25268 

-6799 


118817(11.7) 

33470(.5..3) 

1.38920(13.2) 

.39132(6.7) 

29096(-0.2) 

-20102 

-5663 


106353(28.6) 

31797(20.8) 

I22678(36..3) 

36678(28.0) 

29152(28.3) 

-16325 

-4881 


3367(3.3) 

l549(-3.5) 

345(-6.3) 

no 

973(-0.6) 


1994-95 


82674(I8J) 

26330(18.4) 

89971(23.1) 

286.54(22.9) 

22727(29..5) 

-7297 

-2324 



Match 5, 

March 6, 

Mot 31. 




Variation Over 




Foreign Exchange 
Reserves (excluding gold) 

1999 

1998 

1998 

Month 

Ago 

Year , 
Ago 

1998-99 

fflrjo.Py, 

1997-98 

1997-98 1996-97 1995-96 1994-95 1993-94 

Rs crore 

118545 

94867 

102511 

1445 

23678 

16034 

14492 

221.36 

21649 -7302 

18402 

27430 1 

US S mn 

27873 

24029 

25976 

256 

3844 

1897 

1660 

3607 

5243 -3690 

5640 

8724 ! 


Niittt (I) Supenictipi numeral denotes month to which figure relates, e g, supencript I stands for Januaiy, (li) Figures in brackets are percemage varianona over 
or over the comparable period of the previous year na- not available, neg; negligible * unchanged. 


the specified 
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Money Market Rates of Interest (Per cent per 
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COMPANIES 


BPITReMardi Fumdalloi 


BARODA RAYON 

Deeper in the Red 

BELEAGUERED BARODA RAYON 
wentfuttheriittotheredin 1997-98. While 
Uie company's net sales fell by 30.8 per 
cent over the previous year, it suffered 
an operating loss as compared to an 
openiting profit in the previous year. 
Etespite a non-operating profit of Rs 9.5 
ciDie, the company suffered a net loss of 
Rs 27.5 crore as compared to a loss of 
Rs 19.8 crore in 1996-97. 

The AV Birla group, which was 
considering take-over of the company, 
backed out of its earlier decision after 
rayon prices crashed by Rs 20. Reportedly 
the company has now drawn up a new 
plan to turn the comer and is putting its 
rayon and polyester plants on the block. 
Ftifther, it also wants to auction about 40 
acres of land at its Fatehnagar complex 
in Surat in order to finance its plans to 
bring itself out of the red. While its total 
liability is around Rs 110 crore, the rayon 
plant itself is expected to fetch the 
company around Rs 50 crore, while the 
sale of property is expected to net another 
Rs 8-10 crore. The plan to sell off the 
two units and the land is apparently a part 
of a detailed restructuring scheme 
prepared by Arthur Anderson. Baroda 
Rayon has already sold off its office 
premises in Hoechst House in Mumbai 
in order to repay a bridge loan to 
Infrastructure Leasing and Finance 
Corporation. The decision to hive off 
some of its plants could be what the 
company needed, because due to lack of 
funds, none of the company’s plants was 
working at optimum capacity. In fact while 
the rayon plant was nuking a loss of a 
crore, the nylon yam unit added a further 
loss of Rs 3 lakh and the losses of the 
polyester plant were Rs 30 lakh. The only 
silver lining was that the tyre cord plant 
was breaking even - mainly because the 
leading tyre manufacturer MRF buys 60 
per cent of its production and it has been 
given the number one vendor status by 
JK Tyre and MRF. It is estinuted that 
the company requires just about Rs 15 
crore to run all its remaining plants at full 
capacity. So the new strategy might just 
set things on track again. Baroda Rayoir 
also plans to induct strategic partners into 
its different businesses sudh as rayon, 
nylon and tyre cord. 


The company had earlier held discus¬ 
sions with Reliance on lending its 
polyester unit as a conversion unit for the 
latter, but is now engaged in talks with 
some lai^e texturing units to sell the unit. 
It has also tied up with its dealers which 
has led to assured returns and better 
capacity utilisation. However, since the 
company was forced to buy polyester 
chips from the open market, the realisation 
from the unit was poor. 

BRITANNIA INDUSTRIES 

Higher Profits 

• 

The Nusli Wadia group company 
Britannia Industries witnessed an 
encouraging performance in 1997-98. 
While the company's net sales increased 
by 13.5 per cent over the previous year, 
operating profit improved by 38.1 per 
cent and net profit soared by 61.8 per cent. 
The company's bottomline was boosted 
by a lower interest charge (down 10.2 per 
cent) as compared to the previous year. 
Consequently, earnings per share was 
higher at Rs 15.6 as compared to Rs 9.6 
in the previous year. Encouraged by its 
performance the company decided to raise 
the dividend from 40 per cent last year 
to 50 per cent. Book value, meanwhile, 
moved up from Rs 55.2 per share to 
Rs 65.2 per share. 

The biscuits and dairy majorclaims that 
the growth in its earnings was achieved 
mainly through increased volumes, all¬ 
round cost saving and effective treasury 
management. Biscuit volumes were up 6 
per cent mainly through the successful 
launch of the Tiger range in the mass 
market category and introduction of new 
premium products. The company has also 
entered the dairy market with the launch 
of cheese and dairy, whitener and both 
these products have been well received. 

The company’s growth this year has 
come mainly because of satisfactory 
performance in the core bakery business 
and the success of its dairy products. Its 
focus on new products continues with the 
launch of ii health range under the Nutri- 
choice umbrella. The company has pruned 
its product portfolio from 35 to 25 but 
has introduced several new products in 
the biscuits, dairy products and cakes 
sectors. After retaining the status of being 
the country’s largest biscuit company for 
years, Britannia has now set out to 


challenge dairy market leader Amulwhicl 
has a nuuket share of around 50 per cent 
In fact Britaiuiia was the first to Inincl 
cheese slices in the martcet and it now 
estimates that it has a market share oi 
around 35 percent in tt» cheese category 
with the figure rising every month. 

For the first nine months of 1998-99 
Britannia Industries has notched up t 
net proflt of Rs 28.7 crore on a sale ol 
Rs 760.4 crore, which is an increase ol 
33 per cent and 22 per cent, reflectively 
over the corresponding period Iasi 
year. In fact, the company’s performance 
and the euphoria in the stock maikei 
have driven its share price from arounc 
Rs 1,000 in January 1999 to Rs 2,000 ai 
present. The company currently enjoys 
a phenomenal price to earnings ratio ol 
around 77.3 on the bourses. 

Depreciation for the current year it 
estimated to be higher than in the previous 
year due to the company’s ongoing 
industrial restructuring programme. In the 
process of recasting, the company has 
planned to spend Rs 200 crore, out ol 
which Rs 38.6 crore has already beer 
spent in the last financial year. The 
company is now concentrating on its food 
and beverage businesses along with the 
modernising systems of packaging which 
has been undertaken by its French 
associate, Groupe Danone. 

SHIPPING CORPORATION OF INDIA 

He-Up with Oil PSUs 

Titecountfy’spremier shipping company, 
Shipping Corporation of India (SCI), saw 
a mixed performance in 1997-98. While 
net income increased by 6.4 per cent ovei 
the previous year, operati ng profit declined 
by 1.4 per cent. However, a higher non¬ 
operating profit and a lower interest charge 
for the year helped the company post a 
5.6 per cent rise in its bottomline. The 
state-owned shipping giant has now drawn 
up a two-tier pricing formula for ferrying 
crude from the Arabian Gulf, whereby it 
will carry crude from the originating port 
to the first port of di»:harge on a pertonne 
basis calculated on the Average Freight 
Rate Assessment (AFRA) index compiled 
by the London tariker brokers’ panel. The 
new formula replaces the cost-plus basis 
for pegging freight rates, which was 
abolished in the wake of the union 
cabinet’s decision earlier todismantie the 
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'ihtWMltSi'Compudw 

I (Rslakh) 


ilmmclal Indicators 

Baroda Rayon 
Corpn 

Britannia 

Industries 

The Shipping 
Corpn of India 


March 

1998 

March 

1997 

March 

1998 

March 

im 

March 

1991 

March 

1997 

Income/appropriatiom 

1 Net sales 

18806 

27161 

82427 

72603 

24I44S 

226972 

2 ValtK of production 

18644 

26664 

82950 

72928 

241445 

226972 

3 Other Ineome 

479 

553 

1045 

1161 

7953 

11527 

4 Ttitalinc<mu 

19123 

27217 

83995 

74089 

249398 

238499 

S Raw nuuerials/stores and 
spares consumed 

8743 

14730 

478.59 

44766 

6478 

6990 

6 Other manufacturing expenses 

4416 

4420 

8375 

7513 

77976 

75432 

7 Remuneration to employees 

4312 

4089 

7257 

6836 

28747 

27229 

8 Other expenses 

1680 

2108 

14679 

10756 

75816 

67620 

9 Operating profit 

-28 

1870 

5825 

4218 

60381 

61228 

10 Interest 

2378 

245.3 

492 

548 

13681 

15659 

11 Grim profit 

-1457 

-563 

.5422 

3675 

55101 

50928 

12 Depreciation 

J3 Profit before tax 

1298 

1419 

1182 

727 

24975 

23.569 

-2755 

-1982 

4240 

2948 

30124 

27358 

14 Tax provision 

.2 

1 

1347 

1160 

5500 

4031 

15 Profit after tax 

-2753 

-1983 

2893 

1788 

24624 

23.327 

16 Dividends 

NA 

NA 

1021 

817 

6211 

6211 

17 Retained profit 

-3753 

-1983 

1872 

971 

18413 

I7II6 

Liabilities/assets 

18 Paid-up capital 

4015 

.3174 

18.57 

1857 

28230 

28230 

19 Reserves and surplus 

2245 

4578 

102.56 

8.385 

1376T3 

119216 

20 Long-term loans 

1.3918 

14824 

8347 

6377 

190144 

194180 

21 Short-term loans 

NA 

NA 

1.500 

NA 

NA 

NA 

22 Of which bank borrowings 

NA 

NA 

1500 

NA 

NA 

NA 

23 Gross fixed as.tets 

34517 

34372 

17473 

12115 

5021,54 

471330 

24 Accumulated depreciation 

16960 

16135 

4701 

3583 

201420 

179606 

2.5 Inventories 

3078 

3592 

5858 

5069 

.3099 

4425 

26 Total assets/liabilities 

27.390 

29679 

39125 

31802 

449104 

423401 

MLicellaneous items 

27 Exci.se duty 

4508 

8157 

2357 

2630 

NA 

NA 

28 Gross value added 

6118 

5947 

12417 

10065 

100859 

89651 

29 Total foreign exchange income 

NA 

3 

644 

2442 

NA 

NA 

30 Total foreign exchange outgo 

474 

1647 

1.314 

846 

NA 

NA 

Key financial and performance ratios 

31 Turnover ratio 

(sales to total assets) (%) 68.66 

91.,52 

210.68 

228.30 

.53.76 

53.61 

32 Sales to total net assets (%) 

93.20 

120.31 

375.35 

436,87 

67 82 

66.44 

33 Gross value added to 
gross fixed assets (%) 

17.72 

17.30 

71.06 

83 08 

20.09 

19.02 

.34 Return on investment 

(gross profit lo total assets) ('?) 

-5.32 

-1.90 

13.86 

11.56 

12.27 

12.03 

35 Gross profit to .sales 
(gross margin) (%) 

-7.75 

-2.07 

6.58 

5.06 

22.82 

22.44 

36 Operating profit to sales (%) 

-0.15 

6.88 

7.07 

5.81 

25.01 

26.38 

37 Profit before lax to sales (%) 

-14.65 

-7.30 

5.14 

4.06 

12.48 

12.05 

38 Tax provision to 

profit before tax {%) 

0,07 

-0.05 

31.77 

39.35 

18.26 

14.73 

39 Profit after lax iv> net worth 
(return on equity) (%) 

-43.98 

-25.58 

23.88 

17.46 

14.85 

15.82 

40 Dividend (%) 

5.00 

NA 

50.00 

40.00 

20.00 

20.00 

41 Earning per share (Rs) 

-6.86 

-6.25 

15.58 

9.63 

8.72 

8.26 

42 Book value per share (Rs) 

15.59 

24.42 

65.23 

.5.5.15 

58.75 

52.23 

43 P/E ratio 

NA 

NA 

77.28 

NA 

NA 

NA 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 

222..33 

191 2.3 

68.91 

62.26 

114.65 

131.70 

45 Short-term bank borrowings 
to inventories (%) 

NA 

NA 

25 61 

NA 

NA 

NA 

46 Sundry creditors to 
sundry debtors (%) 

241.40 

209.32 

.308 15 

381.69 

113.36 

136.86 

47 Total remuneration to employees 
to value added (%) 

70.48 

68.76 

.'>8 44 

67.92 

28..50 

30.37 

48 Total nnnuneration to employees 
to value of production (%) 

2.3.13 

15.34 

8.75 

9.37 

11.91 

12.00 

49 Gross fixed assets formation (%) 

0.42 

NA 

44.2.3 

NA 

6.54 

NA 

SO Growth in inventories (%) 

-14.31 

NA 

15.57 

NA 

-29.97 

NA 


NA means not available. 


administered price mechanism on petro¬ 
leum products. 

SCI has a Reet of IIS vessels, 29 of 
which are crude tanker vessels of different 
sizes, making it the largest crude carrier 
and shipping company in the country. It 
accounts for over 30 per cent of the 
country’s fleet. The company is the only 
shipping company which has an exposure 
to all segments of the industry, such as 
dry-bulk, tanker and containers. However, 
container operations are only a peripheral 
part of the company's business with the 
bulk of the income coming from tanker 
operations. 

With the new pricing formula, which 
is to be implemented with retrospective 
effect from April 1998, SCI has in fact 
pas.sed on the risks of shipping crude to 
the Oil Coordination Committee. 

SCI is now planning to raise aminimum 
of $113 million through external com¬ 
mercial borrowings (ECBs) in order fo 
part-finance the acquisition of four 
Aframax tankers. The total cost of buying 
the ships has been estimated at $144 
million with each vessel having a $36 
million price-tag. The balance funds will 
be financed through internal accruals. 
This is the second lime that SCI is planning 
to raise EGBs to fund Aframax carriers. 
The company plans to acquire around 44 
ships in the next few years in addition to 
planning to enter the liquefied natural gas 
(LNG) trade and the coastal and feeder 
markets. 

The Disinvestment Commission is 
said to have proposed that the large PSU 
oil companies be allowed to pick up a 
.stake in SCI. Since 20 million out of the 
total 33 million tonnes of cargo carried 
by SCI ships is crude oil, this is expected 
to be a good move as equity holding 
entails a kind of bonding. SCI has also 
entered into a pact with Indian Oil 
Corporation to become the nodal agency 
for carrying crude oil for the latter’s 
refineries. 

IVP 

IVP has reported encouraging results for 
the nine months ended December 31, 
1998. While sales increased by 152 per 
cent over the corresponding period 
last year, the company’s gross profit 
improved by 31 per cent. Net proOt too 
was up 52 per cent. The company’s 
annualised earnings per share works out 
to Rs 11.5 compared to Rs 8.1 for the 
previous year. 
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COMMENTARY 


Union Budget: Long on Words 
and Short on Funds 

EPW Research Foundation 


The budget for 1999-2000 has ducked two basic problems requiring 
urgent attention: one, the immediate issue of an acute liquidity 
shortage and recessionary conditions faced by Indian industry and, 
the other, the longer-term question of social deprivation faced by a 
majority of the population which reflects the serious weaknesses of 
the pattern of development pursued so far and which is increasingly 
proving to be a major constraint in accelerating economic growth. 


DP (here is one lesson that we can draw 
from the fiscal operations of the central 
government in the last lew years 
culminating in Yashwant Sinha's second 
budget for 1990-2000. it is that they have 
ceased to be an instrument of economic 
and social development. They have now 
turned out to be a high-gear affair only 
to sustain a bloated central bureaucracy, 
to finance the huge debt servicing burden 
and to serve as an instrument forsupporting 
(he aspirations of the rich and middle 
classes. If we accept the view, as many 
intellectuals have begun to accept, that the 
government is incapable of shouldering a 
higher level of development expenditure 
for providing an impetus to development 
and to social sector activities, orthat further 
increases in such government cxpcndituie 
would only go to perpetuate inefficiencies 
and fiscal wa.ste. we would (hen accept the 
mainstream stabilisation agenda and place 
the fiscal goals within a narrow con.struct. 
Viewed in that light, one could .see some 
merit in Yashwant .Sinha’s latest budget. 

First, the budget has (lagged fiscal 
correction as the foremost goal and claims 
to have begun a medium-term process of 
eliminating the revenue deficit and 
reducing fiscal deficit to 2 percent of ODP 
in the next four years. In 1999-2000 ihc 
revenue deficit, which has shot up 
succc.ssivcly foi three years and reached 
a peak of Rs 60,474 crorc or 3.4 per cent 
of the revised GDP in 1998-99. is expected 
to be reduced to R.i .‘54.147 crorc or 2.7 
per cent of GDP. In regard to gross fiscal 
deficit, the budget has succeeded in con¬ 
taining the absolute amount at Rs 79,955 
crorc. ihat is. roughly at the previous 
year’s peak of Rs 79.949 crorc after ex¬ 
cluding the transfer of (he states’ share of 
.small savings accruals or at Rs 104. 955 
croreagainst Rs 103,737crorc inclusive of 
such transfer. As a percentage of the rc vi.scd 
GDP. the fiscal deficit is proposed to be 
reduced in cither ca.se by 0.5 percentage 


point from 4.5 per cent to 4 per cent 
without the states’ share of small savings 
or fiom 5.8 percent to 5.3 percent inclusive 
of such share. There is no ambiguity or 
lark of transparency in the numbers as 
many commentators have sought to make 
out. Based on the unrevised GDP scries, 
(he gross fiscal deficit of the centre worked 
out to 6.5 per cent for 1998-99 (against 
the earlier budgeted figure of 5.6 per cent) 
and it would decline to 5.8 per cent 
inclusive of small .savings in 1999-2000; 
with the exclusion of small savings, the 
ratio ba.sed on the old GDP estimate would 
fall Imm 5 per cent to 4.4 per cent. 

The above numbers are all .set out in 
the budget documents and these suggest 
a steep deterioration in the fiscal situation 
in 1998-99, which has been sought to be 
corrected in 1999-2000. The decision to 
delink small .savings collections - to be 
specific, the states' share of such savings 
constituting 75 per cent of the total - from 
the centre's fiscal deficit is a perfectly 
legitimate one and has been long overdue. 
Small savings collections have of late 
shown a healthy growth from Rs 25.927 
enwe in 1996-97 to Rs 39,552 crorc (by 
52.6 per cent) in 1997-98 and further 
to Rs 52,788 crorc (by 33.5 per cent) in 
1998-99 and obviously this should not be 
construed to be part of the fiscal malaise. 
Only Rs 8.000 crorc or 25 per cent of the 
expected small .savings collections have 
been included as part of capital receipts 
and hence pan of the Thscal deficit of the 
centre lor 1999-2000. The .states would 
get Rs 25.0(X) crore out of the National 
Small Savi ngs Fund in the Public Account, 
drawings from which do not require 
parliamentary authorisation; they arc 
treated as such in the budget documents, 
quite appropriately. 

Secondly, it' must also be said to the 
credit of the finance minister that he has 
.succeeded in projecting the above fiscal 
correction without his revenue projections 


appealing to be over-esfimates as has been 
m^e out again by some commenwots. 
The proposedincrease of gross tax revenue 
by 18.9 per cent is inclusive of Rs 9,334 
crore of fresh mobilisation, whereas 
excluding it the increase works out to 12.7 
per cent which is broadly the expected rise 
in nominal GDP. Some allowance has 
been made for higher tax buoyancy due 
to possible improved compliance in 
personal income tax. Thus, exclusive of 
new tax proposals, personal income tax 
revenue is expected to rise by 16.2 percent 
and customs revenue by 14.7 percent, but 
corporation tax and union excise duties 
would rise by only 10 per cent auid 11.l 
per cent, respectively, reflecting the 
assumption of a modest growth of 6 per 
cent in industrial output. Inclusive of fresh 
levies, receipts from union excise duties 
will rise by 20 per cent, customs by 18.1 
per cent, income-tax by 25.6 per cent and 
corporation tax by 14 per cent. 

A third noteworthy aspect of the budget 
proposals relates to the attempt by the 
finance minister to desist from applying 
selective alterations in customs and excise 
duty rates, which in the past prompted 
lobbying by vested interests on the eve of 
the budget. There docs appear to be some 
merit in the claim that the rationalisation 
of the duty structures - from 11 major ad 
valorem rates to 3 in cxci.se and from 7 
to 5 in customs - has been done by ^plying 
objective norms and has not been prompted 
by the demands of individual industries. 

Yet another welcome feature of the 
budget concerns the proposals to involve 
village panchayats in executing and 
supervising the special social programmes 
relating to food, health-care, education, 
employment and shelter under the newly 
propo.scd national human development 
initiative (NHDI). Rightly, the release of 
funds by the central government has been 
made conditional on the initiative taken 
by (he state governments and village 
panchayats, which should help to minimise 
the dependency psychology spawned so 
far by the centralised planning process. 

Finally, the finance minister has 
respected the independence of the central 
bank and, unlike past finance ministers, 
has avoided announcing monetary policy 
measures in the budget speech, lliough 
the mini.ster and his ministry offiaals 
cxpres.scd their preference for a reduction 
in interest rates, thus echoing the 
expectationsofbusinessmen in pre-budget 
discussions and memoranda, the formal 
announcement was left to the RBI, thus 
setting a healthy precedent. The steps taken 
fay the RBI to slash the repo rate from 8 
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per^j^ to$ per cent, the Bardc rate from 
9 par cent to 8 percent and the cash reserve 
ndofrom 11 percent to lO.S percent have 
stirred up the markets and provided an 
expansionary Impulse to market 
psychology, but the budget provides no 
misraniee that this propelling of market 
^ychology would be supported and 
strengthened by an augmentation of 
domestie demand based on improved 
public sector investment and development 
outlays in real terms. 

While there are thus some welcome 
features, the budget as such seems to have 
ducked tire two basic problems i^uiring 
utmost attention-one, the immediate issue 
of an acute demand shortage and depressed 
growth and investment conditions faced 
by Indian industry and, the other, the 
longer-term question of social deprivation 
fac^ by a majority of the population which 
reflects the !;eriou.s weaknesses ol the 
pattern of development pursued so far and 
which is increasingly proving to be a major 
constraint in accelerating economic 
progress. The severe demand constraint 
fac^by the manufacturing sectoris largely 
8t)trihutahle to three factors: a sharp 
reduction in public sector investment, 
erosion in the share of development 
expenditure in total expenditure of the 
central and .stale governments, and slower 
growth in bank credit as well as a decline 
in the proportion of bank credit eannarked 
for agriculture, small-scale industry and 
other informal sectors. 

Rcilccting the erosion of public sector 
investment and the government’s develop¬ 
ment expenditure are the large and persis¬ 
tent shortfalls in the centre’s annual Plan 
outlays in the past three years. Tliere was 
a .shortfall ot Rs 9,568 crore in 1996-97, 
Rs 10.806 crore in 1997-98 and as much 
as Rs 16.705 crone in 1998-99. One of the 
<ifmponant causes of this shortiali has been 
the rapid increases in the salary and pension 
bills of the central government. The total 
of such expenditures increased by as much 
as 33.9 per cent to Rs 29.627 crore in 
1997-98. But this is not the whole story. 
There have occurred considerable revenue 
shortfalls too, as a result of reductions in 
tax rates and the rcce.ssionary conditions 
in the economy. There was a tax revenue 
shortfall of Rs 10,927 crore in 1997-98 
- a year in which the govemment imple¬ 
mented ihc.fifth pay commi.ssion's lecom- 
mendations. There has (Kcurred another 
shortfallofRs9,0l I crorein 1998-99.The 
lax to GDP ratio in respect of the centre 
has steadily declined since 1995-%. Apart 
from the cynicism one would entertain 
^ause of the persistent shortfall in 
f^udgetary allocations for development 
expenditures, the size of expenditures 
proposed in the labsst budget may at best 
help sustain the present level of depressed 


economic activity. Plan expenditurB is 
slated to rise by 12.6 percent which is just 
the rise expected in nominal GDP. Against 
such imperatives of increasing public 
expenditures, the give-aways of as much 
as Rs 8,000 crore. including a siz«»ble 
sum through the mutual funds and the 
capital maiket, could have been avoided. 
The sleight of hand adopted by the govern¬ 
ment to achieve disinve.stmcnt of PSU 
equities to the tune ol Rs 9,000 crore in 
1^8-99 has been at the cost of 'internal 
and extra-budgetary resources of PSUs’ 
under which there has occurred a shortfall 
ofasmuchasRs 12,504croreforrinancing 
the central Plan outlay in 1998-99. And 
interestingly, such re.sourf:cs expected in 
1999-2000 at Rs 59,521 crore would be 
even lower than those budgeted for in the 
current year (Rs 62,723 crorc). To what 
extent the .strategic disinvestment of PSU 
equities now propo.scd for 1999-2000 lor 
atotalsumot Rs l0.0(K)crorc is responsible 
for this downgrading of the size of the 
central Plan outlay as compared with the 
budgeted figures of 1998-99 is a moot 
question. Such downsizing has occurred 
under all the major heads of central Plan 
outlays; agriculture and allied activities, 
rural development, irrigation and flood 
control, energy and industry and minerals 
The revKsed estimates tor the current year 
arc so low as compared with the budget 
estimates that even the low provisions 
made tor the next year still appear higher 
by about 10 to 35 per cent over tlicm. To 
what extent the reduced investment 
horizons of the public sector enterprises 
arc due to their limitations of absorptive 
capacity and to what extent they arc due 
to reduced allocation of funds following 
stringency in Plan resources is difficult to 
judge without looking into individual 
cases, but a general oh.servation that can 
be made is that the major PSUs rcprc.scnt 
a massive industrial base around which 
industrial expansion can be thought of by 
a multi-pronged strategy; higher industrial 
investment, industrial restructuring and 
strategic tie-ups. In this regard, if the 
Disin vesltncnl Commission’s reports have 
to be believed, the PSUs are not being 
allowed to operate on sound commercial 
lines, and their boards arc not being given 
the autonomy required for them to take 
corporate decisions including those on 
investment restructuring and evolving 
strategic tie-ups. There is not even an iota 
of awareness shown in the budget about 
the pivotal role that the PSUs can play in 
icviving industrial investment in the 
economy. 

It is in respect of the social .sector that 
the budgetary allocations .seem most 
disappointing, particularly in the context 
of the crying need for giving a decisive 
pushtodevclopmental activities in primary 


education, rural health infrastructure and 
other amenities. The budget gives con¬ 
siderable locus on local initiatives at the 
gram panchayat level which, on the face 
of it. appears to be a very welcome strategy, 
as stated above. But, considenng the severe 
resource crunch faced by these self- 
governing bodies, the programme .set out 
in the budget may remain a non-starter. 
For instance, while proposing a grandiose 
plan of implementing an Education 
Guarantee Scheme at the national level 
whereby it is proposed to provide an 
elementary school in every habitation 
within a radius of 1 km (a la Madhya 
Pradesh), the finance minister suggests 
that “initially, the local community would 
provide the premises and select a local 
person as a part-time teacher. Teaching 
material and other assistance will be 
provided by the central and the state 
governments, while gram panchayais will 
mobilise contributions from the local 
community in cash and kind (or running 
the school ior at least two years." There 
is no separate provision made in the budget 
for this. Instead, it is argued that the 
resources available under the existing 
centrally-sponsored education schemes 
will he mobilised to support this important 
initiative. That the budget does not pnwidc 
the necessary thrust on primary education 
and that the budgetary allocations made 
would be inadequate for achieving the 
objective of expanding the coverage of 
primary education is evident from the 
alkx:ation made for. say, nutritional support 
to primary education which has been 
slashed from Rs 1,400 crorc in the revised 
e.sti mates for 1998-99 to Rs 1,031 crore 
lor 1999-20(X). Of the increase of Rs 292 
core under the head 'elementary educa¬ 
tion’. Rs 190 crorc is for 'non-formal 
education’. 

Similarly, in regard to rural health care, 
the finance minister is long on words but 
hardly foiUicoming on the provision of 
funds forupgrading the tacilitics provided 
at the primary health care centres. For the 
gram panchayats to qualify fur central 
government funds, they will have to “conic 
forward with their own contribution to set 
up primary health care facilities in their 
re.spectivc areas. Thi.s will match similar 
assistance from the concerned state 
govcmim'nt.” Where will the funds come 
frorn ’llie budget again does not make any 
provision for it but the finance mini.stcr 
docs pontificate: "Our goal is to integrate 
and synergi.se the existing programmes for 
health care, lainily welfare, rural develop¬ 
ment and related areas in different central 
ministries and to deploy the available 
re.snurec.s .so that every household secures 
ready access to both primary health care 
and family welfare services." A sure way 
of hiding behind words. 
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Where Assertion Is Insurrection 

D Bwodyopadhyay 

Instead of appreciating that a conscious, articulate and rational 
population is a great national asset which is essential for democracy 
to take root in any society, the administration in Orissa is treating 
every dissent as defiance and every assertion as insurrection. 
Findings of a study team to report on the situation arising from the 
acquisition of a large tract of agricultural land belonging to tribais 
by the Orissa government for Utkal Alumina International in 
Kashipitr tehsil of Rayagada district. 


WITH a blood red hibiscus jauntily stuck 
in her bun, a middle aged tribal woman 
stood up with dignity and said in a measured 
lone clearly "what is the use of monetary 
compensation? Money is meant to be spent 
Once spent there is nothing left. This land 
and this forest sustained our forefathers. 
They are sustaining us now. They would 
sustain ourchiidren and theirprogenies. We 
cannot leave them for a ri.stful of money. 
Without land and forest we would not 
survive. We shall not leave our land.” The 
rest of the crowd numbering about 700 
spoke in unison, “we shall not leave our 
land". 

The venue was Kucheipadar village in 
tehsil Kashi pur, district Rayagada in Orissa. 
A large tract of agricultural land belonging 
to tribais living in this village has been 
acquired by the government for Utkal 
Alumina International (UAIL). The 
alumina plant and the town.ship would be 
located here. Most ol the tribais refused 
to take the compensation money and are 
resisting eviction trom their land. A few 
who under coercion took the money, had 
already spent most ofit in search of suitable 
alternative land. Having failed to do so 
and having lost the money in the process, 
all of them were in deep trauma. Their 
plight made others more resolute not to 
take the compensation money and not to 
part with their land, 

Vidhya Das of Agragamce. Ka.shipur, 
wrote two excellent pieces on the destruc¬ 
tive impact oi the mining projects on tribais 
and gross violation of human rights by the 
state and the corporate sector {Economic 
and Political Weekly, June 3. 1995 and 
March 14, 1998). T^e print media t(M)k 
.some notice of the goings on in the back- 
woods of Rayagada and Kalahandi but 
that was not sufficient to rou.se the 
conscience of the Indian intelligentsia to 
generate any pronounced support for the 
tribal cause. The matter came to a head 
when the government of Oris.sa in its 
intolerance and vengefuincss issued 
showcau.se notices to four non-government 
organisations, i e, Agragamce, Laxman 
Nayak .Society, Ankuran and Weaker 
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Sections Integrated Development Agency 
(WIDA) for ‘deregistering’ and banning 
flow of funds to them from various state 
government departments and agencies and 
requesting the government of India to the 
do same. These four agencies had been 
working among the tribais of this remote 
area for nearly two decades trying raise 
thcirawarencss, spreading literacy, training 
them in watershed management and better 
agricultural practices and the like. The 
government was surprised by the tenacity 
and the vehemence of tribal resistance for 
the last oversix years. The organi,sed resist¬ 
ance instead of dying down with the pas¬ 
sage of time became more and more i ntense 
with greater mass support. The only cx- 
planationof this bewildering phenomenon 
in the government's mind was the pre¬ 
sumed behind-scene-incitcmcnt by the.se 
four voluntary agencies. Hence this direct 
assault on the institutions of civil society. 

The Council for Social Development, 
New Delhi, had been receiving repre¬ 
sentations and information regarding the 
adverse effect of bauxite mining on the 
tribais and environment since early 1998. 

It decided to mount a mission to .study the 
situation at Rayagada with a view to 
assessing the ground realities and framing 
a policy package to defuse the situation 
and safeguard the interests of the tribais. 
The mission consisted of Muchkund 
Dubey, B N Yugandhar, B S Nagi and the 
present author. 

The team visited five of the affected 
villages in Rayagada district, met state 
government officials - from the chief 
secretary to field-level functionaries - went 
round the offices of three among the four 
NGOs against whom the state government 
initiated punitive action and had discus¬ 
sions with the ‘pro-industry’ group of 
people who were always accompanied by 
a posse of policemen and company olTicials 
during the .second and third week of January 
1999. It produced a printed 41 -page report 
by the third week of February 1999. 
(‘Report on the Visit of a Team of the 
Council fur Social Development: Raya¬ 
gada and Bhubaneswar on January 11-18, 

Econ^'.ni'.: 


«1999’, Couticil for Sooial Develt^poieht 
S3 Lodhi Estate. New Delhi 110 003 
hereinafter referred to as the Report,) 

The findings of this Report, whict 
requite to be shared with the intelligentsit 
of the country, have reievaiwe to the state 
of governance in Orissa, particularly it 
relation to the special obligation of tht 
go vemment tow^s the tribais in the Rflit 
Schedule areas and the role of civil societ) 
in protecting and preserving the livelihood 
lifestyle and culture of tribais in die regior 
vis-a-vis the state government. 

The team was given the impression ai 
Bhubaneswarthat there was overwhelming 
support for the three alumina projects ol 
UAIL, Larsen and Toubro and Hindaicc 
(Aditya Birla group) from the general 
population and that there were just a few 
recalcitrant elements, incited and provdeed 
by the four NGOs, who were opposing 
land acquisition and industrialisation ol 
this backward region. From the field visits 
the team was convi need that the impression 
given at Bhubaneswar that the affected 
people largely supported this move for 
industrialisation was totally erroneous. It 
appeared that there wasadeliberateattempt 
to spread disinformation. All the villages 
were deeply attached to their land and they 
were not prepared to give up their land 
for a totally uncertain future. 

What was ominous for any system of 
proper governance was the complete lack 
of trust between the affected people on the 
one hand and the state government and the 
companies on the other. "This is partly 
because of their frustrating experiences in 
the past, partly because of the shabby way 
in which they are being treated now, and 
partly because of the economic and social 
uncertainties surrounding their existence” 
(p 21). One of the villages summed up its 
experience with the local administration 
pithily: “We die of starvation. We die of 
disca.ses. The collector never comes to 
help us in these tragic moments. Now he 
has come at the behest of the companies. 
How can we tru.st him?” (pp 20-21). 

The team found overwhelming evidence 
of excessive use of coercive methods by 
the district authorities against the tribais 
and scheduled caste population affected 
by these projects. "Tliis has happend 
particularly in two villages: Kucheipadar 
and Sunger. In both these villages, 
hundreds of people including young boys 
and girls were arrested and taken into 
custody. In Sunger area, the company is 
alleged to have let loose goons to harass 
the villagers” (p 21). The district admini- 
.stration’s reaction has Ixen quite out of 
proportion with what the situation 
demanded. “On the whole, the villaget^t 
have not indu Iged in any gross infringement 
of the law or committed acts of violence. 
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Tbly were only protesting peacefully 
aglinst what they considered to be an 
infringement of their rights” (p 22). They 
resisted when they found survey, 
exffloratory drilling, road construction 
activities being done on their land without 
^eir consent or even without any prior 
Intimation. They did raise barricades on 
the road mostly to attract the attention of 
the administration to listen to their 
grievances. But they consciously avoided 
any militancy or violence lest their just 
cause got misrepresented. 

The team felt that it was “undesirable 
to use the local and special police to prevent 
the affected people from meeting and 
organising them.selvcs to express their 
grievances and voice their concern and 
opposition. Normally, the police have no 
role in this, unless specific crimes have 
been reported” (p 23). 

The team was told by the highest level 
officer(s) of the Orissa government at 
Bhubaneswar that the government would 
not countenance any opposition to indus- 
triali-sationof Rayagadaby anybody or any 
^roup. that an anti-industry movement 
^ould tantamount to anti-state activity 
and that the government was determined 
to ‘teach a lesson' to the NGOs which 
were indulging in acts of incitement by 
organi.sing tribais against land acquisition. 

On the ground, the team found ample 
evidence of unjustified highhandedness 
by the local administration. Such coercive 
measures produced contrary results People 
became doubly determined to protect their 
land and forest resources. "Most of the 
villages we visited have set up Anchalik or 
VanasampadaSurakshaParishads(region- 
al or forest resource protection councils). 
The team found the villagers agitated, 
angry and determined torcsist any intrusion 
^of the company into the area” (p 23). 

To the affected tribais of the region there 
was no distinction of identity between the 
mining companies and the government. 
They worked in unison, spoke the same 
language and behaved similarly. It appear¬ 
ed to some that on the 150th anniversary 
of the publication of Communist Manifesto, 
the government of Orissa was bent upon 
proving the point that “Political power, 
properly so called, is merel> the organised 
powerof one class foroppressing another” 
{Manifesto of the Communist Party, Pro¬ 
gressive Publishers, Moscow, 1975, p76). 

One of the most di.sturbing and worri¬ 
some phenomeon that one encountered 
was the scant regard shown by the Orissa 
.administration to the laws and the 
Constitution so far as these relate to tribais. 
X The districts of Rayagada, Koraput and 
'^Xalahandi are Fifth Scheduled areas. The 
govemorof Orissa, under the Constitution 
of India, has a special responsibility for 


the “welfare and advancenmnt of the 
schedu led tribes” and for “peace and good 
government” in the areas under the Fifth 
Schedule so declared by the president of 
India. The team regretfully observed “that 
the administration was oblivious to the 
extent of being almost callous and insen¬ 
sitive to the constitutional obligations that 
the govemorof the state has to the tribais 
in these areas”. Under the Fifth Schedule 
(Clause 3) the governor has to send annual 
reports to the president regarding 
administration of the scheduled areas. One 
wonders what reports the governor of 
Orissa had been sending to the president 
of India for the la.<.t six years regarding 
“welfare and advancement of scheduled 
tribes” and “peace and good government" 
in the Rayagada. Koraput and Kalahandi 
districts. Under the Constitution “the 
executive power ot the union shall extend 
to giving ot directions to the state as to 
the administration of the said areas”. It 
appears that both the shite and the union 
governments had been remiss in not 
fulfilling their constitutional obligations 
towards the scheduled tribes in the Fifth 
Scheduled areas of Rayagada, Koraput 
and Kalahandi In their single-minded 
pursuit of promoting the cause of the three 
large corporations, the state government 
had been grossly negligent in performing 
its constitutional duties to the tribais. 

The Provisions of the Panchayats 
(Bxten.sion to the Scheduled Area.s) Act, 
1996. provide for extensive powers to the 
gram sabha and panchayats in Fifth 
Scheduled areas, Section 4(i) states “the 
gram sabha or the panchayats at the 
appropriate level shall be consulted before 
making the acquisition of land in Scheduled 
Areas for development projcctsand before 
resettling or rehabilitating persons affected 
by .such projects in the Scheduled Areas”. 
This Kaw makes pnorconsultation with the 
gram sabha and/or panchayats mandatory 
both in cases of land acquisition and pre¬ 
paring a resettlement and rehabilitation 
package for the affected tribais. There was 
no such consultation at any stage either 
for the purpose of land acquisition or for 
the R and R package. 'Phe most unfortunate 
part of the situation is that (here has been 
no transparency about these mining pro¬ 
jects vis-a-vis the affected population. 
There has been no communication except 
conveying prcmptoiy orders regarding 
lands to he acquired and compensation to 
be given. 

The Report further observed. “None of 
the recent trends and requirements of re¬ 
habilitation, such as land-to-landexchange, 
wherever possible, community resettle¬ 
ment, employment security, protection of 
livelihood needs, nishtar rights or entitle¬ 
ments in common resources, has been 


taken i nto acctnint. Neither the companies 
nor the government have made this infor¬ 
mation available to the affected or their 
organisations or to the voluntary organi¬ 
sations working amongst them” (p 26). 

The most unsavoury aspect of the entire 
episode so far has been the direct assault 
launched by the state government on the 
four NGOs operating among the tribais in 
the back-of-beyond hills and jungles of 
south and south-west Orissa. Thc.se four 
voluntary agencies led by Agragamce have 
been carrying out development and con- 
scientisation activities for the last two 
decades in the most backward and remotest 
tribal regions of Orissa. Over (he years, 
they have achieved remarkable results. 
particularlyintheareasofuhivcrsali.satinn 
of primary education, ensuring food 
security at the household and community 
level in the drought-affected areas, water¬ 
shed management, implementing govern¬ 
ment's pro-poor policies, strengthening 
grass roots people's organisations and 
organising the rural poor for asserting their 
rights and participating in the process of 
development. These voluntary agencies 
had to respond to and stand in .support of 
the genuine concerns and worries of the 
project-affected people. With dissati.s- 
faction spreading so wide and deep among 
the tribais due to inept handling of the 
situation by tfie administration, these NGOs 
are standing as abuffer between expression 
of dissent in a democratic form and open 
destructive militancy which is happening 
just across the border in Andhra Pradesh. 
The state's assault on these agencies and 
its attempt to make them non-functional 
will only encourage the militants who are 
waiting in the wings to take over. One 
shudders at (he short-sightedness and the 
senseless policy of the state government 
in victimising these NGOs for supporting 
a genuine popular cause. 

The campaign was launched by the 
government of Orissa to ‘deregister’ these 
four NGOs and to deprive them of any 
support and its letter to the government 
of India and other funding agencies to do 
the same “smack of vendetta and intoler¬ 
ance. This trend is unhealthy forthc growth 
of the institutions of civil society, as well 
as for the socio-economic transformation 
of the area” (p 30). 

In the twenties, while facing the second 
sedition charge in a magistrate's court in 
UP, Jawaharlal Nehru wrote: “It is a terrible 
thing when an organised government 
begins to behave tike an excited mob, 
when brutal, vengeful and uncivilised 
behaviour becomes the normal temper of 
government.” What Nehru wrote from his 
own personal experience seven decades 
ago unfortunately seems to be true even 
now '.n the Fifth ScheduledareasofOrissa. 
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Instead of efipreciating ttua a comciouai^ 
articulate and rational pqMlalion is a greol 
national asset which is essential for detno^ 
cracy to take roots in any society, the 
administration in Orissa is treating every 
dissent as defiance ami every asseition as 
insunection. What an agonising situation! 
One wonders whethn it was the virulent 
vims of iiberaiisation’ which could so 
swiftly and so thoroughly corrode the undet^ 
lying basic values of our polity enshrined 
in the Preamble, Chapter III Fundamental 
Rights and Chapter fV Directive Principles 
of State Policy of Our Constitution and 
make the instruments of the state, the 
bureaucracy, so insensitive, obdurate and 
callous to people's needs and aspirations. 

Recently, there has been a change in the 
government in Orissa at the political level. 
There have also been some changes in the 
administrative level. The present chief 
minister, Giridhar Gomang. is a person 
from this area who knows the issues well. 
There is a lot of expectation that the present 
government would now make a serious 
effort to harmonise tlie need for mining 
with the trihals* right to livelihood, life 

Tangled Threads 


style and culture. The least that shotdd be 
done is to ensure compliance of the 
provisionsof theConstitution, particularly 
those contained in the Fifth Schedule, and 
the provisions of the Panchayats (Extension 
tothe Scheduled AteasiAct, 1996. Consul¬ 
tation with gram sabhas in matters relating 
to land acquisition and for resettlement 
and rehabilitiUion packages as mandated 
under the Act should be strictly adhered 
to. The punitive action initiated against 
the four NGOs should be withdrawn im¬ 
mediately. Criminal cases filed against 
numerous men, women and children for 
taking pari in anti-land acqui.siiion move¬ 
ment should be withdrawn. 1'he govern¬ 
ment .should take bold initiatives to settle 
the dispute through direct negotiation and 
discussion, allay the genuine apprehension 
about livelihood by a generous package 
of resettlement and rehabilitation prepared 
through proper participatory process and 
try to heal the hurt already caused by 
appropriate conciliatory measures. The 
situation is tense but can be defused. Let 
the industrialisationof Rayagadabc aboon 
and not a curse to the tribals living there. 


Silk Growers and Imports 

M K Tikku 


The government's decision to allow free imports of Chinese yarn has 
depresses prices of local yarn adversely affecting local silk growers 
who cannot afford to invest capital in improving the quality of yarn. 


TIIL conflict of interests between .silk 
growers and the silk trade and industry has 
been sharpening overthc past few months. 
At the centre of the conflict is the govern¬ 
ment's deci.sion. last October, to permit 
the free import of the supoiiur grade silk 
yam from China. Earlier, the import of the 
Chinese yam used to be restricted to 
exporters against entitlements related to 
their actual export performance. One 
consequence of the tree import of the 
Chinese yam has been a 30 per cent fall 
in the domestic coernm and yarn prices. 
That is why silk growers, who are mostly 
concentrated in Karnataka - the state 
accounts for about 65 per cent ot the 
country’s silk production have been 
demanding imposition of appropriate 
duties on the import of silk yarn. 

The Chinese yam is preferred by the 
weavers, especially by those operating the 
power looms, because of its better strength. 
But even when the exporters’ genuine 
needs were met under the earlier import 
licensing arrangement, quantities of the 
Chinese yam had continued to he smuggled 
through Nepal and Bangladesh. This was 


acunscquencc of the gap between domestic 
production and the industry’s demand. In 
fact, the government's decision to allow 
free import of the Chinc.se yarn was based 
on the premi.se that it would discourage 
smuggling. According lo the government, 
there was a sliortlall of over 4.{KK) metric 
tonnes of raw silk, only about half of 
which used lo be met through imports by 
the exporters under the earlier arrangement. 
But the free imports had swung the pendu¬ 
lum in the opposite direction. The slump 
in prices in Ramanagram. outside 
Bangalore, which boastsuf tunning Asia’s 
biggest ctK'oon market, would indicate 
that Chinese yarn had been coming in 
substantial quantities. What troubled the 
local growers even more was that the 
Chinese yarn was priced considerably 
lower. A number of silk farmers in the 
Ramanagram market insist that the Chinc.se 
were dumping the yarn at prices that were 
buffeted with hidden sul»idies. Since the 
Chinese yam trade was in government 
hands, there was no way to determine the 
extent of the .subsidies. 

With the Karnataka state assembly 


'elections Oat Ittec.ihh yetar, mwy 411 
fanmenbopedutunitmcoinmercemiiii^ 
RunakrishnaHegde will have toudeenote 
of their pKgItt and impose duties on the 
Chinese yam imports to bring its pii^ ii 
line with the domestic marimt. It beer 
suggested that such tariffisation would noi 
clash with the WTO regime rince a lar^ 
number of those engag^ in silk growin( 
in Karnataka were small and nuffginal 
fanners. Such a move may provide some 
solution in the short run. In the longer- 
term, there would be no option but tc 
increase domestic production since ovei 
90 per cent of the silk yam produced ir 
the country was used up by the weaving 
industry as against a mere IS per cent ir 
the case of China, which lefl it with huge 
.surpluses for export. A project funded b) 
the Japan International Co-operation 
Agency (JTCA) in Mysore has, over the 
past two years, succeeded in hybridising 
the superior Japanese bivoltine silkworm 
variety so that it can withstand the lixliar 
climatic conditions. This particular variety 
produces high grade yam that compares 
favourably with the Chinese. It can* also 
augment production, per acre in a sub-- 
stantial manner. But since the Japanese 
hybrids arc more vulnerable to viral and 
other i nfections, these require better hygie¬ 
nic conditions, including separate rearing 
rcxtms. All these call for fresh capital 
investments which most small and margi¬ 
nal tarmers can hardly afford. The recent 
slump in coeexsn/yam prices has left them 
in an economic condition where they can 
hardly venture to experiment with the ne * 
varieties. The stare government ’ s extension 
services need to do heller than they have. 

According to the Karnataka govern¬ 
ment’s department of sericulture, it has 
idcntiried 3,000 families for introduction 
ofthc Japanese variety inthe next financial 
year. The department is still trying to 
arrange Rs 2 crorc it thinks it needs to meet 
the capital co.sts of the proposed extension 
scheme. That would mean less than 
Rs 7.{XX) in subsidy per fanning family. 
Thar might be just enough to put a nx)l 
on the reanng room provided the former 
can afford to build it in (he first place. By 
contrast, the Central Silk Board has got 
new machinery designed for reeling and 
olheroperations. This machinery, no doubt, 
will increase productivity but will also cut 
jobs. Well, the govcmnwnt is offering a 
package for those incliiM:d to take the 
machinery which includes 30 per cent 
outright subsidy, 60 per cent as interest 
free loan, leaving a bare 10 per cent to be 
invested by the prospective entrepreneur. 
Why cannot the Karnataka goveminent do 
.something .similar for the small and 
marginal silk farmers who would need it 
even more and afford it even less? 
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{Protection of New Plant Varieties 
A Developing Country Alternative 

SumanSaiiai 


^ The UPOV system seeks to protect the interests of powerful seed 
comparues who are the breeders. Our laws should focus on protecting 
dte interests of farmers as producers as well as consumers of seed. An 
tdtemative treaty being discussed currently would provide a forum for 
developing countries to implement their farmers' and breeders' rights. 


AFTER the conclusion of the Uruguay 
Round. India as well as other developing 
countries have accepted the sui generis 
option for the protection of new plant 
varieties. India has already drafted a Plant 
Variety Protection Act. In order to imple¬ 
ment the law concerned with the protection 
of new vsurieties in each other’s countries, 
nations need to work through an inter¬ 
national platform. The Union for the 
Protection of New Plant Varieties (UPOV) 
is such a platform through which indus¬ 
trialised nations regulate the implementa¬ 
tion of plant breeders’ rights. UTOV came 
into being in 1961 with its headquarters 
in Geneva and it is the only platform of 
its kind today. There are over 30 members 
in UPOV, all developed countries. 

Gene Campaign has opposed India 
joining UPOV because it docs not adda'ss 
our needs. India must rise to the challenge 
of crafting an alternative treaty to UPOV 
that will meet the needs of developing 
countries. We need to provide a forum that 
will grant Farmers' Rights as well as 
Breeders’ Rights and be geared to work 
towards food and nutritional security. 
However, the agriculture ministry is of the 
view that India should become a member 
of UPOV, a torum whose working is totally 
alien to the conditions of agriculture 
prevailing here. There is no concept of 
Farmers’ Rights in the UPOV system; 
rights arc granted only to the breeder. The 
UPOV system does not need to protect the 
rich farming community of Europe and 
America in the way that our seed laws will 
have to protect our farmers. It is clear that 
we have goals which cannot be fulfilled 
by the UPOV system. The UPOV system 
embodies the philosophy of the indus¬ 
trialised nations where it was developed 
and where the goal is to protect the irtterests 
of powerful seed companies who arc the 
breeders. In India the position is very 
differeiU. We do not have big .seed com¬ 
panies in essential seed sectors and our 
major seed producers are farmere and 
fanners’ co-operatives. Logically, our law 
will have to concentrate on protecting the 
intoesls of the fanner in hi.s role as producer 


as well as consumer of seed. Once we are 
in the UPOV system, we shall be forced 
to go in the direction that UPOV goes. It 
is a system headed towards seed patents. 
Starting with its first amendment in 1978 
when limited restrictions were placed on 
protected seed, the 1991 amendment which 
is now ratified, brought in very strong 
protection for the plant breeder. In this 
version, breeders arc not exempt from 
royalty payments tor breeding work and 
the exemption for farmers to .save seed has 
become provisional. The UPOV now also 
permits dual protection of varieties, that 
means in the UPOV system, the same 
variety can be protected by Plant Breeders’ 
Right (PBR) and patents. U would seem 
obvious that UPOV is ultimately headed 
towards patent protection for plant 
varieties. It would be wise for India to stay 
out of a system which has plant patents 
as Its goal since that is neither our goal 
nor our interest. 

The UPOV laws are formulated by 
countries which are industrial, not 
agricultural economics. In these countries 
the farming community is by and large rich 
and constitutes from 1 to 5 per cent of the 
population; thcii agriculture profile is 
completely different from ours. These 
countries do not have large numbers of 
small and marginal farmers, yet .subsidy 
to agriculture is of a very high order. 
Because they produce a ma.ssive food 
surplus, farmers in industrialised countries 
get paid for leaving their fields fallow. In 
Europe agriculture is a purely commercial 
activity. For the majority of Indian farmers 
however, it is a livelihood. These farmer*' 
arc the very people who have nurtured and 
conserved genetic resources, the same 
genetic resources lhat breeders want to 
comer under Breeders’ Rights. We mu.sl 
protect the rights of our farmers and these 
rights must be stated unambiguously in 
our sui generis legislation. 

Almost all agncultural research and plant 
breeding in India is financed with tax¬ 
payers' money. It is conducted in public 
institutions like agricultural universities 
and institutions of the Indian Council of 


Agricultural Research (ICAR). This 
research belongs to the public. Tile laws 
of UPOV on the other hand are formulated 
by societies where seed research is con¬ 
ducted more in the private domain than 
inpubltc institutions; where private capital 
finances plant breeding. Because they 
invest in expensive breeding methods and 
need to secure returns on their i nvestments, 
seed companies in Europe and North 
America seek market control through 
strong IPRs. These conditions do not apply 
in India. 

Another feature that midces the UPOV 
system unsuitable for us is its sheer cost. 
At a seminar organised jointly by the Indian 
Council of Agricultural Research (ICAR) 
and the UPOV in Delhi last year, the 
figures that were presented for obtaining 
an UPOV authorised Breeders’ Right 
certificate could be several thousands, even 
lakhs. Such rates will effectively preclude 
the participation of all but the largest seed 
companies. There certainly will be no space 
in such a system for small companies, 
farmers’ co-operativesorfarmer/breeders. 

In developing countries, farmers play a 
significant role as breeders of new varities. 
They oltcn release very .successful varieties 
by crossing and .selection from their fields. 
These varieties arc released tor use as 
such. In addition, in almost all cases, these 
varieties arc taken up by agriculture uni¬ 
versities a.sbiicedtng material for producing 
other varieties. Such farmer/breeders 
would not be able to participate in an 
cxpeasivc system like the UTOV. Their 
material along with their labour and 
innovation would be misappropriated by 
lho.se with the money to translate such 
valuable gcrmplasm into money-spinning 
varieties registered in the UTOV. Poor 
lanncrs unable to pay the costs of getting 
an IIPOV certificate, would lend to sell 
their varieties for small sums to larger seed 
companies. This will be the ultimate irony, 
creating an iastitution that will snatch away 
I rom the farmer his material and his oppor¬ 
tunities Gene Campaign and the Centre 
lor Environment and Development present 
here an alternative treaty to UPOV to 
provide a forum for developing countries 
to implement their farmers’ and breeders’ 
rights. This treaty is called the Convention 
of Farmers and Breeders. CoFaB' forshort. 
CoFaB has an agenda that is appropriate 
for developing countries. It reflects their 
slicngths and their vulnerabilities. Ii eeks 
to .secure their interests in agricultun. md 
fulfil the fo(Kl and nutritional security go.tis 
of thcirpcoplc.'Thisireay between develop¬ 
ing countnes .seeks to fulfil the following 
goals; 

- Provide reliable, good quality seeds to 
the small and large farmer. 
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- Maintain genedc diveiBHy in tfw fiekt < 

• Plrovt<le fwfafceden of new varieties 

to have protection for their varieties in the 
maiiciet, wilhoutpe^iidioeto|HibticinleiesL 

-Acknowledge the enormous contri¬ 
bution of fanners to the identification, 
maintenance and refinement of germplasm 

- Acknowledge the role of farmers as 
creators of luid races and traditional 
varieties which form the foundation of 
agriculture and modem plant breeding. 

- Emphasise that the countries of the 
tropics are germplasm owning countries 
and the primaiy source of agricultural 
varieties. 

-Deveir^ a system wherein farmers 
and breeders have recognition and rights 
accruing from their respectivecontribution 
to the creation of new varieties. 

The salient features of CoFaB are as 
follows: 

(1) Farmers’ Rights: Each contracting 
state will recognise the rights of farmers 
by arranging fortlwcolleaionof afarmers' 
rights fee from the breeders of new 
varieties. The farmers’ rights fee will be 
levied for the privilege of using land races 
or traditional varieties either directly or 
through the use ot other varieties that have 
used land races and traditional varieties, 
in their breeding programme. Farmers’ 
rights will be granted to farming com¬ 
munities and where applicable, to indi¬ 
vidual farmers. Revenue collected from 
farmers’ rights fees will flow into a 
National Gene Fund (NGF) the use of 
which will be decided by a multi-stake¬ 
holder body set up for the purpose. The 
rights granted to the farming community 
under farmers’ rights entitles them to 
charge a fee from breeders every time a 
land race or traditional variety is used for 
the purpose of breeding or improving a 
new variety. Rights granted to the fanner 
and farming community under farmers’ 
rights are granted for an unlimited period. 

(2) Breeders' Rights: Each member state 
will recognise the right of the breeder of 
a new variety by the grant of a special title 
called the plant breeders’ right. The plant 
breeders* right granted to the breeder of 
a new plant variety is that pnor authonsa- 
tion shall be required for the production, 
for purposes of commercial and branded 
marketing of the reproducti veor vegetative 
propagating material, as such, of the new 
variety, and for the offering for sale or 
marketing of such material Vegetative pro¬ 
pagating material shall be deemed to 
include whole plants. The breeder’s right 
shaliextendtoomamental plants orparts of 
these normally marketed for purposes other 
than propagation when they are used com¬ 
mercially as propagatingmaterial in the pro¬ 
duction ot ornamental plants or cut flowers. 


Authorisation by the Ineedo- sbaR not 
be required eilJ»r for the utilisation of the 
new variety as an initial source of variation 
for the purpose of creating other new 
varieties or for the marketing of such 
varieties. Such authorisation shall be 
required, however, when the repeated use 
of the new variety is necessary for the 
commercial production of another variety. 
At the time of application for a plant 
breeders* rights, the breeder of the new 
variety must declare the name and source 
of all varieties used in the breeding of 
the new vari^y. Where a land race or 
farmer variety has been used, this must be 
specially mentioned. 

In order to promote a more sustainable 
kind of agriculture and without any 
prejudice to the quality and reliability of 
the new variety, CoFaB enjoins breeders 
of new varieties to tty to base the new 
variety on a broader rather than a narro¬ 
wer genetic base, in order to maintain 
greater genetic vanability in the field. 
Further .i variety for which rights arc 
claimed must have been entered in field 
trials for at least two cropping seasons 
and evaluated by an independent insti¬ 
tutional arrangement. The breeder at the 
time of getting rights will have to provide 
the geneology of the vanety along with 
DNA finger printing and other molecular, 
morphological and physiological charac¬ 
teristics. The right conferred on the 
breeder of a new plant variety shall be 


gr«itedforafimitedpenoa,<iq)eiia^ 
dw variety. 

In the event of a variety becomlog sus¬ 
ceptible to pest attack, the nonnd period 
of protection may be ctutmied to prevent 
the spread of disease. In order to monitor 
this, periodic evaluations will be undn- 
taken. The breeder or his successor shall 
forfeit his ri^ when he 'is no longer in a 
position to provide the competent authority 
with reproductive or propa^ng material 
capable of producing the new wiety with 
its morphological and physiological 
characteristics as (fefined whra the right 
was granted. The breeder will also forfeit 
his right if the ‘productivity potential’ as 
claimed in theapplicatirm is no longer valid. 

To give primacy to the goals of food 
security, it has been provided in CoFaB 
that the right of the breeder will be forfeited 
if he is not able to meet the demand of 
farmers, leading to scarcity of planting 
material, increased market price andmono- 
polies. If the breederfails todisclose infor¬ 
mation about the new variety or does not 
provide the competent authority with the 
reproductive or propagating material, his 
right will be declared null and void. 

Note 

I The CoFaB booklet containing the full terl of 
the treaty can be obtained by sending a self 
addressed envelop (sire 2Scin x I Sem) bearing 
stamps worth Rs 20/- to Dr Suman Sahar 
J-235i/A Sainik Farms, Khanpur; New Delhi 
110062 
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This book takes a fresh look at the perennial problem of the divide between 
the Hindus and Muslims and the partition of India it let to. Historical rea¬ 
sons have been analysed in the study in considerable depth and conclusions 
have been drawn. How the separatism assisted the dark forces which led to 
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able to salvage its unity despite the partition and the direat to it have been 
examined with candour, which the doctrine of two nations led to the creation 
and division of Pakistan and the inevitable divisiim of tlw Muslims of the 
sub-continent into three nations. 


8J‘Zl2~059J‘3 1998 296pp 23cm cloth index 


Rs.450 


as 

CYAN 


I {.\\\ r.OOKS r\l'. Ml), 

//s/, l',l lStll\<, IIOI SI 

\ ! I -..M I l\( Mil I K II II Ill'll'!' 

I'h \?;s SK.iI, I ,(\ ')| lill i ; ; ’s-'i! I 

I \ 1 .111 Jill ;iII 'I, I lo 1\ ^l 11 11 jl ill 


580 


Economic and Political Weekly March 6-13, 1999 




'Mrror Politics: ‘Fire’, Hindutra 
and Indian Culture 

Marjr E John 
T«;|aswiiii NiraoJana 


With the immediate danger of a possible ban now behind us, it may 
be us^l to look at ‘Fire' more carefiUly and raise certain questions 
in the context of the recent controversy and acclaim. Shouldn't we go 
beyond identifying good and bad images of women to investigate the 
critique of patriarchy that a film like 'Fire' provides, and the 
characterisation of the feminist self that it makes available? 


THE film Tire*, directed by the Canada 
based film>malcer Deepa Mehta, made a 
relatively unobtnisive entry into India a 
few years ago after its initial release in the 
west and other parts of the world: It was 
shown on video by a number of women’s 
groups and at film festivals, and received 
mix^ reviews in the Indian press, the 
international awards notwithstanding. Last 
year the film was cleared by the censor 
board for commercial screening, and, to 
the pleasant surprise of many, without any 
cuts. Indeed, ’censorship’ took the unusual 
but significant turn of demanding solely 
a change of names - ‘Sita*, the younger 
sister-in-law, was to be renamed ‘Nita*. 

A few weeks after its opening across the 
country, the film hit the headlines with 
accounts of attacks by Shiv Sainiks who 
targeted the cinema halls in Mumbai and 
Delhi where Tire’ was being viewed. In 
Mumbai the Shiv Sena action was fuelled 
by reports of a special screening for women 
only. In Delhi, the reasons cited by Shiv 
Sena and Mahila Aghadi members fur the 
film’s offensiveness ranged from its 'vul¬ 
garity’ and ’lesbianism’, to the “five- 
minute long abuse of an Indian national 
(laved Jaifrcy) by a Chinese". Soon after 
these protests and the controversy that 
ensued, Bal Thackeray himself publicly 
announced that he would have no objec¬ 
tions to the film being re-released on 
condition that the names of both the 
female protagonists Radha and Sita/Nita 
be switched to Shabana and Saita. 

As a result of the attacks at the New 
Empire and Cinemax theatres in Mumbai 
and Delhi's Regal cinema, ‘Hre* was 
withdrawn from these cities. In the rest of 
the country, however, the controversy over 
the fl Im had die opposite effect of expand¬ 
ing the number of venues and shows; in 
cities like Hyderabad and Bangalore, 
tickets were only available in black. Large 
' public protests condemning the Shiv Sena 
action and the wididrawal of the film were 

H 


organised in many places, spanning repre¬ 
sentatives from the cinema and the arts as 
well as feminist, gay and lesbian organis¬ 
ations. Numerous articles, even editorials, 
made their appearance. The opinions and 
responses of the director Deepa Mehta 
were especially sought after, in print and 
on television 

It is worth undersconng the significance 
of the overwhelming support for the film 
and the broad-based public outcry against 
the attacks on it. As feminists who par¬ 
ticipated in theopposition against the fi im’s 
unwarranted withdrawal, both of us were 
called upon to discuss the film, amidst the 
widespread acclaim that surrounded it. 
Women’s organisations - and especially 
gay and lesbian groups who played a 
leading role in these counter-protests - 
raised key issues relating to questions of 
‘obscenity’, on the one hand, and gay/ 
lesbian rights, on the other. On the whole, 
however, these issues tended to get def¬ 
lected if not lost in the dominant focus on 
the Shiv Sena attacks. Moreover, critiques 
of the film itself were muffled in an overall 
atmosphere that sought to protect the funda¬ 
mental right of freedom of expression, and 
maintain as great a distance as possible 
from the agendas of the Hindu right. 

Recent news reports tell us that, in spite 
of being sent back to the censor board, the 
film has been cleared without any changes 
whatsoever. In Delhi, Regal cinema is 
once again screening the film. This is a 
significant achievement. With the im¬ 
mediate danger of a possible ban now 
behind us, it may perhaps be useful to look 

Tire’ more carefully, said raise certain 
questions in the context of the recent 
controversy and acclaim. Does our whole¬ 
hearted opposition to the Shiv Sena pro¬ 
tests require that we celebrate the film? 
What are the responsibilities of feminist 
filmcriticisminttecurreiitccMitext? Should 
not we go beyond identifying good and 
bad images of women to investigate the 
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critique of patriarchy thaSnf^mUke ‘Fire’ 
provides, and the characterisation of the 
femimst self that it makes available? In¬ 
deed, we would like to argue that acritiqiie 
of the film is necessary in order to advance 
our understanding of questiems of femi¬ 
nism and sexuality today. 

’Fire’ represents patriarchy as being 
founded on the denial of female sexuality. 
A whole range of oppressive structures 
targeting myriad aspects of women’s lives 
become obscured in this narrowing of 
critical range, this compulsion to name a 
root cause of women’s subordination. 
CcHitrol of female sexuality is surely one 
of the ideological planks on which patri¬ 
archy tests. But by taking this idea liter¬ 
ally, the film imprisons itself in the very 
ideology it seeks to Eght, its own version 
of authentic reality being nothing but a 
mirror image of patriarchal discourse. 
‘Fire’ ends up arguing that the successful 
assertion of sexual choice is not only a 
necessary but also a sufficient condition 
- indeed, the sole critenon - for the eman¬ 
cipation of women. Thus the patriarchal 
idrologyof‘control’is firstredi^to pure 
denial - as though such control did not 
also involve the production and amplifi¬ 
cation of sexuality - and is later simply 
invertedtqproducethefilm’sown vision of 
women’s liberation as free sexual ’choice’. 

This reduction of woman to her body 
IS accompanied by the equation of patri¬ 
archy with Indian culture and tradition, 
epitomised by theimprisonmentof‘Radha’ 
and ’Sita’ (later chwged to Nita) within 
the confines of the Hindu Joint family. In 
a televised interview some yean ago, 
Deepa Mehta had said that the film was 
about the changes in Indian tradition due 
to the new openness fostered by global¬ 
isation. Repressed female sexu^ity thus 
emerges yet again as the quintessential 
emblem of an oppressive ’tradidoiud’ 
culture in need oftransformation by outside 
forces. The counter-agendas of the Hindu 
right - claiming to protect ’Indian culture’ 
from the inroads of ’alien’ sexualities - 
are but a mirroring of this prior construc¬ 
tion and staging, whose colonial roots 
need no reitenttion here. 

The attraction and unconventionality of 
the film, especially for women, centre in 
its depiction of a lesluan relationship. And 
yet, Deepa Mehta has repeatedly dis¬ 
avowed any such identification: The filin. 
she avers, is about loneliness, not tes- 
bianism. “Lesbianism is just another 
aspect of the film. It is probably the last 
thing they resort to when they derive a 
certiun confidence out of the relat'ionslup’’ 
(Indian Express interview, December 13, 
1998). In another interview, she said that 
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lesbianism was *only periphenl’ to tlief 
theme of the film. “It is about how to be. 
compassionate and in fact the film propa¬ 
gates tolerance” (December 5,1998, PTI 
from Matrix). Most interviewers see her 
as ‘fighting the lesbian label’ - as she 
herself puts it; "If anything, the film’s 
about choices. Hindu concepts of toler¬ 
ance, non-judgmentalism, compassion. 
The incredible loneliness of being that’s 
often the lot of women in India” (Outlook, 
November 30.1998). Are we witne.ssing 
another kind of mirroring here, this lime 
of hindutva, which claims that Hinduism's 
supreme virtue is, indeed, tolerance? 

Taking their cue from Mehta’s attitude, 
Madhu Jain and Sheela Raval in India 
rodla>'(‘IreoverFire’,December2l. 1998) 
speak about placard-waving lesbians steal¬ 
ing the limelight during the candlelight 
protest outside Regal cinema in Delhi. The 
"broader issue of freedom of expression 
and tolerance had got derailed by the 
lesbian debate”, they say. A ‘surprised 
Mehta', according to them, declares: “1 
can’t have my Tilm hijacked by any one 
organisation. It is not about ie.sbianism, 
it’s about loneliness, about choices” (p 80). 
Shabana Azmi, who won an international 
award for her portrayal of Radha in the 
film, also participated in the print media 
discussion of the controversy. According 
to her, “love between individuals belong¬ 
ing to the same sex is only one of the issues 
raised by ‘Fire’. The larger issue is that 
of empathy” [Azmi 1998]. 

Most film critics, with some important 
exceptions, have also failed to engage 
with the lesbianism of the Tilm. preferring 
to look upon it as incidental. In the film 
itself, the narrative is set in motion by the 
negative, even traumatic, sexual experi¬ 
ences of the two sisters-in-law in their 
respective marital relationships: Radha. 
who is infertile, has to contend with a 
celibate husband who mu.st also ‘test’ his 
celibacy in bed; Nita’s boorish husband 
has rough sexual intercourse with her after 
their marriage, but spends the rest of his 
time with his girl-friend, a Chinese hair- 
dres.ser. Though the younger woman dis¬ 
plays some agency of her own - impul¬ 
sively changing into men’^ trousers, light¬ 
ing up a cigarette and putting on dance 
music soon after her arrival from a love¬ 
less honeymoon, and kissing her sister-in- 
law at an early moment in the film - this 
does little to mitigate the overall sense of 
these women’s sexual victimisation. Such 
negativity therefore feeds the all too 
common stereotype that people become 
gay when deprived of normal sex. One is 
reminded of the media coverage over a 
decade ago when two police-women in a 
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. smalltowninMadhyaPrad^dbcidedlo 
get married. Elaboiide accouMs of these 
women’s personal histories were produced 
to show how it was their suffering at the 
hands of a cruel society that drove them 
to such a decision; little allowance was 
made for the possibility of an affirmative 
sexual relationship. Both in this story and 
in ‘Fire’, the women are depicted as re¬ 
lating to each other only due to the non¬ 
availability of men. 

It is one thing for a particular film to 
suffer from a reductive view of how 
patriarchy operates. But it is quite another 
when femini.st critics effectively repro¬ 
duce the problems inherent in the film on 
an even larger scale. Carol Upadhya’s 
remarkable commentary on ‘Fire’ (EPW, 
December 12-18.1998) does this through 
a form of argumentation that also proceeds 
via a .series of minors; Indian culture is 
nothing but the male control over female 
sexuality, a belief held by the Hindu right, 
but also by our NRIs and the educated 
middle cla.sse$ more generally. Stray con¬ 
versations initiated by strangers on trains 
about the sexual permissiveness of the 
we.st are presented by Upadhya as ultimate 
proof of this essential core of Indian tra¬ 
dition. In IJpadhya’s view the women’s 
movement in the west has succes.sfully 
linked the struggle for gender equality 
with .sexual freedom. However, Indian 
feminists, .she argues, have been silent on 
the issue, and urgently need to launch a 
counter-attack by taking their cue from 
‘Fire’. This silence is all the more culpable 
because control over female sexuality, says 
Upadhya. is at the centre of all the other 
issues-of violence, family, ca.sie and class 
- which Indian feminists had thought more 
pressing. The essay concludes by calling 
for a direct attack at the “root of both patri¬ 
archy and castc/class hierarchy" through 
the demand that “control over one’s sexual 
and reproductive life, including free choice 
of sexual partner of either sex” be a fun¬ 
damental right protected by law. 

One is hard put to know where to begin 
in untangling the series of assumptions 
and conflations being made in this com- 
mcntaiy. Arc we being asked to believe 
that patriarchy and gender oppression have 
a single rcxit cause located in the lack of 
personal sexual choice? When the 
women’s movement first coined the slo¬ 
gan ‘the personal is the political’ the point 
was surely not to reduce the political to 
an unproblematic notion of the personal 
in which ‘only the personal is political’. 
Indeed, the .sharpest feminist critiques were 
those that interrogated the ideological 
construction of free choice, the compul- 
.sory institutions of heterosexuality, the 


annial polftlcs of vitoal 
patriarchal stractures of ftie law, WB& ao 
on. By Upadhya’s logic, since most 
westerners "mxefk the idim that everyone 
has a rigitt to define and control his or hm- 
sex uality and to choose thcarown telatioii- 
ships” (p 3177), patriarchy and domina¬ 
tion should have vanished in the west, but 
for the presence of the Christian right. 

This isnotthepiace to provide an account 
of the ways in which sexuality has been 
a subject of wtivism and inquiry in the 
Indian women’s movement and elsewhere. 
We have come to question the very notion 
of a cmspiracy of ‘silence’ on our pan ‘ 
Moreover, the idea that the west has 
successfully addressed and resolved is¬ 
sues of sexuality, while we remain mired 
in our repressions and misplaced priori¬ 
ties, is not just patronising, but open to 
considerable doubl.^ This way of posing 
the problem takes us nowhere because it 
reproduces exactly the same play of mir¬ 
rors in which the Hindu right is trapped. 
(A little over two years ago, women from 
the Hindu right attacked the Miss World 
contest in Bangalore for its encourage¬ 
ment of ‘alien’ western sexual norms. Why 
did not we go all out to defend and cele¬ 
brate the beauty pageant's liberatory 
potential for us ail?r No one would deny 
that as a subject of scholarship, the Held 
of sexuality in India is a relatively.new 
one and still largely uncharted. But pre¬ 
cisely for this reason it is conceptually and 
politically hazardous to jump to the most 
far-reaching conclusions on this theme. 

A film like ‘Fire’, which draws on the 
aesthetic/political space of the alternative 
‘art’ film, raises corresponding expecta¬ 
tions regarding its feminist politics. We 
have already remarked on how women’s 
oppression is seen to be exclusively an¬ 
chored in the denial of female sexuality. 
Ail the characters in the film are actively 
sexuali.sed in various ways, with the 
possible exception of the old widowed 
mother, bebridden and unable to speak. 
.The prisoner of a paralytic body, she can 
only react helplessly, Imt with anger and 
disgust, at the displays of sexuality she has 
to see and hear. CMherwise, female agency 
is overwhelmingly translated in sexud 
terms. In a marginal figure like the Indian- 
Chinese girl-friendof the younger brother, 
agency takes the form of refusal - refusal 
to marry into and be suffocated by the joint 
family system. Subsequently we hear of 
her decision to leave India for a better life 
in Hongkong, suggesting that her sexual 
independence has no future here, not even 
in the heart of the capital, but requires the 
more liberated space of an east Asian 
modernity. (It is her father who berates 
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dxwt cohdhions in bdia. 
-acisin.) 

As the relationship of the two sisters- 
iii»law evolves, so too <fa) their conftcn- 
tations with their husbands, s^iich is how 
the central narrative is propelled to iu 
uhhnate climax. The dramatic conclusion 

the film shows Radha joining Nita in 
pouring rain at the Nizamuddin dargah 
after Iwr-'ordeal by Hre*. Simultaneously 
evoking ‘sati’ and 'Sita’, but also dowiy 
deaths, 'fire' has evolved into a powerful 
western stereotype of the Indimt woman’s 
annihilation by Hindu religion and cul¬ 
ture.^ Here, ‘fire’ symbolises the purity 
and goodness of the space of the couple, 
which is thus contrasted to that of the joint 
family, as though patriarchy lodges .solely 
in the latter, and not in contemporuy 
society at large, both public as well as 
private, 'traditional’ as well a.s 'modem'. 

But this is not the only way in which 
the agency of the women is structured by 
the ftlm. In a significant scene, Radha 
discovers the servant of the hou.se mas¬ 
turbating in front of a porn film (secretly 
jjtrocured from the family video shop), 
^adha’s horror and disgust more than 
matches that of the mother-in-law; she 
demands that he leave the house, in spite 
of his pleas, and in spite of his threats to 
tell the family what he knows about her 
and Nita. Thus, in the film’s own repre¬ 
sentational practices, sexual freedom takes 
the form of affirming the right of the two 
women to 'express’ their sexuality, to leave 
the household to build a new life for 
themselves, but the affirmation is made 
against the vilified sexuality of the ser¬ 
vant, whose actions result in his being cast 
out by Radha herself. In other words, we 
arc shown the emergence of the feminist 
self being enabled in part by the rejection 
ir of other claims to sexual expression. The 
contrasts are stark; the women arc treated 
with high seriousness, the male .servant 
provides comic relief. The lighting and 
camera angles play up the women's beauty 
and satirise the servant as misshapen. The 
expressive and emergent feminist self 
becomes thus coded in the film as upper 
caste and middle class, defined against 
subjectivities that are neither. 

Ibe class-caste prejudices of the film 
are frequently echoed, albeit in a different 
mode, in the language of those protesting 
theprotesuagainst ’Fire’. Women’s rights 
were commonly defended against the 
'lumpen’ and 'lunatic’ vandalism of the 
Shiv Saiiuks. Women Shiv Saintks, mem- 



'bets of the Mahila Aghadi, who led the 
r charge in Mumbai were variously depicted 
kjspawns,a‘'williog vehicle for^ version- 
ary violoice” by male Shiv Sainiks, but 


al^ as 'mean* and ‘ptiaiMBsmagorial’, 
stupid and igmmnt (‘The wrong end of 
die telescope’. The Tiities of ItuHa, De¬ 
cember 6, 1998). Over and over again, 
these protesters were condemned for dieir 
lack of decorum, a charge which has also 
been levelled in the past against women’s 
groups, daiit protesters and left activists. 
Practically everyone, including the BJP, 
has sought to distance themselves, from 
the attacks on the film, making it clear that 
‘civil society’ will not permit inodes of 
protest which are not endorsed by norms 
of parliamentary deihocracy. Our com¬ 
ment should not be read in any way as a 
gesture of support for women Shiv Sainiks* 
attacks on ‘Fire’; ail we want to do is draw 
attention to how we affirm the idea of 
women’s ‘liberation’ in opposition to the 
repressed ‘Bharatiya Nari’ whose 'violent 
sublimation’ is manifested in going 
‘berserk’. Rethinking these simple oppo¬ 
sitions may help us interrogate those ideas 
of liberation which have entered feminist 
common sense and thus become exempt 
from critical scrutiny. 

The counter-protests - particularly those 
by lesbian and gay groups - have helped 
to foreground two critical issues, both of 
which have been unsatisfactorily addressed 
in the women’s movement so far. The first 
is the question of ‘obscenity’, which dates 
back to the 1970s, when women's groups 
across the country blackened film hoard¬ 
ings with explicitly sexualised images of 
women. We have come a long way from 
the days when depictions of sex and 
violence were automatically clubbed to¬ 
gether as a common problem for the 
movement. However, the dominant femi¬ 
nist attitudes towards the so-called ‘r^jecti- 
fication’ of women in the media have not 
really changed significantly. In fact, these 
attitudes are currently undeigoinga revival 
amidst widespread panic over the per¬ 
ceived proliferation of visual sexual im¬ 
ages under globalisation. During the ‘Fire’ 
controversy, many feminists were, per¬ 
haps for the first time, on the ‘other’ side, 
joining the ranks of those who sought to 
criticise the relationship between sexuality, 
obscenity and censorship. Does this indi¬ 
cate, then, that a questioning of hitherto 
well-entrenched positions is under way? 

It is as yet unclear whether such a 
conclusion is justified, especially in light 
of the visual politics of the film itself on 
the very question of obscenity. ‘Fire* 
actively promotes the othering of porno¬ 
graphy by suggesting that pornography's 
primary function is to corrupt. The poten¬ 
tial objectsof such ‘corruption’ range from 
non-middle class men like the servant to 
the bodies and minds of children (one 


scene focuses on young schoolboys effger 
to check out blue films at die vidro shop). 
Through these self-reflexive gestures, 
‘Fire’ effectively elevates itself onto an 
aesthetic level of distinction unsullied 
the immorality and indecency associated 
widi pornographic sex. 

Some commentators have tried to under- 
minetheShivSainiks’claiinsof protecting 
Indian culture from immorality, by provid¬ 
ing long lists of all the "obviously pniricnt 
and semi-pomographic films” in Delhi 
which the Sena members left untouched 
during the attackson ‘Fire’ [Bidwai 1998:9]. 
One suspects, therefore, that a wholly 
different categoiy is being employed in 
the dominant discussions of ‘Fire’; The 
freedom of expression of ‘Fire’ cannot be 
censored because it is not obscene; rather, 
it is ‘art’, unlike pornography, beauty 
contests, or commercial Hindi cinema. 

It is not accidental that the very sections 
of the women’s movement most out¬ 
spoken against obscenity havealsotended 
to view sexuality primarily as a gay and 
lesbian prcdilem. As lesbian feminists have 
had to point out repratedly, such an un¬ 
derstanding not only naturalises hetero¬ 
sexuality as institution and ‘choice’, but 
completely fails to recognise the multiple 
structures of heterosexual privilege which 
have margiaalised homosexuality in the 
first place. Whatever subversive potential 
‘Fire’ might have had (as a film that makes 
visible the 'naturalised' hegemony of 
teterosexuality in contemporary culture, 
for example) is nullified by its largely 
masculinist assumption that men should 
not neglect the sexual needs of their wives, 
lest they turn lesbian. 

It is particularly disingenuous that most 
commentators on the ‘Fire’ conuoversy 
have been writing as though the Hindu 
right in general and the Shiv Sena in 
particular were the sole proprietors of 
patriarchy and sexual intolerance. Only a 
few years ago, leftist writers in Andhra 
were second to none in their vituperative 
attacks on some feminist Telugu poeu for 
writing allegedly ‘blue’ poetry. In a dif¬ 
ferent vein, during the 16th congress of 
the CPI(M) held in Calcutta in October 
1998, the general secrctaiy of the All India 
Democratic Women's Association 
(AIDW A) publicly and dramatically with¬ 
drew her membership from the central 
committee in order to draw attention to 
the resilient patriarchal sinictures of the 
party, which has no women activists 
represented in any of its higher bodies.^ 

We may have some justification in 
scoffing at the Mahila Aghadi for believ¬ 
ing, for instance, that lesbianism would 
lead to the end of reproduction and future 
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population ^vytii. The occasioniti 
mentary provicfes bits of information aboul 
an autistic Indian tradition of lesbianisiii 
as further proof of ‘their’ ignorance about 
‘our’ culture. But how well-informed are 
‘we’ really, orDeepaMehtaforthat matter? 
If the last decade has witnessed greater 
visibility around gay and lesbian issues, 
this is overwhelmingly due to the efforts 
of gays and lesbians who have received 
loo little public support from the women’s 
movement or other democratic organi¬ 
sations. Heterosexual feminists in India 
show few signs of being aware of the costs 
and risks lesbians bear on a daily basis, 
both in their private and professional lives, 
nor of their complex strategies of survi val. 

Nevertheless, the ‘Fire’ controver-sy can 
justly claim credit for having made les¬ 
bianism publicly visible, even acceptable. 
The term is now frequently heard in the 
media, and continues to be a common 
subject in conversations. School children 
in Delhi, we have been told, refer to ‘Fite’ 
as a nim about ’shaadi between women’. 
At a women’s studies refresher course for 
college teachers held at Jadavpur Univer¬ 
sity in Calcutta during the height of the 
controversy, participants demanded that 
homosexuality be debated at an early point 
in the course. Many gays and lesbians 
across Indiaareproducingreadingsof ‘Fire’ 
thatfuregroundtiieissueofsame-sex relation¬ 
ships. A broad-ba.sed ‘Campaign for 
Lesbian Rights’ has been formed in Delhi 
in the wake of the ainuoversy to build awarc- 
ness that “discrimination on the basis of 
sexual orientation/preference is a violation 
of basic human rights’’, and to counter the 
widespread mi.srepresentalion of lesbian 
lives in the media and society. ‘Fire’ has 
thus become a rallying point for gay people 
who see it as an occasion to reiterate their 
commitment to the public di.scussion of 
sexuality and sexual preference. 

Such is the democratising potential of 
the commercial circuits of the cinema in 
India that the controversy around ‘Fire’ 
has been able to feed into the public sphere 
and create spaces for hitherto marginalised 
struggles that go much beyond the prob¬ 
lematic politics of the film it.self. Wc have 
argued, however, that attention must be 
paid to the film’s specific framing of 
questions of women and sexuality be¬ 
cause of the impact such framing is likely 
to have on feminist politics, and more 
generally on popular notions of feminism. 
We suggested that ‘Fire’s’ unreflecrive 
class-caste assumptions help characterise 
the feminist self as one carrying certain 
maikers of privilege even as it claims a 
form of victimhood. We also pointed out 
that ‘Fire’s’ repre.sentation of the relation¬ 


ship between patriarchy and female 
ality mirrored the former’s reductive 
biologism. The task that lies ahead for die 
women’s movement would involve, it 
seems to us, not only a refusal of the 
normalisation of the heterosexual seif but 
also a dismantling of the feminist seifs 
hidden caste-class and community mark¬ 
ers. In this task we need to shape a politics 
that does not lapse into the mirror-play 
retailed by the fiim. the Hindu Right, and 
some liberal/leA initiatives. 

Notes 

[We would like to acknowledge the use of the 
Fire dossier at the Centre for the Study of Culture 
and Society, Bangalore, and the media file at the 
Centre for Women's Development Studici, New 
Delhi.] 

1 To take but a few examples from within 
scholarship in India, see Ubesoi (1996), Thopan 
(1997) and John and Noir (1998). 

2 The western literature on the subject might be 
vast; but this hardly implies that que.stions of 
sexuality have bera resolved. For different 
accounts - sympathetic but critical - of the 
feminiu debates or ‘sex-wars' of the I98()s, 
sec Rubin (1984), Rich( I986)and Kingf 1990). 
Gayle Rubin's essay is particularly noteworthy 
for Its sense of disappointment, if not betrayal 
by the exclusionary sexual politics of other 
feminists. 

3 The Bangalore contest was attacked by both 
left and right groups, including AIDWA/CPM, 
NFIW/CPI. KRRS, and the BJP. For a fuller 
discussion of the limitations in the political 
vocabulary employed by the protestors against 
the beauty pageant, see John (1998) and 
Niranjana (1999). 

4 For a fuller elaboration of this stereotype in 
the context of the United States, sec Uma 
Norayon’s discussion ‘Cross-Cultural Con¬ 
nections. Border-Crossings and “Death by 
Culture” ‘ in Norayan (1997). 

5 In Its IO-pagecoverageoflheCPI(M)congiess, 


wen 4*. icfwM. • jpimuA w 
(Nov^iber 6 , I9M), wtMfre^vmtiy tiln 
up the cause of gender juelioe, ftmnd liwi 
unable to do more than ‘meetioii’ the nm 
raised by the AIDWA general lecretny. It i 
ironic that right wing political leaden Kk 
Uma Bharati have been much moo 
forthcoming in the media about the problem 
faced sin^e women in the BJP. 
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slate Regulatian V5 Market Forces 

Experience of India and Russia 

DdMlas Baneijee 

i- 

Policy-makers and academicians from India and Russia met at a joint 
seminar, 'State Regulation versus Market Forces in Transitional 
Economies’. They discussed the similarities and differences in the two 
countries’ situation at the beginning of economic reforms and in their 
experience of the reforms. 


THE Indo-Russian loint Seminar, as part 
of the IndO'Russian Joint Commission for 
Co-operation in Social Sciences, working 
since 1992, was held at Centre for Studies 
in Social Sciences. Calcutta in collabora¬ 
tion with Indian Council of Social Science 
Research, on December 10 and 12, 1998. 
This year the theme was: ‘State Regula¬ 
tion versus Market Forces in Transitional 
Economies'. "Analysis of positive as well 
as of negative experiences of our countries 
in carrying reforms therein, will help to 
find solution of the problems arising in 
%ie course of their implementation and to 
secure necessary correction and improve¬ 
ment in the reforms within the concrete 
environment peculiar to each of the coun¬ 
tries” - this message from J N Selezniov, 
(chairman of the State Duma of the State 
Assembly of the Russian Federation) 
briefly stated the objective of the aca¬ 
demic exchange. 

Igor Bratischev’s (MP and chairman. 
Parliamentary Sub-committee for Regional 
Socio-economic Development, the State 
Duma of the Federal Assembly of the 
Russian Federation) paper, ‘Ru.ssia; Eco¬ 
nomic Foundations for a National Anti- 
Crisis Programme’, explained the man¬ 
made systemic socio-economic crisis in 
-Russia. The situation this early autumn 
can only be described in terms of the 
‘theory of catastrophes'. The main cause 
of the national catastrophe that Russia 
experiences now is an anti-national ori¬ 
entation of the economic and political 
course being implemented by the 
comprador, mafia-type, corrupted rulers 
of Russia; the course which is directed to 
dismantle the country's economic poten¬ 
tial. undermine its competiti vene.ss at both 
international and domestic markets, 
sharply reduce production in the leading 
sectors of national economy, and obvi¬ 
ously ignore social factors. The reforms 
during 1991-98, implemented by force 
and under control of foreign experts, have 
'led to a disintegration of the economy, 
. degradation of the science, culture, indus- 
Vries and agriculture, pauperi.sation of 80 
per cent of Russia’s population, and a 
sharp lowering of Russian citizen’s lon¬ 


gevity. The country is quickly transform¬ 
ing into a raw material appendage of the 
west. The collap.se of the financial system 
in August 1998 was the result of accumu¬ 
lated indebtedness in the form of a finan¬ 
cial pyramid made of sovereign .short¬ 
term tonds, capital (light, and the lo.ss 
of confidence in the authorities. The 
monetarist policy of socio-economic trans- 
fonnations implemented by the govern¬ 
ment during 1991-98 became the main 
cause of Russia's misfortunes. 

Sergey Glaziev's (director. Research and 
Information, Federal Council of the Fed¬ 
eral Assembly of the Russian Federation) 
paper, ‘Key Measures for a Tran.sition to 
Economic Growth’, analysed the switch 
of money supply into speculation and the 
suppression of inflation by means of re¬ 
stricting money supply, that have caused 
the demonetisation of the real sector of the 
economy and, consequently, a payment 
crisis and a budget crisis. The state policy 
of promoting and supporting speculative 
instruments of market regulation, particu¬ 
larly the emission of super-high-yield 
government bonds and the build up of the 
government debt, resulted in an even more 
rapid outflow of capital from the produc¬ 
tive sphere into trea.sury bills speculation, 
a further aggravation of the payments crisis, 
and a decrease of tax revenues. The .second 
circle of cause and effect constitutes the 
collapse of demand, curtailment of pro¬ 
duction. increase of costs, and the decline 
of competitiveness. The.se two vicious 
circles induce a third: the lowering of 
production efficiency and the reduction of 
investments. The fourth circle, that is, the 
bankruptcy of productive enterprises, loss 
of national control over them, and the 
colonisation of the country, bring full circle 
the negative feedback, which perpetuates 
the processes of economic depression and 
the degradation of the productive sector. 
The de facto failure of mass privatisation 
as an instrument for the creation of effec¬ 
tive property owners, against the back¬ 
drop of the outflow of capital from the 
productive sector and the disintegration of 
the economy, encouraged the develop¬ 
ment of predatory motivations in business 


behaviour. To maintain a balance between 
inflation, growth and currency 
stabilisation, the central bank and the 
government are forced to guarantee high 
returns on investments in the government 
debt pyramid that prevents the growth of 
aggregate demand in the currency and 
commodity markets. Tlie following para¬ 
metric values summarise the current state 
of equilibrium: 

Treasury bills yields - 20-30 per cent; 
central bank refinancing rate - 20-30 per 
cent; 

profitability in the productive sector - 
5-7 per cent; 

capacity utilisation in manufacturing - 
around 40 per cent; 
unemployment - 10-15 per cent; and 
inflation - around 10 per cent. 

Igor Fominsky’s (director, All-Russia 
Research Institute under the Ministry of 
Economy of Russia for the Studies of 
External Economic Relations) paper, ‘The 
Role of External Economic Policy ii\ 
Protecting Russia's National Interests', 
focused on the problems arising out of the 
increased dependence of the Russian 
economy on external relations. During 
Soviet rule the exports-GDP ratio never 
exceeded 5 per cent, whereas in 1996-97 
it was 26 per cent. However, the depen¬ 
dence on fuej and raw material industries 
as exportables has increased significantly; 
43 per cent of the aggregate oil extracted, 
34 per cent of oil products, 36 per cent 
of gas, 72 per cent of mineral fertilisers, 
and 85 per cent of the domestic production 
of cellulose are now being exported. On 
the whole, fuel, raw material and semi¬ 
finished prixlucts together accounts for 
over 80 per cent of Ru.ssia's exports. The 
shrinkage of domcsiic market has made 
thccnormousexport growth in these sectors 
possible. This has precipitated a crisis. 
'Die European oil market - the key market 
for the Russian oil export - is saturated 
inter alia due to the growing oil produc¬ 
tion in the North Sea. The east European 
countries in their effort to reduce the 
imports of oil and oil products have been 
cutting supplies from Russia. There are 
certain reserves for expanding export 
deliveries of Russian gas. The Russian 
metal exporters are also faced with intense 
competition. 

The hasty liberaii.sation of the external 
economic relations has heavily damaged 
the domestic industry. It was obvious that 
the manufacturing sector which for de¬ 
cades developed in a closed economy 
would not stand competition from the west. 
The .situation was further aggravated by 
the disintegration of the Soviet Union and 
Comccon, hyperinflation, and collapse of 
domestic demand. Not only hi-tech indus¬ 
tries hut also light and food industries 
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afj^agagrkttltare. WlUkmi the pr^ 
tion of the domestic ntaiket, in solme 


maimer, it is imposabk to build up die 
capabiKty of the domestic industry to 
withstand global competition. This is not 
pfotectionism but selective support to the 
branches of production that are capable, 
within attme-hrame, of consolidating their 
position in the national market and Und 
niches in the world market. With the 
powerful scientiHc and technological 
potential, highly skilled specialists, such 
as in the defence complex, Russia cannot 
and must not agree to the role of a raw 
material adjunct to the west in the world 
economy. There remains a serious prob¬ 
lem of outflow of the Russian capital. This 
outflow, by the most conservative esti¬ 
mates, twice exceeds the size of inflow of 
foreign investments into Russia. 

The negotiation process for Russia's 
joining the WTO has been completed. 
However, the problem of subsidies of 
crisis-stricken areas permitted by the WTO 
(for at least first five years) has a crucial 
dimension for Russia. The question of 
subsidies assumes importance owing to 
Russia’s geographical position. Russia’s 
climate is among the world's most .severe 
ones. Its size makes communications 
difficult. Therefore, it is absolutely neces¬ 
sary to separate from compensatory 
measures the subsidies allotted to the 
northern regions in order to support nor¬ 
mal living conditions, regular communi¬ 
cations, stable work of enterpri.ses of 
nationwide importance there. It is also 
essential for Russia to develop the trade 
in services. However, Russia’s joining the 
WTO and General Agreement on Trade 
in Services (GATS) entails great difficul¬ 
ties. First, the domestic services sector is 
not fully provided with nece.ssary legal 
facilities that could regulate this sector 
and meet the GATS requirement!;. For 
instance, there are so far no laws on agency 
in export and import transactions and on 
international technology transfer, outdated 
ate the regulations on transportation, and 
there is no legal facility even for the space 
exploration sector. Second, the Russian 
services sector is not competitive enough 
to actively participate in expanding trans¬ 
actions. 

Prabhat Patnaik’s (Jawaharlai Nehru 
University) paper. ’On Some Theoretical 
PremisesUnderlying the Advocacy of State 
Intervention’, raised questions about state 
intervention in the contemporary world. 
The territorial jurisdiction of the stale in 
question has usually been taken to be ai- 
terminus with the geographical bound¬ 
aries of the nation, and within this ‘closed’ 
universe the theoretical issues of what the 
market cim achieve, whetherthe state needs 


to intervene and how it should do so, have 
been debated. However, the question o' 
state intervention in the contemporary 
world cannot be adequately discussed 
unless one keep.s in mind the fact that the 
market we are talking about is usually the 
international market, while the slate is a 
nation-state. Eclectic prdpositions like * we 
need both the state and the market’ are 
sometimes advanced to bypass the 
liberalisation debate. In a liberalised 
economy, the state should continue to 
provide and even step up inverstment in 
infrastructure; it should continue to incur 
and even step up expenditure on educa¬ 
tion, health, social safety net. and on .social 
sectors generally. To do all this however 
the state needs resources. But a liberalised 
economy neces.sarily restricts the ability 
of the state to raise resources. It cannot 
in such an economy raise much direct tax 
revenue. Since it has to compete with 
other countries to attract direct foreign 
investment it must tax foreign capital 
lightly. And since it has to maintain a 
certain inter sc equity in the matter of 
taxing domestic as compared to foreign 
capital, as well as in taxing personal 
incomesascompared tucorporatc incomes, 
it cannot go far along the direct tax route. 
Likewise it cannot use indirect taxes for 
much revenue mobilisation since customs 
duties have to be cut and this also prevents 
any significant reliance on excise duties 
(if domc.stic producers are not to be dis¬ 
criminated against). And finally, it cannot 
raise the fiscal deficit too much since this 
would frighten off speculators and gen¬ 
erate overt or covert capital flight. In short, 
the ta.sks supposedly left to the state are 
tasks which the very nature of the economy 
prevents it from carrying out. Those who 
arc critical of the institutionalisation of a 
liberalised economy are often accused of 
merely pursuing some old-fashioned ideo¬ 
logical agenda in defiance of the ‘common 
sen.se’ approach of using both the slate and 
the market. Underlying all these positions 
is the belief that any arbitrary mix of state 
intervention and market operation is 
possible, that there exists no tension 
between the two. While this may be true 
of Keynesian situations, it is not true in 
the context of developing economic-s. and 
transitional economies, where the argu¬ 
ment of state intervention is fundamen¬ 
tally different from what one usually 
enc'ountcrs in economic theory. 

One clcai distinction between the tran¬ 
sitional and (he developing economies is 
that the former are switching over from 
centralised command-control regimes to 
.systems with much greater reliance on 
market mechanism. Naturally, the institu¬ 
tions that support market operations are 
largely vestigial or even non-existent in 


(Apse countrks, other hmi, i 
latter while chathc^^ (dtea by co 
spicuous and pervasive govemtientinte 
venfions in the tiuaketplace, do passes 
a network of institutitms to support marke 
operations. Anindya SenandSaiyoy Bast 
(Indian institute of hfanagement. Calcutta, 
in their paper, ‘Social Norms and Lega! 
Sy.stems in Developing and Transitional 
Economics’, discussed the importance ol 
social and cultural facets constituting a 
regulatory framework with popular com¬ 
pliance, either on moral grounds or ac¬ 
cording to a more mundane cost-benefit 
calculus, as an ingredient of deveiopnient 
policy. The gains in terms of long-run 
economic efficiency might stumble against 
the short-run problems of misinterpretabon 
and misuse of an evolving legal order by 
oppoituni.stic agents. A peitinent example 
would be the boost provided to ‘moral 
hazard’ behaviour and speculative invest¬ 
ment with more flexible regulations and 
government guarantees of deposits in¬ 
tended towards more efficient financial 
intermediation. Again, bad laws and con¬ 
tradictory standard business practice's in 
developing countries may encourage es- 
chcwal of a legal .system by contracting 
parties altogether. If a law is as exacting 
as Article 168 of the Russian civil code, 
which specifies that a transaction violat¬ 
ing any provision of Russian law is void, 
then prudence dictate.s altemati ve arrange¬ 
ments for dispute resolution. The infor¬ 
mation search costs of transactions for 
courts would then be extremely high. The 
dangers of recrimination in public would 
discourage (he contracting parties or dis¬ 
putants from availing of alternative 
avenues. A viable substitute for extensive 
legal forms relates to the formulation and 
implementation of legal rules based on 
social norms and local business practices 
under the broad aegis of the existing legal 
superstructure. The most striking features 
of a large number of developing countries, 
especially in Asia and east Europe is the 
pre.sence of a collectivist .social .system. 
Interactions are characterised by high levels 
of personal tnist and reputation among 
members of specific groups coupled with 
scepticism about general standards of 
morality. Hence, exchange and contract 
enforcement occur, generally, within a 
group rather than among groups, leading 
to the dominance of simple tractable 
exchanges in these communities. Because 
the entire system is so delicately balanced 
on (rust, a crisis of confidence quickly 
assumes menacing proporbons. 

Oleg Maltarov’s (Institute of Oriental 
Studies, Moscow, henceforth' lOSM) 
paper, ‘Development Policy and Admin¬ 
istration: Indian Experience for Solving 
Russi an Problems - Importance and Limi- 


.586 


Economic and Political. Weekly March 6-13. 1999 



ftsticms'. reiwrates: "speaking about 
development policy and administiation in 
any country we cannot escape charac¬ 
terising socio-economic system thereof. 
The disanantling of the system of state 
regulation of the economy and the total 
rejection of planning in Russia make any 
development effort devoid of general sense 
of direction, of overall development 
strategy, of proper co-ordination in using 
various regulating tools, of effective con¬ 
trol over the stue sector and over its impact 
upon the economy as a whole. The socio¬ 
economic cour% of ‘reform’, since 1992, 
has made the Russian economy a transi¬ 
tional one; the destructive transition to 
semi-colonial backward economy. 

The policies of economic traasition have 
been in part involuntary. They are partly 
a consequence of the conditions attached 
to the loans of the World Bank and the 
International Monetary Fund. But the 
‘extreme form of neo-liberaiism* has met 
ready supporters within Russia itself - 
E Guidar, A Chubais and others. In fact, 
Guidar (director. Institute of Studies of 
Economic Problem'* of Transitional 
Period) has recently admitted that at the 
.start of reform in Russia “there was no 
experience of the transitional economy” 
in the world, leading to the haphazard 
course of reform. The experience of India 
has a particular imprmance for Rus.sia. 
Largeness of territory and population, 
diversity of resource endowments and 
economic structures of the regions and 
federal structure are common features of 
both the countries, creating some similar 
problems and showing .some similar ways 
of solving them. Indian economy which 
was essentially a market economy even 
before the reform was much better pie- 
pared for the changes. Unlike in Russia, 
a certain basic framework of the state 
sector and state regulation to direct the 
market mechanism towards desired goals 
has not been dismantled Again, unlike in 
Russia, privatisation in India has not been 
so comprehensive - the core of the slate 
sector continues to function as the base 
for state regulation though its sphere is 
being increasingly namtwed down to in¬ 
frastructure. Credit and investment sys¬ 
tem, too is mainly controlled by the state 
allowing the latter to regulate principal 
financial flows in the intere.sts of eco¬ 
nomic, development, particularly of agri¬ 
culture. There are certain lessons which 
could be drawn from Indian experience at 
this particular stage of the Russian 
economy. First, the free play of market 
forces cannot secure rapid modernisation 
and transformation of the economy at the 
transitional stage of its evolution. Second, 
there is the need to make government 
economic policies and laws, serving as 


embodimeMSoftheprt>gr»ntnes,8tnight- 
forward. The effective-i^ration of state 
regulation as well as of the market mecha¬ 
nism is/virtually impossible without a 
modem comprehensive system of infor¬ 
mation ea'*ily available both to the govern¬ 
ment as well as private agents. The third 
major field of interest to Russia is the 
Indian experience in price control over 
basic fuels and materials such as coal, 
petroleum products, cement, .steel, alumi¬ 
nium, fertilisers, which otherwise would 
have destabiii.sed the general price level. 
The Indian experience also shows some 
deficiencies, drawbacks and loopholes in 
the implementation of price and distribu¬ 
tion controls which certainly should be 
taken into account. It proves, nonetheless, 
the need for .such controls at limes of 
runaway inflation and scarcities as well 
as when even m.irginal .shortages can lead 
to disproportionate distortions in prices, 
thereby benefiting only the more privi¬ 
leged sections of the population. 

One of the crucial problems of ensuring 
the integrity of the Russian economy with 
the simultaneous maximum u.se of liKal 
resources and initiative is the optimal 
division of authority and financial re¬ 
sources within the Ru.ssian Federation, 
between the Federation and the con-stilu- 
ent members thereof, llie study of the 
Indian approaches to the centre-state 
economic relations may help in evolving 
the strategy and methods of solving this 
problem in Russia. The change over to the 
new course of reform increasing the role 
of the state in the economy requires cor¬ 
responding changes in the laws including 
the constitution itself, passing new bills 
or amending exi.sting lasss. 

Why the USSR collapsed has been and 
will remain for years tocomc a lively topic 
of discussion. Nirmal Kumar Chandra 
(Indian Institute of Management, Calcutta) 
m his paper. ‘Fiscal Crisis in the USSR 
and Contemporary China', analysed the 
pniblepi of government budget manage¬ 
ment subject to consumer subsidies on 
food and housing in the USSR. The 
doctrine of stable and low foixl prices has 
been a part of socialist thinking from the 
last century However, neither Marx nor 
Engels recommended extensive consumer 
subsidies under 'socialism' or the 'first 
phase of communism’. If each worker is 
to receive goods exactly aixording to the 
quantity and quality of his work, then 
subsidy tor a wide set of gixKls .seems to 
violate that condition. That is why Engels 
wrote again.st free housing for workers 
under socialism and suggested that rent 
should include interest on capital as well 
as ground rent (‘The Housing Question’ 
in K Marx and F Engels. Selected Works, 
Vol I. Moscow, 1954). Evidently, the 


Soviets failed to find ways to mitigtte the 
consequences of rising subsidies and the 
net result was a slackening in the rate of 
investment. China does not face problems 
of consumer subsidies or budget deficit 
that plagued the USSR towards the end. 
After 1978, the Chinese have moved away 
from the Soviet doctrine of stable prices 
at a low level for all ‘essential' goods, 
even if it entailed rising consumer sub- 
sidie.s. If they avoided the mistakes 
of the Soviets, they may yet face a new 
kind of threat from what may turn out to 
be ‘excessive’ decentralisation with the 
prosperous regions unwilling to yield 
revenues in favour of the more backward 
areas. 

Aleksandrc Liouty's (Institute of Geog¬ 
raphy, Russian Academy of Sciences) 
paper. ‘Outlying Area.s of Rus.sia: Prob¬ 
lems and Prospects’, pointed out the in- 
crca.sed cost of transportation and lack of 
.state price control that make the general 
situation in Russia more complicated. 
Highcrcost of deli very ol fuel, foodstufls, 
and other gixxls to outlying areas put 
many o< the outlying areas on the verge 
of catastrophe. 'Hie question of subsidy 
should lake into account these a.spects of 
the economy. 

Dwelling upon the impact of liberal¬ 
isation and structural adju.stment package 
on the faim sector in India in their paper, 
‘Ongoing Changes in Policy Environment 
and Farm Sector in India; Role of Agro- 
Climatic Regional Planning Approach’, 
S PKashyapandNitiMathurlSardarPatel 
Instituteof Economic and Social Research) 
observed that policy initiatives for the 
farm sector appeared to be iin-ctx»rdmated 
and ad hoc - removal ol .subsidies on 
potassium and phosphalic Icrtili.scrs, .some 
changes towards deregulation of interest 
charged by rural financial institutions, 
and even closure of .some government 
sponsored non-viabic financial outposts 
ill rural areas. The paper briefly examined 
the debate on the role of prices as an 
engineof agricultural growth, the relevance 
of non-price factors as the farm sector 
integrates with global threats and oppor¬ 
tunities, and the relevance of the agro- 
ciimatic regional planning approach that 
was initiated in 1988 under the aegis of 
Planning Commi.s.sion. 

H G Hanumappa (ISEC, Bangalore and 
Asian Development Group) drawing upon 
the .specific experience of Karnataka in 
his paper, ‘.State Policy Initiatives and 
Agricultural Development; A Ca.se Study 
of Karnataka', concluded that the ftxxlgrain 
sector needs improved research and ex¬ 
tension services to augment productivity. 
On the other hand, highly efficient agro- 
based sunrise industnes in the areas of 
horticulture, floriculture and the like have 
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atwim sifiiificafit p mgt ie as in lw(h'^iMD^'f^oscow)h extended the di^sxion ter Uw wwuidhciwdye^), 

<hicd(»end productivity. Under this pro-^'ProblemsofRegionai Integration inTtan- simile, end stimulatiiig prottoction of 
cess, udiite the rehttivety more endowed ' sitional Economy’, and made clear why competitive goods. Fbuith, funds dtould 
will benefit by participating in the liberal* India and Russia could be a'common be accumulated in the State Investment 
isation process, the resource poor popu* subject of study so far as (he question of Bank and three semi-state banks. Fifth, a 
lation are likely to be left behind as their regionalin(egtationisconcemed.T!ietrade new custom policy prating domestic 
ability to compete in a free market situ- between different tegiom in Russia did mamifacturers from foreign competition 
ation is extremely limited. Hence, before not consolidate the federation. Rather it is ne«x:ssary. Sixth, the state must have a 
resorting to any major reforms in the name promoted polarisation. Since 198S, the legally secured pricing concept. Finally, 
of Kberaiisation, it is necessary to provide USSR in many ways turned back to the the state must recover the monopoly of 
for a safety net to the poor and the de- situation in the 19th century. This was foreign trade. The main point is thtt the 
prived. further elaborated by Andrei Volodin alternative anti-crisis measures give decent 

V G Rastyannikov (lOSM), however. (lOSM) in ‘Etatism in Russia’s Economic place to everyone - the state, private and 
maintained that die distorted mechanism History’. joint capital, and certainly the depositors, 

of resource distribution based on un- What .should be the alternative trajec- Glaziev’s paper, in the same vein, Inrought 
leimbursable inflow of input subsidies in toryofreform?Bratischev‘spaperattempts to prominence the dedollarisation of the 
agriculture, that is, those items of co.st an answer. First, it is neces.sary to create economy, and incentives for effective 
which ore non-responsive to the actual an efficient system of national economy property management. The formal trans- 
maiket iteterminants, have given rise to based upon a two-sector planned market formation of property relations as a result 
wasteful resource consumption, and cor- economy using methods of regulation and of mass privatisation has not been backed 
respondingly have increased the produc- control including modem information up by any real economic responsibility 
don costs. In his paper ‘The Agricultural technologies, indicative planning, state mechanism so as to ensure that the eco- 
Growth in the State Regulation Policy order through tenders, and personal train- nomic subjects are interested in raising 
Practices in Agriculture: Some Comments ing and upgrading of all production see- economic efficiency, and. the long-term 
on Indian Experience’, he also pointed out tors and management bodies. Second, development of enterprises, 
that, in contrast to a number of countries public ownership of natural resources. The next round of Indo-Russian aca- 
in east Asia, India failed to adequately transport and power systems, communi- demic exchange of views on pressing eco- 
respond to the challenges imposed on her cations and defence industry should be nomic issues would be held hopefully, as 
by the demographic explosion. Galina restored. Third, new ‘rules of the game* stated in the wrap-up session by Igor 
Sdassiouk (Institute of Geography, are needed-an intelligent tax policy which Bratischev, in a ‘new Soviet Russia*. 
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PERSPECTIVES 


Empowerment 

Andre Betdlle 

Empowerment through the expansion of the civil, political and social 
rights of citizenship is a laborious and unexciting process. 
Empowerment through the class struggle was a different story 
altogether; but that story has now been played out and it offers 
hanUy any new prospect. There is no doubt the prospect of 
empowerment through caste war; but that is something that will 
appeal only to those who have put their minds to sleep. So in the end, 
the Indian way of securing empowerment for the unempowered seems 
to be by the safe way of providing, as extensively as possible, quotas 
on the basis of community, caste and gender. But can the belief that 
quotas, no matter how extensive, can by themselves bring about a 
radical or even a perceptible redistribution of power be anything 
more than wishful thinking? 


I 

Background and Context 

THE idea of empowcrmcnl has taken a 
hold over the minds of increasing number 
of persons in the last few years. It is now 
widely employed in the press, on television, 
and in political, academic and even legal 
circles. There is talk about the empower¬ 
ment of the poor, of backward commu¬ 
nities, of women and of various other 
disadvantaged sections of society. Em¬ 
powerment is seen by many politicians, 
publicists, social activists and a growing 
section of the intelligentsia generally as 
the only effective answer to oppression, 
exploitation, injustice and the other 
maladies with which our .society is beset. 

The idea of empowerment contains 
exciting possibilities. It seems somehow 
tofitourpFe!>ent Indian reality particularly 
well. But in its current, widcspa'.ad u.se. 
the idea is new and. as with most attractive 
ideas that arc new. it means different 
things to different persons, and in some 
cases even to the same person. It bears the 
ri,sk of being put to too many uses by loo 
many persons to serve the requirement of 
systematic social analy.sis. At the same 
time, when an idea comes to be u.sed so 
extensively within a society, it is the 
obligation of the social analyst to submit 
it to critical scrutiny, to examine its pre¬ 
suppositions and implications, iu scope 
and its limits. What I propose to do here 
is to make such an examination of the idea 
of empowerment from the sociological 
point of view. 

The first thing to note is that there is 
very little guidance available in existing 
social theory on flie idea of empowerment 


as it is currently used in public discussion 
in India. A quick check through 
dictionaries, encyclopedias and glossaries 
of popular textbooks of sociology shows 
that the term it.self is largely absent. In the 
absence of well-formulated concepts, 
.sociologists tend to use their common 
sense to construct such arguments about 
empowerment as the occasion demands. 
It is difficult to construct arguments in that 
way that will be consistent across a range 
of contexts. 1 shall avoid the usual practice, 
and turn instead to cognate concepts such 
as power, authority and legitimacy that arc 
already establi.shcd in sociological usage 
so as to work towards a clearer under¬ 
standing of the subject. 

By and large, the scholarly discussion 
of empowerment has been context-driven 
rather than theory-driven. What is the 
context that brings the idea of empower¬ 
ment so insistently to the attention of 
Indians texlay? In a nutshell, that context 
is the contradiction between a hierarchical 
social order and a democratic political 
.system. To be sure, the contradiction was 
present and perceived even at the time of 
independence. But at that time it was hoped 
and believed that the contradiction would 
be inevitably cased with the transfer of 
power from British to Indian hands. This 
did not happen; and the contradiction has 
become, if anything, more acute, more 
extensive and more clearly perceived. 

Indian society is a notoriously hierar¬ 
chical society. It is nut that nothing has 
changed, but the change not measured up 
to the expectations aroused at the time of 
independence. The vehement style of 
public discussion in India tends toobscurc 
the changes, however limited in scope and 


extent, Uiat have in fact taken place in the 
last 100 years. 

There are substantial inequalities of 
income and wealth and, what is more 
striking, vast number of persons continue 
to subsist below the line of poverty in both 
rural and urban areas. An extensive 
programme of land reform sought to 
address some of these problems in the 
rural areas, but the limit^ gains from the 
programme were largely eaten up by the 
relentless increase of population. In the 
urban areas as well, income is very 
unequally distributed. The problems are 
difficult if not intractable. The experience 
of economic growth in most parts of the 
world has been that, at least in the initial 
phases of growth, inequalities of income 
and wealth tend to increase rather than 
decrease. Intelligent policy interventions 
can do something to keep economic 
inequalities from increasing, but not a 
very great deal. 

The most deep-rooted forms of 
inequality, built into the structure of 
traditional Indian society, are those based 
on caste and on gender. Though the 
inequalities of caste and gender both run 
very deep, they also cut acro.ss each other 
since women as well as men are members 
of every caste, from the lowest to the 
highest, and there are men in the lowest 
of castes just as there arc women in the 
highest. The disabilities due to caste and 
due to gender were discus.sed and justified 
most elaborately in the traditional literature 
of the Hindus [Sivaramayya 1984], but 
similar disabilities were present among 
other religious groups as well. 

The traditional disabilities due to caste 
and gender were social and not just 
economic. Deep-rooted ideas of purity 
and pollution governed the social standings 
of different ca^es and sexes: men and 
women were deemed to be of unequal 
moral worth as were the different ‘ vamas’: 
and the social hierarchy was underpinned 
by a legal order in which privileges and 
disabilities were carefully modulated 
according to caste and gender. The law has 
now changed; social attitudes have also 
changed though to a much smaller extent. 
Despite the changes, women and persons 
of inferior caste continue to suffer from 
many disadvantages. 

India's antiquated and ponderous social 
hierarchy is markedly at odds with its 
present political system. Democracy, 
aa;ordingtotheclassicformula, is govern¬ 
ment of the people, by the people, for the 
people. In India today, the people are to 
the fore in some respects; but in the things 
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Aatrea/fymiur, they Kem to have vaf 
fittle control of their own destinies. The 
experience of Indian democracy in the last 
50 years has brought into sharp relief a 
feature of modern democracies every¬ 
where; the gap between formal political 
participation and effective political control 
Universal adult franchise came as a 
revolutionary turn in the country's history 
(Srinivas 1992], But with the passage of 
time, much of the shine has gone from the 
electoral process. The ordinary people of 
India - rich and poor, rural and urban, 
brahmins and harijans, Hindus. Muslims 
and Christians, men and women - have 
by now experienced many general elec¬ 
tions. They have voted governments into 
power, and they have voted them out of 
power. Yet tire ordinary person feels that 
his own life has hardly iwen enhanced as a 
result; and this feeling is expressed in a 
magnified, not losay an exaggerated, form 
by reporters, columnists, social scientists 
and other members of the intelligentsia. 

Here again, a sense of proportion and 
balance must be maintained. It would be 
true to say that what universal adult 
franchise has achieved has fallen far short 
of what was expected, but false to say that 
it has achieved nothing. Representative 
government works in complex ways. 
Leaders who are voted into power even 
in free and fair elections, once in office, 
rarely live up to the good faith reposed 
in them by thcirelectors. One set of leaders 
is replac^ by another, but the new leaders 
quickly fall into the ways of the old ones. 
'There has undoubtedly been a change in 
the .social composition ofthe political class 
m the la.st SO years, and that class has 
almost certainly bectiinc more accessible 
to the persons on whose support its 
members depend. But that docs not mean 
that there has been a great incrca.se in the 
powers of ordinary persons. 

The Indian Constitution was written at 
a turning point in the country's hi.story. 

It is not merely a set of rules relating to 
governance, but a design for a new kind 
of society. The older society that had 
prevailed for centuries and milknia was 
bu.scd on the principle of hierarchy: the 
new society envisaged in the Constitution 
was tobc basedon the principle of equality. 
The equality pro visionsinthc Constitution 
were not confined to political equality at 
election time, but sought to reach into 
basic social and economic matters. 
Similarly, the concept of justice embodied 
in the Constitution was a wide and 
capacious one. 

The Constitution of India took several 
years to write, and it is one of the lengthiest 
documents of its kind. But despite the 
great care taken in its writing, not cvery- 


thinghasgoK well with it. Some say Uiat 
the provisions of the Constitution did not 
go far enough, and others that too many 
provisions were written into it. Some 
fourscore amendments have already been 
made to the Constitution in its life of less 
than 50 years, and there are pressures from 
various quarters to have a comprehensive 
review of it. Ail of this has b^n accom¬ 
panied by a growing di.senchantmcnt with 
what can be achieved in the cause of 
equality and social justice through the 
provisions of the Constitution. Fifty years 
ago people expected a very great deal from 
the Constitution; now increasing numbers 
of persons seem to expect hardly anything 
at all from it. 

The disenchantment with the plans has 
been, if anything, even deeper. This is in 
part a worldwide phenomenon, greatly 
reintorced in recent years by the collap.se 
ofthe .Soviet Union. But the trend had .set 
in earlier, and the Planning Commission, 
once Nehru’s favouredchild. had lost much 
of its aura by 1977. Economic planning 
still has an important part to play, but it 
is now widely accepted that its aims have 
to be more modest if it is to be effective. 
With the passage of time, the realisation 
has grown that a whole social ordercannot 
be transformed, or transformed quickly 
enough, merely by havi ng regularelect ions, 
good laws and good plans. That kind of 
transformation calls for .something else, 
and it is thus that public attention has come 
to be fiKUsed on empowerment. Party 
leaders and technical experts have been 
tried out and they have failed; the people 
mu.st now get their turn, for empowerment 
means above al I empowerment of the people. 

II 

Diverse Meaning.s of Empowerment 

Empowerment is about social trans¬ 
formation; it is about radical social 
transformation; and it is about the people 
- ordinary, common people, rather than 
polilician.s, experts and other socially or 
culturally advantaged persons. Above all, 
it is about power, although the concept of 
power contained in it is generally left 
nnspeciried. Empowerment is both a means 
to an end and an end in itscll. The term 
adapts itself diifcrcntly situations, and its 
signification is both variable and fluid. 

The ir’^a of empowerment may be 
invoked in virtually any context: in 
speaking about human rights, about basic 
ne«‘d.s. about economic security, about 
capacity building, about skill formation or 
about the conditions of a dignified social 
existence. It is well known that our 
Constitution has created many rights for 
all members of society, irrespective of 
their social or economic standing. It is 


equally wet! knowa that for miUkm ot 
Indians those rights exist <mly on piy^er. 
Creating rights is one thing, and ^ving 
security to them is quite another. Our 
legislators have been prodigal in creating 
rights but have not paid much heed to the 
enforceability of those rights. Empower¬ 
ment is seen as a way of addressing the 
problem of rights that remain unenforced. 

Empowennent is also invdeed in the 
context of economic weakness and inse¬ 
curity, particularly of marginalised, 
unorganised and other disadvantaged 
groups, classes and categories. It is then 
seen as a condition or an aspect of capacity 
building. Economic deprivation is wide- 
sprcadinourcountty. It isofmany different 
kindsand has many different source.s. Some 
of it goes back to age-old practices and 
institutions and some of it is the result of 
the ongoing economic transition. 
Moreover, problems of economic viability 
manifest themselves di ffercnlly atdifferent 
levels, for example, the community, the 
household and the individual. A comm¬ 
unity may be doing moderately bad on the 
whole but particular households in it may 
still enjoy a high standard of life; 
conversely, the women members of even 
well-to-do households may have no 
economic security at all. 

Where one might have said in the past 
that women, adivasis, or even agricultural 
labourers were disadvantaged, one is more 
likely to .say today that they are unem- 
powered. This change of language 
betokens a change of orientation from the 
economic to the political. It is not that the 
planners and policy-makers of the early 
years of independence did not know that 
poverty and deprivation were widely 
prevalent or even that they were especially 
concentrated in certain sectionsof society. 
But they sought more or less conventional 
economic remedies for these problems 
and hoped that they could be made to work 
without a radical redistribution of power. 
They were well aware that growth and 
equity did not always go band in hand 
[Tendulkar 1983], but they hoped that 
I hey could .somehow create a balance 
between the two. 

The focus on empowerment has given 
a new emphasis to the building of economic 
and social capabilities among individuals, 
classes and communities. As one would 
expect, interventions of various kinds are 
being considered and recommended. The 
supply of credit on easy terms, of bullocks 
lo impoverished farmers, of goats and 
poultry lo tribal women - these have all 
been viewed at one time oranotherassteps 
towards their empowerment. Capacity 
building through craft training, specially 
for women, whether for full-time or part- 
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nmecinpiuy mciii, is seen in a similar iigni. 
there is finaiiy the drive towards literacy 
and education where much still remains 
to be done despite the Dimetive Principle 
of State Policy for providing universal 
elementary education up to the age of 14. 
I Implicit in the idea of empowerment is 
aceitmn theoiy of social change, in particular 
of change from a hierarchical to an 
egalitarian type of society [Bcteille 1983], 
or in a slightly different language, from 
an aristocratic to a democratic type of it 
(Tocqueville, 1956]. A hierarchical or 
aristocratic societyisbasedon the privileges 
and dis^ilities of groups whose unequal 
placement in society is widely acknow¬ 
ledged by its members; a democratic 
society is bused on the recognition of the 
equal rights of all the individual members 
of it. The passage from the one type of 
society to the other hxs been a common 
experience in the modern age. But even 
where the direction of change has been 
broadly the same, the pace of change and 
the stages through which it has taken place 
have differed from one case to another. 
I- The radical I cdistnbution of power has not 
played* the same part in it in every case. 

One significant path of the transition 
refened to above has been through the 
expansion ot citirenship. This happened 
in many western countries, but most 
characteristically in Britain where it has 
received much attention from sociologists 
[Bulmer and Rees 1996], There it has been 
shown how equality came to be gradually 
lealised as a .social value as citizenship 
became the main component in the .status 
of the individual (LiKkwood 1992; see 
also Parsons 1965]. The point, simply, is 
that equality is not just a question of the 
redistribution of power, it is also a question 
of achangeof values. Ii isheretliallheoncs 
of social change tend to diverge, for some 
theorists believe that social change comes 
about mainly through the redistribution of 
power whereas odicrs a.ssign at least as 
much importance in it to the reconstitution 
of values. 

In a classic essay on the subjeci. T H 
Marshall (1977) identified three basic 
elementsofcitizcnship: civil, political and 
.social. The civil element, according lo 
him, as composed of the r.ghts necessary 
for individual freedom: the political 
element consi sted of the right to partici pate 
in politics through representative institu¬ 
tions; and the social element comprised 
certain basic rights to economic welfare 
and social security. He argued that in 
Britain, the ISthcenturysawthe emergence 
.of civil rights, the 19th of political rights 
and the 2()th of social rights, although he 
was well aw'are that one phase generally 
ran into the other. 


t ne iransibon outlined above has been 
described by many different authors in 
manydilTetent ways. Different components 
have contributed to it at different ti..ics and 
different places, and they have not all been 
stressed to the same extent by eveiy author. 
Even in Britain, where the transition was 
relatively smooth, political mobilisation if 
not political revolution played some part 
in the evolution of citizenship. Elsewhere 
in Europe, it played a more prominent if 
not a more profound nile. But even in 
France, where the revolution of 1789 
became a landmark and a symbol, many 
different factors, and not Just politics 
contributed to the unfolding of citizenship. 

There is something in the development 
.sketched out above that has the appearance 
of a paiadox. It is undeniable that the 
expansion of citizenship in the 19th century 
was on the whole a movement towards 
equality, and that is how it was experienced 
by many of those who lived through that 
period. Yet the evidence seems to be clear 
that the very same period witnessed an 
increase and not a decrca.se of inequality 
in the di.stribution of income (Kuznets 
1955]. This indeed was the main burden 
of the argument of T H Marshall (and in 
a different form of Alfred Marshall before 
him), that citizenship and .social class 
develop conlrapuntally m such a manner 
that the one places constraints on the 
uniform advance ot the other. 

Despite all that has been gained from 
it, the advance of citizenship has been not 
only discontinuous but also time- 
consuming. For instance, in Britain, ewen 
after more than 200 years, one can hardly 
claimthat 'full* or ‘substantive’ citizen.ship 
has been secured fur ordinary members of 
.society I LtKkwood 1992:260-2]. And that 
takes away a very great deal from its 
attraction, particularly incountrics that arc 
latecomers to the field and have much 
ground to cover before citizenship becomes 
properly acknowledged as a value. 

Although the equal rights of individuals 
as citizens is cential lo our legal and consti¬ 
tutional structure, the idea of citizenship in 
the sense described above is relatively 
new to our society and ixility. Within the 
social Older, the individual was, to an 
unusual degree and over a very extended 
period of time, subordinated to the group; 
joint family, caste and village. The building 
blocks of the social order were these groups 
rather tha.n individuals conceived as 
autonomous moral agents. Hie relationship 
between the individual and the larger 
society was mediated by family, caste and 
community, whereas it is of the es.scnce 
of the modem idea of citizenship that the 
relationship between the citizen and the 
state is an unmcdiatcd one [Bcteille 1998]. 


To many persons, and to increasing 
numbers of them in India, empowerment 
appears as an anractive alternative to the 
slow and tortuous path of citizenship for 
dismantling the old social structure and 
putting a new one in its place. No matter 
how we assess its costs and benefits, the 
main point behind empowerment is that 
it seeks to change society through a 
rearrangement of power. What this might 
entail cannot be considered without a 
detailed examination of the nature of power 
to which wc turn in the following section. 

Ill 

Concepts of Power 

The concept of power has been exten¬ 
sively. if often loosely, used in a vanety 
of fields ranging from electrical engineer¬ 
ing to moral philosophy. The term certainly 
has a wider currency, both in popular 
speech and in the scholarly literature, than 
the term ‘empowerment’ which, clearly, 
is a derivative of it. 

Before turning to the discussion of power 
in s(x;ial theory, I would like to note that 
there is a certain ambivalence about it in 
the popular mind that frequently seeps into 
the scholarly literature. The ambivalence of 
power ha.<i been forcefully brought out in 
the writings of the French phiIo.sopher and 
historian of ideas Michel Foucault whose 
work has had great influence in recent years 
[Foucault 1980]. But although they are 
rich, fertile and ingenious, Foucault’s argu¬ 
ments about power remained inconclusive. 
They are difficulttoapply to contexts outside 
the ones in which they emerged, and. while, 
nuiing their great originality, I will refrain 
fnmi trying to u.sc tho.se arguments in the 
discu.ssion that follows. 

The ambivalence with which 1 am 
concerned is nicely expressed in Lord 
Acton' s diet um t hul power tends to coi nipt 
and aKsotuic power corrupts absolutely. 
There is a pervasive tendency to think of 
power as something evil or at least as 
having an evil component, so that on; can 
say at best that it is a necessary evil. If 
that is admitted to be the case, how can 
one account for the enthusiasm for 
empowerment'? The fact is that those who 
believe that power i.s evil may also believe 
that it can be redeemed by being placed 
in the hands of the dispos.scsscd and the 
disinherited, .such as workers, peasants, 
trihals, untouchables or women. 

The sociological conception of power 
may be best understood by being viewed 
in opposition to the anarchist and the 
populist conceptions of it. In the anarchist 
conception, power it.self can be abolished 
and human li fe reconstituted in such a way 
that the exercise of power becomes redun¬ 
dant. In the populist conception, the 
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emphasis is not so much on the aboltion 
of power as on its radical redistribitfon 
such that all sections of society an^ all 
menrixisofeachxctionparticipateequaUy 
in its exercise. These two closely-relatec 
conceptions of power are both animaKd 
by strong moral concerns. 

Moral concerns ate not absent from the 
sociological approach to power, but they 
aie restrained in the interest of what can 
be known, from observation and expe¬ 
rience, about human societies in different 
places and at different times. Observation 
and experience have shown that power is 
present in all societies and indeed we can 
speak of it as being constitutive of human 
societies as we know them. They have 
shown, further, that in general power tends 
to be unequally distributed: the equal 
distribution of power, where it is found, 
represents the limiting and not the typical 
case, and it is unstable. These two 


earners as professors of pobtiCTl economy 
I do not need to speak here about Pareto s 
work on income distribution which is well 
known among economists. But it is worth 
pointing out that he wrote a trenchant 
critique of socialist systems [Panto 1 926] 
in which he argued that the belief that the 
abolition of propeity would lead toequality 
was a delusion since the real basis of 
inequality was not property but power. 
This view is echoed by J R Hicks 
(1942:190) in his brief discussion of 
income distribution in Britain which 
concludes with the following observation: 
“Inequality of income is the form taken 
in our society of a more fundamental 
inequality - the inequality of power”. (It 
may be noted in parentheses that while 
sociologists in general acknowledge the 
importance of the inequality of power, 
they do not all believe that it is the ultimate 
source of every form of inequality.) 


IWrUAii WMV’WEI iilHHinOtpOW 

; is as follows: tn fMcrel. we undersian 
by 'power* the dance of a man or 
number of men to realise tlair own wn 
in asocial action even against Ae resistance 
of others who are participating in the 
action" [Weber 1978:926], This is a very 
capacious conception which includes 
coercion, domination and manipulation 
fShils 1975:239-48], The point I wish to 
stress is that in this conception, a 
relationship of power is by its nature an 
asymmetrical relationship since power is 
something that one set of persons has over 
others. It may of course be that, while A 
has power over B in one domain, B has 
power over A in another, so that they can 
be said on balance to have equal power, 
but, again, such a situation would be 
unusual rather than typical. 

The conception of power referred to 
above - power as that which some have 


propositions underlie all sociological 
conceptions of power, no matter how 
different they may be in other respects. 

The sociological discussion of power is 
now a 100 years old. Two pioneers whose 
ideas have greatly influenced the subject 


More than any other scholar, it is Max 
Archer who has had the largest influence 
on the sociological study of power to which 
he assigned a wide significance in every 
maj(rr social domain. He wrote, “Now: 
'classes', '.statusgroups' and ‘parties' arc 


overothers; power as coercion, domination 
and manipulation - corresponds to what 
may be called the zero-sum approach to 
power. Some have power to the extentthat 
others are without it, the more power some 
have, the less others have of it. The power" 


wereVilfredoParetoandMax Weberwho, phenomena of the distribution of power of one party can be enhanced only by 
it may be noted, both began their academic within a community” (Weber 1978:927). reducing the power of some other party. 
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IS oiiier woras, empowerment and 
dtsen^owerment go hand in hand: (he 
empowerment of some sections of society 
has to be accompanied by the disempo wer- 
ment of other sections of it. 

It may be said without too much 
Exaggeration that radical and revolutiontuy 
theoriesof politics are as much about disem- 
powerment as they areabout empowerment. 
This is certainly true of the Leninist and 
Maoist theories which have had great 
influence in large parts of the world. 
According to them, the rise to power of 
the workers and peasants would be 
accompanied by the fall from power of the 
capitalist and landed classes. The theory 
of the class struggle has lost some of its 
appeal, but it has left a certain residue in 
the vocabulary of radical politics in many 
countries. Some of the radical drive of the 
older variety of class politics has been 
taken overby the politics of backwardness, 
many of whose proponents appear to regard 
the disempowerment of the upper castes 
or the savarnas as a necessary condition 
for the empowerment of the scheduled 
gjribcs. the scheduled castes and the other 
backward classes. 

Not all students of the subjects subscribe 
to the zero-sum conception of power. An 
alternative conception and approach has 
been proposed by the sociologist Talcott 
Parsons (1963). He argued that power may 
be viewed not simply as what some have 
over others, but as a rc.source of the com¬ 
munity as a whole which it may use more 
or less effectively in the attainment of its 
goals. If we take a long-term view of human 
endeavour and achievement, (hen it may 
appear (hat societies have in fact expanded 
their capacity to acteffectively in the pursuit 
of larger objccti ves. Power, in this concep¬ 
tion. is compared to wealth, and just as 
the wealth of a nation may be augmented 
over time, .so may also be its power. It is 
certainly conceivable that every increase 
in the power of some may not require a 
corresponding diminution in the power of 
others. But however, persuasive the 
analogy between the two may be, it has 
very seriousUmitationssince power cannot 
be measured in the same way as wealth. 

There are two further points to be made 
here. Even if we admit that the power of 
a community as a whole need not remain 
.at the same level but may increase over 
time, it does not follow that the increase 
can be brought about according to the will 
and pleasure of individuals under any 
-condition whatever. There are definite 
social conditions that have to be met for 
l^ihe increase to be possible and effective. 
Parsons himself would assign great 
importance tothe simultaneous expansion 


of the rights of citizenship and the capa¬ 
cities of institutions. 

The second point to be noted is that a 
positive-sum approach to power does not 
in any way entail the belief that the distri¬ 
bution of power can or should be made 
equal. Here again the analogy With wealth 
is useful. Changes in the wealth of a nation 
and in its pattern of distribution are two 
different things. There is no ground for 
believing that the equal distribution of 
wealth can be ensured by increa,sing - or 
decreasing - its wealth as a whole. Even 
if it is possible to increase a nation’s capacity 
to attain its own goals and to say that there 
has been an overall increase in its power 
in that sense, it does not follow that that 
power will come to be more equally distri¬ 
buted. 


IV 

Power and Authority 

I would like to return briefly to the 
ambivalence surrounding the idea of 
power. As will be evident from the 
preceding di.scu$sion, power is viewed as 
a .source of corruption and evil; but it is 
also viewed as a prime mover in a nation’s 
progress and advancement. This double 
nature of power is perhaps most acutely 
felt in mtxlem democratic societies where 
government and opposition speak in 
radically different voices but arc seen, 
when the turn comes forexercising power, 
to be acting in remarkably similar ways. 
It is (his that gives to the idea of 
empowerment itspeculiar fascination. For 
(he hope remains that power, which is a 
source of so much evil, can he made into 
a source of everything that is good by 
being transferred from the wrong to the 
right hands, from the capitalists to the 
workers, from the landlords to the pca.sant$. 
from the upper to the lower ca.stcs. and, 
now. from men to women. 

As wc have noted already, power may 
be exercised in a variety of forms, such 
ascoercion, domination and manipulation. 
Here I shall be concerned not .so much with 
the contrast between the evil and the good 
aspects of power as with that between 
untamed power and power that has been 
tamed or institutionalised. Central to the 
entire subject of political .sociology is the 
distinction, that we owe principally to 
Max Weber, between power and authority, 
or between power and legitimate domi¬ 
nation Important though the distinction 
is, it has proved to be one of the most 
difficult distinctions to apply consistently 
in political anaivsis. But once wc admit 
the value of the distinction, we cannot 
escape the question as to what the project 
of empowerment will entail not just for 


the distribution of power as such but, more 
specifically, for structures of authority in 
the major institutions of society. 

At the heart of Weber’s distinction lies 
the idea of legitimacy. The difficulty here 
is that while Weber has discussed in some 
detai I the principal types of legitimacy and 
even the principal sources of it, there is no 
clear or consistent definition in his writing 
of legitimacy itself. 'Traditional', ‘rational- 
legal* and 'charismatic' domination are 
ideal types of domination; they arc not 
average types; they refer to differences in 
kinds of legitimacy, not degrees of it. It is 
difficult in the nature of the case to provide 
a test for determining whether a given 
sy,stcm of domination is or is not legitimate, 
or to what degree it is legitimate. The most 
that we seem to be able to say is that a 
system is legitimate because it is accepted 
as legitimate; as to whether it should or 
even will continue to enjoy its legitimacy, 
nothing very much can really be said. 

Coercion and manipulation as forms of 
power are no doubt important features of 
the real world. But no political order can 
be sustained for long unless it is 
acknowledged, more or less widely and 
more or less actively, as being right, proper 
and desirable. Broadly speaking, (his is as 
true of monarchies and aristocracies as it 
IS ot republit's and democracies. Political 
regimes have come up from time to time 
that have sought to maintain them.selves 
mainly through coercion and manipulation, 
but they have not been stable. The concept 
of legitimacy draws attention to the fact 
that the stability of a regime requires that 
the excrci.se of power be .sustained by the 
values commonly held by the members of 
society. The stabi li ty of a regi me is affected 
not only by conflicts of interests, but also 
by conflicts of values. 

It will be generally agreed that all political 
regimes enjoy .some legitimacy. But there 
is much variation in the degrees and types 
of legitimacy. Forthosc viewing a political 
regime from within, the first quc.stion is 
of the degree of legitimacy it enjoys. As 
we have .seen, every system enjoys dome 
degree ot legitimacy, because otherwise 
It would not last; and it is hard to imagine 
a system that enjoys full and complete 
legitimacy, hecau.se such a system would 
never change. Beyond this, it is very 
difficult to make exact comparisons 
between systems in terms of their degrees 
of Icgiti macy. Nevertheless, the discassion 
ol the ideal types of legitimate domination 
has been very truilful since it has brought 
out the connections between the organi¬ 
sation of authority and the sy.stem of 
values by which type of organisation is 
characteristically sustained. 
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of power has to be distinguished from both 
coercion and manipulation. Weber saw 
quite clearly that the forms of domination 
are themselves almost infinitely variable. 
He dwelt especially on two of them, and 
on their contrasting natures. They are. in 
his own words, "domination by virtue of 
a constellation of interests (in particular: 
by virtue of a position of monopoly), and 
domination by virtue of authority, i e. 
power to command and duty to obey” 
fWeber 1978:943]. We may, for short, 
refer to the first as ‘economic domination’ 
and to the second as ‘legitimate authority'. 

Economic dominance has a general and 
pervasive significance in society. It is not 
illegitimate in the sense that coercion 
mostly is from the legal point of view and 
manipulation from the moral point of view; 
at the same time, it does not enjoy quite the 
same kind of legitimacy as the exercise 
of institutional authority does. It is undeni¬ 
able that the manufacturer, the money¬ 
lender and the landowner are generally 
able to impose their will on the job-seeker, 
thecrcdit-seckerand the land-seeker. Their 
power is different from that of the gangster 
or the schemer; nevertheless, it is not quite 
the same as that of the official, elected or ap¬ 
pointed according to established procedures. 

A great deal of the argument for 
empowerment is addressed to the issue of 
economic domination that is neitherpatcntly 
illegitimate (like brute force) nor clearly 
legitimate (like the authority of the public 
official). Shifts in the balance of economic 
power between classes, between commu¬ 
nities, and between men and women have 
been taking place throughout the world in 
the last 100 years. These shifts operate in 
many different ways, both visible and 
invisible, but they rarely if ever lead to the 
empowerment or disempowerment of any' 
majorclassor section of society asa whole. 

The simple definition of authority as 
power backed - or restrained - by 
legitimacy is in need of some elaboration. 
What is at issue here is not simply legiti¬ 
macy but also a regular and continuos 
chain of command and obedience. The 
two aspects are analytically distinct, but 
they are functionally related. Where power 
flows openly and continuously along pre¬ 
existing channels, its legitimacy comes to 
be generally acknowledged; and it is 
unlikely to be acknowledged as legitimate 
if its flow is sporadic, irregular and con¬ 
cealed. Economic power acts in a dificrent 
way from legitimate authority. No matter 
how much power the moneylender has 
over credit-seekers, his power is not 
sustained by a continuous chain of 
command and obedience. 


A llW vi%vavaaw «#■ tw^«Maau«»Mia wncuaivaau^t aw* 

' against many other forms of power not all 
of which are illegitimate, takes place in 
conformity with acknowledged rules. The 
legitimacy of authority is in large part the 
legitimacy ot the rules in conformity with 
which it has to be exercised. These rules 
provided at best a broad framework within 
which the exercise of authority must be 
confined. They cannot predetermine the 
correctcourseof action foragiven authority 
in anticipation of every possible situation. 
Were that to be the case, the authority 
concerned would act simply as an auto¬ 
mation without any power to decide 
between alternative courses of action. 

The capacity to decide between alter¬ 
native courses of action is vested in some 
social positions and not in others, or more 
in some than in other positions. We may 
speak of the power associated with such 
positions, or. when they operate within an 
acknowledged framework of rules, of the 
authority vested in them. What 1 wish to 
stress here is that although the exercise of 
authority is in many ways different from 
the exercise of other forms of power, it 
is nevertheless at bottom a form of power. 
It is for this reason that we cannot speak 
of empowerment without taking i nto account 
the structures of authority in a society. 

If the exercise of authority is as.s(Kiated 
with continuous chains of command and 
obedience, it is .seen most clearly in the 
various types of associations that are a 
feature of every type of society except, 
perhaps, the most primitive bands of food 
gatherers. Here I use the term' associ ation' 
in a very broad sense to include every kind 
of institution and organi.sation with a 
corporate identity that is recognised by 
both members and non-mcmbcrs. Examples 
of thc.se would be schools, colleges, 
universities, hospitals, the Reserve Bank of 
India, the National Physical Laboratory, 
the Times of India and many others. Each 
is a Held for the exercise of authority which 
is distributed in a more or less determinate 
way among its members according to the 
positions they occupy in it. 

A school as an in.stitution has a certain 
corporate identity and a certain division 
of labour. Its activities are co-ordinated in 
various ways among which the exercise 
of authority by someover others is a signi¬ 
ficant one. When the institution functions 
effectively, the authority does not have to 
be exenrised with a heavy hand. But no 
institution in the real world functions 
smoothly enough for it to be able to 
dispense with the exercise of authority by 
some over others; not even communes and 
‘ashrams’ are exceptions to this rule. Most 
persons would acknowledge that masters 
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and the headmaster over the other matter! 
if a school is to attain its goals. Bat ever 
this may be chdienged, as was done ot 
a large scale during the great cultural revo¬ 
lution in China sporadically dutinf 
the naxalite movement in India. 

A bank is a very different kind ol 
institution from a school. Its internal divi¬ 
sion of labourisadi vision of labour amm^ 
adults. It is a part of this division of laboui 
that authority is unequally distributed sc 
that some can take decisions that will b< 
binding on the others. A bank would hardi) 
be able to serve its customers if nobod) 
had the authority to take such decisions 
or if that authority were randomly distri¬ 
buted among its employees. I have beer 
the victimof alocal branchofanationaiisec 
bank where such is someti mes the situation 
But I doubt that even the most radica 
proponents of power-sharing will ordi¬ 
narily recommend that the State Bank ol 
India be run on anarchistic principles. 

1 can multiply examples from man) 
different domains, but that will not-be 
necessary. I have said enough to show thai 
a certain amount of imperative co¬ 
ordination. i e, co-ordination through the 
exercise of legitimate authority is essentia 
U) the proper functioning of virtually every 
kind of institution, organi.sation anc 
association. The generic term proposec 
for these is ‘imperatively co-ordinatec 
asscKiation' which is a somewhat clumsy 
English translation of the tern 
‘Herrschaftsverband’ used by Max Wcbci 
[Dahrendorf 1959:167]. Theirsignificance 
has been viewed differently by differeni 
persons. Some have regarded them at 
obstacles to the empowerment of the 
people, whereas others would mainlair 
that it is through their differentiation anc 
expansion that the reservoir of power ai 
the disposal of the nation as a whole anc 
its individual citizens is augmented. 

V 

Redistribution of Power and Social 
Rearrangement 

The distribution of power is not aseparate 
or detachable part of .society but permeate: 
every type or arrangement in it. Any majoi 
alteration in the distribution of power is 
bound to have both direct and indirect, 
foreseeable and unforeseeable, conse¬ 
quences runningthrough society asawhole. 

ScKiety may be likened to a mosaic ol 
many different components. Even thal 
would be too simple an analogy, for the 
components differ widely in form and 
dimension; they are intcrpcnetrttingrathei 
than mutually exclusive; and they conti¬ 
nually change their aspect. 
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'jA luge and complex society such as 
dtiis cannot be thought to be made up 
simply of individuals (or citizens) at one 
extreme and the nation (or the state) at the 
other. When we think of the redistribution 
of power, of empowerment and dis- 
empowerment, we cannot think only of 
India and 9S0 million Indians. We must 
think also of everything that stands in 
between - the varieties of communities, 
cla.s$es and categories; of associations, 
organisations and institutions; and of the 
many networks of relations that link the 
individual members of society to each 
other and to society as a whole. Because, 
changes in the distribution of power affect 
all of these in one way or another. 

Our society is divided, first of all, into 
classes and communities, and their 
economic and political significance is 
widely recognis^. An Indian is not simply 
an Indian: he is a peasant, a worker, a 
manufacturer, a trader or a moneylender. 
As such, he is linked to others of his own 
class and of other classes through a variety 
of lies. These lies are of great .significance 
not only to his membership of his own 
class but also to his identity as an Indian. 
By far the most persuasive theories of 
empowerment and disempowerment in the 
last 100 years have taken their point of 
departure in the division of .society into 
classes. Changes in the balance of power 
between classes have taken place throug¬ 
hout those years, but tho.se changes have 
been very different from what had been 
anticipated by tho.se who maintained that 
a revolutionary transformation of society 
would be the inevitable outcome of the 
class struggle. Class divisions arc 
important; but other divisions are some¬ 
times even more important. 

Di.stinct from cia.ss are identities of 
community based on language, religion, 
sect, caste and tribe. Language is not just 
a vehicle of thought and speech, it is also 
a basis of .soci.'tl identity. It unites those 
who are of the same tongue and at the same 
time divides those who arc of different 
tongue.s. The same is the case with religion; 
socially and politically, it unites as well 
as divides members of the same nation. 
Then, of course, there is caste which was 
the basis of the social hierarchy in the past. 
While it has lost many of its religious 
functions, it has acquired new political 
functions; it is very much in the forefront 
of the discourse on empowerment today. 

Where the politics of identity is 
concerned, language, religion, sect and 
tribe act in ways similar to that of caste. 
Indeed, the same term *jat’ or 'Jati* is u.scd 
for all of them in many parts of the country 
in thecontext of social and political identity 


(Beteille 1996a]. Today, the politics of 
backwardness has spread from castes to 
communities of other kinds. It is not simply 
the backward castes - the yadavas, the 
kurmis, the kolis and the many others - 
who want more power for themselves, but 
also the religious and linguistic minoiTties. 
Each community looks at itself and Ends 
that it is disadvantaged in some way, and 
its leaders stake a claim for more power 
on its behalf; in this way, its social identity 
is reinforced and at the same time its 
bargaining power is enhanced. 

Different from the identities of class and 
community are lho.se based on gender. The 
division between men and women is the 
most general if not the most fundamental 
of all social divisions, and it is found in 
all societies from the simplest to the mo.st 
complex, from the most backward to the 
must advanced. While the divisions of 
class and community cut across each other 
to a greater or lesser extent, those of gender 
necessarily cut acmss the di visionsof both 
caste andclass since men as well as women 
•are to be found in every class and every 
community. While it may be said, with 
some degree of plausibility, that there is 
in fact a grc.it deal of overlap at the bottom 
of the ladder between the economically 
disadvantaged classes and Ihe socially 
backward castes, it cannot be said at all 
tliatthcreisasimilarovcrlapbetwcen women 
as the more disadvantaged sex and either 
the lowest clas.ses or the lowest castes. 

Class, community and gender arc 
impoilani components of the social mosaic; 
but they arc not itsonly components. There 
arc, in addition, a multitude of in.stitutinns 
performing a variety of specialised 
functions in administration, finance, 
education. rc.scarch, communication, and 
so on. These institutions - the secretariat, 
the bank, the school, the laboratory and 
the newspaper - also serve to link 
individuals to each other and to the wider 
society. Tliey have a very different place 
in .society from the place occupied by 
caste, community and gender; they function 
in a different way. 

Institutions performing speciali.sed 
functions have grown enormously in our 
country in the la.st 100 years. Not all of 
them arc working well or are in a stale of 
g(K>d health. Many of them are manifestly 
corrupt, inefficient and inflexible. There 
is intermittent talk that these institutions 
are foreign implants of Indian soil, that 
they are ‘elili.st’ in character, they arc 
dtwmcd to be ineffective, and that they 
should be replaced by alternatives more 
in tune with the traditions and the 
aspirations of the Indian people. But such 
talk is really without issue. The growth 


of functionally specialised institutions and 
their differentiation is an inescapable part 
ofthe modernisation process, smdwecaiuiot 
opt out of the modem world any more than 
we can jump out of our own skias. 

While 1 am inclined to .stress the 
increasing importance in our society of 
open and secular institutions (Beteille 
1996b]. the contemporary discussion of 
empowerment lends to overlook the 
requirements of these in.stituiions and, 
sometimes, their very existence. The object 
of attention in such di.scussion is either the 
people as a whole - the ‘people’ as 
against the ‘elite’ or the ‘establishment’ 
- or particular classes, communities and 
sections of society considered as 
unempowered, such as peasants, workers, 
backward castes, religious minorities and 
women. The question is never addressed 
in any detail as to whether, and to what 
extent, the empowerment of peasants, 
workers, backward castes, religious mino¬ 
rities and women will affect the function¬ 
ing of the institutions on which the well- 
being of society as a whole depends. 

The most radical theories of empower¬ 
ment are tho.se that call for the empower¬ 
ment of the people as a whole. The.se are 
populi.st theories and they are mistrustful 
of institutions as such, because they see 
them as obstacles to the aspirations of 
ordinary people - peasants, workers, 
students, dalits, women - tosecurecontrol 
over their own lives. They ignore or reject 
the distinction that social theories have 
been at pains to make between naked power 
and legiiimatc authority. They believe that 
the wcll-beingof institutions is best secured 
by having full and equal participation by 
all in the conduct of their alfairs. tor the 
historically-minded, the model of such 
in.stitutions is the Pari.s Commune of 1871, 
once greatly admired by Marx. 

Beyond this, a great deal of the argument 
for empowerment relates to particular 
components of the social whole. But the 
principal, if not the .sole candidates for 
empowerment, are classes, communities 
and .sections of society ratherthan its major 
institutions. After all, one might call for 
more powers to be granted not simply to 
peasants, workers, backward castes or 
women, but al.so to universities, research 
laboratories, banks and other autonomous 
or .semi-autonomous institutions. But that 
is not done or done very rarely in Ihe name 
of empowenncni. 

It is of course tacitly acknowledged that 
the empowerment of disadvantaged classes, 
communities and sections wi 11 affect at least 
indirectly the major institutions of society. 
But what the advocates of empowerment 
seek to alter here is above all the social 
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iMcessafily tfieir mode of fiincdoning;; 
and their attention rests mainiy on those 
institutions that are believed to be the 
nuyor repositories of power in society. 

VI 

Empowerment aiul Distributive 
Shares 

As one would expect, many of the 
proposals for empowerment are veiy broad 
and general, but others are quite specific 
and concrete. Among the latter are those 
that seek to bring about empowerment 
through a radical change in the social 
composition of the strategic institutions of 
society, in particular the various organs of 
the state. This approach to empowerment 
has in the last few years evoked much 
public discussion in India, and, in this 
concluding section, I will consider briefly 
its scope and limits, and its implications 
for the distribution of power and authority, 
the functioning of institutions and the 
general well-being of society. 

In all traditional hierarchical societies, 
access to positions of authority in the 
public domain were restricted largely to 
men, and among men, to those born into 
particular families, castes or estates. 


^ppoinimcm^ |Wl/WV twim 

according to birth rather than according 
to the principle of careers c^n to talent. 
Men of exceptional ability might of course 
rise to positions of authority, but the 
opportunities available to them were 
limiteil, particularly in India. Democracy 
ushered in a new principle that made 
public office open to all irrespective of 
birth. With this the social composition of 
public institutions began to change in 
Europe and America, but very slowly at 
first. In Europe, even now women occupy 
far fewer positions of authority than men, 
and in the US, Blacks and Hispanics fewer 
than Whites. Achievement replaced 
ascription as the basic principle, but 
practice has lagged far behind principle. 

When India became independent SO years 
ago and adopted a republican constitution, 
the presence of men belonging to the 
higher Hindu castes was even more 
conspicuous in all strategic public institu¬ 
tions. There have been some changes in 
the last SO years, but many believe that 
those changes have not gone far enough. 
They feel that there should be both men 
and women, and men and women from all 
castes and communities in those institutions 
for democracy to be real and effective. 



a cabinet that would look like Amoica. 
That was not meant to be taken Hieraliy, 
but it did make a point. Many would like 
to see greater social diversity in the 
membership of our key public institutions 
than is at present found. But the diversity 
can be more easily accommodated in some 
public institutions than in others. As we 
have seen, the population of India is divided 
into a number of social classes, differing 
widely in income, occupation and edu¬ 
cation. These divisions are by no means 
unimportant; but members from all the 
different classes can be accommodated 
more easily, let us say. in the Lok Sabha 
than in the Supreme Court or even in the 
higher civil service. 

It does appear odious in a democracy 
when the organs of public authority are 
all in the hands of men from a particular 
.social background. A cabinet, a Supreme 
Court and a higher civil service which has 
women as well as men, and men and women 
from all castes and communities is likely 
to be more open and more sensitive in its 
approach to the larger problems of society 
than one whose members are all of the 
same background. But beyond that it is not 
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tty thtf a mere change hi the social 
composition of an organ of authority will 
bring about a definite change either in the 
(Xincentration of authority or in its mode 
of exercise. The experience of the Soviet 
Union does not stow that when mote 
peasants and workers secured positions in 
the organs of authority, those organs exer¬ 
cised their authority with a lighter touch. 
What in fact resulted was greater concen¬ 
tration rather than greater dispersal of 
authority. 

Most persons now realise that in our 
kind of system it is not possible to give 
equal representation in public institutions 
to the various classes in society. But what 
cannot be done for class can in fact be 
done for caste. It is said, somewhat 
misleadingly in my view, that caste is the 
form taken in Indian society by class. Be 
that as it may, caste has this advantage 
over class that while it is not possible to 
find prsons who have the minimum 
qualifications for the office of judge or 
civil servant intheclassof unskilled manual 
workers or of agricultural labourers, it 
should be possible, at least in principle, 
to find such persons among even the lowest 
of castes. The rest can be done by a 
comprehensive system of quotas. In this 
way, the burden of empowerment comes to 
be placed on the sy.stem of quotas; it is a 
very heavy burden forsuch a system to hear. 

Whatever may be the benefits to be 
gained from a comprehensive system of 
quotas, it cannot be argued that such a 
system will have no social costs what¬ 
soever. The Constituent Assembly in fact 
took an ambivalent attitude towards 
numerical quotas, admitting the need for 
them, but only in very special cases and 
for a limited period of time. After all, it 
had adopted strong provisions for equal 
opportunities for all, and creating 
additional provi.sions for special oppor¬ 
tunities for some was bound to put strains 
on the former. Ambedkar himself, while 
advocating special provisions for the 
specially disadvantaged, had argued that 
tho.se provisions should not be made so 
extensive as to eat up the general provision 
of equality of opportunity for all. 

It was hoped at the lime ofindcpendence 
that the special provisions would not be 
needed for very long and that they would 
gradually be pared down as the aHintry 
advanced economically and politically. 
What has happened is the opposite. There 
has been some economic and political 
advance no doubt; but the pressure for 
more comprehensive quotas in the interest 
of equality and social justice has grown 
relentlessly. An initial move in the 19S0s 
to have quotas in employment for the OBC 


in waiiion to those for the SCs and STs 
was aborted; but what was aborted in the 
50s came to be adopted in the 90s. The 
committee on the status of women had 
in the 70s recommended against the adop¬ 
tion of quotas for women in parliament 
and in the state assemblies; but there is 
now the Women’s Reservation Bill waiting 
to be made into law. 

The distribution of benefits and burdens 
according to community, caste and gender 
is fundamentally at odds with the idea of 
citizenship on which ourConstitutirm rests. 
The rights of citizenship are ri^ts vested 
in individuals irrespective of race, caste, 
creed, sex or place of birth. It is one thing 
to acknowledge that benefits and burdens 
are in fact distributed unequally among 
ca.stcs and communities and between men 
and women. It isquite another to give legal 
and moral .support to policies that as.sign 
precedence in the name of .social justice 
to community, caste and gender over the 
individual as citizen. Special provisions 
may no doubt be made for the benefit of 
severely stigmatised or marginalised 
groups; but they should be restricted and 
not pervasive, and theircosts to individuals 
as citizens should not be ignored. 

I have earlier referred to the part played 
by the enlargement of the rights and capa¬ 
cities of citizenship in the transformation 
of society in the west. Many have argued 
that it was citizenship that acted as the 
main force for equality by moderating the 
inequalitiesofclassfandof gender). When 
India adopted a new Constitution soon 
after independence, many had toped that 
here tix> citizenship would he the engine 
of progress. But they now seem to be 
shifting their attention from citizenship 
to quotas based on community, caste and 
gender as the main force for social 
transformation. These are two different 
paths to the future, and if is doubtful that 
we can continue for long to move along 
both these paths at the same time. 

Empowerment through the expansion 
of the civic, political and social rights of 
citizenship is a laborious and unexciting 
piioce.s.s; it is, inMax Weber’s famousphrase, 
"a slow boringofhard boards”. Empower¬ 
ment through the class .struggle was a 
different story altogether; but that story 
has now been played out and it offers 
hardly any new prospect. There is no doubt 
the prospect of cmpowcmKnt through caste 
war; but that is something that will appeal 
only to those who have put their minds 
to sleep. So in the end, the Indian way of 
securing empowerment for the un¬ 
empowered seems to be by the safe way 
of providing, as cxten-sively as possible, 
quotas on the basis of community, caste 
and gender. 


If what I have said above holds ttue, 
quotas, no matter how extensive, cm at 
best trwch only the upper fringes of dw 
redistribution of power in a society as 
large and complex as ours. The belief thtt 
they can by themselves bring about aiadical 
or even a perceptible redistribution of 
power is no more than wishful thinking. 
Such wishful thinking is not without its 
cost. The cost will be to the Constitution 
ofhidia which assignsrightsandcapacities 
to citizens as individuals, and not tocastes 
and cc»nmunities or to men and women 
separately. 

[This is the text of the DT Uiiulawala Memorial 
Lecture deliveied at Rajkot on February 20.1999. 
I am gmieful to IG Faiel. Pravin Viaaiia and 
V N Kothari for inviting inc to deliver the lecture. 
I am also grateful to the authorities of the Gujarat 
Economic Association for their kimhiess and 
courtesy during my stay at Rajkot.] 
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Brave New World of Global Commerce 

Aditya Bhattacharjea 

Devdoping Countries and the Multilateral Trading System: From the GATT 
to the Uruguay Round and the Future by T N Srinivasan; Oxford University 
Press, Delhi, 1998; pp 140, Rs 39S. 


THIS slim and readable monograph covers 
a lot of ground. Within its 12S pages of 
text, the author surveys the history of the 
GATT from its origins after the second 
world war to the signing of the Final Act 
resulting from the Uruguay Round Agree¬ 
ments (URA) in 1994; critically assesses 
the likely impact of the URA, and also 
possible future developments in the areas 
of environmental and labour standards 
and regional trade agreements; and offers 
agendas for complementary domestic 
policies and co-operaiion amongst multi¬ 
lateral economic institutions. A lengthy 
postscript brings the story and the assess¬ 
ments up to early 1997. 

It might he useful to begin by spelling 
out what this book is not. It is not a work 
of original research; Srinivasan draws 
extensively from earlier work on the 
subject, including his own, but repackages 
it for a wider audience, although fami¬ 
liarity with basic trade theory is assumed. 
Nor does this book, which originated in 
a paper commissioned by the Economic 
Development Institute of the World Bank, 
pay much attention to the Indian economy, 
nterc arc stray references to the Indian 
position in the various rounds of negotia¬ 
tions in the historical chapters, and - by 
way of illustration ~ to the country’s 
involvement in recent trade and invest¬ 
ment disputes. The focus is on developing 
countries in general; their involvement (or 
lack of it) in the evolution of the GATT, 
how the multilateral agreements have 
affected them, and what they should do 
in future negotiations as well as in their 
domestic policy formulation. There is an 
implicit agenda for India in thc.se prescrip¬ 
tions, but the author could have add^ 
another po.st.script to this edition spcci- 
fically for an Indian readership. 

Although developing countries com¬ 
prised a majority of the GATT contracting 
parties from the very beginning, they were 
suspicious of the developed countries' 
designs and did not participate effectively 
in successive negotiating rounds until the 


Tokyo Round. Before Uruguay, their main 
concern was to secure ‘differential and 
more favourable treatment', whereby they 
were not required to reciprocate the 
developed countries’ tariff reductions and 
instead obtained trade preferences from 
them, and also retained theirrighttoimposc 
quantitative restrictions on trade. Accord¬ 
ing to Srinivasan, this attitude was 
(mis)guidcd by ideological concerns and 
proved doubly self-destructive for the 
developing countries; it permitted them to 
continue with costly import-substitution 
strategics, and also allowed developed 
countries to get away with GATT-incon¬ 
sistent import restrictions (e g, on textiles) 
as well as higher tariffs on products of 
export inierc.st to developing countries. 
Fuller engagement, he believes, would 
have secured them a better deal in devel¬ 
oped-country markets in exchange for 
opening up their own, which would have 
been in their own interest in any case. 

To anyone familiar with Srinivasan’s 
writings, hissupport fortrade liberalisation 
will come as no.surpri.se. It survives despite 
his survey of various quantitative assess¬ 
ments of the gains from the URA, which 
shows them to be, in his own words, 
“extremely modest”, with most develop¬ 
ing countries gaining less than 2 per cent 
of GDP. and sub-Saharan Africa actually 
losing. He tries to put a gloss on these 
findings with a bizarre comparison; “even 
a gain of. for example, 0.7 per cent of 
GDP...for the world [as shown by one 
study] compares favourably with the as 
yet unachieved and unlikely to ever be 
achieved target for external assistance of 
0.7 per cent of GDP for developed coun¬ 
tries”! Even the.se modest estimates are 
based on the URA not being undone by 
resource to wti-dumping and other mea¬ 
sures, about which Srinivasan himself 
expresses concern at various points in 
the book. He is under no illusion about 
the political economy of protection in 
developed countries, and their ability to 
exercise unequal power in a nominally 


rule-governed ^stem. His postscript in 
particular points to various disquieting 
post-1994 developments, in particular the 
increasing use of anti-dumping duties try . 
both developed and developing countries ^ 
(which has in fact accelerated since his 
manuscript was completed in 1997), and 
also statements periodically emanating 
from the US, affirming its right to act 
unilaterally and to ignore the rulings of 
the WTO’s Dispute Settlements Bodies. 

Although he is careful to nuance his 
optimistic assessment of the URA with 
such warnings, Srinivasan* s summary of 
specific market-access concessions leaves 
out some of the clever devices that have 
been used to dilute their effectiveness. For 
example, by 1998 developed countries 
should have abolished quotas on a third 
of their imports of textiles and clotiiing 
in the first two stages of the four-stage 
phase-out of the multi-fibre arrangement 
(MFA). Srinivasan mentions that only one 
quota was actually aboli.shed ih the first ‘ 
stage (1995), but not the stratagem that 
was used, which has enabled almost all 
quotas to survive even after the second 
stage (1998). This was the simple expe¬ 
dient of including in the one-third require¬ 
ment products that were not under quota 
restriction to begin with. Similarly, he 
does not mention the considerable body 
of research which shows how evidence in 
anti-dumping ca.ses is often slanted against 
exportera, and how petitions are often fi ted, 
not necessarily in order to obtain anti¬ 
dumping duties, but to threaten exporters 
with long and costly legal battles in 
Washington, Brussels and Geneva. The 
best that can be said about the URA is that, 
despite fraying at the edges in thi s manner, 
they have not unravelled entirely as coun¬ 
try after country has slid into recession and 
balance of payments crisis in the last two 
years. There has not been a repeat of the 
tariff wars of the 19.30s, although this is 
largely due to the ‘hegemonic stability' 
provided by the robust health of the 
American economy rather than universal 
acccptanccof a rule-governed international 
order. 

On other issues, ux>. Srinivasan presents 
a mixed picture but remains sanguine. He 
acknowledges that stronger patent protec¬ 
tion as a result of the TRIPS i^reemenl 
will tran.sfcr rents on technology from 
developing to developed countries, but , 
opines that this is likely to be offset by 
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mlbte rapid accumulation of “knowledge 
c^tal”, since “with spillover effecu. 
knowledge created anywhere has poten> 
tially beneficial elTects everywhere*’. In 
services, agreements on telecommunica¬ 
tions and information technology prod- 
* ucts were concluded just in time to be 
welcomed in his postscript, although he 
notes thru developed countries have been 
much less enthusiastic about opening up 
trade in the more labour-intensive services 
in which developing countries have an 
advantage. Even as they resist free move¬ 
ment of unskilled labour, developed coun¬ 
tries are keen to obtain a multilateral 
i^reement that would facilitate free move¬ 
ment of capital. Although Srinivasan takes 
seriously the apprehension that foreign 
investment can compromise national 
sovereignty, and that multinational firms 
can engage in restrictive business practices, 
he remains generally in favour of direct 
foreign investment and against TRIMS such 
as local-content and export obligations. 

In a chapter based on his own recent 
^ work with Jagdish Bhagwati, Srinivasan 
eloquently attacks developed countries’ 
efforts to use environmental and labour 
standards tojustify protectionist measures. 
He argues for allowing a diversity of 
standards consistent with different levels 
of development. Environmental concerns 
can be met most efficiently by Pigouvian 
taxes on economic activities that have a 
purely domestic environmental impact, or 
the economist's favourite device of mar¬ 
ketable pollution permits for activities that 
have Iransborder effects, not by restricting 
trade. Again, rich nations’ putative concern 
tor workers in developing countries shou Id 
, he translated into action by direct income 
iraasfers or by permitting free immigra¬ 
tion,not trade restrictions tooffset'unfair' 
competition from countries with lower 
labour standards. All this echoes the old 
Bhagwati-Srinivasanliteraturcon directly 
targeted ‘first-best’ policies. There are 
obviously more intractable practical and 
political problems involved here, but since 
Srinivasan remains cutely aware of the 
protectionist agenda behind the nobie- 
•sounding demands for labour standards, 
and (as noted above) the improbability of 
meeting even existing targets for external 
assistance, his prescriptions are presum¬ 
ably rhetorical debating points. Also, he 
•somewhat casually dismisses fears that 
^ the al»ence of imemationally enforced 
^environmental and labour standards will 
promote a dangerous “race to the bottom’’ 
amongst countries trying to maintain com¬ 


petitiveness and attract footloose foreign 
capital. He indicates that he has spelt out 
the grounds for such dismissal in research 
published elsewhere, but this book could 
have been more forthcoming on such an 
important issiK. 

Overall, despite sketching a chiaroscuro 
portrait of the post-URA world trading 
system. Srinivasan remains an ardent 
advocate of trade liberalisation by devel¬ 
oping countries. He is sceptical about 
preferential trade agreements as a halfway 
measure, because they entail complicated 
rules of origin and the possibility of trade 
diversion (here, as elsewhere, the reader’s 
familiarity with the relevant theoretical 
framework is assumed). Instead, recognis¬ 
ing that individual developing countries 
may find it difilcult to go it alone in taking 
the medicine he prescribes, he suggests 
co-ordinated but non-discriminatory 
liberalisation by regional groups of coun¬ 
tries. But this begs question: why should 
Jumping into the deep end holding hands 
be more politically feasible than jumping 
unilaterally? 

Distributionai. Issues Ignored 

1 would like to devote the rest of this 
review to .some of the book’s inconsisten- 
ciesand silences on the wider consequences 
of liberalisation. The analytical approach 
on which Srinivasan has built his repu¬ 
tation invokes lump sum taxes and trans¬ 
fers to enable considerations of allocative 
efficiency to be divorced from income 
distribution. In this volume, however, he 
displays a certain incon.sistency. For 
example, as indicated earlier, he attacks 
the ca.se for labour standards by calling 
for developed countries to make income 
transfers to workers in developing coun¬ 
tries. But in arguing his case against 
customs unions, he dismisses (on grounds 
of lack of information and incentive-com¬ 
patibility problems) the feasibility of the 
international transfers that are needed to 
c.stabli$h theoretically that acustoms union 
is always globally Pareto-optimal. When 
it comes to domestic income redistribu¬ 
tion. which is equally necessary to estab¬ 
lish the Pareto-optimality of free trade for 
a single country, he is silent. Again, he 
is concerned that the costs of protecting 
the environment be shared equitably 
between countries, but not that the costs 
of trade liberalisation be shared equitably 
within countries 

The book docs cite a rueful statement 
by aformermanagingdircetorof the World 
Bank to the effect that the Bank “under¬ 


estimated the political difficulty of atyust- 
ment [and] the fact that structural adjust¬ 
ment means a major redistribution of 
economic power and hence of political 
power”. But in Srinivasan’s view, it is Uw 
owners of capital, bureaucrats and poli¬ 
ticians who lose from liberalisation in 
developing countries and therefore con¬ 
stitute the political opposition, while 
wortcers gain. There is no scope for workers 
(apart from a small labour aristocracy) to 
suffer income losses and unemployment 
in this Stolper-Samuelson fable, b^use 
a flexible labour maricet is assumed to 
reallocate displaced labour to expanding, 
labour-intensive, export sectors. Indeed, 
in the chapter on complementary domestic 
policies, Srinivasan highlights the need 
for reforming labour and bankruptcy laws 
to facilitate labour retrenchment and in¬ 
dustrial closures. But this benign view of 
structural adjustment is not “a fable agreed 
upon”. 

Prescribing liberalisation even-handedly 
for all countries, the book ignores the 
welfare measures that were put in place 
even as developed countries were opening 
up to each other in the early rounds of 
GATT negotiations, or in the proce.ss of 
European ihtegration. Unemployment 
benefits, child support, social security, 
public education and (except in the US) 
national health insurance ensured that basic 
needs were fulfilled independently of 
earnings. Vulnerable low income sectors 
such as agriculture and textiles were 
excluded from GATT disciplines for 
decades: even as they are being gradually 
integrated after the URA, developed coun¬ 
tries have been able to cushion the impact 
by massive transfers to farmers and (in the 
EU) to depressed regions. Further, even 
low income consumers in developed 
countries obtain gains from trade in the 
form of cheaper imports (of food, clothing 
and footwear, for example), which is 
unlikely to be the case when imports are 
liberalised in poor countries. (Standard 
theory evades this issue by assuming 
homothetic preferences, so that all con¬ 
sumers con.sumc all goods in the same 
proportion and therefore benefit from 
cheaper imports.) 

Even amongst developing countries, the 
east Asian miracle is hailed in this book 
for its 'outward oriented’ (which does not 
always mean ‘liberalised*) trade strategy, 
but not for policies such as land reforms 
in China, Korea and Taiwan, public hous¬ 
ing in Singapore and Hong Kong anti 
affirmative action in Malaysia.The absence 
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of such interventions in Indonesia and' 
Thailand made them exceptions to the 
pattern of egalitarian growth that consti¬ 
tuted the real east Asian "miracle*, but 
even they shared the other miracle econo¬ 
mies’ early commitment toprovidingbasic 
education, and already had far higher 
literacy and teacher/pupil ratios in the 
early 1970s than India has today. To harp 
on this is not merely to call for putting 
a human face on liberalisation; the impor¬ 
tance of such measures for productivity¬ 
enhancing human capital accumulation is 
part of the discourse of mainstream eco¬ 
nomics. Without them, trade liberalisation 
in developing countries is likely to result 
in “Modest benefits, but problems with 
productivity growth, macro price.s, and 
income distribution”, to quote the title of 
a recent paper by Ocampo and Taylor 
(Economic Journal, September 1998) 
which summari.scs the evidence. It is not 
as though Sriniva.san confines himself to 
international economics or espouses 
laissez-faire in this book. His chapter on 
domestic institutional innovations and 
reforms calls for regulation of banks and 
financial markets to accompany financial 
sector liberalisation, monopoly regulation 


to accompany privatisation, and control Of 
restrictive business practices to accom¬ 
pany liberalisation of foreign direct in¬ 
vestment. By contrast, his silence on 
di.stributional and human capital issues is 
almost deafening. 

In support of his case for free labour 
migration and against the developed 
countries’ stance on labour standards, 
Srini vasan at one point quotes John Rawls' 
endorsement of freedom of movement as 
an essential primary good. But Rawlsian 
criteria, if consistently applied, would 
surely call into question the social con- 
scquenccsofindiscriminate liberalisation. 
And while one can applaud Srinivasan’s 
repudiation of labour standards imposed 
by developed countries, it would be 
unfortunate if the countries of .south Asia 
and sub-Sahamn Africa, in pursuit of flexi¬ 
bility and international competitiveness, 
were to relax their own low standards 
regarding gender equality, iKcupational 
health and safety, child labour and pri¬ 
mary education. They would then be 
competing, not for global market shares 
and foreign investment, but in a ‘race to 
the bottom' of the world table in terms of 
human development indicators. 


Tibet under Communist Rule 

Dawa Norbu 

The Dragon in the Land of Snows; A History of Modem Tibet since 1947 
by T .sering Shakya; Pimlico, London, 1999; distributed by Rupa and Company, 
Rs 395. 


WHEN Meivyn Goldstein published his 
widely-acclaimed A History of Modem 
Tibet. 1913-1951 in 1989, T.scring Shakya 
was quite young but still very excited and 
inspired by that publication event. He 
at once started working on a sequel to 
Goldstein's path-breaking hook. The rc.sult 
is this massive (574 pages) and impressive 
volume under review. Goldstein's study 
covers the period from 1913 to 1951. and 
Shakya’sfrom l947to 1998, and the latter 
is a worthy sequel to the former by almost 
any standard. 1 believe thc.se two volumes 
constitute the most serious and compre¬ 
hensive academic contributions to the 
history of modcmTibct,coveringthe modem 
period, as they do, from I913to I998,u.sing 
primary sources to the extent pos.sible. 

Between these two monumental works, 
there has been a plethora of popular books 
on Tibet responding largely to inter¬ 
national market demands. Of these Tom 


Grunfeid's The Making of Modem Tibet 
is the most well known. However, since 
Grunfeld knows neither Chinese nor 
Tibetan, his information on the making of 
modern Tibet is essentially limited to 
secondary sources. Moreover he seems to 
harbour a hidden idcologiOal agenda as 
evident throughout the text on essential 
points. His academic .sophistication hides 
his subtle tilt towards Chinese Communist 
essence on the history of modern Tibet, 
and this makes the book acceptable to a 
lot of readers. 

By contrast, T sering Shakya's The 
Dragon in the Latul of Snows is the most 
balanced and the best informed historical 
account of Tibet under Communist domi¬ 
nation wc have had so far. It is a difficult 
feat in which the author has succeeded. 
The Communist period he covers is ex¬ 
tremely controversial; yet he has succeeded 
in maintaining his balance and hi.storical 


dbfectivity. Above all no omer boon « 
contemporary Tibet has exhauMed aH thi 
existing and diverse sources of informa 
tion and available data as this volume ha: 
done. Therefore, its empirical base is solit 
and sound. 

Drawing on a wealth of archival and ora 
sources, T sering Shakya reveals for Uh 
first time the full story of the Dalai Lama’; 
escape from Tibet in 1950. He provide; 
the first complete account of CIA involve 
ment in Tibet; of how the British govern 
ment misled the United Nations; of th< 
internal power struggles during the Cul 
tural Revolution; of the previously secre 
uprisings against the Chinese; of negotia 
tions between the Dalai Lama and th< 
Chinese government; and of the changinj 
phases of the Communist policy and prac 
tice in Tibet during the last 39 years. Hi; 
historical details are rich and treatment o 
the subject professional. 

On the whole, the best part of the bool 
is the early chapters (2-6), where most o 
the prerequisites for sound historical re 
search are present, namely, various atchi 
val records and time perspective. How 
ever, as we near the more recent event; 
covered by chapters 13 to 15, the descrip 
tions become thin because sources narrov 
down to one or two. and the historian i; 
too close to the events. This, however, i; 
a general problem in the writing of curren 
history which is a typically Americai 
concept. No current history can bedcfmi 
tive not only because the subject matte 
is still in a process of formation ant 
contestation but also because the historiai 
is too close to the events he describes o 
seeks to analy.se .so that the critical dis 
tance and long ‘duree’ perspective s( 
essential for any sound historical researcl 
become problematic. This is a problen 
almost every modem historian faces an< 
T sering Shakya is no exception. Never 
theless, one is grateful toT sering Wangdi 
Shakya for his important and substantia 
contribution to the study of 2()th centur] 
Tibetan history. It will remain a standart 
work on post-1950 Tibet for a long tirm 
to come. 


Subscription Numbers 

Subscribers are requested to note 
their Subscription Numbers Men¬ 
tioned on the wrappers and quote 
these numbers when corresponding 
with the circulation department. 
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Globalisation and Threat to Seed Security 

Case of IVansgenic Cotton THals in India 

Vandana Shiva 
Ashok Emani 
Afsar H Jafri 

There are high social and ecological costs linked to globalisation of non-sustainahle agriculture which have 
been experienced in all commercially-grown and chemically-farmed crops in all regions. While the benefits 
of globalisation go to the seeds and chemical corporations through expanding markets, the cost and risks 
are exclusively bom by the small farmers and landless peasants. While the commercial private seed supply 
system needs strong state regulation, farmer seed supply should function free of state interference with strong 
community control and public participation. Strong biosafety regulation with public participation is both a 
democratic and an ecological imperative. 


Hie use of coKon as a source of textile 
extends far into the past, thousands of 
years before the birth ot Christ. Document¬ 
ation establishes that the cotton fibre was 
beingproduced in the Indus Valley around 
3000 BC. India later became the first im¬ 
portant exporter of the finished products. 
Grithasamad. a vedic rishi, survived some 
20,000 years ago in a village called 
Kalambh in the present Yavatmal district 
in Maharashtra state. This village has wit¬ 
nessed worlds' first successful researched 
cultivation of cotton by Grithasamad. This 
cotton could withstand heavy waters and 
people have named it as Gailhasamadam. 
It IS questioned whether this is the same 
Gossipium? 

- Translated from Ved Chintan, 
Vol 2. by Vinobha. pp164-65. 

I 

Introduction 

fHEIndian seed industtyisrapidly moving 
nto a phase of ‘corporate control over 
•ceds’ with the introduction of tratugenic 
:rops. The biotechnological innovations 
n the Indian context rely heavily on the 
echnologies and investments of the first 
>vorld. Development in these areas proceed 
either through transnational companies 
setting up their branches or through 
marriage of convenience between western 
iiioiechnoiogy Hrms and national seed 
:ompanies. Under this latter scenario, the 
western collaborator provides techno¬ 
logical expertise and investment, while 
:he national counterpart provides the Indian 
germplasm and a mariceting base. Having 
developed a hi^ level acceptance of hybrid 
seed, corporate stretfegists think acceptance 
3f genetically engineered crops will be far 
:asier. Therefore la.st year, Monsanto 
mtered into an exclusive agreement with 
Maharashtra Hybrid Seeds Company 
!Mahyco) and formed a joint venture, to 
ntroduce genetically modified Bacillus 
‘hiiringiensis (Bt) cotton in India. As Jack 


Kennedy of Monsanto has stated “ wc 
propose to penetrate in the Indian agri¬ 
culture sector in a big way. Mahyco is a 
good vehicle.” This venture has been 
established with all hope that genetically 
modified cotton will account for entire 
sales of hybrid cotton seed within a 
timespan of 7-10 years. This exclusive 
agreement between the two would require 
the approval of Mahyco if Monsanto’s 
technology were to be made available to 
other Indian seed companies. 

However, the Indian seed industry is 
entenng into a new phase of development 
without understanding and assimilating 
the inherent adverse impacts of genetically 
modified crops. Full impact of trials of 
genetically modified organism will only 
be evident in an ecological and economic 
study of the environment in which these 
trials are performed. 

Evidence from the green revolution does 
not leave any doubt that the spread of 
modern varieties has been an important 
cau.se of genetic erosion. The uniformity 
caused by increasing areas sown to a limited 
numberof varieties isa sourceof increased 
risk for farmers, as varieties may become 
vulnerable to disease and pest attack 
[Robinson 1996].Thc trend, which is being 
set by the transnational companies through 
use of genetically engineered plants, is to 
create a niche for broad international 
market for a single product, thus creating 
the conditions tor genetic uniformity in 
rural landscapes. In addition, patent 
protection and intellectual property rights 
imposed through the Trade Related 
Intellectual Property Rights (TRIPs) 
agreement of WTO will inhibit farmers 
from re-using, sharing and storing seeds. 
This increases ‘.he prospect that a few 
varieties will dominate the seed market. 
Already with monoculture development 
of crops, agriculture is increasingly 
threatened by plant diseases, insect pests 


and weeds. To add to this the introduction 
of genetically modified crops i)nd 
intensively managed farms will accelerate 
the erosion of rich genetic diversity that 
wc own. There is no reason to believe that 
resistance to transgenic crops will not 
evolve among insects, weeds and patho¬ 
gens as it has happened with pesticides. 
No matter what resistance management 
strategics will be used, pests will adapt 
and overcome the agronomic con.straints. 

The tragedy of farmers committing 
.suicides for a couple of years in some 
states, highlights some of these high social 
and ecological costs which are linked to 
globalisation of non-sustainable agricul¬ 
ture and which are not restricted to the 
cotton growing areas of various state but 
have been experienced in all commercially- 
grown and chemically-farmed crops in all 
regions. While the benefitsof globalisation 
go to the .seeds and chemical corporations 
through expanding markets, the cost and 
risks arc exclusively bom by the small 
farmers and landless peasants. 

Privatisation of the seed sector has 
induced three major changes in agriculture. 
Firstly, it has led to change in cropping 
pattern of farmers’ varieties from mixed 
cultivation based on internal inputs tc 
monoculture of hybrids based on external 
inputs. Secondly, it haschanged the culture 
of agriculture. Instead of growing food 
and maximising ecological security and 
food security, farmers have been induced 
to grow cash crops for high profits, without 
assessment of riidcs, costs and vulnerability. 
Thirdly, the shift from a public system 
approach to a private sector approach in 
agriculture. To add to all these, the new 
seed policy of the government lifted dte 
restrictions on private sector import ol 
foreign gcrmpla.sm, enabling larger seed 
producers, particularly those with foreign 
collaborations, to access seeds froR 
international sources [Shivaand Cromptor 
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1998]. This has paved the way for tng 
multinationals like Monsanto of the US. 
to enter our seed market, making the indi> 
genousfarmefs vulnerable to the aggiessive 
marketing onslaught of the company. 

In fact, with die aim of nwnopolising 
agriculniral systems in all countries, Mon¬ 
santo is in die process of controlling the 
entire seed indubiy acquiring shares in 
all the major national and international seed 
companies. By controlling seed, both 
through acquisitions and mergers, and 
through patents, Monsanto in effect is 
attempting to gain total control over food 
systems. Table 1 shows Monsamo’s share 
in seed markt^. 

In May 1998, Monsanto entered into a 
joint venture with one of India's largest 
seed company Mahyco and formed 
Mahyco-Monsanto Biotech Limited. 
Monsanto floated this joint venture with 
the intention of reaching the otherwise un¬ 
reached farmers in remote villages where 
Mahyco has a presence. The statement of 
Jack Kennedy of Monsanto to penetrate 
the Indian agricultural sector in a big way 
using Mahyco as a vehicle has been proved 
accurate. Monsanto has acquired 26 per 
cent stake in Mahyco by paying nearly 24 
times the paid-up value. Through this 
acquisition. Monsanto will get a foothold 
in the already establi.shed market of this 
company which has seed markets not only 
in India but also in the neighbouring 
countries [RFSTE 1998]. 

A Monsanto publiciuion entitled Leaders 
in Weed Control, proudly states “Mon¬ 
santo’s tryst with India began over 20 
years ago with Machete, the First rice 
herbicide in India, in 1975... Our commit¬ 
ment to Indian agriculture does not end 
with the latest hcrbicitte. It begins.” What 
Monsanto fails to mention is that what 
begins is war with Indian agriculture. What 
begins is the destruction of Indian agricul¬ 
tural diversity. What begins is the depend¬ 
ence of Indian farmers on industrialised, 
unsustainable techniques of the developed 
nations. What begins is the reduction of 
years of breedi ng and innovation to uniform 
monoculture systems. What begins is a 
commitment to remain the largest mono¬ 
poly in agro-chemicals, a commitment to 
exploit third world farmers. What begins 
is the launch of a neo-imperialism of seed 
and food (RFSTE 1998]. 

The present study is an attempt to 
understand the corporate control over the 
genetically engineered crops heralding a 
new phase in the seed industry through 
globalisation of agriculture and to under¬ 
stand the threat posed to our seed security 
by probing into the case of trangenic cotton 
trials in India. In June 1998 Monsanto of 
the US, without any prior permis.sion by 
the government of India, .started field trials 


esf its Bt cotton in 40 locations spread 
across nine states in India. The preseitt 
paper probes into the details of the field 
trials of its Br cotton at varimis sites across 
the length and breadth of India in ail the 
important cotton growing regions. The 
study analyses the timing of plantation of 
trial crop, terms of trials of the company 
with the farmers, criteria for selection of 
the farmers and the fields, information 
dissemination on the transgenic crops 
among the fanners by the company, bio¬ 
safety measures as practised by the com¬ 
pany and by the farmers, comparison of 
the performance of Bi and non-Brerop and 
ecological risks associated with the trans¬ 
genic crops in the wake of the biosafety 
guidelines issued by the department of 
biotechnology. This paper has been orga¬ 
nised into six sections. Section II deals 
with importance of cotton and a bnef 
hLstory on cotton hybrids. Section in deals 
with cotton failure and suicides by farmers. 
Section IV looks into the seed quarantine 
and biosafety rules with respect to seed 
production and supply. Section V deals at 
length with Monsanto's illegal and un¬ 
scientific field trials in India and probes 
into the myths created by the company 
among the farmers and the public. 
Section VI looks into the need for strong 
biosafety regulations. 

II 

Importance of Cotton 

Cotton is one of the most ancient and 
important cash crops. It constitutes nearly 
70 per cent of the raw matcnal for the 
textile industry and directly or indirectly 
provides huge employment in rural as well 
as urban sectors. 

Cotton cultivated in India can he cla.ssi- 
(ied broadly depending upon its cultivation 
in three distinctly different agroclimatic 
?oncs through four different species of 
Cossypium and F-1 hybrids (Table 2). The 


sflecies conqioaition haa lUfied ftrotottai 
predominance of diploid {Gossypiun 
arboreum and Gossypium herbaceum) til 
the early 1960s, to one with dominano 
of Gossypium hirsutum and tetrapolioc 
hybrids beyond the 1970s. 

Th«v has been signiBcant increase ir 
area under cotton from 7,610 thousanc 
hectares to 9,063 thousand hectanu 
registering a 16 per cent increase frorr 
1960-61 to 1995-96. During this period 
the yield has been almost doubled fron 
125 kgs per hectare to 246 kgs per hectare 
raCR 1997-98]. Howeverforthe last few 
years there has been failureof cotton crop! 
in all the three zones. For the small anc 
marginal farmers the failures have provec 
to be serious. The farmers apprehend that 
the failure of crops is due to supply ol 
spurious seeds by various private seed 
companies across all the three zones. 


Table 2' Incrca.se m Area under Hybrids 
IN India (I97.S-i998) 

(Per cent 


Year 

Area 

1975 

3 

1980 

II 

1985 

26 

1990 

36 

1998 

40 


Soun e ICAC (1997). Singh (1998) 

Tabu 3. Area and Productidn oi- SpaiK and 
Hybrids in India 

(Per tent) 

Species/Hybnds Aren Production 


Species 


G hirsutum 

36 

40 

G barhadense 

<1 

<1 

G orhoreum 

16 

8 

G lierhtiteum 

8 

4 

Hybrids 

Intra-hirsutum 

35 

40 

.hirsulum*barbadense S 

8 

.herbaceum*arboieum <1 

<1 

.arboreum*arboreum 

negligible 

negligible 


Source: ICAC (1997). 


Table I Mcroers and Acquisitions by Monsanto from 1995 to 1998 All Over the World 


Year 

Company 

Country 

Specialisation 

Share 

Purchased at 





(Percent) 

(USS) 

1998 

Cargill 

Central and Latin 

Seed operations 


1.4 billion 



America, Europe, 
Asia, Africa 




1998 

Delta and Pine 

US 

Cottonseed 

85 

1.82 billion 

1998 

Dekalb 

US 

Seed operations 


2.3 billion 

1998 

Mahyco 

India 

Seed operations 

26 

24 limes paid up 
value 

1998 

Unilever 

Europe 

Seed operation 


325 million 

1998 

BID Parry 

India 

Seed operation 

51 


1997 

Holden 

US 

Seed operation 

2.5-35 


1997 

Semeies 

Brazil 

Seed operations 

30 


1997 

Millennium 

US 

Seed operations 


118 million 

1996 

Agracetus 

US 


ISO million 

1996 

Calgcne 

US 

Seed operations 

49.9 


1995 

Kelco 


Chemicals 


1.06 billion 

1996 

Roche 


Women’s health core 


240 million 


Source Compiled from Monsanto (19981 and The Hindu, December 21.1998. 


602 


Economic and Political Weekly March 6-13, 1999 



^Theve has been significant increase in 
jtfie private seed companies operating in 
these regions. These seed companies «e 
not sincere in meeting the seed needs of 
the farmen. They are profit-driven and use 
advanced advertising methods to sell new 
y seed varieties to ill-informed farmers, 
niese seedcompaniesareselling‘truthful’ 
.seeds without providing any sort of 
compensation in case the seeds fail. To 
add to this, multinational companies are 
trying to capture the entire seed market for 
major crops throughout the world by 
patenting their innovative technologies. 
These companies ate making the farmer 
further handicapped by making them sign 
apre-sale contract. Inherent to the contract 
is a strict prohibition on the farmers’ age- 
old practice of producing their own seeds, 
storing, and replanting them. 

History of Hybrids 

In India hybrid cotton has been intro¬ 
duced since 1970 with the relea.se of 
world’s first hybrid cotton H-4 from Cotton 
Research Station, Surat in Gujarat. This 
hybrid cotton by virtue of its high yield 
’ potential and adaptability became popular 
among the farmers initially in Gujarat and 
later on in the states of Andhra Pradesh. 
Maharashtra, Karnataka and Madhya 
Pradc.sh. Iwo years .iiiei the release til 
H-4. the world's first interspecific hybrid 
between Gossypium ftirsutum and 
Gossypium barbadense called Varala- 
kshmi was released from Dharvad in 
Karnataka, which crossed the state and has 
spread in states such as Tamil Nadu. 
Andhra Pradesh and Maharashtra under 
irrigated conditions. With the success of 
these two hybrids, several hybrids in 
tctraploid cottons and a few in diploid 
cotton were released for commercial 
cultivation in major cotton growing states. 

The area under hybrid cotton in India 
is given in Table 2. Share of different 
species and hybrids is given in Table 3. 
At pre.sent maximum area of cotton is 
covered by hybrids (40 percent), followed 
by G hirsutum (36 per cent), G arhorcum 
(16 per cent), and G herbaceum (8 per 
cent). The area under G barbadense is 
negligible. Among the hybrids, maximum 
area is covered by itaiti-birsutum hybrids, 
followed by interspecific hybrids between 
G hirsutum and G barbadense. A very 
little area is covered by diploid hybrids 
ISingh 1999J. 

The central and southern zones saw 
successful cropping of hybrids. However 
these hybrids have not become popular 
among the farmers of north zone and less 
than 1 per cent area is covered by hybrid 
cotton in this zone. Statewide area under 
hybnd cotton is presented in Table 4. 
Hybrid cotton could not become popular 


in hoithem zone due to Mgh cost of hybrid 
seeds and late maturity. Table 5 gives 
cotton acreage, production and pro¬ 
ductivity for the zones. 

Ill 

Cotton Failure and Farmers* 
Suicides 

The epidemic of farmers’ suicides is the 
real barometer of the stress under which 
Indian agriculture and Indian farmers have 
been put by globali.sation of agriculture. 
Indebtedness and crop failure are the main 
reasons for farmers' suicides. Also 
indebtedness and crop failure are inevitable 
outcomes of the corporate model of 
indu.strial agriculiure being introduced in 
India through glohali.sation. Agriculture 
driven by MNCs is capital intensive and 
creates heavy debt for purchase of costly 
internal inputs such as seeds and agri¬ 
chemicals. It is also ecologically vulnerable 
since it is ba.scd on monoculture of 
introduced varieties and on non-su.stainable 
practices of chemically intensive farming. 

The focus of ciitton failure has been on 
the excessive use of pc.sticidcs or of spuri¬ 
ous pesticides. However, pc.sticidc u.sc is 
intimately linktxl to hybrid.secds.Pe.sticides 
become necessary when crop varieties and 
cropping pattern^ are vulnerable to pest 
attacks. Hybrid .seeds offer a promise of 
higher yields, but they also have higher 
risks of crop failure since they are more 
prone to pest and disease attack as illustra¬ 
ted by the Andhra Pradesh experience. 
Monocultures further increase the vulner¬ 
ability to pest attacks since the same crop 
of the same variety planted over large areas 
year after year cncourtigcs pest build-ups. 

Andhra PRAOtsii Cotton Failure 

More than 3tK) cotton farmers have 
committed suicide in Andhra Pradesh in 
1997-98. Cotton cultivation has been taken 
up in areas which were not traditionally 
cotton growing areas. One such region is 
Warangal di.stricl, which has switched over 
from food crops to cotton which is 
relatively a new crop introduced under 
trade liberalisation. The area under cotton 
in this region grew over three times in a 
decade. The increa.se in area under cotton 
has been due to the good returns that the 
farmers were getting on cotton. 

However, the cotton fai led due to severe 
pest attack. The frequent sprays and 
spurious quality of pesticides used made 
them ever more ineffective. Most farmers 
had spent between Rs 12,(K}()to Rs 1 S.CXK) 
an acre on pesticide.s. The heavy investment 
made in purcha.se of agri-chemicals could 
not be recovered because the yield was 
much below the expected level and it even 
did not cover the input cost. The small 
farmers who had taken loans and material 


on credit were driven into debt and then 
to suicide. 

The present agricultural season in the 
state of Andhra Pradesh has also seen 
suicides by farmers. 15 in the last two 
months of 1998. Bearing incessant rains 
and drought, woiking hard for the whole 
year and not getting a reasonable price for 
the produce, unable to pay back the loan 
obtained from private moneylenders, 
farmers are resorting to suicides. In the 
state last year around 300 farmers 
committed suicide. Out of these approxi¬ 
mately 130 farmers belonged to Warangal 
district. 

Farmers, lured by the good features of 
the varieties of cotton seeds of a few 
companies advertised in their villages, 
cultivated their lands with new varieties 
of cotton, namely, Navratan, Ajith, Parry 
White Gold, Bioseed. Keeping in mind the 
losses incurred during the past cotton crop, 
cotton has been cultivated with utmost 
care. In spite of that, the adulterated seeds 
have destroyed thousands of acres of cotton 
crop in Parakala, Regonda, Atmakuru, 
Geisukonda, Sangyam. Dharmasagar 
mandals of the district. 

In the district itself, the extent of area 
under these varieties of cotton is around 
30 thousand acres, which is spread across 
200 villages in 27 mandals. It is believed 
that about six seed companies were 
successful in introducing these varieties 
in the villages through their field 
distributors. 

Interestingly, the seed companies are 
selecting their seed distributors from the 
village itself. These distributors arc found 
to be the large farmers who were well off 
and have a say in decision-making for a 
number of villagers. I'he films shown to 
the farmers have a great impact on the 
choice of seed. Many of the farmers were 
reporting that the boll size and the opened 
boll were very good in the films. However 
they could not get a single boll so far, and 
whatever bolls formed were shed by the 
plant without opening. 

In Ulligedda Oamera, in Atmakuru 
mandal of Warangal district, the whole 
village has planted a total of ISO acres 
with Navratan Ajith variety of cotton. 
Madarappu Ramesh, who has cultivated 
Navratan Ajith. informs that he has 
invested Rs lO.OOOtoRs I I.OOUperacie on 
his cotton crop. Of this investment nearly 
70 per cent is spent on the chemicals and 
fertih.scrs. In the .same village another 
farmer, GudurRajaiah has cultivated three 
acres of land with Navratan Ajith variety 
and admits that he also incurred the same 
cost of cultivation for the crop. HissituatitMi 
is worse as compared to M Ramesh as he 
has a debt of Rs 90.000 from the ‘adti* 
shop at an interest rate of 36 to 48 per cent. 
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All of them ieantt of this variety of seed 
from TV film (video film) shown to them 
in their villaiv And almost all the farmers 
havedebtsi '^icratthe *adti’ shops orwith 
the landowners. 

In another village Pallarigudda in 
Sangyam mandal of Warangai district, 
almost all the farmers of this village have 
cultivated their fields with Party White 
Gold (PWO). The standing crop is very 
robust but without any bolls on the plants. 
The distributor of PWG seeds is from the 
village itself and he is not convinced that 
the yield is not there. About I SO villagers 
have taken their cases in the district con¬ 
sumer redressal forum at Warangai against 
the failure of PWG and demanded appro¬ 
priate compensation for them by the com¬ 
pany. Government officials visited the 
fiel^ of farmers whose cotton crops have 
failed. 

In addition to the seed failure, in many 
mandals yellow-insect pest of cotton ha.s 
destroyed the entire standing crops. The 
farmers reported that the agriculture 
departmem of the sute has shown total 
negligence in disseminating the advice of 
scientists and this has result in the havoc 
caused by the pest. Added to this, the 
fanners, persuaded by the suggestions 
given by the pesticide shopkeepers, have 
used high-cost but inferior chemicals, 
which could not reduce the pests attack 
on the cotton crop. Also the rate for cotton 
per quintal is not mote than Rs I.SOO 
which is not commensurate with the 
investment made on the crop. The same 
pesticides, though, did kill the farmers. 
Table 6 gives details of farmers who 
committed suicides. 

Through discussions with various seed 
and pesticide merchants at Warangai, it is 
revealed that the seed companies provide 
a v«y high margin on their products and 
also they do not demand immediate 
payment through cash. About 80 per cent 
of the transactions are on credit basis. 
They get nearly 45 to 60 days of credit. 
The merchants pay the seed companies 
through post-dated cheques. In turn the 
merchant sells the product on credit to the 
farmers. The same merchants sell the 
chemicals and fertilisers required for the 
crops. Getting everything under one roof 
and that too without paying cash, i e. on 
credit tempts the farmer and makes him 
receptive to suggestions given by the 
merchant. In this way the farmer sinks in 
to indebtedness. 

Various seed and chemical companies 
that ate operational in Warangai are Shaw 
Wallace, lO. Rallis India, Saral India, 
Novratis, Nocil, Bayer with various brands. 
Some of these have come in after liberalis¬ 
ation opened the seed sector to foreign 
companies. 


MAHARASinaA Cotton pAmuaE 

Similarly, farmers in Yavatmal district 
in Vidharbha, for ttw last few years, are 
facing of cotton failure despite favourable 
climatic conditions and uninterrupted 
supply of inputs. The yields have drastically 
decreased from aquintal toa few kilograms 
per acre over these years. 

The plight of organic farmers is more 
severe and they are struggling for survival 
in the wake of failure of not only cotton 
but also other important crop seeds such 
as ‘toor’. Till 1992, majority of farmers 
were cultivating basic normal hybrid(AHH 
468) which was fairly consistent and 
provided normal yield. The problem in 
this region started since 1992, when a new 
variety of cotton (CAHH 468), was intro¬ 
duced to the farmers in the region. The 
farmers found that the new hybrid, which 
has not been certified by the government, 
failed to perform well in spite ot all the 
care taken by them. As reported by the 


farmers, the yidd registered ww aiiiKW 
negligit^insubsequem years. These iKetfe 
were supplied by some of die seed com¬ 
panies trusted the farmers for years. 
Some of these include Nath ^eds. 
Aurangabad, Ajith Seeds, lalana, and 
Sanjay Seeds. Jalana. The govemmern 
outlets for selling seeds are supplying sub¬ 
standard seeds to the farmers. Some farmers 
have brought this to the notice of the 
authorities of these seed compuues. For 
instance, ‘karadi* (Bhima)seed(mai1ceted 
by Mahabeej, Akoia) which have been 
duly certified by a certifying agency was 
found to be substandard. Cotton and toor 
are commonly intercropped. These farmers 
tound that not only cotton but also seeds 
of toor failed to perform. 

Issue of Accountabiuty 

Unaccountability and lack of democracy 
under any condition generates disasters. 
This is the message of the increasing seed 
failure under globalisation. When techno- 


Tabix 4 Statewisi Area under Hybrid CoiTnN 


Slates 

Types of Hybrid Grown 

Area in Per Cent 

Punjab, Haryana and Rajasthan 

Intm-hir.’iuium and Intra-oWwireum 

Less than 1 

Gujarat 

lntra-birTui»m and Intcrspecinc diploid 



hybrids 

SO 

Maharashtra 

Intra and Interspecific letraploid hybnds 

50 

Andhra Pradesh 

Inira and Interspecific tetiaploid hybnds 

65 

Karnataka 

Interspecific tetiaploid and diploid 



hybnds, and Intra-hirvitum hybnds 

70 

Madhya Pradesh 

Intra-Airrufum hybnds 

42 

Tamil Nadu 

Intra and Interspcctfic tetiaploid hybnds 

IS 


Source. Singh (1999). 


Table 5 Zonewue Cotton Area. Production and Productivity for 1997-98 


Zone States Averages as (Per Cent of Total) 

Area Production l^roductiviiy 
(Kg/ha) 


Northern zone 

Punjab. Haryana. Ra|a.sthan 

23 

19 

238 

Central zone 

Gujarat, MP, Maharashtra 

SO . 

56 

412 

Southern zone 

AP, Karonataka. Tamil Nadu 

17 

25 

382 


Soune- Annual Report, CICR, 1997-98 

Table 6:Dltails of Farmers who Committeo Suktoe during November-December 1998 

IN Warancal Distrkt 


Name of Farmer 

Age 

Village 

Mandal 

Dale of SuKide 

Ketapalli Sambi Reddy 

40 

Ogalpur 

Atmakur 

October 22 

Bhukya Saima 

35 

Hanschandra 
Nayak Tandra 

Hosanparti 

November 8 

Kan Kuman Lzngayya 

49 

Gidde Muttaram 

Chityala 

November 11 

Maloiu Danja 

40 

Mangalvanpeta 

Khanapuram 

November 12 

Nogellt Tirupati Reddy 

26 

Challlagange 

Chityala 

November 14 

India Ayilt i-ya 

.36 

Neredupalh 

Bhupolapalli 

November 18 

Pacchi Kalaya Someswara Rao 

48 

Aakinepalli 

Mangapeta 

November 19 

Kallula Yakayya 

32 

Samudrola 

Stn Ghanpur 

November 19 

Akuiota Venkatayya 

65 

Govindapurom 

Sayampeta 

November 21 

Bolia,l(art Knshna 

22 

Nadikuda 

Parakola 

November 24 

Edclli Lakshmi 

45 

Rauviapalli 

Regonda 

November 18 

Chevitt Veeranna 

28 

Tehsildar Banjar 

Domokal 

December 3 

Pentia Odelu 

42 

Nagurlapelli 

Regonda 

December 16 

Rogula Devender Reddy 

25 

Jubilee Nagor 

Regonda 

December 16 

Tallapalli i-akshmayya 

38 

Solipuram 

Narmetta 

December 18 


Source: Prajasakhii newspaper. 
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'ilo^cai totatitarianism converges witit 
economic totalitarianism to make genetic 
engineering the basis of commercial 
activity by coocing fanners and con¬ 
sumers, the potential disasters can be 
unprecedented. The combination of total 
irresponsibility in manipulating the genetic 
structure of crops and totalising rights 
over life forms Uirough inteliectual pro¬ 
perty rights makes for absolute rights and 
absolute irresponsibility on the part of the 
biotechnology industry. 

The question, which becomes very 
pertinent in this context, is that who is 
going to be accountable for what is hap¬ 
pening to the farmers? Who is going to 
take cate of the social and economic liabi¬ 
lities of the farmers? Who is accountable 
for meeting the biosafety norms? These 
are some of the basic questions, which 
need tobe answered before anything further 
is done on the introduction of genetically 
engineered crops in India. 

IV 

SPS Quarantine and Biosafety Rules 

The tremendous growth of research in 
the field of biotechnology has not been 
matched by the development of necessary 
infrastructure fur education and research 
on biosafety, impact assessments on 
genetic engineering and for.safcty mca.sures 
and regulations. There is presently no exact 
predictive science or exact predictive 
ecology capable of accurately anticipating 
the behaviour and effects of genetically 
modified organisms. Ecological dynamics 
display the entire range of complex 
behaviours typical of .systems involving 
complicated couplings and feedbacks 
between different processes. This makes 
prediction inherently problematic and 
requires that utmost care be exercised in 
drawing even the most uncertain 
conclusions. Nevertheless, biotechnology 
regulators tend not to use the most advanced 
and modern sciences in making risk 
assessments. The precautionary principle 
should thus be strictly applied to activities 
involving genetic engineering. 

There arc grounds for suspecting that 
proponents of genetic engineering are 
following a policy of ‘strategic ignorance', 
characterised by neglect of standards and 
safety considerations, disregard for 
scientific inputs and assessments, and 
.suppression of information on adverse 
effects. 

PoucY ON Recistkation of Seeds 

In the pre.sent scenario there are two 
types of seeds available in the market for 
the fanners to buy. These are (i) certified 
seedsand (ii) truthful seeds. Certified seeds 
are sold on ceitifiratitm of purity by the 
government. For any company to launch 


teitified seeds it lakes at least six to seven 
yearsof undergoing trials and verifications 
under the supervision of government 
authorities. However to avoid such delays 
in the launch of seeds in market, seed 
companiessell the seeds as ‘truthful’ seeds, 
which means that the company sells seed 
asking the farmers to accept the company's 
claims as truthful. There is no regulation 
to prevent marketing of ‘truthf'il .seeds. 
The .sale and exchange of truinlul 
was prevalent among the farmers before 
the seed companies were functionirg. The 
famiers used to exchange or buy .iceds 
from other farmers and .such seeds were 
known as truthful seeds because farmers 
could trust each other. The corporate seed 
companies replaced the farmers' seed 
supply but continued with the practice of 
using the label ‘truthful' for seeds, and no 
public regulation was prevalent to prevent 
such sale. 

In such a situation, (he introduction of 
genetically engineered (GE) seeds 
becomes worri.some. In absence of any 
such regulation, the costlier GE seeds will 
offer no guarantee for whether they per¬ 
form well or not. This wi II lead tocompicte 
erosion of the agricultural biodiversity 
and adversely affect the socio-economic 
status of the farmers. This will be further 


aggravated since GE seeds wt II be (utenled, 
and corporations will treat information 
about them as proprietary. 

Indian BiasAFETv Reoulations 

In India, compliance of requisite safe¬ 
guards at various levels of research on 
plants including the development of trans¬ 
genic plants and their growth in soil is 
governed by biosafety guidelines issued 
by the department of biotechnology from 
time to time. In I98v, the ministry of 
environment and forests empowered the 
re > icw committee on genetic manipulation 
(R('GM)to bring out manualsof guidelines 
specifying pitx:cdurc for regulatory process 
with respect to activities involving geneti¬ 
cally engineered organisms in research 
use and applications including industry 
with a view to ensuring environmental 
safely. 

The figure gives the organogram for the 
presently existing guidelines for research, 
field trials and commercial application of 
transgenic plants. The committee which 
approves field tests and environmental 
release of GMOs is the Genetic Engineering 
Approval Committee (GEAC). 

However, it is not clear whether the 
Monsanto trials were cleared by GEAC or 
by the Review Committee on Genetic 


Table 7 Comparison op Actuai. Dates op Planting and Date op Permission, 1998 


Location 


Sites in the Respective State Vi.siled by 
Re.search Foundation 

Actual Date of Planting 
on Individual Fields 

Pate Ilf Permission by PUT July 27 


Total 

= 2.S 

Mehboobnagar. Andhra Pradesh 

End of June 98 

AP 

= 7 

Kumool, Andhra Pradesh 

June 20. 98 

Maharashtra 

= 6 

Warangal. Andhra Pradesh 

June 26.98 

Gujrat 

- 2 

Rangareddy. Andhra Pradesh 

End of June 98 

Karnataka 

= 2 

Yavalmal. Maharashtra 

June 24, 98 

M P 

- 2 

Raichur, Karnataka 

Mid June 98 

Haryana 

= 1 

Bellary. Karnataka 

June 17. 98 

Punjab 

= 1 

Khargoan, Madhya Pradesh 

First week of July 98 

Rajasthan 
Tamil Nadu 

= 1 
- 2 

Hissor. Haryana 

June 19. 98 

Pate at Permission by PBT August 5 


Total 

= LS 

Haveri. KanaUka 

June 26. 98 

AP 

= i 

Sirsa, Haryana 

June 28. 98 

Maharashtra 

= 4 

Gurguan. Ilaryana 

Mid June 98 

Gujarat 

Karnataka 

Haryana 

Punjab 

Tamil Nadu 

= 1 
= 2 
= 2 

= 1 
= 1 

Firozptir. Punjab 

June 29.98 


Soun-e: Compiled from Primary Survey of Trial Sites. 


Table 8. Yield Reported by the Farmers in the Trial Pi.ots por Bt Cotton 

{/Cg/aert) 


Name of the Farmer and Location 

Bt Yield/Acfe 

Non-Bt Yietd/Acie 

Lehri Siugh. Hi.ssar. Haryana. 

74.‘5 Kg 

880 Kg 

Harpal .Singh, Sirsa, Haryana 

5 Kg 

200 Kg 

Surendra Singh Huyer, Punjab 

Poor yield 

250 Kg 

Mahalingappa Shunkorikopp. Haveri. Karnataka 

7(M) Kg 

700 Kg 

B V Nunjundappa, HBHalli. Karnataka 

Poor yield 

Not performed well 

K-irelli Bakka Reddi, Rangamddy, Andhra Pradesh 

50 Kg 

1.50-200 Kg 

Bansi lal Lokhmi, Khargoan, Mahdya Prsedh 

12 Kg 

300to400Kg 


Source: Compiled from Primary Survey of Tnal Sites. 
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Manipulation (RCGM). Since the state 
governments were not consulted and 
Mahyco hasonlyshownalcttcrof approval 
from the department of biotechnology 
under which the RCGM functions, rather 
than the ministiy of environment, under 
which the GEAC functions, it is possible 
that the trials only had a RCGM clearance, 
and not a clearance through GEAC which 
would have required consultation with 
state biotechnology co-ordination 
committees (SBCC). 

However, RCGM is only supposed to 
clear contained lab experiments, not field 
experiments in open farmers’ fields of the 
kind that arc being undertaken in various 
locations in India. Field experiments need 
to be cleared by the GEAC since they take 
place in the open environment and their 
risks are not contained. The full ecological 
impact of such trials needs to take into 
account interaction with diverse species, 
impact on soil, impact on biodiversity and 
impact on public health. 

According to Article 4.1 fi) and (ii) of 
Recombinant DNA Safety Guidelines, 
1990, GEAC is supposed to regulateexperi- 
mental field trials and research develop¬ 
mental activity. To quote Article 4.1 (i) 
and (ii): 

4.1 GEAC will have the Biotechnology Co¬ 
ordination Committee under it which will 
function as legal and statuoiy body with judicial 
powers to inspect, investigate and take punitive 
action in cose of violations of statutory 
provisions under EPA. 

(i) Re vie w and control of safety mea.sures 
adopted while handling large-scale use 
of genetically engineered organisms/ 
classified organisms in research, 


developmental and indutitrial production 
activities. 

(ii) Monitoring of large-scale release of 
engineered organisms/products into 
environment, oversee field applications 
and experimental field trials. 

Since neither were the state governments 
involved, nor have the trials proceeded on 
a case by case and step by step basis from 
laboratory, to contained environment, to 
open environment and have been rushed 
to the stage of trials in open fields of 
farmers as the first step, Monsanto trials 
are clearly illegal and illegitimate even 
under the presently existing weak 
guidelines for regulation of GE crops. 

Under Article 16 of the Environment 
(Protection) Act. 1986, these trials arc an 
environmental offence and .should be 
treated as such in law. 

Offence by companies 

(1) Where any offence under this Act has 
been committed by a company, every 
person who, at the time the offence was 
committed, was directly in charge of, and 
was responsible to. the company for the 
conduct of the business of the company, 
as well as the company, shall be deemed 
to be guilty of the offence and shall be 
liable to be proceeded against and punished 
accordingly: 

Provided that nothing contained in this 
sub-section shall render any such person 
liable to any punishment provided in 
this Act, if he proves that the offence 
was committed without bis knowledge 
or that he exercised all due diligence 
to prevent the commission of such 
offence. 

(2) Notwithstanding anything contained 


k sub^sec^flX'Mii^Woi^^ 
this Act hu been cooaaltMtbyiiuoRqnn 
and it is proved that the dffienee has hee 
coffltniKed wMi theconsehttH'coiudvaitc 
of, or is attributable to aiqt neglect on tb 
part of, any director, itumager, secretary 
or other officer of the company, suci 

director, managcr.secrrtaiy orotheroffico 

shall also be deemed to be guilty of tha 
offence and shall be liable to be proceedec 
against and punished accordingly. 
Explanation - For the purposes of this 
section, 

(a) “company” means any body corporate, 
and includes a firm or other association 
of individuals; and 

(b) “director”, in relation to a firm, means 
a partner in the firm. 

Under the above Article, Monsanto has 
committed an offence and should be 
deemed guilty and should be liable to be 
proceeded against and punished 
accordingly. 

The produce from the trial plots of the 
Rr cotton has been directly sold in the open 
market mixing it with normal cotton. This 
has been serious lapse on the part of the 
permitting authority and the company as 
well. The pnxiuce from trials is to be fully 
contained and should have been destroyed 
by burning. 

V 

Monsanto’s Trials in India 

Even from the viewpoint of a totally 
inadequate biosafety regulation framewotk 
in this country, the Monsanto trials are 
illegal and unscientific. As long as the 
genetic engineering is taking place in labs 
or in farms that are totally contained, the 
RCGM of the department ofbioiechnoiogy 
governs the approval. The moment trials 
are conducted on the open environment, 
as the case is with these trials, the GEAC 
governed by the ministry of environment 
and forests becomes active under the 
Environment Protection Act 1986. The 
list of all the trial sites is given in Table A. 
In what follows, we present how these 
trials are illegal, unscientific and 
fraudulent. 


Tadls 9: Number of Chemical Spray.s on Bt 
Cotton Plot 


Name and 

Location of Fanner 

Number of 
Sprays on Br-Crop 

Surinder Singh Hayer, 

Sirsa, Haryana 

.StD6 

Lejri Singh. Firozpur, 

Punjab 

3 

Mahyco R D Centre. 
Curgoan, Haryana 

3 

B V Nanjundappa. Bellaiy, 
Kamauika 

4 

V Thirupalliah. Kurnool, AP 

4 


5iwrfe: Compilation from Primary Survey, 
December 1998. 
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■ 'tteMMWNChiM»n^ 

Thestunp of deaiinces for all the trials 
of genetijeellr OMxiified'COttop came 
through P K Ghosh, who is the advisor 
to RCGh^rou^ its letter dated July 27. 
1998 and August S, 1998 to Maharashtra 
Hybrid Seeds Company (Mahyco) to canry 
out multicentric trialson transgenic cotton 
{Bacillus thuringiensis) initially at 2S 
locations by permission dated July 27, 
1998 and thereafter IS locations by 
permission dated August S. 1998 making 
40 locations in nine states. The date of 
sowing obtained from individual farmers 
show that the crop had been sown before 
the trial permissions were obtained in June 
1998. Table 7 complied on the basis ot 
actual field observation shows that the 
dates of actual sowing of Bt on the trial 
plots were much earlier to the permission 
granted by the wrong committee. 

The field trials of Bt-cotUm on 40 
location.^ in nine states are totally 
unscientific and illegal. The pennissiun 
granted to Mahyco-Monsanto for the open 


nciQ mats IS incategoiy of organisms with 
potential ecological risks and these 
environmental risks need to be assessed 
and regulated in accordance with the rules 
called the 'Rules for the Manufacture, 
Use. Import. Export and Storage of 
Hazardous MicroHirganisms Genetically 
Engineered Organisms or Cells, 1989' 
framed undertheEnvironmentfProtection) 
Act. l986(hereana-nfenedloes 'Rules'). 
The permission has been granted for 
carrying out multicentric field trials 
without assessing ecological imnaci on 
biodiversity, protection of enviro.imem. 
danger to agriculture and health hazards 
to human beings and animaUs. The said 
permi.ssion has not only been granted in 
violation of the provisions of the above 
mentioned Rules which clearly stipulate 
that any such permission can be granted 
only by the GEAC under the ministry of 
environment and forests, but also of the 
guidelincsof department ofbiotcchnology 
which have been framed under these Rules. 
Rules arc totally inadequate to deal with 
the present state of genetic engineering. 
The permission is further vitiated by reason 


of the concerned nine states not 
consulted before granting such permisskMfi 
when 'agriculture' is a state subject and', 
such e xperimentation has direct impact on 
the agriculture of a particular state. In fact, 
the two committees, viz, state bio¬ 
technology co-ordination committee 
(SBCC) and the district level committee 
(DLC) were not informed in advance before 
the grant of pcrmi$.sion as these committees 
are concerned with biosafety of such 
genetically engineered trials in the stale 
as u'ell as in a particular district. Therefore 
the permission which has been granted is 
violative of Articles 14, 19 and 21 of the 
Constitution; it is also violative of the 
pnwisions of Environment (Protection) 
Act. 1986 and the Rules framed under 
section 6, 8 and 25 ot the said Act. 

Myth of High Yield 

The yields in all the trial plots were 
found to be low as compared to what the 
company promised. A comparison oPthc 
local hybrid variety cultivated and Rtshowi 
that the yield from both the crops wai 
more or less same. The failure of Bt ic 


Table A: .Sins nm FIhu) Tmais Cum DEMONSTRA'noNS 


SI 

No 

Stale 

SI 

No 

District 

Tehsils/Mandals 

Village 

Survey No 

Farmer’s Name 

Area 

I 

Andhra Pradesh 

1 

Guntur 

Remanchitala 

Rcntachintala 

44 

Thumma Fatima Reddy 

1 acre 



2 

Mahbonbnagar 

Bijnc pally 

Manganur 

268 

India Mollikorjun Rao 

1 acre 




Khamniain 

Madira 

Dendukur 

.581 and 582 

K Ranga Roo 

1 acn 



4 

Kurnoul 

Pagadiala 

Nagalur 

228 

U Tirupalliah 

1 acn 


•* 

5 

Warangal 

Aimakur 

Vururgundo 

121 

Bollu Sami Reddy 

I acre 



6 

Rengareddy 

Vikarabad 

Kothagadh 

1.30 

Karelia Bakku Reddy 

I acn 



7 

Adilabad 

Adilabad 

Ponnari 

12/43 

Meghraj Sharma 

1 acre 



8 

Prakashain 

Addanki 

Gopalpuram 

71/1 

Yerra Hanumanth Roo 

1 acre 



9 

Karimnagar 

Vcmulawada 

Pushpanagar 

428 

Kalakam Show Reddy 

1 acn 


N 

It) 

Keiigarcddy 

Rengarcddy 

Medchal 

93 RU/93 LU 

Kailash Charan 

1 acn 


«• 

11 

Rengarcddy 

Shainshabad 

Kavaeuoa 

467 

Mahyco .Seeds Company 

1 acn 

2 

Maharashtra 

12 

Yavatiiial 

Kelapur 

Both' 

32 

Arunbhau S Thakre 

1 acn 


n 

13 

Jalna 

Bhokardan 

Viregoan 

5 

Baburao T Pise Patil 

1 acre 


** 

14 

Parbhani 

Sailu 

Kolha 

45 

Ganpatrao B Bhise 

1 acn 


■' 

15 

Nanded 

Nanded 

Barad 

338/1 

Kerbaji P Bhimewor 

1 acre 


M 

16 

Buldana 

Malkapur 

Lunwadi 

7 

Narhari G Patil 

1 acn 


I* 

17 

Jalgaon 

Chalisgaon 

Uinbcrkhcdc 

6.3-1-A 

Dhanraj A Patil 

1 acn 


M 

18 

Latur 

Udgir 

Lohara 

4.34 

Chandrarao H Sonlake 

1 acn 


M 

19 

Amravati 

Warud 

Warud 

2 

Rambhau N Hole 

I acre 


11 

20 

Jalna 

Jalna 

Jamwadi 

198 

Mahyco Seeds Company 

1 acR 


fl 

21 

Akola 

Tcihara 

Chittalwadi 

29 

Vijay A Ingle 

1 acR 

.t 

Cttjarat 

22 

Vadodara 

Karjun 

Pingarwada 

455 

Kishore Bhan T Shah 

1 BCR 


•» 

23 

Rajkot 

Gondal 

Bhuvna 

66 

Naganbhai Tejabhai 

1 OCR 


M 

24 

Mchsana 

Gozaria 

Porsa 

82 

Harshodbhai Bhailal Patil 

I OCR 

4 

Karnataka 

25 

Raichur 

Sindhanur 

Maladagudda 

238/A 

Bosonna J Kunsaia 

1 acR 


« 

26 

Bellary 

Hogari BtNninanhoIli 

Ranikkor 

291/B 

B V Nanjundappa 

1 acn 



27 

Dharwad (Haveri) 

Hangal 

Adur 

141 

Mahalingappa S Sankorikoppa 

1 acn 


H 

28 

Cbitlradurga 

Horihar 

Duggavathi 

115 

B Chandrappa and S Romappa 

1 acn 


41 

29 

Haveri 

Ranebennur 

Kunbev 

98 

Mahyco Se^s Company 

1 acn 

5 

Madhya Pradesh 

.30 

Khargone 

Batwah 

Keeduh 

250 

Bonsi Lai 

1 acn 


41 

31 

Khandwa 

Burhanpur 

Mohaminadpura 

204 

Chaganlal C Mahajan 

I acn 

6 

Haryana 

32 

Hissar 

Hissar 

Mayar 

82/16 Murabba 

Lehn Singh 

1 acR 



33 

Sirsa 

Mandi Oabwali 

Allika 

- 

Harpal Singh 

1 acR 


41 

34 

Guigoan 

Farrukhnagiu 

Sewart 

76 

Mahyco Seeds Company 

1 OCR 

7 

Punjab 

35 

Bhatinda 

Talwandi 

Maiserkhana 

124 

Tej Singh 

1 am 


It 

36 

Firozpur 

Abohar 

Rajanwalli 

6/21 

Surinder Singh 

1 am 

8 

Rajasthan 

37 

Sriganganagar 

Kesri Singhpur 

Chak 22F 

54 

Ram Das Jain 

1 ace 

9 

Tamil Nadu 

38 

Theni 

Theni 

Verrapondi 

102/lF 

Narayanswamy 

1 ocr 


» 

39 

Dfaarmapuri 

Utlamkorai 

Kannanoor 

10/1 

A Joychandran 

I act 



40 

Coimbatore 

Valampalayain 

Kondayamp.alayam 119 

Maliyco Seeds Company 

1 act 
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. yield has been reported trom all over the 
world. The Mississippi Seed Aii>itration 
Council has ruled that Monsanto’s 
Roundup Ready Cotton failed to perform 
; as advertised last year (1997) and recom¬ 
mended payments of nearly $2 million to 
three cotton farmers who suffered severe 
crop losses. 

performance of Bt with respect to 
other non-R( cotton in some of the trial 
sites is given in Table 8. It has been 
observed that in almost all the sites, famttrs 
: reported that except for the protection 
- fiombollwormnothingmuchhasbcnefited 
them. The cost of cultivation has also 
' worked out to be same for all the farmers. 

Myth of REotrenoN in Pestiodb Use 

According to industry, the promise of 
transgenic crops inserted with Rr-genes is 
the replacement of synthetic insecticides 
now used to control insect pests. Since 
most crops have a diversity of insect pests, 
insecticides will still have to he applied 
to control pests other than Lepidoptera not 
I susceptible to the endotoxin expressed by 
I thecropfGould 1994]. On the other hand, 

I several Lepidoptera species have been 
I reported to develop resistance to Bt toxin 
both' in field and laboratory tests, 
suggesting major resistance problems are 
likely to develop in At-crops which t hnxigh 
cominuous expression of the toxin create 
a strong selection pressure [Tabashnik 
1994]. Monsanto company admits that 
boll worm larvae greater than. V* inch long 
or 2 to 4 days old are difficult to control 
with Bollgard alone (see promotional 
material of Mon.santo). It recommends 
applying supplemented insecticide 
treatment and further recommends to the 
farmers that “if sufficient larvae of this 
size arc present you may need to apply 
supplemental treatment at intervals" 
(Monsanto Company 1996]. 

The company suggests maintaining a 
refuge to Bollgard cotton for pest/insect 
resistance manageinent. Hicse refuge acres 
must be planted in close proximity of 
Bollgard cotton and recommends that four 
acres of non-Bollgard cotton refuge for 
eveiy 100 acres of Bollgard cotton should 
be planted. In India, most of the farmers 
in the cotton growing zones are .small- 
scale farmers with small and marginal 
landholdings. For such farmers it is veiy 
difficult to maintain such refuges (Monsanto 
Company 1996]. 

In another instance, the pesticide effect 
of the engineered Bt was not sufficient to 
kill off all pests throughout the season as 
Monsanto promised. Mae-Wan Ho, of the 
UK’s Open University, attributes this 
failure to unpredicted changes in the 
behaviour of the 0r-gcne. In 1997,20 per 
cent of the first commercial crop of 


Roundup Ready cotton suffered deformed 
bolls and bolls dropping off early. 

An analysis by the Pesticides Trust on 
behalf of Greenpeace argues that the 
introduction of herbici^ resistant varie¬ 
ties will alter the pattern of herbicide use 
but will not change the overall amounts 
used. If it leads to greater use of glyphosate 


this will damage other crops uid have 
potential adverse effects on wildlife, 
including beneficial insects such as 
ladybirds. The analysis further shows that 
the compounds can remain active in the 
soil for long periods and can contaminate 
water (International Agricultural 
Development 1998]. 


Table 10: Comparison of the Field Trial Design with Actual Field PRAcnce and Ecoloqical Trial 
Parameters as Specihed by Biosafety Reoulations 


Trial Design 

• Bxperimenlal design for the 
quadruplicate trials of Bt- 
cotton would be in field space 
of about 1,394 sq meteis. 

• Experimental plots contain¬ 
ing transgenic B/-cotton 
plnnLs should be surrounded 
by an isolation distance of 
S meters with no plonutions. 


• Comparative assessment of 
lepidopieran pest load in 
randomised Bu non-Bi field 
along with non-Bi foeld 
plantations due to host 
preference. 

• Performance of the Bt and 
noa-Bt hybrids for yield 
and fiber quality. 


• Keep full account of the 
liaiLsgenic materials and seeds 
in the transgenic plots and 
use all transgenic material 
in a contained environment. 

• All materials, like quantities 
of transgenic Bl-ctMon 
seeds produced, transgenic 
cotton produce, etc, after 
experimentation be reported 
to the govemmem. 

• Ensure company authorised 
personnel permitted to visit 
experimental sites. 


• Ensure adherence to Recom¬ 
binant DNA guidelines of 
the government of India. 


Actual Field Practice 

' 1.800 sq meters of plots 
were used. 


• No isolation distance. 
Instead crops were planted 
in between the plots. 


• No data available. 


• Manipulation in comparing 
the yield of Bt and non-Bt 
cotton by opting for its own 
inferior variety and not 
taking the most common 
variety cultivated by the 
farmers in the region. 

• Free sale of the Bt-cotton 
produced mixed with normal 
cotton produce in the 
market by the farmers. No 
precaution of containment 

• Taluk level concerned 
government departments 
unaware of the experiment¬ 
ation and did not receive 
any material or produce of 
the trangenic 0/-cotton. 

• Mahyco organised ‘kshetra 
uisav’ for publicity of the 
Br-cotton among other 
farmers of the region 
surrounding the trial fields. 

• No adhemnee to the guide¬ 
lines laid by the government 
of India. 


Ecological Trial Parameters 

• Impacr of leaf fall on soil 
organisms. 

• Impact on non toigBl species. 

• Binergence of resistance. 

« Experimental plots in total 
isolation. Series of experi¬ 
ments to be conducted in 
contained environment. 

• Assessment of the impact on 
other crop and plant species 
dominant in the region. 

• integrated analysis of flora 
and fauna in soil and agro- 
ecosystem within a 
distance covered by 
pollination potential. 

• Local cultural practices 
should not be manipulated 
and comparison should be 
made with the most 
commonly grown variety 
of the crop. 

• Complete destruction of 
the materiai/produce 
obtained from the trials. 


• All concerned committees 
at all levels of institutional 
hierarchy should be well 
informed about any trials 
with the genetically modi¬ 
fied organisms in the field. 

• While in research 
conditions all the results 
should be open and 
accessible to the interested 
citizens of the countty. 

• Strong biosafety regulations 
needed. 

• More public participation 
needed. 


Source: Compiled from Primary Survey. Biosafety Guidelines and Rissler and Mellon (1996). 


Table 11: Genetk- Enuineerino 


Genetk Engineering Assumptions 


Reality of Scientific Findings 


1 Genes detennine characters in linear casual chain: 
one gene gives one function. 

2 Genes and genomes ore not subject to environ¬ 
mental influence. 

3 Genes and genomes are stable and unchanging, 
to 


4 Genes stay where they are pul 


Genes function in complex neiwotk: cau¬ 
sation is multidimensional, non-lineaand 
circular. 

Genes and genomes arc subject to feed¬ 
back regulation. 

Genes and genomes are dynamic and 
fluid and can change clirectly in response 
the environment and give adaptive 
mutations to order. 

Genes can jump horizontally between 
unrelated species and recombine. 


Arm 
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"IHeactinl pesticide sptaysbythefarmers 
at various trial sites in India reveal that 
the use of pesticides has not at all stopped 
for crop. Pesticicte sprays ranging from 
ashighas 12to IS in one of the trial fields 
in Haryana to a minimum of three in most 
of the trial fields have been observed. 
According to Basavanappa in Hagari 
BcHnmanahalli taluk, Bellary district, the 
number of sprays in all the three test plots 
of Bt and non-Br has been almost the same. 
He incurred an expense of around Rs6,700 
for chemicals sprays and fertilisers. This 
amount is almost the same as that spent 
by all other conventicmalBiybrid cotton 
growers on putcha.se of chemicals and 
fertilisers in that part of the stale. Table 9 
gives the number of sprays farmers used 
on the. fir plots. Contrary to the claim of 
Monsanto about the reduction of chemical 
sprays, farmers had to revert to chemical 
spraying in spite of built-in in.secticidal 
properties in the fir-cotton. 

No Environmental Assessment 

The wrong committee asked Mahyco- 
Monsanto to generate data on pest load, 
performance in terms of yield and fibre 
quality, to compare the insect damage on 
the boll shedding and retention for fir- 
cotton. There has been no concern to 
monitor the impact of transgenic crops on 
the surrounding flora and other relevant 
ecological aspects. A comparison of the 
field trial design with actual field practice 
and required ecological trial parameters as 
specified by biosafety regulations is 
presented in Tabic 10. 

PoTENTiAi. Environmental Impacts 

Transgenic plants are the crops that have 
been genetically engineered to contain 
traits from unrelated organisms. The spread 
of transgenic crops threatens crop genetic 
diversity by simplifying cropping sy.stcms 
and promoting genetic erosion. The 
potential transfer of genes from pesticide 
resistant crops to wild or .semi-domes¬ 
ticated relatives may create new .super 
weeds. 

There is serious mismatch between the 
mindset of genetic engineering bio¬ 
technology and the reality of the new 
genetics (Table 11). 

Insects were found to develop resistance 
rapidly to the transgenic plants with built- 
in biopesticide, when exposed to the toxin. 
This has been the problem with the fir- 
cotton crop at Texas. The widespread use 
of fir containing crops could accelerate 
the development of insect pest resistance 
to fir, which is used for organic pest 
control. Already eight species of insects 
have developed resistance to fir-toxins 
including diamond black moth, Indian 
meal moth, tobacco budworm, Colorado 


potatobeetleandtwospeciesof mosquitoes 
[Altieri 1998]. 

Due to poteiUial risks associated with 
genetic engineering, article 19.3 of the 
Convention on Biological Diversity called 
fora biosafety protocol, which is currently 
being developed through international 
negotiations. Thisis also the reason France 
has banned all genetically engineered 
crops and the UK has responded to the 
call of citizens by having a 1-year 
moratorium on release of genetically 
engineered crops. Most recently, IFOAM, 
the world's largest body for organic agri¬ 
culture called for a ban on genetic engi¬ 
neering from agriculture because it poses 
unnecessary hazards with little benefit for 
the development of agriculture. 

Risks <5r Monsanto’s Toxic Pi,ants 

Monsanto's genetically engineered 
‘Bollgard’ cotton or fix-cotton has genes 
from a bacteria engineered into it so that 
the plant produces its own pesticide. 
Contrary to Monsanto’s claim, fix-cotton 
is not 'pest-resistanf but a pesticide pro¬ 
ducing plant. The severe ecological risks 
of crops genetically engineered to produce 
toxics include the threat posed to beneficial 
species such as birds, bees, butterflies, 
beetles which are nccc.ssary for pollination 
and for pest-control though prey-predator 
balance. Nothi ng is yet known of the impact 
on human health when toxic producing fix. 
crops such as potato and corn arc eaten 
or on animat health when oilcake from fix- 
cotton or fodder from fix-corn is consumed 
as cattle feed. 

Funher. while pesticide prrxlucing plants 
are being offered as an alternative to spray¬ 
ing pesticides, they will in fact create the 
need for more pesticides since pests arc 
rapidly evolving resistance to genetically 
engineered fix-crops. The widespread use 
of fix containing crops could accelerate the 
development of in.scct pest resistance to 
fix, which IS used for organic pest control. 
The genetically engineered fix-crops con¬ 
tinuously express the fir-toxin throughout 
the growing season. Long-term exposure 
to fir-toxins promotes development of resi¬ 
stance in insect populations, this kind of 
exposure could lead to selection for resi¬ 
stance in all stages of the insect pest on 
all parts of the plant for the entire season. 
Due to this ri.sk of pe.st resistance, the US 
Environment Protection Agency (EPA) 
offers only conditional and temporary 
registration of varieties producing fix. 

Monsanto’s technology will therefore 
destroy beneficial bitxiivcrsity and create 
superpests both through wiping out pest 
predators and by creating pests which are 
lesistant to pesticides. Monsanto’s 
pesticide producing fix-crops arc not based 
on the terminator technology, which 


terminates germination of seed so 
fanners cannot save it. However, tiiey aiiB 
in an ecological sense terminator, which 
terminates biodi veristy and t he possibilitieil 
of ecological and sustainable agriculture 
based on the conservation of biodiversity. 

The ecological impact of fix-cotton can¬ 
not be assessed on the basis of a 3-month 
trial. The trial needs to be carried out over 
2-3 seasons and impact needs to be asses-sed 
on all organisms, including soil micro¬ 
organisms which have been known to be 
killed by the toxics in fix-crops. To get the 
full ecological impact of biodiversity 
destruction and genetic pollution caused 
by genetically engineered crops, the 
following steps are necessary. 

- a full biodiversity assessment of the 
ecosystem in which the GMO is to be 
introduced; 

- impact of genetically engineered cro{ 
on diverse species including pollinaton 
and .soil micro-organism; and 

-risks of transferof genetically engineeiet 
traits to non-engineered crops thiuugl 
horizontal gene transfer and pollination 

None of these essential steps foi 
ecological risks of GMOs has been carriet 
out in Monsanto’s present trials wit! 
Bollgard cotton. 

When Mon.santo states that they hav< 
had 93 prr cent .success they are referrinf 
to agronomic performance, not tc 
ecological safety. Further, since the fit- 
technology is aimed at pesticide produc¬ 
tion, not yield increases. Monsanto i: 
delihcraiL-ly distorting facts when it refen 
to yield increasing characteristics ol 
Bollg.tid cotton. 

Ml msanto is also misinforming the publh 
when It states that pesticide producing plant) 
mean no pe.sticidc needs to be sprayed. TTk 
primary justification for the genetir 
engineering of fir into crops is that this wtl 
reduce the u.sc of insecticide)!. One of tht 
Monsanto brochures had a picture of a fev 
worms and states. ‘You will see these it 
your cotton and that’s OK. Don’t spray. 
However, in Texas, Monsanto faces a lav 
suit tiled by 2S farmers over fix-cotton plantec 
on 18,000 acres which suffered cottoi 
bollworm damage and on which farmer 
had to use pesticides in spite of corporati 
propaganda that genetic engineering mean 
ancndtothepc.sticideeta. Cotton bollworm) 
were found to have infested thousands o: 
acres planted with the new variety of cottoi 
in Tcxa.s. 

Trial Farmers and Mahyco-Monsanto 

Unscientific sampling of the fanner 
and sites: llic selection of the farmers fo 
the illegal trials was based on total), 
unscientific sampling techniques. Th 
company as well the government hurtle 
upfortrials without ctetermintng the sampi 
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to( tbe \na\s. Most of the selected 
fanners for the (rials were either seed 
distributors or had long-term association 
with the company.ln this selection process 
it seems there has been some vested interest 
of the dealer-farmer in terms of getting 
favour for the dealership of the GE seeds 
in future from the company. 

Based on prior acquaintances, Mahyco 
contacted the individual farmers. In ail 
these zones Mahyco used to supply the 
fanners with new hybrid seeds for initial 
trials. Based on the performance of these 
new seeds, farmers patronised Mahyco 
and established good rapport. Most of 
the trials were based on this mutual trust 
which the farmers have developed with 
Mahyco. 

At most of the trial sites, farmers .selected 
were the exemplary farmers who were 
singled out on the basis of their past 
perfcmnance in the yield of major crop in 
the previous cropping season. 111056 
farmers were presented with tmphics and 
other awards so as to maintain their faith 
in the company. For instance, Sri Bassanna 
at Sindhanur district in Karnataka, was 
selected for the trial based on performance 
for best yield in paddy. 

All the trial sites were on the main 
approach road. This has been purposefully 
done so that the visit of the supervi.sory 
staff is easier. These trial plots were not 
isolated, as ismandaiory fromthebiosufety 
point of view and were amidst other 
surrounding fields. 

In some of the trial sites, Mahyco* s own 
dealers were given seed to lest Bt on their 
fields and for recommendation to other 
farmers. Mahyco agreed to meet the 
expenditures incurred on the cultivation 
of the flf-crop on their fields. 

No independent scrutiny of trials: There 
has been no appointment of independent 
group comprising of outside scientists/ 
citizens other than company personnel, to 
closely monitor the data and results gene¬ 
rated by the joint venture and the govern¬ 
ment. This has been done to produce suit¬ 
able data to get approval of the concerned 
ministry of the government. At the field 
level, none of the villagc/taiuk level 
government organisations have been con¬ 
tacted prior to taking up trials in open 
ficlds.The Re.search Foundation has inter¬ 
vened to easure public assessment of the 
trials. 

Enticing the farmers: In order to attract 
other farmers, the company organised 
'khestra utsav* to show the crop 
performance to other villagers from 
neighbouring villages. This iias been the 
strategy of many companies on market 
expansion through concentrating upon 
development of market perse, rather than 
pushing their )wn particular brand. 

^10 


are invited to the Belds df MoQter 
"^hibiting uncommonly high jneWs of 
branded seed. However, during shows 
organised by the Monsonto-Mahyco, the 
cost of technology has not been revealed 
to the farmers which is associated with 
sale of genetically engineered seeds. Thus, 
cost of »ich technology becomes important 
in the context where farmers have had the 
options of exchange of saved seeds and 
purchase of hybrid seeds at much lower 
price than the Bt. 

Cost of the Bt Technology 

Bt technology is not free of cost to the 
farmers. These farmers have to pay for the 
non-cotton gene inserted into the cotton 
genome. The fees that are charged to 
farmers are related to the benefits or saving 
made in planting the transgenic cotton 
varieties. It is generally presumed that Bt- 
cotton if planted would significantly reduce 
the need for spraying insectici^s and 
accordingly the technology fee has been 
related to the in.secticidc use. 

Each farmer interested to plant Bt variety 
has to sign an agreement with Monsanto. 
One of the important conditions of the 
contract is that the seeds can neither be 
saved for next year nor passed on to other 
cotton growers. The company apparently 
intends to reap technology benefits for 
years to come by extending the duration 
of agreement. 

It ha.s been observed that the performance 
of Br-cotton is not always profitable. Ac¬ 
cording to a study by Sutton (1998) it was 
not profitable to grow Br-cotton in 
Arkansas during 1997. The study involved 
two similar fields on the same farm at 
seven locations for comparing cost of 
production and net returns from Bt verus 
noii-Br cotton varieties. The study noted 
that the differences between the Bt and 
non-Br fields were in the area of technology 
fees, cost of insecticides and their 
application, growth regulators and second 
harvest costs. In most Bt fields, the 
additional cost of seed, the necessity of 
using plant growth regulators, the 
technology fee and the need to make 
second pick were responsible for higher 
cost of production. It is very clear through 
various studies [like Sutton 1998; Bryant 
ct al 1997) that wherever the boll worm 


piesiQie is imM ih^ m 

be ecommicalty aiitabk. 

Gibson et al (199^ compued the cost 
and returns associated with growing A 
cotton and non-Br in Misirisstppi for twt 
years. The study reveals that there was nc 
difference in die total cost of productior 
but better yields were reported in case ol 
Br-cotton. However, Br-cotton required 
more expenses in the form of fertilisers, 
fungicide treatments and the technology 
fees. The Table 12 provides the perfor¬ 
mance of Bt to that of non-Br cotton ir 
Mississippiin 1995-97. It is observed from 
the table that the amount spent on insect 
control together with the technology fee 
exceeds for Br-cotton in all the years and 
made it more expensive for the farmers. 
Thus the toul cost for Br-crop is on ar 
average SO percent more than that of non- 
Br-crop. 

The Andhra Pradesh government 
initiated steps to prevent the introductior 
of Bt by asking M K Sharma, managing 
director, Mahyco-Monsanto Biotech (I) tc 
stop the field trials in its seven districts. 
However, the government has made it 
clear that if the company still wants tc 
continue with the trials, it will be permitted 
to carry them out in the research station; 
of N G Ranga Agricultural Research 
University. 

For the trials, the company has not 
charged any technology fees. However 
for commercial sale of the seeds the 
company is certainly going to impose 
technology fees. In such situation, there 
will be tremendous pressure on the farmen 
and ultimately the very survival of farmer: 
will be threatened. There is absolutely nc 
difference in terms of total returns for Bi 
and non-Br crops of cotton. 

Threat to Organic Farmers 

With the introduction of genetically 
modifiedcrops, peracrecostofcultivatior 
will increase with increase in added cost: 
in terms of seed cost, technology fees, anc 
use of chemicals. In the present situatior 
with internal inputs used by organic 
agriculture, the added costs are almosi 
negligible except for the cost of seeds 
Most of the farmers save their seeds anc 
use them for cultivating in the foliowin{ 
season. Other inputs are also provided or 


Table 12: Pbbformance of flr vs Non-Bt Cotton in Mississippi I99.VI997 




_ I99.S_ 

1996_ 

_1997_ 

Bt 

Non-Br 

Bt 

Non-Br 

Bt 

Non-Br 

Lint yield 

kg/ha 

1086 

983 

1002 

9.50 

1103 

1009 

Insect control 

U.SS/ha 

176 

232 

157 

144 

209 

204 

Bollgaid fee 

US$/ha 

204 


61 


133 


Total cost 

USS/ha 

.180 

232 

218 

144 

342 

204 

Total return 

USS/ha 

1176 

1176 

1218 

1218 

1239 

1239 


Simrcf: ICAC, tone 1998. 
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costs wiQ )^>petr and the farmer will get 
into serious financiBl troubles. 

The additional burden on the fanner 
swhching over to ilr-cotton from conven¬ 
tional variety is nearly nine times more in 
terms of seed cost, technology fee of nearly 
US$ 80 per hectare and more spending on 
pesticittes and chemicals. Most calcula¬ 
tions used by Momsanto compare the costs 
incurred by the farmers of developed 
countries. The estimates for Indian farmers 
are totally different and have profound 
impact when the comparisons are made 
in Indian context between cultivation with 
genetically engineered seeds and culti¬ 
vation under organic conditions. 

Socio-economic costs of CE seeds for 
Indian farmers: The genetic engineering 
option is projected as leading to tower 
chemical use and hence economii benents 
by comparing it to chemical intensive, 
large-scale industrial monocultures. GE is 
not compared to ecological organic 
agriculture which is perhaps the only real 
alternative. However the comparison of 
genetically engineered crops that should 
be made is not with chemical intensive 
agriculture but with ecological regenerative 
agriculture. In addition to the increased 
cost of chemicals, the shift from ecological 
agriculture to genetic engineering also 
leads to increased costs of seed, including 
technology co.sts. which are never menti¬ 
oned when the economic benefits of 
transgenic crops are assessed. Field survey 
indicates per acre seed cost of Rs 350. 
technology cost of Rs 2.000 and pesticide 
cost of Rs 7,500. Ecological farming has 
no expenditure in terms of seed cost, 
technology fee imposed on the seed and 
the cost of pesticide. Once there is shift 
in the farming system, from ecological to 
that of genetically engineered farming, the 
farmer has to bear Rs 10,500 per acre 
additional cost apart from otherinput costs 
such as labour co.sts. 

As per 1997-98 figures the total area 
under cotton in India is 214 lakh acres. 
Therefore, if whole of the cropping shifts 
to genetically engineered cotton then 
nearly Rs 16,050 crore on pesticides and 
Rs22,470croreonentirecottoncuitivation 
will be the added costs compared to the 
ecological option oi' internal input 
agriculture. Tlic false comp.irison with 
chemical/industrial agriculture rather than 
with ecological organic agriculture is u.sed 
to create the illu.sion of sustainability of 
genetically engineered crops. 

Inadequahes of BiosAFEmr Regulations 

The clearance of Monsanto’s trials with 
toxiepiantswithoutthe democratic consent 
of concerned governments, from state to 


— •'"“•‘‘••wwifwwauwparutTpaiJOnoi 
the public in biosaft^y decisions reveals 
the loopholes and inadequacies in the 
pre.<ient biosafety regulations both from 
the democratic perspective and the 
ecological perspective. The trial produce 
has been freely marketed without adhering 
to any containment process. 

The clearance for trials of genetically 
engineered crops and their release needs 
to be given not just by the central govern¬ 
ment but by all levels of government, from 
the state to the local level. Further, before 
any clearance is granted for trials of a 
particular genetically engineered crop the 
application for trials should be notified to 
the public us part of die citizen’s right to 
know. Public hearings need to be organised 
in the specific villages and districts and 
states where the trials and introductions 
are planned. 

The scientific framework for a.s.sessing 
the ecological impact of genetically engi¬ 
neered crops on biosafety, ecosystem 
health and public health al.so needs to be 
upgraded for dealing with the impact of 
field trials and deliberate releases under 
diverse ecological contexts existing in 
India. 

If Monsanto and the Indian government 
fail to fulfd these ecological and dcm(x;ratic 
criteria for field trials of genetically 
engineered crops, wc will have further 
evidence that the promotion of genetic 
engineering by corporations like Mon¬ 
santo can only be based on dictatorial, 
distorted and coercive methods. In .such 
context, genetic engineering in agriculture 
must ncces.sariiy be anti-nature and anti- 
pcoplc. 

VI 

Need for Biosafety Regulations 

The Monsanto trials with genetically 
engineered crops have clearly shown that 
there are many gap.s and many weaknesses 
in the regulation of genetically engineered 
(GE) crops and there is an urgent need for 
strengthening the biosafety regulations in 
India. 

Ri-Ci(ii-\tc)rv Anarchy in 
C nNETif Bngini-:ering 

The trials have shown that under the 
pre.sciit regulations it is possible for a 
company to perform GE trials secretly 
without prior inlorincd consent of either 
the state government or the local 
community or gram sabha. Thcagriculture 
minislcrof Karnataka, ByrcGowda, learnt 
about the trials in his state through the 
newspapers, tlie agriculture minister of 
Andhra Pradesh said that the department 
of biotechnology had given the clearance 
for trials to Mahyco without informing the 


State government. The fact that it waa 
Mahyco which got the clearance but." 
Monsanto which carriedout the trials showa 
how much anarchy exists in approval for 
GE experiments and commercialisation. 

'Uic approval of trials should include 
prior informed consent of state govern¬ 
ments or local communities or gram sabhas. 
The states should be included because 
agriculture is a state subject. People should 
be included because decentralised 
democracy and panchayati raj are 
commitments which have been made 
through the Constitution. The present 
regulations have no respect for the de¬ 
centralised democracy required by 
panchayati raj. Nor do they have any room 
for public participation in decisions about 
gcn^ic engineering either itt the experimental 
stageoraltheoommeicialisalion stage. These 
lacunae must be filled to ensure democratic 
participation and decision-making. 

'The anarchy, chaos and confusion in the 
regulatory system needs to be stopped. 
This requires that all trials arc stopped till 
biosafety regulation is made strong, 
cohciciit. scientifically sound and trans¬ 
parent through public participation. 

PuBLir Monitoring of Private 

CORPORA'IIONS 

The Monsanto trials have also revealed 
that the corporations pushing genetically 
engineered crops are simultaneously the 
judge and accused. 

When Trade Related Intellectual 
Property Rights (TRIPs) Agreement ol 
WTO was signed, a Monsanto represen¬ 
tative had claimed that Moasanto witt 
other corporations had shaped and 
designed the agreement. As they stated. 
“We were the physician, the diagnosticiaa 
the patient - all in one’’. In the area ol 
biosafety too, Monsanto seems to be 
functioning as the diagnostician, physiciar 
and patient - all in one. 

They are the source of information or 
biosafety, they carry out the trials withou 
government and public monitoring am 
they them.selves declare their activities ai 
safe and causing no ri.sks. The informatioi 
on risks and statusof thcGMOare provide! 
to GEAC by the company, not the govern¬ 
ment. ensuring that biosafety inforniatior 
is biased, not neutral. 

The Andhra Pradesh government ’sordei 
to Mahyco-Monsantu to stop trials and U 
onlv carry them out in the re.scarch station: 
of N G Ranga Agricultural Univer»t} 
under the direct supervision of govemmen 
scienti.sts is a precedence that should b« 
applied nationwide. Genuine biosafety 
requires that experiments with GMOs prio 
to commercialisation be carried out in tin 
public system and not by (he private fim 
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that stands to gain through cornmer- 
dalisation and has nothing to lose if there 
i$ ‘genetic pollution’ and risks posed to 
die environment and public heahh. 

The public system science and tech¬ 
nology capacity in India is high. Our 
scientists have vrider knowledge of plants 
and ecasystems than Monsanto’s scientiisls 
ornanrowly trained biotechnologists whose 
expertise is restricted to petridishes and 
does not cover ecological and ecosystem 
expeitise. Public scientists with ecological 
expertise will therefore do a much more 
comprehensive job of assessing the 


ideological risks of transgenic craps timn 
corporate scientists with biotechnology 
expertise. This will also ensure better 
monitoring and control over the trials. 

In addition to experiments being carried 
out in public system institutes, public 
participation in the monitoring of trials is 
also essential. 

‘Substantial Equivalence’ 

Theentire^neticengineeringguidclines 
is based on the false assumption thstf OMOs 
behave like their naturally occurring 
counterparts. The guidelines ate also based 


on the totally incofiect aatomptioa that 
‘Xi Eorganisinshavegieaterpre^ctabiiity 
compuedtoqiedesevolvedbytraditiond 
techniques”. Neither of these assumptions 
is true. GMOs do not behave like their 
naturally occurring counterparts and the 
behaviour of GMOs is highly unpredictable 
and unstable. 

Naturally occurring A^/eprie/tophviricoIa 
does not kill plants, but as research at the 
University of Oregon has shown, the 
genetically engineered Klepsiella was 
lethal to crops [Report of the Independent 
Group 1996]. 
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!Th« naturaUy occorring Bacillus 
^ringiensis (Bt) has not contributed to 
the evolution of resistance in pests, bid the 
genetically engineered Ar-crops create 
rapid resistance evolution because the Bt. 
toxin is expressMi in eivry cell of the plant, 
all the time [Shiva 1998]. The assumption 
of ‘substantial equivalence’ does not hold, 
and biosafety regulation is undermined 
because of this false assumption of 
substantial equivalence. 

The assumption of ‘predictability’ is 
also totally false. While genetic engineering 
makes the identification of the gene to be 
transfened into another organism more 
predictable, the ecological behaviour of 
the tnmsferred gene in the host genome 
is totally unpredictable. A transgenic yeast 
engineered for increased rate of 
fermentation with multiple copies of one 
of its own genes, resulted in the 
accumulation of the metabolite, mythyl- 
glyoxal. at toxic mutagenic levels. 
Intransgenic tobacco, 64 to 92 per cent of 
the first generation of traasgenic plants 
become uastablc. Petunias do not have 
unstable colouring, but genetically 
engineered petunias changed their colour 
unpredictability due to 'gene silencing’ 
[Report of Independent Group of Scien¬ 
tific and Legal Ex peris on Biosafety 1996]. 

Monsanto’s Round up Ready Cotton 
engineered to resist Monsanto’s herbicide 
Round up, had its bolls falling off, an 
instability which docs not occur in the 
naturally occurring cotton and was induced 
unpredictabi lity due to genetic engineering 
of herbicide resi stance. Monsanto has been 
sued for millions of dollars because of the 
losses incurred by farmers. 

GMOs do not have greater predictability 
compared to species evolved through 
traditional techniques. Since the very 
as.sumptions underlying our genetic 
engineering guidelines are false, we need 
to evolve new biosafety regulations on the 
basis of honest and good .science, after 
assessing all thr; independent .scientific 
evidence available across the world. 
Guidelines based on anti-democratic 
structures and unscientific assumptions 
provide no safeguards for the public or the 
environment. Strong biosafety regulation 
with strong public participation is both a 
democratic and an ecological imperative. 
The public and the government needs to 
act immediately to prevent private 
corporations from unleashing irreversible 
genetic pollution through the release of 
C E i>rg,inisins in the agriculture and the 
environment. 

- A five-year moratorium should be 
introduced on all commercialisation of 
genetically engineered crops both through 
imports and through seed production and 


distribution inlndui wtdie Aiil and adequate 
ecological and regulatory frameworks for 
assessing the ecological impact of 
genetically engineered crops and public 
participation is evolved. 

- The regulatory framework for genetic 
engineeringis not just inadequate in India. 
It is inadequate worldwide. In the US, 
trials for such crops do not have any 
ecological dimensions. TTiey only 'assess 
agronomic performance. Ine data from 
the hundreds of US trials is basically 'non¬ 
data from non-trials’ in the ecologies! 
context. 

- The large-scale seed failure pushing 
farmers to suicides create the need for 
strict certification and liability for the 
commercial seed sector. TTtjs issue of 
liability becomes urgent in the context of 
genetically engineered seeds which in 
addition to normal risks of seed failure 
have the potential of leading to genetic 
pollution and high ecological risks. 

- The farmers’ seed supply and direct 
exchange network must ^ strengthened 
through community control and local 
participation. Farmer’s seed supply system 
must he treated totally distinct from the 
commercial seed supply system. While the 
commercial private seed supply sy.stem 
needs strong state regulation, farmer .seed 
supply should function free of state 
intcilerencc with strong community control 
and public participation. 

Biotechnology and genetic engineering 
in agriculture is evolving in a total regu¬ 
latory vacuum as it is clear from the US 
situation. Monsanto itself states. “Mon¬ 
santo should not have to vouchsafe the 
safety of biotech food”; “Our interest is 
in selling as much of it as possible. A.ssuring 
its safety is the FDA's job’’. FDA docs not 
look at the safety of Rr-crops since such 
crops are treated as a pesticide. EPA which 
is suppo.sed to look at safety of pesticides 
treats genetically engineered crops which 
produce pesticide as conventional crops 
and hence docs not look at the safety 
cither. There is, therefore, no agency 
guaranteeing the safety of genetically 
engineered crops. It is to fill this policy 
vacuum for environmental safeguards that 
citizens worldwide are calling for a five 
-year moratorium on genetic engineering 
in agriculture. 
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National Himian Development Initiative 

Education in the Union Budget 

JandhyalB B G Tilak 

The finance minister in his budget speech stated that “high priority is being accorded to problem of the 
human resource development in the Ninth Plan One of the important components of the ‘National Human 
Development Initiative’ announced in the Union Budget is education. Education is also recognised as an 
important item of ‘ha.uc human development needs' and is one of the items of the prime minister’s special 
action plan. Do the programmes and financial resource allocations proposed in the Union Budget, and 
the Ninth Plan match these high sentiments expressed in favour of education? Answers to this question 
is attempted here examining the Draft Ninth Five-Year Plan 1997-2002, the Economic Survey 1998-99, 
and the Budget 1999-2000. 


THE budget i.s neither a policy paper, nor 
i.s it a plan document. It i.<> only a budget 
document. Plan is an instrument of the 
government to translate the policy into 
a plan of action; and budget represcnt.s 
financial commitment of the government 
to put the plan of action on the Held. In 
this .sense, one can expect a vi.sion in the 
policy paper and in the perspective plan, 
and to some extent in the five-year plans, 
but one may not expect a vision, not to 
speak of a great or a radical vision, to 
flow from an annual budget speech of the 
finance minister and the related budget 
documents. At the same time budget is an 
important document, as it reflects the actual 
priorities, including changing priorities, 
ol the government in terms of financial 
allocations. Besides, the budget for 
1999-2000:is.sumc.s significance ns it rui.ses 
expectation of tlw people for this forms 
the first budget of the pi csent union govern¬ 
ment alter the Ninth Five-Year Plan was 
approved. That the plan is in only a draft 
form that ux) after two years of the plan 
peri(Kiarcuvcr,isaditrcrent issue. Further, 
as this IS the budget that takes the nation 
into the next century and the millennium, 
whatever it may mean, people may rightly 
have high expectations on the budget. 

One of the important initiatives pro¬ 
posed in the Union Budget 1999-2000 'to 
empower vulnerable groups in siKicty' i.s 
the ‘National Human Development Initia¬ 
tive' (NHOI) that includes making avail¬ 
able food, health care, education, employ¬ 
ment and shelter to the entire population 
of this country within a decade. The 
finance minister has also slated in the 
budget speech that the NHDI “will go a 
long way in empowering the wcakc.st 
sections ot the population and improving 
the quality of rural lite". This short article 
IS concerned with one component of the 
NHDI. viz, education. The government 
recognises that education is an important 


item of 'basic human development needs’. 
It is al.so promised in the budget that “high 
priority is being accorded to the problem 
of human resource development in the 
Ninth Plan” (Expenditure Budget, vol I, 
p 43). Education is also identified as an 
Item of the prime minister's special action 
plan (SAP) (an acronym that unfortu¬ 
nately refers to a different set of policies) 
in the Ninth Five-Year Plan. Do the 
ptogrammes suggested in the Ninth Five- 
Year Plan and in the Budget and the 
allocation of resources in the Union Budget 
1999-2000 match these hymns sung in 
praise of education? What is the place 
accorded education in the Union Budget'.' 
What arc the education priorities of the 
government reflected in the budgetary 
ai locations? And what arc the programmes 
that the government intends to initiate in 
this context. Answer to these questions is 
briefly attempted here examining the three 
major documents of the government that 
aa made available to the public within a 
gap of lew days during the last two-three 
weeks, viz, ihcDai/t Ninth Five- Year Plan 
IW-Itm. l\K EconomicSunev IWH-W, 
and the Budget l999-20(Ht. 

Till, CoNii.xr 

First, the context. The Economic Survey 
a'poits on the rapid quantitative achieve¬ 
ments made in literacy, numberof primary 
.schools, enrolments, improvement in 
dropout, etc, during the post-independence 


period, which is indeed impressive, as 
there has been a quantitative explosion in 
numbers in the five decades of indepen¬ 
dence. But the Survey refuses to note that 
there are yet a large number of children 
who should be in the schools, but arc not. 
According to the 42nd round of the 
National Sample Survey [NSSO 1991-1, 
there were about 70 million children out 
of school in the country in 1986-87. While 
we claim to have made rapid progress in 
enrolment of children into schools, quick 
calculations based on the S2nd round of 
the National Sample Survey cond'ucted in 
1995-96 suggest to the contrary. The 
number of out of school children has indeed 
grown significantly during the decade. It 
could be as high as 90 million in 1995-96 
(Table I). Had this growth continued, 
which is mo.st likely, it means that India 
plans to enter the 'knowledge based .so¬ 
ciety' of the 2ist century with about l(X) 
million children who perhaps have never 
been to any school. Unfortunately, neither 
in the Five-Year Plan nor in the annual 
budget, the magnitude of the problem is 
recognised, and any urgency has been 
shown to check the growth of out i )f school 
children in the country, though at the same 
time it is staled in the budget speech that 
"access to primary education is critical for 
empowering poor”. 

Secondly, the Five-Year Plan and alsti 
the Budget seem to have paid no attention 
at all to another important is.suc, viz. 


Tabu- I. fliiror .Scwxm Chiuwlnin Inuia, 199.S-% 


Age Group 

Popiilalion 1996 
(Million) 

Age-.Specific 
Atlenduncc Rale 
(HerCcnl) 

Children in .Schools 
(Million) 

Out of .School 
Children 
(Million) 

6-11 

I44..S9 

69 

79.07 

6.S..S2 

11-14 

86.16 

72 

62 04 

24.12 

6-14 

2.10 7S 

61 

141.11 

89.64 


Note. Age specific alicnilunctf rrlcrs lo children of the given age group enrolled in any level of 


education 

Simrcc: N.S.SO (I99K) for alicndance rale; and Registrar General of India (1996) for population. 
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ing etementary education a fundamental 
right. Finding resources to Tinance this 
ftindamental right is an urgent task as well 
as, contrary to popular fears, is an entirely 
achievable task. On the basis of the recom¬ 
mendation of the high powered Saikia 
Committee [Government of India 1997], 
a group of experts was constituted to 
estimate the requirement of financial re¬ 
sources for making elementary education 
a fundamental right in the Con.stitutinn. 
The group submitted its report recently and 
the Report [Government of India 1999] 
was available to the government just in 
time for the preparation of the Five-Year 
Plan and the annual budget; but it could 
not receive any attention of the govern¬ 
ment. Based on a detailed e.stimation of 
costs of each item/programme, the group 
of experts has e.stimated that universali- 
sation of elementary education requires 
additionally Rs 136.8 thousand crore 
during the next 10 years. While this figure 
may .seem to be awesome, certainly being 
much higher than the Rs 40.(KK) crore for 
a five-year period, csti mated by the Saikia 
Committee, it needs no special skills to 
understand that additionally it means only 
Rs 14,000 ertire a year on average, or 
additionally 0.7 per cent of GDP (if the 
GDP grows at a modest rate of growth of 
5 per cent per annum). This should be 
easily possible. According to the com¬ 
mittee’s estimates, this would provide for 
a rca.sonably good pupil-teacher ratio of 
I ;30. improved physical access to schools, 
provision cl instructional material, other 
ncecs.sary incentives, and on the whole a 
tolerable minimum level of quality ot 
education, etc, lo every child in India by 
the end of the first decade of the 21st 
century. The expert group also felt that 
it the govemincnt is serious about allo- 
cationol 6 percent of GDP to education, 
the task becomes much more easy: 6 per 
cent of GDP would not only provide the 
needed rc.sources for univcrsalisation of 
elementary education, hut it also allows 
provision of additional resources for 
growth of .secondary and higher educa¬ 
tion. Further, the group showed that in¬ 
creasing of total allocation to education 
to reach 6 per cent of GDP is not at all 
difficult, given (a) the ccon.imy is likely 
to grow at a rate of grtiwth of above 5 per 
cent, (b) the likely increase of tax/GDP 
ratio from 16 per cent to 18 per cent, and 
(c) the likely increase of the non-tax- 
revenue/GDP ratio from about 6 per cent 
to 3 per cent during the next 10 years. 
The expert group also observed that as 
the .states might find it difficult to provide 
additional resources for elementary 


w\iwvmiuii, iiic«;cfnn; wuuiu fiuvc lupni- 

vide for a lot of the additional resources 
as most of it would come as a Plan ex¬ 
penditure”. The group also had attempted 
to clear two absurd propositions that are 
in circulation: (a) that we cannot have 
uni versalisation of elementary education, 
because it is too costly; and (b) that the 
only way to have it to divert funds to it 
from higher education.' 

While the Report and the estimates 
therein do not seem to have received tie 
attention of the government, ih.’ issue oi 
making elementary education a funuaiiicn- 
tal right and thereby a ju.sticiahlc right 
through the constitutional amendment 
cannot be bru.shcd aside, as (a) the 83rd 
amendment of the Constitution is pending 
before the parliament for approval, this 
having been introduced long ago in 1997 
in Rajya Sabha, and more importantly 
(b) the judgments of the Supreme Court 
(1992, 1993) already made elementary 
education a fundamental right. As Tilak 
(1999) argued, "there is no need lo wait 
on the part of the government or society 
at large to initiate any meaningful action 
towards providing this fundamental right 
to everyone". The government of India 
and the governments in India seem to 
prefer waiting tor the uncertain adoption 
of the bill to initiating any immediate 
action. The Union Budget (1998-99) made 
an allocation of Rs 33 crore as ‘special 
assistance’ lo states and union territories 
for implementing elementary education 
as a lundamental right. The revised esti¬ 
mate is only Rs I crore. Now a token 
amount of Rs 5 crore is alliK'atcd in the 
1999-2(K)0 Budget, staling that Ihapedal 
scheme "has not come into opcralion as 
the bill is yet to be considered by parlia¬ 
ment". No efforts are being made by the 
slates III this direction; and no special 
efiorts have been made by the union 
government either. The Ninth Five-Year 
Plan and the annual budget do not pro¬ 
pose any specific programme as such. It 
is obvious that the bill seeking the 83r(l 
amendment is not a priority item on the 
national agenda. 

I£l)l 'CATION Gl'ARANTia- ScTiF.stn 

By ideiitilying education as an impor¬ 
tant item ol the NHDI, the government of 
India expresses its intention of according 
a high priority to education. But that 
priority is not clearly explicit cither in the 
programmes identified in the Five-Year 
Plan, or in the annual budget or more 
importantly in the budgetary allocaiiuns. 
A major important initiative that the 
government proposed in the Budget is the 
'Education (Guarantee Scheme' (BGS) at 


me naiionai level. Aimed at "providing 
opportunity to the rural poor, especially 
those belonging to the scheduled casteti, 
scheduled tribes and other backward 
classes to secure education for their chil¬ 
dren”. drawing from the experience of 
EGS of the pvemmeiitorMadhyaPradesh 
[Gopalakrishnan and Sharma 1998] a 
national programme of EGS is being 
proposed by the union government. The 
scheme is meant for tho.se areas where no 
school currently exists within a radius of 
I km. So these areas could be the areas 
where the pot>re.st of the poor live. By 
adopting di.stance norms (the .schtKil could 
be kxiated within a walking distance - 
being replaced by radius-of 1 km), norms 
regarding size of population ol the habi¬ 
tation (minimum size required is 300), etc 
in educational planning until now, the 
educational needs of the population ir 
these areas were neglected, stating that i 
is 'unviablc' to open a .school in suet 
areas. So payment of attention to thdst 
arctis now is important. But the EGS hat 
a major internal contradiction ^ The EG! 
envisages the poor local community tt 
(a) come forward, expressing demand fbi 
a school, (b) specifically provide the 
premi.scs required fora school, (c) provide 
tor a local part-time teacher, ant 
(d) maintain the .school at lea.st fur u.: 
years with the gram panchayat mubili.sin( 
contributions in cash and kind from tht 
local community. The role of the govern¬ 
ment - the centre and the slate - is con¬ 
fined to providing teaching material ant 
other assistance, and lo 'support' tht 
important initiative. After the |Hx>r villagt 
community maintains the school '.success 
fully' lor two years m an area when 
otherwise the government feels that • 
schiKil IS an unviablc proposition, perhap: 
the government would come forward witl 
more assistance. The logic behind thi 
national EGS to involve liKal community 
in education may seem sound; but then 
is. thus a contradiction in expecting th 
local coinmunity in the pwir. small am 
scattered habitations to do all the one 
listed above. In a normal area (may h 
urban), where already .schools exist, a nev 
schcHil if required, may be started with thi 
full a.ssistance by the government or loca 
bexJy, or be established by the govenimcn 
itseil; hut in the (Kiorcst of the pcxir re 
gions. where people were deprived of i 
minimum schtmling facility for sevora 
years (perhaps in addition to dcprivatioi 
ol all other basic needs), people arc re 
quired to pay in cash and kind and initiati 
a schcxiling activity on their own! 

Moreover, with the criterion of mailt 
tenance foriwu years, in effect, tire goverr 
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mem may not have to spend any signt* 
ficant amounts in starting 1.8 taJch pro¬ 
mised primary schools during the Ninth 
Five-Year Plan period, as already more 
than two years of the plan period are over. 
Accordingly it is not surprising to note 
that there is no specific allocation in the 
current budget for EGS separately.^ 

Unfortunately, the Economic Sunw 
l99lt-99xhaA is pre.sented to the parliament 
a few days before the presentation of the 
Union Budget, ai.so d(x:s not indicate the 
nature of 'high priority' that is likely to 
be accorded to education. In the 170 pages 
of the Survey (excluding the .stati.stical 
appendix), a little more than a page is 
devoted to education: and education is 
also confined to ‘Primary Education and 
Literacy'. Not even an oblique reference 
could be found to secondary or higher 
education, not to speak of higher profes- 
sional/technical education. This trend - of 
conllning the Economic Survey and other 
major official documents to primary edu¬ 
cation and literacy - could be noted in the 
la.st few years, making one to fear that we 
may gradually end up with only primary 
education or literacy. Sometimes the distin¬ 
ction between the two - primary education 
and literacy was also lound missing. 

In addition to referring to many ongoing 
programmes, the Economic Surwv makes 
reference, drawing from the National 
Aftenda of Governance to two policy 
relevant statements that are somewhat 
inconsistent with the long held official 
position. What are they? 

Univer.sal Primary oh Elrmkniary 
Eoucation ? 

Tlie first specific reference in the Eco¬ 
nomic Survey is to free and compulsory 
primary education. “Education for All - 
Free and compulsory education up to the 
fifth standard and total eradication of 
illiteracy" (p 150). The Article 45 of the 
Constitution of India states that “the state 
shall endeavour to provide, within a pe¬ 
riod of 10 years from ihc commencement 
of this Constitution, for tree and compul¬ 
sory education for all children until they 
complete the age of 14 years" Accord¬ 
ingly. every Five-Year Plan, the National 
Policy on Education 1968 and the 
National Polievon Education 1986. clearly 
staled that free and compulsory education 
refers to eight year*: of clemcniury edu¬ 
cation and the relevant age group of the 
children was 6-14. The Supreme Court of 
India in its ludgmcnt (1) also observed: 
“Tlic citizens of Ihc country have a tun- 
daniental right to educalion...evcry child/ 
ciii/en ol this country has a right to iree 
education until he completes the age of 


Il'years...” Thus the constitutional direc¬ 
tive of free and compulsory education has 
been interpreted all these years so as to 
refer to eight years of elementary educa¬ 
tion - five years of primary education and 
three years of upper primary. But the 
Economic Survey refers to education up 
to fifth standard only.^ In fact, based on 
international evidence, some (e g, Tilak 
1998] argue that it is desirable to extend 
at leu.st gradually the duration of the cycle 
to the whole school education, i e. 12 years 
of schooling for the children of the age 
group 6-18. But the National Agenda of 
Grtvernance, the draft Ninth Five-Year 
Plan (vol II, p 101) and the Economic 
Sun-ey (p 150) - all refer to primary edu¬ 
cation only and further not to give any 
illusion that by primary education actually 
elementary education is meant, all clearly 
say. "up to fifth standard" only. Also in 
the discussion under 'Primary/Elcmentary 
Education’ in the draft Ninth Five-Year 
Plan (vol 11. pp 115-16) the whole dis¬ 
cussion is rather exclusively on primary 
education: upper primary education docs 
nut figure at all. except staling that “greater 
emphasis will naturally have to be laid on 
achieving UPE at the lower primary stage, 
in the first phase” (p 117). Such an ap¬ 
proach may lead, paradoxically, as the 
nation gradually progresses, to minimi¬ 
sation of minimum basic needs of human 
development in India. 

SlIAKI: Oh EoI'CATION I.N NATIONAL 

Im'oml: Six Pi:r Cent or- GNP? 

The second issue relates to financing of 
education. The Economic Survey states: 
“Financing of education - increase in 
government and non-government spend¬ 
ing on education, and bringing this up to 
6 percent GDP level” (p 150). This is also 
not altogerlier new. though few expected 
that it would find a place finally in the 
Economic Survey and in the draft Ninth 
Five-Year Plan. The National Agenda for 
Governance has promi.sed to “iormulate 
and implement plans to gradually increase 
the governmental and non-governmental 
spending on education up to 6 per cent 
of '.he GDP" (p 5: emphasis added). The 
Economic Survey (p 150) repeats this goal 
verbatim: so does the draft Ninth Five- 
Year Pla ’ (vol II. p 101). Tills is not in 
conformity with the widely accepted view 
and the resolve made by the government 
of India repeatedly earlier that thc,?ov'cr/i- 
nient eximtditure on education would be 
raised to the level of 6 per cent ol GNP 
or GDP. 

Theoriginof this resolution is the recom¬ 
mendation of the Education (Kothari) 
Commi.ssion. The Fxlucation Commission 


(1966) under the chmnmnsMp ofDS 
Kothari bad recommended that the public 
expenditure on education in India should 
be increa,sed to at least 6 per cent of national 
income by 1986. The recommendation 
was based, inter alia, on (a) the projected 
requirements of education sector in India, 
and (b) on international comparisons. 
This goal was reiterated in the National 
Policy on Education 1968. Since the 
goal could not be achieved, the goal was 
again reiterated in the National Policy on 
Education 1986 (including the revised 
Policy in 1992). The review committee on 
Notional Policy on Education (Achaiya 
Ramamurthy Committee), and the several 
reports of the CABE have repeatedly made 
it clear that 6 per cent of national income 
should be devoted to education from the 
government exchequer - by the central 
and state governments. The then prime 
minister of India also promised in 1993 
from the ramparts of the Red Fort to the 
.same extent. 

When some doubts were expres.sed on 
this clause in the National Policy on 
Education 1986. Anand Sarup (1988), 
former education secretary, who was in¬ 
volved in the formulation of the National 
Policy on Education 1986 made it abun¬ 
dantly clear. Sarup (1988:253) ohserved: 
“Since it is public policy on education that 
is the crucial determinant ol available 
educational places and opportunities in 
our country, it {6 per cent) is the Centre 
and State e.ypenditure on education that 
IS used for policy planning and implemen¬ 
tation. This includes both plan and non¬ 
plan outlays” (emphasis added). 

Secondly, the Education Commission 
observed that “economically advanced 
countries like Japan. US and USSR were 
spending more than 6 per cent of their 
GNP on education. These countries spent 
no more than a small fraction of their GNP 
on education at the beginning of the 
ccnlury. Further, the.se countries might be 
spending about 10 per cent of GNP by 
1986. and in fact more than 10 per cent, 
ifcomprchensi vedi.sarmamcni takes place. 
The gap between India and other rich 
countries needs to be reduced” and ac¬ 
cordingly recommended that India should 
allocate 6 per cent of national income to 
education. 

Since international comparisons formed 
an important basis for the rccommcnda- 
lion of the Kothari Commission, it is 
important to note that most international 
statistics-** and national level statistics on 
education expenditures in other countries 
refer to public expenditures only. Thc.se 
statistics rarely include private expendi¬ 
tures on education.^ 
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One can also aafdy concAwte that the 
lecommeixhihore of dv: Delors Co^ 
[International Commission on Education 
for the Twenty'first Century 1996]J 
UNDP and other intentional organisations 
are at least partly influenced by the policy 
goal of the government of India that it 
would allocate 6 percent of national income 
from the public exchequer. 

Thus inclusion of non>govemmcntaI 
spending on education for the purpo.se of 
reaching the goal of 6. per cent of GDP 
(and to show that we have over or nearly 
achieved) is thus against the letter and 
spirit of the resolution of the government 
of India (1968) and later official papers." 
It may also be noted that when the Plan¬ 
ning Commission made earlier during the 
Janata government period a similar at¬ 
tempt formally or informally in 1988 
IKolhatkar 1988], reinterpreting the 6 per 
cent to be consisting of public and private 
expenditures, it backfir^, with an uproar 
in the parliament and finally the govern¬ 
ment sticking to the earlier position of 
allocating 6 per cent from the government 
sources."* 

Of course, there is no sanctity of the 6 
per cent norm, as actual requirements of 
financial (and physical) resources for 
education have to he periodically worked 
out. as has been stated in many policy 
diKuments. According to the recent esti¬ 
mates [Tilak 1994], the government ex¬ 
penditure on education has to be raised 
to above 8 per cent ot national income to 
fulfil the modest goals of the education 


system. Instead of planning to raise the 
level of public expenditure from the cur¬ 
rent level of 3,7 per cent of GDP*“ to at 
least 6 per cent, if not higher, the govern¬ 
ment seems to be arguing that the goal 
has already been achieved, ns it is argued 
that the 6 per cent should compose of not 
only government expenditure, but also 
household and private sector, including 
household expenditures on education. This 
is attempted in the Economic Survey as 
well. 

Ai-uk ation oi- Finakcial Resoi/roes 

Now a few specific issues on all(x:ation 
of resources to education. First, the draft 
Ninth Plan does not give any details regard¬ 
ing allocation of rc.sourccs to education. 



not to speak of allocation within educati^j 
to various sub-sectors. The only financi^.^ 
allocation referred to in the draft Ninth. 
Five- Year Plan (vol 1, p 183) is under the 
special action plan of the prime minister 
Rs 20.4 thousand crorc is allocated, as a 
part of the central outlay. For the centre 
and the states/union territories as a whole, 
allocation to siKial services is made as a 
lump sum, Rs l,82,0(X) crore." 

In the absence of any more details on 
the allocation of re,snurces to education in 
the Ninth Plan, let us briefly look at tiK 
allocations made in current ycar’.s annual 
budget of the union government (Table 2). 
In the last year's and also m tite current 
year’s annual budgets there has been a 
reasonable, though not a very significant. 


Table .S Union Government Bowiet Expenditure on Education. .Sporis and Youth Apfairs 

(Revenue + CAPrrAi) 




Expenditure 
(Rs in Crore) 


Percentage of Total 
Covcmmcni Expendiiun; 

Plan 

Non-Pliw 

Total 

Plan 

Nun-Plan 

TmST 

1990-91 

965 

721 

1686 

1.40 

0.94 

1.60 

1991-92 

993 

762 

17.55 

1.21 

0.95 

1-58 

1992-9.1 

1104 

774 

1878 

1 01 

0 90 

1 51 

199.1-94 

1440 

918 

2178 

1.10 

0.96 

1.68 

1994-95 

1819 

980 

2799 

1,84 

0.86 

1.74 

1995-96 

2409 

1221 

1610 

5.19 

0.91 

2.04 

1996-97 

2701 

1287 

1988 

5 05 

0.87 

1.98 

1997-98 

147.1 

1510 

4981 ' 

5 88 

0.87 

2.15 

I998-99B 

.•«185 

1802 

5187 

4.70 

0.92 

1.94 

I9K8-99R 

4145 

2188 

6711 

6 16 

1.12 

2.19 

I999-2000B 

5051 

2085 

7118 

6.56 

I.OI 

2.51 


/Vole. R Revised csiiiiialc: R' Budget estimate 
StHixe L\ju'iulilure Hiidnel IWi-2(H)0. vol I. pp 84-85 


Table 2. Allocahon of Rf.sourcfs to .Si-iLcrm Pkixjrammes oi Eoucatkin in rur- Union BiiixifaT 


(Rs in crore 



I998-99R 


I999-20(M)B 

PcrccntaEe increase 

Plan 

Non-Plan 

folal 

Plan Non-Plan Total 

Plan Non-Plan Total 


Grand Total 

4044 2 

21S2 6 

6196 8 

4699.0 

1217,7 

7916.7 

16.2 

.17.6 

24.1 

Elementary edtiiiUitm 

2741.1 

1 8 

2741 1 

.1015 1 

1.8 

3017.0 

10.7 

4 0 

10.7 

Operation blackboard 

304.0 


104 0 

4(K).() 


4«K).() 

11 6 


31.6 

Non-fornial education 

160 0 


160 0 

1.50 0 


1.50.0 

118.8 


ltK.8 

nPEP 

550 0 


550.0 

750 0 


750 0 

16.4 


36.4 

Nutritional support 

1400 2 


14(H) 2 

ion 1 


1011.1 

-26.4 


-26.4 

.Special assistance to make elementary 










education a fundaiiKniat nglu 

1 0 


1.0 

5 0 


.*10 

400.0 


400 0 

Free cdueation for girls 

l(K) 0 


1(H) 0 

160 0 


160 0 

60,0 


60 0 

Secondary education 

412 8 

S60 4 

991 2 

558.2 

578.5 

1116.7 

29 0 

12 

14.5 

Kendriya vidyaluyas 

88.0 

415 (1 

5210 

W.O 

454.8 

544 8 

2.2 

46 

42 

Navodaya vidyulayas 

291.5 

85,0 

176 5 

140.7 

91 0 

411.7 

169 

7 0 

14.7 

Vocational education 

too 


)()0 

10.5 


10 ,5 

5 0 


5.0 

Computers in eductilion 

10 0 


in.o 

10.0 


10 0 

0 0 


0.0 

Educational technology 

15 0 


15 0 

18.0 


18 0 

20 0 


20.0 

Universtty/liiglier education 

192.5 

1210 0 

1602.6 

445 9 

1974 0 

2420 0 

1 1 6 

61 1 

51.0 

Adult education 

77 1 

1.2 

80.2 

IIO.O 

14 

1114 

42 8 

K 2 

41.4 

Total general education 

1699 7 

1810 9 

5510.6 

4246.3 

2.564,7 

6811 0 

14.8 

41 6 

23.6 

Total technical educatiim 

.144 0 

521 04 

867.1 

452.2 

651.7 

1105.9 

11 4 

25 0 

27.5 

IITs 

75.0 

299 76 

174.8 

110.2 

115 4 

425 6 

46.9 

5 2 

13.6 

RECs 

.18.0 

70.0 

108 0 

45 

75 

120 0 

18.4 

7 1 

III 

lISc 

16.0 

.58.0 

74 0 

16 0 

62.0 

78.0 

00 

69 

5.4 


Note: 'R; Revised estimate: B: Budget estimate. 

Source: Expenditure Budget 1999-2000, vol It, pp 107-10 
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incieaM in the allocation of resources to 
education. In the I999'2000 budget allo¬ 
cation there was a significant increa.se in 
the allocation to education - both plan and 
non-plan, over the preceding year’s revised 
estimates - all by about Rs I.S(X) crore, 
though the revis^ estimates for 1998-99 
are much less than the budgetary outlays 
for the same year. But the percentage of 
increase in the plan expenditure is only 
about half the incrca.se in non-plan expen¬ 
diture. Compared to the increase between 
1997-98 and 1998-99, the increase in 
1999-2000over 1998-99 revisctl estimates, 
is rather mode.st. E g. the total allocation 
to education in 1997-98 was Rs 4,983 
crore, which increased to Rs 6,733 crore 
in 1998-99 (Table 3).'- More importantly, 
the relative share of plan expenditure on 
education increa.sed fiom .5.9 per cent in 
1997-98 to 6.4 per cent in 1998-99. The 
latter figure could increase to 6.6 per cent 
only in I999-20{X) 

TTic general need for liglilcning of the 
budget, perhaps resulted in reduction in 
plan expenditure on general education, as 
non-plan expenditure cou Id not be reduced: 
in fact, the non-plan expenditure on 
general education was Rs .^00 crore 
higher as per the revised estimates com- 


tddie budget allocations for the same year. 
It would be useful to find out the reasons 
for shortfall in the expenditures, i e, budget 
outlays minus the revised estimates. 
Though there has been a shortfall in case 
of both overall plan and non-plan expen¬ 
diture on education, and the shortfall is 
higher in case of non-plan expenditure, it 
is also important to note that a larger 
number of plan programmes suffered 
severely in terms of shortfall in budget 
expenditures. They include non-formai 
education, district primary education 
programme (DPEP), vocational education, 
adult education and technical education 
(regional engineering colleges and com¬ 
munity polytechnics) (Table 4). 

Intra-.scctoral allocation of budgetary 
resources, i c, by different .sectors and by 
different items within education (Table 3) 
reveals certain important dimensions of 
changing priorities of the government. The 
growth in plan outlays for elementary 
education is important, but the increase is 
very modest. Important items of the bud¬ 
get lor elementary education include 
operation blackboard, non-tdrmal educa¬ 
tion, free education for girls, midday meals 


and the DP0*. There is an increase in the 
total outlay for elementary education to 
the extent of just Rs 300 crore in the 
current year, over the preceding year’s 
revised estimates. It is interesting to note 
that at the same time, there is a decline 
in the outlay for midday meals by as much 
as Rs 400 crore. 

A .substantial part of the increase in the 
outlay for elementary education - to the 
extent of Rs 220 crore - in the budget for 
1999-2000 compared to the revised esti¬ 
mates for 1998-99, is also accounted by 
external aid. Among the several cxtemally- 
aided projects, DPEP is the most im,, ..r- 
tant one in terms of the amount of money 
involved. The contribution of the DPEP 
amounts to Rs 750 crore in the current 
year’s budget. Other externally-aided 
projects include MahilaSamakhya (funded 
by Dutch government) and Shiksha Karmi 
and Lok Jumbish (both funded by SIDA). 
In all, externally-aided projects amounted 
to Rs 827 crore in 1999-2000 (Table 5). 
It forms 27 per cent of total central plan 
outlay for elementary education. Thfe 
increase in the contributions of the exter¬ 
nally-aided projects is by 36 per cent 


T.\m r. 5. Exti rnali.y-Aiiiki> t*Roitrrs in tiik Union Biinon Plan Au.of ATioN.'i 

{Rs III mre) 


However, m case of higher education, 
there has been big .short I all by about Rs 6(X) 
in non-plan expenditure. This .seems to 



l998-*)‘iB 

l‘)‘)8-99R 

1999.2fXX)B 

Percentage Increase 
over the Revised 
Estimate 

have been done mainly by dclerring the 

Shiksha Kanni 

16 2 

16.2 


19 3 

19 2 

improvement in salary scale ol univcisity/ 

Mahila Samakhya 

7.5 

5 5 


7 5 

16.4 

college teachers. 


Lok Jiiinhish 


.17.5 

37 5 


.50 3 

14.0 

On the whole, the rcvi.sed estimates for 

IJPEP 


664 0 

548 3 


750 0 

.16 4 

1998-99 are less by Rs 2(K) crore in plan 

Toial 


725 2 

607,5 


827 1 

.16.1 

expenditure on education. 

and Rs 450 

Note R' Revesed e.-iimate: B. Budeel estimate. 




crore in non-plan expenditure, compared 
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.Siiokii Ai i IN hit ExrENDiTORL ON StLcrmo Areas of Education in the Union Buixiit. 1998-9*) 










(/?' in ernre) 


Plan Ex|x.'ndilua‘ 


Non-Plan Expenditure 

Total (Plan+Non-Plan) 


l<)»)8-*)9B 

I998-99K Shortfall 

r998-99B 

1998-99R Shortfall 

I998-99B 

l<)98-99R Shortfall 

Grand toial 

4244 2 

4044 2 

47 

28t)2 6 

21.52.6 

16.1 

7046.8 

6.396 8 9.2 

Eleiiwiiioi V eiliu iiliim 

2778.5 

2741 .1 

1 3 

1.5 

1 8 

167 

2780 0 

2743 1 1.3 

Operation hlackhoard 

104 0 

.104 0 

0.0 




104 0 

304 0 0 0 

Non-format cdiiealiun 

.109 2 

160.0 

48 1 




.109 2 

160 0 48 3 

Nutritional support 

1092,2 

1400 2 

28 2 




1092.2 

1400.2 28.2 

DPhP 

666 0 

550 0 

17 4 




666.0 

.5.50 0 17 4 

Se< mullin’ eiluciitiiin 

464.5 

412 8 

6.8 

458.4 

560.4 

22.1 

922 9 

993.2 7.6 

Kendriya vidyalaya.s 

88 0 

88.0 

0 0 

356.0 

435.0 

22.2 

444.0 

.523.0 17.8 

Navodaya vidyulayus 

286 0 

291 5 

1.9 

76 2 

85.0 

II 6 

.162.2 

.376.5 4.0 

Vocaiiunal ediiealion 

10.0 

6.6 

.1.1.8 




10 0 

6 6 33,8 

Adult ediiialimi 

94 0 

77 1 

18.1) 

1,4 

3 2 

6.5 

97.4 

80.2 17.6 

Uiihfi sii\'/Hif!lwr ediii iiium 

412 8 

,192 5 

4.9 

1821 8 

1210.0 

.13 6 

22.34.5 

1602.6 28.3 

UGC 

.12.1.1 

1.10 4 

22 

847.0 

1009.0 

19.1 

1170,1 

13.39 4 14,5 

Technical education 

415.0 

.144.0 

17 1 

463.0 

523.0 

13.0 

878.0 

867 1 1.2 

IITs 

75 0 

75.0 

0.0 

235.8 

299 8 

27.1 

310.8 

374.8 20.6 

RECs 

41 0 

38 0 

7 3 

.59.6 

70.0 

17.4 

100.6 

108.0 7.4 

Community polytechnics 

68 0 

15.9 

76.6 

1.8 

1.8 

0.0 

69.8 

17.7 74 7 


How Shurtiull' Revised c.scimatc minus hudpel estimate (per cent) R: Revised estimate: R- Budget eMimate. 
Soiiiic hxiwiiJiiii, ■ Bitdiiet (VW 2(>0O, vol I. pp 107-10 
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oeiween iiie revisea esnmaies oi me ia« 
year and the current year's budget esti¬ 
mates ThismaybeconipaFedlotheovcrall 
increase in the expenditure on elementary 
education of only 10 7 per cent All this 
may lead many to warn that the gniwth 
in public expenditure on elementary edu¬ 
cation IS largely ‘borrowed growth’ 

In case of secondary education 85 per 
cent ol the budget outlays are accounted 
by Kcndnya vidyalavas and Navodaya 
vidyalayas All other programmes inciud 
mg vocational education, education lech 
nology and computers m s< hcwls receive 
petty amounts The piogrammc ot voca¬ 
tional education aims at diverting 25 per 
cent oi the students at - 1-2 level to voca 
tional studies but currently less than 5 per 
cent ot the students opt for these courses 
Many believe that the programme did not 
take otf due to, inter aha scant attention 
paid including linanctal resources alio 
cated to v(x.ational education 1 he goals 
the programme and tne persistent neglect 
continue 

Generally and also constitutionally the 
union government is expected to take care 
more ot highereduc ation and less ot school 
education But in the recent years the 
union goveinment has been increasingly 
concentrating on school education parti 
cularly elementary education through a 
variety ol centially sponsoied schemes 
In the current annual budget 65 per cent 
ol the total plan budget outlay lor cduca 
tion IS allocated to elementary education 
ind less than 10 pei cent toi higher edu 
cation There is an impressive inciease in 
the budget allocation for highei educa 
non but the substantial part of the increase 
IS in non plan expenditure ishich might 
have become neccssaiy with the resision 
ol pav scales ol university teachers and 
other stall 

Now let us note piioiiiics given to a lew 
important specific programmes The mid 
day meals progi tmme launched in IW5 
IS to gradually expand to cover all children 
m primary classes in all government and 
local body schools 7 he numbci ol stu 
dents benefiting from the programme was 
estimated to be 9 75 ciorc Generally it is 
tell that the programme i > vciy important 
in not only impiovin) enrolments of 
children in schixils but also in improve 
ment ot nutntional and health status ol 
children But the priority seems to be 
changing In the budget tot 1998 99 
Rs 1 092 crorc were allocated The ic 
vised estimates are 28 2 per cent highci 
than the allocation suggesting the need 
to lurther scale up the* budgetary alloca 
ttons But the ptovt&ion made in the 
current year's budget is only Rs 1 011 


crore, s 6 per cent less than the outlay 
made in the last year's budget, and 26 per 
cent less than the revised estimates for 
1998 99 

The prime minister has promised to 
provide free education lo all girls up to 
the college level As a measure ot im¬ 
provement of girls enrolment in schools 
and colleges this is an important step 
Accordingly this has been given a pnonty 
in the Union Budget Allocation for girls’ 
education was hiked from Rs 100 crore 
in 1998 99 to Rs IbOciorc in 1999 2000 
But this amount is not enough to provide 
rcally free education to all girls enrolled 
in schools and colleges While the scheme 
announced by the prime minister is to 
cover schcxil and college levels including 
professional level higher education in the 
budget allocation is made only under 
clcmintarv education' Further lest Ihcic 
IS any confusion on the concept ot 'ficc 
education the draft Ninth//le Year Plan 
(volll p nOlditincsittobe tree ol tuition 
fees inclusion ol provision of basic 
Icxthc'oks maintenance expenditure in 
hostels and libiaiy books There can be 
sevcial types ol Ices other than tuition 
tecs Miny a liim it is found that the 
other tecs arc much higher than the 
tuition tc( s tmih at school and college 
levels Soil IS not all that tree though the 
teii'i ficv IS widci in scope than tree 
primarv education as it piov idcs lot main 
ten nice cx|Kndiiuics ol the girl students 
in hostels 

I he piognmmc ol residential upper 
primarv/secondaiy schcwls in rural areas 
to take care ol the s|k c i il needs if migration 
population and sc ittcu d habitations which 
was allcK lied Rs 21 croio last year could 
not take oil As i rcsuit it seems to have 
been diopped out altogcthci 

In CISC >1 idult education the lural 
functionil litciacy project seems to have 
been closed with no allocation at all being 
made in the cuiiciit budget I he overall 
allocation to adult education has how 
ever been mere iscd bv about40percent 

Much ol the budget outlav lot the 
nUioiul scholuships meant for the poor 
but me I itoiioiis students could not be used 
As per the revised estimates only 46 per 
cent ot Rs 1 26 ciorc allocated could be 
utilised in 1998 99 However inthecunvnt 
budget the allocation has been stepixd up 
to Rs 10 9 crorc 

How to raise moic public resources lor 
education ’ Recently the minister'or human 
icsouicc development has announced that 
an education icss would be levied lor 
raising reviurces lor elementary educa 
tion There is no proposal of this kind in 
the budget However m the budget there 


IS a hike in the pnee of diesel by Re I 
per litre It is also promised that half of 
additional resources generated through 
hike in diesel price would be allocated to 
rural development and social sectors, 
including education What traction of the 
revenue would go to education is yet to 
be seen F arlicr also the union government 
has promised that the some ol the savings 
made through public sector disinvestment 
programme, and the voluntary disclosure 
ot income scheme (VDIS) would be al 
located to human development sectors like 
education and health One can only hope 
that a substantial proportion ot the rev 
enuc now generated would he alliKated 
to education 

SUMMARV AND CoNC U SIGNS 

As lar as education is concerned the 
Union Budget is an extremely partial one 
to give any comprehcnsi ve picture ol public 
expenditure on education in the country 
as si/eable expenditure on education is 
incurred by the state governments For 
example according to the budget esti¬ 
mates in 1996 97 states met 85 per cent, 
the union government meeting the remain¬ 
ing 15 per cent of the total government 
expenditure on education which is a 
concuricnt subject In case ot plan ex¬ 
penditure liowever the share of the union 
government was above 40 per cent (MHRD 
19981 Ncvcilhelcss the Union Budget 
docs indicate the direction in which the 
priorities ot the union government are 
being shaped and it obviously has con- 
sidciable influence on the development of 
cduc ition m the states With this in view, 
a brict attempt is made in this article to 
examine the education priorities of the 
union gov ernment as rcllected in thel/nion 
Biidt^et 1999 20(H) the Ctonomu Surve\ 
199ft 99 and the draft Ninth five Year 
Plan 1997 2002 

I he union goveinment promises to 
accord a high priority to education mak¬ 
ing It an imporiant component of NHDF 
and also the pitmc minister’s ‘Special 
Action Plan In a situation when the need 
lor strong political commitment lo edu 
cation IS twing increasingly felt these 
proclaimed intentions of the union govern¬ 
ment arc certainly welcome Bui these 
high sentiments cxpiisstd in I ivour of 
education arc not well rcllected in the 
pi(' r'lnm s plans and other initiatives 
proposed m the Ninth f ivc Year Plan, the 
El anomic S/ovev and also the resource 
allocations proposed in the Union Budget 
1999 2000 The only major iniliattve 
proposed m the Union Budget is the Edu¬ 
cation Guarantee Scheme tor the poor, 
which may have major internal contradic- 


Economic and Political Weekly M.irch 6-n 1999 


619 



lions, particularly when it is aimed as a 
strategy of providing education to the rural 
poor, scheduled castes, scheduled tribes 
and other backward classes. 

Further, the urgency to check the growth 
of out of school children is not being felt. 
The need for maldng elementary educa¬ 
tion a fundamental right and the need for 
allocation of resources for the same is also 
notclearly recognised. Furtherdelay would 
only accentuate the problem. Further, it 
is clear that attempts are being made to 
interpret universal elementary education 
to mean only primary education up to fifth 
standard; and the long promised goal of 
allocating 6 per cent of GOP to education 
is being diluted so as to include in it not 
only government expenditure but also 
private expenditure including household 
and other private sector expenditures on 
education. These do not seem to be good 
auguries of according a high priority to 
education. 

Notes 

1 See Majumdar (1999) for a bnef .'•uininaiy 
of the report. 

2 See also Rahul (1999) for a critique of ECS 
in Madhya Prade.sh. 

3 One might fear that this is likely to be treated 
as non-formal education. Note th.'ii emphasis 
on non-formal education has been incrca.sed. 
with the budgetary allocations being more 
than doubled from the revised eMiinaie of 
Rs 160 crote in 1998-99 to Rs .^50 crure iii 
1999-2000. 

4 One of the important rcaiions for arguing in 
favour of the K.3rd constitutional aincndineiit 
of making elementary education a funda¬ 
mental right. I.S to see lhai no scope is left 
any more lo misinterpret the constituiionai 
diiective and reduce the dumiion of ihc free 
and compulsory cycle of education lo less 
than eight years. 

5 E g,SuilisticulYeaii)imk and World Educaliim 
Report (both from Unesco, Pans), World 
Tiihlet and World Development Indicator 
(both from World Bank, Washington. DC), 
Ed ication at a ('dance: OECD Indicator 
(OECD, Pans), Human Development Report 
(UNDP, New York), even several regional 
.studies (e g. H.-u] and Haq 1997, 1998). 

6 Further. UNDP has c.stimatcd scvenii ratios 
of expenditures such os .social allocation ratio, 
.social priority ratio, human expenditure ratio 
and public expenditure ratio (UNDP 1991] 
to provide policy guidelines. It is important 
to note that all these ratios refer only lo public 
expenditures. When UNDP (1992) suggested 
that the human expenditure ratio has to be 
raised to at least 5 per cent, it also referred 
to public expenditures only. 

1 The International Commission (I9%:I6S) 
has clearly argued. “Increasing public 
spending on tdui atlon. in place of expenditure 
under other budget heads, should be regarded 
as a necessity everywhere, and especially in 
developing countries, since it is a vital 


in vestment for the future. As a rule of thunib, 
not less than 6 per cent of ONP should be 
devoted to education." 

8 Further, since most of the international 
statistics refer to public expenditure on 
education as a proportion of GNP (not GDP 
in general), it would be better we also refer 
consistently to GNP rather than GDP, though 
it might not moke substantial difference finally 
in the estimates of per cent of national income 
devoted to education. 

9 See Tilak (1990) for details, which fomied 
the bosks for an answer to the parliament 
question on this issue. 

10 It was a little above 4 per cent at the beginning 
of the 1990s. 

11 If we assume that about one-fourth of the total 
allocation made for the social services is 
allocated to education, the total (centre plus 
states) outlay may be ahoui Rs 4S.0(X) crore. 
of which the centre's .share is Rs 20 4 thousand 
crore; and the states's share would be about 
Rs 23,(X)0 crure This seems to be a somewhat 
most likely estimate of allocation lo education 
in the Ninth Plan. Beyond this, one can say 
little on allocation of resources to education 
in the Ninth Plan. 

12 There are discrepancies between the figures 
in Tables 2 and .3. This may be due to 
(a) Table .3 refers to education, sports and 
youth affairs, while Table 2 refers to education 
only; and (h) Table 3 may not include 
expenditure on education incurred by 
departments other than education. 
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boiiseholds, Kinship and Access to Reproductive 
Health Care among Rural Muslim Women in Jaipur 

Maya Uiiiiithan*Kuinar 

This article situates reproductive health care in the context of women’s perceptions and experiences of 
illness in general as well as in terms of the material, ideohgicitl and political dynamics of household, kin 
and gender relations. The findings of a study among the Nagori women in Rajasthan yield useful information 
which would help in the construction of an appropriate health cat e package for women. 


REPRODUCTIVE health' practices 
among Muslim women in india have been 
little researched perhaps because of the 
widespread notion regarding the tight 
Islamic control over sexual behaviour and 
the sanctions against contraceptive use. A 
study of the rural Nagori Sunni community 
in Jaipurdistrict^ as described in this paper 
revealed that while it is generally true that 
Nagori men and women in Sanganer do 
not in principle entertain the idea of a 
control on conception, nevertheless at an 
Individual level, this study finds, they seek 
nut health services for sterilisation as well 
IS the medical termination of pregnancies. 
Most of Iheirpossibilities for seeking health 
ware are not so much a function of general 
religious proscription as related to the 
nrganisation of Nagori household and 
kinship arrangements. The experiences of 
Nagori women in relation to the health 
:arc services were both similar to and 
Jifferent from other rural lower class and 
;aste women in the surrounding villages.^ 
For most of these women, the decisions 
legarding the timing and physical and 
financial cost of health services sought are 
:losely connected to work and production 
iemands of the household, its assets and 
resources, the natureot health care services 
milable and the perspectives of the causes 
3f illnesses and the perceived effectiveness 
}f various cures sought. 

Women carry more of the work burden 
if the household and therefore have less 
ime to seek out health cate services making 
hem disadvantaged relative to men in 
heir access and utilisation of health care 
services. Especiallyintheirroleas mothers, 
ivomen carry a greater health burden (as 
:aiers) as well as a greater reproductive 
lurden than men in households. The recent 
lender inequity approach to health 
[Standing 1997] considers the gender 
skewed allocation of resources and power 
n the housdtold as among the critical 
Tactors responsible for womens’ dis- 
tdvantageous position within health care 
system. As feminist scholarship in the 
t980s in anthropology and more recently 
n economics have shown, the household. 


far from being a ‘natural’ (biologically 
determined) unit of members with homo¬ 
geneous intere.sts, is in fact a site of con¬ 
tinuous negotiations, with decisions made 
through both consensus and conflict [Harris 
1980; Sen 1990; Agarwal 1994]. As gender 
roles and relations within and between 
households vary from one material, social, 
cultural and ideological context to another, 
decisions regarding matters of health care 
become at once both complex and chal¬ 
lenging to understand. 

A dominant issue toemerge from Nagon 
women’s narratives of illness has been the 
negative experience of health care services 
related to the beanng, birthing and rctuing 
of children. Recent studies havealso shown 
that despite the vast network of health care 
provisioning in India, the outreach conti¬ 
nues to be poor, especially for women 
[Jejeebhoy 1997; Gittclsohn et a1 1994; 
Pachaun 1994; Visana and Ramchandran 
1997]. The focus on women in health 
delivery programmes has mainly been 
with regard to reproduction with an em¬ 
phasis on the control of fertility. At least 
until 1994.’* reproduction has been nar¬ 
rowly deiined by the characteristics con- 
.sidered dcmographically important [see 
Greenhaigh 1995 tor a powerful critique 
on demographic approaches to fertility]. 
Few studies on health delivery in india 
have moved beyond an orientation towards 
demographic statistics to actively engage 
with quesuonsof gender, culture and power 
(the documentation to emerge from NGO 
activity in the area of health is, however, 
an important exception).® 

This paper situates reproductive health 
care in the context of women’s perceptions 
and experiences of illness in general, as 
well asin termsof the material, ideological 
and political dynamics of household, kin 
and gender relations. It focuses on 
menstruation and childbirth and local 
perceptions of the body, reproduction and 
ill-health. It describes the material and 
ideological factors linked to the household 
which facilitate Nagori women’s use of 
health care services. The important rote 
ofkinshipreiationships in relation to health 


care fi nancing is discussed. The conclusion 
considers which kinds of women in the 
household and community are best posi¬ 
tioned to play an active role in facilitating 
women’s use of the health facilities 
provided. 

I 

Menstruation and Childbirth: 

Health Needs and Health Care 
Provisions 

For most of the Nagori women in the 
study menarche commenced when they 
were between IS to 18 years old and they 
had theirfirst chi Id when they were bet ween 
17 to 20 years. On average, these women 
married when they were between 2 to 13 
years with thr ‘gauna’ (orconsummai'bn) 
for those who were married below 9 to 
to years, taking place approximately three 
to four months to one year after memuche. 
Thus like other rural women in the area 
- meena, khateek, raigar, rajput, brahmin 
for example - rural Muslim women are 
initiated i nto childbirth at a very young age 
and quite soon after their first menstrual 
pcric^. Most of the women in their 30s 
had also been married in accordance with 
the local Rajasthani custom when they 
were children with the consummation or 
gauna taking place after menarche. 

Most of the reproductive problems of 
rural women in this area of Jaipur district 
were related to menstruation and white 
vaginal discharge. Information based on 
eight months observations of the patients 
at a voluntary health centre in the area 
indicates the menstrual disorders 
(’mahawari/maheena ki pareshani') to be 
offour conditions: mcnoirhagia (excessive 
bleeding), dysmenorrhea (painful 
bleeding), amenorrhea (absence of 
bleeding), polymenorrhea (irregular 
bleeding), with the first and fourth being 
most common and hardly any instances 
where medicine is sought for painful 
bleetling.^ Leucorriioea or white vagina) 
discharge (‘safed pani’) usually refers to 
excessive discharge, leading to heavy 
soiling of clothes, causing discomfort and 
accompanied by a bad smell. Other related 


Bconomic and PoiHicai Weekly March 6-13. 1999 


621 



problems were to do with conditions of 
pelvic inflaminaiory diseases referring to 
the infection of tire fallc^nan tubes, ovaries 
and uterus including the cervix (often 
encompassed in the use of the local terms 
*ghav’, meaning wound, or ‘ganth’, 
meaning lump in the *nalli’ or tubes and 
‘bachchadani’ or uterus); prolapse of the 
uterus, cystocele (bladder prolapse), and 
rectocele (rectum prolapse) through the 
vagina, all referred to as ‘shareernikalna* 
by the women; anaemia and nutritional 
deficiency (indicated by the general term 
' *kumzori’, or weakness) with most of 
the women having a haemoglobin level of 
8-10 gm per cent (under 8 gm per cent 
indicates severe anaemia, over 12 indicates 
a good haemoglobin count); other, such 
as a few cases of primary sterility (approxi¬ 
mately five women in 2,(XX) who come to 
the health centre), few with suspected 
cervical cancer and a few relatively minor 
cases of breast abscess and mastitis. 

While a few cases of maternal mortality 
came to the notice of the health centre, 
there was a high incidence of maternal 
morbidity. This ties in with various 
statistics on women's health which show 
a high occurence of maternal morbidity 
and di.sease of women in theirreproductive 
life span with a high correlation between 
poverty and maternal and infant mortality.^ 
As is well known, infant mortality is 
crucially connected to maternal health. 
High infant mortality figures are recorded 
in Raja.sthan in general. There was a very 
high incidence of foetal and infant mortality 
across communities in the area with the 
highest number of children dying below 
one year. Twenty three of 48 Muslim 
women reported 43 infant deaths (2S girls, 

18 boys). Twenty five deaths (58 percent) 
were among children under the age of five 
with 21 of these deaths (84 per cent) 
occurring under the age of one year. There 
was an equally high incidence of foetal 
death (‘bachchadani mein bachcha kharab 
hona’). Of 48 Muslim women 19 (40 per 
cent) reported one to three miscarriages 
(‘safai’ or 'gima') of foetuses between 
two to six months. The most common 
cited reasons forfoetal and infant mortality 
alike were ‘oonparki bimari' literally ‘an 
illness of top’, caused by an ill wind and 
tetanus.^ 

As women articulate their health pro¬ 
blems in very general terms, it is important 
to consider women's reproductive health 
in the context of their wider complaints 
of iline.ss. Nagori and indeed other caste 
women used de.scriptive terms such as 
‘dard/dukhna’ (pain), ‘kumzori’ (weak- 
ness)or ‘pareshani’ (discomrort)to convey 
their sense of ill-being. The most frequent 


general complaints of women, in order of 
higirest occurrence are: (i) pain in the 
upper abdomen (epigastrium) related to 
hyper«:idity, with nearly four to five out 
of every 10 women having this complaim. 
This problems is related to dietary h^its 
and the fact that most women drink only 
a cup of tea till their midday meal; 

(ii) dizziness (‘chukker’) along with loss 
of ^petite (‘khana hajam nahi hota’), 
related to weakness and malnutrition; 

(iii) chronic cough (‘khansi’), a common 
ailment which they share with men: 

(iv) fevers (‘bukhar’) and body aches 
(especially ‘peethmeindard/kamardard’), 
the latter affecting older women more 
frequently; and (v) others, such as head¬ 
aches and visual disturbances, seasonal 
diarrhoea, fungal skin infections and viral 
fevers. The use of more general words 
relating to pain, discomfort and weakness 
rather than specific disease related terms 
alcio points to the fact that women perceive 
their illness as related to causes lying 
outside the purely physiological domain. 
Often illness, especially to do with fevers 
and sudden death or in cases when 
allopathic medicines are ineffective 
(‘dawai nahi lagi’), is perceived to result 
from ‘oonpar ki hawa’ or an ill wind 
(related to jealousy and tense social 
relationships within the locality). Such 
references to the influence of soul and 
spirit upon a person's health indicates that 
in local (Muslim and Hindu caste) per¬ 
ceptions the health of the individual and 
the social body are connected [See Lock 
and Scheper-Hughes 1996 on three im¬ 
portant notions of the body in medical 
anthropology: and on ethnomedical sys¬ 
tems where illness cannot be situated in 
the mind or body alone precisely because 
nodi.stinctionis made between b^y, mind 
and self). 

Almost 7S percent of the women I came 
across, resorted to spiritual healers for 
thcirailments. Given thcfact that thecauses 
of poor health are regarded as lying as 
much in the social as physical domain, it 
makes cultural sense to also seek cures 
from healers other than from the medical 
profes-sion. The high maternal morbidity 
among rural Muslim and Hindu caste 
women was related to a combination of 
physio'ogical, social, economic and 
psychological factors wherein marital 
problems, the social consequences of 
aborted fertility, poverty and lack of 
nutrition, the iiuibility to control infant 
mortality, the lack of information about 
diseases and effective recourse to cures 
were only some of the realities which took 
their toll on women’s lives. The govern¬ 
ment and formal, private health services 


on offer are as yet iU-etiaipped to metf the 
health (femands this nature. 

In Rtyasthan as elsewhere in India, the 
provision of hedth care facilities from a 
development and macro-perspective lie 
on government’s shoulders. It is the 
government which has the structure, albmt 
a rambling one, to effect safe health 
practices among a wide and disparate 
population of health-seekers. In Jaipur 
district, for the rural population, there are 
17 primary health centres and family 
planning centres, 35 dispensaries and three 
hospitals. By contrast, there are 14 urban 
hospitals and IS urban family planning 
centres. There are IS mother child 
welfare centres. Apart from allopathic 
services, there are 259 ayurvedic aushad- 
halay (dispensaries) and three ayurvedic 
hospitals [District Gazetteer 1987]. Each 
primary health centre has a number of 
subcentrcs depending on the population 
with each subcentre in Sanganer catering 
for between 2.500 to S,0(X) persons which 
could include anywhere from two to 11 
villages over a radius of one to eight km 
(personal communication, Sushma ANM). 

Women in the Nagori village over¬ 
whelmingly tend to use the services of 
private, medical and traditional healers, 
rather than govemnipnt institutions. This 
is not a surprising observation as Bhat 
(1993) in his review of the private health 
care sector in India finds that both in terms 
of number ofhospitals, dispensaries, clinics 
and numberof physicians, the private sector 
far outnumbers the government sector. 
The small Muslim clinic in the smaller of 
the two Nagori populated villages is used 
for fevers, coughs, aches and pains but the 
doctor is not regular and the medicine is 
not effective. Apart from the private doctor 
in the village there are private clinics in 
three locations within a radius of 4-6 km. 
The first location, south-west of the Nagori 
village is in the railway town which has 
approximately 10 health cenu-es (nine are 
private clinics whichoffer general services, 
of which one is ayurvedic and one is 
women-focused. The government also has 
a primary health centre here). Of these 
health facilities four including a 
government primary health centre have at 
least one doctor wife fee qualifications of 
MBBS or MD with four registered medical 
practitioners (RMP).^ one vaidya (ayur¬ 
vedic qualificiUion) and one ’doctor’ wife 
simply ‘experience’ (who has not passed 
his 10th class). Of the health services 
available within a radius of 1-6 km, none 
of the private doctors frequented by fee 
Nagori Muslims offer reproductive health 
examinations or ante-natal check ups for 
women. Thusin seeking medical attention 


622 


Economic and Political Weekly March 6*13, 1999 



^ ’ 

with regard to rqjroductive health reitted 
.problems womeb have to traverse greater 
distances spending more on transportation 
costs and involving contact with fewer 
doctors who know their family contexts.*^ 
This may explain why women usually 
seek out repn^uctive health services only 
in veiy serious cases where infant or 
maternal life is at stake and not for what 
are regarded as routine matters of 
childbirth." 

For reproductive health services Nagori 
women go equally to private and govern¬ 
ment doctors but prefer to see government 
doctors in private where they arc promised 
greater attention and care. They do try to 
have a good relationship over a period of 
time with one or two doctors whose 
medicine is considered effective (‘jin ki 
dawai lagti hat’), irrespective of the cost 
of care and distance. Women travel from 
8 to 20 km towards the city to seek out 
these private health services. There is 
usually a combined resort to allopathic, 
unani and spiritual remedies. The cures 
from appeasing afflicting spirits such as 
those of Sayyed Baba and Ramzani Baba 
who possess relatives or members of the 
community, or even from men of the mcena 
and bhangi caste who are possessed, are 
particularly effective for illrtess resulting 
from ‘oonparki hawa' (literally wind from 
above or over the body). Usually lhe.se arc 
illnesses which have a sudden on-set such 
as fevers and may be accompanied by 
abnormal behaviour. There are also Hindu 
‘jhad phoonk wale’ whose services are 
sought for ailments such as snake bites, 
body fever and aches and taken along with 
allopathic medicines. There are few ‘jadi 
booti' or herbal home cures which are 
followed with any seriousness or in 
systematic way. Usually, the jadi booti are 
those prescribed and prepared by the unani 
doctors. When medicines are taken in such 
a combined fashion and the result is 
positive, i e, the patient gets better, the 
effectiveness (‘phayda hona', ‘dawai 
lagna') is seen to result from jhad phoonk 
rather than the allopathic medicine. 

II 

Household Context of Health Needs: 

Work, Time, Food 

The texual division of household labour 
and further the division of labour among 
women of the household has implications 
for women’s health at two levels. Firstly, 
in terms of the actual physical burden 
imposed by hard and continuous labour 
with little respite during weakness or 
illness. Secondly, the continuous daily 
demands made on women’s time makes 
it very difficult forthem to take ‘time out’ 


to consult health specialists. 'This direct 
and indirect toll on women’s health shifts 
with the development cycle of the house¬ 
hold - being heaviest on newly married 
women, somewhat less burdensome when 
children become old enough to help (from 
seven to 10 years onwards) and signifi¬ 
cantly reduce with the arrival of daughters- 
in-law. The desire of women to have 
children, daughters to help at nome when 
they are young and sons to bring in their 
wives’ labour, works significantly tuwaiwt 
achieving a reduction in their work burden. 
In this sense there is a conflation of the 
cultural notion of having more children 
(where no active decisions may be taken) 
and the desire for offspring to meet labour 
demands (where active decisions to have 
more children are taken). The cultural and 
economic factors are further modified 
according to the overall material situation 
of the hou.schold and the health of its 
members as I discuss below. 

As other rural inhabitams in the area, 
most of the married male residents of the 
Nagori village own small subsistence 
portions of land or have rights in crops 
produced in the land of their kinsmen 
(brothers). On an average a household 
(conceptually members of one ‘chulha’ or 
hearth; although there may be more than 
one physical chulha) which has one main 
wage earner makes an earning of Rs 1,500 
to Rs 2.000 - from outside wages (either 
from work with semi-precious stones or 
in the construction industry) and procures 
three quintals of wheat staple from within 
the village which can last up to six months 
depending on the number of people who 
stay together (‘shainil rahne wale'; of one 
chulha). I have found a maximum of two 
to three married brothers who line together 
and one brother living separately, making 
for one .separate household for every three 
joint households in the village. An average 
joint household would have a minimum 
of two to three gouts and access to water 
for bathing, drinking, and washing clothes 
from a distance of 0-1 km. 

Women spend on an average between 
10 to IS minutes to half an hour in the 
early morning sweeping inside and outside 
the house. This woilld include the 
collection of a couple of baskets of animal 
dung and feeding the animals. Following 
this, women spend half an hour to an hour 
filling approximately four to eight pots of 
water m the morning, a task which is 
repeated in the evening (each pot weigh-s 
around eight to 10 kg). Women spend 
anywhere between one to two hours 
preparing food and make eight-30 rotis for 
the day (the number varies according to 
the numberof relatives, guests, temporary. 


additional members of the household) 
Bathing .small children and washingcloihet 
take two hours to half the day but would 
be done once in two to three days only, 
Washing dishes also takes half an hour (c 
an hour twice a day. Then there is the wori 
in the fields. Like all Muslim women. 
Nagori women are proscribed from worl 
‘outside’ (‘outside’ I was told meani 
beyond the ‘ilaka* or locality which inclu 
ded the village as well as a certain portioi 
of the surrounding area). Most middle ant 
: swer class Nagori women engage in somi 
kind of agricultural activity which i 
.seasonally determined. The heaviest of th 
agricultural work for women is th> 
harve.sting of the wheat crop (includin; 
jowar and gram) referred to as ‘lavani 
which takes place from mid March-April 
There is another round of lavani of 
smaller crop of bajra, moong, guarfali 
cholai during October. Apart from lavar 
women also weed (‘ninani’), watt 
(‘panat’) and cut (‘todna') the crop : 
other times of the year. Men make bundle 
and sell the crop which is not earmaike 
for household consumption. Women an 
men of the richer households who ca 
afford to lease out their agricultural Ian 
do not work on their own fields. If th 
household is a ptror one, i e, there •: n 
steady income by an adult male membe 
then women also perform ‘mazdoori 
(wage labour) or lavani for money (approxi 
malely Rs 40 to Rs SO per day) on anothc 
Nagori or Pathan's fields in the viilagi 
The division of household tasks worii 
in favour of the age of women only if the 
have younger women to shoulder th 
heavier tasks (filling water pots, cookini 
cleaning, and cutting and weeding in th 
rields)or if the household is relatively we 
off. There are usually four categories c 
women who tend to live together, th 
mother-in-law (‘sas’). younger sister-ir 
law (‘devrani’), elder sister-in-lai 
(‘jethani’), and the husband’s sisU 
(‘nanad’) if she is unmarried. Ths usk c 
preparing food, bringing water, cieanin 
utensils, sweeping andcicaning are usuall 
shared among the sisters-in-law. it i 
common to find a rota of work among th 
younger women so that when one cook 
the other will sweep and fill the pou 
There is no sharing in the rearing of the! 
respective children although occasionidl 
small tasks such as dressing the chiidre 
may be shared. The main work of the sa 
is to attend to the younger chiidre 
nevertheless babies from six month 
upwards may be entrusted to the care c 
elder siblings (both boys and girls), whil 
women complete domestic tasks and d 
small errands or odd jobs in the villag 
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While sonne sas do indeed perform few 
household tasks, many becuise they live 
in joint households do a lot of household 
woilc especially when the younger women 
aresickorindisposedduetochildbiithing, 
both of which occur frequently. In fact 
most younger women mentioned their 
mothers-in-law as co-workers rather than 
as shirking woik. 

One of the common work burden related 
idiysical ailments which Nagori women 
suffer is of a prolapse of the uterus. 
Mehmuda, the Pathan ‘dai’ is 6S years. 
She has given birth to eight children. She 
said her uterus was protruding I.S inches 
41 present but 25 years ago it projected 
abwt four inches outside her cervix. She 
said that when she was three months 
pregnant at the time of her third child she 
had lifted a bundle of approximately 40 kg 
ami immediately felt her uterus give way. 
At that time she consulted a private lady 
doctor in the city who inserted a rubber 
ring but Mehmuda discarded it as she felt 
uncomfortable "mein bechain ho gayi aur 
usko nikal ke phenk diya". Mehmuda also 
tried some herbal medicine (extract of the 
Bodjadi bush) but nothing worked and she 
just lived with it. In fact most women I 
talked to considered a prolapse of the 
uterus more as a condition to cope with 
and manage rather than treat. They aLso 
did not seek treatment due to ‘sharam’ 
(shame), the absence of knowledge about 
effective cures and the fear of termination 
of their fertility. While I was told that a 
lifting of heavy weights was not proper 
during pregnancy yet ail the women 1 saw 
in the last stages of their pregnancy both 
carried pots of water, bundles of weed and 
fodder as well as performed tasks such as 
lavani involving arduous labour in the 
fields. In reality women were careful with 
heavy weights for 10-30 days after 
childbirth. The number of days depending 
on (i) the presence of household help, 

(ii) the stage of the development cycle the 
household was in, especially the number 
of children to cook for and feed, and 

(iii) the seasonal work and food stocks of 
the household. 

The weakness of mothers and infants is 
largely due to their under-nourishment 
and connected with little emphasis on the 
quantity and nature of the dietary intake 
of mothers during pregnancy and after 
childbirth. Nagori women ate no differently 
in quantity or type of food during their 
pregnancy compsured to what they would 
eat under normal circumstances. This 
means they would have a cup of tea in the 
morning, approximately one to two rotis 
with one ‘iutori* (small bowl) of cooked 
vegetables or chutney or chilli; onions and 


one katori of buttermilk/dal or lentils at 
intd-day and the same at niglU. Most men 
were unaware that women needed any 
supplements to their food or even respite 
from work during their pregnancy. A few 
women mentioned that it was a good idea 
toeat IMkgto 1 kgof‘khopra’ (desiccated 
coconut). 0.5 kg urad lentils and up to 
1.5 kg of sesame seed oil in the eighth 
month as these are ‘chiknasi’ (lubricating) 
foods which would help the foetus move 
easily within the womb to ensure a smooth 
delivery. Almost all women reported 
having some special food after childbirth 
but the quantities were little and the 
duration was on an average up to 20 days 
after delivery. 

Very few women mentioned the con¬ 
sumption of large amounts of fluid or 
eating greater quantities of food than in 
their regular diet. An important difference 
between food consumed following child¬ 
birth and regular food is that the former 
is freshly prepared each time (apart from 
the ‘ladoo’, see footnote above). As the 
new mother ('jachha') is prohibited from 
touching the hearth and the water pots due 
to pollution (‘gandagi’ - dirt) following 
childbirth (for a period of up to 40 days), 
she is dependant on other women to feed 
her. Either her mother-in-law looks after 
her or a 'sister-daughter' has to be called 
over. It is the availability of these other 
women which determines the type, quantity 
and duration a new mother gets fed. At 
the very least, I was told somebody looks 
after her for two to four days. 

Thus it is not so much an equitable 
distribution of food in the household which 
is in question as the fact that women deny 
the food to themselves. This fact points 
to the important role of gender ideologies 
in the inequitable distribution of resources 
in the household and its implications for 
women and children’s health. The notions 
of ‘good’ and 'bad’ breastmilk are an 
important example of the role of gender 
ideologies in determining access to 
nutrition or its denial. According to Zahida 
there are women who can be differentiated 
according to the milk they produce and 
the evidence of this lies in the fatness of 
the baby relative to the mother. "Jab mota 
bachcha aurdubli aurat hoti hai tho doodh 
acha/phulna hota hai. Jab patia bachcha 
aur mcMi auiat hai tho doodh katna hai.” 
(Breastmilk is of good quality when the 
baby is fat and the mother thin and not 
in the opposite case). Such notions also 
pressurise women to be thin and consume 
less of food and especially fluids, so vital 
formilkproduction and general well-being. 
A generational factor could also be 
significant. Most older women claim to 


have had enough breastmilk to raise afl 
ttteirinfants. 2^da'sinotherfor example, 
said she had plenty of breastmilk and fed 
her children exclusively on breastmilk. 
Many of the older women also ascribe 
pov^totheirinalHlitytoprovidedifrerent 
kinds of food (biscuit, milk) and therefore 
rely solely on breastmilk to feed the 
children. 

Women themselves £d not consider it 
important to change the type or quantity 
of foods during pregnancy or la^ation. A 
number of women said they were incapable 
of ingesting much food under normal 
circumstances as well. This may very well 
be the case as in anaemic conditions, due 
to a reduced oxidation of the body, there 
tends to be a loss of appetite. But as one 
woman pointed out. this could have its 
roots in childhood eating habits. Also, 
women were afraid to become fat as this 
would invite comments from other women 
that they were not working enough. Com¬ 
pared to the women , men in the house¬ 
hold ate the same food Croti-subzi’) but 
in greater quantities, with greater regu-' 
larity and before rather than after physical 
labour. 

Ill 

Kinship and Finances in Access to 
Healthcare 

The inevitable preamble to any con¬ 
versation on rulatedness amongst the 
Nagori Sunni Muslims is, “ail Muslims 
are one: we are all one". Caste type dif¬ 
ferences, however, emerged in discussions 
on marriage preferences. Most women 
were aware of four to five different groups 
into which they could marry, including 
their own (father’s) group. Most women 
in the Nagori dominated village fell into 
eight such groups and there were a further 
six groups whose names were mentioned. 
The common 'gotra’,clanorsub-subcastes 
were sheikh, irawat (both upper), lalawat, 
khokhar (lower), raksha, samavat, ladawat 
and rav. There were a few pathan house¬ 
holds in the village. Sunni Nagori women 
were quite clear that they married timir 
father’s sister’s son (FZS: in the 'phoophi* 
category), mother’s sister’s son (MZS) or 
a variant thereof (fw example, Zahida is 
married to her mother's father’s sister’s 
son). Married Sunni women were not only 
socially close to their natal kin Cpiyar’) 
but also physically close to them, to most 
cases women’s married home (’sasuraT) 
was within a radius of one km to four km 
from their natal home. There were few 
women whose married home was further 
on (within a radius of 40-50 km). The 
social and physical proximity of natal 
kihspersons has important implications 
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' for Nilgori women’s acceas to bealOl care 
services in at least six ways, viz. (i) in the 
oisanisation of money to pay for health 
costs, (ii) in arranging for women or men 
to accompany patients to health care 
centres, (iii) in the provision of help with 
child care for a sick mother, (iv) in the 
provision of help with domestic tasks while 
the woman is away, (v) as a means to 
reliable information on health care faci¬ 
lities, costs, locations etc. and (vi) for 
emotional support as often medical ex¬ 
periences are traumatic and degrading for 
women. 

On an average the expenditure over 10 
months on the health of women alone is 
from Rs 1,000 to 10,000 which is very 
high considering that the average monthly 
cash income of the household is Rs 1 ,S00 
to 2,000. None of the households contacted 
had any specific sum set aside to cover 
illness expenditure of family members. 
All expenditure on health was crisis expen¬ 
diture and reached high sums because 
treatment was delayed till the problem was 
acute.' ^ Money to cover health costs came 
from two main sources - kinspersons or 
unrelated moneylenders (employers, silver 
smiths, local people dealing in this 
business). The money is borrowed at a rate 
which is currently between Rs 2 to Rs 5 
per Rs 100 and used for all kinds of 
household expenditure with a larger portion 
being spent on health. Most households 
spend substantial sums of money on health 
care services from private sources 
compared to the income earned.*^ Most 
families who do not have more than one 
regular income earner are therefore 
permanently indebted, riising or falling in 
small cycles of debt. When the debt reaches 
a very large amount (in the region of 
Rs 40,000 and upwards) and a difficulty 
in repayment is envisaged, due to. for 
example, crop failure or further illness 
crises, then drastic measures such as the 
sale of a portion of land, highly priced in 
the area is resorted to. Being in debt of 
up to Rs 10,000is such a normal condition 
that debtlessncss does not seem to be 
actively desired perhaps because it is not 
achievable in practice. The role of kins¬ 
persons looms large in meeting health care 
costs. 

Most Nagori women utilise the .services 
of a private lady doctor for problems 
relating to menstruation, pregnancy, 
fertility and childbirth despite the large 
sums of money involved relative to the 
household cash income (very rarely are 
non-reproduction related problems of 
women given as much attention or fin¬ 
ancial outlay). If there is bleeding during 
pregnancy, usually the outcome is to get 


safai done private women doctors who 
charge fees from Rs 400 for foetuses of 
2-2.S months to Rs 600 to Rs 800 for 
foetuses of four to five months. Including 
transportation and medicine, women spend 
approximately from Rs SOO to Rs 1,500 
for a medical termination of pregnancy 
(MTP). The facility for MTP as well as 
sterilisation is provided free of cost in 
government hospitalsyet there is less resort 
to these services because (i) of the belief 
(and practice of at least one government 
hospital) that women be sterilised at the 
same time so government utilities are not 
wasted on continuously aborting the same 
woman’s foetuses, (ii) of the practice of 
government gynaecologists who prefer to 
see patients in private as they claim they 
are able to give patients more attention at 
home, (iii) at government hospitals there 
is the expenditure on medicines which 
have to be bought from elsewhere, for 
urine, blood and other tests patients are 
advised to go to private laboratories for 
speedy results, and there is an unauthorised 
charge made by hospital personnel 
(sweepers, waslierwomcn) foranyservices 
requested from them. The resort to safai 
proves far more effective than the 
prevailingconlraccptive opt ions presented 
to women which arc neither culturally 
acceptable (like nirodh; only two young 
couples used nirodh) nor physically 
acceptable by weak bodied women (intra¬ 
uterine devices such as the Copper-T and 
even hormonal pills can cause excessive 
bleeding in weak and anaemic women). 
Sterilisation (locally referred to as 
‘operation'), a po.s$ible but difficult to 
reverse process, is the most viable option 
for women but resorted to only when the 
desired mix of girl and boy children arc 
attained (four to five children with two 
boys and two girls). For many women 
conceiving the desired number of girls and 
boys takes them up to their menopausal 
•Stage in the reproductive cycle.'* 

On the subject of financing health care 
costs. Madari Khan assured me Muslims 
do not borrow from amongst each other 
but only take money on credit from 
moneylenders of other castes, especially, 
the meena in the area. Zahida, however, 
gives me a different picture of credit 
networks. She says the difference between 
borrowing from relatives (‘rishte wale’) 
and non-kin is that there is no interest to 
be paidioonc's relatives. Also, the amounts 
which can be borrowed are smaller and 
range from a few hundred rupees to a 
thousand or two rupees. Her main source 
of credit is Maraim, her eider nanad 
(husband’s eldest sister) who lives in the 
village. Maraim gives Zahida credit of up 


to Rs 2,000from whatever money she hM, 
Fbrgreateramounts. say ofuptoRs 10,000 
Maraim gets money for Zahida from 
persons who can lend this amount ('paiae 
dene wall’ parly) In case Zahida is unable 
to return the amount on time, she says 
Maraim will cover for her and give back 
the money horrowed. Women in the nanad 
category are thus important sources of 
funding. A woman’s nanad also helps her 
during childbirth, with cleaning and 
washing, her important role is acknow¬ 
ledged in the Nagori custom whereby she 
offers the mother’s breast to the newborn 
infant for its first breast-feed. 

The relationships between children and 
elder women which stem from ties 
established through breast-feeding place 
kinship obligations (including to mcei 
financial requests) on the latter which an 
difficult to refuse. Although not a very 
frequent practice, there were several 
women who had breast-fed their youngei 
sister or sister-in-law’s children. Mbsi 
women stressed that this was a practice 
only for the children of women you wen 
close to in kin terms as there is the feai 
that if the child falls sick the blame would 
fall on the woman who had breast-fed it 
There is a custom called ‘doodh buksna' 
whereby boys pay money (Rs 21, 51 
according* to their means) to the womer 
who have breast-fed them, when these 
women are nearing the end of their lives. 
The money is then distnbuted among the 
women’s daughters. Mothers and 
daughter’s have a strong tie in the Muslin 
community which is also reflected in 
breast-feeding patterns. According tc 
Mehmuda, girls are breast-fed lor six 
months longer than boys because they 
have a stronger right over the mothei 
('ladkiyon ka maa ke unpat zada haq hat’', 
and girls always take from their natal kir 
(‘ladki to piyar walon se hamesha leti 
hai'). Zahida says as a daughter she get! 
the goat’s head (a delicacy) when a goal 
is sacrificed on Bakri-ld at her natal home 
She told me how despite her negativr 
experiences of childbirth (recountec 
below), she was pleased to finally get s 
daughter. Her story is also an account 
which makes us consider the role women 
have in the decisions surrounding 
childbearing and birthing. 

Zahiua’s Story 

Zahida got her first period when she war 
13 and in her natal home. She was maiifed 
at 14. One yearlatershe conceived hcrfiisi 
child but was totally unaware of this. Hei 
period stopped but she did not tell anyam 
about it. When she was in her nintl 
month she became very sick and could no 
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walk -then her mother, father and fatter’s 
sister came to see her. Her mother saw that 
her breast was leaking and told 2^ida that 
she was pregnant and then called anridwife. 
The midwife said Zahida could have a 
child at any moment but she should not 
have her child in her married home as it 
wtHild be dangerous for both mother and 
child. Zahida could not go to the bathroom, 
she could not see, could not hear, her body 
was swollen and she had linie help or 
sympathy from her hu-sband or in-laws. 
Her father said they would take her home. 
Her husband became angry and tore her 
father's ’kurta’ (.shirt) and dhoti. He said 
if she dies, she will die here, I am not 
sending her. Later, her *jeth’ (husband’s 
elder brother) intervened and said to his 
brother that you bring her to the city and 
I will show her to the doctor. Then her 
husband and husband's sistertied her with 
a rope as she was too weak to sit up and 
put her on the cycle and took her to the 
government women' s hospital. The doctor 
admitted her and asked her hu.sband and 
his younger sister who they were. They 
said they were Zjthida’s neighbours, that 
she had no kin and that her parents were 
no longer alive and her husband stayed 
outside Jaipur. According to Zahida, they 
lied becau.se they were scared and besides 
her husband's sister had been told by her 
in-laws not to say anything, to let her 
brother do the talking, otherwise she gets 
on well with her sister-in-law. Zahida was 
left alone in the hospital where she wa.s 
treated for IS days and she had a .son of 
1.5 pounds who “was like a rat" (‘chuha 
jaisa'). Zahida stayed in the hospital for 
another IS days and the child was kept 
in a machine (incubator). She also received 
two bottles of blood from a ‘rickshaw 
walla’. Her jeth paid him, she docs not 
know how much. Her jeth did so much 
for her. No one came to meet her from 
her sasural. not even her husband, not even 
after the child was born. Once her jethani 
came, and others from her mother’s house. 
When she was discharged a month later, 
she travelled home herself, no one came 
to collect her. Her husband was ill. There 
was nothing to eat at home when .she 
returned. Her mother sent 20 kg of wheat, 
lier nanad (husband's younger sister) gave 
ler some ‘thooli’ (broken wheat dallya). 
rhis she roasted and boiled in water and 
ite - she had no ghee, no milk. 

Zahida did not conceive for another 
seven years. Her in-laws said she could 
v)t conceive and told their son to divorce 
icr. Her husband kept her son, hit her and 
sent her back to her 'piyar', where she 
vtayed for two months. The meeting of 
siders called subsequently decided that 


itianise 2Ud)ida was a good wtjmaii, her 
lusband must be forced to take her back. 
&hida then sought medical advic« from 
aprivate infertility specialist. She became 
pregnant but (he specialist said the foetus 
was not growing. Somebody in the village 
said it was because of ‘oonpar ki hawa’. 
Then she sought help from a man of the 
meena caste who b^me possessed by 
Bhairu (bhairu bhav), got a ‘tabeez’ 
(charm) made, gtx 'jhadan' done and wore 
a *kada’ (amulet) on her right upper arm. 
She continued to takethe specialist doctor's 
medicine and advice whenever she had 
.some money. She aiso saw a 'bhangi' and 
got a thread to wear around the neck ('gale 
ka dora’). When she was five months 
pregnant she had a lot of while vs^inal 
discharge (‘safed pani’), and went back 
to the doctor specialist who recommended 
a sonography, gave medicines and then 
she became better. The baby (son) was 
born at home. A third son was also born 
at heme as was her fourth son after a gap 
of a year. The fifth child (also a son) 
mi.scarried at five months as a cow hit 
Zahida and its born ruptured the uterus. 
She bled for three days at home without 
treatment. When the bleeding did not stop, 
she. sent her son to call her mother. Her 
mother took her to the government 
women’s hospital. The doctor said the 
baby in the womb was dead since 48 hours 
and refused to take up the case. Zahida 
was repioved from the bed but she insisted 
on help and treatment. She was not attended 
to but stayed there for five days - “I was 
almo.stdead. I was completely blue.” Then 
her jeth came to talk to the doctor (her jeth 
had given her the phone number but she 
did not know how to phone and no one 
was with her) and insisted that she be 
treated. On the doctor’s refusal, her jeth 
threatened to bring judicial proceedings 
against the doctor but to no avail. Then 
they contacted 'Neetu', a private doctor 
who had treated other women from the 
village. She said she would look at Zahida 
but took no responsibility if she died in 
her care. Zahida was admitted and an MTP 
was performed (safai) and she received 
blood. She said she felt dead and was 
unconcious mo.st of the time. One of the 
doctors even proclaimed her dead. Her 
natal kin gut things ready “kabr khod liya, 
kafan laa d>va’ (they dug her grave and 
brought the covering cloth). Her husband 
also started beating his chest i n the hospital. 
Then Neetu came and saw a flicker in 
Zahida’s eyes. She ordered for oxygen to 
be given. Zahida said she was put into a 
'machine’. The next day she became 
conscious and her Jeth told the village 
people she was alive. 


Sbme Rs 7,^00 w!as speid 
hospital. The tnon^ was tdeeh oil credit 
and repayed at a rate of lU 700 pN mondi 
(totalling Rs 8,4(X)). Two yens later Ok 
twins were bom at Neetu’s clifdc at home. 
The bill came to Rs 15,700 of which 
Rs 3,700 were arranged from the house¬ 
hold resources (the TV and a goat were 
sold) and Rs 12,000 was Udeen on credit 
from a brahmin, to be repaid widiin 14 
months. Zahida uses the copper-T since 
then. She has finally got a girl anj wants 
no more children. Tlie Copper-T is giving 
her pain but she cannot remove it for fear 
of becoming pregnant again. She wants 
to gel operated but does not know exactly 
when. She says her husband is useless 
because he does not work and somehow 
she has to feed the children. He also bems 
her. She says he is a good man because 
he lets her go where she wants. 

IV 

Women’s Agency and Health Care 

In his study on the relationship between 
agency and fertility. Carter (1995) points, 
to the small but growing body of evidence 
which suggests that even in pre-transition, 
high fertility and high mortality populations 
which arc considered to be characterised 
by natural rather than controlled fertility, 
certain strategies arcoperati ve which effect 
a balance between household personnel 
and resources. ** Control overthe duration 
of breast-feeding and controlling inter¬ 
course are .some of the examples cited by 
which couples schedule conceptions. 
Nagori women, I found, aiso can directly 
control conception by opting for (i) foetus 
extermination (safai) rather than foetus 
saving techniques, (ii) by resorting to steri¬ 
lisation and, (iii) indirectly by regulating 
the duration of breast-feeding. While 
Nagori women have greatest control over 
brea.st-feeding compared to safai and steri¬ 
lisation, they do not make a direct con¬ 
nection between reduced breast-feeding 
and the resumption of menstruation (orthe 
ability to conceive). In fact they believe 
the reverse occurs, in other words, because 
they conceive, breasimilk production 
declines. Moreover, their control over 
breast-feeding is compromised by their 
weakness and malnutrition, as I discuss 
in the following lines. 

With regard to breast-feeding, I have 
found that mothers’ decisions made at two 
stages, one early on and one later, crucially 
influence the termination of post-partum 
ameponhoea as well as the survival chances 
of the new-born child. All Nagori mothers 
claim to brea.st-feed girls for 27 months 
and boys for 21 months as stipulated in 
the Koran, yet there is a great deal of 
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<iari«tion (<» xverife the tendency is for 
iprte and boys to be breast-fed till the age 
of 18 months or so). In the first six months, 
observMions show that Nagori infants do 
not get exclusively breastfed. The infant 
is fir^ put to the breast on an average of 
24-48 hours after delivery. As breast¬ 
feeding can commence only after the 
‘ajaan’ or words of allah spoken in the ears 
of the new-born by a learned man. the 
infant’s access to Iweastmilk depends on 
the availability of such a person and on 
the urgency with which he is sought. The 
NFHS also points to the delayed receipt 
of breastmillc and the custom of removing 
coiosUum as factors contributing to infant 
mortality. Although it is true that the 
Nagoiisconsidercolostrumf’keela' yellow 
straw-coloured first milk with essential 
antibodies for the infants’ immune system) 
to be ‘bad milk’ as it has been ‘stored for 
a while’ and therefore it has to be removed, 
in reality only a few drops are squeezed 
out by the nanad (HZ) and .so the baby does 
receive some of the benefits of ingesting 
colostrum even if in reduced amounts. But 
perhaps what is more debilitating to the 
infant's health and to the mother’s health 
is the practice of bottle-feeding with a 
mixture of goat’s milk and water, from as 
early as four to five days onwards. In these 
instances the mother is either working in 
the fields or more often says she does not 
produce enough milk. While generally 
suckling the breasts should stimulate milk 
production, in weak and malnourished 
mothers this may not be the case (Banerjee, 
personal communication). Here the line of 
difference between taking an active 
decision (where the mother continues to 
breast-feed even though there is less milk) 
and the decision not to breast-feed because 
of the absence of milk, is a thin one. Then 
there are also the Nagori notions of ‘good’ 
and ‘bad’ breastmilk which come into 
play. 

Given the patriarchal, Muslim setting in 
which child birthing takes place, it is 
difficult, especially fur young women, to 
exercise reproductive choice.'^ Shakila 
has a daughter of four years and a .son of 
two years. A week or so after she missed 
her period she sought out the lady doctor 
at the voluntary centre to Know if she was 
pregnant She said she did not want a child 
.so soon. A couple of weeks later when her 
pregnancy was confirmed she began 
enquiring about safai. Her ‘tai’ (herfather’s 
elder brother’s wife) who accompanied 
her said it would be alright provided she 
asked her husband. Shakila did ask him 
but said her husband wants her to have 
the child. He is a great ‘namazi’ (scholar 
of the Quran) and would not hear of safai. 


He did not even allow her to take any ’takat 
ki dawai’ (medicine for strength). Shtddia 
says she will now go ahead with the 
pregnancy but she comes regularly for 
takat ki dawai and has had her (TT) 
injections. 

Women werequiteopenin talking about 
the ‘operation’ (sterilisation), both as 
something they wanted done or as having 
undergone it. When 1 recounted a story I 
had heard to a group of Nagori women, 
that women who underwent sterilisation 
before conceiving all the children written 
in their destiny would be troubled in their 
coffins by these unborn children, the 
women laughed. Jabunnisa scoffed and 
said, “who is there to check on what 
happens in the coffin!” The decision to 
undergo sterilisation is one of the couples 
rather than the women alone and thus 
depends on men’s attitudes as well. Several 
Nagori men, unlike Shakila's husband, 
have had a positive attitude to sterilisation 
either having undergone it themselves or 
have encouraged their wives to be 
‘operated’. When I point out the pro¬ 
scription of the Koran on the subject to 
the men, they point out tlie problems related 
to their wives’ illhealth or their poverty 
as forcing them to take such decisions. 
Nagori women's agency mu.st also be seen 
in termsof the different attitudes and social 
hierarchies (especially of poverty and 
Quranic education) which exist between 
men It was often the case that men who 
were well versed in the Koran and read 
it daily placed greater strictures on their 
women .as a means of differentiating 
themselves from other men in the com¬ 
munity. 

Much of the recent demographic 
literature has been on the impact of 
schooling and employment on women’s 
powers to take autonomous decisions 
regarding their fertility. Yet as Jeffrey and 
Jeffrey’s study of Muslim Sheikh women 
in Bijnor, UP suggests, that while there 
is a correlation between lowered fertility 
and women’s schooling experience, and 
work out.side the home, it i.s not always 
so (1997: 121).'* Eight women from 
approximately 200 Nagori households 
have had formal non-religious education 
of up to at least the fifth class. On the one 
hand, there is Shahnaz who along with her 
husband is one of the two young couples 
who use nirodh. On the other hand, in the 
same set of young women, there is Shakila 
who would like to have an abortion to 
space her children but who cannot do so 
b^ause of her husband’s wishes against 
it. Then there is Zahida who has had neither 
a Quranic nor any other education, is 
relatively poor and uses the Copper-T. 


This would suggest that schooling 
employment areonly two amonganuinber 
of individual household specific factors 
which have to be taken into account in . 
understanding reproductive tealth seeking 
behaviour. The material on Nagori women 
emphasises the fact that the extentto wluch 
they can be active agents in health care 
matters depends, apart from their own 
motivation, on their physical condition 
(with weakness acting as aconstraint upon 
their activities), their vulnerability to 
cultural notions (which especially young 
and first time mothers are prone to), their 
age, household relationships especially 
with the husband and the women in his 
family and the interhousehold (piyar- 
sasural) connections. Thus any discu.ssion 
of agency, however, nuanced, can only be 
partial. 

V 

Conclusions for Policy: Enhancing 

Access and Responding to Health • 
Demands 

The task of enhancing reproductive 
health service outreach in the villages 
around Jaipur lies at many levels which 
addre.ss not only the question of access to 
existing services but also the provision of 
facilities which take into account the con¬ 
text specific* gender and age health needs 
of the local populations. With regard to 
the rural Muslim community in north-east 
Sanganer, it requires that preconceived 
notions among health service personnel 
regarding beliefs such as the uncontrolled 
fertility of Muslims and a consequent low 
demand for reproductive services be 
surmounted. Religious and cultural dif¬ 
ferences between the Nagori Muslims and 
caste groups in the area while they are 
significant as markers of identity are less 
important as far as theirreproductive health 
pcrspecti ves and needs are concerned. The 
main cultural difference which lies in the 
pattern of Nagori marriage and residence 
of adult women works mostly in favour 
of facilitating women’ scontact with health 
care functionaries. And, Nagori women, 
as mothers, mothers-in-law and elder 
sisters-in-law are more able to support 
younger women, in material, emotional 
and work terms when they are ill. The only 
other custom which sets the Muslims apart 
from other tommunities in the area is to 
do with I heir practice of male circunKisioii, 
whit, h can make infants doubly vulnerable 
to the dangers of tetanus infection (the 
first instance arises from the possibility of . 
contracting tetanus following the cuttii^ 
of the umbilical cord). Nagori Musliflu 
have neithermore wives nor more children 
than other groups in the area, nor have 
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tigniflcantiy different notions as to the 
causes and effective cures for illnesses. 
All groups seem to share an approach to 
health and reivoducti ve health in particular 
wherein mind, seif and the social body are 
combined rather than separate, and where 
sickness is as Lock and Scheper-Hughes 
(I996',53)put it, “aformofcommunication 
through which nature, society and culture 
speak simultaneously”. There is thus a 
common tendency to first .seek out health 
services which are organically connected 
tothe social body (such as ‘family* doctors, 
those who have treated other members of 
the family, or those who heal through 
spirit possession, both Hindu and Muslim). 
Medical approaches are general ly regarded 
as important but alien precisely because 
the treatment is clinical, separating social 
cause from physiological consequence. 
Tubectomy which is dominant in the 
medical discourse on women in Rajasthan 
and elsewhere in India, points to the 
extremes to which there is a mcdicali sation 
of women’s bodies. 

Most villagers in the area tend to seek 
private rather than public health services 
with a significant amount of household 
income being spent on treatment. Because 
of the large .sums on money which may 
be inolved, treatment cannot be sustained 
for long periods and is discontinued the 
moment there are any signs of the patient 
getting better. Women’s reproductive 
ailnttnts, particulaily if they are in their 
child bearing years, tend to receive more 
immediate attention than reproductive 
problems among adolescents or in elder 
women. This is because men as husbands 
also give greater importance and value to 
the reproductive capacity of women. In 
general, there is great reticence in talking 
about reproductive ailments between men 
and women as well as among men. Usually 
reference to sexual and reproductive 
processes between members of a household 
is made indirectly. Similarly, reproductive 
illnesses are resented indirectly which is 
why problems considered shameful, such 
as vaginal discharge, or ’natural', such as 
related to breastmilk production, or those 
which women arc meant tocope with such 
as a prolapse of the uterus, tend to remain 
‘invisible’. It is only when women and 
men are listened to. and encouraged to talk 
rather than being talked at, diat any delivery 
of health care can be effective, sustained 
and meaningful. A large number of health 
problems in the area stem from the lack 
of adequate water supplies and a pre¬ 
ponderance of .sand and dust in the en¬ 
vironment. As one woman said “humara 
mini ka kaam jyada hai" (our work and 
lives arc dominated by sand). Hence health 


i^grammes need to be broad-^ased. 
bo that they help tackle the wider sources 
in the environment from which diseases 
stem. 

Improving women's access to existing 
health care services in Sanganer requites 
both general and specific measures. There 
are many recommendations pertaining to 
health sector reforms in developing 
countries and in India which are equally 
applicable here [Singh and Gupta 1997; 
Bhat 1993; Kothari 1989; Pachauri 1994; 
Jejeebhoy 1997; Ramachandran and 
Vi<>aria 1997; Standing 1997, to name Init 
a few). At the risk of repetition, I will 
outline a few points which emerge force¬ 
fully from the specific observations made 
in the paper. As health care is sought from 
a number of sources, even for a single 
illness, access can be improved by en¬ 
couraging all types of health delivery 
activity, private, government and NOO, in 
a manner which recognises their specific 
strengths and wcaknes.ses. So.forexample, 
private health services while they are 
efficient and attentive to patients’ pro¬ 
blems, need to be made accountable in 
terms of the doctor’s qualifications and 
with regard to the safety and ethical nature 
of the services offered. The government 
medical services, on the other hand, have 
to be made mure sympathetic and more 
efficient. According to Jejeebhoy (1997), 
two reasons for the insensitivity of the 
services to women’s needs and situations 
arc because the services arc designed 
centrally and based on demographic targets. 
Moreover, maternal health activities are 
unbalanced, focusingon immunisation and 
the provision of iron and folic acid rather 
than on sustained care of women or the 
detection and referral of high risk cases. 
Jejeebhoy emphasises the need for a 
greater client focus in a health and family 
planning programme which responds to 
women’s requirements. Such a perspective 
could provide more and better services 
at home and involve a sympathetic and 
culturally sensitive probing of health 
problems. 

In order to establish an effective referral 
network, I would suggest that as is the 
case with the government ’anganwadi’ 
(childcare) schemes more emphasis should 
be given to locating and resourcing women 
and men v .thin each village who are not 
just informed ab<Hit matters of hygiene 
and basic medication such as the ANM 
or Jan Mangal couple but also about local 
health services (facilities, distance, cost, 
qualifications of doctors), health rights 
and statistics and the politics of health 
matters in general. He^th workers such 
as ANMs should be committed women 


and men finom tmiong the load poputalioi) 
and lesoun^d in nich a manner diat their 
job gives them status in the area. This 
would enhance communication widi die 
local elite as well as with menashusbands 
and kinspersons. Local health centres (at 
the primary and sub-centre level) need to 
compile basic health data peitaintng to 
their area in order to be appropriately 
responsive to the household natuieof health 
demands, an area where NGOs am parti¬ 
cularly successful, precisely because of 
their local relationships built upon trust 
and their household knowledge which 
enables them to assess and react spee''‘'y 
to local situations [Ghosh 19941. Govern¬ 
ment medical services need to be more 
transparent about the costs involved in 
meeting patients’ health needs, and be 
more efficient through a 'trimming' of 
resources. One area where the input of 
resources compared to output in terms of 
patient utilisation is imbalanced is 
strikingly evident in the disproportionately 
large number of ayurvedic dispensaries. 
In this case, trimming could allow that 
funds be transferred to use in providing 
other health care services within the 
hospital. Government health care in the 
‘zenana' (womens’) hospitals could be 
more effective if attention is paid to Uie 
customer friendly side of their services 
with perhaps the appointment of a welfare/ 
liaison officer who is available to inform, 
answer queries, and present cases to the 
doctor. 

There is no doubt that the villagers in 
Sanganer want and need access to good 
health care services as is reflected in the 
high costs they i ncur as well as the distances 
they travel to seek out effective health 
cures. At the same time most of their 
experiences with the health services on 
offer have been negative, and given the 
exacting nature of their lives, women 
especially have a tendency towards i naction 
as far as seeking treatment for illness is 
concerned. At the same time, given reliable 
information about eff«:tive cures and 
doctors, women are quickly willing to 
explore the possibilities of Mdcing treat¬ 
ment from these sources, provided they 
have some support from their kinspersons 
to do so. 

Notea 

(A somewhat different and longer version of diis 
paper was presented at the Vlllth National 
ConferenceofWonien’sStudies. Pune, June 1998 
in the lubiheme on ’Women’s Autonomy and 
Reproduction’. This appears as IDS, Jaipnr 
woiking paper no 103, September 1998. The 
fieldwork on which the findings of the paper 
are based was made pouible by funding hom 
the Wellcome Trust, UK and encouragement 
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fifim HfUvy Siaading, Unala Sharma and 
^vid Robinion. I would tike to thank IDS, 
Jaipur for ibeir hoapiulity from October 1997 
tin September 1998. Special duuiks to A K 
Banefiee and ataff at the Khairi Sarvodaya Health 
Oenlie. Oeida and Non^anan Unnithan. Vipula 
ieahi. Mohair Singh. Zahida bano. Kamleah 
Oogaram, Kaviin Srivaaiava, Shail Mayoram, 
Suijli Singh and K R Vasanthan for their help and 
luppoit.] 

1 The term reproductive heallhisuacd. following 
the definition used in Gittelsohn e: al (1994) 
to mean that people have the ability to 
reproduce as well as to regulate their fertility 
safely and effectively: pregnancy and the 
outcome of pregnancy are successful in terms 
of maternal and infant well-being, including 
the rdiiid's development to its full potential; 
and couples are able to understand and enjoy 
their sexuality, free at the timr of unwonted 
pregnancies oml of contracting disease (8, 
1994). 

2 Jaipur district has a rural population of 2.8 
million peisons (of a total of 4.7 mi llion people) 
living in a little over its 3.000 villa^s (1991 
Census figures). The work wa.": carried out in 
Sangoner tchsil which has a population of 
8,404 Muslims out of the 3,81.214 Muslims 
in the district as a whole (1991 Census figures 
on religion). The material presented in the 
paper is b.xsed on two Sunni, Nagoii Muslim 
dominated villugcs m the north-eastern pari 
of the lehsil, which together have a population, 
roughly estimated by me to be around .5,000 
Muslims. As a researcher I was based at the 
Khejri Sarvodaya Voluntary Health Centre in 
the area. 

3 The mawrial presented in the papier is part of 
a wider project which is concerned with women 
and men’s access to liealth care services in 
three villages andone urban slum in Sanganer/ 
Jaipur. All the villages mentioned in the paper 
have recently (since 1994) become part of the 
urban municipality; however, there hos been 
no perceived change in thevillageis’ lifc.styles 
and for all purposes they regard themselves 
as rural in contrast to urban people “of the 
city'. 

4 The international conference on Population 
and Devckipment held in Cairo in 1994 is 
significant for its orientation towards sexual 

and reproductive liealth ratherthan population 
growth which in turn has been responsible 
fur a shift in international and national 
policies, away fromanairow focus on feitility 
control. 

5 See for example, newsletter and material 
produced by Chetna. Ahmedabad or the 
Anubhav case studies (compiled in Pachauri 
1994] or the self-help training manual A/a 
Shurirtm Nudhi supported by Asmita [Sabola 
and Krantl 1995] women's resource centre os 
also Pal 1997 for empowerment work in slums 
in Jaipur. 

6 The assistance of A K Baneijke. director of 
the voluntary health centre, with the technical, 
medical information presented here is 
gratefully acknowledged. 

7 South Asia is thought to have the highest 
maternal mortality rates in the world (NFHS- 
India) with 27 per cent of all nuiternal deaths 


occurring in India (Uidcaf 1991], The. Inchon 
average maternal mortiHty rare is estimated 
01 437 deaths per hundred thousand live births 
(NFHS-India; 1992-93) for two years 
preceding the NFHS survey. Due to large 
sampling errors, no figures could be made 
available for individual smies or population 
subgroups (1995. 226). In India, maternal 
deaths account for 10 per cent of all deaths 
among women in the reproductive age and 
13.2 per cent of all deaths amuri;; rural women 
were maternal deaths in 1987 iUnicef 1991). 
The mam causes of death have been identified 
as due to haemorrhage (16-22 pet kcnt). 
toxaemia (10-12 per cent), sepsis (8-13 per 
cent), abortion complications (10 per cent), 
anaemia (17-25 per cent) (Registrar General 
1987. tis quoted in Jejeebhoy 1997J. There is 
an equally high presence of reproductive 
morbidity, obstetric and gynaecological, 
especially to do with reproductive tract 
infectionsfror example, Bongand Bong 1989]. 

8 Information on male circumcision ('musul- 
mani'. 'khatna, sunnai bonani') revealed that 
only in very few cases did an infection develop 
which was then contained. Although if one 
considers the period.s of high infant mortality 
with the preferred periods when circumcision 
lakes place, a correlation does seem to arise. 
Circumcision is done preferably in the first 
to third month after birth or in the second or 
fifth year. Moreover, there is an added risk 
of tetanus intcclion as tlic foreskin which is 
held in place by a bamboo shaft, is cut by a 
blade or scissor. However, the deaths due to 
tetanus reported by the women were all believed 
to result from the cutting of the umbilical cord 
Colnaal ki nulli' lube of the placenta) rather 
than due to circumcision. 

9 The RMP qualific.-rtion is available to anyone 
who fills in an application for a small sum. 
No attested documents are required to be sent 
and there is no check on the actual c.stab- 
lishinem or quality of the practice, 

10 Since the la.si three years, with the opening 
of a voluntary health centre close to the Nagort 
village women have also the option of using 
the services of the gynaecologist al the centre. 
Three tunes as many women use the centre 
compared to men I the men are mostly older 
men). V/omen tend to come together and bring 
sick children, girls and boys, with them On 
an average 4.50 patients visit the centre each 
month. 

11 According to NFHS findings, in Raja.sthan 
infant mortality rates fall from 7b per 1.000 
births with no care, to 71 per 1.000 for births 
with either antenatal or deliveiy care, and to 
45 per 1.000 for births with both antenatal 
and delivery care (1995:1.37). 

12 For the first lew days after deliveiy. mothers 
drink milk (1 -2 glasses to half a kilo each day) 
and once a day eat a small proportion of 
'healthy' milk enhancing (‘dootlh badhane') 
fixNls such us coconut or khopra (upto 1/2 
kilo), osafoeii Ja (1/4 - 1/2 kilo). Ihuli (broken 
wheat porridge with lentils), molasses, clanfied 
buner (between 2-5/6 kilos) mixed in either 
milk, wheatflour ('maun ki roii'), scera tweak 
wheal flour porridge), halwa (wheat flour 
sweet-meat) or a mixture of these ingredients 
tn the form of a ladoo (sweat-meat ball). Some 


women also mentioned sonth (1/4 kilo) aiicl 
almonds (1/4 kilo). Only a couple of women 
aie an egg for 2-4 days and one or two Muslim 
women mentioned eating meat, especially 
goat's head believc'l to strengthen the infimis’ 
neck through the breast-feed. At approximately 
(wo weeks after child-birth, the foods ingested 
were 'Ihuli'. 'khichdi', 'halwa', with rnti-dal 
for at least one meal and 20- 3i) day s afterwards 
regular food was resumed. 

13 For a number of cases where problems were 
long-standing, usually non-reproduction 
related, treatment was sought in intermineni 
periods and stopped the moment the patient 
was better for a while. 

14 This observation is similar to Bhal's findings 
that the spending on healthcare os a proportion 
of total consumption is quite significant, with 
a larger proportion of the expenditure liome 
by the household sector rather than the 
government (1993:48). Furthermore, as Bhat 
observes, there is no indication that the high 
costs have discouraged the use of private 
facilities in favour of public facilities 

15 One of 47 Nagori women cunentiy uses the 
Copper-T or any lUD, five of the 47 women 
were sterilised (two had husbands who had 
undergone vosociomies); each has four to 
seven children of the desired mix and are aged 
between 30-40 years. Two other women have 
consulted a doctor about an 'operation'. 

16 For a discussion on .igency see Dissanayake 
1996. Carter 1995. Agarwal 1994. Unnithan 
and Srivastava 1997. Carter is critical of the 
use the notion of agency as divorced from 
culture. 

17 Lingam (1995) argues that the focus on 
reproductive rights to the exclusion of women's 
social, economic and political nghts. is a 
limited one. Powered by western consumerism 
and north-south inequalitiessucha perspective 
is in danger of reinforcing the view of women 
mainly as biological agents. 

18 Unlike .Sheikh women in Jeffrey and Jeffiey's 
study. Nagon Sheikh women were neither 
hostile to sterilisation nor generally open to 
any other methods of fertility control. 
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the Rig^t MonetmyA^regate for India 
nease Stand Up? 

Raghbendni Jha 
Ibotombi S Longjam 

This paper re-examines the monetary aggregation procedure in India in the context of the new monetary 
aggregates proposed by the Third Working Group of the Reset ^e Bank of India. 


I 

latrodactkm 

IN the wi^ up of the new monetaiy 
aggregates proposed by the new (Third) 
Working Group of the Reserve Bank of 
India in 1997-98 (Reserve Bank of India 
1998], the practice of adopting the simple 
sum procedure of monetary aggregation 
needs to be reviewed. ’ Some criticisms of 
this approach are well known in the debate 
on the substituttdjility/complementary re¬ 
lationship of monetary assets and have 
attracted a great deal of attention in the 
literature. The first criticism is that theory 
would require that the constituents sought 
to be aggregated should first be shown to 
be mutually (weakly) separable. If this 
condition is not satisfied, we cannot have 
a consistent and meaningful aggregation 
of money .stock. 

Second, even if the monetary as.sct group 
happens to be weakly separable, there may 
be no basis for adopting the simple sum 
procedure. In the literature, there is 
widespread criticism of adopting simple 
sum methods in monetary aggregation. 
The most important tca.son for this is that 
the simple sum procedure treats all the 
included monetary assets as alike in their 
'moneyness' and implicitly assumes that 
all the component a$.sets are perfect sub¬ 
stitutes. But in reality, it is highly unlikely 
that all the included assets would have 
identical monet.iry attributes. As Barnett 
(1980) argues, “if one wished to obtain 
an aggregate of transportation vehicles, 
one would never aggregate by simple 
summation over the physical units, of say. 
.subway trains and rotler-skaies. Instead, 
one could construct aquantity index using 
weights based upon the values of the 
differcig modes of transportation." 

In much of the current work the Divisia 
index has been found to be a desirable 
moneuiry aggregate in the sense of approxi¬ 
mating flexible functions in aggregation 
theory. An important factor guiding the 
choice of the components to be included 
in the Divisia index is the desire by its 
proponents to prove the superiority of the 
Divisia index to the simple sum. Notwith¬ 


standing this, the literature ir the Indian 
context [see, forexample, Subrahmanyam 
and Swamy 1991, Ramchundran and 
Kamaioh 1994] have constructed Divisia 
aggregates using the same components as 
those to form the ‘preferred’ simple sum- 
aggregates, rather than on the basis of 
components that are weakly separable. 
The competition is thus biased at the outset 
in favour of simple sum aggregates. 

Divisia indices are constructed on the 
basis of consumer demand theory by find¬ 
ing out the exact aggregation of weakly 
separable assets. Barnett (1982) points out 
that an aggregate of monetary assets should 
be determined only if they, in addition to 
separability, also satisfy consistency and 
existence conditions. Violations of these 
conditions will lead to the constituents of 
the monetary aggregates having spurious 
and unstable rclation.ships which will, in 
turn, lead to the aggregate being less than 
u.scful. 

Motivated by these criticisms, we re¬ 
examine the monetary aggregation proce¬ 
dure in India. The paper is organised as 
follows. In Section II we tmelly review the 
literature on monetary aggregation theory 
with the simple .sum as its special case and 
kKik lor alternative monetary aggregates. 
In .Section III we go into the underlying 
theory of relations ol numetary aggrega¬ 
tion and separability by taking a iranslog 
utility lunctionof the monetary assets. We 
c.stiniate a demand system and conduct 
tests fur the weakly separability for plau¬ 
sible as.sei groupings to identify admis¬ 
sible groups in .Section V. based on the 
available data which arc mentioned in 
Section IV. We conclude the paper in 
Section VI. 

II 

Monetaiy Aggregates and the 
Simple Sum 

The issue of money and other monetary 
assets substitutabiiity/complcmcntary 
relationship has attracted a great deal of 
attention in the literature. Ba.scd on the 
theory of consumer demand, several 
papers have attempted to estimate the 


''rgreeof substitutability amongmonetaiy 
assets, with Chetty (1969) advancing the 
notion of 'moneyness' in the choice of 
components of a suitable monetaiy aggre¬ 
gate. Most economists have placed little 
faith in broad monetary aggregates, since 
summation aggregation has long seemed 
inappropriate at high levels of aggre¬ 
gations over imperfect substitutes. As 
Friedman and Schwartz (1970) copjeaure. 
the general approach that regard each 
monetary asset with varying degree of 
‘moneyness’ deserves more attention than 
its .special case -the simple sum approach 
in the construction of a sensible monetaiy 
aggregate. A number of interesting papers 
including Barnett (I98U. 1982, 1984, 
1990), Ewis and Fisher (1984, 1985). 
Scrletlis and Robb (1986) attempt to 
estimate the degree of substitutability 
among the monetary assets. Some have 
used constrained and others unconstrained 
tlcxihle functional forms. 

Simple .sum is the practice that most 
central banks adopt as they find it practi¬ 
cally easier to evaluate. This approach, 
however, contradicts the practice of 
other economic measurements like index 
numbers to measure the flow of monetaiy 
services provided by the stock of mone¬ 
tary assets. Bclongia and Chrystcl (1991) 
emphasise Barnett’s point that a simple 
sum cannot internalise pure substitution 
effect and hence can change even if 
there has been no change in monetaiy 
service flows. In principle, anything that 
currently docs or might potentially provide 
monetary services should be included. In 
other words, a broad set of financial 
assets should be considered. This not 
only makes it more like the ‘envelope’ 
approach taking full account of the port¬ 
folio adjustments associated with shifts 
in the yield curve, but also allows the 
impact of financial innovations to be 
absorbed (Ford. Peng and Mullineux 
1992]. Another important issue in mone¬ 
tary aggregation is the question of choos¬ 
ing the monetary assets to be grouped and 
fixing a proper superlative index. Follow¬ 
ing Barncil's steps, the set of the monetaiy 
assets that satisfies both the consistency 
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and existency conditions should be deter* 
mined. Then using the user costs prides 
for each component asset, a superlative 
quantitative index over the admissible 
group can be computed.^ 

One of the objectives of this paper is 
to discover the structure of degree of 
‘moneyness’ of the monetary assets by 
testing the condition for weak separabil¬ 
ity. The standard procedure in the litera¬ 
ture in this regard is to use flexible func¬ 
tional forms to approximate unknown 
aggregators. The advantage of this method 
is that the demand systems equations 
corresponding to this functional form can 
approximate (up to first and second order 
d^vatives) the demand system equations 
that are derived from the unknown utility 
function of the representative consumer. 
In this paper, the tests for the appropri¬ 
ateness of the weak separability condi¬ 
tions have been conducted by using static 
models. Wc use the translog functional 
form as proposed by Christensen, 
Jorgenson and Lau (1975). This form is 
relatively attractive in the sense that it 
does not restrict the values of the elasti¬ 
cities of substitutions and does not impose 
undesirable a priori restrictions. 

Ill 

Monetary Aggregation and 
SeparabiUty 

Suppose there is a set M of N monetary 
assets Xj, i = I.N. An admi.ssibic group¬ 

ing will be one such that it is consistent 
and separable (from others). The separ¬ 
ability condition implies that some subset, 
say, M| is a weakly separable block, i e, 
the marginal rate of substitution between 
any two assets in the subgroup M| is 
independent of any other asset which is 
not in Mj. The consistency condition is 
that the elasticity of substitution between 
any two assets in Mj is independent of any 
other asset not in M|. Suppose the utility 

function f(x) of the inputs x, for i = 1.N 

takes the translog functional form.-^ 
Then, 

In U a Inoo+ 1 (^, 0 ; lnni+1/21.,^, 

In In «j ...(1) 

where Jtj = (R - rj)/(l + R) is the user cost 
of the i th asset. R being the rate of the 
bench mark rate and r’s are the own rate 
of asset i th. The translog functional form 
is a widely used model for its strength in 
estimating the precise elasticities of sub¬ 
stitution.^ 

Normally, one does not estimate the 
direct translog functional form given in 
the equation. We take an indirect utility 
function, say H(v,, v,.v^) where Vj’s 


|(« expenditure normalised user costs of 
^ financial assets Xj. We qrply Roy's 
Identity to the equation such that the bud^ 
Share of each asset i is given by, 

Sj»(Oj + Ij In Vj)/o + Z| Yj In Vj) ...(2) 
where a « Z, aj, Yj “ Ej Yij 
and Sj measures the cost share attributed 
to the restrictions the i th monetary asset, 
which is 

Wj Xj- -(3) 

We wish to estimate equation (2). Since 
the share equations are homogeneous of 
degree zero in the parameters we use the 
usual normalisation of the parameters; 

The next logical question is; what assets 
.should be selected and how should they 
be grouped? There ate a large number of 
assets to be put into separate groups. Instead 
of a priori assignments to separate groups, 
one can put those assets that are (weakly) 
separable, as a group, from other assets 
into one group. This is achieved by testing 
for weak separability of assets in the 
consumer’s preference structure. The 
practical importance of separability re¬ 
sults from three facts; (a) separability 
provides the fundamental linkage between 
aggregation over goods and the maximi¬ 
sation principles in economic theory; 
(b) separability provides the theoretical 
basis for partitioning the economy’s struc¬ 
ture into .sectors; and (c) separability 
provides a theoretical hypothesis, which 
can produce powerful parameter restric¬ 
tions. permitting great simplification in 
estimation of large demand .systems.^ 

Once the demand system is estimated, 
the separability test can be carried out by 
testing the validity of the weak separabil¬ 
ity restrictions impo.sed on the parameters, 
a, and Y|j. In our present case there are 
three financial assets Xj for i = 1 . 2 , 3. 
Suppose two of them say x, and Xj are 
separable from the rest of the assets, then 
U takes the special form 

In U = f [In C|(ln x,. In Xj), In x^J 

The selection of an admissible group of 
financial assets is based on the theoretical 
restriction of the aggregator function of 
the various financial assets. Testing for 
separability takes the form discussed in 
Denny and Fuss (1977). According to this 
test, the hypothesis that the assets x I and 
x 2 are separable in the utility function 
with three assets xl, x 2 and x3, implies 
the following restrictions; 

“i Yji - “j Yii = 0 for i j. i. j = 1, 2, 3. 
“i 152 - Oj Yj 2 = 0 for i ** j. i. j = I, 2, 3. 


iiiese iestrtciKH» can be tested empin- 
cally. Depny and Ptiss fbtfho- aigue thtf 
this is id«iti^ with the Bemdt-Christensen 
(1974) non-liiwar restrictions. In our case 
Ae test will be with reference b) altar- 
native monetary assets. 

Before we test for weak separability, it 
is essential to examine for the consistency 
of the parameters that are maximising the 
utility function. We need to test the va¬ 
lidity of the functional and theoretical 
form of restrictions, which are known as 
the integrability conditions.^ Because of 
our construction the adding up require¬ 
ment is easily satisfied, as sum of the 
shares Sj is I and hence we need to es¬ 
timate only n-1 equations. The existence 
of the symmetry of Slutsky’s cross partial 
derivatives can be checked by testing for 
the restriction Yjj ® Yji for • ^ j. *• j “ lv..n. 
Since the shares Wmselves are non-nega¬ 
tive, the positivity condition is also valid. 
The curvature conditions (necessary but 
not sufficient for the Hicksian matrix to 


be negative semi definite, and hence the 
second order conditions for utility maxi¬ 
misation to be satisfied) is that the own 
elasticities of substitution must all be non¬ 
positive. Next we need to consider the 
functional form restrictions which require 
that the linear homogeneity condition 
satisfied, i e, 2^Y,j = * 0. Given 

thatZja:=-1 also impliesYy => Yji- Allcn- 
Uzawaeiasticities determine tm monotono- 
city conditions which require that the own 
price elasticities of substitutions be strictly 
non-positive. 


IV 

Data 

A monthly tin» series of tiie conqx>- 
nents of the stocks of money Mg, Mj^and 
M 3 are taken from the Report of the 'niird 
Working Group [Reserve Bank of India 
1998]. This data set consists of the cur¬ 
rency in circulation, cunrency with public, 
reserves of the banks, demand deposits 
and time deposits over the period March 
1970 to February 1998 (number of obser¬ 
vations is 336). We are reconsidering the 
monetaty aggregation of these assets into 
(typically) the Mj, the M 3 as per defini- 
tioas of RBI. In particular, we focus on 
the broad money aggregate, M 3 . 

Table I; Monetary Aoqrbgates and 
Their Components 


Instrument 

Yield 

Currency with the 
public (x,) 

Demand deposits (Xj) 
Time deposits (Xj) 

Zero 

Klein's rate 

One-year bonk deposiu 


Source: Reporu on Currency and Finance, RBI. 
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Fiqo«e 1: Tw ysw CtoOT OF m Monctaiiy Assra 



ity « 0) are satisfied.* Tbeiu 

in order to test for (mutual) weak sepa> 
rabiiity we impose restrictions on the thw 
monetary assets. We test for all the pos¬ 
sible alternative groupings with diffetenl 
combinations of the assets. All the results 
of these hypotheses arc reported in Table 2. 
Corresponding estimates for the restricted 
model are reported in Tabic 3. 

Testing for weak separability involves 

TABI.E 4: Te-st Statistics for the Affroximatb 
Weak Separability Restrictions 


0 50 


100 

— USRl 


As far as the selection of interest rates 
is concerned, one needs to be careful 
because interest rates play a crucial role 
since the user costs - the opportunity costs 
of forgoing the benchmark asset - are 
calculated from their own rates relative to 
abenchmark rate. In this regard, the Central 
Bank does not show what interest rates 
have been chosen and the criteria for this 
choice. Since a regular measurement of 
own interest rates of the particular mon¬ 
etary assets is not available, we take 
proxies. For currency the yield is assumed 
to be zero since currency does not give 
any returns and is meant for transactions 
only. We proxy the returns on demand 
deposits by using Klein's formula.^ The 
yield on one-year bank deposits is taken 
as a proxy for the return on time deposits. 
The choice of proxy for the yield on the 
benchmark rate is crucial since this alone 
can vary the user costs. One also has to 
keep in mind that the user cost is non- 
negative. Generally, the highest of ail the 
available return.*: is considered. Wc choo.se 
the yield on the debenture as the proxy 
for the benchmark rate. 


Empirical Results 

In Uie literature, it is found that Oivisia 
indices are generally more effe>.'live than 
their single sum counterparts indices in 
studies on money demand study or for 
direct policy purposes, particularly if the 
user costs of the dilTerent components 
fluctuate to any degree over the sample 
period of time. In the Figure 1 we graph 
the behaviour of the user co.sts of some 
of the monetary a.ssets. In this figure USRI 
refers to the user cost of currency, USR2 


200 250 300 350 

R2 ——USR 3 Table 5; Estimated Own AND 

Ei.asticities 

to the user cost of demand deposit and Elasiiciiy 

LISR3 to the user cost of time deposit. -- 

Differences among monetary aggregates 
can be traced to the particular speciHca- if,, 
tion used and to the choice of the com- »i 2 i 
ponents over which the aggregation takes *121 
place. Since user costs fluctuate, we should 'll: 

model money demand as a system. In this Jj’' 
paper, we look for different alternative 

monetary assets by testing approximate —- 

weakly separable poups. Firet. the system table 6: Ehimated Elasocihes of 

of demand equations involving the user Substoutions 

costs of monetary as!«ts as the exogenous —. . . . —.. .. 

variables and the shares of the monetary Assets Currency ^mand Time 

assets m the total expenditure as the 

endogenous variables isestimated by using _il_ 

non-linear seemingly unrelated method. Currency -4.93499 

Then wc check whether conditions of n-ra*.f 

,. Time deposits -4.88586-4.13962-0.796II 

symmetry ty,, = Y,,) a™ linear homogene- 

Table 2: Parameter Estimates for the iNiMRErr Tran.slog Funitions 


Null Hypothesis 

Restrictions 

Value 

Computed 

((X,, Xj), XjJ 

» Yi3'72J 

99,87 

[(X,. Xj), Xjl 

“|'«3 = Ti2^,2 

17.754 

Kx,, X,), X,] 

«*2'«3 = Y2|/T31 

65 884 

Table 5; Estimated Own and Cross Price 
E l.ASnCITIES 

Elasticity 


Estimate. 



-1.85366 

022 


-1.01028 

0.1.1 


-0.80339 

O 2 I 


-0.26056 

O 2 I 


-0.87758 

0l2 


-0.15149 

Oil 


3.463866 

OI .1 


-1.27476 

0.12 


0.827509 


Paramclcr 


Unreslncled 

~-0 22 ( -44.24) 
-0.192 (-78.45) 
0.0052 (0.28) 
-0.26 (-13.93) 
0.164 (17.89) 
-0.0.54 (-5.68) 
-0.t08 (-11..53) 
0,08 (17.51) 
-0.079 (-8.65) 
-0.14 (-13.83) 
0.01.53 (7.33) 


Witl> Symmetry With Linear Homogeneity 


-0.0548 (-2.92.39) 
-0.0015 (-24.587) 
0.1913 (13.713) 
0.0291 (3.6369) 
-0.0999 (-19.218) 

0.0237 (3 ,5231) 
-0.0467 (-17.844) 


-0.0786 (-12.499) 


-0.0474 (-2 .568) 
-0.0016 (-24.34) 

-0,071 (-4 901) 

0.0168 (6.651) 
0.0646 (6.387) 

-0.0206 (-1.636) 
-0.0012 (-0.156) 
-0 0666 (-12.201) 


Note: Figures in parenthesis indicate t-values. 

Table 3: Parameter Esumates of Restricted Model (Symmetry and Homogeneity) 


Consuint.s (a,) 

7,1 

7,2 

7,1 

-0.0731 

0.1381 

0.0079 

-0.0596 

(-5.3493) 

(16412) 

(1.1478) 

(-7.36S7) 

-0.14922 


0.0124 

-0.0271 

(-30.289) 


(2.1179) 

(-6.6479) 


Note: Figures in parenthesis indicate t-values. 
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nouM 2A: Divisa CWbwtH Rates 



FIoure 2B: Simtle Sum Growth Rates 



Pkiure 3: M, and Divisia Index over the Samme Period 



0 100 200 300 400 

computa(ionofthevalueXa2(lnUn-lnUr) at the I per cent level of significance, 
where InUr is the log likelihood value with Hence, in each Case the separability re- 

the separability restriction and InlJn is the strictions art decisively rejected, 
corresponding value without these restric- 


•> ' k ■ ■ 

-We aho compute die own and emn 
price elastickies with respect to the user 
prices. Once we get these elasticities we 
CM derive the elasticities of substitution 
by using the Slutsky equation. The ex* 
p^ilure (income) elasticities from the 
indirect translog function (equation (I)) 
can be written as: 

e, ° 1 + (dlnSj/dlnE) - I + 

where E s £iCjXj. 

The own price elasticities are: 

qj, = -1 + ainS/dtoKj - -1 + {[Yi^jl 

whereas the cross price elasticities are: 

qy«3lnSi/9lnitj«{(Y,/S.l-EYji)/ 

(-1 + ^Yjilniij*) 

Finally, the elasticity of substitution bet¬ 
ween assets i and j is, simply, 

Ojj = Iqy/Sjl + 

For simplicity, and without any loss of 
generality wetake itj’'® I sothatlm^* * 0.’ 
Own and cross price elasticities are 
reported in Table S whereas estimates of 
elasticity of substitution between different 
monetary aggregates are reported in 
Table 6. It is important to note that ail own 
price elasticities arc negative. The elastici¬ 
ties of substitution estimates indicate that 
the components of the monetary aggre¬ 
gates are. broadly, complementary to each 
other in the representative consumer’s 
utility function. 

The Divi.sia Index can be written as: 
Dt=eD, ,n [where D, Is the Divisia 

*•' i*l lXi,|_|l < 

index at time t of the monetary assets Xj 
and Wj,= (1/2) (Sj,+Sj(.,), Sj, being the 
budget share of asset X|. 

In Table 7 we report the correlation 
coefficient between Divisia and simple 
sum (M^ figures) for the levels as well as 
rates of growth over the sample period. 
We find that, although the correlation is 
high, it is not perfect. The correlation in 
the growth rates is smaller. This is impor¬ 
tant to remember in the context of the fact 
that it is the growth rate that has been 
targeted. This is borne out in Figures 2A 
and 2B. Further, the simple sum is always 
higher and the gap between it and the 
Divisia index grows over time. This is also 


dons. Under the null hypothesis that the 
restriedons hold X will be distributed as 
a w(h r degrees of freedom where r 
is the number of restrictions imposed. The 
last column of Table 4 indicates that the 
computed value, in each case, is much 
higher than the critical value o( x~ even 


Table 7: The Correlation between the Simme Sum and Divisia Index 


Simple (Level) Divisia (Level) Simple (Growth) Divisia (Growth) 


Simple sum (level) 

1 




Divisia index (level) 

0.999921 

1 



Simple sum (growth) 



1 


Divisia index (growth) 



0.899.349 

1 
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bonie€WtinFlgiire3whiciigraphs(tcaied) 
values of the Divisia index and over 
the sample period. Hence, the errors in 
using the simple sum have been getting 
compounded over time 

VI 

Conchisioiu 

In this paper we have re-examined the 
monetary asset groupinp of the monetary 
aggregate of the Reserve Bank of India 
We estimate a system of demand equa- 
ttons of three monetary assets, namely, 
currency with public, demand deposits 
and time deposits The separability tests 
we conduct for vanous admissible mon¬ 
etary assets lead us to reject any indepen¬ 
dent grouping of two assets out oi the rest 
Since we take a monthly data analysis, the 
result IS robust 

It should be noted, however, that the 
choice of proxies for benchmark rate and 
yields on other assets plays a crucial role 
Because the asset groups are neither 
equivalent to each other nor constant, we 
face the interesting question of the relative 
^ performance ot the monetary assets over 
this penod The nature of the differences 
among the monetary aggregates appears 
to depend on the particular specification 
used and upon the choice of the compo¬ 
nents over which the aggregation occurs 
This paper has argued that since separa¬ 
bility condition is not satisfied, the Divisia 
would be a better index to use than the 
simple sum 

Notes 

1 It IS Co be noted thoi the* Third Working Group 
Itself has not questioned the simple sum 
procedure 

2 The superlative quantity index is the index 
whichbndges the gap between statistical index 
theory and monetary aggregation theory 

3 Topermittheconslnictionofademandsyslem 
which involves only the opportunity costs 
and quantities of the monetary assets we 
assume the utility function is functionally 
separable between monetaiy assets on the one 
bond and goods on the other 

4 But as Barnett (1982) cautions this transing 
function IS only effective m approximating 
atlocalpomis BameltandLi9e(l98'i) Bnrnen 
Lob and Wolfe < 1987) use a more generalised 
Taylor's senes expansion for producing 
globally functional fonn like Mimflex iranslog 
and generalised Lcontief functions to 
approxifttaie the aggregator function globally 
The Fbuner flexible function has global 
propeities and IS considered to be on essentially 
unbuised form [Gallant 1981] 

5 The imponance of separability tests is 
highlighied in Borneit and Choi (1989) 

6 The complete set of conditions that have 
to be satisfied by satisfactory theoiettcal 
demand system equations are additivity, 
symmetty, linear hoiniieeneiiy, positivity and 
momuonocity 


7 The ictims OB demand depoaitt.R„ It given 
by Rg > R, (I - S) where B is the tatio of 
bonk reserves to the demand deposus and 

IS the yield on the 91-days treasury bill 

8 In our case as in much of the litetature the 
symmetry and homogeneity nestrictions ore 
not satisfied 

9 The tronslog functionai form is ui approxi¬ 
mation of a Tqylor Mnes expansion at an 
arhiirary point It* SeeEwisandFisher(l986) 

10 For reasons of space we ore not repotting the 
computed Oi visiamdices for the sample penod 
here These ore available from Ihe for author 
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Public-Private Partnerships for Urban Poor 

in Ahmedabad 

A Slum Project 

Uttara Chaotaan 
NMLal 

This article examines public-private partnerships for the development of the urban poor, based on our 
experience of the Slum Networking Project in Ahmedabad. We examine three issues. The first concerns 
the reasons that impede public-private partnerships. The second is the tardy progress that the central and 
state governments have made in providing housing and employment to the urban poor. Why should the 
corporate sector join hands with government organisations and NGOs for the development of the urban 
poor? This is the third issue we discuss in this article. 


ON April 19. 1997, the infrastructure 
component of the pilot project of a unique, 
not-for-profit stum upgrading experiment, 
the first of its kind in the city of Ahmedabad, 
was completed in just under 10 months. 
After settling his accounts with the 
implementing agency (the Strategic Help 
Alliance for Relief to Distre.s.<ied Areas 
(SHARDA) Trust, promoted by Arvind 
Mills) the project contractor said to one 
of the trustees, “Now tell me. Why did 
Arvind really do this project?” 

This comment and similar comments 
from others inspired us to write this article. 
Here wc intend to examine the issue of 
public-private partnerships for the urban 
poor, through the case of the Slum 
Networking project* at Sanjay Nagar, 
Ahmedabad. Public-private partnerships 
are essential for solving major siKictal 
problems. In India, such partnerships are 
not very common because in the absence 
of a comprehensive institutional frame¬ 
work govemmcnt/quasi-govemmeni and 
private organisations do not .see the 
rationale for working together. The 
rationale isthat there are far greater clumces 
of success through co-operative activity 
than by going it alone. Our experience in 
this project shows the difficulties involved 
in working with the government and quasi- 
govemmeni organisations. Wc highlight 
these difficulties and analyse the reasons 
leading to them. We also attempt a thumb¬ 
nail sketch of the prc-conditions for a 
workable public-private partnership for 
carrying out projects for the urban poor. 

I 

Project Detaik 

Inception of the Project: In December 
1994. Himanshu PariM, an environment 
and infrastructure protessional met Sanjay 
Lalbhai.MD, Arvind Mills. Parikh showed 
the Arvind management team the remark¬ 
able urban improvements achieved through 
the stum networking strategy demonstrated 


in Indore through the British government- 
sponsored Indore Habitat Project. Laibhai 
and his team saw the project as an excellent 
way to improve the quality of life in 
Ahmedabad. They pledged Arvind Mills’ 
support for a similar initiative in 
Ahmedabad, on a smaller ‘pilot’ .scale. 

Initially. Arvind Mills and the slum 
community were to he the two main 
partners in the pilot project. Soon after 
securing Arvind’s commitment, Parikh 
approached the Ahmedabad Municipal 
Corporation (AMC) with the objective of 
launching a citywide project. The AMC 
was then headed by Keshav Varma, one 
of the most dynamic municipal commi¬ 
ssioners in the city’s recent hestory. Varma 
not only initiated a citywidc project 
covering all of the city's slums, he also 
pledged the AMC’s support to the pilot 
project. The population to be covered under 
the Pilot Project was subsequently doubled. 
The standing committee of the AMC gave 
its formal approval to the project on 
September 28,1995. The ruling party, the 
Bharatiya Janata Party (BJP), christened 
the project Pandit Deendayal Upadhyaya 
Antyodaya Slum Networking Project after 
one of its most revered ideologues. 

<H>ji\ iixc^ and Components: The three 
objectives ol the pilot project were; (a) to 
improve the basic physical and non¬ 
physical infra.structurc facilitie.N withinthe 
selected slum areas, (b) to facilitate the 
process of community development, and 
(c) to build up a city level organisation for 
slum networking and infrastructure 
development. A two-pronged strategy was 
employed to improve the quality of life 
of the slum-dwellers. The first step was 
to improve thcirphysical environment (the 
‘hardware’) through the physical develop¬ 
ment component. I'he second step was to 
upgrade their level of health, education 
and skills for income generation (the 
‘software’) through the community 
development component. 


(a) Physical development; Initially, seven 
basic infrastructure services were to be 
installed: (1) roads and pavings, (2) 
individual water supply, (3) house to house 
underground sewerage. (4) storm water 
drainage. (S) street lighting, (6) solid waste 
management, and (7) landscaping. The 
intention was that the slum communities 
would build individual toilets on their 
own through the AMC’s Low-Cost Sani¬ 
tation Scheme. Sub.sequently, the AMC 
announced that it would “throw in a free 
toilet for each household” as a part of the 
project. 

(b) Community development: After 
improving the physical environment, the 
idea was to quickly focus attention on the 
other needs. A socio-economic .survey of 
Sanjay Nagar’s residents indicated that 
the levels of basic health, literacy and 
skills are very low. The community deve¬ 
lopment programme aimed at addressing 
these deficiencies, through the following 
activities; (I) setting up neighbourhood 
groups, women’s groups and youth 
activities, (2) mobilising community 
savings for undertaking physical works as 
well as for credit through savings and 
loans groups, (3) initiating educational 
activities for pre-primary age children, 
school drop-outs and illiterate adults, 
(4) organising community health education 
and other interventions related to mother 
and child care, and (5) supporting income 
generating activities by providing 
vocational training and job access to 
unemployed persons. Developing linkages 
for formal sector finance to help people 
start small businesses and trades. 

SHARDA Trust did not have the requi¬ 
site organisation for carrying out the 
community development programme. 
Therefore, the main responsibility for this 
was given to SAATH, an Ahmedabad- 
ba.sed NGO which has been working with 
slum communities since 1989. During the 
project, the trust and SAATH had an on- 
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foing dialogue r^ardhig the strategy for 
carr]nng out the community development 
programme. 

Cost-Sharing Formula: With the 
inclusion of the AMC and SAATH. die 
pilot project underwent considerable modi- 
, ficadon. Each participant organisation 
would share a part of the cost of one or 
the other component. This ensured that the 
burden didnot fall (many one organisation. 
Further, with each slum household making 
a financial contribution, the slum-dwellers 
ceased to be ‘beneficiaries' of a ‘welfare’ 
prograriune. They became stakeholders in 
' the project The final cost-sharing formula 
is shown in Table 1. 

The pilot project was to cover 3,300 
households residing in slums and chawls 
in four pockets of the city as given in 
Table 2. Soon after the AMC’s approval, 
however, the residents of Sankalchand 
Mukhi Ni Chali and Kachwadi Ni Chali/ 
Santokbai Ni Chali decided, for various 
reasons, that they did not want to 
participate. The resource mobilisation for 
the other two slums was initiated imme- 
^ diately. At the time of preparing tenders, 
the Pravinnagar-Guptanagar residents had 
not mobilised the requisite financial 
resources, the community at SanjayNagar 
had. It was decided to go ahead only with 
Sanjay Nagar, to begin with. The ground¬ 
breaking ceremony was held on August 
5, 1996. Construction began soon after. 

Sanjay Nagar: It is located on a I.7S 
hectare plot of land owned by the AMC. 
The population of Sanjay Nagar is approxi¬ 
mately 1,200, comprising 181 households. 
Most of the residents bclongto the * Vaghri- 
Patni’ community. The major occupation 
IS retail vending of vegetables and fruits. 
The community is characterised by low 
levels of education, low skills and poor 
health. The average number of persons per 
household is 6.26, higher than the all- 
India average. Over SI per cent of the 
community is illiterate. More than two- 
thirds of the deaths in Sanjay Nagar are 
in the age group 0 to 4 years. Only 37 per 
cent of the community is engaged in some 
occupation or the other, of which only 15 
per cent have salaried jobs, while SI per 
cent are vendors. Before the project, there 
was virtually no physical infrastructure, 
save for thrw public standposts and two 
blocks of public toilets. Without security 
of tenure, the community had not invested 
in permanent shelters. Hieir houses were 
constructed of temporary materials like 
mud and plastic sheets. The average amcnint 
of living space per person in Sanjay 
Nagar is 4.72 sq mU 

Rationale for Arvind Mill’s l^cip- 
ation: There ate two reasons for Arvind’s 
participation in the slum networking 


project EnUghtened aelf-imereat is the 
first reason. Ptdlowing the dictates of 
the organisational philosophy is the 
second. 

Arvind’s investment in Ahmedabad, as 
on March 31, 1997, was about 8.5 bn 
rupees. By December 1998, this invest¬ 
ment will increase to apinoximately IS bn 
rupees. Also, Arvind is getting the 
characteristics of a global company, and 
therefore must attract um. most talented 
people in the world to work v’iih it. To 
do so, the ’quality of life’ in Ah».:flabad, 
the company’s headquarter^ must be of 
international standards. This would iH>t be 
possible when 40 per cent of the city’s 
population resides in slums. Although 
Arvind alone cannot solve this gigantic 
problem, it can work with the AMC to 
establish the feasibility of upgrading slums. 
This was the enlightened self-interest that 
made Arvind commit itself toco-financing 
and implementing the pilot project. Arvind 
Mills has also proactively participated in 
other city improvement projects in 
Ahmedabad, viz, the Rs 4 crore C G Road 
Redevelopment Project and the Rs 1.25 
crore beautification projects for the 
Sardarbaug and Aiiport Gardens. 

Serving people, particularly the lesser 
fortunate, has been a dominant value in 
the Indian society, which in turn has 
influenced Arvind’s philosophy. Since 
their very inception, the Lalbhai Group of 
Companies (of which Arvind is the flagship 
company) have been involved in a host 
of activities beyond mainstream business 
in the city of Ahmedabad. The city’s first 
mayor, Chinubhai Chimanbhai. was from 
the Lalbhai family. 

"Ground Rules’ of the Project There 
were no legal agreements between the 
partners of the project. The ‘ground rules’ 
were alluded to in the resolution passed 
by the AMC during project approval. 
Fine-tuning of these rules and the partners’ 
roles was done as the project progressed. 
The lack of explicit definition of o^ani- 


sational and individual roles caused many 
problems during implementation. 

(A) Resolution passed by AMC: The 
AMC document^ clearly stated that in the 
pilot project, the AMC was to take a 
‘backseat’ role while the main respon¬ 
sibility was to be shouldered by Arvind 
Mills. It said “In the matter of seeking the 
Standing Committee’s approval for tiw 
implementation of the slum networking 
project in a phased manner to provide 
civic amenities and improve the quality of 
life of people living in slums and chawls 
in Ahinedabad city, in collaboration with 
industrial houses and voluntary organis¬ 
ations, and the Corporation playing the 
role of 'facilitator',..'’ (emphasis ours). It 
goes on to say that “...Although over the 
years the Municipal Corporation has 
provided various basic amenities to slum 
dwellers, it has not helped much in im¬ 
proving their conditions. With increasing 
population the problems are getting serious. 
This has necessitated looking into their 
problems and working out an action plan 
to solve them” (emphasis ours). 

The same letter contains two points for 
approval, alluding to the role of Arvind 
Mills and other interested business 
houses: “(1) To encourage private sector 
participatioif in the project by permitting 


Table 2 Participant Slum Commu. "ties 
(A s PER Pilot Proiect Proposal) 


Sr 

No 

Name of Slum 

Zone 

Number of 
Households 
(approx) 

1 

Sanjay Nagar Na 




Chhapra 




(near Anil Starch 

North 

200 

2 

Sankalchand 




Mukhi Ni Chali 




(Behrampura) 

Central SOO 

1 

Pravinnagar-Guptanagar 




(Vasna) 

West 

ISOO 

4 

Kachwadi Ni Chali 




and Santokbai 




Ni Chali (Chamanpura) 

North 

1100 

Total number of households 


'300 


Table! Cost-Shared in Pilot Project 


Cost Component Cost Per Family 

(Rs) 

Participating Organisations’ Share (Per Cent) 
AMC Slum Arvind SAATH 

Communities Mills 

Physical development 

6000 

33..33 

33 .33 

3.3 .33 

0 

Physical survey 

.30 

100 

0 

0 

0 

Design and consultancy 

120 

too 

0 

0 

0 

Establishment 

330 

70 

0 

30 

0 

Community development 

lOOO* 

70 

0 

0 

30 

Community corpus 

100 

0 

100 

0 

0 

Total expenses per family (Rs) 

7,580 

3.081 

2,100 

2.099 

300 

Cost for 3300 familits (Rs lakh) 

250 14 

I0I67 

69.30 

69.27 

9.90 


Note • * This amount was sufficient to run the community develo(Hnent programme in Sanjay Nagar 
for about one year. SAATH decided to run the pragramme for a total of three years, ihie cost 
of carrying out the programme for an addition^ two years will be met out of SAATH’s own 
funds. 


Economic and Political Weekly March 6-13, 1999 



interested industries to manage and 
implement the jHOvision of services in 
groups of slums and chawls. (2) To 
implement the pilot project with The 
Arvtnd Mills Ltd, Himanshu Parikh, 
‘Saalh’ and the Ahmedabad Municipal 
Corporation, under the supervision of the 
management of The Arvind Mdls Ltd..." 
(emphasis ours). 

(B) Letters from the deputy municipal 
commissioner: SHARDA Trust desired 
that some operat i ng procedures be clari tied, 
so as to avoid difficulties in the future. 
Numerous letters issued by the deputy 
municipal commissioner in charge of the 
project, partly fulfilled this requirement. 
For example, since the trust would be 
making payments for the project on behalf 
of the AMC, a bill certification procedure 
had to be worked out. SMARDA Tru.st 
attempted, albeit unsuccessfully, to clarify 
these issues directly with the functionaries 
of the AMC’s slum networking project 
(SNP) Cell. The deputy commissioner 
wrote to SHARDA Trust, and clarified the 
matter: “ ..As regards the certification of 
the bills it may he stated that as the entire 
project is to he executed by the SHARDA 
Trust the hills mav he certifiedhv the Trust 
Itself. However, twoengincers of the AMC 
(SNP Cell) will be with you who would 
verify the bills of the works carried out 
so as to make it easy for the AMC to satisf y 
the Audit Department in future. All the 
bills may then he passed by the SHARDA 
Trust without any solu tion of the AMC 
We mav only he informed about the bills 
sanctioned Jor our record"^ (emphasis 
ours). 

II 

Assessment 

Succtssfcs or THE Project 

The major successes the SHARDA Trust 
achieved in this project are three. First, it 
provided the basic infrastructure of good 
quality at low cost. Second, it stayed within 
the budget. Third, it caused all the changes 
in Sanjay Nagar through people's 
participation. 

In a .settlement devoid of any basic 
infrastructure, the project created infra- 


TABLE 3: INFRASTRUITURE CrI-AWD IN 
Sanjay Nacar 


Type of Infraslmclure 

Units 

Quantity 

Pathways 

Kms 

1,000 

Etecinc pules 

Number 

18 

Sewerage 

Kms 

1,184 

Manholes 

Number 

9 

ln.<>pection chambers 

Numbei 

46 

Gully traps 

Number 

181 

Water supply lines 



Mam pipe line 

Metres 

700 

Connecting line 

Metres 

750 


Structure of good quality. Table 3 gives 
a clear picture about the infrastructure 
created in the area. 

(A) Quality: By ‘quality’ of the instal¬ 
led infrastructure, we mean its performance 
standards. SHARDA Trust telieves that 
quality must he defined from the user’s 
point of view. We elaborate these quality 
standards, from the users’ point of view, 
for watcr.Nupply, sewerage and storm water 
drainage. 

The water supply: design had to ensure 
(I) an adequate quantity of water to each 
household; (2) 70 per cent of the water 
supplied in the morning, and (3) water 
pressure equal in each household during 
.supply time. The sewerage: design had 
to ensure that there would be no blockages 
in the main line within the slum. Blockages 
within individual gully traps should not 
disturb the flow of .sewerage in the main 
lines. The storm water drainage; de.sign 
had to ensure that the storm water would 
run off the site and into the city-level 
mains within the least possible time. No 
ponding should occur on any surface of 
the settlement. 

The actual performance of the installed 
infrastructure has been satisfactory. Sanjay 
Nagar receives about 120 iped of water 
supplied by the AMC's Asarwa hou.sing 
tubcwell station. Water is supplied from 
6 am to 8 am. Effectively, water is received 
for about one hour and forty-five minutes. 
The pressure in the main line is about 1.2S 
psi. The mam water tap in each house is 
at a height of two feet from the ground. 
It takes about SO .seconds to fill a bucket 
of 15 litres capacity. Thus, the requirements 
of quantity are fulfilled in about one hour. 
Till now, there have been no complaints 
regarding the quantity of water supplied. 
The water supplied by the AMC ts chlorin¬ 
ated and tested for pH level, inorganic and 
particulate matter. For drinking purpose, 
the residents filter the water with a cloth 
or fine mesh. Till now, no blockage of 
sewerage mam lines within Sanjay Nagar 
has been reported. The monsoon of 1997 
in Ahmedabad wa.s short but intense. While 
the areas in the immediate vicinity of 
Sanjay Nagar experienced water-logging, 
due to problems in the city-level mains, 
all areas within Sanjay Nagar remained 
dry. No ponding has been observed on any 
internal .sih faces. 

The infra.s(ructure has been in operation 
since April 1997. The ‘networking’ strategy 
implies that the performance of on-site 
water supply and sewerage would largely 
be determined by the performance of the 
AMC’s feeder infrastructure. Fortunately, 
for water supply, the performance of the 
feeder infrastructure is satisfactory. 
Otherwise, the trust would h^vc ‘topped 


up’ the on-site infrastructure soas to meti. 
the requisite standards. 

(B}Cost; WithnocompromiseinquaKty 
or performance, the choice of materials 
and engineering techniques emplcq^ed in 
slum networking brings down the cost of 
infrastructure considerably, in comparison 
to conventional materials and techniques 
used by most goveroment/quasi-govem- 
ment bodies. Table 4 shows a comparison 
of the actual costs incurred in the Saiyay 
Nagar project versus the estimated costs 
of a conventional approach. 

The project stayed within the budget 
estimate for on-site infrastructure. In the 
tender, the cost estimates for on-site 
infrastructure wasRs6,1 lOper household. 
After completion, the actual cost woiked 
out to be Rs 6,171 per household. This 
was despite considerable unanticipated 
extra work. 

The Sanjay Nagar community was a 
party to every major decision related to 
the project. From the de.sign of infra¬ 
structure to the payment of contractors’ 
bills, community representatives were- 
consulled at each step. This was the method 
used in changing Sanjay Nagar’s physical 
surroundings. Consequently, the residents 
of Sanjay Nagar voluntarily realigned and 
readjusted their houses to widen the 
roads. The residents of Sanjay Nagar have 
also formed and registered the ‘Sanjay 
Nagar Residents' Association’, a non- 
trading corporation. One of the first 
activities of the Residents' Association 
was to mobilise and manage a comm¬ 
unity corpus of Rs 100 per household, 
for maintenance of the on-site 
infrastructure. Most households have 
upgraded their shelters by themselves and 
out of their own funds. 

Reasons for Successes 

Cost efficiency at Sanjay Nagar was due 
to three reasons. First was the design, 
which sought to limit the cost without 
compromising on quality. This was 
achieved through innovative technicpies 
and use of unconventional material. For 
example, the use of in-situ cement concrete 
for roads instead of the conventional 
flagstone paving results in a saving of over 
Rs 1,000 per household.'* (Sec Table 4). 
Also, gully traps and small inspection 
chambers were used instead of large 
manholes. Similarly, the roads were given 
slopes, causing storm water to run off 
. through gravity. This altogether eliminated 
the need for an underground storm water 
drainage system. 

Efficiency in execution and supervision 
was the second reason. The trust steadfastly 
• adhered to the design once all the partners 
had approved it. Perfect rapport tetween 
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the executing agency and the project 
contractor also helped to minitnise costs. 
SHARDA Trust facilitated the contractor 
by providing him with working capital and 
helping him to acquireconstruction 
material. There were many occasions when 
the contractorcoUld easily justify suspend¬ 
ing the ctmstruction. But the Sanjay Nagar 
contractor continued to work, aiming at 
consistent quality and remaining within 
the estimates. 

To avoid cost ovemins resulting from 
delay, SHARDA Trust ensured that the 
work was not interrupted for lack of funds. 
To start the work on time, theTrust arranged 
for a loan of the required capital from the 
Arvind mills. Again, it persuaded SEWA 
Bank to grant loaas to the residents to 
enable them to meet their financial oblig¬ 
ations. To avoid delay, the Trust decided 
to temporarily underwrite the residents’ 
contribution for individual power 
connection. 


going children, school dropoute and adults. 
Also, the number of preschool children 
attending the classes remained confined 
to 20 against the target of 30 fixed for the 
first year. Another significant shortfall in 
the target related to the number of teachers 
receiving training for activities in the 
component-two against four planned. 

Achievement in the realm of skill 
development and income pcneration was 
even less impressive 'Vu U started without 
clear thinking in this regart' and little 
clarity seems toha ve developed c .:n after 
over a year and a half. Th: nicturc about 
community organisation was no better. 
While the Sani„^ isugar Resideiu.s’ 
Association was lonned in January 1997 
to facilitate the physical upgrading work, 
the women and youi h fora are sti II nowhere 
in sight. 

Arvind Mills gave strong support to this 
project. However, even Arvind’s manage¬ 
ment is not keen to participate in this 


i 

project on a wider scale. The cost Arvind 
incurs in upgrading slums is a charge on 
its profit before tax. The company is not 
able to complete the pilot project because 
of the AMC's bureaucratic hurdles. 
Tlierelore, the chances of other Ahme- 
d.tbad industries' participation in this pro¬ 
ject arc now slim. To dale, only the Lions’ 

TaBI-E 6: AhMWABAU MuNKIPAI. CuHKntATION’S 
Responsf Time 


SHARDA Trust’s Response Time 
Request for in Days 


issuing of drawing showing final 
plot boundary of Sanjay Nagar I SO 

Vcnficalion of surveyor’s second bill 71 
Removal of public toilet 60 

Removal of eneroachnients 60 

Issuing policy letter on 
slum dwellers’ contribution 70 

Certifying accounts (cngineenng work) 
that SHARDA Trust submitted, 
the first submission being 
in November 1906 425 . 


pAltURUS OF THE PROJECT 

Despite these efforts, there are three 
major failures of the project. The first is 
delay in completing the pilot project. Very 
little achievement in community develop¬ 
ment is the second. The third failure is 
the organisations’ inability to seek 
industiy’s participation in the citywide 
slum networking project. Particularly 
distressing is this failure, considering the 
remarkable success of the Sanjay Nagar 
project. 

SHARDA Trust had planned to upgrade 
3,300slum households by December 1997. 
Till date, the Trust has upgraded only 181 
households. Because of this, the Trust’s 
administrative cost appears very high, 
even though it kept the overheads to the 
bate minimum. If the Trust had upgraded 
more slums, then the project overheads 
would not have appeared high, as shown 
in Table 5. However, because of problems 
with the alliance, it was not possible to 
cover the 3,300 households as planned in 
the pilot project. 

Low level of achievement in community 
development was a major failure of the 
project. In SAATH'splan for community 
development, community health received 
the maximum attention followed by non- 
formal education related activities. In the 
area of skill formation and income 
generation, the NGO was not quite clear 
about what in practical terms it intended 
to do. Towards creating community 
organisations the NGO plan'ned to move 
rather cautiously. Although the classes for 
preschool children started functioning as 
early as October 1996, nothing could be 
done to impart education to non-school 


Table 4: Comfarison or Cost op iNFRASTRucrime Installed under 
.Shim Networking vs Conventional Mcphod 


Component 

LonvenlionalMeihoiL 

Slum Networking_ 

Difference 

_Savioex. 

Fcuiums 

Cost per 
HH(Rs) 

Features 

Cost per 
HH(Rs) 

in cost (Per Cent 
(Rs per HH) 

Roads, pavings and 

Flagstone 

2716 

Concrete 

1669 

1047 

38.55 

pathways 

roads with 


roads with 

A 




curbing 


curbing 




Sewerage 

No topirgraphy 

2760 

Topo mngt 

1597 

1163 

4? 14 

(within slum) 

management; 


shallow sewers. 




extensive use 


GTs/ICs 





of manholes 


instead of 







MHs 




Water supply 

Cast iron 

1687 

Combination of 1945 

-258 

-15.29 


pipes 


CI/OI/AC 







pressure pipes 



Storm water dram 

Underground 

.365 

Roads act 

0 

365 

too 


.storm drains 


as drains 




Total 


7528 


5211 

2317 

30.78 


Note. The figures fur costs under slum networking are from the actual costs incurred in the Sanjay 
Nagar project. The costs under Conventional Method arc estimated, assuming that this 
• method were lo be used for the same project. 

Source: Hiinanshu H Parikh. Consulting Engineers. Ahmcdabad. 

Table 5. Total Expenses OF Slum NetworkinoProielt, July 1. 1995-June 30. 1997 


Expense Category Amount (Rs) Per Cent 

of Total 


Administrative cost 

881.344.50 

35.07 

All other project related cost 

1,631,717.41 

64 93 

Total 

2.513.061 91 

100 00 

Administrative cost per household when 
project covered 181 households 

4.869 


Administmtivc cost per household if 
project coveted 3.30() households 

267.07 



Notes: ’The administrative cost included assistant manager’s salary, project consultant’s fees, 
traveilingexpenses. books and miscellancousexpcn.scs. Thecxpenscs incurred for administering 
the projc*ct do not include expenses for office space, expenses for computer and stationaiy. 
These Administrative costs would have increased only marginally if tlw Trust had coveted 
3,.300 households. Other projects-relaied costs include: (I) cost of on-site infrastnictuie 
installed at Sanjay Nagar. (2) cost of carrying out physical surveys of Sanjay Nagar (181 
households)andPravinnagar-Gupianagararca(3.flOOhouscholds);(3)co$tofconsinictingIO 
sample toilets at Sanjay Nagar: (4) newspaper advertisements for survey and construction 
tenders; (S) supervision fees; and (6) documentation charges. 
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Club has come forward to participate in 
the AMC's slum networking project. 

Reasons for Fmlurbs 

This experiment shows the pitfalls in 
managing any alliance, and p^cuiarly 
the alliance between quasi-government 
organisations. NGOs and the private 
corporations. It also sheds some light on 
the reasons for the city government’s 
failures in providing relief to distressed 
areas. The latter experience strengthens 
the case for an alliance between the quasi- 
government organisations. NGOs and the 
private corporations. 

Since delay in completion is the most 
striking failure of this project, we outline 
the major reasons for the delay. For 
successful completion, the Trust required 
active co-operation of other departments 
in the AMC. The purpose of setting up 
the SNP cell was to ensure smooth co¬ 
ordination with the other departments. 
However, at every step, the SHARDA 
Trust had to deal directly with each 
department, which behaved as a separate 
empire. None of these departments had 
any knowledge regarding the importance 
and details of this project. Most of the 
functionaries had a veiy negative, un¬ 
cooperative attitude towards the project. 
For example, when we requested the town 
development office to mark the proposed 
town plaiming scheme roadson the Trust’s 
survey map, the departmental functionary 
replied “V^y should the AMC do thisT* 
There were many such instances. 

Delay and friction was also caused by 
lack of clearly defined role of the AMC 
functionaries. At the Sanjay Nagar 
construction site, the AMC engineer began 
toplay a proactive supervisory role, despite 
the fact that SHARDA Trust had employed 
the contractor and was supervising him. 
There was tremendous confusion on site. 
Finally, the deputy commissioner advised 
his engineer to 'step back’ in a letter 
addressed to him; ’’You have been placed 
in charge of Sanjay Nagar site which is 
the first slum taken up under the pilot 
project by SHARDA Trust constituted by 
the Arvind mills. The principal idea of 
placing you there was to see how the 
project is being handled by the professional 
agency... As the project is being handled 
by the Trust we are not required to directly 
dral with the contractors or the people at 
the site. We have to get involved in the 
process as mentioned earlier and interact 
with the management of the Trust for any 
improvement/corrections which are 
required to be made.”^ 

Such problems with the AMC have 
caused enormous delays in carrying out 


tite project. For granting qiprovats. 
giving information or carrying out a 
project task, the AMC takes an unusually 
long lime. In spite of our vigorous 
follow-up, the AMC’s average response 
time to such requests is around two 
months, as shown in Table 6. Hie delays 
caused by AMC result in financial losses 
to SHARDA Trust. Such losses are not 
reimbursed. 

Although SHARDA Trust was 
prepared for bureaucratic delays, the 
experiences outlined above came as a 
big surprise to the Trust officials. ’The 
Trust was not only a co-financier of the 
project, but an important partner carrying 
out a prestigious project with the AMC. 
The AMC officials too were unhappy. In 
an interview during the project docu¬ 
mentation,*^ the deputy city engineer in 
charge of the AMC’s SNP cell averred 
that on several occasions they felt that 
they were not being treated as partners. 
Their well meaning interventions about 
the engineering aspects of the physical 
works were regarded as improper 
interference. They consequently felt 
sidelined and ignored. The admini¬ 
strative machinery of the AMC functions 
in a particular manner, he conceded, 
which may not conform to the corporate 
world standards; one might be compared 
with the metre gauge while the other 
with the broad gauge. But this did not 
justify the AMC being treated as if it 
had no locus standi in the project. 

Ill 

Public-Private Partnerships 

Our experiences with the AMC 
represent the problems in forming 
partnerships with the government and 


quasi-govemmeiit sector. There are two 
reasons forthedifficuities in tnakiiv such 
alliances work.'The first reason is the same 
as the reason why any alliance is difficult 
to cany out. However, the second reasrni 
is more specific to the nature of die 
government and the quasi-government 
organisations. It has to do with the shared 
vaittes in these organisations. We present 
the pre-conditions necessary for woricable 
alliances between government, corporate 
and non-govemmental organisations for 
urban poverty alleviation. 

Definhion of Aluance Rouss 

The very purpose of an alliance is to 
ensureagreaterchanceof success through 
co-operative activity than from going it 
alone. The key is to build on the unique 
strengths of each partner organisation, by 
assigning roles based on these unique 
organisational strengths. These roles must 
be explicitly defined in a common project 
document, a “Bible” for project imple¬ 
mentation. 

In our judgment, the unique strength of 
the government is its man^e from civil 
society and a large infrastructure already 
in place. In such projects, the govern¬ 
ment should play the role of a ’facilitator’. 
This means, besides co-financing the 
project, giving all necessary approvals, 
information and other support to the lead 
agency. 'The unique strength of NGOs is 
their ability to communicate effectively 
with the poor. Their role should be basically 
to work with the community to facilitate 
the physical upgrading work, as well as 
manage the community-based health and 
education components. The unique 
strength of the corporate sector is its 
managerial capability and its com- 
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peience in mapping out competitive 
business strategies. Therefore, the 
corporate sector should play tlw role of 
project manager and co-financier. It should 
also focus on the skill upgrading and 
income generation component of the 
project. 

An alliance is meaningless unless each 
functionary understands his/her respec¬ 
tive role in the alliance. Frequently the 
top brass conceives and negotiates 
alliances and delegates Uieir day-to-day 
management to lower level supervisors, 
‘the troops in the trenches’. It is these 
troops in the trenches that are usually 
responsible for the failure of alliances. 
The onus of educating lower-level 
functionaries about their alliance roles 
rests on the shoulders of the top manag¬ 
ement of each partner organisation. 
Second, ‘getting the job done’ in an 
alliance involves close attention to a 
myriad of details. That the success of an 
alliance relies on attention to these detai Is 
is a truth many managers literally learn 
on the job. In tte slum networking project, 
we observed that process and politics 
received far moreexecuti veattention from 
the local government and the NGO than 
the ‘real work’^ of installing the 
infrastructure or other tangible steps 
towards improving the quality of life of 
the slum community. 

Shared Values 

The problems we have described arc not 
‘teething probiems‘ of working the 
alliance. These problems arc endemic and 
inherent between government and quasi- 
govemment organisations. Lack of shared 
values in the organisation is the root cause 
of the problems. Gandhiji had perceived 
the councillors as the servants of the 
people* and said that citizens have the 
right to ask them to resign if they fail to 
discharge their responsibilities properly. 
The contemporaiy councillors^ do not 
share these values. Consequently, the 
employees of the organisation also do not 
share these values. Among the employees 
of the Municipal Corporation, two sets of 
values are dominant; colonial values and 
the values regarding job security and 
enhancement in one’s career. These 
values coupled with the Corporation's 
structure, and combined with the skills 
of the people cause the many problems 
discussed above. 

The ‘new rigour and order’ introduced 
in the AMC by the municipal commis¬ 
sioner, Keshav Vatma was. according to 
ns, limited to only the ‘creamy layer’ of 
the AMC. and that, too, only in ccitain 
departments. The AMC’s organisation 


structure, as experienced by SHARDA 
Trust over 30 months of the project 
duration, remained extremely functional 
and hierarchical. The hierarchical 
character of the corporation destroys all 
the employees’ initiative. This, coupled 
with the value of concern only for one’s 
career enhancement and job security, 
create systems in the organisation that are 
not conceive forensuringquick response. 
The employees will use sy^ems that will 
ensure that they cannot be blamed for any 
wrong decisions. In short the municipal 
corporation not working as a responsible 
partner in the alliance is inherent in the 
character of that organisation. 

We are not pessimistic about the 
possibility of the councillors’ values chan¬ 
ging. However, this will only be possible 
when ordi nary citizens stop being apathetic 
and demand accountability from their 
elected representatives. Only the citizens’ 
‘pull factor’ can change the values of 
today’s government functionaries. The 
slum networking project at Sanjay Nagar 
is a small .step towards mobilising this 
‘pull-factor’ among low income commu¬ 
nities in Ahmcdabad. 

Experienct with NGO SAATH 

Low level ot achievement in community 
development was an i.s.sue on which there 
was con.sideruble disagreement between 
SHARDA Trust and SAATH. The Trust 
was concerned that SAATH was not able 
to meet its own targets. SAATH’s 
philosophy, akin to that of most NGOs, 
is that initiating and consolidating the 
process of change is more important than 
somehow meeting the targets. And, 
according to the NGO, its activities were 
already showing some impact on the 
pattern of living in Sanjay Nagar. Also, 
the two organisations disagreed on the 
skill upgrading component. SHARDA 
Trust believed that work on it should get 
underway soon. Skill upgrading was not 
a priority item for SAATH. During a visit 
to Sanjay Nagar by the MD of Arvind 
Mills and the deputy municipal commis¬ 
sioner. SAATH was a.sked to jointly 
prepare a plan for the community to avail 
of existing income generation schemes. 
SAATH lelt that it was being ‘pu.shed’ 
and did not prepare any plan. The NGO 
was from the very beginning, wary of the 
alliance with the corporate partner, fearing 
the ‘big brother' syndrome. In its 7th 
Annual Report, .SAATH expressed its 
dissatisfaction, saying that “both the 
organi-sations have a different perspective 
and stand regarding development issues 
affecting the slum residents in the Slum 
Networking Project’’. 


rv 

Coqrorate Participatton 

Pho-anthropy to Enlkshibned 
Self-Interest 

In spite of these experiences, we believe 
that the corporate sector should participate 
in urban poverty alleviation. It posseses 
certain strengths vu-o-vis the government 
and NGO sector. But if corporates arc to 
participate meaningfully, the rationale for 
their participation must change from the 
philanthropy mode tothat of an enlightened 
self-interest. 

The role of industry, prima facie, is to 
create wealth through the production of 
goods and services. This production is to 
be carried out within a legal framework. 
The industry is expected to obey labour 
laws, pay taxes to the government and to 
respect the environment. Industries wor¬ 
king within this framework ate. according 
tous, fulflllingtheir ‘social responsibility’. 
Anything beyond this is an additional 
burden. Investment in social development 
is a charge on profit before tax. In other 
words, social development is not the 
business or responsibility of the corporate 
sector. Nevertheless, certain corporates 
have, since their inception, made special 
efforts to go beyond their normal idea of 
business. Traditionally, the dnving force 
behind such efforts has been philanthropy. 

However, the philanthropy approach will 
not work effectively any more. Corporates 
can donate funds and be done with it. It 
is easy to give out doles. But this is not 
very meaningful. Most business housesdo 
not formulate strategies for philanthropic 
activities. Sustained activities in this area 
IS not a priority for the top management 
Companies do not generally employ highly 
skilled persons for activities which run on 
a not-for-profit basis. A lax approach 
towards social development results in 
sporadic, ad hoc projects having little 
impact or long-term significance. 

To make a mark in this field, corporates 
wilt necessarily require three ba.sic attri¬ 
butes. First, a vision. A vision of adesirable 
society and the role of the company in that 
society. Second, the desire to be more than 
a donor or financier oi development. Hiird 
and most importantly, the rationale for 
participation should be an enlightened self- 
interest. Unless the company has this kind 
of a stake in social development, it will 
not make a whole-hearted effort to bring 
about that development. 

Corporate Strengths 

Corporates can add considerable vaiue 
to projects such as the Sanjay Nagar project 
through their direct participation. They 
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can bring in the requisite skills to manage 
the project and bring it to iraition within 
(he stipulated time and budget. Their 
systems and structures are flexible enough 
to effectively respond to contingencies 
and unplanned events, without com¬ 
promising the project objectives. Quality 
is an impoflant corporate watchword. 
Most impoitantly, the relationship with 
the slum community has been like that of 
a business partner, rather than that of a 
donor and beneficiary, or a ruler and 
subject. 

TTie Indian corporate sector possesses 
a unique strength vis-a-vis NGOs. 
especially the ones dependent on foreign 
funding. This is the ability to set its own 
agenda and work in a professional manner. 
It has the ability to take risks and test out 
new ideas. Self-funding and hK'al account¬ 
ability gives Indian corporates tremendous 
flexibility in day-to-day functioning, solid 
credibility and sound monitoring v 'h filter 
they admit it or not, NGOs are f-ound to 
work in sectors for which foreign funding 
is forthcoming. Very often, the Indian 
NGOs* development agenda is influ¬ 
enced by funding agencies on the olhei 
side of the globe. NGOs claim that they 
are 'accountable* to the poor in I heir 
con.stitucncics, hut the reality is quite 
different. 

Corporates’ Role in Skii.l UiTiKsoiNii 

In the long term, the urban poor can 
empower themselves only through 
economic empowerment. Economic em¬ 
powerment can be achieved by upgrading 
their .skills. As the Indian economy 
globalises itself, low-skilled people will 
be very badly hit. Therefore, development 
efforts should focus on helping the poor 
toupgradctheir.skilis. Also, they will need 
to move into value added prtxlucts and 
services if they are to signif^canlly enhance 
their incomes. Tliis is the role of the 
corporates. After all, who would be belter 
equipped to help low-income communities 
in mapping out competitive strategies (or 
their businesses? Day in and day out, 
companies identify viable businesses 
and train people to run them and compete 
worldwide. The corporates that go beyond 
being mere donors or financiers of 
development and involve them.selves in 
economic empowerment will make a 
mark in the field of development. 

V 

Conclusion 

The government of India and the state 
governments are concerned about 
providing housing to the weaker sections 
and creating employment. The 


Maharashtra .state under tne Shiv sena- 
BJP government launched its ambitious 
Slum Redevelopment SchemefSRDjmore 
than two years ago. Only one building 
containing 128 tenements has been 
constructed so far. The tardy progress 
made by the government raises doubts 
about its promise of building ten lakh free 
houses for slum-dwellers in Mumbai 
over the next five years. Similarly, the 
JawaharRojgarYojanaand employment 
generating schemes like the Employ¬ 
ment Guarantee Schemes have failed to 
make an impact on the unemployment 
scenario. 

The experiment in Sanjay Nagar throws 
light on the reasons why such good 
intentions of the government do not yield 
results. It also shows that we need a newer 
approach to solve the unemployment 
problem. We must upgrade the skills of 
the un.skillcd .so that the unskilled can 
create f orthemselvcs well paying employ¬ 
ment opportunities. To achieve this we 
strongly believe that the government, the 
NGOs and the corporate sector must work 
in partnership, with the government play¬ 
ing the facilitator's role. 

Note 

(The vicA^ s exprmed in this article ate the authors’ 
personal views We would like to record our sincere 
tli.mks to V L Mote for the many suggestions and 
i.nt!)!iK'nt.s he made on this article. We would afso 
hkr to (hank Uwijendra Ttipolhi for permitting us 
to draw upon observations made in his forthcoming 
liook Alliance jar Change: Slum Upgrading 
Hxpcnmeni tn Ahnvedabod.) 

I Slum networking is an integrated urban 
development strategy which attempts to tackle 
the infrastructure and environmental prob¬ 
lems of slums in such a manner that the city 
as a whole benenis. By upgrading city .slums. 


not as isouKea isianos. out as an uroan net, 
it attempts to strengthen the city level infhi- 
stmciure through networks. Actually, the 
networking strategy could not be demon¬ 
strated in the pilot project because geogia- 
pbicaliy contiguous slums were not ready to 
participate in the project. Therefore, the 
Sanjay Nagar project is not an example of 
slum networking in the true sense of the 
term. 

2 Letterofmunicipalcommissionerto Municipal 
secretory, dated SepRmber 18,1995, reference 
no I. slum upgradation department, 
Ahmcdabad municipal corporation (translated 
from the original in Gujarati). 

3 From the letter written by P U Asnani, deputy 
municipal commissioner (health and 
coqrorate planning), AMC to V L Mote, 
ini.stcc. SHARDA Trust, on March 4. 1996. 

4 Flagstone paving has other disadvantages, 
including vulnerability to pilferage, inability 
to take heavy loads and higher long-term 
maintenance cost Despite these facts, the 
AMC continues trt use stone paving in its 
own sites under the slum networking pro 
jeet. 

.5 Letter from deputy commissioner to assistant 
city engineer, op cit. 

6 Thisdocumentation.carriedoutbyDwijendra 
Tripathi, appears in a forthcoming bonk titled’ 
Alliance jar Change, published by Tata 
McGraw Hill Publishing, New Delhi. 

7 See Zaleznik. Abraham; ‘Real Work’ in 
Harvard Business Review. Noveinbcr- 
December 1997. 

8 Pathak, Devavrat N and Pravin N .Shelh. 
Sardar Vallahhbhai Patel: From Civic to 
National Leadership. Navajivan Publi.shing 
House Ahmed.'tbad 380014. March 1980. p 
.50, para 4. .Sec also footnote numbered 13 
on p 51. 

9 ‘Keshav Varma has no lime to discuss 
issues with me’ an interview with the erst¬ 
while mayor of Ahmedahad Bhavna Dave 
published in (he June 20, 1996 in the Times 
of India. Ahmcdabad edition. 

10 ’After two years, .SRD is a non-starter’ by 
Dionne Bunisha, The Sunday Times of India. 
December 21, 1997. 
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DISCUSSION 


For a Politically Sensitive Gender Discourse 

R^Jeshwari Deshpandc 


THERE IS no doubt that the demand for 
and granting of reservations to women in 
political offices have proved to be mere 
tokenism All the same, the discussion 
around the issue, both within and outside 
the women's movement, has turned out 
to be very significant These debates 
touched upon the crucial question of the 
interrelationship between the institutions 
of caste and patnarchy The autonomous 
women’s organisations as well as the 
women’s fronts of the left parties had 
vehemently opposed quotas within quotas 
However, there arc a number of scholars 
who have recognised the need to seriously 
deal with the caste question if gender 
politics IS to be advanci^ in Indian context 
There are two such tormulations iccently 
published in the EPW (Regc 1998 and 
Sonalkar 1999] Both argue lor setting up 
a new agenda tor the women s movement 
as tar as the essential and complex pattern 
ot interrelationship between caste and 
patnarchy IS lonccmcd Wandana Sonalkar 
emphasises that the category of women 
does not have sufficient unity to represent 
Itself as a political gioup On the other 
hand taste groups have more claims to 
being marginalised social groups with a 
social cohesivcness and common modes 
of being oppressed This entitles them to 
seek political recognition as a group 
Sonalkar argues that the struggles on behalf 
of women in India do not engage them¬ 
selves With the forces of patnarchy on a 
social scale because they do not deal with 
the caste question Familiar feminist 
initiatives get neutralised in the fractured 
social context in India 
Taking the argument lurtherRegeaiticU' 
latesadalit feminist standpoint fhis stand 
point has to be acknowledged and approved 
by the Indian women’s movement in order 
to simultaneously deal with the forces of 
capitalism, patnarchy and brahminisin In 
other words, the women’s movement needs 
to develop a political strategy to simul 
taneously address the issues of caste, class 
and gen^r to be relevant within the con¬ 
temporary political set up 
Both Rege and Sonalkar are keen to 
point out that such a political agenda does 
not celebrate a vanety of identity politics 
on behalf ot women belonging to various 
wastes Rathei. as Rege has nghtly pointed 
out a shift of focus from 'naming dif¬ 
ferences’ to social retabons that convert 


difference into oppression is imperative 
for feminist politics Since caste operates 
at the institutional structural level, it 
perpetuates social inequalities to such an 
extent that the lower castes never have 
accessto politics The women's movement 
has tochallenge these inequalities operating 
at the systemic level while dealing with 
the casic question 

These must be seen as very significant 
contributions to the theorisation about the 
women’s move nu nl as well as about Indian 
politics It IS (or ilic li.st time that the 
Indian woim n ' movement has engaged 
Itself in a seiious debate .ibout the caste 
question The issues raised by these dis 
cussions are rc Ic. int not only for gendei 
politics but also lor all those social move 
iiients which cithci negate c iste as 
belonging to tne supcrstructun or those 
who celebrate the t uegory of people 
rather than ditkientiating (hem on the 
basis of caste and cl.iss 

Left politK s in India has always neglec 
ted tlk signilicance ol casie because ot 
Its orthodox undi rstandng ot the natuie 
ol Indian siKieiy It has been discussed 
amply within and oulside left citclo' But 
the new social movcmcius emcrginc as 
people sinovcinents alsotendtoovcrkKik 
caste realities Ihcse struggles have en 
gaged themselves in a political exciiisc 
ot authentic ating local c ommunities 1 his 
exercise tends to overlook the caste in 
equalities operating at both the local and 
the largei societal level I he women s 
movement has shaicd the same perspective 
till today in its pcditical puictice it has 
engaged itself m the noliiical excicise ol 
authenticating women without taking into 
consideration the essential caste class 
divisions among them 

That IS the mam reason why gender 
politics m India has icin lined a variety of 
identity politics In f.ict its agenda has 


always strengthened this image The 
movement has largely been engaged in 
attempts to politic ally legitimise a group 
that did not actually exist Iliat is why it 
articulated only those demands and raised 
only those i ssues which t iticd in tlic pattern 
of identity politics at one orthc other level 
These were mainly related to misuse or 
insult of the female body and sexual 
relationships among hum.in beings thus 
generalising fmm the common expencnce 
of all women However, the movement 
failed to situate these experiences within 
the broad context of political economy At 
a more subtle level it tailed to sec and 
challenge the structural locations m terms 
of caste and class giving use to these 
issues While celebrating the personal as 
political, generally the personal experi¬ 
ences ol urban middle class women were 
highlighted Personal became political in 
order to publicly deal with patriarchy 
E xpiessions ol patriarchy were related to 
private experiences ol patnarchy As a 
result the women’s movement exposed 
issues related to lafx:, dowiy, sexual harass- 
mc nt and abuse of the female body, neglect 
ol women s’health etc Gender politics 
was conceptualised in terms of granting 
lusticc to all the Indian women’s vii-a-vis 
gender inequalities c' perienccd by them 
7 he same considerations prompted the 
demand tor lescivations lor women in 
politics It was indeed a very naive political 
position adopted by the movement In 
denying quotas to the lower caste women, 
these organisations completely failed to 
understand the complexities of the main¬ 
stream political context As stated earlier, 
reservations ultimately proved to be mere 
tokenism Ihe political package extended 
by the state could have been utilised by 
the women’ > groups to expose the caste- 
based exploitation ot women and perhaps 
also the shicwd strategies adopted by the 
‘casteist’ male politicians m demanding 
quotas within quotas However, this coulc 
have been possible not by opposing caste 
/ased quotas but by joining hands with 
the forces demanding thcni 
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The demand providedftgoodopportanity 
to die tnoveinemio intervene in mainstream 
politics. But the movement failed to 
appropriate it. It is veiy interesting to note 
that the feminist scholars in India always 
criticise state legislation in the social sphere 
as neglecting the existence of pluralities 
and accuse the state of homogenising 
women. In opposing caste-based quotas 
the movement celebrated the same homo¬ 
genised category of Indian women. 
Secondly, the demand forreservationsalso 
had a serious implication regarding the 
principle of representation as it changed 
the basis of representation from indi vidual 
to group. If reservations are to be granted 
to women why not to OBC women or even 
men or to the disabled or homosexuals? 
All these groupscan have their own claims 
of political representation. These claims 
cannot be entertained within the present 
political framework because it would lead 
to serious debates about representation 
and the concept of citizenship. The 
women’s movement however neglected 
these subtitles and hastily sought reser¬ 
vations for women. It was a result of the 
crude development of the category of 
women by the movement. 

It is indeed very difficult to organi.se 
struggles against patriarchy becau.se it 
operates at the private-personal level and 
that too in a very subtle way. The problem 
becomes more complicated in a caste 
society. Therefore any struggle against 
patriarchy on a social .scale has to initially 
combat caste inequalities. If gender issues 
are to be seriou.sly brought to the forefront 
of mainstream politics, the movement has 
to discuss gender inequalities as operating 
through caste inequalities. 

Till date the movement did not sec gender 
issues through a castc-class perspective. 
Therefore the movement by and large 
remained apolitical in character. A false 
political consensus seems to be emerging 
around women's issues. It is cxpres.sed at 
various levels. The worst expression is the 
way in which the state seems to be co¬ 
opting the femini.st agenda - granting 
reservations, chalking out health pro¬ 
grammes for women, the judiciary pro¬ 
tecting women from sexual harassment at 
workplaces, etc. In addition to these there 
is a general tendency within the agencies 
of mainstream politics (and also among 
social movements) to .separate women and 
to discuss gender issues as related to the 
female body. This leads to NGOs identi¬ 
fying women as ideal target groups and 
departments of women’s studies en¬ 
couraged by the government. Like the 
issue of corruption, gender issues evoke 
a consensus around them and initiate 
middle class activism. That is why 77 per 


^t of voters approx^ women’s reser¬ 
vation ptdicy in a lecenlly held voters’ 
survey {India Today, May 31, 1996). 
Rightist forces can easily take over die 
feminist agenda because the movement is 
apolitical in character. In fact, the move¬ 
ment itself fell prey to the apolitical 
consensus around gender issues when a 
women’s political party was formed in the 
wake of granting reservations to women. 
'The apolitical character of the women’s 
movement in India can be attributed to its 
neglect of the caste question leading to 
homogenisation of women. 

The emerging consensus around gender 
issues must be seen as dangerous. In a 
competitive, unequal society no politics 
can be based on consensus. Politics must 
be understood in terms of confrontations 
and contestations. These confrontations 
take place at two levels, with the state and 
also with the dominant sections. However, 
poli'ics in a competitive, unequal society 
also remains essentially strategic. It 
demands continuous alignment and 
realignment of social forces, appropriating 
and targeting the potential of the stale and, 
most importantly, combating the focal 
points of exploitation. In other words the 
movement has to prioritise the political 
issues that it wishes to deal with in order 
to practise its political agenda successfully. 

This means that the women’s movement 
has to develop a more sophisticated under¬ 
standing of the political context in which 
it operates. If caste groups prove to be 
more authentic in terms of their claims to 
political representation, the women’s 
movement must respect the.se claims and 
Join hands with them. If ca.ste and class 
prove to be more obvious points of exploit¬ 
ation, the movement mu.st give priority to 
issues of those women who belong to the 
appre.ssed castes and classes. 


Tliis would abo nuiwt Jotatng handi 
with those political forces which an 
fighdng for the oppressed caste-clasi 
groups even if they do not seem to b< 
celebrating the conventional feminisi 
agenda. In other words, gender issues car 
be effectively discussed and resolved 
within mainstream politics only by thos< 
political groups which simultaneous!} 
address the caste, class and gender issues 
and which ue continuously engaged it 
confrontationist exercises. The feminist 
political agenda can be furthered only b> 
a political party sensitive to the complex 
caste, class, gender relaticms and is willing 
to combat them politically. No doubt the 
autonomous women’s movement has 
played a very significant role in Indian 
politics by exposing gender inequalities. 
It is still a major responsibility of the 
movementto continuously apply pressures 
from within as far as gender inequalities 
are concerned. 

However, in itself the autonomous 
women’s movement is unable to combat 
gender issues politically because it claims 
to represent a social group that is non¬ 
existent. The concept of sisterhood cannot 
serve as a basis for women’s politics 
because it is fractured by caste inequalities. 
The women’s movement needs to recog¬ 
nise that .sisterhood is a utopia which has 
to be politically constructed by dealing 
with the forces of caste-class and patriarchy 
at the social level and not by isolating the 
gender issues. 
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were inte^IIy tinted to the growing phenomenon of black income 
generation. The black economy should, therefore, have been a 
significant factor in analyses of the economy. Its non-inclusion in 

resulted in a partial un^rstanding of the Indian economy and 
'^^‘‘T^^prrect policy prescriptions. A discussion of the institutional 
.^.w.ioe^f tlw black economy and an attempt to incorporate it into 
wort-ruji^acro andysis of tte Indian ecoiomy. 681 

JmUu^ourgeoisie and Political Hindutva 

^((jld^tion of a Hindu nationalist government in May 1998 at the 
'ci^ of hindutva’s recent electoral surge testifies to the increasingly 
authoritarian urges of India’s ruling class. Hindutva’s chances of holding 
state power more securely lie in a more complete hegemonisation of this 
now overwhelmingly capitalist class. Hindutva pursues this political aim 
in part by adapting its hitherto shrill and nurowly petty bourgeois 
ideology to the more settled nature, proclivities and imperatives of the 
ruling class. To this end it commands the resources of contemporary 
culturalism and neo-Gandhian discourse. 695 

Telecom Tariff Reform 

The suggestions made by the Telecom Regulatory Authority to reduce the 
price of international and long distance calls and raise telephone rentals 
and local call charges are eminently justified on efficiency grounds. Nor 
are the equity implications of the changes necessarily adverse. 672 

Enron Revisited 

With the commissioning of the first phase of the Enron power project in 
Maharashtra shortly, several issues critical to the management of the power 
system in the state will now have to be grappled with to ensure that the 
state elecUicity board’s financial viability is not further undermined. 661 


Infant Mortality Paradox 

Kerala has recorded declinii^ infant 
mortality, a high still childbirth rate 
and a high proportion of infant deaths 
in under one week. This paradox 
needs careful investigation. 713 


Infrastructure Investment 

Empiricid analysisoftheefTicscyof public 
infrastructure investment in 15 slates 
highlights that investment in social 
infrastructure has the closest linkage 
with economic growth across lagging, 
intermediate and leading states. 717 


Derailing Railways 

A reading oftherailw^ budget i999-20(X) 
shows Aat the ministry has failed to 
evolve a coherent and effective 
strategy for capacity enhancement 
and technological upgradation. 666 


Expendable Tribals 

The several wildlife sanctuaries 
proposed by the Orissa government 
will displace thousands of tribals 
who have lived in these areas for 
generations^_667 


Gunboats Again 

The failure of America’s Iraq policy 
vividly illustrates the limitations of 
latter-day gunboat diplomacy 671 


Monetary Policy 

The Reserve Bank’s attempt to 
bring down interest rates is 
unlikely to revive industry in the 
absence of a sizeable increase in 
public expenditure and expansion 
of bank credit. 654 


Education Guarantee 

The Education Guarantee Scheme 
is grounded in the conviction that 
local accountability is critical. 
Gimmunity involvement in school 
management and the sense of 
local ownership of the school are 
what will make the difference, 
academic inputs and a teacher with 
basic educational qualiflcations 
being available. 726 


Akalis* Secular Turn 

The Akali tradition has been that 
whenever it is out of power all 
factions join hands and speak a 
belligerent language and when it 
is in office thm is a power struggle 
in the party. The |»esrat feud 
between hiricash Singh Badai 
and Gurcharan Skigh Tohra can be 
seen both as a continuation of this 
Akali tradition and something 
different in the present context of 
Punjab and Indian politics. 664 








LETTE»S TO EDITOI^ 


Perestroifca? 

EW/EPMl does indeed des«ve congratu¬ 
lations on its fiftieth annivennry, but for 
a reason different from those most of your 
letter-writers advance. I must admit I was 
not one of the magazine’s fans in the late 
sixties and seventies, when I was an eco¬ 
nomics student. Whether its editorial 
viewpoints reflected the influence of 
Mahaianobis or Mao, they consistently 
displayed a blind prejudice towards 
market forces. When I migrated to the 
United States in the early eighties, I am 
afraid I lost touch wifti it 

Hence I was pleasantly surprised, on a 
visit to India, to pick up an issue of 
at a friend’s house. The lead editorial 
(Fd>iuary 13,1999) pointed out the irrel¬ 
evance of the Planning Commission’s 
‘planning’, and stated bluntly that ‘major 
changes are imperative in labour laws and 
regulations to imparl a measure of flex¬ 
ibility to (he labour market and make 
possible the organisational restnicturing 
so very necessary...” 

My curiosity piqued, I checked the 
editorials in my friend’s back issues over 
the past couple of years. I found a plea to 
embrace globalisation (“Rather than rail 
against these reforms, the task that lies 
ahead is to learn to adapt in international 
settings...Success wilt lie in the ability to 
engage - not in denial”, August 16-23, 
19971; a forthright call for the deregulation 
of oil prices and even the elimination of 
subsidy on kerosene (September 6,1997); 


no less than three consecittive editorials 
calling for the government to immediately 
disinvest its sharholding in Maruli in 
favour of Suzuki (September 20 and 27 
and October 4, 1997); strong support to 
the trade-liberalising exim policy 
(April 18, 1998); a call to reduce power 
subsidies to farmers (May 23, 1998); 
condemnation of protectionist measures, 
and a warning against excessive govern¬ 
ment borrowing (ftine 6, 1998); a defence 
of the liberalisation of gold imports 
(June 20, 1998); an admission of the 
government’s inability to bear the grow¬ 
ing burden offood subsidy (July 11,1998); 
support for public sector disinvestment 
(September S-12, 1998); a criticism of 
fanners’ organisations’ attackon Monsanto 
(Decembers-11,1998); a vigorous def¬ 
ence of the opening up of the insurance 
sector (December 12-18, 1998); and so 
on. 

These are only a few instances; what 
should be noted is that even the remaining 
editorials hardly ever strike the old anti¬ 
market, anti-weahh-creation, themes. A 
consistent theme is the need to replace the 
‘outdated discourse’ of public sector in¬ 
vestment (May 30, 1998) with proper 
regulation of the private sector. No doubt 
there are a few notes pleading for the 
retention of directed lending, but that’s 
about it. (However, one should note that 
there are very few editorials on economic 
topics in recent issues; the large majority 
are on political developments and 
strangely, on health and sports.) 




RefnsMngly. Ae £PW xA tod^ (dso 
does not suffer from a knee-jerk tendency 
to label the ftJP. Its lead erfiuirial of JMMiary 
9,1999i8quitefatrtolheBJP,and,u»Hke 
most of the press anieles I saw ki India,' 
admits Aat Christian missioBaiies’ acti¬ 
vities in India are controversial, ft even 
says legiriadonto regulaieconveraion “de¬ 
serves consideration”. Another erStorial 
(February 6, 1999) courageously en¬ 
dorses the government’s decision to move 
towards signing CTTBT as ‘‘polidcaHy 
among Ae most unassailable decisions 
in international relatioru nude by Ais 
country”. 

Whatever led to this perestroika in the 
EPW, it deserves support and encourage¬ 
ment from all open-minded persons. Here’s 
to the next SO years! 

Dinesh Gandhi 

Bakersfield. California. 

Fertility DecUne in AP 

THE paperon ‘Fertility Decline in Andhra 
Pradesh’ by K S James (February 20) 
sheds light on a major positive develop¬ 
ment that is taking place in the country. 
It gives hope that the population time 
bomb will ultimately be bought under 
control even though only after it has done 
a great deal of damage. However, one 
wonders why the author is reluctant to 
accept the role of mass media in fotility 
reduction in Andhra Pradesh even Aough 
he cites statistical evidence in its favour. 
In fact the mass media must be playing 
the same role in Andhra Pradesh as was 
played by literacy in Kerala. What should . 
be recognised in this connection is that 
both literacy and mass media lead to better 
public awareness. It is possible that rural 
folk may score high on public awareness 
even though they do not know to read and 
write if they have sufficient media expo¬ 
sure through TV. On the other hand 
subsidised supply of foodgrains, while it 
provides economic benefit to the poor, is 
a factor which will encourage the poor to 
have more childrai since it consi^rabiy 
reduces the cost of bringing up children. 
Hence, it may not be correct to say that 
reduction in fertility can be brought about 
by the operation of HDS as is done in the 
paper. 

PV Rajeev 

New Delhi 
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Stinking Criminal Justice System 


T he recent statementmade by JusticeMNVenkatachaliah, 
chairman of the National Human Rights Commission 
(NHRC), that 60 per cent of all arrests made in India are 
“unnecessary and unjustifiable” underscores the need for the 
revamping of the police force and drastic reforms in the 
criminal justice system - suggestions made by the National 
Police Commission (NPC) way back in 1980. 

According to Justice Venkatachaliah, in Delhi’s Tihar jail, 
the largest in the country, only lOto IS per cent of the inmates 
were convicts, the rest have been languishing there as 
undertrials for years together. Most of these undertrials were 
#rrested on petty charges. What is found in Tihar jail fairly 
represents the state of affairs in other parts of the country. The 
NPC, after a sample study, found out that a major portion of 
the arrests were connected with very minor prosecutions, and 
could not therefore be regarded as quite necessary from the 
point of view of crime prevention. Continued detention in jail 
of such persons meant avoidable expenditure on their 
maintenance. The NPC estimated that 43.2 per cent of the 
expenditure of the jails was over such prisoners who in the 
ultimate analysis need not have been arrested at all. Curiously 
enough, even after two decades things have not changed, as 
evident from Justice Venkatachaliah’s observation that 
“unnecessary and unjustifiable arrests” accounted for 43 per 
cent of the total expenditure incurred by prisons. 

One of the main reasons for such arrests is the arbitrary 
power enjoyed by the police force. The power to arrest any 
citizen without warrant even on flimsy grounds is granted to 
the police by Section 41 of the Cr PC. Apart from the Indian 
Penal Code, arrests are also made under local and special laws, 
like the Excise Act, EYohibition Act, Arms Act, Gambling 
Act, Suppression of Immoral Traffic Act, Motor Vehicles 
Act, etc. Under these acts, cases are registered, not on 
complaints from aggrieved parties (as under the Indian Penal 
Code), but on information and intelligence available to the 
police in their field work. This gives scqpe to the police to 
settle old scores by making arbitrary arrests of persons who 
may have |»ovoked their ire, or from whom they can extort 
money. As the NPC pointed out, “It is generally known that 
false criminal cases are sometimes engineered merely for the 
sake of making arrests to humiliate and embarrass some 
specified enemies of the complainant, in league with the 
police for corrupt reasons”. In fact, the NPC identified this 
particular arbitnuy power of the police (to arrest without 
warrant) as the most important cause for corruption and 
malpractices, accompanied by extortion and harassment to 
the public. It is no wonder therefore that such false charges 
uite often lead to acquittals after years of unnecessary 
etention as undertrials in jails. 


Justice Venkatachaliah has also referred to the high rate of 
acquittals (almost 80 per cent in cases involving heinous 
offences) and low rate of convictions. This is due to the failure 
of the police to make their arrests justifiable, as well as the 
ineptitude and corruption in the lower courts. The NHRC 
chairman has rightly pointed out: “...indiscipline is common 
in most of the lower courts nowadays, efficiency of witnesses' 
cross-examination has more or less disappeared and trials 
have become a farce”. It is quite obvious that the concept of 
the independence of the judiciary from the executive is totally 
unknown in the lower courts, and is steadily getting eroded in 
the higher levels of the system. In the districts, one often finds 
judicial magistrates coming in police jeeps to attend courts. 
They can be even seen taking their cue from the police in 
delivering judgments. 

As a remedy, the NHRC chaisman has suggested reforms on 
the lines of the Police and Criminal Evidence Act of 1984 of 
the United Kingdom. Based on the recommendations made by 
a committee headed by Sir Cyril Philips, this Act streamlined 
police powers of arrest, detention and interrogation, by strc.ssing 
the requirement for fairness, openness and workability. While 
this may be considered a laudable suggestion, one wonders 
how it can be carried out in Indian conditions where the police 
force consists of a vast mass of hardened musclemen (described 
once as the largest “single lawle.ss group in the country” by 
Justice A N Mulla) who are totally ignorant of and indifferent 
to the laws of the land. As Justice Venkatachaliah has himself 
acknowledged, the majority of the complaints reachingNHRC 
relate to the police. Apart from arbitrary arrests, police torture 
and custodial deaths are the biggest blots on the Indian police 
system. The.se are compounded by the apathy - and often 
connivance - of the criminal courts. The judiciary at the 
lower levels is filled with equally ignorant and unscrupulous 
people (as acknowledged by Justice Venkatachaliah) who are 
supposed to dispense justice. 

Clearly, India has to go a long way to reform its criminal 
justice system. It has not only to suitably alter the relevant 
provisions of the penal code, but also to radically change the 
mindset of its police personnel. It requires recruitment of 
better people and their training in the handling of cases in a fair 
and humanitarian way. The latest decision of the NHRC to 
establish human rights cells in state police headquarters could 
be a move in the right direction, provided these cells do not 
become yet another non-functional showpiece. There has to 
be a corresponding effort to carefuHy select and properly 
educate district and sessions judges in order to make the 
judiciary at the lower levels function independently and 
effectively, instead of being a handmaiden of a corrupt police 
force as it often tends to be. 
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oou) EXBPosrr scheme 

A Drop in flie Ocean ' 

A correspondent writes: 

HOW is it that everybody is worried, quite 
rightly, about the scale of gold imports 
into the country, particularly since 1991, 
and still not asking the right question, 
about the advisability of allowing virtu¬ 
ally unrestricted import of gold on private 
account? The union finance minister has 
proposed in his latest budget a scheme to 
mop up gold held in private coffers and 
hopes that through the scheme it 
would be possible for him to gather a 
sufficient quantity of gold to reduce ’*the 
need to import thousands of crores (worth] 
of gold every year”. He expects lower gold 
imports as part of the domestic demand 
can be met through mobilising gold under 
his scheme. 

Conservatively estimated, private gold 
holdings in the country may add up to not 
less than 15,000 tonnes (some estimates 
put the figure at close to 20,000 tonnes) 
which at prevailing international prices 
would be equivalent to $ 140 billion. This 
works out to be more than four times our 
present foreign exchange reserves. If the 
World Gold Council’s estimates of gold 
imported by India in 1998 turn out to be 
correct, we would have imported gold 
worth $7.5 billion in a single year. This 
indicates how much of our foreign ex¬ 
change earnings from exports of services 
as well as goods get diverted to a totally 
unproductive purpose. The question we 
really ought to be considering is whether 
to continue incurring such a high cost or 
revert to the ban on gold imports the way 
it used to apply before 1991, when the 
only quantity of gold legally possible to 
import on private account was on the basis 
of licences issued to exporters of gold 
jewellery. Tme, the one major consequence 
of such a ban was that the domestic price 
of gold tended to be vastly higher than the 
international price which encouraged 
smuggling of gold on a large scale. Natu¬ 
rally, this also meant that part of the 
exchange earnings of the country from 
exports of goods and .services got diverted 
to financing such smuggling. Still the 
diversion could not have been anywhere 
near what is currently taking place to 
finance legal import of gold. 

The scheme proposed by the finance 
mini.ster is to authorise selected commer¬ 
cial banks to receive gold as deposits which 
will be redeemable in gold and which will 
carry a moderate tax-free intere.st on 
maturity. These deposits will also be 


exempt fiomcapiulfidnsandweaiaidlx^ 
The operational d^ls of the sdieme - 
the minimum maturity period, the rates of 
interest, varying perhaps with the period 
of the deposit, etc - have not been an¬ 
nounce yet. What the finance minister has 
made clear, however, is that these deposits 
’’will not enjoy [tax] amnesty”. 

Speculation is rife about how successful 
the gold deposit scheme will be in mop¬ 
ping up gold. The maximum officials are 
anonymously reported as hoping to 
mobilise under the scheme in 1999-2000 
is Rs 5.000 crore, the gold equivalent of 
which at the current domestic price would 
be armind 12 tonnes. Interestingly, the 
estimate of gold deposits likely to be 
mobilised is only marginally higher than 
the VDIS declarations in the form of 
gold and jewellery. Therefore even if the 
amount expected to be mopped up in gold 
deposits does reach the figure of Rs 5,000 
crore, it may turn out to be a one-time col¬ 
lection, which may not recuryear after year. 

More important is that with a target of 
Rs 5,000 crore the scheme is unlikely to 
make any major dent on the import of 
gold. To be able to mobilise 10-12 tonnes 
in gold deposits is neither here nor there 
when the quantity imported is 800 tonnes 
a year. Isn’t the finance mini.ster claiming 
too much when he describes his scheme 
as “an extremely innovative idea”? 

HEALTH 

Shooting in the Dark 

IN the last decade health has emerged as 
a major area of academic interest in the 
social sciences. Surveys and analyses of 
national data have thrown up an under- 
.standing of health care, health behaviour 
and health status of the people, which had 
not been available earlier. Many of these 
large research studies have b^n either 
sponsored or funded by governments 
which, more often than not, have been 
prompted to initiate them by international 
agencies. In sum, information on the quality 
of health care available, people's access 
to health care, their behavioural patterns 
and health status is no longer a matter of 
conjecture. There is sufficiently reliable 
information on the spread of diseases, 
their resurgence in certain areas, levels of 
patient care, availability of drugs in the 
system and so on. In the circumstances, 
why is it that the ministry of health does 
not access such information in planning 
its budget and charting the development 
of health care at either the central or state 
levels? 


t 'Rid iimad of piMiiiig 
manda arid befng idlocated budgetary 
suf^xirt must indeed be a fiiity amide- 
minded affair at the ministry health. 
Over the last few years there have been 
any number of episodes of illnesses whidi 
direct attention to the need to strengthen 
the disease control programmes and the 
public health system. Yet allocations for 
public health continue to rise at an abys¬ 
mal rate. Admittedly, health is a state 
subject and the central budget only defines 
the contours of a small part of the health 
plan for the year. Nevertheless, in the 
context of the changing epidemiological 
profile of the country, it is the most 
important part of a hi»lth plan. Central 
provisions for diseasecontrol programmes 
in most cases are to be supplemented by 
allocations from the state governments 
and therefore the actual amounts projected 
to be spent are not obtainable from the 
central budget. However, the central allo¬ 
cations play an important role in defin¬ 
ing priorities and it is to be expected that 
these are planned on the basis on the-latest 
data on the epidemiology of the disease 
No such exercise seems to take place in 
the health ministry before demands are 
sent up to the finance ministry. Projec¬ 
tions for the coming year appeal' to be 
worked out simply on the basis of what 
had been spent the previous year and the 
availability of grants from international 
agencies for particular programmes. For 
instance, while the resurgence of malaria 
has been much talked about, the budget 
provides just a lO.S per cent rise in the 
allocation for the control programme. True, 
malaria takes away more than 30 per cent 
of the public heahh budget. This alone 
should prompt some thinking on a finan¬ 
cial and performance review of the 
programme. 

There is also evidence that centrally- 
managed disease control programmes are 
not the best way of controlling diseases. 
For instance, tl^ are states or areas in 
states where malaria is not the major health 
problem. Underthepresentstructure there 
is very little the states can do to change 
either the structure of the programme or 
its funding pattern. This should be prompt¬ 
ing serious questions on the viability an 
efficiency of vertical, centrally-adminis 
tered programmes for particular disease! 
Perhaps the case for making overall allc 
cations for health to the states and allow 
ing them to determine the pattern o 
spending according to theirprirmties need 
to be considered. 

The case of the tuberculosis contre 
programme issomewhat different andqiut 
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pittetic. tHb prognmnie has been moeb 
neglected in the peal and hM been revived 
only after the national AIDS control 
ptDgramnM took off. This year even with 
a 44.8 per cent increase in the allocation, 
the programme still accounts for only some 
14 per cent of the public health budget. 
Also, there is little reason to believe that 
the rise in the allocation has been prompted 
by the government's concern over the 
rising curve of the disease. Allocations for 
TB have shown no particular logic in the 
past. 

The illogic of allocations in the health 
budget has been a long-standing feature. 
What is worrying this year is the finance 
minister’s announcement that the central 
and state governments will provide match¬ 
ing funds for gram panchayats which will 
with their own contributions set up pri¬ 
mary health care facilities. Given the 
disparities in levels of development across 
the country, is it not likely that gram 
panchayats in the better developed areas 
will be the ones who will come forward 
to set up primary health facilities, espe¬ 
cially if, as the trend seems to be, fees for 
service.s/medicines are allowed to be 
charged? And as the government’s own 
data show, it is the least developed regions 
which lack the minimum .services which 
the state ought to be committed to pro¬ 
viding to the people. Today more than at 
any time in the past it is possible to for¬ 
mulate and implement realistic health plans 
and programmes which may even provide 
health care for all by 2003, even if not 
health for all by 2000. But the government 
has to be capable of taking up the chal¬ 
lenge. 

SMALL SAVINGS 

A Matter of Interest 

IT is intriguing that although small sav¬ 
ings collections have been delinked from 
the union government's budgetary opera¬ 
tions by transferring transactions in small 
savings from the Consolidated Fund of 
India to the Public Account, interest on 
small savings continues to figure in the 
Consolidated Fund ofindia. Thus, in 1999- 
2000, oift of the centre’s estimated interest 
liability budgeted at R$ 88,000 crore, 
interest on small savings is put at R$ 18,23S 
crore. or over one-ftfth of the total. There 
must be some strange logic why the fin¬ 
ance ministry decided that while collec¬ 
tions from small savings could be delinked 
from the centre’s budgetary operations, 
this could not be done with respect to the 
interest due thereon. Possibly the ministry 


did not warn the fiscal deficit figure to be 
brought down so very sharply in one go 
as would have haf^iened if the interest 
liability were ireati^ on par with smidi 
savings collections. 

When some state governments had 
suggested to the union finance ministry 
in the Inter-State Council that the account¬ 
ing procedure with respect to small sav¬ 
ings collections be changed, surely they 
did not envisage that the centre would 
retain in its budget transactions in interest 
liabilities relating to small savings. One 
possible explanation why the centre has 
decided to continue the old practice with 
respect to interest on small savings could 
be that by doing so the centre can continue 
to make a profit by charging the states a 
much higher rate of interest on loans 
extended to them as the states’ share of 
net small savings collections. The rate of 
interest charged to the states against such 
loans, which has just been lowered from 
14 per cent to 13.5 per cent, is still much 
higher than the average interest cost the 
centre has to bear on outstanding small 
savings which works out close to 10 per 
cent. The state governments, as is well 
known, have been pleading with succes¬ 
sive Finance Commissions against the 
exorbitant interest rate charged to them on 
their share of small saving collections. 

Whether or not the states succeed in 
getting the centre to align the rate of interest 
charged on loans against small savings to 
the interest cost actually incurred by the 
centre, there is no reason why the intcrc.st 
due on that part of the collections which 
is transferable to the states should con¬ 
tinue to figure in the centre's budgetary 
operations and therefore in the centre’s 
fiscal deficit. 

WOMEN 

Unviable Scheme 

THE General Insurance Corporation’s 
‘rape insurance’ scheme was a singularly 
ill thought-out proposal. Becau.se of the 
haste and poor judgment of the govern¬ 
ment insurance company, a potentially 
useful scheme which would have offered 
cover to women at risk from a variety of 
hazards has now been rendered more or 
less unviable. Taken with the immediate 
response to it the episode throws up a 
disturbing glimpse of the distortions that 
progre.ssive change can prompt. 

The Raje-shwari Mahila Kalyan Bima 
policy, the GIC scheme as it stood when 
it was announced, was a ridiculous and 
callous attempt to ‘compensate’ women 


in distress. Launched by the prinie min¬ 
ister on March 19 the scheme covmed 
women in the age group 10 to 75 and 
offered insurance against disability caused 
by rape at an annual premium of Rs 15 
for a period of one to five years. The extent 
of insurance cover depended on the degree 
of disabi lity; the compensation for perma¬ 
nent disability wcaild be 25,000 and Rs 
12,500 for loss of a limb or eye. The 
scheme also offered insurance against 
disability cau.sed from surgical operations, 
from snake-bites, drowning, murder and 
terrorist activity. Interestingly, the assess¬ 
ment of the degree of disability would 
depend on a doctor’s report, a doctor of 
the insurer’s choice. The scheme drafted 
by Oriental Insurance, originally meant to 
cover risks that women faced, included 
rape reportedly at the instance of the 
government. 

It is hardly surprising that women’s 
groups flayed the scheme - as they rightly 
pointed out, it seemed to acknowledge iKe 
inability ot the government to prevent 
.^buse of women and rape while offering 
compensation after the event. Even more 
shocking was the fact that the scheme 
would mean that the insurance company 
would arbitrate on the degree of ‘injury’ 
to the wom^n in order to assess the ‘dam¬ 
age’. But more significantly, the scheme 
is based on the assumption that deciding 
on the extent of damage a woman suffers 
is a mere technicality, quite ignoring the 
long-.siandingdebate in women’sand legal 
circles on the issue of ’proving’ a rape in 
court. Clearly, no attempt had been made 
to discuss the issue with women’s groups. 
On a scheme aiming to offer compensa¬ 
tion for injury specifically for women, 
surely, the perceptions and experience of 
groups working with women should have 
been drawn upon? 

1 he GIC has no w withdrawn the scheme 
and is said to be reconsidering it. How¬ 
ever. the episode draws attention to the 
yawning gap between the projection of 
women’s issues and their espousal in public 
and the unchangeability of social and 
cultural perceptions. It would be easy 
enough to chastise the government and the 
public sector insurance industry for using 
the issue of rape, a painfully traumatic 
event in a woman’s life, lor an insensitive 
political gimmick. The more difficult task 
is to ensure that in the current context of 
the state's dwindling welfare support to 
women, a scheme attempting to offer 
financial aid in limes of crisis, such as 
injuries and accidents, is not allowed to 
fall by the wayside, and to actually invest 
it with wider scope. 
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cincRmr stahstics 


SfWStauarA VouddiStm 


Expom have il»«ra ■ aiieiMe Mi w dDllir unoi in te Rnt 10 months of 1998-99. Penolctnn iinarti hove abo fallen Iqr about 23 per gch. hut beeanae of the over 
iOper cent rise in non-POL impoiu, dw iratie deficii baa iban to S7.8 billion BgaioaiS6.8 billioo in ine whole of 1997-98. lanpofta (rf chemicals and manubcntnd poodi 
have declined, while eaphal goods impons have generally lemeined at last year's levds. It is the 'Others' category consistiog w elecmnic goods, professional inamunenis 
and such new items winch have eoMributed to the rise in imperts In capons, pnmaiy goods and genu and )ewelle^ have stoM their ground while all other major expora, 
iachidwg textiles, have tuffeied a setbaclc. 

Macroeconomic Indicators 


Index Numbers of Wholesnic 
Mccs()98l-82w I00> 


All Commodities 
Primaiy Ankles 
Food Ankles 
Non-Food Articles 
Fwl, Power, Light and Lubcicanis 
Manufactuied Products 
Food Products 
Food index (cotnpuied) 

All Commodities (Avenge Basis) 
(April 4,1998 - Match 6, 1999) 


CtMt of Living Indkes 


Industrial Workers (1982*:I00) 

UrtMD Non-Man Bmp (l9«4-8S=iOO) 

Agri Lab (1986-87=100) (Unk factor 3.89) 


Weights March 6, 
1999 


__ Variation (Per Cent): Point-to-Point _ 

Over 12 Months fiscal Year So Far 1997-98 1996-97 1995-96 1994-95 
Uksi Previous 1998-99 1997-98 


4.8 

5.0 

S.l 

5.3 

6.9 

5.0 

10.4 

4.1 

9.5 

5.3 

5.5 

7.0 

5.4 

12.7 

2.6 

11.7 

3.8 

4.0 

9.6 

9.8 

11.9 

7.1 

8.3 

8.2 

85 

3.5 

-1.9 

15.5 

11.8 

-1.2 

11.4 

11.4 

16.9 

3.7 

2.4 

3.7 

3.7 

3.7 

4.0 

4.9 

5.0 

10.7 

4.4 

5.4 

4.9 

5.5 

14.1 

-0.7 

8.1 

3.1 

9.6 

4.1 

4.5 

li.I 

6.3 

10.6 

4.9 

7.0 

4.8 

4.8 

6.4 

7.8 

10.9 


_ Variation (PerCent): Poim-to-Poim _ 

Over Over 12 Months Fiscal Year So Far 1997-98 1996-97 1995-96 1994-95 
Month Latest Previous 1998-99 1997-98 



Money and Bnnking (Rs crore) 


Money Supply (Mj) 

Currency with Public 
Deposit with Banks 
Net Bank Creefit to Govt 
Bank Qedit to Commt Sector 
Net Foieira Exchange Assets 
Reserve Money (March .3) 

Net RBI Qemt to Cenlie 
RBI Credit to Bks/Cbmm Sector 
Scheduled Commercial Banks (Feb 26) 
Dmmsiis 
Advances 

Non-Food Adv,inces 
■nvestmenis (for SLR purposes) 
Ckunmeicial Investments 


Ftb26, 

1999 


Over Month Over Year 


_ Variation 

fiscal Year So Far 
1998-99 1997-98 


945506 
168019 
774261 ® 
386820 
465129 
141342 
252400 
154534 
25015 

695207 

352047 

.33471' 

252569 

47448 


8025(0.9) 

2973(1.8) 

4958(0.6) 

4132(1.1) 

2686(0.6) 

1357(1.0) 

316(0.1) 

179(0.1) 

1871(8.1) 


149450(18.8) 

23184(16.0) 

125708(19.4) 

65218(20.3) 

44523(10.6) 

22730(19.2) 

36023(16.6) 

20653(15.4) 

10901(77.2) 


120116(14.6) 

22837(15.7) 

97659(14.4) 

56201(17.0) 

329.39(7.6) 

14772(11.7) 

26167(11.6) 

20917(15.7) 

9733(63.7) 


94207(13.4) 

12748(9.7) 

81985(14.5) 

32982(11.4) 

44298(11.8) 

13116(12.4) 

16392(8.2) 

13179(10.9) 

862(6.5) 


1997-98 


123451(17.6) 

13095(9.9) 

1100.36(19.4) 

42000(14.6) 

55883(14.9) 

21072(20.0) 

26248(13.1) 

12915(10.7) 

2029(15.3)- 


1996-97 1995-96 


97841(16.2) 
13829(11.7) 
84162(17.5) 
30840(12.0) 
31659(9.2) 
23356(28 4) 
5527(2.8) 
1934(1.6) 
15557(-54.0) 


72581(13.7) 

17577(17.5) 

5.5042(12.9) 

35360(15.9) 

51925(17.7) 

3109(3.9) 

25176(14.9) 

19855(20.1) 

8747(43.6) 


49.38(0.7) 114893(19.8) 89797(14.8) 74715(14.8) 
2218(0.6) 38592(12.3) 27968(8.6) 35054(12.6) 

19.38(0.6) 34123(11.4) 23117(7.4) 29783(11.0) 

1563(0.6) 37859(17.6) 33864(15.5) 24196(12.7) 
7.5.5(l.6) 14349(43.4) 15536(48.7) 14616(79.1) 


99811(19.7) 71780(16.5) 46960(12.1) 


45677(16 4) 
40790(1.5.1) 
28192(14.8) 
13673(70,4) 


24386(9 6) 424.55(20.1) 
26580(10.9) 44938(22..5) 
2.5731(15.6) 15529(10.4) 
4412(294) 925(6.6) 


® Includes Rs 17,945 croie on account of proceeds from RiBs, excluding which the yeor-on-year growth of money supply would be 16.5 per cent. 


Index Numbers of Industrial 
Production (1993-94=100) 


General Index 
Minins and Quarrying 
Manufacturing 
Elcctrici^ 


Weights 


100.00 

10.47 

79.36 

10.17 


March 19, 

Cnpilal Market 1999 Ago Ago 


December 

1998 


BSE Sensitive index (1978-79=100) 3673("4.0) 3355 3825(3.7) 

BSE-iOO (198.3-84=100) l617(-2.3) 1479 16.56(3.6) 

BSE-200 (1989-90=100) 371(1.5) 343 366(2.8) 

S and P CNX-SU (Nov .3. 1995=1000) l063(-3.6) 976 1103(4.8) 

SkindiaGDR Index (Jan 2.1995=1000) 656(-29.8) 603 935 


1998-99 1997-98 1997-98 1996-97 1995-96 .1994-95 


139.2(3.5) I34..5(6.7) 137.6(6.6) I29.0(.5..5) I22..3(I2.8) 108.4(8.4) 

1I7.3(-I.I) 118.6(5.5) 122.4(5.9) ll5.6(-2.0) 117.9(9.6) 107.6^7.6) 

142.6(3.7) 137.5(6.9) 140.5(6.7) 131.8(6.7) 123.5(13.8) 108.5(8.5) 

135.8(6.6) 127.4(6.0) 130.0(6.7) 121.9(3.9) 117.3(8.1) 108.5(8.5) 


8 End of Fiscal Year _ 

1997-98 1996-97 1995 96 




Trough Peak Trough Peak 


3893(15.8) 

1697(15.9) 

377(14.9) 

1117(1.5.4) 

940(1.1) 


3361(-0.2) 

l464(-5.5) 

328(-S.0) 

968 

930(-4.4) 


FeieifD Trade 

January 

1999 

_Raciil) 

1998-99 

fear So Far 

1997-98 

1997-98 

fiscal Year Aver 
1996-97 

Exports; Rsctoie 

12130 

114045(10.1) 

103597(7.4) 

126286(6.3} 

118817(11.7) 

USSnui 

2854 

271Il(-3.7) 

28158(3.4) 

33980(2.6) 

33470(5-3) 

Imports: Rs crore 

14263 

146774(18.4) 

P.3964(ll.0) 

151554(9.1) 

1389M(I3.2) 

USSitm 

3356 

34892(3.6) 

3.3694(6.9) 

40779(5.8) 

39132(6.7) 

Non-POL: US S mn 

2874 

29991(10.5) 

27i37(14.7) 

.32562(11.9) 

29096(-02) 

Balance of Trade; Rs crore 

-2133 

-32729 

-20367 

-25268 

-20102 

USSmn 

-502 

-7780 

-5536 

-6799 

-5663 


1063.53(28.6) 

31797(20.8) 

122678(36.3) 

36678(28.0) 

29152(28.3) 

-16325 

^881 


.3367(3.3) 

1549(-3.5) 

345(-6.3) 

na 

973(-0.6) 


82674(18.S> 

26330(18.4) 

89971(23.1) 

28654(22.9) 

22727(29.5) 

-7297 

-2324 


March 12. Match 1.3, March 31. 


Foreign Exchange 
Reaervea (excluding gold) 


1999 

1998 

1998 

Month 

Ago 

Year 

Ago 

118549 

96546 

102511 

717 

22003 

27949 






(998-99 1997-98 


1997-98 1996-97 1995-96 1994-95 1993-94 


22136 21649 


Racrore 118549 96546 102511 717 22003 16038 16171 22136 21649 -7302 18402 27430 

73 


Sour, 0) Supencripi numenl denotes month to which figure relates, e g, superscript I stands for Januaiy; (il) Figures in brackets are percentage variabons over die specified 
or over the coripanble period of the previous year na: not available neg: neglipble * unchanged. 
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Foreign Ttade 



(Rscnm) 

CqhuikxB^ Compatinon of 

Aonl-Deoember 

Ml Hnancul Yew 


bapoits and Expccls 

1998-99* 1997-98 1997-98 

1996-97 1995 96 

1994 95 

RsCr USSmn RsCr USSiwi RaCr USSirai 

RsCr USSiim RsCr USSim 

Rs Or US Smn 


k.| tavorto 


Food sod kw uumb 

284201) 

676 

2755(2 5) 

749 

3643(24) 

981 

1624(1 9) 

759 

2184(1 8) 

655 

4054(4 5) 

1283 

chMlIjrftribad 













PulRS 

280(02) 

67 

865(08) 

256 

>54(06) 

224 

890(06) 

251 

686(06) 

205 

595(07) 

189 

Cwkewnsu 

487(04) 

116 

460(04) 

126 

744(03) 

200 

688(03) 

194 

760(06) 

227 

691(08) 

220 

Glide namsb, laeftUe Mb 

3868(44) 

1596 

5784(34) 

IS8S 

7543(48) 

1976 

7577(55) 

2078 

8220(67) 

2438 

6748(7 3) 

2149 

eseefUfueb 













Ratdiiercniile 

623(05) 

149 

488(05) 

154 

690(03) 

186 

476(05) 

134 

524(04) 

157 

479(05) 

155 

MelaSfcnwi ores and 

1974(1 5) 

470 

2041(1 9) 

539 

2296(13) 

618 

29)0(21) 

820 

273102) 

822 

234906) 

748 

melsl Knp 













Muiendluek hibncaMiwid 

25112(173) 

5501 26642(24 8) 

7299 54886(25 0) 

9386 59160(282) 

II05I 28270(250) 

8432 20857(25 2) 

6656 

rehied naienab 













Peuoleuin, erode ind producii 

20215(15 5) 

4811 25599(217) 

6411 50S5Hs20l) 

8217 5S629(Z56) 

10056 23174(203) 

7326 18615007) 

5928 

Anmeli and vegetable oib 

5786(44) 

1577 

2591(22) 

655 

2742(1 8) 

758 

2952(2 1) 

826 

2263(18) 

677 

626(07) 

199 

lais and waxee 













Chemcali and related prndueti 

16201(12 2) 

5856 15052(140) 

4118 19819(15 1) 

5555 17411(123) 

4903 18634(132) 

3577 10586(14 5) 

4168 

Gganii. ehenaiab 

4437(3 4) 

1061 

4785(44) 

1510 

6667(44) 

1794 

6225(4 5) 

1755 

3698(46) 

1704 

4530(48) 

1582 

feitihacr nanuiacnired 

2675(20) 

657 

2804(26) 


5065(20) 

982 

2454(1 8) 

686 

4621(58) 

1582 

259907) 

764 

Manufactured goods ctaisified 

21837(16 5) 

5202 19525(18 1) 

5549 26628(176) 

7165 25910(17 2) 

6755 19557(158) 

3781 14165(137) 

4511 

Unefly by maimak 













Pearls precioui/aenii 

11551(86) 

2697 

8891(8 5) 

2456 

11680(77) 

5145 

10854(7 5) 

2925 

7045(5 7) 

2106 

5117(37) 

1650 

ptrcious stonei 













Iran and steel 

5499(26) 

855 

5640(5 4) 

ton 

5294(5 5) 

1424 

4579(5 5) 

1290 

4481(5 7) 

1540 

5597(3 8) 

1082 

Non ferrous metals 

2186(1 7) 

520 

2542(24) 

696 

5577(22) 

909 

5925(2 8) 

1106 

5024(23) 

904 

225405) 

718 

Tapital goods 

21547(161) 

3080 18069(16 8) 

4950 26555(17 5) 

7159 29869(21 S) 

8414 28289(25 1) 

8458 19989022) 

6566 

Machinery except elecmcal 

9178(69) 

2184 

9164(8 5) 

25)0 

15180(87) 

5456 

12957(9 5) 

5644 15127(107) 

5925 

8365(93) 

2728 

and clectranu. 













Tranapciil equipment 

1814(1 4) 

452 

2545(2 2) 

642 

5568(22) 

906 

5269(5 8) 

1484 

5697(50) 

nos 

5497(5 9) 

1114 

Pniject goods 

6568(5 0) 

1565 

5685(5 4) 

1009 

5879(5 9) 

1382 

7520(34) 

2118 

7998(6 3) 

2591 

5820(65) 

1834 

Others 

23188(190) 

5994 17428(162) 

4775 29956(198) 

8060 13657(11 5) 

4405 134^9(126) 

4622 10488(117) 

5340 

Total (IncI eitors and oirassioos) 

152447(1000) 

3I521107607(1000) 

29410151354(1000) 

«ff79l38920(ia00) 

39133122678(1000) 

36671 89971(1000) 

28634 

kspocts 













rood and bw aiamals 

16698(164) 

5974 14575(15 8) 

5958 20191(160) 

3455 20441(17 2) 

5738 18331(173) 

3487 12056(146) 

5835 

chiefly for food 













Cashewnuis 

1143(1 1) 

272 

1085(1 2) 

297 

1584(1 1) 

572 

1283(1 1) 

562 

1236(12) 

370 

1243(1 3) 

597 

Oil meals 

1181(12) 

281 

2075(2 5) 

568 

5404(2 7) 

916 

5495(29) 

983 

254902) 

702 

179802) 

575 

Marine products 

5567(5 5) 

801 

5410(5 7) 

954 

4515(54) 

1161 

4008(5 4) 

1129 

5181(30) 

931 

5337(40) 

1065 

Beverages tobacco and 

187(02) 

44 

185(02) 

50 

222(02) 

60 

298(05) 

84 

IIKOI) 

34 

117(01) 

57 

tobacco manubenues 













Glide maiendls inedible oils 

4284(4 2) 

1020 

3668(6 2) 

1555 

7729(61) 

2080 

8109(68) 

2284 

6285(39) 

1878 

4893(39) 

1539 

except fuels 













Iron ore 

1095(1 1) 

260 

1258(1 4) 

559 

1765(1 4) 

474 

1706(14) 

481 

1721(1 6) 

515 

1297(1 6) 

415 

Minernl fuels hibncams and 

565(04) 

86 

1087(1 2) 

298 

1511(10) 

555 

1710(1 4) 

482 

1518(14) 

454 

15090 6) 

417 

rebled materials 













FVlioleum cnide and products 

565(04) 

86 

1087(1 2) 

298 

1511(10) 

555 

1710(1 4) 

482 

1518(1 4) 

434 

1509(16) 

417 

Ammal and vegelaMe oils 

574(06) 

157 

456(05) 

123 

611(0 5) 

164 

682(06) 

192 

807(08) 

241 

491(06) 

136 

waxes and fats 













OKiiacals and rehied products 

10646(105) 

2554 10131(112) 

2781 14061(11 1) 

5785 11995(101) 

5579 

>0266(97) 

3069 

8054(97) 

2339 

Drags phacmaceuncals 

4494(4 4) 

1069 

5706(41) 

1015 

3228(41) 

1407 

4542(5 7) 

1225 

5409(5 2) 

1019 

2312(30) 

800 

and fine chenacab 













Dyes intemiedures and 

1486(1 5) 

554 

1642(1 8) 

450 

2228(18) 

599 

1969(1 7) 

362 

1627(1 3) 

486 

1306(1 8) 

480 

coal tar chenacab 













Ptasac and bnokum products 

1457(1 4) 

547 

1595(1 5) 

582 

1904(1 5) 

312 

1886(1 6) 

559 

1938(1 8) 

385 

13020 8) 

478 

Manufactured goods cbssified 

35245(52 5) 

12671 46455(51 1) 

IZ72I 64755(31 3) 

17425 60459(509) 

17023 36362(35 2) 

16911 46)85(339) 

I470<» 

chiefly by mMenah 













Leather footwear 

695(07) 

165 

765(08) 

209 

1009(08) 

272 

1198(10) 

557 

1159(1 1) 

541 

172501) 

549 

Oemaiidjewelleiy 

17051(167) 

4055 12759(140) 

5496 19014(131) 

5116 16872(14 2) 

4735 17644(166) 

5275 14151(17 1) 

4500 

Cottonyani fUmes madeupsetc 

8559(84) 

2052 

9235(102) 

2550 

12094(96) 

5254 

11082(9 5) 

5122 

8619(8 1) 

2577 

7014(8 5) 

2254 

Manmade yarn, fabnes madeups etc 

2148(2 1) 

311 

2095(2 5) 

575 

2834(2 5) 

768 

2494(2 1) 

705 

2511(24) 

751 

19280 5) 

614 

RMG coRon and acetaones 

9373(92) 

2231 

7393(84) 

2081 

10429(8 5) 

2806 

10459(881 

2941 

9454(89) 

2827 

7856(9 3) 

2502 

Capual goods 

9503(91) 

2214 

8605(9 3) 

2557 

11957(93) 

5212 

10904(9 2) 

5072 

9010(8 3) 

2694 

7214(8 7) 

2298 

Metal manufaclurea 

5192(5 1) 

760 

2561(28) 

702 

5985(3 2) 

1072 

5549(27) 

914 

276406) 

826 

221707) 

706 

Machmery and inammeMs 

5554(5 3) 

841 

5171(5 5) 

869 

4514(34) 

1161 

5735(5 2) 

1057 

2778(26) 

850 

228208) 

727 

Ttanipnt equpiiKoia 

2105(2 1) 

300 

2568(26) 

649 

5117(23) 

859 

5290(2 9) 

969 

5094(29) 

925 

2422(29) 

771 

Others 

5650(56) 

864 

5555(3 7) 

919 

3471(4 5) 

1472 

4240(5 6) 

1194 

5545(5 3) 

1059 

2392(29) 

762 

Ekdraaic goods 

1448(14) 

343 

2097(25) 

575 

2600(21) 

700 

2782(2 5J 

784 

2342(21) 

670 

12940 6) 

412 

Total Oisd eseoia and ondHioiis) 

■OiamiGDO) 

24239 

90959(1000) 

24914 I2638e(ia0f8 

33ND Iini7(lffi0) 

55(70 106554(1000) 

51797 

82675(l(nfl) 

30» 


ngures in brackeit M pereeMages to respective loub * Provtsioniy Figures 
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COMPANIES 


PomHbtira 


SRF 

Financial Restructuring 

IN order to capitalise on the liberalisation 
process, the company had zeroed in on 
industrial yams, fabrics and fluoro* 
chemicals as its core business. The com¬ 
pany disinvested its holdings in SRF 
Finance and SRF Nippondenso and ac- 
qtdred Cetf's nylon tyre cord plant in 
1995 at a cost of Rs 325 crore. However, 
despite becoming one of the top players 
in tte world in the nylon tyre cord segment 
after this acquisition, and having inter¬ 
national level capacity, SRF was unable to 
post a satisfactory performance in 1997-98 
While the company’s iKt sales and oper¬ 
ating profit were virtually stagnant, net 
profit plummeted sharply by 77.4 per cent 
following a steep increase in interest costs 
(up 12.3 per cent). Price realisation fell 
fr^ an average of 231 per kg in 1996-97 
toRs 173 per kg in the year under review. 

Meanwhile, as a part of its financial 
restructuring exercise, SRF has started 
retiring high cost detn. It received foreign 
currency loans worth Rs 108 crore from 
ICICI and DM, 18.9 million from IFCI 
and used the proceeds to repay ICDs, 
short- term debentures and short-term bank 
loans raised earlier. This move is expected 
to give the company some relief on the 
interest front which was one of the main 
factors affecting its performance in 1997- 
98. The company also tapped the capital 
market with a rights issue of Rs 48 crore. 

SRF is currently India’s leading manu¬ 
facturer of nylon tyre cord fabric with a 
market share of 40 per cent in terms of 
sales, as also in refrigerant ga.ses with a 
market share of 40 per cent. The company 
is also globalising its operations and for 
this purpose has set up a Rs 100 crore 
8,000 tpa nylon tyre cord plant at Jabel 
Ali in Dubai. The plant was built in tech¬ 
nical collaboration with Ayaha of Japan. 
The capacity of the plant is to be rai.sed to 
20,000 tpa soon. This facility is expected 
to help the company cater to the west 
Asian, African and European maikets. 

SRF has also become the only spinner 
in the country with fully integrated facili¬ 
ties including dipping. Also, it is currently 
a national leader in belting fabrics with 
a market share of 60 per cent, in addition 
to commanding a maiket share of 40 per 
cent in the fish twine segment. The com¬ 
pany’s fluorochemicals plant in Bhiwadi 
is a swing plant between chlorofluoro- 


caibons and HCFCs and two-thirds of its 
production is exported to over 45 coun¬ 
tries. It plans to develop new products as 
CFCs get phased out from the country. 
The company has hived off its ophthalmic 
lens business to a joint venture and has 
signed a marketing joim venture agree¬ 
ment in Paris recently with Essilor Inter¬ 
national SA, a woiid leader in plastic 
ophthalmic lens. The proposed name of the 
joint venture company vrould be Essilor- 
SRF Optics, and Essilor will be the majority 
shareholder with 74 percent holding. This 
agreement will enable the joint venture to 
market advanced ophthalmic lenses in the 
domestic market. 

CIPLA 

New Export Markets 

A leader in several segments in the phar¬ 
maceutical industry, Cipia has a diversi¬ 
fied portfolio of brands. The company 
performed well in 1997-98 nckching up 
a 13.8 per cent increa.se in net sales and 
a 20.3 per cent rise in operating profit. A 
sharp fail in interest charges (down 76.8 
per cent) helped the company post a 44.1 
per cent increase in its bottomline during 
the year under review. With earnings per 
share shooting up from Rs 35.4 to Rs 51, 
the company decided to raise the dividend 
rate from 35 per cent last year to 55 per 
cent. Cipia has had a generous payout ever 
since its inception. In fact, to date up to 
92 per cent of its equity is made up of 
bonus shares issued earlier. No wonderthe 
company enjoysahigh investor fancy with 
its scrip quoting at a price to earnings ratio 
of around 26.5 times. It is also considered 
to be one of the most efficient pharma¬ 
ceutical companies in the countiy today. 

The company claims th^ its encourag¬ 
ing performance was mainly due to good 
margins on exports, rationalisation of 
product mix in the domestic market and 
its low interest costs. On the export front, 
formulations and bulk drugs contributed 
equally with the company exporting to the 
US, Australia, South Africa, Algeria, 
Yemen, Irai and Vietnam. The company 
introduced a range of »>phisticated pro¬ 
ducts during the year. These included 
Alerid-D (cetirizine, pseudoephedrine SR 
tablets) which is the antihistamine and 
decongestant combination for cold and 
congestion; and Amlopres L (amlodipine, 
lisinopril bi-laycred tablets), a therapeutic 
advancement in hypertension maiiage- 


mem. It also introdneed Aqoatears (poly¬ 
vinyl alcohol, povidone eye dro^), a 
unique formulation for dry eyes; and Azee 
1000 (azithromycin tidilets), a single dose 
for management of STDs. 

Meanwhile, for the Erst half of 1998-99, 
Cipia has posted a 20 per cent rise in net 
sales as compared to the corresponding 
period last year. Net profit too improved 
by 40 per cent over the same peric^. The 
company is targeting a turnover of Rs 575- 
600 crore for fiscal 1998-99 of which an 
amount in excess of Rs 100 crore is ex¬ 
pected to come from exports. Exports have 
been a major focus point for the company 
and its policy of exporting high tech¬ 
nology products contributed substantially 
to its overall profitability. In fact, Cipia 
overcame the decline in sales to the (5lS 
countries and other setbacks by consoli¬ 
dating its presence in other international 
markets such as the US, Europe. Australia 
and regions of Latin America, Africa and' 
west Asia. The company’s exports, how- , 
ever, have been restricted due to the curb 
on export of new drug molecules un¬ 
approved by Indian authorities. 

BLUE STAR 

Market Leader 

Airconditioning and refrigeration mqjor 
Blue Star saw a mixed performance in 
1997-98. While net profit was higher by 
3 per cent over 1996-97, its operating 
profit declined drastically by 20 per cent. 
Only a sharp decline in tax provision (down 
70.2 per cent) helped it post a 5 per cent 
increa.se in its bottomline during the year 
under review. The company maintained 
its leadership position in the central aircon¬ 
ditioning segment despite subdued mar¬ 
ket conditions and a general liquidity 
crunch in the economy. 

The company is now hiving off its 
software division into a separate company 
christened Blue Star Infotech. Though the 
software division currently contributes a 
mere 5 per cent of the company’s total 
turnover, it is one of the fastest growing 
and most profitable businesses undertaken. 
The new infotech company will cotiw into 
ex.stence with a shue capital of Rs 10 
crore and shareholders of Blue Star will 
be given one share in the software com¬ 
pany and three shares of Blue Star for 
every four shares held. The move to hive 
off the unit has been prompted by the fact 
that under Section 80HHE of the Income 
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(/h lakh> 


Financial IncUcalon 


Bine Star 


SRF 


March 

19M 


March 

1997 


March 

1998 


March 

1997 


CIPLA 


March 

1998 


March 

1997 


IncaBM/approprlationc 
^ I Net soles 4.1099 

^2 Value of production 415S2 

3 Other Income 1865 

4 Total income 4S4I7 

5 Raw mmerials/stores ahd 

spares consumed 33626 

6 Other manufacturing expenses 24S 

7 Remuneration to employees 4710 

8 Other expenses 3960 

9 Operating profit 2876 

10 Interest 556 

11 Gross profit 2616 

12 Depreciation 812 

M Profit before tax 1801 

14 Tax provision 250 

15 Profit after tax 1551 

16 Dividends 1043 

17 Retained profit .508 

LiabiHtles/asscls 

18 Faid-up capital 2710 

19 Reserves and surplus 8037 

20 Long-term loans 3994 

21 Short-term loans 20.50 

*22 Of which bank borrowings NA 

23 Gross fixed assets 121.37 

24 Accumulated depreciation 3486 

25 Inventories 7345 

26 Total a.sset.<i/liabililies 31109 

Miscellaneous items 

27 Excise duty NA 

28 Cross value added 8194 

29 Total foreign exchange income 4703 

30 Toiot foreign exchange outgo 4077 

Key nnanciul and perfnnaancc ratios' 

31 Turnover ratio 

(sales to total assets) (%) 138.54 

32 Sales to total net assets (%) 256.68 

33 Gross value added to 

gross fixed assets (%) 67.51 

.34 Return on investment 

(gross profit to total assets) (%) 8 41 

35 Gross profit to sales 

/ (gross margin) (%) 6 07 

36 Operating profit to sales (%) 6 67 

37 Profit before tiis to sales (%) 4.18 

38 Tax provision lo 

profit before tax ) 13.88 

39 Profit after tax to net worth 

(return on equity) (%) 14.43 

40 Dividend (%) 35.00 

41 Earning per share (Rs) 5.72 

42 Rook value per shore (Rs) 36.85 

43 P/E ratio 15.73 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 40.00 

45 Short-term bank boaowings 

to inventones (%) NA 

46 Sundry creditors to 

sundry debtors (%) 68.62 

47 Total remuneration lo employees 

lo value added (%) 57.48 

*48 Total lemuneration lo employees 

to value of production (%) 10.81 

49 Gross fixed assets formation (%) 26.77 

f .50 Growth in inventories (%) 4.60 


41857 

.56116 

55647 

48290 

424.39 

42383 

5.5722 

56248 

514.56 

43721 

2017 

111.3 

1274 

1615 

2598 

44400 

568.35 

57522 

. 53071 

46319 

32641 

25634 

26432 

16875 

15023 

196 

5647 

5204 

12585 

10949 

4310 

3081 

2844 

2250 

1841 

3659 

5357 

6075 

6789 

6389 

3594 

17116 

16967 

14.572 

12117 

493 

13676 

12181 

244 

1050 

2757 

3865 

5086 

14367 

11075 

436 

3488 

3499 

869 

800 

2318 

377 

1587 

13498 

10275 

840 

46 

121 

3300 

3200 

1478 

.331 

1466 

10198 

7075 

1043 

34 

490 

1209 

770 

435 

297 

976 

8989 

6305 

2710 

4345 

4445 

1999 

1999 

7547 

33438 

29840 

344.34 

25472 

2996 

48159 

43740 

1247 

IIK9 

300 

6814 

13899 

612 

981 

NA 

4014 

4957 

612 

781 

9574 

83614 

74570 

18376 

1.5961 

2738 

20930 

16378 

6127 

5295 

7022 

5886 

7597 

14790 

10819 

26511 

105607 

106822 

54863 

40999 

NA 

11465 

1.3082 

315.3 

2750 

7015 

20594 

19768 

16020 

II9I7 

3453 

5702 

58.3.3 

7.361 

6248 

3176 

5728 

7702 

4829 

3693 


1.57.89 

53 14 

52,09 

88.02 

10.3.51 

308.84 

60.50 

60 54 

126.11 

143 18 

73.27 

24.63 

26.51 

87.18 

74 66 

10.40 

3.66 

4 76 

26.19 

27 01 

6..59 

6.89 

9.14 

29 75 

26.10 

8.59 

30.50 

30 49 

.30.18 

28.55. 

5 54 

0.67 

2 85 

27 95 

24.21 

36 24 

12.20 

7.62 

24.45 

31 14 

14.41 

0.88 

4.28 

27.99 

25 75 

35.00 

NA 

10 00 

.55 00 

35.00 

5 45 

0.74 

.3 51 

51.02 

35..39 

34 97 

.54 73 

62.47 

176.62 

131.67 

NA 

14.84 

NA 

26.52 

NA 

31.61 

216.26 

171.72 

3.53 

4.52 

NA 

68.20 

65 25 

4.14 

7 22 

66.06 

56.95 

66 81 

67.10 

46.03 

61.44 

14 96 

14 39 

14.04 

15.45 

10.17 

5.,53 

5.06 

4..37 

4.21 

49.52 

12.13 

7.53 

13.13 

14.54 

I..37 

-22,52 

8.81 

36.70 

17.83 


Tax Act software exports can claim tax 
deductions only if export.5 are routed 
through a separate company. 

Blue Star ha.s signed a memorandum of 
understanding with the Agricultural and 
Processed Food Products Export Devel¬ 
opment Authority (APEDA) for setting up 
a cold storage facility at the Bangalore 
airport for cut flowers. The project envi.s- 
aged a total outlay of Rs 1.2 crore and a 
total built-up area of S,0(K) $q ft, inclusive 
of pelletisation facilities and would in¬ 
clude phyto-sanitary and cargo clearance 
facilities. While Mysore Sales Intcr- 
nationul. a Karnataka government under¬ 
taking, was expected to co-ordinate the 
project, APEDA was to fund the entire 
project. 

Meanwhile, Blue Star is considering 
entering into a joint venture with US ba.sed 
York International Corporation for the 
manufacture of industrial refrigeration 
products. The two sides were first ex¬ 
pected to conduct a feasibility study and 
a decision was to be taken only after that. 
While Blue Star is the largest player in 
the Indian indu.5trial airconditioning seg¬ 
ment, the US company is a global rntyor 
in the chiller market. In fact the two sidc.s 
already have a technical tic-up in place for 
about IS years. Over the years. Blue Star 
has been introducing chillers, which is the 
heart of every airconditioiter, through this 
tie-up. The current collaboration i.s for 
manufacturing centrifugal and recipro¬ 
cating packaged chillers. These arc manu¬ 
factured at the company's Thane plant 
near Mumbai. The two companies arc now 
planning to enter into a lic-up for the latest 
range of chillers, the screw chiller. 

Blue Star, which has an installed capac¬ 
ity of 11 lakh airconditioning units at its 
Dadra plant, is planning to contract manu¬ 
facture of components as well as finished 
products for its competitors. This will 
enable it to use the plant's idle capacity. 
The company's Dadra plant is currently 
operating at about 65 to 7() per cent ca¬ 
pacity. 'The company is also planning to 
manufacture cooling coils, outdoor units 
for split airconditioners and window ACs 
for its competitors. Cooling coils arc a 
vital input in every AC. 

The company is now strengthening its 
cold nxim manufacturing base to meet the 
growing demand from hotels and multi¬ 
national fast-food chains. For this pur¬ 
pose, It has recently entered into a manu¬ 
facturing collaboration with the US based 
Kolpak, a leader in pre-fabricated PUF 
panels, besides its existing tie-up with US 
refrigeration equipment major Bohn since 
1995. 


NA; means not available. 
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MONEY MARKE'r REVl^ 




Monetary Policy Hampered 
by Fiscal Inaction 

The relatively credible programme of fiscal correction presented in 
the 1999-2000 budget, combined with low inflation and reduced credit 
offtake, has emboldened the Reserve Bank to try to bring down 
interest rates. However, the attempt is unlikely to revive industry in 
the absence of a sizeable increase in public expenditure And rapid 
expansion of bank credit. 


I 

Policy Developments 

BOTH the£coRomic5ufveyandtheUnion 
Budget have piedominantly focused on 
the need to reduce the fiscal deficit. If one 
aspect of the budget has acquired a degree 
of credibility (other than the reform of the 
excise taxes), it is the attempt made to 
contain the deficit by additional resource 
mobilisation throughdireettaxesand lower 
increases in expenditures and by dis¬ 
sociating from it the states* share of small 
savings collections. Even though symbolic, 
the establishment of a Guarantee Redem¬ 
ption Fund with an initial corpus fund of 
Rs SO crore to help curb the growth of 
government's contingent liabilities fits in 
with the proposed medium-term strategy 
of attaining fiscal health; it is hoped that 
similar funds would be set up by the states. 

In the altered composition of gross fiscal 
deficit of the central government, net 
market bor' wings would now consti¬ 
tute the bulk (about 72 per cent against 
about SO per cent in the recent past). For 
1998-99 so far. the government has mobi¬ 
lised a gross amount of Rs 93,203 crore 
or a net amount of Rs 62.203 crore. How¬ 
ever, the revi.sed estimates for the year 
have placed the net market borrowing at 
Rs 64,911 crore, thus providing fora fuither 
cushion of Rs 2,708 crore. There is one 


more fortnightly floatation of 364-day 
trca.sury bills in March beyond the figures 
shown in Table I wluch may fetch about 
Rs 750 crore. Though the government has 
given out the market feeler that it is not 
planning to borrow anymore through dated 
securities this year, it is still contingent 
upon whether the use of ways and means 
advances remains within the limit of 
Rs 7,000 crore; as of March 5, they stood 
at Rs 6,8S3 crore. Even the tax revenue 
receipts up to February are reportedly behind 
those projected in the revised estimates. 

For 1999-2000, the budget has provided 
for an estimated gross market borrowing 
of Rs 84,014 crore or a iret borrowing of 
Rs 57.461 crore. that is, lower than the 
current year by about Rs 9,000 crore and 


Rs 7,500 crore, respectively. Though the 
size of market borrowings in 1998-W was 
the highest ever, its immediate pressure 
on tire financial systmn was mitigated to 
a considerable extent by the RBI ab.soibing 
as much as Rs 38,20S crore or 55 per cent 
of the net dated security borrowings. This 
was achieved rather smoothly by the 
confluence of a variety of factors: sizeable 
liquidity gtowdi as a result of theResurgent 
IndiaBonds(RlBs)andslower commercial 
credit growth. This, in turn, facilitated the 
RBI to unload on to the market, through 
open market operations (OMOs), securities 
worth over Rs 26,000 crore so far. 

The relatively credible programme of 
fiscal correction, combined with low infla¬ 
tion and reduced credit offtake, has em¬ 
boldened the RBI to reduce interest rates 
immediately after the budget; reduction of 
the Bank rate from 9 percent to 8 percent 
and the repo rate from 8 per cent to 6 per 
cent. The cash reserve ratio (CRR) has 
also been reduced by half a percentage 
point from 11 per cent to 10.50 per cent. 
Following these measures, some major 
banks have reduced their prime lending 
rates to 12 per cent and financial institutions 
to 13.50 per cent - reductions of about 
0,50 to 0.75 percentage point each. While 
these may provide a boost to the business 


Table 1: Trends in Centre's Market Borrowings 

(Rupees rrore) 





Actuals 


Budget Estimates 

Descriptions 

1997-98 


1998-99$ 


1999-2000 

Gross 

Net 

Gross 

Repayment Net 

Cross 

Repayment Net 

1 Market Borrowings .1,000 1,002 j 

2 Other Medium and ^ 83.753 14.803 68.9501 

{.AHig-term Loan 40,390 3l,486j 

3 .364-Day Treasury Bills16,247 8.006 9,450 16,197 (6.747) 

Total 59,637 40,494 93,203 31,(X)0 62,203^ 

r{f which. , 

Ten-year and above 

motunty 10.000(31 percent)* 31.209(45 percent)* 

Pnvale nacements 

with RBI II ,000(34 per cent)* 38.205(55 per cent)* 

1 

84.014J 

84.014 

1 I6..3531 

f 157.461 

' 10.20UJ 

26,553 57,461 


* Per cent of net dated security borrowings. $ Up to March 20. 


Table 2; Estimated Plow of Liquidity into the Financial System ourino February 1999 

(Rupees en/re) 


Week Ended 


26 



19 



12 



5 



Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

Auctions and Redemptions 
14-day T-bills 

500 

500 


10 

100 


500 

500 


11 

too 

-89 

91-day T-bills 

725 

100 

625 

700 

125 

575 

500 

100 

400 

225 

100 

125 

364-d’ay T-bills 

19 

480 

-461 

- 

- 

- 

-- 

750 

-750 


... 

- 

Government securities 




• 



1071 


1071 

.. 

• 


Coupon Payments 

669 

- 

669 

198 

- 

198 

.314 


314 

498 


498 

CRR Interest Payments 


> 

• 

- 

- 





.. 



Net Foreign Assets (variation) 

1058 

- 

1058 

- 

794 

-794 

732 


732 

383 


383 

Total 

2971 

1080 

1891 

998 

1019 

-21 

3117 

1350 

1767 

1117 

200 

917 

Memo Items 

Open Market Operations (RBI) 

521 

-.521 


108 

-108 


403 

403 

_ 

15.59 

15.59 

Repos by RBI 

3710 

2909 

801 

.371 

1225 

-8.54 

2251 

2484 

-233 

1713 

- 

1713 


Sole- K negative sipn implies net outflow. - means nil. 
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Forex Market 


On. Monbv lUm, ntmuAtv 1999 



psychology of the corporates, they are 
unlikely to help revive industrial activity 
which required an augmentation of the 
aggregate demand in the economy through 
a sizeable increase in public expenditure 
and rapid expansion of bank credit. Also, 
the above measures are on conventional 
lines, but the occasion demanded certain 
radical steps such as placing a cap on 
interest rates offered on bonds say, at 12..^ 
to 13 per cent, and bringing down the 
long-term rates of intcre.st rather sharply 
to levels below those charged by banks 
for working capital. To facilitate the latter, 
the RBI could provide special refinance 
and rediscounting facilities to the FIs at the 
Bank ratearthereab<jut. Overall, a deci.sive 
thrust on bank credit and its distribution, 
and away from conventional monetary 
aggregates, is the need of the hour. 

II 

Call and Forex Markets 


OxamB: SmQuOTAtwiittwaTia US Douja 
m me Domestic [wna-BANK Market. 
PebruarvI999 



was caused by State Bank of India, the 
largest lender in the call market, remaining 
out of the market for almost 10 days during 
the month as it was reportedly diverting 
its rupee resources to buy dollars, either 
for the government or for some oil 
companies. At the end of the month, the 
two-day strike by bank employees on 
February 25-26 further contribute to the 
liquidity tightness. The NSE's Mumbai 
inter-bank offered rate (MIBOR) ranged 
from 8.01 per cent to 9.29 per cent and 
the bid rate (MIBID) from 8.51 per cent 
to 9.31 per cent during the month, with 
unusually low standard deviations. The 
unususal stability observed in call rates 
was evident from the simple averages of 
the rates remaining at 9 or 9.1 per cent 
forall thefourweeksof the month (Tables 3 
and 4). In the post-budget period, the RBI's 
announcement to cut interest rates and the 
cash reserve ratio (CRR) failed to bring 
down the call rate immediately. 


Most of February was yet another period 
of calmness in the domestic forex market 
and stebility in the rupee's exchange rate 
vis-a-vis the US dollar. The RBI's reference 
rate moved within a nam>w range of 
Rs 42.40 to Rs 42.50 to a dollar for the 
first 24 days of the month (Graph B). 
Some additional dollar purchases by SBI 
were squared off against improved inflows 
of FIl investments and invisibles. In trade- 
weighted terms, the rupee in fact 
appreciated by about I.S per cent both in 
nominal and real terms between January 
29 and February 19. In the forward 
segment, banks and traders preferred short- 
duration covering and hence one-month 
premia firmed up and premia differentials 
considerably narrowed (Graph C). 

There wa.s, however, a small correction 
after the government of India's Economic 
Survey was released on February 24 which, 
with its observation on the need to monitor 
closely the value of the rupee to ensure 
that our exports continued to be price 
competitive in the light of exchange rate 
developments in competitor countries, set 
off speculation on the possible downward 
adjustment of the rupee value or even its 
free floatation after the central budget. For 
the next three days, the rupee rate slipped 
each day to trade finally at a low of Rs 42.70 
on February 26. But, with the budget speech 
not signalling any drastic changes in the 
country’s forex policy and with the RBI 
following up the budget with reductions 
in interest rates but without any casing of 
forex market regulations, forward premia 
fell in the process of adju.sting to lower 


The call rates, generally ruling at 9-9.50 

per cent, continued to be firm and stable Table 4: Daily Quotations of Hioas and Lows of Caix Rates in Per Ofnt Rir Annum; 


almost throughout the month, except on 



SiMPiE .Statistical CHARArTE»iSTir.s 





reporting Fridays, because of the under¬ 
lying tightness of liquidity (Graph A). 
This was evident from the RBI not 


All Four 
Weeks 
of the 

Fchruary 1999 
Week Ended 


All Four 
Weeks 
of the 


January 1999 
Week Ended 


receiving a single application for its fixed- 
rate repos for an entire week towards early 
February and for some days in mid- 


Month 

26* 19 

12 * 

5 

Month 

29 

22 

16* 

. 8 

Simple Mean 
Standard 

90 

9.0 9.1 

90 

9.1 

10.6 

85 

11.4 

11.8 

9.0 

February. The liquidity squeeze came 

Deviation 

0.3 

0 .S 0,2 

0.3 

0.4 

5.7 

0.3 

6.3 

5.0 

0.2 

despite inflow of funds through interest 
and redemptions of government paper and 

Coefficient of 3.8 

V.Triation (percentages) 

.5.2 2.0 

3.6 

3.8 

53.7 

4.1 

55.5 

42.4 

2.5 

repo reversals (Table 2). The tightness 

* Data for reporting Fridays (RF) are omitted. 








Tablf. 3. Call Money Rates 


(Per cent per atmum) 


Items 


February 1999 



January 1999 


26 (RF) 

19 

I2(RF) 

5 

29 (RF) 

22 

15(RF) 

8 

Weekly range 

7.15-9.25 

8.75-9 50 

7 00-9.60 

8.65-9.40 

6.00-9.00 

8.50-.35.00 

8.90-3000 

8.50-9.50 


(7.50-10.00) 

(8.65-15.50) 

(0.75-11.50) 

(7.00-17.00) 

(2.00-120.00) 

(1.5.00-100.00) 

(2,00-10.00) 

(8.00-9.75) 

Weekend (Friday) 

8.80-9.20 

8.90-9.25 

8.50-8.75 

8.90-9.05 

6.50-8.00 

8 00-9.00 

10.00-35.00 

9.00-9.40 


(8.7S-9.25) 

(8.75-9.50) 

(1.00-5.00) 

(8.50-11.2.5) 

(1.00-12.00) 

(55.00-120.00) 

(1.50-6.00) 

(8.7S-iO.(lp) 

DFHI Jending rates(Tange) 

7.5(V 10.00 

8.90-9.60 

na 

8.40-9.75 

7.00-9.20 

8.90-34 00 

9.00-.30.00 

8.75-9.75 


(5.00-9.35) 

(8.7.5-14.75) 

(2.25-11.50) 

(8 25-16.00) 

(2.25-110.00) 

(25.00-75.00) 

(5.50-1.00) 

lift 


Figures in parentheses represent weekly range during similar penod last year. 
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Okaph C; Annuausbd Daily i-MoNni, }<KiDinii and 6-Month 
Forward Premia in PMCBirrAOe for UK US Dollar 
■r THE DOMBETir imER-BANK MARKET FOR FEBRUARY 1999 


V 

ChtAiH D: YiEU» CuRi4i MR 3644 >av TMuwMnr AMP DkiRD 

SBCURims: Day v Maximum TRANEAcnemCFniniARt 2) 
DURiNoFRor Half OF FEBRUARY 1999 




interestrates Inthespolinarket,corporates 
sold dollars and banks were forced to 
unwind their long dollar positions built 
earlier. Asa result, the rupee gained ground 
against the dollar, with the RBI's reference 
rate touching Rs 42.51 to a dollar in the 
first week of March and Rs 42.43 in the 
.second week. 

Ill 

Primary Market 

Dated Securities 

The market received some respite during 
February as there was no fresh borrowing 
by the central government through dated 
securities - either by way of auction or 


by private placement. There was, however, 
the last tranche of three state government 
loans. The states of Goa, Andhra Pradesh 
and Uttar Pradesh put their 12.50 per cent 
2009 issues on tap with no notified amount. 
Aflerthe stateof Punjab successfully raised 
funds through an auction in January, a 
variant of the experiment was adopted in 
respect of these states, that is. leaving the 
amount of subscription to the market but 
at a fixed coupon. The experiment 
succeeded, with the state of Goa receiving 
the targeted amount in the first two hours 
of the tap opening, resulting in closing of 
the issue by 12.30 pm on that day. The 
other two states loo received the targeted 
amounts in the next two days and the 


issues closed on the third and the final day 
of the tap. The three states together raiset! 
Rs 850 crore. 

Treasury Bills 

The yields on 14- and 91-day TBs 
showed a wide variation during the month 
For instance, the yield on I4'day bUI< 
alternated between 9.13 per cent and 9.3S 
per cent during the four weeks and the 
variation in the yields was despite the fact 
that there was no devolvement on the RBI 
or PDs in any of the auctions; it reflected 
unevenness in the pattern of bidding by 
the market caused by uncertainty on the 
interest rate front. It also indicated thai 
the yields were completely market driven 


Table S ’ Auctions of 14-Day Treasury Bills 

(Amount in rupees crore, 


Dote of 

Auction 

(1) 

Notified 

Amount 

(2) 

Bids Tendered 

Bids Accepted 

Subscnptton 
Devolved 
on RBI 
(Amount) 
(7)* 

Cut-off 

Price 

(Rupees) 

(8) 

Cut-off 

Yield 

Rote 

(PerOnt) 

(9) 

Amount 
Outstanding 
on the Dale 
of Issue 
(10) 

No 

(3) 

Face Value 
(Amount) 

(4) 

No 

(5) 

Face Value 
(Amount) 
(6) 

1998 










Feb6 


2 

25 00 

1 

20.00 

500 

99.72 

7.30 

495.00 



(I) 

(1.5000) 

(1) 

(15000) 


199.72) 



Feb 13 

- 

2 

45 00 

1 

40.00 

55.00 

99 72 

7.30 

570.00 



(1) 

(30000) 

(1) 

(300.00) 


[9i721 



Feb 20 

- 

3 

9000 

3 

90 00 

- 

W72 

730 

485.00 



(-) 

(000) 

(-) 

(000) 


199.72) 



Fteb27 

- 

4 

21000 

3 

110.00 

40 00 

99 72 

7.30 

440.00 



(1) 

(20000) 

(1) 

(200.00) 


[99.72) 



1999 










Feb5 

100.00 

16 

348 00 

II 

100.00 

0.00 

99.65 

9.13 

600.00 



(1) 

(40000) 

(I) 

(40000) 

(0.00) 

(99.65) 

[9.13) 


Feb 12 

100.00 

12 

272 40 

II 

100(10 

0.00 

99.64 

9 39 

600.00 



(-) 

(000) 

: ) 

(0.00) 

(0.00) 

[99.65) 

[9.13) 


Fbbl9 

10000 

14 

.37000 

3 

10000 

0.00 

99.65 

913 

500.00 



(1) 

(400.00) 

(1) 

(400.00) 

(0.00) 

[99.65) 

[9.13) 


Feb 26 

10000 

10 

252.30 

10 

100.00 

000 

99.64 

9J9 

600.00 



(-) 

(0.00) 

(-) 

(000) 

(0.00) 

199.65) 

[9.131 



Figures in parenlheses in cols 3 to 6 represent numbeis and amounts of non-competitive bids which are not included in the total 
Figures in the square brackets under cols 8 and 9 represent weighted average price and respective yield. 

* Bracketed figures in col 7. if any, relate to devolvement on pnmory dealers, exclusive of RBI - No btd.' 
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Bi'VMu>.Cv«VKtak ]3 mI» SacUMTtM: 
i)Ay OF Maximum TkANtAcnom (numuAHV 24) 
Duxono iw Sbcond Haif of FtesiiVARV 1999 



Ftriod to Maturity in Ascending Order 


The cut-off yield on 91-day bills was 
raised from 9.37 per cent in its first 
auction to 9.54 per cent in the subse¬ 
quent three auctions and that on 364-day 
bills from 10.48 per cent on February 10 
to 10.65 per cent on February 24, The 
notified amount for the latter paper ha.s 
been kept constant at Rs 750 crore since 
January. 

Commercial Instruments 

According to data released by the RBI, 
commercial paper (CP) floated by 
corporates fell from the peak of Rs 1,215 
crore during the fortnight ended January 
IS to Rs 972 crore during the fortnight 
ended February 15 and further to Rs 762 
crore in the next fortnight. The interest 
rates in the fortnight ending February 28 
were at the shorter end higher by about 
60 basis points reflecting uncertainties but 


were niarginaliy lowi^at the longer end 
compared to interest rates of a month ago. 
Interest rates on CPs at 10.20-13.00 per 
cent during the latest fortnight were also 
significantly lower than 11.75-18:00 per 
cent on April 15 last year. With the lower 
interest rates induced by reduction in the 
bank rate and the RBI’s repo rate effected 
on March I, the CP nurket is expected 
to get a boost. 

The data on Certificates of Deposits 
(CDs) released by the RBI pertained to 
November6.1998 when CDs outstanding 
had dipped to a low of Rs 5,858 crore as 
compared with the peak of Rs 14,584 crore 
a.s of April 10, 1998. There is hardly any 
activity reported in this paper but, with the 
year-end approaching, banks move 
towards window-dressing, and hence we 
may witness some activity in the CD 
ma^et. Reductions in short-term deposit 
rates by some hanks may also help the 
revival of the CD route. 


Bonds Market 

Buoyancy in the private placement 
segment continued unabated. The latest 
press release from Prime Database 
discloses that in the first nine months 
(April-Deccmber) of the financial year 
1998-99, 124 institutions and corporates 
mobilised an amount of Rs 26,719 crore 
which represents a 6 per cent increase over 
Rs 25,127crore raised in the corresponding 
period la.st year. Among the.se, iIm: all- 
India Hs and banks topped the li.st with 
SS per cent of the total mobilisation 
(Rs 14,592 crore) followed by state-level 
undertakings, 20 per cent (Rs 5,443 crore); 
privatcsector, 19percent (Rs 5,130crorc); 
PSUs, 5 per cent (Rs 1,403 crore); and 
state FIs, 1 per cent (Rs ISO crore). 

If the previous month was dominated by 
debt issues from banks, the month of 
Februaiy was predominant particularly 
with state PSUs, and almost all of (hem 


Table 7: Auctions of 364-Dav Tbeasurv Bilui 

(Arnimat in rupees crore) 


Dale of 
Auction 

Notified 

AmouM 

Bids Tendered 

Bids Accepted 

.Subscription 

Devolved 

onKBI 

(Amount) 

Cut-off 

ftice 

(Rupees) 

Cut-off Amount 
Yield Outstanding 
Role on the Dote 
(Da-Cllsnt) of Issue 

No 

Face Value 
(Amount) 

No 

Face Value 
(Amount) 

1998 

Feb 12 


1 

.3.00 

- 

- 

- 


- 

16771,00 

Feb 26 


6 

169.43 

1 

1943 

- 

92.61 

7 98 

16.355.00 

1999 

Feb 10 

750.00 

.39 

1108.00 

29 

750.00 

0.00 

(0.00) 

90.54 

[90.571 

10,45 

(10.411 

8019.00 

Feb 24 

7.50.00 

20 

480.00 

20 

480.00 

0.00 

(0.00) 

90.40 

[90.43) 

10.62 

[10.581 

87.50.00 


.. not available. - no bid. Figures in the square brackets represcnl .weighicd average price and the 
icspedive yield. Figures in brackets represent devolvenieni on Primary Dealers (PDs). 


Table 6: Auctions of 91-Day Theasuby Bills 


(Amount in rupees crore) 


Date of 
Auction 

(1) 

Notified 

Amount 

(2) 

Bids Tendered 

Bids Accepted 

.Subscription 
Devolved 
on RBI 
(Amount) 
(7)* 

Cut-off 

Price 

(Rupees) 

(8) 

Cut-off 

Yeild 

Rale 

(Per Ont) 
(9) 

Amount Outstanding 
on the Dale of Issue 

No 

(3) 

Face Value 
(Amount) 
(4) 

No 

(5) 

Face Volue 
(Amount) 
(6) 

Total 

(10) 

With RBI 

(II) 

Outside RBI 
(12) 

1998 












Feb 6 

100.00 

4 

2.50 

1 

1 50 

73.35 

98.20 

7.33 

3316.00 

466.00 

2850.00 



(2) 

(25.15) 

(2) 

(25.1.5) 


[98.20) 

[7.331 




Feb 13 

100.00 

1 

40.00 

- 

- 

75.00 

98.20 

7,33 

3116.00 

466.00 

26.50.00 



(1) 

(25.00) 

(1) 

t25,00) 


[98.201 

17.33) 




Feb 20 

100.00 

1 

40.00 

- 

- 

75 00 

98.20 

7.33 

2916.00 

466.00 

24.50 00 



(1) 

(25.00) 

(1) 

(25.00) 


[98.201 

(7.33) 




Feb 27 

100.00 

3 

12.5.00 

- 

- 

75.00 

98.20 

7.33 

2716.00 

466.00 

22.50.00 



(1) 

(25.00) 

(1) 

(25 00) 


[98.201 

(7.33J 




1999 












PebS’ 

100.00 

to 

239.00 

5 

10000 

0.00 

97.71 

9.37 

3950.35 

208.20 

3742.15 



(0) 

(0.00) 

(0) 

(0.00) 

(0.00) 

[97.71] 

I9.37J 




Fiebl2 

100.00 

11 

113.00 

9 

9.3.00 

0.00 

97.67 

9 54 

.3.375.35 

208 20 

3167.15 



(I) 

(25.00) 

(D 

(25.00) 

(7.00) 

[97.671 

[9.54) 




19 

100.00 

9 

117.00 

7 

91.00 

0.00 

97.67 

9.54 

2750.35 

208.20 

2542.15 



(0) 

(0.00) 

(0) 

(0.00) 

(9.00) 

[97.67] 

[9.54] 




Feb 26 

100.00 

5 

57.00 

3 

31.00 

47.00 

97.67 

9..54 

2450.35 

255.20 

219.5.15 



(I) 

(25.00) 

(1) 

(25.00) 

(22.00) 

[9767J 

[9.54] 





Figures in pnientheset in cols 3 to 6 represent numbers and ahmunls of non-competitive bids which are not included in the total. 
Figures in the square brackets under cols 8 and 9 represent weighted average price and respective yield. 

* Bracketed figures in col 7, if any, relate to devolvement on primary dealers, exclusive of RBI. 
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infnttnictufe-related. The gov e rn m e n t of?: 
Maturashtra’sfourlrrigationDevelopineni.-' 
Corporation (IDC) issues, viz, Konkan 
(KIDC), Tapi (TIDC), VidhapthaOnDC) 
and Godawari Marathwada (6MIDC), 
have all been oversubscribed. These issues 
coHecti vely raised Rs690crore by offering 
14.5 per cent coupon rate on five-year 
guaranteed bonds with yield to maturity 
at 15.03 percent. Among the issues which 
werecarriedover from the previous month, 
KSEB and APSEB fared well to meet with 
the targeted amount, whereas, TFCI faced 
it tough mainly due to downgrading of its 
rating by ICRA from ‘LAA’ to ‘LAA-’. 
Among the fresh entrants, SAIL too 
suffered from downgradation and could 
collect merely Rs SO crore so far on its > 
seven-year privately placed secured bond 
offering a better coupon of 14.5 per cent 
to raise Rs 300 crore plus Rs 150 crore 
as greenshoe option. Yet another PSU 
issue in the market facing tough time has 
been the LAA rated seven-year bond from 
Bharat Electronics (BEL). It aims to raise 
Rs 100 crore by offering 13 per cent rate 
of coupon which is the lowest by any PSU 
in recent times. A five-year NCD from ITI 
was oversubscribed to the tune of Rs 150 
crore against the issue size of Rs 94 crore. 
The issue carried an indicative band of 
12.9-13.4 per cent and the final rate was 
arrived at through book-building 
mechanism. In the PSU category were 
also present the issues from Hutti Gold 
Mines Company (Rs 10 crore plus over¬ 
subscription - already mopped up Rs 7 
crore) and Damodar Valley Corporation 
(Rs 120.55 crore), both with seven-year 
non-convertible bonds. The former offered 
a higher coupon rate of 14.75 per cent and 
is guaranteed by the government of 
Karnataka, whereas the latter’s un¬ 
guaranteed bond offered 13.5 per cent. 

The Konkan Railway issue sailed 
through successfully due to its innovative 
.structuring. This three-year paper carry ing 
a coupon of 12.6 per cent has met with 
the proposed amount of Rs 50 crore; it is 
still in the market to garner the greenshoe 
amount of Rs30crore. Managed by Kotak 
Mahindra, the issue carried an ‘American 
Put’ which implies that investors can 
exercise a put option anytime after the 
specified lock-in period of one year by 
giving a notice of 30 days, 60 days or 90 
days which would, respectively, be entitled 
to a discount of 0.5 per cent. 0.25 per cent 
or redeemable at par. 

Among the financial institutions (FIs), 
the ICICI’s Safety Bonds-VI closed on 
February 9 after collecting Rs 450 crore 
against the issue size of Rs 6(X) crore and 
is likely to hit the market early next month 


with same size and msnuineiils accept a 
newone in line with letneinent bond named 
as ‘Wise Monthly Income Bonds’. n}Bl 
came up with Flexibond Series to raise 
Rs 750 crore plus an option to retain an 
equal amount of over-subscription. Except 
the Retirement Bonds, all the three 
instruments, i e, Regular Income, Growing 
Interest and Infrastructure bonds, have the 
same features as the last issue. The new 
instrument - Retirement Bond - has a face 
value of Rs5,000and minimum investment 
is four bonds. On theoffo'ate three options 
of receiving annual payments by the 
investors aftera specifi^ wait period. The 
options are: (I) seven annuities of Rs 1,500 
per bond from the end of third year 
(YTM: 13.79 per cent); (2) 50 per cent of 
principal amount back at the end of 
fifth year plus five annuities of Rs 2,085 
per Irond from the end of sixth year 
(YTM; 14.05 percent); (3) 10 annuities of 
Rs 1,635 per bond from the end of fifth 
year (YTM: 14.13 per cent). The Infra¬ 
structure Bonds enjoy tax benefiLs under 
Section 88, 54EA and 54EB. The IFCI’s 
150 crore i$.sue was oversubscribed and 
collected Rs 200 crore. It had the option 
to retain the ovcr-sub.scription. On the 
offer were five-year and seven-year bonds 
offering 14 per cent and 14.25 per cent 
rates of interest. 

Among the banks, Bank of India, Central 
Bank of India and Syndicate Bank came 
to market, raised the targeted amounts 
very smoothly and closed soon there¬ 
after. Only one NBFC was present in the 


tiurt^tli8thi,Slptftwn1Yui«poftl^^ 
CtmqMBiy, udiidicrflwedafive-yeurNCD 
to the investors in the pfivtfe placement 
segment. The issue has been rated AA by 
Duff and Phelps. The coupon rale is IS 
per cent for one-year and 18-months; 15.5 
per cent for two-year and 16 per cent for 
three- to five-year tenure. The amount it 
proposes to raise in not known. 


TAau9; REFoTxANSAcnoNsmGovsiwMENTPArBi 
(One* THAN WITH THE RBO - RUSUABY 1999 
(Rupees crore) 


Repo Period 
in Number 
of Days 

Amount 

(Rupees 

Crete) 

Range of Interest 
(Percent 
per Annum) 

A Doted Securities 


i 

1023 

8.00-9.25 (8.59) 

2 

157 

8.75-9.75 (9.16) 

3 

1095 

8 .IS-IO.OO (8.98) 

4 

245 

8.90-10.00 (9.12) 

5 

511 

8.75-9.25 (9.02) 

7 

IIS 

9.1.5-9.40 (9.37) 

8 

90 

8.80-10.00 (9.27) 

9 

35 

9.M) (9.30) 

10 

40 

9.30-10.05 (9.55) 

It 

148 

9.I.VI0.25 (9.48) 

12 

125 

9.05-9.60 (9.40) 

13 

50 

9.50-10.05 (9.76) 

14 

12.55 

8.90-10.05 (9.49) 

1.3 

10 

975(9.75) 

17 

50 

9.15 (9.15) 

39 

SO 

10.20 (10.20) 

All Issues 



1-39 

4998 

8.00-10.50(9.11) 

B 91-Day TBs (All Issues) 


14 

15 

9.15-9.70 (9..52) 

C 364-Day TBs (All Issues) 

14 

53 

9.30-9.55 (9.53) 


Hgines m brackets aie wdghied average imeiesi nae. 


Table 8 ; Aixtons of Rxed-Yield Refos by RBI 



Number 

Bids Tendered 

Dote of 
Auction 

of 

Days 

Mb Face Value 

(lebruary) 

(Amount) 

(1) 

(2) 

(3) (4) 


(Ahhhm in npees cmn) 

Bids Accepted Fixed Estimated 

- Cutoff Amnunt 

No Face Value Yield Rate Out- 
(Amourn) (Per Cent) standing 
(5) (6) (7) 


01 

3 


No application received 


8 

1103 

02 

3 





8 

0 

03 

3 





8 

0 

04 

4 


If 



8 

0 

05 

4 


I* 



8 

0 

06 

4 


It 



8 

0 

08 

3 

1 

22.50 

1 

2250 

8 

2250 

09 

3 

1 

1 

1 

1 

8 

2251 

10 

3 

1 

140 

1 

140 

8 

2391 

11 

4 


No application received 


8 

141 

P. 

4 

1 

93 

1 

93 

8 

233 

13 

4 

2 

138 

2 

138 

8 

231 

15 

• 3 


No application received 


8 

231 

16 

3 


If 



8 

138 

17 

3 

1 

87 

1 

87 

8 

87 

18 

4 

1 

1000 

1 

1000 

8 

1087 

19 

4 


No application received 


8 

1087 

20 

4 

1 

123 

1 

123 

8 

1123 

22 

3 

1 

2000 

1 

2000 

8 

2123 

23 

3 

I 

500 

1 

500 

8 

2623 

24 

3 

1 

18 

1 

18 

8 

2518 

25 

4 

1 

40 

I 

40 

8 

558 

26 

3 

3 

228 

3 

228 

8 

286 

27 

4 

2 

69 

2 

69 

8 

337 

Total 


18 

6687 

18 

6687 
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Anetoix Tmui: SkoMM^y MARiwr OiotAnamM OovmmaNr PAm; RBI’s SGL Data 


(Amount in rupets crore) 


Descripiioas Week ending February 1999: Yield to Maturity on Actual Trading Total for the Month 


26 

19 

12 

5 

ofPebniarv 1999 

AMT YTM 

CY AMT YTM 

CY AMT YTM 

CY AMT YTM 

CY AMT YTM CY 


I Treaaury Bills 
^ A 14-Day BilU 

24.53 

8.40 


147.65 

8.42 


76.66 

8J4 


85.09 

7.70 


433.92 

8.29 


* B 91-Day Bills 

367JO 

8.81 


559.89 

8.89 


379.61 

8.75 


465.58 

8.92 


1772.58 

8.85 


C364-Ctay Bills 

2001 Dmd Securities 

23.00 

10.31 


274.88 

9.34 


S06.8I 

9.31 


663.44 

8.54 


1468.13 

8.98 


A Convened (Per Cent: Year) 















13.00.1999 

127.00 

10.25 

11.98 

176.00 

9.58 

ll.% 

219.00 

10.00 

11.97 

272.87 

10.03 

n.% 

794.87 

9% 

11.97 

15.25 . 2000 


w 

. 

25.00 

10.86 

12.91 

5.00 

10.83 

12.91 

15.00 

10.84 

12.90 

45.00 

10,85 

12.91 

11.75 . 2001 

. 

. 

. 

38.01 

11.43 

11.67 

163.03 

11.41 

11.67 

160.00 

11.42 

11.67 

361.04 

11.42 

11.67 

12.50 . 2004 

175.33 

11.89 

12.23 

165.05 

11.92 

12.24 



- 

162.74 

11.88 

12.22 

503.12 

11.90 

12.23 

Sub-ioial 

.302.33 

11.20 

12.12 

404.06 

10.79 

12.11 

387.03 

10.61 

11.85 

610.61 

10.91 

11.98 1704.02 

10.86 

1201 

B Regular (Per Cent; Year) 












25.00 



13.00 . 1999 

. 


. 

20.00 

10.53 

12.82 

5.00 

10.46 

12.81 

• 

- 

- 

10.51 

12.82 

1340.1999 



. 

- 

. 


15.00 

10.44 

13.09 

40.00 

10.44 

1.3.08 

55.00 

10.44 

13.09 

13.70 . 1999 


. 

w 

32.40 

10.20 

13.56 

.35.00 

10.19 

13.56 

36.98 

10.25 

13.55 

104.38 

10.21 

I3..56 

11.40.2000 

317.25 

11.19 

11.37 

259.00 

11.20 

11.37 

330.87 

11.17 

11.37 

584.60 

11.19 

11.37 1491.72 

11.19 

11.37 

11.64 . 2000 

.50.00 

11.12 

11.57 

30.00 

11.12 

II..56 

85.00 

11.08 

11.56 

165.00 

11.12 

11.36 

330.00 

11 II 

11.56 

12.14 . 2000 



. 

. 

. 

. 

20.00 

10.89 

11.97 

0.25 

U.% 

12.12 

20.25 

1090 

11.97 

12.60.2000 




- 

- 

- 

. 


. 

15.00 

10.48 

12.36 

15.00 

10.48 

12.36 

13.85 . 2000 

2.00 

11.23 

13.29 


. 

. 

30.00 

11.22 

13.27 

0..30 

10.97 

13 22 

32.30 

11.21 

1.3.27 

10.85 . 2001 

20.16 

11.41 

10.98 

8.85 

11.39 

10.98 

22.50 

11.40 

10.98 

91.93 

11.42 

10.98 

143.45 

11.41 

10.98 

11.00.2001 

- 


- 

. 

- 

- 

10.00 

11.40 

11.11 

- 

- 

- 

10.00 

11.40 

till 

11.47 , 2001 

- 


- 

0.45 

11.42 

11.46 

. 

. 

- 

I4..55 

11.42 

11.46 

15.00 

11.42 

11.46 

11.55 . 2001 

237.00 

11.40 

11.52 

191..50 

11.41 

II 52 

298.70 

11.39 

11.52 

293.00 

11.40 

11.52 1020.20 

11.40 

11..52 

12.08 . 2001 

. 


- 



. 



. 

30.00 

11.40 
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40.00 
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Miner. I) Yieldi are weighted yields, weighted by the amounts of each transaction. 

2) CUneni yield has not been worked out for treasury bills. 
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In the private corporate sector, Tata 
Industries is a new entrant. This iono- 
vatively structured seven-year bond is 
optionally convertible in the sense that the 
investors have an option to covert the 
bonds into shares of Tata Teleservices 
after three years, and thereafter.afier every 
three months. Deepak Fertilisers contin¬ 
ued from previous month with its five- 
year NCD in the private placement. 

Insofar as the closures are concerned, 
most of the issues were quite successful 
in meeting their targeted amount. Res¬ 
ponses to bank issues in particular were 
overwhelming. Next month is to witness 
issues from NABARD (Rs 100 crore); 
Bank of Baroda (Rs 400-t-20() crore); 
Global Trust Bank (Rs 7S crorc) and ICICI 
(Rs 300 + 300 crore). Also in the offing are 
issues from 12 state financial corporations 
(Rs423crore, collectively). All these bonds 
are going to be of lO-year tenure carrying 
12.5 per cent rate of coupon payable half- 
yearly. None of the bonds has put/call 
option. The RBI has accorded SLR secu¬ 
rities status to the.se guaranteed bonds 
issues. International Finance Corporation 
(IFC), a memberof the World Bai^ group, 
is also in the waiting list to come out with 
‘rupee bonds' issue in the Indian domestic 
debt market. Though difficult to get since 
this kind of issue is not permissible under 
the present rules, approval to this effect 
from RBI, Ministry of Finance and the 
other regulatory authorities is awaited; if 
neveitheless granted, it would be the first 
of its kind in the country. 


^Securitisation 

Jindai Vijaynagar Steel entered into 
a securitisation agreement with a 
European company for Rs 163 crore. It 
was also report^ thatSBICaps has decided 
to float special purpose vehicles for 
securitisation of receivables from petro¬ 
chemicals, power and telecom companies 
and housing rentals by the beginning of 
the next financial year. The RBI had asked 
ICICI to frame guidelines for securitis¬ 
ation of receivables to boost infrastructure 
financing. Meanwhile, Air India received 
a letter of comfort from the Union Min¬ 
istry of Civil Aviation in order to help the 
airline securitise its future receivables on 
tickets worth $ 200 million. 

Ratings Dilemma 

In a surprise and debatable announce¬ 
ment, CRISIL has decided not to make 
public any longer the ratings issued for 
private placements of debt which is done 
at the instance of the issuer and investors. 
This has been done on the consideration 
that such ratings arc extra-regulatory 
ratings; these are not mandated by the law 
and are only issued to give investors in 
these private placements an understanding 
of the credit risks. This statement has 
sparked a fresh round of debates on the 
‘accepted’ versus ‘unaccepted‘ ratings. 

‘ Accepted ratings’ are those that are issued 
by a credit ratings agency and accepted 
for u.se by the issuer concerned, while ‘un¬ 
accepted’ ratings are those that are issued 


Table IO;OtwiA'nor«c»NAnoNAi.SmrKExo«ANUE(N.SE)niiRiNcRaiRiiARv 1999 -Acival Traded Amount 

(Rupees crore) 


Uescriplois 


Week-ending Rjbniaiy 


Total during 


26 

19 

12 

5 

Feb 99 

Jan 99 

Dec 98 

1 Treasury Bills 

70 00 

141.20 

.34700 

257,88 

816.08 

1063.93 

958.72 

i) 14-day Bills 

- 

2 .(K) 

- 

- 

2.00 

48 89 

73.40 

ii)9l-day Bills 

50.00 

50.43 

74.00 

73.69 

248.11 

2.58.25 

683.38 

iil) 364-day Bills 

20.00 

88.77 

268.00 

184 20 

.56097 

756.79 

201.94 

iv) Repo 

- 

- 

5.00 

- 

5.00 

- 

- 

2 Dated Secunties 

14.3.5.72 

1014.47 

1301.81 

1582 68 

53.34.68 

8867.38 

5.506.48 

A GOI Secunties 

1430.30 

976.92 

1244.30 

1.56.3.77 

5215.29 

8804.83 

.5439.22 

i) Converted 

387.25 

187.92 

288.30 

10.77 

874.24 

1377.15 

1441.72 

ii) Regular 

900 00 

621.00 

836.00 

1314.00 

3671.00 

6037.00 

3058.00 

iii) Zero Cnupun 

41.00 

1.3.3.00 

12000 

204.00 

498.00 

1022.51 

723.50 

iv) Cap Indexed Bonds 

0.05 

25.00 

- 

- 

25.05 

1.5.17 

20.(X) 

v)CiCB 

- 

- 

- 

- 

- 

- 

- 

vi) Repo 

102 <X) 

10 00 

- 

.3XX) 

147.00 

353.00 

196.00 

B State Govts Stocks 

5.42 

37 55 

57 51 

18,91 

119 39 

62.55 

67.26 

.3 PSU Bonds 

20.45 

57.29 

46.61 

41.15 

16.5.50 

189.90 

255.09 

i) Tax free 

11.40 

18.00 

45 00 

35.00 

109.40 

67,23 

210.72 

iil Taxable 

9.05 

39.29 

1.61 

6 15 

56 10 

122.67 

44..n 

4 Commercial Papers 

24.00 

69 00 

126 (X) 

83,no 

.302.00 

314.00 

477.00 

S Ceitificates of Deposits 

- 

- 

- 


- 

- 

55.00 

6 t>cbentures 

3..53 

42.50 

0.45 

21.20 

67.68 

63.76 

76.72 

7 Floating Rate Bonds 

- 

1000 

.30,00 

45 00 

85.00 

337.00 

9.90 

8 Others* 

45,03 

46.40 

73.06 

276.65 

441.14 

205.38 

364.61 

Grand Total (volume) 

1598.73 

1380 86 

1924.93 

2.307.56 

7212.08 11041.35 

7703.52 

Average per day 
a Qivemmenl l^iper (It-?.) 

2.50.95 

192.61 

274.80 

.306.76 

2.56.28 

354.69 

281.10 

b (Xhers (3+4+5+6'f7+8) 

15.50 

.37.53 

46.02 

77.83 

44 22 

39.64 

53.84 


- No iniJing. GCB Coveminent Compensation Bonds. * includes Non-SLR institutional Bonds, 
.SLR Institutional Bonds, Bank Bonds, Promissory Notes. Units of UTI, Company Notes and Zero 
t^oupon PSU Bonds and others. 


a ■ . " i' :• \... 

by i itting but are not etoeftM 
for useby anissuer. flomutly,aU accepted 
ratings are made public while unaccepted 
ratings are never disclosed. 

IV 

Secondary Market ^ 

Dated Securities 

In the initial part of the month, the 
.sentiments in tiie government securities 
market were determined by the aggressive 
open market operations (OMOs) of the 
REI. As upward revision was effected in 
the OMOs' price list, prices of dated 
securities moved up by 7-8 paise at the 
shorter end. In the subsequent weeks, 
liquidity shortage affected the govonment 
securities market. The outright transactions 
thus .steadily declined (Appendix Table). 
The weighted YTM, which fell from 11.36 
per cent to 11.24 per cent in the second 
week, picked up to 11.32 per cent and 
further to 11.41 per cent in the subsequent 
two weeks as the prices became .subdued. 
As a result of the impending central budget 
and monetary policy changes, the focus 
of the market was on the shorter end and 
hence, the yield curve became relatively 
fiat, particularly in the second half of the 
month (Graphs D and E). 

Open Market Operations 

Due ro a general shortage of short-term 
liquidity, the RBI's OMOs during February 
(Rs 2,590 crore) were not as successful 
as those of January (Rs 5,092 crore). Even 
so, overall, the RBI has succeeded in 
unloading a substantial amount (Rs 26.000 
crore) out of its load of government paper. 
This has been done by progressively raising 
the yields offered: thus the weighted 
average of yields during February for the 
OMOs securities was 12.35 per cent against 
11.45 per cent in January. The OMOs 
were once again active on the budget day 
when the finance minister indicated 
towards an interest rate cut. The RBI used 
the OMO price list to step up yields furher 
after the interest rate cuts were announced 
on March I by placing long-dated securities 
(2010 and 2013) on its sale list at prices 
lower than tho.se in the market. The 
response to RBI’s fixed-yield repos 
continued to be lukewarm as the call rates 
remained firm (Table 8); so were to the 
repos outside the RBI (Table 9). 

Bonds and Other Instruments 

Ibesecondary market transactions inPSU 
bonds and CPs in the month were con¬ 
siderably less than the normal (Table 10). 

(Statistical compilabons for this note have been 
provided by V P Prasanth, Rafiq L Ans»i and 
Nandini Smgupta.) 
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COMMANTORY 


A 


Enron Revisited 

Madbav Godbole 


With the commissioning of the first phase of the Enron power project 
in Maharashtra shortly, several issues critical to the management of 
the power system in the state will now have to be grappled with to 
ensure that the state electricity board's financial viability is not 
further undermined. What is specially significant is that these issues 
have to be faced in the changed context of the share of power 
generations by independent power producers going up very 
substantially in the coming years. 


WITH the commissioning of the first phase 
of the highly controversial Enron power 
project in Maharashtra shortly, one chap¬ 
ter of the epic struggle against this project 
will be over but the other, more challeng¬ 
ing one, is about to begin. Several issues 
which have been agitating the minds of 
objective observers and the general public 
will now have to be grappled with in 
managing the power system in the state. 
This is all the more relevant keeping in 
view the fact that the share of power 
generation by independent power produc¬ 
ers (IPPs) is due to go up substantially in 
the coming years. It is estimated that by 
2002, Maharashtra would have a total 
installed capacity of over 19,000 MW. 
New projects being set up by IPPs - Enron 
through Dabhol Power Company (DPC), 
Reliance Industries and Nippon Dendro 
Ispat - between them would account for 
37 per cent of the capacity addition, the 
balance being added by the Maharashtra 
State Electricity Board (MSEB) (36 per 
cent) and the central pool (7 per cent). It 
is therefore, appropriate that the is.sucs 
arising from this changed context are 
discussed at some length to en.sure that 
MSEB's financial viability is not under¬ 
mined further. 

At the outset, a note must be taken of 
the significant events which have unfolded 
more or less simultaneously with the 
impending commissioning of this large 
base-load power project. First, the Con¬ 
gress Party, which by ail indications is 
poised to come back to power at the next 
elections scheduled to be held in February 
2000, has announced that it will review 
- and possibly slash - the rate at which 
the stateelectricity board purchases power 
from Enron’s Dabhol plant. Second, the 
state go vemment has reduced the per horse¬ 
power tariff for agricultural sector sub¬ 
stantially in defference to the wishes of 


Shiv Sena chief Bal Thackeray. This has 
imposed an annual burden of Rs 181 crore 
on MSEB. The state chief minister has 
announced, “This is the first phase. In the 
second phase, we are considering provid¬ 
ing free power to the farmers”! Thii^, even 
with the conce.ssional agricultural tariff 
which prevailed in the state, the arrears 
from agricultural consumers have gone up 
to Rs 830 crore. The state government has 
announced that agricultural consumers 
who pay 30 per cent of their arrears before 
May 31. 1999 would be exempted from 
paying the rest of the amount. Fourth, the 
state government has categorically an¬ 
nounced that the electricity supply to 
farmers will not be disconnected even if 
they do not pay electricity dues. Fifth, the 
arrears of electricity charges from local 
self-government institutions such as gram 
panchayats, municipalities and municipal 
corporations total over Rs 500 crore. T^e 
state government has announced that if 
these bodies pay 10 per cent of the arrears, 
their power supply will not be di.scon- 
nected by MSEB. Sixth, in a writ petition. 
filed by the Thane-Belapur Industries’ 
AsscKiation against steep increase in in¬ 
dustrial tarrlT, when large conces.sions are 
being given to certain other categories of 
consumers, the Bombay High Court has, 
in an interim order, directed the state 
government this month to set up a state 
electricity regulatory commission expedi 
tiously and to refer the tariff increase for 
industrial consumers to it. However, if 
such a commission is not set up, MSEB 
has been directed to apply to the court if 
any further increase is to be effected in 
tariff. Unfortunately, this order applies only 
when tariff for any category of consumers 
is to be increased and not if any conces¬ 
sions are to be given to the consumers! 

Among the variwis main doubts raised 
about the Enron project wa.s the reserva¬ 


tion whether the state was in need of such 
a large addition of capacity to its base load 
power generation. These objections were 
considered unfounded by MSEB and the 
state government. Even the centre, which 
was backing this project strongly through¬ 
out the negotiations, had overruled this 
objection. Recent reports show how valid 
were the fears expressed by the so-called 
detractors of this project, including this 
author. Union power minister P R 
Kumaramangalam has admitted that, 
“States like Maharashtra are now looking 
for bjiyers to contract out the expensive 
[Enron] power they are burdened with”. 
Hinting at high cost power like that of 
Enron, he said that, in many cases, paying 
the penalty of fixed charges will be cheaper 
than paying for the expensive power, llie 
minister further said that these states (like 
Maharashtra) which had taken upon them¬ 
selves an obligation to provide off-take of 
power generated by projects like Enron, 
may find it difficult to get takers for 
expensive power. Even power deficit states 
like Uttar Pradesh, Delhi, etc. are now 
realising the emerging trends and are 
expected to wait for better deals. In fact, 
some of ttie SEBs have drawn up interim 
plans for the transition period where they 
are planning to improve the efficiency of 
the existing plants to meet the short-term 
shortfall. This is all the more disconcert¬ 
ing in the face of the claims of the union 
power minister that power tanffs of new 
mega power projects are set to come down 
by as much as 50 per cent (The Economic 
Times, January 5 and 8, 1999). 

It is unfortunate that all those who were 
involved in the clearance of Enron prefect 
did not pay adequate attention to the fact 
that Koyna hydro-electric power project 
phase IV for peaking power generation of 
1,000 MW is scheduled to be comnus- 
sioned in the middle of 19^)9. more or less 
simultaneously with the Enron project. 
Several small hydro-electric projects are 
expected to add a total of another 90 MW 
of peaking .support. This will more than 
wipe out the peaking power shortage in 
the state. 

The industrial recession has, no doubt, 
been partly responsible for reduced rate 
of growth of demand for power in the 
state. But this does not explain fully the 
excess availability of power with the two 
private sector power distributors in 
Mumbai. There is already 400 MW sur¬ 
plus power with the Tata Electric Com¬ 
pany (TEC). According to some news 
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reports. Talas are expanding their distri* 
btrtion network by offering power supply 
to the erstwhile consumers of Bonibay 
Suburban Electric Supply (BSES). The 
fight overconsumers and lowerpower tariff 
has now been udcen to the state govern¬ 
ment for arbitration. Some may consider 
this a cause for rejoicing but permitting 
large capital assets to be kept idle due to 
excess capacity is a luxury which a capital 
poor country such as India can hardly 
afford. 

Backing down in MSEB’s power sta¬ 
tions which supply power at acheapercost 
will be the inevitable result of committing 
guaranteed offtake of power from IPPs at 
unduly high plant load factor (PLFvit is 
unfortunate that its full implications for 
the finances of MSEB arc still not appre¬ 
ciated fully by the board. This is evident 
from the comments of the chairman of the 
board as brought out in the article entitled 
’Enron India and a Problem of Plenty' 
(Business World, December 22. 1998, 
January 6,1999). It is difficult to subscribe 
to the statement of the chairman of MSEB 
that “backing down our own plants will 
be cheaper'’. 

MSEB’s overall financial position is 
highly precarious due to large subsidies 
in power tariff for agricultural consumers 
as also domestic users and local self- 
government institutions. The loss in rev¬ 
enue is partly made up by higher tariff to 
industrial consumers. In such a situation, 
it is hardly appropriate forMSEB to permit 
captive power generation as it implies 
foregoing large revenue. Against thisback- 
ground. it is difficult to understand how 
MSEB and the state government has per¬ 
mitted captive power generation capacity 
of 164 MW to be set up in the state by 
Reliance (48 MW), Larsen and Toubro 
(46 MW), Lloyds Steel (30 MW), and 
Indo Rama Synthetics (40 MW). Inexpli¬ 
cably, the state government has aLso 
permitted the Reliance Industries to sup¬ 
ply power to two major industrial units in 


%iane-Belapur area directly from its pro¬ 
posed Patalganga power generation 
project, instead of selling all (he power to 
the state grid. This is likely to lead to an 
annual loss in revenue of Rs lOOcrorefor 
MSEB. 

In the same vein was the decision of the 
state government to give further conces¬ 
sions to Reliance Industries for its 
Patalganga project a few months ago by 
relaxing the earlier power purchase agree¬ 
ment. The levellised tariff for purchase of 
power by MSEB is reported to have been 
increased from Rs 1.41 perunitloRs 1.48 
per unit. Cover against exchange rate 
fluctuations has also been enlarged. 

AreferencemayaLsobemadctoihe dMer- 
valions of the Comptroller and Auditor 
General (C and AG) contained in his audit 
report on government of Maharashtra 
(No 2, commercial) for the year ended 
March 31,1997. It states, “The PPA [power 
purchase agreement] with RPPPL [Reli¬ 
ance Industries] was entered into in August 
I <)96 for setting up a gas based plant with 
a capacity of 410 MW at Patalganga. The 
location of the power plant was changed 
from Nagothane to Patalganga, after award 
of project. Though reduced completion 
period of 24 months as against 36 months 
initially quoted was one of the rea.son$ 
accorded for change in location, corres¬ 
ponding reduction in interest during 
construction (forming part of project cost) 
was not given resulting in undue benefit 
of Rs 20.90 crore per annum to RPPPL 
in the form of higher capacity charges’’ 
(p xi). Obviously, no les.sons have been 
learnt from the monumental mistakes made 
in approving Enron project. MSEB and 
the state government continue to be as lax 
as ever in protecting the interest of the 
state and its electricity consumers. 

There seems to be no long-term perspec¬ 
tive in the state government regarding the 
restructuring of the power sector. Its actions 
and pronouncements so far are ad hoc and 
arbitrary. Over a year ago. the state go vem- 


me^t amotmoed hs-fittention to set 
stateelectricity regulatory coninrisaion but 
there has been no further progress. The 
conqrrdiensive recommendations made by 
the Rajadhyaksha Committee in Decem¬ 
ber 1996 on restructuring the sector are 
gathering dust. Instead of looking at 
privatisation of distribution in the state as 
a whole, MSEB and the state govern¬ 
ment seem to be toying with the idea of 
privatising distribution selectively. Ac¬ 
cordingly. MSEB has commissioned a 
study for privatisation of distribution in 
New Mumbai. Needless to say, any such 
piecemeal action will mean MSEB forgo¬ 
ing profitable areas of distribution and 
remaining saddled with loss-making rural 
and ,scmi-urban areas of the state. 

The Enrtm imbroglio will be remem¬ 
bered for a long time for the futility of 
public interest litigation (PIL) which has 
otherwise been such a powerful tool for 
redressal of public grievances and check¬ 
mating the excess and arbitrary actions 
of the executive, inexplicably, the high 
court, while dismissing the first PIL at the 
admission stage it.sclf, came to the con¬ 
clusion that, “Wc do not find any matenal 
or evidence to substantiate the contention 
of the petitioners that the contract m 
question is arbitrary or illegal or against 
public interest. On the contrary, ail the 
facts and circum.stanccs indicate the con¬ 
trary... The grievance of the petitioners is 
based on the sole ground of the failure to 
follow the usual procedure of inviting 
tenders, which as .stated by us earlier, is 
not an invariable rule. In our opinion, in 
the present case, it may not be an appro¬ 
priate mode. Negotiation was the only 
appropriate mode which has been done in 
the most reasonable manner. The decision 
has been arrived at after long deliberations 
and discussions and consideration of all 
relevant factors’’ (AIR 1995 Bombay 235). 
It is unfortunately true that each of these 
observations can be contested on very 
valid grounds. 


TheCentre for the Study of Social Systems, Jawaharlal Nehru University in collaboration 
with the Centre for Women’s Development Studies, New Delhi, is pleased to announce 
the 17th UGC Refresher Course in Sociology, “Gender and Society”, from 19 July to 
13 August 1999 at the Academic Stair College of JNU. College and university teachers, 
both men and women, with a proven interest in the field of gender are welcome to apply. 
Applications in the prescribed form should reach the Academic Staff College Office, 
Block III Old Campus, Jawaharlal Nehru University, New Delhi -110 067, by May 19th. 
Application forms are available from the Academic Staff College Office, JNU and can 
also be obtained on line at http://members.tripod.com/~ascjnu 
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'When the nutter was aghated in the 
same court dvough two nLs in 1996, the 
cpiHt refused to intervene by citing the 
rule of res judicata and obsening that it 
is not a technical rule but it is a rule of 
public policy (AIR 1997, Vol 84). Some 
of the observations of the court ate, how¬ 
ever, worth recalling. The court,inrero/m, 
stated, “But once it [Shiv Seiu-BJP coa¬ 
lition government] decided to revive the 
project, it acted in the very same manner 
as its predecessor in office had done. It 
forgot ail about competitive bidding and 
transparency. The only transparency it 
claims is the constitution of the negotiat¬ 
ing group. The speed with which the 
negotiating group studied the project, made 
a proposal for renegotiation which was 
accepted by Dabhoi, and submitted its 
report is unfuecedented. The negotiating 
group was constituted by the Ctovemmeni 
of Maharashtra on 8th November 1995. 
It was asked to submit its report to the 
state government on 7th December 1995. 
The committee, we arc told, examined the 
project, collected data on various .simitar 
other projects as well as internal bids 
including data on a similar project ex¬ 
ecuted by Enron in the United Kingdom, 
held considerable negotiations, settled the 
terms of revival of the project, got the 
con-sent of Enron and Dabhoi to the same 
on 15th November 1995, just within a 
week of its constitution, and submitted its 
exhaustive report along with data and 
details to the Government of Maharashtra 
on 9th November 1995, just 11 days after 
its formation, much before 7th December 
1995 by which date it was required to 
submit the same. The speed at which the 
whole thing was dune by the negotiating 
group is unprecedented. What would slop 
some one to say, as was said by the chief 
minister in the context of the original 
power purchase agreement, ‘Enron re¬ 
visited, Enron saw and Enron conquered’ 
- much more than what it did earlier” 
(p 107). 

Everything about this project has been 
unprec^nted. It was not therefore sur¬ 
prising that the negotiating group, which 
comprised experts, failed to go into a 
number of major issues pertaining to the 
project'which were agitating the public 
mind. Oneof these, fm example, pertained 
to the guaranteed offtake of power by 
MSEB by permitting the project to operate 
at a veiy high PLF. It was repeatedly uigcd 
in the public criticism that this will imply 
MSEB backing down its own low cost 
power stations. It was unfortunate that 
this was not gone into by the negotiating 


group widi reference to any toad flow 
studies. In any case, suidi studies do not 
form part of the report of the negotiating 
group. The Summary Report of the Nego¬ 
tiating Group on Dabhoi Power Com¬ 
pany, which was released for public in¬ 
formation, merely states that “with a view 
to assess the load situation in the state, 
both present and future, the committee 
relied on actual load study available from 
MSEB which is attached vide Annexure 
X” (p 12). However, what is contained in 
Annexure X is daily system report for 
October 31, 1995, .system status during 
peak periods and night off peak periods 
for the same date, planned and emergency 
outages on units and trippings, generation 
overview, etc, again for a particular date. 
On page 13 of its report, the negotiating 
group has made yet another cryptic ob- 
.servation that, “in addition, the committee 
also conducted a study on optimum op¬ 
erating cost minimising load factors from 
various generating .stations in the slate and 
arc satisfied that the proposed load factor 
is justified". It is surprising that the ne¬ 
gotiating group did not consider it Tit to 
provide any data in its report to support 
its observation on such an important issue 
which will have a vital bearing on MSEB’s 
financial health in the coming years. 
Obviously, the committee’s conclusions 
on this point were erroneous. 

The implications of the perceptible 
increase in the pooled cost of generation 
of MSEB after Enron power is received 
in the grid were not gone into by the 
negotiating group at all. The discussion 
in the report in terms of levelli.sed tariff 
rather than the estimated ycarwise tariff 
of Enron (based on some clearly spelt out 
assumptions) failed to bring out the seri¬ 
ousness ol the problem. It is necessary to 
underline that what matters for policy 
decisions is the actual tariff at which power 
will have to be purchased by MSEB from 
Enron from month to month. Forexample, 
according to the C and AG report referred 
to earlier, “the expected cost of power 
from DPC [Enron] and RPPPL that would 
be available for sale by MSEB is Rs 4.69/ 
KWh and Rs 3.71/KWh respectively, in 
March 2001 as against expected average 
realisation of only Rs 2.40/KWh based on 
average realisation in 1995-96 and cumu¬ 
lative average raic of growth of 8 per cent 
over fr.e years”. As it appears now, the 
state government will be unwilling, or 
may find it difficult, to revise the tariffs 
payable by consumers adequately to com¬ 
pensate MSEB tor the high cost power ol 
Enron and other private power projects 


which are due to go on stream in the ne» 
two years. In the light of the high coun 
judgment referred to earlier, the state 
government will have to either approach 
the state electricity regulatory commis¬ 
sion, if It IS established by the state govern¬ 
ment, or It will have to approach the high 
court for giving ettecl to die tariff in¬ 
crease. 

A reference may be made in this cmitcxi 
to the provisions of the Elcctru ity Regu 
latory Commissions Act, I‘>08, wfiui 
provides that in the discharge of its turn 
tion.s, the central commi.ssion shall hx 
guided by such dircctiims in matters o 
policy involving public interest as thi 
central government may give to ii ii 
writing. If any question arises as to whethe 
any such direction relates to a matter o 
policy involving public interest, the de 
cision of the central government thereot 
shall be final. Similar powers have beet 
given to the state governments in rcspcc 
of the state electricity regulatory commfs 
sions. These arc wide and sweeping pro 
visions and could be easily invoked ti 
nullify any actions ol the regulatory au 
thority. This is amply evident from the 
recent decision of the central govemmen 
to keep in abeyance the telephone larif 
notified by the telecom regulatory author 
ity of India (TRAI). If the stand of th< 
central government in respect of the power; 
of the TRAI in regard to the revision o 
telephone tarif Is is any guide, it is doubtfu 
whether such regulatory authorities 
whether at the state or central level, wil 
have any freedom to fix reasonable tariff! 
from time to lime. In fact, the very purposr 
of setting up such regulatory auitiontic! 
for various sectors is likely to he f rusiratec 
by the centre’s stand in respect of TRAI 

An independent comprehensive pos' 
evaluation of the highly questionabh 
decisions toaward ‘fast track’ powerprjecu 
to IPPs and subsequent decisions o! 
government of Maharashtra to impovcri.sl 
MSEB will put the issues in proper pers 
pective and provide u.setul guideposts fo 
the future. 


Sub.scnpfion Numbers 

Sub.scribcis arc requested to note 
their Subscription Numbers 
Mentioned on the wrappers and 
quote these numbers when cor¬ 
responding with the circulation 
department. 
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Akalis’ Secular Tlim 

A S Nanuig 


The Akali Dal tradition has been that whenever it is out of power, all 
factions join hands and speak a belligerent language: and when it is 
in power there is a power struggle in the party. The present feud 
between Parkash Singh Badal and Gurcharan Singh Tohra can he 
seen both as a continuation of this Akali tradition and something 
different in the present context of Punjab and Indian politics. 


SINCE the reorganisation of the state in 
1966, the Shiromani Akali Dal (SAD) 
is in power for the fifth time in Punjab 
now. It has been in power by itself or in 
coalition with other parties. Every time it 
has come to power, factionalism in the 
party has come in the open within one 
year and culminated in the division of the 
party. The present feud between Parkash 
Singh Badal and Gurcharan Singh Tohra 
can be seen both as a continuation of 
this Akali tradition and something dif¬ 
ferent in the present context ol Punjab 
and Indian politics. One major difference 
this time is that there is no immediate 
threat to the Badal government, lliis is 
partly due to the brute majority of the 
Akali Dal in the assembly in which 
defection of even 20 plus members is 
covered by the. anti-defection law. There 
is also a change in the power alignments 
within SAD. 

No doubt there has been an overall decay 
of the democratic system in the country. 
This decay has been marked by person¬ 
ality based politics, corruption and cyni¬ 
cal manipulation of i.ssues and people. 
Punjab is no exception to that. Here, also, 
different parties, groups and individuals 
scramble for power, unmindful of sound 
political values or social concerns. How¬ 
ever, in view of the peculiar demographic 
situation ol Punjab, the popularity of the 
mythical doctrine ol amalgamation of 
religion and politics in the Sikh faith and 
the experience of militancy during the 
1980s, the pre.scnt nature of Akali faction¬ 
alism can be interpreted in different ways 
and its effects on the future of Punjab can 
be predicted accordingly. 

A reference to the historical and .social 
context can help in the better understand¬ 
ing of the situation. In its origin, the SAD 
was the product not of politics of the .state 
but of the church embodied in Sikh 
gurudwaras. It was formed in December 
1920 as a co-ordinating agency to raise 
and train volunteers for action in what 


is known as the Gurudwara Reform 
Movement to take gurudwaras out of 
the control of the 'mahants' (prie.sts) who 
were managing them as their personal 
property in the most comipt manner. Right 
from the early days of its inception, SAD 
was facing internal differences with 
regard to modes and strategies of agita¬ 
tion, its ideology and leadership. Some 
saw it purely as a religious movement to 
reform the gurudwara management, 
other-s looked upon it as a part of the larger 
movement for the freedom of the country. 
Yet others linked it with the revolt of the 
peasantry. 

On the whole, in the given situation, the 
Gurudwara Reform Movement, which got 
statutory recognition for the Shinnnani 
Gurudwara Prabandhak Committee 
(SGPC), not only .succeeded in freeing the 
gurudwaras but also played an important 
political role in the in.stitutionalisation of 
Sikh politics. The SGPC and the Akali Dal 
ultimately emerged as the primary insti¬ 
tutional expressions of the communal and 
political consciousness and the identity of 
the Sikhs. 

In conceptual terms, the SGPC can be 
described as a political .system or 
organisation which looks into a range of 
Sikh affairs. It deals with the different 
Sikh sects and the Punjab government, it 
also has huge assets. Control over the 
SGPC provides control of the material and 
symbolic assets of this organisation. Elec¬ 
tions to the SGPC are conducted by the 
state and anybody or any party can contest 
them. The Akali Dal, on the basis of its 
historical role, has been gaining control 
over ih SCrc by articulating or even 
over-articulating the traditional ethnic 
political a.spiration$ of the Sikh commu¬ 
nity. The Akali Dal has been prc.senting 
ilsclf as the only representative body of 
the Panth. 

As the priKlaimed sole spokesman of 
the Panth, the Akali Dai has been .suggest¬ 
ing that Sikhism, unlike most other 


religious.IS BOX more^u way or worrap 
but also a social system; As soon as-IlK 
Sikh people are deprived of political 
power, Sikhism becomes disunt from its 
elan and ethos. This move toward political 
power, however, brings out class, caste, 
family, economic, secular and political 
differences. Sikhs, as aay other commu¬ 
nity, arc not a homogeneous community. 
ITicre is a division between rural Jai Sikhs 
and urban Khatri-Arora Sikhs leading 
to the clash of interests between fanners 
and traders as also between urban and 
rural social values. Among the niral Sikhs, 
there is a'shhrp’diViSVoh between Jat 
farmers and scheduled caste landless or 
small kisans. Here class-caste differences 
coincide. 

Till early 1960s, SAD was under the 
leadership of urban Sikhs. Although the 
rural Sikh farmers supported SAD for 
SGPC elections, they generally .supported 
the Congress for the legislative assembly 
elections. Later, due to the change in Con¬ 
gress policies, the Jat Sikhs, like other 
formers of north India in general, started 
moving away from the Congress. They 
took over the Akali Dal after a formal 
division between the Master Tara Singh 
and Sant Fateh Singh factions. Since then, 
SAD has primarily been rcpre.senting the 
farmers’ interests as far as legislative 
politics is concerned. However, within 
fanners, class differences on the basis of 
old family feuds, personal ambitions, big, 
small and middle farmers do exi.st. In this 
situation, both individual and factional 
leaders attempt to capitalise on Sikh 
doctrine in which subordination of the 
individual w'ill to the collective will is 
complete. The general will here exists as 
a real will and not merely as metaphysical 
fiction as a result of the belief that the 
Guru is present in the Khalsa (commu¬ 
nity) and ihe opinion of the community 
is the will of the Gum. It is from this 
doctrine that the concepts of Sarbat Khalsa 
(assembly of the whole community) and 
Hukumnamas (edicts of the Akal Takht 
which has members nominated by the 
SGPC) have been derived. 

Until the beginning of the 1980s, ail 
these tactics were u.sed moderately and 
polemically as, in spite of the religitnis 
orthodoxy, economic and social differ¬ 
ences among the Sikhs have been real. For 
the Jat Sikhs particularly, the association 
with religion has been more in sociologi¬ 
cal than metaphysical terms. Their 
behaviour is governed more by the instinct 
of tribal freedom and tribal kinship than 
other worldly concerns for heaven or 
hell. In view of this, the Akalis had 
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Sliced moving towards modoation aiid 
sec^aiism. During the Enmgency and in 
the post-Emergency elections, the co¬ 
operation between the rural-oriented 
Akali Dai and the urban-based Janata Party 
was quite impressive. Tohra occasionally 
spoke in a controversial language, but 
Badal was able to establish the party's 
secular credentials significantly as the chief 
minister. 

Soon after the 1972 elections, the 
Congress, however, started to play the 
game of one-upmanship vis-a-vis the 
Akalis in the use of religion. One reason 
for this was that the Congress chief 
minister, Giani Zail Singh was not a Jat. 
For his survival, he projected himself as 
the promoter of Sikh religion. At the same 
time, by now Indira Gandhi’s Congress 
had started using the politics of commu- 
nali.sm. In Punjab, apart from appealing 
to Sikh sentiments, it also began to exploit 
factimtal conflicts among some Sikh sects 
and tlie Akali role in these. One sect that 
came handy to the Congress was the 
Damdami Taksal headed by Sant Jamail 
.Singh Bhindranwale. 

Pressures on the Akalis were mounting 
from other sides also and the.se were 
causing differences between the ecclesia- 
sticai-organi.sationai axis and the legis¬ 
lative wing of the Akali Dal. At the time 
of the 1979 SGPC elections, it looked for 
a moment that the MLAs led by Badal and 
thefollowersofTohraandTalwandi would 
fight to the finish. By encouraging 
organisations like Dal Khalsa and 
Bhindranwale, the Congress not only 
started creating an alternative centre of 
power in Akali politics but also sharpened 
the factionalism in the Akali Dal. To 
become the spokesmen of the Sikh com¬ 
munity, leaders and factions started blow¬ 
ing up Sikh grievances in a belligerent 
language. Indira Gandhi obviously allowed 
the situation to drift and take a .serious 
turn. 

Caught in acicft-stick and facing a two- 
pronged attack, the moderates in the Akali 
Dal became irrelevant. To justify their acts 
of omission and commission, the support¬ 
ers of the government, the militants and 
the Akalis reinvented ’.he institutions of 
Sarbat .Khalsa and Hukumnamas as well 
as the political role of the head priest 
(Jathedar) of the Akal Takht from the Sikh 
traditions according to their own conve¬ 
niences. The price that the country, the 
state and the Sikhs paid for this politics 
of opportunism is well known by now. 
After the 1984 events, the Sikh masses 
looked upon the Akal Takht as a symbol 
of their identity. Within Akali factions, the 


control over the Akal ‘Ddcht became 
important. 

After the decline of 'militancy and the 
restoration of the democratic process, a 
large section of the Aloli Dai began to 
realise the futility and dangers of confron¬ 
tation for the sake of confrontation. They 
were worried that the extremists could 
take charge of the Akali Dal and isolate 
them besides inviting ruthless repression 
by the state. Moderate Akali reassertion 
received mass support. The Akali Dai, 
however, always remained in a dilemma. 
The line which separates religion from 
politics is blurred and the Akali Dal 
cannot easily give up its religious appeal. 
The gurudwara-based Jathedats have to 
play a role. On the other hand, the demo¬ 
graphic structure of the state is such that 
it is difficult for the Akali Dal to form the 
government by it.seif without support 
from significant sections of Hindus. It is 
in this context that there is always a 
conflict between the ecclesiastical- 
organisational axis and the ruling political 
group. 

Traditionally, in Akali poiiticsthere have 
been three power centres revolving around 
the party president, the SGFC president 
and the leackir of the legislative wing who 
becomes the chief minister whenever 
Akalis form the government. Since 198.^, 
after the assassination of Sant Harchand 
Singh Longowal. the same person has 
been the leader of the legislative wing and 
the party president. Earlier it was Surjit 
Singh Bamala and now it is Badal. This 
is another cause of dissatisfaction in a 
section of the party. Tohra, who is known 
for his political manoeuvring capabilities 
and has always remained with the main¬ 
stream Akali Dal in spue of his .somewhat 
extreme views, thought that he could 
articulate the dissatisfaction in some 
organised manner. Badal. confident of his 
position in the assembly and the support 
of the BJP, decided to consolidate his 
position in the SGPC also. In .spite of the 
reconciliatory efforts made by some Akali 
leaders and Tohra himself, he not only 
got Tohra ousted as the SGPC president 
in a humiliating way but got a person 
completely of his choice elected in his 
place. 

The election of Bibt Jagir Kaur as the 
first woman president of the SGPC seems 
to be a well calculated move. It will not 
be too easy for Tohra and his supports to 
oppose a woman. At the same time, Jagir 
Kaur, a minister till yesterday, will in all 
probability be a proxy president. It is 
significant that at the election meeting on 
March 16, Akali leader K S Badungar 


opened an envelope which contained 
Badal's message to the members giving 
the names of those he wanted elected to 
the respective posts. The message was 
faithfully accepted. 

There arc both negative and positive 
aspects of this development. Mo^ration 
is regaining support in the Akali Dal. The 
clergy'soverindulgenccinpoliticsisbcing 
questioned. Here, it may be mentioned 
that Jathedar Ranjil Singh, the recently 
suspended chief prie.st of the Akal Takht, 
in his short tenure in the last few years, 
issued more Hukamtuimas than proclaimed 
in the last SO years or so. People like 
Tohra, who keep on harping on concepts 
such as that Sikhs are a separate nation, 
stand isolated. Already other such leaders, 
like Simranjit Singh Mann, have been 
marginalised. 

How genuine and honest is this effort? 
The past history of the Akali Dal, includ¬ 
ing Badal's own behaviour, is not prom¬ 
ising. In 1969, when the moderate Justice 
Gumam Singh was leading the Akali-Jan 
Sangh coalition government, Badal led 
the revolt against him in somewhat emo¬ 
tional religious language. Again when in 
I98S Bamala became the chief minister. 
Badal not only criticised the Rajiv- 
I.ongowaUccord but also warned Bamala 
on the issue of sending police to 
gumdwaras. The Akali Dal po.sition has 
been that whenever it is out of power, all 
factions join hands and speak a belligerent 
language. When it is in power, there is a 
power stmggle within the party. Reports 
of Badal monopolising all power for him¬ 
self and his family members are quite 
credible. Tohra's allegation that Badal is 
grooming his .son to succeed him is not 
without basis. People in Punjab are talking 
about widespread political corruption in 
the administration. The names of family 
members of Badal are openly mentioned 
in this regard. Badal's son, who is new 
in politics, has got a place in the central 
ministry. Badal, in spite of his career-long 
opposition to the retention of Article 356 
in the Constitution, supported its procla¬ 
mation in Bihar. 

There are apprehensions that, as in the 
past, this internal factionalism of Akalis 
will bring militancy and violence back. 
But, as mentioned above, Punjab society 
is unlikely to approve of that. Much will 
also depend on the role that other patties 
and groups like the Congress play in 
their own political interests. The media 
and Sikh intellectuals can use this situ¬ 
ation to get the Sikh masses out of the 
control of Jathedars and gumdwara-based 
politics. 
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Derailing flie Railtrays Further 

SSriraman 


A reading of the railway budget, 1999-2000 reveals that the ministry 
has failed to evolve a coherent and effective strategy for capacity 
enhancement and technological upgradation so that the railways-can 
play a relevant role in the next century in the country's development. 


THEStaUis paper on Indian railways (GOI 
1998a) brought out by the ministry of 
railways last year had raised hopes of 
Bigniflcant measures to pul the organisation 
back on the rails in order that it may 
support the high growth path that has been 
envisaged under a liberalised economic 
framework. It was thought that railways 
would be radically reorganised and that 
public authorities responsible for the rail 
sector would play a highly active role in 
that process. Serious attempts made by the 
minister himself and his officials to build 
up a consensus on the need to evolve an 
effective strategy that would involve 
massive investments in capacity enhance¬ 
ment and technological upgradation of the 
railways have apparently failed as is 
revealed by a reading of railway budget 
for 1999-2000 presented to parliament 
last month. When read together with the 
recently released Ninth Plan document 
which, in a rather limited way, seeks to 
provide a sort of a blueprint for survival 
and even growth of the railways in the next 
millennium, the feeling is one of utter 
disappointment. 

The objective of the Ninth Plan as far 
as the railways is concerned “would be on 
strengthening the capacity of the Indian 
railway system as the prime carrier of long 
distance bulk freight and passenger traffic. 
To this end, the railways will concentrate 
on multiplexing and electrification ofden.se 
corridors, improvement in reliability of 
operations, containerisation of smalls and 
optimisation of total system operations.” 
TTie budget, which could have served as 
a springboard to operationalise a strategy 
to launch the network into a high growth 
trajectory and become part of the 
renaissance of the rail industry globally, 
attempts precious little. 

A dynamic tariff policy is a necessary 
precondition for successful growth of even 
a public service organisation like the 
railways. However, tinkering with pas¬ 
senger and freight tariffs in an arbitrary 
way has been a characteristic feature of 
tanff fixation in the Indian railways. This 
has happened despite recommendations 
of several expert committees [GOI 1980, 
1993) who have opposed this policy since 


such a policy upsets the rate structure 
which is normally expected to be based 
on certiun perspectives reflecting relative 
costs, class rates, traffic leads and socio¬ 
economic importance of different com¬ 
modities, The minister has proposed a 
4 per cent across-the-board increase in 
freight tariff at all distance except up to 
SO km in which case a 2S per cent con¬ 
cession has been offered. This concession 
is sought to be justified on the ground 
of weaning away short-haul traffic from 
road transport. Again, in thiscontext, while 
the move to introduce new long-distance 
trains may possibly be welcomed, the intro¬ 
duction of new short-distance intercity 
trains is a retrograde step e.specia1ly in 
view of the effective road transport con¬ 
nections available ^ween these points. 
Such efforts severely undermine the 
evolution towards an optimal modal mix. 

In the case of passenger fares, a rational¬ 
isation to take into account differences in 
the levels of comfort as between sleeping 
and sitting accommodation as also the .superior 
comfort of travel in airconditioned classes 
has been proposed. As a result, fares will 
be varying between 1.55 times the basic 
second class fare for the sleeper class to 
14.4 times the basic fare for AC I st class. 
While implicit in this scheme of things is 
considerationofeost factors, moreexplicit 
are demand considerations which have, 
historically, .served as the basis for the 
value of the service pricing principle 
adopted by many systems all over the 
world. On the Indian railways, passenger 
traffic is traditionally classified as suburban 
and non-suburban. Forhi.storical reasons, 
what is called suburban traffic is con¬ 
centrated mainly in the metropolitan cities. 
The non-suburban traffic is carried by four 
types of passengertrains: (i)ordinary trains, 
(II) mail and express trains, (iii) superfa.st 
train.s, i id (iv) special categories of trains 
called Rajdhani and Shatabdi trains. The 
classification of intercity trains into these 
four categories plays an important role in 
fixing the level and structure of long 
distance fares on Indian railways since 
differentiation in train categories is based 
upon the quality of service factors, the 
main items of which are journey time. 


depaituR and urival tivdngs, number of 
halts, the type of seating or bedding 
supplied, tiw position of dining car or 
pantry car and other amenities. Thus, these 
factors form a logical basis for charging 
differeidiai fares evenfor travelling similar 
distances. In other words, variation in fares 
while it is reflected in the variation in costs' 
of service provision, it is more so due 
to a consideration of affordability of 
die users to pay different fare levels. How¬ 
ever, it does appear that a stage seems 
to have been reached where not much 
leverage is possible at the higher end of 
the spectrum of fares since diversion to 
the road mode is emerging. This is revealed 
by stagnating upper class Hows. It may 
still be possible to target the long distance 
second class sleeper segment fraraddidcmal 
revenues since growth continues to be 
buoyant. 

In the White Paper on the railways 
projects (1998b) brought out last year, the 
ministry had focused on the issue of 
expansion of the railway network, which 
was proceeding in terms of a number of 
financially un viable but, .socially desirable 
projects. It was also reported that many 
of these were inclurted in past budgets 
without proper surveys and even without 
requisite clearance. It was further empha¬ 
sised t hat such a process resulted in finance 
being spread thinly over so many projects 
on a continuing basis that none could be 
expected to take off in a reasonable time 
period. Accordingly, the paper pointed 
out the need for prioritisation of these 
projects and their implementation. The 
current budget dues not even attempt to 
make a beginning in this direction. On the 
other hand, the list of new projects that 
have been cleared seems to be getting 
longer. In a matter of months, projects 
worth hundreds of crores of rupees have 
been cleared. Surely, the basis for such 
clearances could have been provided. This 
would have been in line with the present 
thinking that transparency is essential in 
planning and impltmentation of public 
schemes. 

More importantly, the White Paper had 
stressed the need for a substantial hike in 
budgetary support to take care of fmancially 
unviabie projects. In this context, it is 
perhaps useful to emphasise the role of 
the railways in meeting public service 
obligations. The social obligations in the 
Indian railways were estimated to be of 
the order of ^ 3,000 crore in 1998-99. 
A good part of this obligation is a result 
of loss on passenger traffic, which is being 
cross-subsidised by freight traffic. During 
the period 1980-1995, the cost of social 
burdens has ranged between 13 per cent 
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lUHway Rue and Freight Commhtee [GOI 
1993] had pointed out that if the railways 
was simply relieved of this social burden, 
they would not havetodepend on budgetary 
support to fianmce outlays. Alternatively, 

was argued that the level of rail tariffs 
especially freight would have been lower, 
even after payment of dividend liabilities, 
if this burden was taken off the railways’ 
shoulders. It is well recognised that the 
scale of public obligations imposed by the 
government service without any real or 
full compensation for the financial impact 
of such obligations has damaged operating 
revenue and reduced the investment 
capacity of railways. Further, the govern¬ 
ment has not behaved as a responsible 
shareholder and is forcing the railways to 
borrow from financial market at high rate 
of interest. According to the budget, rail¬ 
ways would be extending market borro¬ 
wings to include long-term loans with a 
maturity of 15 years. In 1998-99, the rail¬ 
ways had tapped this .segment for the first 
time to supplement borrowings through 
( bonds. The issue that is raised here is the 
failure to di.stinguish between tasks 
imposed on the railways and indebtedness 
that is resulting from the imposition of such 
tasks It is perhaps ripe for a serious con¬ 
sideration of the issue of providing explicit 
subsidies to the railways white at the same 
time freeing the general exchequer from 
provision of capital grants, which are arbi¬ 
trary and are a great source ot uncertainty 
to railway planners and policy-makers. 

The proposal to create a fund for con¬ 
verting unmanned level crossings to 
manned ones is a welcome step. The status 
paper had mentioned the possibility of a 
levy on road vehicles to serve as a souice 
for the fund. With additional levies on 
freight and vehicles being earmarked for 
the purpose of recently National Highway 
Development plan, such a possibility is 
ruled out. The 'ojdget does not make an 
explicit commitment but spells out the 
need to tap member of parliament local 
area development schemes budgets for 
these schemes. But it is necessary to target 
their conversions within a specified time 
framework and also involve state and local 
governments in such vcn'ures. The absence 
of co-ordination at the ground level has 
really hindered implementation of such 
acbon plans in the past. 

The important role of a local authority 
in managing local services especially in 
urban areas has been highlighted by a 
number of studies. Accordingly, the 
formation of the Mumbai Vikas Rail 
Corporation was greeted with great 
entl^iasm. However, it is understood that 


uiu'uigwiisauon IS nKTCiy lo oe invoiveu 
in carrying out the implementation of the 
various rail projects under the Mumbai 
Urban Transport Plan-II(iiKrely replacing 
the existing Metropolitan Transport 
Project). In other words, its role would not 
extend to operations. If this is to be the 
reality, the suburban commuter can only 
look forward to greater travel discomfort 
in the years to come, additional facilities 
under Mumbai Urban Transport Plan-II 
notwithstanding Policy decisions would 
continue to be taken in Delhi where other 
priorities matter. 

What IS important at this stage is to 
properly define the role that the railways 
will be expected to play in the next century. 
However, in order to define that role clearly, 
it must be understood that, with the 
anticipated increa.se in traffic flows and 


to acnieve signincant reaucoons m tramc 
flows in other modes, heavy investments 
will be required on the railways. However, 
much Rail Bhavan may acknowledge this 
emerging need, its action plan fails to 
reveal such a concern. 
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Struggles against Sanctuaries 

Debaranjan Sarangai 


The state government has proposed several wildlife sanctuaries which 
will displace thousands of tribals who have lived in these areas for 
generations. This has generated a large-scale protest movement 
around the issue. 


THE tribals in the state have experienced 
large-scale displacement due to industrial 
development as well as big dam projects. 
At the Similipal sanctuary project 
inhabitants of four villages have been 
protesting for over two decades and the 
government is yet to evacuate them. Now 
the government is targeting more tribals 
for several proposed sanctuary projects in 
the state. The Kotagada sanctuary situated 
in the tribal dominated Kandhamal district 
is being opposed by the resident tribals 
there. 

Kandhamala is one of the tribal domi¬ 
nated districts in Oris.sa. Nearly 53 per 
cent of the people are tribals. The govern¬ 
ment of India announced its proposal 
to set up a sanctuary in the district spread¬ 
ing over three blocks of Kotagada, 
Tumudibandha and Daringibadi in 1981. 
Subsequently, notice was issued in 
December 1981 for hearing objections but 
was not served. The same prowdure was 
repeated in 1985 when the notice was 
issued but not served until the Supreme 
Court direction came in 1996 and the 
administration kept people ignorant of it. 
But when the district administration on the 
same year all of a sudden banned shifting 
cultivation, cattle grazing and restrictions 


were imposed on firewood collection in 
the proposed sanctuary that startled the 
local inhabitants. 

Nearly 32,000 people of these three 
blocks will be displaced for the proposed 
sanctuaiy. This 400 sq km project area 
would displace people in different phases. 
Firstly, the peripheral villages, then the 
core area villages will be evacuated. 
Finally, the villages coming within outer 
circle of the sanctuary project will be 
evacuated according to a district official 
who wishes to remain anonymous. In the 
north of the sanctuary lies the Mundigaarha 
forest block and in the south Laser! 
(Extension) Bhandri Srirampur forest 
block, in the east Simalbadi forest area, 
and in the west Rayagoda forest area. 
People of the area arc mainly dependent 
on shifting cultivation. For years tribals 
and other caste people like dalits who have 
a minuscule presence in the areas have 
been doing shifting cultivation in the forest. 
A few people have some patta land. People 
told me that they have been doing it for 
ages and they do not destroy jungles by 
shifting-cultiviuion. Had it b^n so, there 
would hardly have been a jungle. Generally, 
they clear a patch of land which is not 
covered by thick forests. They do not even 
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cmbigueesfarthe]nirpose.Th^ciiitivai)| 
• patch of land for two to diiee yeai* 
continuously and leave it for regeneratioii. 
It is their way of foiest conservation. They 
ptoduce paddy, millet, black gram, gteen 
gram, red gram, turmeric, etc. through 
shifting cultivation and in patta land. 

Besides shifting cultivation, people of 
the area are dependent on seasonal 
collection of foiest produce. They collect 
hilltmwm, tamarind, honey, mahuaflower, 
siali leaf, etc, from the forest. The market 
for forest produces here is not primary 
collector friendly. The monopoly rights of 
state level co-operative societies and their 
nexus with business people are the reasons 
behind the distress sate of all forest 
produce. Primary collectors do not get 
remunerative price not even the price fixed 
by the district price fixation committee 
h^ed by the district collector. No doubt 
the local tribals eke out seasonally albeit 
low return against hard labour. 

Owing to a ban on .shifting cultivation, 
the living conditions of a major chunk of 
the population of the locality has worsened. 
The tribals can neither go into the forest 
for collection of firewood nor are the 
collected forest produce remunerative. The 
state is pushing away the bibals from all 
possible source of livelihood. Most of the 
people have absolutely no .source of food 
except for searching of roots and tubers 
in dMp forests. Occasionally, they get 
some work in the government-sponsored 
construction activities and on the land of 
the few landowning people. Ban on shifting 
cultivation here is a well-structured plan 
of forceful displacement by the state. 

Interference of the .state in the life and 
livelihood of the indigenous people is 
opposed by them worldwide. Kondh tribals 
of the Kotagada range have also initiated 
theiropposition sincethey heard about the 
proposed sanctuary. Pahadi Sangrami 
Mancha under which banner the struggle 
is being spearheaded-was formed in 
response to the district magistrate's 
promulgation of the ban. people’s protest 
gained momentum after the announcement 
of parliamentary election. On the eve ot 
theelection people in large numbers gather 
near Subarnagiri on February 14, 1998 
with their traditional wei^ions with a 
promise not to cast their vote since they 
did not expect anything from 'welfare 
state’. Nearly 32 ballot boxes on the 
election day came to district headquarter 
without a ballot paper. 

Though the government has restricted 
the entry of people into the forest and 
banned shifting cultivation it has leased 
out the bamboo forest to a private company 
based in Rayagada. The Mancha prevented 


the compaoy from its ciming the baadiQO. 
Recently, the Mancha has ^ided not to 
co-operate with govemment agencies and 
in this form has started opposing the 
developmental work at the block level 
The other day the district collector came 
for the innauguration of a watershed pro¬ 
ject financed by the DRDA. But people 
of the locality gheraoed the collector and 
resuicted his enuy into the area. People 
also protested against the suppression 
of information by the administration. 
Finally, die collector agreed to provide a 
map of the sanctuary and other related 
information. 

Time and again the govemment is issuing 
notices for public hearing. People officially 
came to know about the sanctuary for the 
first time by notice served on January 9, 
1998. Subsequently, two notices have been 
served for public heanng on April 19 and 
July 10, 1998, respectively. In the last 
notice people have been told to bring paitas 
ill support of their land. The Wild Animal 
Sanctuary Act says that those who have 
patta land would not be displaced. In tribal 
society where patta is of no use, people 
would hardly have pattas to prove their 
ownership of land. A few people have 
actually patta land toprotecting theiriights. 
The large number of tribals who do not 
have patta land would definitely be forcibly 
displaced. This is a ploy to divide people 
along the issue of patta. People in the 
region are not allowing revenue (ilfieials 


toconduct surveys to ascerta in thenumber 
of patta and non-patta hokim. 

Besides Kotag^a sanctuary another 
sajictuaty in the new district of Gajapati 
has also been constituted by the 
govmment and resentment fromihetifoals 
under the banner of Lakhari Loka 
Sunkshya Manch is in the offing. People'*' 
of tlw Lakhari area where 15,000 tribals 
of 11 panchayats would be displaced are 
opposing the sanctuary project tooth and 
nail. In a congregation of tribals at 
Luhagudi they took a vow not to leave 
their land and also to oppose the entry of 
the local MP and MLAs in thru area. 

Nine more other sanctuaries are 
reportedly in the offing. Though chief 
conservator of foiest (wildlife) said that 
no tribals would be displaced due to 
'paucity of funds’, notices have been issued 
in almost every case. There are voice of 
protest from other areas like Padia 
sanctuary in Koraput district and 
Athamallick in Cuttack district. The 
formation of an alliance of such protests 
is now under way to challenge state’s 
arbitrary decision. 

The debate centreson whetherthe tribals 
are responsible for either decrease in 
animals numbers or depletion of forest or 
both. Since generations tribals have been 
staying with animals in the forest; the state 
is now coming declaring areas as 
sanctuaries which will displace them as 
if they were the culprits. 


DK.AM \U 
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The Academic Resource Unit (TAJRU) at Digantar is launching a new 
intensive programme of study in the area of Educational Foundations. The 
course offers professional development for teacher-educators, curriculum 
developers, education co-ordinators and policy plaimers in govemment and 
non-govemmental organisations 
Course Features: 

• Six months (two seme).tcra' June: to Aug: Oct. to Dec) 

• Areas of study, thinkmg about education, culture, society and childhood, tlieories of 
learning, exploring human understanding, school and the curriculum, evaluation and 
assessment, optional course and independent study. 

• Faculty TARU faculty and invited faculty (Prof. Krishna Kumar, Dr Sadhona Saxena, 
Dr Sharada Jain, Prof. C J Oaswani, Prof Mohammad Talib. Prof. Ramakant 
Agniboiri. Prof Shyam Menon. Dr. Poromesh Adiarya and others). 

• Full-time, residential 

• Fee to cover tuition and board and lodging 

• tocihtics. library and hostel 

• Medium, bilingual (liindi & English) 

Enquiries are welcome from individuals and institutions interested in 
sponsoring participants. For prospectus and af^iication form please send 
self addressed envelope (8’ by 6’) with Rs. 3/- stamp to: 

Co-ordinator, The Academic Resource Unit, DIGANT.'VR, 

Todi Rarajanipura, Jagatpiira, Jaipur, 302017, Tel: 0141- 521824. 

Last date for receipt of completed applications is 1** May 1999. 
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Euro and Emerging Commercial 
Opportunities 

Kalyan Raipuria 

The emergence of the euro as Europe’s single currency has been the 
most important single change in the international economy in the last 
some quarter of a century. Those, both countries ami business 
organisations, who are quick to take advantage of this momentous 
development will he the 'winners'. 


AMONG the many factors which have 
recently driven business around the world, 
market liberalisation, development of 
technology, notably IT, globalisation of 
industrial and service activities and inte¬ 
gration of financial markets are major ones. 

A wave of -many players studying and 
operating on these factors has led, on the 
one hand, to a number of new manage¬ 
ment prepositions and. on the other, to 
several examples of proactive business 
participation araund the world. The emer¬ 
gence of new IT applications, like digital, 
have added a new dimension to the com¬ 
petitive atmosphere. Coinpetiti veorganisa- 
tions have come up as ‘winners' and have 
maintained or improved their market |X)si- 
tion even in the face of certain elements 
of ‘a new global economic disorder’ These 
include the .south-east Asian financial 
turmoil, Russian exchange crisis, recent 
Latin American developments, the continu¬ 
ing recession in Japan, the second largest 
economy of the world, the large trade 
deficit of the US. the near 10 per cent un¬ 
employment in Europe and over-capacity 
m China, besides its losing public sector. 

With the dawn of the euro, confined to 
eleven curo-/onc countries, on January 1, 
the ‘winners' will again be those who take 
advantage of the change over first. The 
allunng euro as Europe’s single currency, 
having received a bullish reception, has 
been the biggest change in intenialional 
finance since the abolition of fixed ex¬ 
change rates 26 years ago. 

The euro-zone countries have a tremen¬ 
dous potential for expansion of markets, 
pariicuiaily in services, given the size of 
the currency exchange market of the order 
of S 1..^ trillion per day, and bonds and 
stocks markets of the order of $ 3.1 and 
$ 4.5 trillion, respectively. The market 
c^^)italisation stands at $ 1.8 trillion, while 
bank assets are as large as $ 11.13 trillion. 
The euro-zone constitutes over 16percent 
of world merchandise trade (estimated at 
$ S.3 trillion) as the annual exports and 
impoftsoftheeuro-zoneamount(^to$ 861 
bn and $ 760 bn. respectively, in 1197. 
The zone accounts for 30 per cent of world 
trade in commercial services (estimated at 
$ 1.31 trillion), as exports and iropoiis 


amounted to $ .^Kl.4 bn and 372.6 bn 
respectively in 1997. The substantial 
surplus in trade as well as balance of 
payment is indeed oneof the main strengths 
of these countries. The zone’s total foreign 
resources stood at $ 290 bn at the end of 
1998. Hie likelihood is that the euro will 
emerge stronger th.-in the US dollar over 
a period. Thus the euro-zone, besides its 
large currency and stock markets, is also 
likely to become the magnet for capital 
which IS what its designers aimed at. 

With the euro-/onc enlarged by the 
inclusion of the lour remaining EU mem¬ 
ber countries (Denmark, Greece, Swedan 
and the UK) and further with the expan¬ 
sion of the EU, the market is likely to be 
very large and unique, making the world 
multipoler Whether the expected com¬ 
mercial expansion, with some mergers 
and acquisitions, takes place sooner or 
later, the euro-zone will definitely provide 
virtually one market of about .300 million 
population and GDP of $ 16.3 trillion, the 
tapping of which would require very 
efficient and responsive financial system 
support. Growing IT application and in¬ 
creasing participation will be the mainstay 
for the ’winners* in the euro-zone. Coun¬ 
tries which would be able to show proacti ve 
participation by way of invoice switching, 
borrowings, under different options, and 
financial deals, and work-out support 
policies will get an increased share. The 
role of an efficient financial system in this 
context cannot be overemphasised. 

In case of India, the Narasimham Com¬ 
mittee on the Financial System (1991) was 
piophetic in recommending liberalisation 
and reform of the financial sector. The 
transformation which has taken place n 
banking and non-banking finance is re¬ 
flected. on the one hand, in market-based 
credit, interest, monetary, borrowing and 
exchange rate policies and, on the other 
hand, in higher capital adequacy on the 
lines of the Basle norms, improved asset 
quality and asset liability matching. 

As the (second) Narasimham Commit¬ 
tee on Banking Sector Reforms (1998), as 
also the RBTs report on Trend and Pro¬ 
gress of Banking. 1997-98 have brought 
out, the per cent of net non-performing 


assets (NPAs) to total advances has come 
down Ui little over 8 per cent, but need 
to be brought down further to S per cent 
by 2000 and to 3 per cent by 2()02. The 
number of private and foreign banks is 
now nine and 42 re.spcctively. The in¬ 
creased net profits of public sector banks 
over a shoit period show the possibilities 
of further inarketisation and improvement 
in productivity and profits. This situation 
should further lead to developments tike 
‘universal banking' and electronic trans¬ 
actions. According to Narasimham, the 
convergence of the Indian financial 
system with the international system can 
be speeded-up through risk diversifica¬ 
tion, autonomy and customer satisfaction 

Nara.simham has also come out with the 
idea of creating on»-stop financial super¬ 
markets in the country, offering an array 
of financial instruments through pnxiuct 
developments (S Ranganathan Memorial 
Lecture, IIC, New Delhi, November 11, 
1998). The world over, the focus is on the 
customer needs, including the needs of 
exporters and importers, rather than*on 
organi.sations and (unctions. Of course, in 
order to avoid a crisis like in south-east 
Asia, the ‘bubble sectors’ like real e.state 
and stock markets should be kept out, but 
insurance, venture capital and the like 
should be covered. Open foreign currency 
exposure needs to be rc.stricted. Financial 
supcrmariscts, having the benefit of econo¬ 
mies of scale, may first .serve the needs 
of international commerce, notably trade- 
related as also other services. Fears of 
monopolistic and cartel practices need to 
be overcome by a proper, legal and regu¬ 
latory framework, and an evolved super- 
vi.sory system. 

One of the national objectives of the 
financial system should be to efficiently 
support the foreign trade .sector for ex¬ 
panding markets abroad. In the context of 
the euro, thcietorc, a proactive game-fdan 
needs to be pursued by the financial system 
without waiting fot 2(102 when the 11 
currencies of the euro-zone will be re¬ 
placed terminably. Already, the EU mem¬ 
bers who arc out of the zone are feeling 
the picssurcs of their trading entities 
apprehending erosion of competiti vencss. 

The dawn of the euro has meant not only 
the emergence of a new single currency, 
hut has also thrown open .several oppor¬ 
tunities and challenges in respect of finan¬ 
cial services and ‘virtuali.sation’ ofbu-siness 
entities around global brands, both made 
possible by availability of low-co.st, high- 
bandwidth technologies for communica¬ 
tion, and the IT system. Indian business 
should meet some of the requirements of 
the emerging markets due to outsourcing 
by the euro-zone so that foreign exchange 
earnings and profits can be increased at 
a significant rate. A wait-and-see approach 
may be prudent in respect of risk activi- 
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ties, but is odterwise likely to fuove %' 
cause of loss of opportunities. Indian 
exporters and the financial service players 
would gain by aligning themselves with 
die euro as early as possible. 

The inter-bank euro-denominated deals 
struck by the Bank of America (for L & T 
and IPOL) and ABN Amro with the SBI, 
on the eve of die euro-launch were ex¬ 
amples of proactive business, though more 
of as signals than real attempts to capitalise 
on the opportunities. 

The RBI Working Group on the euro 
(October 1998) has brought out the is.sues 
and the implications which can help a 
proactive game-plan, including its recom¬ 
mendations regarding media, publicity, 
public initiative, cu-stomcr education, HRD 
and training in the financial system Among 
other things, according to the working 
group, switching to the euro would mean 
an investment, including of time and 
financial and human resources by the com¬ 
panies. besides review of trade promotion, 
new bu!>incss as well as new strategies and 
new contracts in the new context. Small 
and medium enterprisc.s need to find new 
ways to organise their individual efforts 
to be viable and match the big boys. 

As euru-/.one plans for harmonisation 
of taxes and duties progress, there will not 


only be increased product and price trans¬ 
parency all round but also efficiency and 
stability in transaction costs, such as re¬ 
duced or no banking fees for conversion 
of euro currencies. Wth the observed and 
projected low inflaiion (below 2 per cent), 
price stability will be the hallmark of the 
euro-zone, while low interest rates would 
enable expanded trade finance and ci^iitai 
transactions at low cost. 

Certain guidelines have been issued by 
the International Chambers of Commerce 
to be useful during the transition period, 
which should be used fgr expedient pre¬ 
paration, including of business strategies, 
with the objective of early chipping-in. 

Business organisations would be well 
advised to take a longer-term view to 
be able to meet the real challenges of 
business expansion. Strategies should 
include choice of right business locations, 
a review of critical parameters like pro¬ 
duction and infrastructure cost, as multi¬ 
ple locations for business may not be 
necessary. New ways to differentiate 
products will have to be found lo over¬ 
come the ab.senceof price variations across 
the euro-zone expressed in the single 
currency. 

Fear of an increasingly closed euro¬ 
zone market, earlier seen in terms of 


‘Fbmnut Europe', ibi^ agaiii prove ir¬ 
relevant and aelf-ttefbaring. 

It is not enotti^ to say thk the buainess 
community and the bankii^ system are 
ready to get into the exchange system of 
euro and expand the level of reserves as 
currency sti^lhens. If Indian business 
can be proactive in terms of taking a view 
of emerging business in goods as well as 
services at the earliest, aiming to expand 
foreign exchange earnings and to increase 
profits, the EU would be a source of 
strength for business in othm markets. 

Lessons for regional co-operation from 
EU and euro are clear as a ‘role model’. 
A long-term approach to form customs 
union, community, and then a free cur¬ 
rency area, beyo^ a free trade area, in 
south Asia as a whole needs to be actively 
discussed. The issue of Asian Currency 
Union (ACU) and an Asian currency (say, 
an asio) was put by the Philippines’ presi¬ 
dent on the agenda of the recent ASEAN 
summit in Hanoi and found its way into 
the six-year Action Plan. This is consid¬ 
ered a long-term possibility, given the 
strong regional linkages. 

(Based on the author's key-note address lo a 
colloquium organised by FIEO m New Delhi on 
January 22, 1999 Tlw views expressed are 
personal ] 
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US Policy on Iraq 
Latter Day Gunboat Diplomacy 

Harold A Goold 


The failure of America's Iraq policy vividly illustrates the limitations 
of gunboat diplomacy. 


IF the numerous attacks launched by the 
United States and its various assortment 
of allies against Iraq have proved nothing 
else, it is that so-called ‘smart bombs' are 
really not all that smart. The misfire in 
Basra that killed many innocent civilians 
punctuates this fact. As do the persistent 
and e.ssen|jally fruitless attacks now being 
conducted against Iraqi air defence sys¬ 
tems. Repeatedly, the claims that have 
been made for these robotic instruments 
of surgical destruction have turned out to 
be vastly exaggerated. As has the political 
payoff suppo.sedly accruing from their 
use. Saddam Hu,sscin has merely rolled 
with their punches, dusted himself oft, 
and resumed his dogged attempts to re¬ 
build his military machine. There is a 
good reason for this sombre result. 
Gunboat diplomacy is passe. It did not 
work ail that well in its original incarna¬ 
tion, VIZ, during the colonial era when it 
took the form of armed shallow-draft boats 
plying the Yangtze river taking pot-shots 
at war lords and remnants of the Ch’ing 
dynasty who got in the way of economic 
pillage by western imperialists. Its 
current manifestation, carrier ta.sk forces 
plying the Red Sea and Indian Ocean 
launching bombers, fighters and cruise 
missiles against recalcitrant west Asian 
States in an attempt to bend them to the 
will of the world’s only superpower, does 
not do it either. In Iraq's case, its main 
accomplishment has been to enable 
Saddam Hussein to bolster his autho¬ 
ritarian grip on his people and heroi.se 
him in the eyes of radical Arab nation¬ 
alists. 

It is not that military means are never 
an acceptable aspect of foreign policy. 
Everybody knows that there are times 
when4he use of force is unavoidable, as 
clearly it was in the second world war 
when the Axis powers posed a pervasive 
threat to the survival of liberal institutions 
throughout the world. As it was when 
Chinese troops poured across the Indian 
border in 1962 and threatened to destroy 
its national self-respect. Hie problem 
arises when the world’s last superpower 
resorts to the use of force as a bullying 


tactic, as a substitute for an enlightened 
foreign policy, or as a means of covering 
up for the failure of a bad one. Informed 
strategic thinking, by contrast with gun¬ 
boat diplomacy, secs military action as 
only the last resort when all measures 
short of war have been exhausted. 

The failure of America’s Iraq policy 
vividly illustrates this distinction. In 1991, 
Operation Desert Storm at least had the 
virtue of enyoying wide consensus in 
both the West Asia and the world com¬ 
munity. Only Jordan among immediately 
contiguous Arab states refused to join the 
UN mandated coalition which the US led 
against Saddam Husain. Turkey Joined 
It as well, and so in varying degrees did 
many European states. 

However, the aftermath of military 
victory revealed that even in these favour¬ 
able circumstances there was little under¬ 
standing of why the battle was fought in 
the first place, and even less understand¬ 
ing of what mu.st follow politically in 
order to consolidate the fruits of victory. 
In the words of Washington Post cor¬ 
respondent Jonathan Randall, “Rarely in 
the history of human conflict had so great 
a power mobili.sed so many allies, moved 
so many troops and so muchmo/eriW. yet 
remained so purpo.sely incurious about 
the nature of the enemy’s society...’’ 

The tragic flaw in the 199! UN opera¬ 
tion which consigned it to the status of 
gunboat diplomacy was the failure to go 
the extra mile and make sure that Saddam 
was either removed from power or at 
minimum politically neutralised within 
Iraq. This would have required no more 
than one more day of allied military action 
followed by a clear and comprehensive 
policy of breaking the Saddam faction’s 
stranglehold on the Baath party, encour¬ 
aging some degree of political separatism 
for both the Mosul Kurds and the Basra 
Shiites, and encouraging improved 
human rights for all Iraqi citizens. 
Instead, the US, as leaderof the coalition, 
decided it must appease its Turkish ally 
by downplaying the political aspirations 
of the Kurds, placate its Saudi ally’s (and 
its own) phobias about Iranian funda¬ 


mentalism by inhibiting the politicad 
aspirations of the ethnically distinct Iraqi 
Shiites, and. in the name of ‘regiond 
stability’, limit its own post-war initia¬ 
tives to encouraging a military coup. 
Even if successful, the latter would have 
done nothing more than replace Saddam 
with another Iraqi general who would 
have employed the Baath party apparatus 
to perpetuate the Sunni-dominated Iraqi 
ruling class’s power monopoly, which 
has been the country’s bane for decades. 

The best chance for a way out of its 
policy dilemma toward Iraq is for the US 
to formulate policies that do justice to the 
history and culture of the region instead 
of trying to shoot its way out of its .seif- 
created policy paralysis. This means ini¬ 
tiating measures which in the long run 
offer .some hope of modifying the Iraqi 
regime. First and foremost, the economic 
sanctions must end. Their principal effect 
has been to pauperise the Iraqi people and 
make them more dependant on the whims 
of the Saddam dictatorship than ever. 
Second, all possible means should he 
employed to pluralise Iraqi politics This 
requires actively encouraging a sufficient 
measure of political autonomy for the 
Kurds and Arab Shiites to enable them 
to parry Saddam’s and the Baath party’s 
autocratic predilections. Third, theClinton 
administration needs to follow through 
on its recent pledge to support opposition 
groups both within and outside the coun¬ 
try. The Iraq National Congress is one 
such formation but not the only one. 1 here 
arc indigenous nodes of opposition among 
both the Kurds and the Shiites that can 
be encouraged and actively supported. 
The goal should be a crystallising coali¬ 
tion of dissidents whose empowerment 
would permit the Iraqi people to reform 
themselves from within, according to their 
own light. US power could then concen¬ 
trate on what a superpower should be 
concentrating on: The broad parameters 
of international peace and security rather 
than trigger-happy exercises in outmoded 
gunboat diplomacy. 
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PERSPECTIVES 


Welfare Implications of Telecom 
Tariff Reform 

Pinald Das 
P V Srinivasan 


The suggestions made by the Telecom Regulatory Authority of India 
to reduce the price of international and long distance calls and raise 
telephone rentals and local call charges are eminently justified on 
efficientry grounds. Nor are the equity implications of the changes 
necessarily adverse. 


THE Telecom Regulatory Authority of 
India (TRAI) recently made suggestions 
to reduce the price of international and 
long distance calls and increase that of 
local calls and telephone rentals. The 
debate that has followed this suggestion 
is mainly concentrated on addressing the 
question whether elimination of subsidies 
is desirable on grounds of equity. The 
possible adverse implications of the 
proposed reform on the achievement of 
the social goal of universal telephone 
service has also been a matter of concern. 
Another criticism of the TRAI recommen¬ 
dation has been that it has been based on 
Australian price elasticities which may 
not be relevant for India (Vyasulu 1998]. 
In this paper we address each of these 
is.sues in detail. We argue that the sugges¬ 
tions made by the TRAI are well justified 
on efficiency grounds. Moreover, the 
equity implications of the recommended 
price changes need not necessarily be 
adverse. Subsidising telephone rentals and 
local call rates is not the best way to 
achieve greater penetration. The efficiency 
costs involved in this are too great to be 
ignored. Other cheaper methods such as 
targeted subsidies need to be explored. 
Bringing down long distance prices is 
also welcome since it would pre-empt 
inefficient entry when the tong distance 
sector is opened up to competition. 

Estimate of own price elasticity of long 
distance calls fpr India based on public 
call office (PCO) data turns out to be very 
high. The elasticity is high enough to bring 
about an increase in producer surplus 
through a reduction in price rather than an 
increase. This means that consumer as 
well as producer welfare can be improved 
through a reduction in long distance rates 
alone without having to increase the local 
call rates. Since price elasticity is very 
high, marginal social cost of raising funds 
from taxing long distance service will also 
be high compared to taxation of other 


goods. This means that funds for achieving 
social goals such as telephone coverage 
in rural areas should be obtained from 
outside the telecommunications sector 
where the social costs would be lower. 

Universal Service: A Demand 
Side Problem 

The concept of universal service has 
played a role in regulatory decision process 
even in developed countries such as the 
US. Several interpretations have been given 
to the objective of provision of universal 
services. During the initial stages of 
development of telecom industry this 
concept pertained to geographic scope of 
the network. That is, telephone service 
.should be available in all areas of the 
country and within easy reach. A more 
recent interpretation of this concept of 
universal service is that, local residential 
service should be made widely affordable 
by keeping the telephone rates as low as 
practically possible. Another way of 
locking at this concept is that access to 
telephone services should be available to 
all regardless of their ability to pay. This 
is the ictea behind the provision of public 
telephones. Yet another argument is based 
on economic considerations. Because of 
the network externalities that get generated, 
there is a need to promote increased sub¬ 
scription to the telecommunication net¬ 
work. Benefrts from access accrue not 
only to the subscriber added to the network 
but also to all those existing subscribers 
who can potentially reach him/her. 

The objective of universal service, in the 
sense of affordability, has been pursued 
through pacing policies designed to 
maintain low rural rentals and local call 
rates Priccswereevenheldbelowmarginal 
costs through a cross-subsidy from long 
distance calls. The disadvantages of such 
a system are many. First of all it involves 
costs in terms of efficiency losses. Since 
prices are different from marginal co.sts 


of provision of the service it ifistorts 
consumiRion decisions. It is also mequit- 
able because all local users pay die same 
low rale irrespective of dietr ability to pay 
as reflected-by their incomes. Targeted 
subsidies are more efificiem. 

Finally, and most importantly, sub¬ 
sidisation of local rates and rental charges 
may not really serve the objective of 
universal service. Theoretical and empi¬ 
rical studies of demand for access have 
shown that the decision to connect to the 
service is extremely insensitive to price 
of access and relatively much more sen¬ 
sitive to income levels [e g, Taylor 1994 
and Hausman 1997]. TRAI recommen¬ 
dations for tariff changes are based on the 
assumption that local calls are currently 
being priced below their marginal costs 
of production, and that long distance calls 
are priced above their marginal costs. In 
fact, this kind of cross-subsidies would 
only imply that inefficiency in local 
exchange service is being encouraged in 
the garb of promoting universal service. 
If the local services arc open tocompetition 
the costs are likely to decline significantly 
and the need to subsidise local rates will 
decline. Also if price is held above cost 
for cro$s-.subsidy purpose, as in the case 
of long distance calls, it can attract 
inefficient entry. Consumer interests will 
be best served through adoption of econo¬ 
mically efficient pricing, encouragement 
of competition and reforming the system 
of providing universal service. 

A major problem faced in the provision 
of universal service is in terms of geo¬ 
graphical coverage. Covering distant rural 
areas with low subscriber density involves 
high costs. So far, it appears that the DoT 
has only been tackling the supply side of 
the problem, and the emphasis has been 
on finding technological solutions to 
covering widely spread areas with a low 
subscriber density. The usage, or demand 
side of the problem has by and large been 
ignored; it was as.sumed that supfdy will 
create demand. Of the 0.6 million villages 
in the country about 0.33 million have 
telephones. Of these about S per cent of 
the villages have rural exchanges and the 
rest have just village public telephones 
(VPTs) connected to the nearest rural or 
uibanexchange.Tliisremaikable coverage 
has actually been achieved in the last three 
to four years during which period more 
than SO per cent of the villages have been 
covered. Considering the sizeofthecountiy 
and the scattered nature of its villages this 
is no mean achievement But there is a lot 
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thtt these imfMesslve numtiers hicte. How 
many <rf these VPTs actually work? How 
many are in use? Survey of villages in 
Kut^ district, Gujarat, revealed that more 
than 60 per cent of the multi access radio 
relay (MARK) VPTs were faulty. Of the 
p remaining, a high percentage were dis¬ 
connected dire to non-payment of dues, so 
that in effect, very few are in actual use 
[Das 1998], Ihovision of access does not 
ensure its use. Several social and economic 
factors intervene, creating a situation 
where, on the one hand, we find the state 
allocating funds with great difficulty to 
provide access to remote villages and, on 
the other hand, the VPT goes out of use 
within months of its installation Such a 
paradoxical situation undermines the very 
concept of universal service coverage. 

What could be the reasons for thisevidcnt 
lack of maintenance and frequent dis¬ 
connections? Inappropriate location of the 
VPT, inability to pay for the service, 
inadequate awareness regarding the uses 
of telephone and lack of incentives tor the 
person in charge ot maintenance of VPT, 
appear to be the major problems. Ideally 
the telephone should be located in a place 
where it can be accc.ssed by all sections 
ol society, for the longest po.ssiblc duration, 
and someone should he nearby to collect 
the money and to receive messages Since 
1991, the VPTs have been installed mostly 
at the panchayat premises The sarpanch 
IS susceptible to ‘popular’ pressures from 
villagers who take it as a benefit provided 
free by the government In .some cases the 
sarpanch pay the entire VPT bill out ot 
his/her own pocket or allocates a part of 
the funds at hi.s/her disposal for this 
purpose. However, this is not true in general 
and the telephone gets disconnected due 
to non-payment of arrears, after being in 
use for a few months. 

It is only in recent times that the 
department is allowing VPTs to be installed 
in village shops - usually a grocery store. 
Earlier most of the VPTs were installed 
in the village post office; consequently 
people had to pay for the calls. The post 
office is under no obligation to provide 
‘free’ service, and calls get paid tor; .so 
is the case with the local grocer. Other 
possible sites for location are the village 
school, or the temple/mosquer'gurdwara. 
From the point of view of maintenance it 
becomes very important that there exist 
a person or group in the village who will 
directly benefit from its use and hence be 
motivated to ensure continuity of service. 
Even where VFTsare in working condition, 
the revenue generated is low; one reason 
for the low volume of calling is the lack 
of STD facility in most rural areas. The 


government plans to provide a telephone 
in eveiy village by the year 2000 and 
expects the private operators to share this 
responsibility. But as the network reaches 
out t6 more and more rennote areas the 
potential for generating calls is likely to 
diminish In the short run, therefore, 
franchising VPTs cannot be a solution as 
it works on usage volumes. 

Finally, telephone does not seem to 
touch the lives of the rural poor; only a 
few who are in need of day-to-day com¬ 
munication can hope to benefit by its use. 
Uni vers,il service, even if it were achieved 
will not .loally mean much to a vast 
majority ot ruial India, unless provision 
of telecom service in the villages is inte¬ 
grated with a much wider programme 
of dissemination ot information and 
knowledge that fundamentally reorient 
rural living The rural sector lags behind 
in telephone usage and adopting of other 
new information technologies mainly 
because oi economic barriers as well as 
low educational levels. 

To conclude, at present achievement of 
universal .service requires morcot tackling 
the demand problem rather than the supply 
problem, though both are of equal im¬ 
portance I 'niess the problems discussed 
above arc adequately solved, universal 
service will continue to remain a myth. 


even if the supply side of the problem is 
taken care of. 

Price ELASTicrrv or Demand; 

Impi ications for Tariff Reform 

In its proposals for telecom pricing the 
TRAl had to base its calculations on 
elasucities obtained for Australia [Govern¬ 
ment ofindia 1998[.The major reason for 
this IS the lack of appropi iate data suitable 
for estimating demand relations. For 
example, it is difficult to obtain a break¬ 
up of telephone usage between residential 
and business customers or between local 
and long distance calls. As long as the DoT 
was the sole provider of this .service, it had 
devoted its entire effort to managing/ 
containing the backlog of supply and as 
aconsequcnce the data that were generated 
in that process were predominantly in terms 
of penetration rates and waitlists. The thrust 
lor data hunting coincides with the opening 
ot the sector to private investment and it 
is unfortunate that most of the data that 
arc being generated now are propnetaiy 
in nature - data that may never enter the 
domain of public debate. Even in developed 
countries, since 198Qs, because of the 
increa.sed competition data have become 
proprietary in nature making the access 
to data increasingly difficult. Yet the im- 
iwrtanl issues tliat concern the investor. 
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as well as the consomeritt Inge, Klee thoaitt 
relating to tiw question of cioss*sul)sidi|i> 
ation and tariff rebalancing can hardly be 
resolved without an idea of the retevant 
cost and denumd parameters. 

In a study on telephone usage demand 
for India. Das and Srinivasan (1998) 
make use of PCO data to estimate price 
elasticities of long distance calls. The data 
source for this study is the printout of 
detailed bills for eight STD PCOs of 
Hraverambur (nearTrichy) for the billing 
period November 1993 to January 1994. 
This data set contains information on each 
call made during the two months for each 
of the PCOs; the duration of the call, 
destination called and the time of the day 
when the call was made. Unlike in the 
household or personal level data, in the 
PCO data the .-alter ittentity is unknown. 
It is therefore impossible to identify re.si- 
dential and business demand parameters 
separately. It is also not possible to analyse 
the effect of socio-economic variables on 
the call behaviour. However, the informa¬ 
tion is sufficient to estimate the own price 
elasticity of demand for long diiuance calls. 
Tiiuverambur being a small town, the PCO 
data is likely to represent only the low end 
users such as the small businesses, house¬ 
holds, the travelling public and customers 
from the surrounding areas without access 
to telephones. The demand patterns obser¬ 
ved therefore need not necessarily represent 
the general consumer behaviour. At the 
same time if one considers the fact that 
PCO traffic constitutes a sizeable portion 
of the national traffic the estimates can be 
taken with a greater confidence. 

Although telephone tariffs are fixed for 
the period for which the PCO data have 
been considered the price per minute of 
call varies with the time of the day and 
day of the week, when the call is made 
and the distance zone to which it is made. 
In order to get adequate price variation it 
is assumed that there is no price induced 
substitution betweencallsm^todifferent 
di.stance zones. If this assumption is not 
made, then one has to estimate call demand 
for each of the distance zones as a function 
of own price and the prices of calls to all 
other distance zones (.substitute prices). In 
such a case, one is left with very little 
variation in prices, price per minute of call 
in each of the distance zones taking only 
three possible values corresponding.to the 
three time slots in a day. This assumption, 
however, is a very rea.sonabie one. Hardly 
anyone would substitute a call to a person 
in one distance zone by a call to a different 
person in a different distance zone simply 
because the latter is cheaper. One could 
of course, expect the length of a call (or 
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number (rfcalls) made foapersoninal^ 
pricedistance zone tobe lower ascompared 
to calls made to low price distance zone. 
Or, the longer the duration of a call is 
likely to be the higher are the chances that 
it is made in off-peak hours where the 
price applicable is lower. Although the 
relative prices of calls made in the three 
different time slots are the same across 
different distance zones, it can still be 
expected that the frequency with which 
calls are made in different time slots varies 
with distance zones. This gives us an 
opportunity toestimate price sensitivity of 
demand for calls even though the tariff 
structure is fixed for the data period. In 
ail the PCOs considered it is noticed that 
for the largest distance zone the number 
of calls made in the off-peak period are 
higher than in the peak period. This is 
because the longer the chstance, the higher 
is the price of a call per minute and hence 
higher is the benefit of substituting a peak 
hour call for an off-peak hour call. Ibus, 
given the data on the length of calls made 
and the time and day at which they are 
made, one can obtain the price elasticity 
of calling time. 

The estimates of own price elasticity 
have been obtained by using a semi-log 
functional form. Demand, which is 
measured as the average call duration per 
day, iscxpres.sed as an exponential function 
of price (rupees per minute of call) and 
other exogenous variables such as dummy 
variables for time and distance zones. This 
specification impliesthat the priceelasticity 
of demand is proportional to price and 
therefore allows the estimation of elasticity 
for different price categories. The price 
coefficient obtained from, the regression 
equations for the different PCOs varies 
from -0.07 to -0.19 (Table 1). Since the 
regression equation is of semi-log func¬ 
tional form the price elasticity is obtained 
as the price coefficient times price. Thus, 


iorihe lowest fMiqe category (nqiees 1,64 
pfi- minute of call time) tire elasticity 
estimate ranges from -4).11 (-0.07x1.64) 
to-0.31 (-^.19x1.64) and for the highest 
price category (rupees 39.30 per miiuite 
of call time) it varies from -2.75 to-7.47. 
For the middle level price category^ 
(rupees 19.65 per minute of call time) it 
varies from -1.37 to -3.70. 

The price elasticity of demand for calls 
in the least price category can be assumed 
to iqiproxitnate the price elasticity of local 
calls. The own price elasticity of demand 
for the long distance calls is approximated 
by the estimate corresponding to the 
intermediate price category. The elasticity 
values in the case of local calls arc 
comparable to those obtained fordeveloped 
countries. However, the values for long 
distance calls are much higher than those 
obtained for these coumries (Table 2). 

One major implication of the very high 
own price elasticity of long distance calls 
is that welfare gain (increase in both 
consumer and producer surplus)is possible 
through a decrease in the price of long 
distance calls alone without touching the 
other prices (Das and Sriniva.san 1998]. 
This will hold so long as the price charged 
is in excess of marginal cost of production 
(or. equivalently marginal cost to price 
ratio is less than unity). In fact, welfare 
gain can be achieved by decreasing price 
of ail the three items: long distance, local 
and rentals. A decrease in all three prices 
leads to increa.se in consumer surpluses 
from theconsumptionof these items. When 
the own price elasticity of long distance 
demand is high, a price decrease results 
in an increase in producer surplus also. 
This result however, depends on the value 
chosen for the price-cost maric-up. For the 
gi ven own price elasticity (-3.7) this result 
will hold only when the ratio of marginal 
cost u> price is below 0.7. The results 
presented here have been obtained by 


Table 2: Own Price ELA-STici-nES for India and OniER Countries 


Country 

Year of Study 

Local Calls 

Lons Distance Calls 

Short-run 

Long-run 

Short-run - 

Long-run 

USA 

1973 

-.21 

-.27 

-.88 

-1.03 

Canada 

1972 

-.20 

-.70 

-.11 

-2.57 

Sweden 

1974 

-.27 

-.38 



Great Britain 

1974 

- 

- 

-.72 

-1.12 

Australia 

1997 

-.04 to-.38 

- 

-.21 to-1.55 


India 

Current 

-.11 to-.31 

- 

-1.37 to-.1.7 

- 


Noie: (-) indicates estimates not available. The estimates for countries other than India and Australia 
are all obtained using time series data with price deflated revenue as the dependent variable and 
relate to combined residential and busine.ss demand (source, Taylor 1994). The estimates for 
Australia ore as quoted in Government of India (1998). The estimates for India are obtained 
using PCO data where the dependent variable is the duration of cal) made. The own price 
elasticity of local calls is approximated by tire elasticity of the average call duratioirper i^y of 
colls made in the least price category (Rs 1.64 per minute of cull time). For long distance calls, 
the price elasticity is approximated by that obtained fordunuion of long distance calls in the 
middle level price category (Rs 19.65 per minute of call time). 
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asamiing a vahie 0.6 for Oiis ratio. 
For the both the local calls and telepIxHie 
rentals this ratio is assumed to take the 
value 1:4. Hie increase in consumer 
surpluses, along with the rise in producer 
surplus in the case of long distance calls, 
Ipputweighs the loss in producer suiplus 
arising from a reduction in local call tariff 
and rental charges. Thus, if the demand 
for long distance calls is indeed highly 
price elastic as is evident from PCO data 
and the price*cost mark-up is close to the 
value assumed, the proposed reform will 
lead to a welfare imfnovemcnt. The TRAl 
could in fact afford to decrease long 
distance prices alone or even decrease all 
three prices and make it widely acceptable 
to the public. The fact that decreasing 
prices of all the three items: local, long 
distance rates and telephone rental can 
increase welfare gain indicates that the 
current structure of cross-subsidy is itself 
inefficient. One could have subsidised local 
calls further by choo.<>ing to charge a lower 
pnce on long distance calls! But beyond 
a certain point further reduction in long 
t ilistance rates would start resulting in a 
loss of producer surplus. This is because 
the result depends on both the magnitudes 
ot own pnce elasticity as well as the price- 
cost mark-up. For a given pnce ela.sticity 
as the price-cost mark-up approaches 
/CIO, a pnce fall is more likely to result 
in loss of producer surplus Thus at some 
point of time it long distance rates are to 
be reduced without affecting producer 
surplus, the other rates have to be increa.sed 
thereby reducing cross-subsidies. This 
bnngs us to the issue of equity implications 
ot such a move. 

Eooity Impucations of Proposed 
Price Changes 

It has been argued by some that the 
recent proposals of TRAI are undesirable 
from equity point of view. The decrease 
in rates on long distance and international 
calls is being interpreted as benefit accruing 
to the rich and the increase in the price 
of local calls as a loss to the poor. While 
it may be true that low volume users are 
mostly local call users, it is not neces.saiy 
that ail of them are poor. So there is really 
no justification for providing subsidy 
uniformly toeveryone. Targeting subsidies 
to particular user groups - low income and 
other deserving groups such as raral VFT 
users, elderly and widows - would be a 
better way. Although, the high volume 
users are predominantly long disunce 
callers, they may be making equally large 
number of local calls. Long distance calls 
as a proportion of total calls need not 
necessarily be high for them. In other 


words many of them would be using bodi 
the services and removal of cross-subsidy 
need not imply a net transfer of benefits 
to them. 

One might argue that a better way of 
achieving equity is through cross¬ 
subsidisation of the residential by the 
commercial users However, it may not be 
easy to make a distinction between the two 
groups. Even if suchadistincdonispossible 
in practice the firm might be passing on 
the increases in the cost of inputs to the 
final products' price. In such a case the 
incidence on the final consumer is not 
obvious. In any case the purpose of equity 
IS already being served by the inverted 
block tanff structure currently in place, 
where in the high volume consumers face 
a higher marginal price compared to the 
lower volume ones. 

CoNci ifDiNG Remarks 

The main purpose, as laid out in the 
National Telecom Policy [NTP 1994] of 
allowing private participation in the 
telecom sector was to bnng in funds for 
network expansion. It was also expected 
to bring in better service and infusion of 
state ot the art technology tiud would foi low 
naturally from competition (guided by a 
regulator) and in vol vementol international 
players. The process of .selection of 
licensees had two main ingredients/enteria; 
tl) licence fees and (2) network roll-out 
and village coverage. The high licence 
fees pledged dunng the bidding process 
are apparently the biggest threat to the 
profitability of the present basic licensees. 
It is peihaps no coincidence that, short of 
scrapping these tecs altogether, the tariff 
revisions as suggested by TRAI, could go 
a long way in making these held up invest¬ 
ments viable. It would also enable the 
entrant operator fulfil its VPT obligations 
better. On its part, the TRAI, in authoring 
the tariff rebalancing that ensures viability 
of pnvate investment, needs to be equally 
vigilant about compliance to network roll¬ 
out and ' illage coverage promised by the 
licensees: this would be in keeping with 
the objectives of NTP 1994. Thus, the 
rationale of the TRAI recommendations is 
very clear: to bring tariffsin line with costs; 
thereby prevent inefficient entry in the 
long distance sector (which is to be opened 
up for competition) and also to encourage 
efficient and low cost technologies in the 
local loop competition. The main opposi¬ 
tion to these recommendations has been 
on equity grounds as well as the possible 
adverse implications for the social goal of 
universal service provision. We have 
a^ued in this note that the fears expressed 
on these counts are not reasonable. 


The emphasis on universal coverage 
stems from the realisation of the Itidc 
between telecommunications and 
development. But in practice, this link 
remains largely confined to the urban- 
manufacturing society. To cany it over to 
the rural sector presents the most important 
challenge to the government. Tnals or 
demonstrations of the use of different 
services and promoting the use of tele¬ 
communications and diffusing of new 
technologies should be part of the govem- 
ment’s strategy for achieving universal 
access. There are areas that offer new 
economics of scale. For example, tele¬ 
communication network can help small 
businesses reach out to a sufficient number 
of customers to form a viable market 
Another example is a public service such 
as distance learning or adult literacy 
through the internet. Courses can be 
initiated from anywhere, as long asa school 
is in the network. If a number ot spatially 
separated schools can join in use of a 
course then there can be a suffrcient 
economy of scale to offer it Other ap¬ 
plications are possible in the areas of lui^ 
health care ouk law enforcement where 
telecommunications can help in better co¬ 
ordination of delivery and administration 
of these services. Dissemination of infor¬ 
mation in aeras like micro/macro weather 
forecasting, and along imgaiion canal 
systems can also be useful avenues where 
telecommunication can be helpful in much 
broader spheres of rural activity. Only 
when telecommunication comes embodied 
in technologies/practices that are of direct 
relevance to the rural poor, will universal 
service truly become relevant in the rural 
areas. 

[Wc are grateful to Deepanwila Chatiopadhyay 
and Shikha Jha for helpful conunents.] 
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REVIEWS 


The Hindu Opprobiium, Not Equilibrium 

Rai^it Saa 

Unintended Consequences: The Impact of Factor Endowments, Culture and 
Politics on the Long-Run Economic Performance by DeepaE Lai; Cambridge, 
MA: The MIT Press, 1998; pp * + 287. 


Men nearly always follow the tracks made 

by others and proceed in their affairs by 

imitation. 

- Nicollo Machia velli. The Prince (IS14). 

THIS book is an expanded version of the 
audior’s Ohlin Memorial Lectures deliv¬ 
ered at the Stockholm School of Econo¬ 
mics in 1995. It is an extraordinary piece 
of work; it opens up a wide window through 
which the reader can see across conti¬ 
nents, centuries, and civilisations. The 
subtitle gives away the va.stness of its 
scope and much more, while the title makes 
you hold your breath in suspense. 

The architecture is superb. The society, 
Lai visualises, has a number of different 
proce.sses with their respective equilibria 
that could explain social outcomes. They 
can be distinguished by the period of time 
over which the equilibrating forces work. 
The quickest working is the commodity 
process of supply and demand, which leads 
to a market equilibrium. The second fast¬ 
est are the processes leading to an equi¬ 
librium regarding material beliefs - be¬ 
liefs which are related to ways of making 
a living, that anthropologists and archae¬ 
ologists call the material forms of a cul¬ 
ture. I'he.se processes shape the orga- 
nisaticmal framework within which the 
market operates. Changing signals from 
the environment can alter such material 
equilibria within the life time of one 
generation. Third, next slower moving are 
the cultural equilibria associated with 
another set of beliefs - known as cosmo¬ 
logical beliefs - those related to under¬ 
standing the world around us and the 
humankind’s place in it which determine 
how people view their lives - its purpose, 
meaning, arid relationship to others, nicse 
would seem to require at least a generation 
or two to alter. Finally, there is the 
darwinian evolutionary equilibrium asso¬ 
ciated with the ‘selfish gene' which we 
have inherited from our thoroughly selfish 
ancestors who roamed fur millennia in 
bands of hunter-gatherers. Evolutionary 
psychologists say that given the time frame 
of darwinian processes of ‘inclusive fit¬ 
ness' - it takes about 10 thousand years 


to produce a new species - much of our 
cunent biological nature must have been 
formed in the distant past, in particular 
during the hunter-gatherer phase of our 
development. It is unlikely that natural 
selection has since markedly changed those 
instincts. The evolutionary equilibrium is 
thus the slowest-moving of all. We can 
ignore it in this investigation, except for 
its legacy in our mind. 

In the perspective of historical long run, 
as Braudel has so eloquently shown, 
“mountains, not monarchs...come first”. 
That is to say, relative factor endowments 
- of land, labour and capital - remain the 
most basic building block to explain many 
surprising outcomes in the spheres of 
culture, economics and politics. They are 
the DNA of the story Lai tells. But he is 
not committed to either crude geographi¬ 
cal or historical determinism. Lai looks “at 
parts of world hi.story through a very, very 
wide lens!”. 

The early stirrings of civilisation took 
place about 10 thouisand years ago with 
the invention of agriculture in the hills of 
nothem Iraq or Kurdistan where wi Id wheat 
and barley were abundant as nature’s gift. 
In course of time ancient civilisations arose 
in the river valleys of the Tigris and 
Euphrates, the Nile, the Indus, and the 
Yellow. These civilisations were based on 
fairly intensive cultivation with annual 
cropping nursed by irrigation. The regions 
in the north and in the south of these 
abodes of agrarian civili.sations had dif¬ 
ferent ecological conditions, not fa vour^le 
for intensive cultivation. They became 
nomadic pastoralists, the north herding 
cattle and horse in grasslands, the south 
rearing sheep and goats in semidesert. 
These pastoralists of the north and south, 
as much as the settled agricultural 
civilisBiiOns on which they preyed, were 
an essential part of the dynamics that has 
created the modern world. 

As the subtitle of the book goes, next 
comes culture, to which belong material 
as well as cosmological beliefs. The 
material ba.se produces the idiilosophy and 
the means of living.' The rich Nile valley 
lies isolated and protected between empty 


t. 


deserts on either side. Egypt derived its 
prospoity from annual inundation of the 
Nile, which never fails to rise, even if 
floods differ greatly in effectiveness. By 
contrast, Mesopotamia lacks clear bound¬ 
aries and was periodically looted by the 
mountaineers on its east or the nomads on 
its west. For much of its grazing it de¬ 
pended on uncertain rainfall and on die 
banks of its river Tigris which was most 
unaccountable, turbulent, and dangerous. 
Both societies, Egypt and Mesopotamia, 
reflected the natural rhythms of tlw season 
in their festivals. But whereas in 
Me.sopotamia they were imbued with a 
sense of anxiety, with the solemnities 
moving from deep gloom to exultation, in 
Egypt they merely rcafTirmcd that all was 
well with the world. The Egyptians, the 
ever optimists, had a static view of the 
universe, believing that the cosmic order 
had been c.stablished at its creation. De¬ 
nying the reality of death, they considered 
life to be everla.sting:humans survived 
even though the body decayed. 

If ecological differences account for 
these, different cosmologies of the two 
ancient religions, they can also explain 
that of the third majornear eastern religion 
which has had even longer life and has 
changed the world - Judaism. The no¬ 
madic people had a third form of kingship 
which differed from that of the ancient 
Egyptians and Mesopotamians. This type 
of polity is found among people who 
acknowledged kinship above every other 
bond of loyalty and whose coherence 
derived from a shared nomadic past than 
from what they had achieved as a settled 
community. 

The Hebrew cosmological beliefs, Lai 
narrates, were formed in a kingless period. 
Their god was a transcendent god who had 
primacy over any other earthly powers. 
And the tribes accepted a king only under 
exigency to “go before us and fight our 
battles" against alien oppression. Thus 
where kingship was a funaion of the gods 
in Egypt and a divinely ordained political 
order in Mesopotamia, for the Jews it was 
an institution set up to deal with an 
emergency. Thus, unlike the kings of the 
Egyptians and the Mesopotamiaiui, the 
Itebrew king lacked sanctity. “The rela¬ 
tionship with his people was as nearly as 
secular as is possible in a religious society. 
Nowhere else in the near east do we fiiid 
this dissociation (d’a people front its leader 
in relation to the divine.” 

Our hunter-gatherer ancestors have 
bequeathed us tugged, egotistical indi- 
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v^alistn. Meanwliile, (Himati nuuie has 
acquired another trah - ‘brotherly love' 
- lironi culturally transmitted cosmologi¬ 
cal belief. The latter is often labelled 
‘collectivism’; but Lai prefers the term 
‘communalism’ instead. However, com- 
munalism has a very different meaning in 
India. So 1 shall refer to it as ‘fraternal- 
ism’.^ Evet since the rise of the great 
Eurasian civilisations both individualism 
and fratemaiism have been ingrained in 
man's character. Some social psycholo- 
gi.sts have attempted a quantification of 
these attributes acims different cultures. 
One important finding is that the west is 
more individualist than the rest. In this 
respect the west appears to be clo.ser to 
the hunter-gatherer societies than to agra¬ 
rian civilisations which were primarily 
fratemalistic. But, inasmuch as the west, 
too, was initially a part of the ancient 
agrarian Eurassian civilisations, its cur¬ 
rent exceptionalism needs some explana¬ 
tion. Why and how this changeover took 
place and with what consequence is a 
central theme of this bonk. And on it hangs 
an interesting tale. 

Individualism may be defined as “the 
view that the society is con.stitutcd of 
autonomous, equal units, namely, .sepa¬ 
rate individuals and that such individuals 
arc more important, ultimately, than any 
larger constituent group. It is reflected in 
the concept of individual property, in the 
political and legal liberty of the individual, 
in the idea of the individual's direct com¬ 
munication with God.” English local 
records, legal textbooks, and autobio¬ 
graphical documents show that since (he 
13th century England has been a country 
where the individual has been more im¬ 
portant than the group. The present 
English family system is much the same 
as it was in 1250 AD and is not the result 
of the industrial revolution of the 18th and 
19th centuries. There is little doubt (hat 
by the I3lh century individualism was in 
place in at least a part of western Europe. 

But its origin goes hack to papal deci¬ 
sions in the sixth and 11th centuries. Hie 
two revolutions of Pope Gregory I on the 
family, and of Pope Gregory VII in the 
creation of modem legal institutions, have 
had lasting effects on the west, besides 
being the crucible for its key cosmological 
belidf - individualism. In response to 
queries raised by Augustine, the first 
Archbishop of Canterbury, in year S97 
Pope Gregory I forbade fourpopular habits: 
m^age to close kin, marriage to close 
affines or the widows of close kin, the 
transfer of children by adoption, and ft- 
nally, concubinage, a form of secondary 
union. Gregory thus overturned the tradi¬ 


tional Mediterranean arid West Asian pat¬ 
terns of legal and customaiy practices in 
the domestic domain. These papal injunc¬ 
tions inhibited a family ftom retaimng its 
property and promoted its alienation. This 
is, of course, what the church wanted, for, 
from its inception, it had grown and become 
a rich landlord through gifts and dona¬ 
tions. Hereafter, the church's accumula¬ 
tion knew no bound. 

In year 1075 Pope Gregory VII declared 
the political and legal supremacy of the 
papacy over the entire church and the 
independence of the clergy from secular 
control. Gregory also asserted the ultimate 
supremacy of the Pope in secular matters, 
including the authority to depose emper¬ 
ors and kings. About this lime the moment 
of self-generating economic expansion 
came to western Europe. There was no 
single outstanding technological innova¬ 
tion behind this expansive movement, but 
a combination of many circumstances: 
growing accumulation of capital, rising 
population, the return of the Mediterranean 
to western control, the political decline of 
the Greek and Moslem empires, all helped 
to open up evercniarging propsects of the 
west. The papal revolution provided the 
institutional infrastructure for this western 
economic dynamic. The most important 
for the economy was the development of 
the law of the merchant in which various 
rights and obligations associated with 
commercial relations came, under the aegis 
of the church, to be consciously inter¬ 
preted as constituent parts of the whole 
body of law. 

For the west that marked the turning 
point. Between the sixth and 111h centu¬ 
ries thus Popes Gregory I and Gregory VII 
paved the way for the primitive individu¬ 
alism to rise from the slumber lulled as 
it was by the cultured human propensity 
of fratemaiism (aka ‘collectivism’ and 
‘communalism') which in turn had grown 
in the agrarian civili.sations of Eurasia. 
The 18th, century enlightenment further 
invigorated individualism. In the follow¬ 
ing two centuries individualism had 
wreaked havoc in the west by disrupting 
family life, prompting crime, violence and 
drugs. For the modem world it is of 
immense significance. 

In Lai's perception of history, let us 
recall, the starting point is geography from 
which flow philo.sophy, polity, arid finally 
the economy. What I find missing from 
all this is the reverse flow: the feedback 
from economics to politics, philosophy, 
and even geography, and the simultaneous 
evolution of all of them together, how¬ 
ever, non-synchronotts. Of course, ‘that is 
Mount Everest’ is a brute fact as Lol insists; 


but our knowledge about the tnouiKl t)f 
earth is not a fixed, known datum. To be 
sure, land can be upgraded, labour can be 
improved, and capil^ can be accumulated 
by the free will of the people. Factor 
endowments are not altogetherexogenous. 
To be more specific, I do not find ‘man* 
as a self-conscious ‘rational animal'^ 
playing a role anywhere in Lai’s descrip¬ 
tion. He or she is shown always dictated 
by maintains, rivers, deserts. Pope, priest, 
or prophet. He or she always toils hard 
to deliver surplus to the parasitic elites. 
And those elites, in turn act like robots 
that somehow make the primary produc¬ 
ers behave. Even those elites do not decide, 
they do not choose, so they are as gotxl 
as dead. I shall illustrate this point further 
with reference to Lai's attempt to rationalise 
the Hindu caste system as a mechanism 
for resource allocation. I shall argue that 
our ancestor atyans had as many as five 
options to address the fundamental prob¬ 
lem of survival. Lai nowhere proves that 
(he caste system was for them the best 
solution. He takes the caste .system as 
given, and then proceeds to rationalise it. 

About three thousand years ago pastoral 
aryans entered India. In those days they 
themselves were divided into three broad 
classes (not yet castes, mind you), viz, 
the brahmanas (priests), (he kshatriyas 
(warriors and aristocracy), and the vaishyas 
(common people). Advancing through the 
Gangetic plain they defeated the “darker, 
snub-nosed, indigenous non-aryan 
peoples”, and treated them as ‘dasas’, 
almost equivalent to slave, but not quite. 
Now the ‘varna* the colour of the skin, 
comes to the forefront; the aryans are 
fairer, the other darker. The da.sas were 
offered a place at the fringe of the society 
under the category of shudras. With this 
addition the outlines of four-class vwnas 
became rigid. Whilst the four vamas 
provided the broad conceptual framewrxrk 
for the evolving Hindu society, in practice 
the social system consists of numerous 
occupsuion-speciflc subcastes or ‘jatis’, 
all ordered in rank. The interw(’.aving of 
these micro subcastes is the real fabric of 
the fragmented Indian society, rather than 
the mote aggregative, macro vamas. 

Farming came to be largely dependent 
on the shudras, most of whom in the earlier 
phase of ary an conquest wen*, landless and 
hence of very low status. By about the 
second half of the sixth century BC • 
social category even lower than the shudrari. 
appeared, the so-called untouchables, who 
were con.sidcred outcaste.s, beyond the pale 
of aryan society. They were assigned the 
job of scavenging. Thus the broad contour 
of the Hindu caste matrix was drawn. In 
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course of time thousands of divisions and ' 
subdivisions would spring up. 

Lai’s thesis is thsu the caste system 
provided a subtle and enduring answer to 
the atyan'sneedof maintaining rural labour 
supply. It established a decentralised 
system of control which did not require 
any overall and larger political commu¬ 
nity to oversee, and it confirmed that any 
attempt to start new settlements outside 
its map would be difficult if not impos¬ 
sible. The division of labour by caste and 
its enforcement by local .social ostracism 
were central to the schema. 

Any oppressed group planning to leave 
a particular village to set up on its own 
would find that, if it were confined to a 
single caste group, it would not have the 
necessary complementary skills specific 
to other castes to start a new settlement. 
They would therefore have to recruit 
members of other complementary castes 
to join them in fleeing the ary an perimeter. 
The likelihood of that would be remote. 
For some of those other complementary 
castes would already have a high ritual and 
economic status, with little incentive to 
move to the more uncertain environment 
of a new venture. 

Lai illustrates* Robin.son (Crusoe) 
Chatterjee, stranded alone in an island 
would not survive long. For, being a 
brahmin he would not fish, till land, or 
climb a tree to gather mangoes. Likcwi.se. 
one may add. Robinson (Crusoe) Kamar, 
in a similar plight, will perish almost the 
same way as he. knows nothing but the 
craft of a blacksmith. Even before starva¬ 
tion he may die of shame as there is no 
prie.st around to do ‘puja* for him and bless 
his soul every morning. 

The division of the labour along caste 
line could he maintained, Lai claims, putely 
through the instrument of social ostraci.sm 
without a central church or political co¬ 
ercion. He cites Akerlofs model of caste 
equilibrium as a pnxif of 'An Economic 
Rationale for the Hindu Social System’.^ 
But I sec little relevance of that algebraic 
construction, however elegant, in the 
context of our ancestor aryans, some three 
thousand years ago. pondering over how 
to send labour to the farm on the valley. 
Here are my reasons for doubt. The Akerlof 
production function has only labour as 
input. Labour is of two kinds, namely, 
vaishya and shudra, to use the terminol¬ 
ogy of Lai f 1988:41). Now comes the rub. 
The firm’s production function is addi¬ 
tive. And that rohs Lai of his own argu¬ 
ment in favour of caste system, that is, the 
organic complementarity of caste division 
of labour. Forgiven .such a decomposable 
production function all .shudras could just 


walk out of the arysn captivity and live 
happily ever after in a separate village of 
their own.-^ Well, let that pass. 

Second, the wage rate is equal to the 
marginal productivity of labour by as¬ 
sumption. Hie production function is, of 
course, homogeneous of degree one. So 
at the end of the day the entire product 
gets exhausted paying for wages." Under 
the circumstances the high-caste Hindus 
would have nothing left to eat. Well, let 
that pass. 

Third, the high-caste Hindus have read 
their Machiaveili carefully. They know 
that once a tradition gets started and runs 
for a while the word will get around. 
Information being an expensive item, if 
for nothing else, ptxir vaishyas and shudras 
will imitate whatever they see and hear, 
imitation being a deep-rooted attribute of 
human nature.'Soon the atmasphere would 
look like that of a decentralised costless 
general equilibrium so familiar to econo¬ 
mists. 

But that tranquillity at the surface is a 
bit deceptive. The machinery of caste has 
as a set-up cost as well as operating costs. 
To introduce and maintain a ca.ste regime, 
one imagines, it would take a lot of scrip¬ 
tures. slokas. mantras, rituals, pujas, and 
tons of ghee, not to mention threats and 
actual application of royal force on occa¬ 
sions. All this docs not come free. The 
moment such costs arc inserted in the 
Akerlof model the results are stimewhai 
disturbing. The ratio of vaishya and shudra 
labour now becomes subject to a specific 
law of motion.** Contrary to what Lai 
assumes implicitly, it is too much to expect 
the ca.ste system by itself to preserve that 
required castewise proportion over three 
millennia, unless human procreation is 
functionally and appropriately related to 
caste. To bring about the necessary labour- 
market equilibrium by regulating with caste 
codes the human habits of reproduction 
in an economy no less complex than that 
of Walras or of Arrow-Debreu would be 
no mean feat, if possible at all. 

Europe had slavery. China had a sort of 
serfdom. Maybe, the aryans in India could 
not try either for whatever reason. Is there 
any other way? Besides caste control at 
least two more come to our mind. To begin 
with, we ought to distingui.sh between 
ends and means. The basic problem of the 
non-working aryans in the Gangetic valley 
was to prtKure a steady supply of surplus- 
product from primary pn^ucers, not a 
captive supply of farm labour as such. 
Tying up low-caste people to inferior jobs 
is just a means to that end. They could 
have got that surplu.s-product by extract¬ 
ing in a market what Marx calls 'absolute 


rdht' as distint^ ftom the Ricardian difler- 
ential rent. That would, of course, require 
regulating the supply of land, which was" 
not impossible, ijind was never free or in 
excess supply. In those virgin swamps of 
tropical forests on river Ganga. land had 
to be cleared and reclaimed at high cost. 
Cultivation also involves operating costs 
- seeds, irrigation, manure. In a word, the 
poor could not afford it on their own.^ 
Under the cirucmstances regulating land 
supply would have been presumably no 
mure difficult than fine tuning l^ur 
supply to myriad jobs by monitoring 
demography subcaste by .subcaste which 
is done in Lai’s schema. 

A fifth alternative suggests itself. After 
all, necessity is the mother of invention. 
In history technological innovation has 
been the society’s re.sponsc to resource 
constraint. All tho.se resources which the 
Hindus poured into running the caste .show 
could have been better spent on making 
labour-saving devices if labour was the 
bottleneck. Our ancestors have revealed 
their competence in many a field. Why 
they misused this route remains a mystery 
to me. 

Wc have argued that caste cannot be an 
efficient mechanism for intersectoral 
allocation ot labour. Nor can it be an 
effective valve for modulating aggregate 
labour supply. Since there was very little 
activity outside of agriculture, and no city 
to flee to. the quc.stion of ‘tying labour to 
land' does not arise. And the caste tag is 
not a high boundary-wall around afllucnt 
aryan villages, nor is it a fence posted on 
the ground, nor even a hammer to pound 
with; so it could not be wielded as a means 
to nail a person down toa particular village 
or to a specific landowner. Caste was 
concei ved in the womb of racial prejudice, 
nut of economic calculus. Once hom it has 
had its own life. It has served as a tool 
of exploitation. Lai reached wrong con¬ 
clusions because he asked wrong ques¬ 
tions. He focused on wrong periods of 
history. He should have positioned him¬ 
self at the dawn of the creation, not at the 
high noon of caste configuration captured 
as it is in the Akerlof model. This com¬ 
pletes our proof of the following. 

Theorem: fail’s doctine of so-called 
Hindu equilibrium is false. Division of 
labour by caste cannot sustain long-run 
economic equilibrium. It condemns the 
economy to stagnation and decay. QED. 

A reviewer has the liberty to question 
an author's ainsttuction without offering 
a replacement. Regardless of that privi¬ 
lege I shall venture to speculate on how 
the caste system, despite its weaknesses 
came into force in the first place, and then 
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what makes it stubborn.**’ 1 shall do it by 
analogy. 

For over a century the first six keys on 
die top row of letters on a typewriter are 
Q, W, E, R. T, and Y. But this keyboard 
is not the optimum arrangement of letters 
for promoting speed and accuracy of 
typing. Most of the world’s records for 
speed typing have been .set on typewriters 
that use the Dvorak Simplified Keyboard 
(DSK), patented in I932by August Dvorak 
and W L Dealey. Yet the QWERTY stan¬ 
dard has not been overturned; on the 
contrary now it has even invaded by the 
personal computer. This phenomenon is 
explained in terms of 'network externali¬ 
ties’ on which there is a vast and growing 
literature.* * At a mure formal level using 
the mathematics of non-linear Polya pro¬ 
cess it can be shown that “the technology 
(hat comes to domi natc - the structure that 
emerges -• docs not necessarily have to be 
the ‘best’ or mo.st efficient; events early 
on can lock the system into an inferior 
technological path.” Furthermore, “once 
a single-technology structure emerges and 
becomes self-reinforcing it is difficult to 
change it. if it were desirable to re-estab¬ 
lish an excluded technology... an ever- 
widening technical changeover gap would 
have to bo closed.”'* 

At the dawn of the aryan era in India 
there were five conceivable agrarian and 
.social ‘technologies', namely, (a) slavery, 
(b).serfdom, (c) labour-saving innovation, 
(d)cxtrac(ion ofabsolulc rent, and (f) caste 
division. No one has yet demonstrated 
the superiority of the fifth over the others. 
Yet by strme quirk of history it got intro¬ 
duced in some remote past, and have stayed 
there till today - in free democratic India. 
Tins is an instance of a path-dependent 
process, “where the past is present in the 
future”.Voters and their leaders in 
parliamentary democracy may appear 
perfectly 'tree tqchoose’. 'ITieirbehaviour, 
nevertheless, is moulded invariably by 
events long forgotten and shaped by cir¬ 
cumstances in which neither they nor their 
interests figured. Like the great men of 
whom Tolstoy writes in War and Peace, 
“(elvcry action of theirs, that seems to 
them act of their own free will, is in an 
historical sense not free at all, but in 
bondage to the whole course of previous 
history...” fBook ix, ch 1). 

The initial line of racial demarcation 
between aryans and non-aryans had long 
been wa.shed away by the flow of time; 
the original ground for discrimination had 
vanished over the millennia. Only its 
phantom haunts us even today. To break 
away from this tyranny of history we must 
listen to Mohandas Karamchand Gandhi: 


“Down with the monster of caste that 
masquerades in the guise of Varna”.'-' 
Despite my disagreement on several 
points I must say this book is an epic; it 
is a mirror at which we can reinvent 
ourselves. 

Notes 

1 Philosopliers. lo he sure, draw their concepts 
fnim the surrounding conditions [Russell 
IV4.S] Over the centuries several systems of 
thoughts have ennehed human consciousness. 
Western philosophy focuses on the physical 
universe, while Indian philosophy meditates 
on the individual’s communion with 
metaphysical, and the Chinese thoughts 
contemplate on social order [Radhakrishnan 
19.S2.6J 1 am not sure if this regional vanation 
cun he fully explained with reference to hills, 
nvers, and deserts. 

2 Adam Smith (n.SO, 1776) invokes two sets 
of human faciiltie.s or propensities that moke 
society viable One is man's "original desire 
to please, and an onginal aversion to offend 
his brethren”: it is a ceninpetal force that 
holds the society together. This we call 
fratemalisin The oilier is man’s pursuit of his 
own scif-intcresi. encoded in the famous 
sentence: “It is not from the benevolence of 
the butcher, the brewer, or the hakcr, that we 
expect our dinner, but from their regard lo 
their own interest" This is individualism, 
potentially a lentrifiigal force On the foriner 
Smith (1759140-41) writes' "Man .ought lo 
regard himself, not as something separated 
and detached, but as a citizen of (he world, 
a nicrnbei of the vast commonwealth of 
nature.. Whatever concerns himself, ought 
in affect him no more than whatever concerns 
any other equally important part of this 
immense .sy.sleni." Smith continues "Wc 
ought lo view ourselves, nut in the light in 
which our own selfish passions arc apt lo 
place us, but in the light in which any other 
citiren of the world would view us Wh:u 
befalls ourselves wc should regard as what 
befalls out neighbour, nr what comes to the 
same thing, a.s our neighbour regards whal 
befalls us." 

3 Aristolc defines 'man' as 'rational animar 
Rationality can Ik- given a narrow meaning 
- formal consistency, or non contradiction in 
the sense of classical logic. Anstole has three 
laws of thought: the law of identity (A is A); 
the law of non-contradiction (nothing can be 
both A and not-A); and the law of excluded 
middle (something is either A or non-A), 
where A stands for anything whatsover. In 
fomial logic these laws are rcndcnKt as truths 
about protiosilions icspeetively. if p, then p; 
not both p and nol-p, and citlier p or nol-p, 
where p is any proposition. Economists usually 
reckon rationality as mere conformity with 
these laws 

Rationality has another, far deeper, 
connotation in which it is idcniiried with 
'reason' — reason ns a faculty of thinking 
and exploring the reality. Man is a rational 
animal in '.rath the semses of rationality, nairow 
and deeper 

4 This IS done in the earlier book, Lai (19118:41 - 
45). the argument is carried over to Lai (1998) 


5 l«t q be the output of the fkin, x vafshyi 
labour, x' shudra labour, and a and a' Ihdi 
respective marginal productivities. The 
production function in Akerlof (1976) is: 
q -- ax + a'x'. as shown in Lai (1988:41). The 
two inputs arc perfect subsliliites; the isoquant 
is a straighlline. Output can be produced with 
cither \ or x' alone. So. the shudras can ran 
away and setup their own colony. 

6 l,et w and w’ be die wages of voishya and 
shudra labour respectively By the marginal 
productivity theory of wages, a = w and a' 
= w’. So, q = ax + a’x' = wx + w'x' Thu 
is the standard condition of zero profit ii 
perfect competition After iiKcting the wagi 
bill the landowner will have nothing to eat 

7 See Bikhchandani ct al (1992, 1998) and tx 
Vany and Walls (1996), 

8 Let I denote lax to meet setup and operatini 
expenses of caste administration. Theequatioi 
of note 6 above now takes ihe fonn. ax-fa'x 
= wx + w’x’ + t. Rearrangement of term 
yields' x/x' = l(w’-a’)-ft/x’l/(a-w), oi 
equivalently, x’/x = [(n-w)-l/x)/(w’-a’) Tb 
model no longer allows: a=w and a’=w’. Tb 
point IS that os a result the vaishya-shudr 
labour ratio gets precisely specified by lb 
model Who or whal guarantees .th 
mninlemince of that proportion in th 
economy'' 

9 True, "of the three elements of an agriculiuni 
.structure... - free land, free peasants, and non 
working landowners - any two elements bu 
never all thee can exist simultaneausly' 
[Domnr 1970 21, emphasis in the onginal] 
Here Doniar is talking of Russia in IMh am 
17th eenluries and of wi-.slcm Fiuropc in th 
closing days of Roman empire. 

Lai invokes Domar to rationalise the Hindi 
ensnaring of the poor in caste trap. But Wi 
must remember that for Ihe aryan gazing ove 
tlie marshy tropical forests on river Ganga tb 
scene was vastly differeni. By no means wa 
land free The fiotnar model docs not fu here 

10 Ca.ste .system cs .still going .strong in India 
"One recent survey in ca.slcin Utl.v Pradesh 
for instance, finds ih.at as m.-iny as two-third 
of the headmen in 82 surveyed village 
belonged In tlic Ihnkur caste - the Iraditiona 
landowning upper caste in that region 
notorious tor oppre.ssivc subjugation of tb 
lower easlcs" (I>rcze and ^n 1995; 105n 
l()6n] "In Uttar Pradesh, for instance, it i. 
.still possible to find villages where a poweifu 
landlord has actively opposed Ihe creation o 
a village school" (Dreze and Sen 1995:107] 
This phenomenon of landlord iTsi.siance ii 
the spread of elementary education has hec: 
noted elsewhere in north India. 

11 David (1985). 

12 Arthur (1994:46) 

I.T Arthur (1994:46),see also Dreze and Set 
(199,5.105-107) 

14 Dasgupta (1993:142). 

15 youiifi India. November 24, 1927. 
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KER ALAhas alway.s ra.<icinated rc.scarch- 
ers becau.se of it.s being an outlier on a 
chart of commensurate development in 
economic and social spheres. The rela¬ 
tively low level of economic growth a.s 
indicated by low per capita state domestic 
pnxluct has al.so been accompanied by 
incidence of considerable levels of povcity 
and unemployment. The Kerala model of 
economic development is hence increas¬ 
ingly coming intoquestion in recent years. 
Further, even when the Kerala model was 
in vogue, doubts used to be expre.sscd 
about the adequacy of the development ol 
manufacturing industry in the stale of 
Kerala. Ihe status report on current re¬ 
search on industrialisation in Kerala by 
Pillai and Shantha hence addre.ssc.s an 
issue of great contemporary relevance. 

Faithful implementation of pro-poor 
policies by relatively more enlightened 
governments in Kerala is often stated to 
be the main hurdle in the way of Kerala's 
industrial development. It is argued that 
sincere implementation of land refonns 
and minimum wage legislation has re¬ 
sulted in low capital formation and mili¬ 
tant trade unionism. All (his, it is .said, has 
led to low productivity of labmir, low level 
of capital formation and flight of capital 
and enterprise away from Kerala particu¬ 
larly in the field of industry. Pillai and 
Shantha have quoted the re.sulLs of a number 
of detailed studies to clearly show that 
such views have to be taken with not a 
pinch, hut a spoonful of salt. 
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It is heartening to know from this status 
report that the rate of savings in Kerala 
is higher than that for India as a whole. 
It is also intere.sting to note that it is more 
factors relating to the structure ol industry 
and not region-specific factors which arc 
responsible for Kerala’s low rate of indus¬ 
trial growth. It is also revealing that the 
feeling that industrial relations arc rela¬ 
tively worse in Kerala compared to the 
neighbouring states is a mere perception 
and is nut based on facts. 

The status report is in fact very well 
presented. It is split into seven chapters 
and begins with an introduction giving the 
raison d'etre of the study. After a brief 
review of historical studies in chapter 2. 
the survey goes on to discuss studies 
relating to the traditional, modem and 
small-scale sectors in chapters 3 to 5. 
Chapter 6 examines the different 
organi.sational .stmetures being tried mainly 
in the public sector, critically evaluating 
their relative performance, "nie conclud¬ 
ing chapter is a welcome one and iden¬ 
tifies a number of issues for further re¬ 
search in the field. Besides, the usual 
bibliog'-aphy, the status report also con¬ 
tains a very useful Appendix giving source 
material for different types of .studies on 
industrialisation in Kerala. The brief sta¬ 
tus report has been very painstakingly 
brought out and contains very few printer's 
devils. 

Research by correspondence has many 
pitfalls and theie are distinct advantages 


if the researcher is to Oie area that is beinj 
researched. From this potm of view, tbt 
starting of research centres inctuihng tht 
Centre for Develo|finent Studies (CDS 
away from the capital in Uw 1970s anc 
198^ was expected to promote regionai 
balancing of research both in terms ol 
origins of research and also of the regior 
researched. Hence, the fact that the bib¬ 
liography to this monograph lists a large 
number of MPhil and PhD dissertations 
dealing with this issue is very gratifying. 
The authors deserve congratulations for 
putting these, many unpublished, togethci 
for future reference by researchers. 

In the vie w of many, however, no survey 
on regional development in India is com¬ 
plete without reference to Ihe seminal work 
in this regard by Galina Sdasyuk and 
P Sengupta and published by the Regis¬ 
trar General and Census Commissioner ol 
India (1967), not mentioned in the report 
here. Works like the one by Seth (1987), 
dealing exclusively with regional devel¬ 
opment of industry, which can definitely 
help one gain sharp insights to Keraia'.s 
industrial development al.so find ni> place 
in the report. It is true that the authors have 
admitted that theirs is not an exhaustive 
survey of work in the field. But readers 
cannot be blamed for missing (hete rel¬ 
evant pieces of research in a status report 
dealing with the topic. 

One also looks in vain for a certain 
critical assessment of the works cited. The 
study li.sts the NCAER Techno-economic 
Survey of Kerala without any reference 
to industrial sectors identified for devel¬ 
opment in Kerala. One would have liked 
to know (he extent to which the predic¬ 
tions of crystal gazing three decades back 
have turned into reality. The exact point 
of time till which studies done arc taken 
into account in the status report is not 
mentioned by the authors. In fact one ol 
the intcrc.sting pieces of work in the field 
is by Sunil Mani (1996). One wondered 
why this work does not find a place in the 
status report brought out in 1^7, till one 
finds out that this status report was pre¬ 
pared in early 1996 and actually fin^ a 
mention in Sunil Mani’s work. 
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The Black Economy 

Missing Dimension of Macro Policy-Making in India 

Arun Kumar 

The major macro-economic problems of the 197()s and the 1980s were integrally linked to the growing 
phenomenon of black income generation. The black economy should, therefore, have been a significant factor 
in analyses of the economy. Its non-inclusion in anaty.\es resulted in a partial understanding oj the Indian 
economy and often incorrect policy pronouncements. This paper describes the institutional practices of the 
black economy and incorporates it into the short run macro analysis of the Indian economy. 

The need to incorporate the black economy is not simply an empirical matter, but a theoretical necessity. 
The circular flow of incomes changes with the hUu k economy. Black incomes are first defined. Transfers 
are not included, but their implications for national incomes, savings and velocity of circulation are presented. 
The theoretical analysis yields counter intuitive results with regard to tax evasion, investment and savings, 
subsidies, balance of payments, etc. The empirical t tends since the 1970s, say, with regard to unemployment, 
inflation, the fiscal gap, current account deficit or investments and savings can be better explained using 


this framework. 

1 

Introduction 

I 

ECONOMIC policy making is bused on 
an analysis ol the ccoru imy as u is perceived 
to exist (called ‘theoiy’) and the goals that 
are considcreil desirable. 1lie analysi.s un- 
lavels interrelationships amongst what are 
considered to be the key vaiiables and the 
policy-maker uses this understanding to 
try and achieve the desired goals Often, in 
India, policy has noi achieved the intended 

This failua' could be for several reasons 
ot which two important ones arc (a) the 
thcoiy itself may be erroneous or inap¬ 
plicable to the particularcase and (b) imple¬ 
mentation may be laulty. Some deal with 
the latter as an aspect ol the lormcr rather 
than us independent (actors. This is an 
example of differences in perceptions 
amongst analysts and a pointer to dis¬ 
agreements amongst economists or policy¬ 
makers over what is theory. One strand of 
thinking is that theory must correspond 
to facts and independent of that it has no 
existence except as a cunosum. 

The relationship between theory and 
facts is a tortuous one. It involves a process 
of abstraction which is not unique and on 
which there is seldom agreement amongst 
economists from different schools of 
thought. Often there are difficulties with 
the data (facts) itself. Many theories are 
supported by the same limited set of facts 
This is familiar to Indian economists. One 
a.spect of a weak data base in India is the 
existence of a substantial black economy. 
This makes variables unobservable or only 
partly observable. Consequently, while a 
theory should be tested with the complete 
data set, often that has not been possible. 


For instance investment and savings in 
India have a link with the black economy 
so that they are partly unobservable Hence, 
(he observed data will not show the 
expeciedequality between the two Intact, 
data may be larthei distorted by imposing 
an equality through the category ol errors 
and omissions Fuithcr, if the BOP data 
are strongly inllucnced by smuggling, 
under- and ovcr-iiivoicing and flight ol 
capital and these are not taken into account 
then the u.sual ihrcc-gap model used tor 
analysis may lead to erroneous policy 
prescriptions. 

If the si/e ot the black economy was 
insigiiificant, error due to its existence 
would be small and aitaiysis could be 
treated as a first approximation 'Ihis is 
legitimate since piecision in economics is 
seldom feasible However, most estimates 
(including guesses) suggest that since the 
1980.S, the si/e ol the black economy may 
be upwards ot 20 per cent of the GDP. 
In other words, it is comparable (not that 
it is a sector in the National Accounts) to 
the contribution of agriculture or industry 
to GDP. 

Consider, input-output ratios cannot be 
measured accurately lor indu.stries wheic 
the black economy is suKstantial [see 
section on the sugar industry in Acharya 
and associates I98S]. If underestimation 
of output is widespread even for the 
organi.sed sector in industry (not to mention 
the unorganist'd) and exci.se duty evasion 
seems to suggest that, the contribution to 
GDPmay be .seriously underestimated and 
capacity utilisation or factor productivity 
underestimated. 

Economists both from the Left and the 
Right have largely ignored the existence 


of the substantial black economy inindia.' 
This poses two classes of problems. The 
first relates to the measurement of key 
variables and the second to analysis. 
.Secondly, even il the true magnitudes ol 
the black and the white part ol the vanables 
cou Id be obtained, there would be problems 
with anitlysis. The interrelationships 
amongst the black and the white variable! 
taken independent of each other may turr 
out to be dilferent from that assumed foi 
the whole economy. Moreover, there may 
be cross-relationships between the white 
and the black components In ctfeci 
analysis based only on the white part ol 
the data is likely to be erroneous when the 
black economy is substantial. 

The New Economic Policies (NEP) intro¬ 
duced in 1991 mark a major shitt in policy 
paradigm. According to (he proponents ol 
the.se policies, this was necessitated by the 
failure of policies prevailing till then. 
However, neitlicrthe analysis of the failure 
of earlier policies nor the NEP take inti 
account the existence ol the substantia 
black economy in India. In other words 
the shift in policies is based on inadequate 
analy.sis. A prerequisite to policy change 
IS an understanding ol the nature ot the 
crisis in the Indian economy, why il 
developed and whether the NEP are the 
required corrective?^ As a backdrop to this 
analysis it is useful to ask, what is the 
government’s case for NKP? 

The article presents in Section II the 
macro-economic ca,sc for NEP and its 
critique on the ground that it ignores the 
black economy. Section III argues that the 
black economy is significant in the Indian 
economy. Section fV prc.scntsthe modtfied 
Wationallncomc Identity incorporatingtht 
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black economy. Section V uses tfiie 
modified identity in a short period setting 
to draw inferences relevant for macro 
policy-making. These results are used in 
Section VI uipointio cenain macro features 
of the Indian economy which have been 
otherwise ignored. In Section Vn, the.se 
results are used to reinterpret the observed 
macro-economic trends in the Indian 
economy since the 1970s. Section VIII is 
used to critically analyse NEP in the 
expanded framework to assess its likely 
impact. Finally, in Section IX, certain 
policy conclusions are drawn. 

II 

NRP’s Macro-Economic Case 

The proponents of NEP listed the 
following economic problems which need 
correctives. The growing international debt 
and the BOPcrisis. The ri.sing fiscal deficit, 
the high rate of inflation and slow economic 
growth. Technological backwardness was 
identified as a critical factor in the slow 
down in the. rale of growth of the economy 
and the continuing inability to export 
enough to meet the rising import bill. The 
public .sector bccau.se of its net negative 
savings was identified as the cau.se of the 
growing fiscal deficit. NEP are supposed 
to deal with these and other related 
problems (see GOl 199.1]. 

The opening up of the economy is 
supirosed to make it more efficient. InEow 
of foreign capital is expected to upgrade 
technology and biwst exports. Privatisation 
of the public sector is taken to make it 
efficient and reduce the drain on the 
exchequer. Cuts in expenditures like 
subsidies and transfers to the stales were 
suggo.stcd to reduce the ll.scal deficit which 
in turn is supposed to lower the rate of 
inflation andcliininatc the BOPcrisis. The 
following National Income Identity 
(model) consisting of the three gaps in the 
accounts of the private sector, the public 
sector and the external sector forms the 
basis of these aigumcnts.’ 

I - S = M ~ X where I stands for 
Inve.stments, S for Savings and X and M 
for Exprrrts and Imports, respectively, of 
goods and services. 

M - X = Inflow of foreign capital, or 
the supply of foreign savings. The above 
identity with two gaps can be rewritten in 
the following form: 

O = (I - S) piivnie + (I ~ S)p,,(,)K; 

+ (X - M) ...(1) 

It has been argued that for the Indian 
economy, the gaps in the private and the 
external accounts have been negative whi Ic 
that in the public account (the fi.scal deficit) 
positive. In other words, the fiscal deficit 
is financed by the private sector and the 


external sector. The inflow of external 
resources, year after year, resulted in the 
rising external debt and finally to 
difficulties on BOP account. The inability 
of the national private sector to finance 
the public sector is supposed to result in 
excess demand and inflation. Following 
this argument, a reduction in the fi.scal 
deficit would reduce demand and help 
cure both inflation and the BOP crisis. 
Devaluation was recommended to reduce 
the leakage of demand from the national 
economy and to generate an export surplus 
to overcome the problem of rising debt. 

In the longer run. the NEP hope to 
stimulate private .savings, investment and 
exports through concessions to profit 
earners. The opening up of the economy 
is suppo.sed to enable inflow of foreign 
capital and associated technology. 
Removal of rigidities in the system (freeing 
of prices, exit policy, etc) are supposed 
to enable free movements of capital and 
its more efficient use. While overall 
demand is .sought to be curbed, it is assumed 
that growth will follow supply side 
responses. 

Critique of NEP’s MARC0-F.a>NOMic 
Formula noN 

Such an analysis suffers from five 
problems. Firstly, it relies on use of official 
data which are ba.scd predominantly on the 
white economy. Secondly, by itself eq I 
docs not tell why the causation will run 
from the fiscal gup to the othertwo. Thirdly, 
even i f the causation is accepted, i n a given 
situation, what will be the split between 
the other two gaps, i e. the impact on 
intlation or the BOP? Fourthly, the time 
period involved in the (ex-anic) analysis 
is ncverclcarly specified. La.stly. there are 
important analytical linkages between the 
three gaps that are missed out when only 
the white economy is taken into account. 

Take the first point. The use of data from 
the white economy alone in eq 1 is 
erroneous since the equation refers to the 
actual values of each of the variables 
consisting of the white plus the black 
magnitudes. Hence the equation cannot be 
expected to be fulfilled with data from 
some undefined portion of each of the 
variables. Since the white portion of each 
of the variables is a different proportion 
of the ..)tal value, it is not even that the 
former can act as a proxy for the total.^ 
As .shown in Appendix 1, ’.vhen the actual 
magnitude^ iul used, the sign of the external 
gap turns out to be different from the one 
assumed above. This is due to a leakage 
of savings from the Indian economy in the 
form of flight of capital and smuggling in 
of gold, sliver and other items. 


Secondly, eq 1 is inadequate from thi 
point of view of causation {see Bach: 
1990]. It is unclear (a) why output am 
price changes do not close the I - S ga; 
intermdiy and (b) whether M - X lead: 
to this gap or its result? Answers to these 
questions are essential for polic) 
formulation. Further, any concessions tc 
capital for investments and exports (a: 
suggested by NEP) raise the share of profit! 
in national income (if they are to act a: 
incentives). The implication of this for out 
put and price adjustment cannot be studiec 
without explicitly introducing distributior 
in the national income identity (eq 1). 

Thirdly, it is clear from eq I that the 
impact of the fiscal deficit on the externa 
gap is dependent on the degree of opennes: 
of the economy. In a clo.sed economy, m 
matter what the ft .seal deficit is. the externa 
gap would be zero. As the economy open! 
out, the fiscal deficit would have a largci 
impact on this gap but its extent is unclear 

Fourthly, often, the variables in eq I an 
rewritten as functions of some uthci 
variables [Bacha 1990] - like consumptior 
and imports as functions of income. Thi: 
implies an implicit u.sc of more than one 
time period but then investment become! 
a more complex variable dependent or 
expectations and time lags. This needs t( 
be clearly spelt out to make llic cx-anie 
analysis needed for policy purposes 
feasible. 

Lastly, each of the three gaps are af fcctcc 
by the others because of the generation ol 
black incomes (sec Appendix 2). For in¬ 
stance, the true investment in public .scctoi 
is less than the budgetary' magnitude due 
to the siphoning off of funds. This shows 
itself as the savings of the private scctoi 
both inside India and outside. Savings ol 
the public sector are also affected since 
profits of the public sector arc skimmec 
oft during sales and purchases of inputs 
'nie.se once again accrue as the savings ol 
the private sector (households or firms) 
In effect, the public sector gap based or 
the white data turns out to be larger thar 
it actually is because of the transfer ol 
savings to the private .sector. In reality, 
public sector’s investments are smailei 
while its savings are higher by the amount 
of leakages. Transfer of savings from the 
public to the private sector both within and 
outside India has been going on.^ 

If the above analysis is correct then it 
is clear that the national income identity, 
eq I, has to be rewritten (a) incorporating 
the black economy explicitly to bring out 
the interrelationships amongst ttie various 
variables, (b) using only the short period 
for analysis, (c) incorporating causation, 
(d) explicitly bringing in income 
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distribution, and (e) using the true 
magnitudes in the modified national 
income identity. 

ni 

Does Black Economy Matter? 

The Magnitudes 

The size of the black economy, usually 
repotted as percentage of the reported GDP 
at market prices, is substantial, whichever 
method of measurement is used. Acharya 
and associates (1985) estimated the size 
of the black economy (not counting smug¬ 
gling and illegal activities) to be 20 per 
cent of the white economy for 1980-81. 
Gupta (1992) pointing to errors in this 
estimate corrected it to 42 per cent of GDP 
for 1980-81 and 51 percent for 1987-88. 
The monetarist estimates yielded a figure 
of 47 per cent for 1978-79. 

Kumar (1994) suggc.sted that estimates 
from different methodsare not comparable 
because of the various definitional and 
methodological inconsistencies and 
problems in these estimates. Most 
importantly, due to lack of definitional 
clarity, there is double counting and 
transfers and capital gains are clubbed 
together with factor incomes. Correcting 
forthese infirmities, Kumar and Sen (1993) 
assumed in their calculations a figure of 
30 |ier cent for 1990-91.* 

This implies that the black economy 
which is concentrated in the tertiary sector 
IKumar 1988b] was by 1990-91 larger 
than the primary or the secondary sectors. 
If so, can it be ignored in any macro 
analysis oi the Indian economy? For 
iii.stance. in the analysis of output of goods 
and services or demand (specially con¬ 
sumption) patterns. 

Can one treat the white economy as a 
proxy for the total economy, consisting of 
the black and the white components? This 
would he possible only if the various ratios 
remain unchanged. But on available 
indications (Appendix 3) this would be an 
incorrect assumption so that the black 
economy needs to be explicitly introduced 
in the analysis. All this has major 
implications for analysis and policy.^ 

With regard to the external sector al.su, 
the magnitudes of the black economy in 
relation to the official data are very 
significant. For instance, while official 
exports in 1990-91 werc$18bn, 170 tonnes 
of gold valued at Rs 6,000 crore ($2.2 bn) 
at the then current domestic prices was 
smuggled in. In 1990-91, there was an 
estimated annual flight of capital of $5 
bi ilion and smuggling of other items (si I ver, 
electronics goods and synthetics) of at 
least another $1.5 bn. This is financed 


through two sources. Firstly, the havala 
markets which short circuit the accrual of 
foreign exchange to government reserves. 
Some of these items are remittances by 
Non-Resident Indiansandunder- andover- 
invoicing of exports and impcMts. Secondly, 
the profits from drug trafficking. 

Further, savings held abroad (in foreign 
exchange) by Indians were said to be at 
least $ 100 bn. Interest earned on this would 
have been at least $6 bn (annually). Adding 
up all this, the country lost in 1990-91 
foreign exchange of at least $15 bn, not 
counting drug traffic earnings. This amount 
would be equal to 80 per cent of the 
official exports. If this loss had not 
occurred, in 1990-91, the country would 
have had a current account surplas and not 
a deficit of $9.7 bn. 

This is not all. the black economy rai.se.s 
the import intensity of the economy and 
cau.scs legal imports to rise. As such, the 
country's BOP cannot be discussed without 


taking into account the black economy and 
the leakages from it. Finally, the flight of 
capital, smuggling in of gold and other 
items arc an aspect of the black savings 
in the national economy so that no 
meaningful discussion of the savings- 
investment behaviour and the associated 
multiplier, etc, is possible without taking 
into account the black economy in India. 

Nationai. Income Accounis and Black 
Economy 

Anaiy.sts ignore the impact of the black 
economy on the macro-economy either 
because they have not developed the 
required analytical framework and/or 
because they argue that the data arc not 
available (or arc unreliable). Apart from 
the fact that if the black economy is as 
large as estimated by .some, and, therefore, 
analysis not taking the black economy into 
account is erroneous, analyst.s ore happy 
to use the data on the while economy 


AfPCNiiix I. E.<iiiMATT3 or fti.FMKNTS OP Bi AI K Investmwis ano Savinc; 
(As per ceni of white GDP at market price.s) 


Given the dcriniiKin of black incomes used in thi.s paper, only factor incomc.s arc considered As 
such, investments in real estate, transactions in the secondary share markets, capital gains, bribes, 
etc, arc nut considered here. As far as possible, estimates arc given foi l‘)90-*>l 

(1) .Siphoning out of public sector savings through cuts on sales and purchases and 
ovcr-invuicing of invc.stmcnis f> per cent of value 

Small proiects may have IS per cent leakage and the large (\nes 6 per cent 
Additional activities, like, bank frauds, financial irregularities, cicciriciiy 
leakages need to be estimated This is like a minimum estimate. 

(2) Under-invoiced inventunes at 20 per cent of increase in inventories 
(1) Ovcr-invoiccd plant and equipment in the private sector 

Assume that it equals the capital required to be pul in by llie private owners 
of the eumpanics. i c, I6..S per cent of the capital declared to have been inve.sted 
(4) Smuggling in of gold, silver and gems and (cwellcry 1,9 per cenr 

(.S) Flight of capital through over- and undcr-invoicing of exp,)rts ami imports I (> per cent 

(6) Transfer of funds through the havala route. I 0 pei cent 

(7) Profits on drug traffic accruing to Indians 1 7 pc» cent 


1 fier cent 


0 ■< iicr cent 
0 K fKf cent 


Appcniiix 2' Aitoai lNvi.srMij>a, .SavinC'S, fixroKi and iMPoKr DnriNinoN 


Actual I <1™,, + ^|,ul»l while ^ ^piih^ WjlL 

Actual ,S = while * ^'^|»r*v ^mih^ hi 


Actual X =■• 


blaik 


Actual M ^ 

The black components above may he written in terms of their components as. 


priViMc, bljuk 


= increiiicnlal holding of gold, silver, gems and jewellery and balances in foreign 
accounis - over-invoiemg of investment + under-invoiced inventories (n.ciudmg 
holding of commodities for speculation) undeclared investments in the fonnal 
and informal sectors (including, for speculation) + increase in cash holding * 
investment in illegal activities. 

=. ■ (wer-invoicing of inveslincnts 

= Black savings propensity lover invoicing of private invcsimcnl', + over¬ 
invoicing of public invctununts-f over-invoicing of purchaseofiiiatcrial (including, 
wages) ■¥ under-invoicing of sale price value of undeclared production (legal and 
illegal) + cuts on contracts of public sector) + black savings ol informal sector - 
ben.imi investments in banks and post offices 
-- t'uts on contracts for sales and purchase of goods and f.crviccs 
tr Under-invoiced exports + export of drugs + under- invoicing of loui ist cx[x;nditures 
-v savings of Indian labour working abroad retained ihcrc through the havala route 
'• returns on assets held abroad. 

= Under-invoiecd imports - Over-invoiced imjiorls ■* smuggling + Indians undeclared 
ex|)enditurc abroad on education, health and tourism 
Gold, silver and gems and jewellery aie included in I since they imply equal investments abroad 
through leakage. 


'tnihlK., hiiick 
o 

^piivuu. htjt'k 


puhlic, hijtk 


'hUk 


M, 


htttck 
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whose statistical basis is often no 
more firm than that relating to the black 
economy. 

Data from the unorganised sectorsof the 
economy have a weak basis [GOI 1989]. 
This is true both for the manufacturing 
sector and the tertiary sector. Often these 
ate onlycruderatiosofthe organised sector 
activity or based on inadequate benchmark 
estimates which arc then blown up by 
equally inadequate indicators. The finance 
minister has indicated that excise duty 
evasion maybe of the order of 40 per cent 
[Budget Speech 1993). This implies that 
even for the organi.seJ manufacturing 
sector, the official production data have 
a large margin of error. After all. data 
reported to the excise department are the 
data provided to the income tax department 
and the Annual Survey of Industries (ASI) 
and these are the data used in the National 
Income Accounts.* 

If the degree of uncertainty is as higli 
as 40 per cent of the output for the sector 
who.se data are supposed to be the most 
reliable than in the case of the unorgani.scd 
sectors(with substantial self-employmenO 
and specially in the tertiary sector the 
degree of uncertainty i.s likely to he much 
more than 40 per cent. 

Similarly, the implications of the 
previous section for the estimates of 
savings and investments arc serious. They 
arc leaking out of the country. Some of 
these arc reHected in gold holdings in 
India, night of capital and accounts held 
abroad by Indian nationals None of these 
enter the national income accounts. 

This opens the possibility that capital 
inOows from abroad are smaller that the 
ouinowof savings from the black economy 
(Appendix 3).'' Investments by foreigners 
in India arc small but investments abroad 
by Indians based on the flight of capital 
and accruals from smuggling activities 
have been substantial. Thus while M - X 
based on official data may be positive, 
retleciing a net inflow of foreign capital, 
there is another term (I - S liotcu-ii slicIl ffom 
the Indian private sector which rellccts a 
drain of capital. In effect, the white 
accounts have been misleading with respect 
to the savings behaviour of the economy. 

Given that the margins of citoi in the 
various components of GDP may be large, 
how much faith should the analyst have 
on the GDP data from the national 
accounts? It is surprising that though the 
degree of uncertainty is large in each of 
the components of the GDP. yet, the sum 
of these components is u.sed as if it is 
precise. Further, even though it is the exis¬ 
tence of the substantial black economy 
which creates the errors in the data on the 


white economy, few analysts make the 
attempt to rectify this defect by in¬ 
corporating the black economy into their 
analysis. 

In brief, two points emerge regarding 
the use of data from the black economy. 
First, the degree of uncertunty in the data 
for the black economy is certainly higher 
but that is a quantitative matter and cannot 
be the reason for excluding the black 
economy from theoretical analysis. For 
instance, the issue is not only of the missed 
savings from the black incomes but of 
their direction of flow. Secondly, the 
uncertainty in the data for the while 
economy relates in a large measure to the 
existence of the black economy. 

IV 

Black Economy and National 
Income Identity 

The arguments presented till now suggest 
that (he black economy needs to be 
incorporated into the analysis. Tc do so. 
each of the icmis in eq 1 need to be split 
up into two parts - a black and a white 
one. For in.stance, (I - S) pnvaie should be 
two terms: one pertaining to the white 
economy and the other to the black 
economy. The black economy part would 
consist of three .savings terms; one Irom 
black savings Irom private activity, second 
from the public sector and third the leakage 
of savings from the national economy.'® 
The I term also has three components - 
white, black and foreign investments 
(Appendix 2). 

However, the modification of eq I to 
incorporate the blackecomimy by splitting 
up the 1 ana the S terms is not only 
complicated but inadequate from the point 
of vicwol policy and income distributional 


consequences. The form of nationid income 
identity used by Kalecki (1971) and as 
developed further in Kumar (1988a} is 
more suitable from both these points of 
view. Tlie reason is that black incomes are 
property incomes, that is. factor incomes 
profits (gross) from which other property 
incomes derive. Kaiecki uses national 
income identity to focus on the role of 
gross profits. He also highlights causation 
and the role of government deficits and 
the external sector in market creation. The 
identity given in Kumar (1988a) speci¬ 
fically enables analysis of policy. It is used 
here as the starting point to introduce the 
black economy in the framework and is 
written thus: 

(Pp - Tp) +1 = Ip + Cc + [Budget Deficit 
+ B] + [Current Account Surplus 
(X - M)1 ...(2) 

where pp are private profits, Tp tax on these 
profits, I (he interest payments from the 
budget to the propertied. Ip the private 
in ve.stmcnts. the capitalist consumption, 
B the net borrowing by the government, 
X the exports and M the import,s. Clearly, 
eq 2 refers to the tnic economy consisting 
of the white and the black economies. 'Hie 
identity would not hold for just the white 
or the black parts separately. While T„ B 
and I have only one component, each of 
the other variables of eq 2 h;is two parts. 
Thc.se need to be introduced explicitly in 
the identity to facilitate the analysis of an 
economy with a black component. 

UNOF.rLAKfci) Profits 

Gro.ss profits consist of the while and 
the black profits. While profits are the 
ones declared for tax purpo.ses and Tp are 
the taxes paid out of them. No taxes arc 
paid out of black gross profits since they 


Ai'Itnoix ,1. Tablf of Corrutth Vauil-s of Kfv Macro Variabi.cs ( 1990-91) 
(Figiin's in Rs cmrc unless staled otherwise) 




While Comp 

Black Comp 

Actual Value 

(1) 

ODF at muikct prices 

.S,.1.‘),(KM) 

l.60.(K)0 

6,95,(XX) 

12) 

Primary 

31 percent 

.S per cent 

25 per cent 

(3) 

.Secondary 

2$ per cent 

2.S per cent 

25 per cent 

(4) 

Tertiary 

44 per cent 

70 per cent 

50 per cent 

(5) 

Gross domestic savings 

34 per cent 

50 per cent 

30 per cent 

(6l 

Aggmgale investments 

27 .S per cent 

17 per cent 

25 per cent 

(7) 

Incremental K/O ratio 

.•i.O 

1.9 

4.4 

(8) 

Exptirts (goods and services) 

4t,(XH) 

,55.000 

96,000 

(9) lm|)orls (“) 

(10) Tax r>‘vcnue toiegunc 

49,(XK) 

I0.(X)0 

l.(K).000 

59.000 


Nolei . (I) Figures pie.senled under black component ate indicative based on scattered evidence and 
a hroad understanding of the black economy. 

(2) The percent rigutes under actual value are the weighted average of the black and the white 
enniponents. 

Item 10'. refers to both direct and indirect taxes assuming that incomes had been coneetly 
declared 

item 7. Hie rale of growth of Mack economy is taken to he 9 per cent and of the white 
economy per cent. The increase in output of the black economy is not only due to 
investments in the black economy but also due to the misdeciared white output. This 
simultaneously rai.ses the growth of the black economy and towers that of the white 
economy. 
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are ondectared These are generated m 
several ways 

First, by inflating costs in the books of 
accounts through showing higher expen¬ 
ditures for instance, personal expen 
ditures are shown as business expenses 
Ovcr-invoicing of purchases and falsi- 
ficationof employment data (muster rolls) 
are also used Second, gross revenue is 
understated in the accounts through under 
invoicing sales by misdeclaring the price 
or output or both Ihe output may either 
not be shown or declared as damaged or 
shown as waste The actual cost of pro 
duction of (his undeclared output is loaded 
on to the declared output or turnover 
Third, there are illegal activities where the 
entire output is black For instance, in the 
case of smuggling prostitution, drugs, 
gambling, etc From these black at iivitics 
a part ol the profits accrue outside India 

Out ol the black gross profits undeclared 
interests and icnl are also paid In 
partnership firms, undeclared dividend is 
also paid out of these profits Since protit 
interest rent and dividend aic relcncd to 
IS property incomes one e an argue lhal 
black intonus ate ptoptrt\ metmts 
IKaldor 19^6 and Kumar i98Kb) In cum 
pleti ly illegal activities there isnoquestion 
of dee taring wages so lhal these also 
constitute black incomes Howe er in the 
Hst of the economy wages arc inflated 
so that there would he a tendency for Ihe 
iindci icportmg of wages to cancel out 
Finally most wages even the illegal ones 
wouki lend to fall below the taxable limit 
‘o would not have been required to be 
u ported hence arc not black Anyhow as 
i Inst approximation it may be assumed 
lhal m the economy as a whole wages aic 
not under repuitcel 

BLuk incomes may h^delmcd as/tie tot 
mtonas ptop<rt\ itutimes whuh should 
ht ripnrtid to ihe las authontics hut are 
not Capital gams and bnhes arc mere 
tiansicr activities and not factor incomes 
so arc not counted as black incomes They 
do cause icdistnbution of incomes and 
cficet consumption etc 

With these considerations m mind in 
eq 2 above Pj, needs lo be separated into 
I VO parts white pnxale gross prolils P*p 
and black gross pro! its P|,p Since the share 
of the black economy has been rising and 
the black incomes constitute gross profits, 
the share of gross black profits in GDP 
must be rising A part of these gross black 
profits accrue outside the economy and 
represent a leakage ol savings Irom the 
national economy Data indicate that in 
the 1970s and the 1980s the share ol 
white property incomes itself was rising 
[Kumar 1988b] It can then be concluded 


that the share of total gross profits in the 
national income must have risen dunng 
this period 

Capitai 1ST Consumption and Black 
Incomes 

Capitalist consumption, Cj is paid for 
by both black and white incomes It is 
generally believed that consumption 
propensity out of the former is larger than 
out of the latter and also more import- 
intensive Howevci the consumption 
propensity out of black would be much 
smallei than that of say the wageeamers '' 

The savings pmpensity out of black 
mwomes IS also smaller than that of the 
property camois as a class because, as 
pointed out above there are transfer 
activities associated with them The 
transfers result in some incomes being 
icdistnbuted to tliose with smaller incomes 
However most ol the transfers are also 
highly conct ntrated so would have large 
savings propensity In other words an 
increase in the share of black incomes 
would cause the savings propensity lo rise 
in spite c)t .in increase in capitalist 
consumption (Kumar I99S1 

I xpendituri s from black incomes arc on 
Items like consumer durables housing 
entertammi nt children seducaiion abroad 
and visits abroad Whal is spent abroad 
IS cleat ly import intensive but there is also 
an increased demand lor imported goods 
in the national economy Earlier it led to 
increased smuggling activity to fulfill 
demand lor foieign goods Post 1991 
since import rcstnclions have been lewei 
smuggling mav ha\c declined but legal 
imports have expanded faster than (lie 
nommairiDP Indirectly also importsiisc 
siy toinccl uiincicascddtmandlortncrgy 
,is luxury consumplion rises 

The goods consumed using black 
incomes do not nccessai il v originate in (he 
black economy While incomes may h*- 
used to purchase goods or services 
pnxiuced m the bf ick economy Hence no 
usclul purpose IS scived in writing the 
black and tiu w hue components xepat atcly 
It isenough lo rc< ogntsi that in eq 2 above 
Q would have a value larger than thal 
implied bv (he white economy alone 
Expenditure out ol black incomes may 
have a shorter time lag than out of white 
incomes but since m eq 2 there is only one 
period the sho»^ period, this has t(» be 
Ignored in ihe first approximation 

Bi A(K InVI srMiNis 

Private investments. Ip need lo be split 
up between a blai k and a white component 
lpi,andpw III notlhat the black component 
comes neccssaiily out of black incomes 


and the white one from the white incomes 
only For instance, savings from black 
incomes go into bank and post office 
accounts which channel them into while 
investments While Ip„ is reasonably well 
known and presented in the NAS, the 
other term needs to be modelled Ipj, may 
be classified into seven btoad categories 

(1) Under invoiced invcntoncs (in¬ 
cluding cash holdings) 

(2) Over-invoiced and under invoiced 
plant and equipment 

(1) Informal sector aciivities including 
trade, films, production cic 

(4) Illegal holding ol precious metals 
gems and jewellery 

(5) Flight of capital tor investments 
abroad 

(6) Transfer activities (like secondary 
share market and real estate) and buying 
ot mllucnce (bribes tor illegal work) 

(7) Illegal activities (like smuggling 
drugs, prostitution and crinic^ 

Flows into real estate (not construction,) 
secondary shaic market etc where assets 
simply change hands constitute transfers 
and do not result in production I hey result 
inlargt transaitionshutlittlevaluc addition 
(biokcragc) and cause the transaclions 
velocity ol montv lo rise but the imome 
vcliKiiv haidly changes I he multiplier 
asscHiitcchwith (hesc activities is indeed 
small 

To I he ex tent thai some ol Ihc sc transfers 
may be lo those who have small iiiconics 
say widows and small famicis they lead 
to an increase in consumplion lowcTing 
Ihc savings piopcnsity in Ihc uomimv 
llowtvct lilt bulk of (hist iiansfm are 
to other proptrli'd who then make a 
dll tsioniomvt si Ihi proceeds I his holds 
lor both the hhik and (he while u>m- 
ponenlsolihisi transfers Aslongasthcsc 
invc ,tmi nis ciri ulatc in transfer activities 
like say I tom one property to another, the 
s ivings remain immobilised lowenng the 
income velocity of money At some stage 
they may link up wiin productive invest 
ments but until then they lower th ‘ profile 
of investments and increase liquidity 

Given the overall macro black balances 
and practices in the blai k economy black 
savings (including the ones transit rred) 
will flow mio each ot the remaining six 
black in vcstinc nl c hanncis Some of these 
channels n suit in leakage of savings from 
the economy and require lonveision into 
foreign exchange either through exports 
orthioughcomenng pnvatc capital inflowB 
(through havala) In (he case ol the havala 
transaction rupee proceeds are paid within 
the economy and the transfer continues or 
consumption rises while savings leak out 
abroad 
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Investment in precious metals, gems and 
jewellery is also like a transfer activity. 
A leakage of savings takes place when 
precious metals and germ are brought into 
the country or when there is flight of 
capital. The country also loses foreign 
exchange in both the cases and affects the 
BOP. However, there is a minordifference 
between the two cases. When precious 
metals or gems which are smuggled in are 
held, assets are purchased in the economy 
but savings are lost to the economy. In the 
case of flight of capital, the national 
economy lo.ses savings but Indians still 
own the savings abroad. In the two cases, 
even though the same havala market is 
used, in the former case, the chain of 
transactions is longer due to the transfer 
of goods (which are simultaneously as.sets) 
involved. 

In effect, the transfer activities of the 
black economy either lead to larger 
consumption or savings leak out of the 
economy or they arc invested in some 
white or other black activity. Investment 
in other black activities gets counted under 
those heads. The tendency of investing 
black .savings in the white economy cannot 
be large (otherwise they need not have 
been generated a.s black). As already 
argued, consumption out of the.se incomes 
would also not be large so that the major 
avenue left would be leakage from the 
national economy. To conclude, black 
savings when inve.stcd in activities which 
are not counted in tlie national income 
account lead to transfers from one black 
investment to another till they largely leak 
out of the national economy. The leakage 
of savings corresponding to ihc.se transf ers 
requires surplus on the current account so 
that foreign exchange is earned to enable 
the leakages to cKcur. Howevci. these 
leakages involve illegal activities. 

lncrca.se in under-invoiced inventories 
is undeclared investment, that is, 
investment through the black channel. 
Increase in cash holdings is likely to be 
a small part ol the total. On the contrary 
over-invoiced plant and equipment implies 
a lower real investment; in fact, negative 
black inve.stments. Under-invoiced invest¬ 
ments. like, undeclared investment in con- 
.struction, imply that the actual investments 
are larger by this amount. An important 
component of this investment is the flow 
of incomes from illegal activities (like 
drugs). Finally, undeclared investments 
and investment of black savings in the 
informal sector implies that Ip^ rises as 
unfu Ifillcd projects gel f unded and working 
capita) made available. Inve.stments in 
illegal activities akso raise the level of 
investment in the economy. 


In brief, only a part of what are under¬ 
stood as black investments constitutes real 
investments in the national economy. It is 
this component which raises the level of 
output through the associated multiplier. 
The total inve.stment in the true economy 
is then larger both because the size of the 
economy is larger and also because of the 
higher savings propensity out of black 
incomes. However, it i.s smaller than what 
it could be because of the transfer activities, 
illegal activities and the leakage of savings 
from the national economy. 

The picture is akin to the distinction 
between productive and unproductive 
investment referred to in Bhaduri (1083) 
in the context of agriculture. Here the 
di.stinctiun is that the white investments 
have a larger multiplier associated with 
them as compared to the black investments. 
A part of output from white inve.stments 
is nut declared and generated black incomc.s 
while black investments mostly generate 
black incomes but due to leakage.'', have 
a small multiplier. 

BuofiLT Dtnc'i’ ANo Public Slctor 

The i mpact of the block economy on the 
budget deficit is both becau.se expenditures 
are inflated and revenues arc less. For 
instance, when contracts arc awarded, 
margins must cover pay-off to politicians 
and bureaucrats and super pnif ^ts. Fictitious 
expenditures arc claimed. Revenues arc 
less becau.se tax collections arc less than 
what they could have been. Even non-tax 
revenues are alfceted. For instance, the 
profits of the public sector are lowci since 


they ate siphoned out. As a result, thdr 
contribution to Internal and Extra Bud¬ 
getary Resources to finance the public 
investments programme get reduced and 
their dividend to the government reduced. 

Large amounts of subsidies are also 
siphoned off by propertied thrcnigh mis¬ 
appropriation. Like traders diverting grain 
from public distribution or FCI paying 
more for poor quality grain. Subsidised 
public services cornered by those in power 
arc also transfers to the propertied. 
Expenditures on subsidies get inBated or 
misappropriated. 

The rapid rise in the intere,st burden on 
the budget is a result of the black economy. 
While liquidity is preferred over black 
liquidity due to its greater flexibility of use 
and lower risk. Consequently, the return 
on black investments have to be higher 
than on white investments. Further, the 
rate of return available on black activities 
IS higher by the tax saved so that the post¬ 
tax rates of return on black activities turn 
out to be much higher than on white 
activitic.s. Amongst the white activities, 
the interest rates offered by the government 
provide the floor rate of return tor the 
economy as a whole. 

With an increasing share of the black 
economy, a disequilibrium arises. The 
white rates of return tend to nse as demand 
for funds from the state grows and this 
leads to a sympathetic rise in the black 
rates of return. To pre-empt funds from 
flowing into the black economy so that the 
state can fulfill its requirements, the state 
has had to offer higher returns on funds 


Awknuix 4 Inckeasi in Costs of PRonumoN in Organised Indus rev 

The black cconuniy ciiliances three major Hems of costs fur industry, namely, transactions costs, 
indirect taxes and interest costs 

(1) Transactions costs 

(a) Purchased input (material and labour) costs increase due to hnbes and over-invoicing. 

(h) Capital costs rise due to delays, bribes and over-invoicing. 

(c) Due to infenur quality ot inputs and extra ptucessing cosi. 

Id) Higher working capital requirements due to holding of larger inventories due to uncertainty 
and delays 

(2) Indirect iaxe.s. 

(a) Higher rales to counter inadequate direct tax collections 

(b) nffeclivc rates due to cascading effects. 

(^) Intciest costs. 

(a) Due to borrowings by industry from informal markets. 

(b) Due to government's (and public sector's) growing need for borrowed funds and increases in 
inlercsl rates offered by it. raising the flour of interest rales. 

(1) The increase in ihe transactions costs would be of the order of 40 per cent, roughly the size of the 
black economy 

(2) Assumii.g revenue nculiality, that is. If direct taxes were paid, how much would indirect taxes be 
less by (an exercise earned out in Kumar and .Sen (199.^)). On this basis, indirect taxes add 2S per 
cent to costs 

(3) Assuming that, if direct lax collection was adequate, govemnieni's borrowing requirements would 
have been at the level i n the 1970s and interest rates would have been close to the UBUR (say i 0 
per cent) and assuming informal market rates to be at least 24 per cent and the formal market rates 
to be 18 per cent, Ihe interest cost would be higher by 10 per cent. 

In effect, the cost of production of organised industry in India in 1990-91 was higher by around 
75 per cent due to the existence of the black economy. These extra costs arc a result of the waste 
involved in production and the extra profits accruing to the propertied classes. 
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it borrows.'^ This raises the floor of rates 
of return available in the economy. The 
eff^ect is a rising share of profits in the 
national income and a profit inflation. It 
also implies that over time, the cost of 
borrowing to the state and the interest 
burden(I) ri.se. 

The state is forced to pre-empt banking 
resources through a rising SLR and im¬ 
posing social sector obligations on the 
banks. To maintain a semblance of profit¬ 
ability of the banking sector, the govern¬ 
ment had to allow banks locharge a higher 
rate of interest from non-priority clients 
and this further raised the flcxir rates. 

The actual budgetary magnitudes 
incorporate the effect of the black economy, 
hence no separate term need to be 
introduced in cq 2. The interest burden I 
rises with a time lag. The effect of the 
black economy on the budget is that in.stead 
of showing a primary fiscal surplus there 
is a deficit. Profits of the private sector 
rise by the amount ol transfers from the 
public sector and swell undeclared profits. 
As shown below no ri.se in demand is 
associated with such transferseven though 
the fiscal deficit ri.scs. (However, prices 
may rise due to increase in costs.) 

Black Economy and tup. Exiernal 
Sector 

As pointed out above, due to smuggling 
in of gold, silver, gems, electronic goods, 
etc. and due to flight of capital abroad, 
the national economy loses foreign 
exchange. The foreign exchange for these 
activities is raised through (a) the liavala 
market which in turn laps Indians abroad 
wanting to .send remittances back to 
India and (b) exporters and importers 
indulging in under- and over-invoicing, 
respectively. Dmg smugglers whose profits 
accrue abroad (estimated to be Rs io.tHK) 
crore in 1990-91) ahso u.se this channel to 
.send some o' their money back to the 
country'. 

Out of the proceeds accruing to Indian 
nationals ouLsidc, a part is invested there. 
This is an unavoidable loss of savings and 
should not be counted as part of the black 
economy savings. Another part, which 
Indian nationals want to send to their 
families or business in India comes through 
the havala channel. Those needing funds 
outside the country take them there while 
paying from (heir rupee funds in India 
those for whom the transfers were meant. 
This involves leakage of savings of tho.se 
sending their funds outside. Those 
receiving funds in India may save a part 
of it and consume the rest. This is no 
diflereni from whaisuch individuals would 
have done, had they received the funds 


throughtheofficialchannels, hence leaving 
the savings-in vestment pattern of the black 
economy unchanged and as captured in 
the remaining six channels. 

The third part of these accruals outside 
may be used to smuggle in goods. Precious 
metals and gems are largely smuggled in 
to be held as a.sscts, they represent a trans¬ 
fer ol savir.f' oiii of the economy and arc 
like a capital account transaction. Smug¬ 
gling of other ginids increases con.sump- 
lion in the economy at the cxpen.se of 
savings. 

Indian nationals holding assets abroad, 
purchased Irom savings siphoned out of 
India, cam a leturn on them This should 
have accrued lo the Indian economy 
through invi.siblc.s These prcKceds arc lost 
to the national economy and result in lower 
official rcmitiunce.s and a larger official 
current account deficit. 

In brief, ihcie .ire fout kinds ol elfcets 
on the national economy due to the black 
transactions in the external sector. Eirst, 
the implication lor reserves and money 
•supply. Reniiilanccs which do not flow 
into the country through official channels 
imply that foreign exchange dm's m it accrue 
to the RBI and corresponding funds aa' 
not released in the economy. .Secondly, for 
national savings. Not only is the flow of 
savings ol Indians abroad reduced but 
savings in the national economy either 
leak out through this route or are lowered 
through increased consumption. 

Thirdly, for thccurrcnl account. Exports 
arc larger by the extent of under-invoicing 
while imports arc larger by the extent of 
smuggling and under-invoicing hut smaller 
by the extent of over-in voicing. In ihe net, 
the (rue deficit in the trade accoiiiit (not 
counting drug Iralfic) is lower than 
indicated by olficial data and current 
account of ilic inic ecoiuimy is in surplus 
(App'mdix .T). I•inally. private holdings ol 
assets abroad or gold held in the country 
docs nut help Itic olficial reserves or the 
BOP situation. 

Given the above, in cq 2, the true X - M 
term needs lo be split up into its black and 
white componeiiis with the latter reflecting 
the official data and (he former the 
remaining part. The economy’s BOP 
situation continues lo be reflected by the 
official data with its growing dependence 
on inflow ol capital (EDI. FII) through 
official channels 

V 

National Income Identity with a 
Black Economy Component 

In the light ol the above di.scussion. (he 
national income identity, as given in cq 2 
above, needs lo be modified as lollows; 


- Tp) + Ppp + I = Ipw + I|it> + Ce 

+ [Budget Deficit + BJ + (X - M)* 

+ (X ~ M)h ...3 

Fiscal Deficit = [Budget Deficit + BJ 
is given by the budget. 

BOP implications arc given by the white 
component ot (X M) but the capital 
flows arc given by the true (X - M). 

This identity can now be u.sed lo analyse 
the implicationsol policy for ouipui. prices. 
BOP, fiscal deficit and other variables. 
Incomes and expenditures are a part of a 
circular flow and the pre.sencc of the black 
economy alters the pattern of flows as 
compared lo what would prevail if there 
was only a while economy, thus, changing 
the determination of prices and output in 
the economy. 

Direction oi- Causa oon 

In eq 2 and the identity given in Kumar 
(198Ka) the causation runs as i ii Keynesian 
models from the right to the left. The 
elements on the RHS can be taken to he 
given at the start of the short period. The 
budget deficit is the resultaiil ot various 
expenditure and revenue decisions and 
notitidcpcndeiiilygiven - il isfixedby the 
budget, rx-antc. Distribuiion in the mcxiel 
is also assumed given for the short period 
so that qnce the level ol gross profits is 
obtained, the levelot output isdetennined. 
If there is no capacity constraint in the 
economy, any change in output would be 
in real terms olherwi.sc in nominal terms. 

The above model with the black sector 
(ec{ Jt) is also assumed to work in the same 
way. The assumption is that ilic share of 
black economy in the total economy (which 
IS rising) IS fixed at ihc start ol Ilic period. 
Thus, disiributioii icinuins unchanged 
during the pcTiod. The budgci deficit gets 
fixed at the .start of the period by the 
goseniineiil’s budget and Ihe black eco¬ 
nomy. Black iiive<>tmcnl.s and consumption 
arc taken to be determined i n the same way 
as arc their while counterparts {Kalccki 
19711 only the parameters differ In cl feet, 
the cauxution can still he assumeJ to ran 
from the riftht to Ihe left with the elements 
on the RHS given at Ihc start ol Ihe short 
period. Using cumparalivc .stati.slic,s. the 
following resulis can be obtained il the 
share of the black economy is allowed to 
ri.se and/or fiscal policie.s changed. 

Tax Evasion aso Bi ikut 

(I) fivasion ol direct taxes means an 
increase in Ppt, at the expense ol Pp,, and 
a decline in Tp so the left hand side (LHS) 
becomes larger. The right hand side (RHS) 
also inerca.ses by Ihc same amuunidue to 
a rise in the budget deficit. Hence even 
though the disposable income of the 
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capitalists rises due to an increase in 
undeclared profits and reduced tax pay¬ 
ments, there is no effect on output since 
gross profits remain unchanged. However, 
if the government keeps the deficit 
unchanged by reducing expenditures, the 
RHS will be unchanged. In this situation, 
the LHS also has to remain unchanged so 
that the gross profits will have to decrease 
by the amount of tax evasion. Decline in 
gross proifts will be through a reduction 
in production. Hence, ceteris paribus, 
increase in direct tax evasion will cause 
production to fall. 

When indirect taxes arc evaded, direct 
taxes are also evaded on the additional 
income. Dlack profits ri.se by the amount 
of value of output on which indirect taxes 
are evaded so that the LHS of cq 3 ri.scs. 
On the RHS, the budget deficit rises by 
the amount of direct and indirect tax 
evaded, i c, hy an amount smaller than the 
LHS. Hence gross profits have to fall 
through a decrease in production. Firms 
paying less of indirect taxes could he 
expected to lower prices hut this isunlikely 
since the object of evasion is increased 
profits and not lower prices. If the budget 
deficit is field unchanged, thiough 
reduction in expenditures, the drop in 
output would be even sharper. In brief. 
ceteris paribus, an increase in indirect tax 
evasion causes a drop in output. 

It, in the lace ot lax evasion (direct or 
indirect), indirect taxes arc raised to keep 
the budget delicti unchanged, RH.S remains 
unchanged and .so will gross ptofits and 
output. However, since indirect taxes arc 
prime costs in production, prices would 
tend to rise, nearly, the ectniomy faces 
stagflation. Heme, an inrrea.se if tax 
evasion is stuf^latiomiry even if accom¬ 
panied hy a rising fiscal JefLit ora rising 
.sluire of indirect taxes to prevent the budget 
deficit from n.sing. 

(2) The fiscal deficit is the sum of the 
budget deficit and act borrowings (B). it is 
only a means off mincing theJi.sral de ficit 
(anddoes not change its.size) so that there 
is no impact an grass profits or the output 
in the economy. However, if government 
expenditures increase in spite of the loss 
of revenue due to tax evasion, the fiscal 
deficit risesand creates additional markets. 
On the LHS the gross profits rise due 
to expansion of output. 

However, if in the effort to raise B, 
imcre.st ratc,s i ise, total interest payments I 
ri.se in subsequent penods. Ceteris paribus. 
the budget deficit will tend to ri.se by the 
same amount on the LHS. raising the fiscal 
deficit. Thus, in eq 3 both sides remain 
balanced and there would be no impact 
oil gross profits or output. 




If government expenditure increases 
while tax revenue is held in check by the 
black economy, the fiscal deficit rises and 
has to be financed by a rising B and with 
a time tag an increase in I which further 
raises the fiscal deficit. This raises the 
spectre of debt trap which eventually forces 
a cut back in the rate of growth of ex¬ 
penditures to keep the fiscal deficit in 
check. 

(3)The black incomes generated through 
the public sector lead to an increase in the 
fi.scal deficit on the RHS and also an equal 
increase on the LHS in the Pp^. Tliis i.s a 
pure transfer of profits from the public 
sector to the private. No expansion of the 
market occurs. However, if the government 
cuts other expenditures (like, investments) 
to check the rising deficit, then Pp would 
fall by a like amount and output falls. 

Subsidies from the budget raise the 
budget deficit (RHS) and lower prices. It 
they accrue to the propertied classes then 
the level of profits (LHS) rise and output 
is unaffected. For instance, this is the ca.se 
with export subsidies, fertiliser .subsidy, 
subsidised services for the well off and 
the subsidies meant for the poor but 
skimmedoff by the propertied. If subsidies 
go to labour, (he fi.scal deficit (RHS) rises 
without a change in Pp (LHS). Since the 
workers consume ail of this income, the 
level of output increases and so do Pp 
(LHS) (bringing eq 3 into balance). 

As public sector profits are skimmed 
oft, its balance sheet profitability falls 
while the fiscal ilcficit and black profits 
rise (while output remains unchanged, as 
argued above). To keep the fi.scal deficit 
in check, government has cut back 
budgetary support lo the public sector and 
forced it to borrow outside the budget. 
This device while lowering the govern¬ 
ment's fiscal deficit docs not reduce the 
entire public sector's deficit. The costs to 
the public .sector rise due lo higher interest 
charges. Consequently, either administered 
prices have lo he raised to cover highet 
costsnrihe public sectorsurpliisesdcclinc 
and the fiscal deficit rises. 

The above discussion leads to the 
following propositions.Thc.se arc in a 
ceteris paribus sense holding other 
variables unchanged. 

(1) An ncrease in the level of budget 
deficit (holding evasion unchanged) 
leads to an increase in the level of 
fi.scal deficit and causes an increase 
in Pp and the level of nominal output. 

(2) Ascva.sionoftaxex (directorindirect) 
rises, Pph increase. Evasion of indirect 
taxes also re.sul(.s in dodging of direct 
taxes. With tax evasion, the level of 
output falls while prices remain 


unchanged. Government’s capacity to 
increase demand in the economy, 
through an increase inthe fiscal deficit, 
is truncated. 

(3) In response to tax evasion, if direct 
tax rates are reduced while indirect tax 
rates are raised (to keep the budget 
deficit unchanged), resulting in a fall 
both in the amount and the share of 
direct taxes in total tax collections, the 
Pp and the level of output fail while 
prices rise. In other words, the situation 
becomes stagfiationary. 

(4) Increased net borrowings to finance 
the fiscal deficit do not cause a change 
in the level of Pp or output. They 
enable expenditures to rise and the 
fiscal deficit to increase. However, 
subsequently, the revenue deficit and 
the intcrc.st burden on the budget rise. 
An increase in the fiscal deficit due 
to an increa.se in interest payment does 
not lead to any rise in the level of 
output. Thus, it is the primary fiscal 
deficit (fiscal deficit - interest pay¬ 
ment ) which generates demand. Rising 
bonowings pose the threat of a debt 
trap and, therefore, serve a limited role 
in raising demand in the economy and 
beyond a point become counter¬ 
productive. 

(5) Subsidies raise the fiscal deficit but 
lower specific prices. II they accrue 
to the propertied, the level of output 
does not change. If they acciue to the 
wage earners, output nses. 

(6) Transters from the public .sector to the 
private sector on account of corruption 
incrca.se the fiscal deficit and the gross 
black profits without leading to output 
increases. 'Iliis may result in increased 
borrowing by (he public sector and an 
increase in (he interest burden and a 
suh.sequcnt ri.se in the fiscal deficit. 
While output docs not increase in (his 
process, administered prices may rise, 
leading to a higher level of infiation. 

(7) Tlie fi.scal deficit rises in re.sponse to 
the growing share of black economy 
because of (a) the lower buoyancy of 
taxes, (b) illegal transfers from the 
public .sector, (c) increa.sed burden ol 
interest payments and (d) increased 
expenditures on subsidies, law and 
order, etc. Since most of them have 
no impact on output, the role of fiscal 
deficit in raising the level of output 
declines with the growing share of the 
black economy. 

Impact oi- Black Investments 

An increase in Ipt, in cq 3, raises RHS 

so that the level of Pp (LHS) has to increase 

through an increa.se in output. 





ii; uiiucr iiivuiccu invcmones leau lo 
the rise in the actual investment in the 
economy but through the black channel. 
This leads to a rise in Pp), and the level 
of output. However, if inventories rise at 
a rate fasterthan that of output, prontahility 
declines and the purpose of generating 
black incomes is defeated so that it cannot 
be a significant activity (Appendix I). 
Increase in cash balances though small 
will force interest rates to rise and lower 
the level of output. 

(2) Over invoiced plant and equipment 
implies that!«, is over stated. In effect, Ih 
is negative while Pot, ri.ses by this amount. 
Pp* should be higWr by the amount of 
over invoicing due to the higher dcclarcAl 
I*. Hence, while the RHS is unchanged, 
the LHS appears to rise by twice the over 
invoicing. This requires Pp* ti- fall from 
its apparent level by twice the amount of 
such over invoicing. The level of output 
is correspondingly affected and the 
multiplier has a negative value. This aspect 
iscountcred by under invoiced investments 
which increases !(,. 

(3) Flows into the inlotmal .sector and 
white savings lead to an increase in 
investments since unfuirillcd projects can 
be lunded. Thus. P„ and output rise. A part 
of tlic.se funds flow into speculative 
channels but this docs not lead to a rise 
in the level of invc.stnient 

(4) 1 loldingsof precious metals, etc, and 
flight of capital imply a leakage of savings 
from the economy. Investments arc made 
outside so that output or gioss prolil do 
not rise within the national economy. 
However, there is an etiect through the 
cunent account .surplus which is dealt 
with in the next sub-section. 

(5) Inve.stnicnts in transfer activities. 
The black profits do not rise unless they 
lead to larger consumption or invc.stnient. 
But that i.s dependent on other aspects of 
the economy and taken care of by other 
variables in cq 3. It results in an incrca.si- 
in the transactions velocity of money and 
a dccrea.se in its income velocity. It could 
re.sult in higher investments in other black 
channels but does not due to the relative 
rates of returns being lower in tho.se 
activities. 

(6) Investments in dicgal acri vilics raise 
the level of output in the economy. Ppt, 
increase but a major portion of it accrues 
outside the economy and promotes 
criminalisation of .siK'icty. 

In a nut.shell, while the savings rate out 
of black incomes i.s likely to be much 
higher than that of the white economy, the 
investment rate is likely to be lower since 
many components of black investments 
are either transfers or leakages from the 


national economy. Hence black invest- 
trtenis lend to fa > lower the rate of growth 
of the economv as compared to what it 
could have been and(h) cause a worsening 
in the BOP. The reason why the rate of 
growth of black incomes remains higher 
than of white incomes is that the former 
is not generated out of black investments 
alone. A pan ^ f the output from white 
mvc.stmcnts is not declared and generate 
a major chunk of the black incomes. 

Black Hconomy and BOP 

As already argued, the functioning of 
the black economy re.sults in a lower true 
trade deficit, a current account surplus 
rather than a delieit and outflow of private 
capiinl rathei than an inflow. However, 
what is rcle\aiil to the BOP situation is 
the official current account deficit. The 
current account surplus (instead of deficit) 
implies a higher level of output and oj 
gross hUuk profits 

Increase in black inve.slments (in real 
estate, gold. gems, capital held abroad) 
and black consumption (consuniei 
durables, foreign vacations, etc) lead to 
incremed ilcnutnd for foreign e\< hange, 
wor.sen the BOP situation and lead to 
pressures t<" the devaluation of the 
currency. 

Inve.stmeiits outside the national eco¬ 
nomy arc matched by a rise in the current 
account surplus and since the.se are linked 
to illegal activities, they raise P,,|, outside 
the economy with no impact on output in 
the economy. Hence, in comparison to the 
situation where these investments had 
occurred in the economy, the rate of 
growth of the ero/unnv and its eniplov- 
ment potential decline. The adverse BOP 
.situation this creates lowers the economy s 
capacity to import e.s.senlials and its rate 
of growth. It shows down the rise m 
productivity in the economy. 

An I ncrease i n l he < apitalis 11 ons uin/ •non 
cau.scs Pp and oiiipul to rise. However, 
since its import intensity is higher, it 
adver.sety affects the trade account and 
reduces the ri.se in Pp. 

In brief, the impact of the black economy 
on the exicrnal sector through C^., In and 
the current account causes Pp and output 
to rise while the BOP situation worsens. 
This last poses difficulties for the while 
.sector and since a large part of the P|.h 
associated with these activities acciue 
outside, the benefit to the national economy 
is reduced. Finally, since a major part ol 
this activity is also illegal, like, drugs, 
smuggling, etc, it poses additional pro¬ 
blems for the national economy through 
criminalisation and increases m expen¬ 
ditures on law and order. 


\T 

Black Economy: Larger Macro 
A.spects 

The repeated tuilure of economists to 
come up with plausible explanations ol 
the Indian macro-economy based solely 
on the analysis ol the white economy should 
have made them look for other explana¬ 
tions. But. given the complexity of most 
economic phenomenon, partial explana¬ 
tions £0 a long way and .sivccially if then 
is a ruling ideology pushing ahead regard 
less.'* The Left economists have ignoret 
the black economy, in spile ol muuniinj 
evidence that it had become sigmticant ii 
the l‘>70s it.self. Even though for then 
policy was critical and its failure evident 
they could not .see the link between pulicj 
failure and the growing share ol the blacl 
economy since it w’as not a part of Ihei 
iramework. 

Analysis from ihc Right u.sed lhc_ fac 
of a growing black economy lo diseredi 
state intervention in the economy and iisei 
policy laiiiire to attack the pro-poo' 
orientation lat least on paper) ol policiei 
as populism.'' Tlicy tuiiied the l<>gic o' 
the black economy around. Rather that 
•see the rising share of black economy ant 
the con.s'Nfuenl rise in the sharcof propertj 
incomes asihe cause of policy luilurc.the) 
depict Slate inieivcnlion as the cause o' 
the black cconiuriy and economic lailure 
The mtcrnatiunal iiends since the 1970; 
- namely, the rise of Keganism am 
Thatcherism, the decline of the .Sovie 
.system ami the growing dommam e of tlx 
IMF and the World Bank over ihc ihirt 
woild were pushing Ifiis line ol thinking 

fhe econorniMs from the Right do noi 
analy.se the filack economy in a maert 
conlexi but formulate is.^ues pertaining It 
It III micro icrms, usually resorting t< 
^>ptlmlsalion under given consirainls anc 
focusing on individual behaviour." 
Income is taken io be given and it! 
dependence tin expenditures and output 
as IS clear fnim equation 3 above, isignored 

Tax evasion is by a class of people 
affecting expenditures b«)lh by them uni 
the govcrnniciit. Thus, there arc impli¬ 
cations lor Ihc incomes of Ihc class it.self 
It is then crrone()u.s lo isolate an individua 
to .study hi.s/herlax behaviour. Further, ta> 
evasitm rai.ses the share of profits in oulpui 
so that there are distributional conse¬ 
quences which affect demand and income! 
as shown by equation 3 and analysed above 
Tlius, there arc consequences of lax e vasioi 
not only lor an individual belonging tothi 
tax evading class but also for the socia 
welfare of that group, an issue which Ih 
micri^ literature dix:s not address. 
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For instance, this literature fails to realise 
that the black economy hurts the interest 
of capital the most - as shown above, 
markets stagnate and slow down growth. 
Since budgetary expenditures arc 
predominantly in the interests of the 
propertied, as the state loses its capability, 
they lose the most. Inadequacy of law and 
order, education, health, rural infrasiniC' 
ture, power, transportation and tcleconi' 
munications hurt the intcrc.st of capital 
more than that of labour (or the poor). 

Due to the rising share of the black 
economy, the policy-maker has lost control 
over the flows of capital within the 
economy and tts leakage outside. Not only 
does the share of capital in national income 
rise, it has bccontc a channel for its further 
expansion through obtaining more con¬ 
cessions. Tills limits rc.source mobilisation 
by the government and forces it to borrow 
from the propertied classes themselves. 
Since they can choo.se between the black 
and the white economics, they extract 
further concessions from the government 
to lend to it (Kumar lOKSa]. To make 
intere.st rates competitive with the returns 
available in the black economy, tax con¬ 
cessions have had to be granted to attract 
capital into socially desirable areas thereby 
raising the share of capital in income. 

The black economy forces the govern¬ 
ment to borrow more at rising interest rates 
and to raise indirect tux collections thereby 
raising cost of production in the economy 
(Appendix 4). This could have been 
avoided if resources could have been raised 
Ihniugh direct taxes since they arc not a 
prime cost and do not enter the pricing 
formula of firms In effect, dependence 
on direct taxes for revenue would have 
insulated the production structures from 
the inefficiency of the svstem caused by 
the growing black economy. 

Finally, the leakage of black profits from 
the economy and ihcir investment abroad 
is tike ha VI ng capital account con vert ibi lity. 
Indian capital has become inter¬ 
nationalised through ibis route. Mobility 
has thwarted policy and become another 
mechanism for extracting concessions. 
Internationally al.so, greater mobility ol 
capital has strengthened it against labour. 
This is apart from the tact that trade union 
strength has f.illen in most countries of 
the world. Capital mobility has forced 
nations to make competitive concessions 
and raise the share of capital in output 
worldwide. 

In a riuLshcl!, tax evasion is a macro 
issue and not a micro one For instance, 
by it.sclf, it does not lead to an increase 
m P,, though individual capitalists may 
feel so. The grov.ih ol the black economy 
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leads to a rise in the share of capital in 
national income through primitive 
accumulation of capital. This occurs 
directly through an increase in gross black 
profits and indirectly through obtaining 
concessions. However, for national capital 
this route to raise its share is inefficient 
since it reduces the growth impulses in the 
economy, raises costs of production, 
creates a BOPdifficulty and leads to policy 
failure and reduced effectiveness of the 
.stale. The fai lure of policy has not remained 
confined to the economic sphere. The 
authority of the state has weakened, 
illegality has grown and thcireffccts visible 
in the social and cultural .spheres. These 
aspects of the consequences of a growing 
black economy can he used to understand 
more fully the developments in the Indian 
economy since the 1970s. 

VII 

Analysis of Growing Crisis 
since 1970s 

SiYi-csro Faos Ol 1970s and 1980s 

The crisi s i n the Indian economy i n 1991 
did not matcriali.se suddenly and had its 
roots going back to at least the early 1970.s. 
.So to analyse this crisis, it is important to 
take into account the behaviour of the key 
macro variables of the Indian economy in 
the 1970s and the 1980s. But as pointed 
out earlier, the black part of the variables 
also have to be taken into account. 

Data from the white economy indicate 
that the rale of growth of output ilucluatcd 
through this period. It was higher on the 
average after the mid-1970s than up to 
then. The wholesale pi ice index fluctuated 
shaqily during the period and the average 
climbed through the 1980s and into the 
1990s. Thus, nominal GDP grew at a 
consistently high rate through the period. 
Employment generation decelerated 
through the 1980s. specially in the 
organised .sector. The unorganised sector 
data are unreliable hut indications of a 
decline arc available. These variables 
discu.ss''d so far arc linked to the LHS of 
equal ion .f and depend on the independent 
macro variables on the RHS. 

The following variables increased faster 
than the GDP. Indiiect taxes, borrowings 
ofthc put.iic sector, deficit financing, fiscal 
deficit, subsidies, interest burden on the 
budget, exports and imports. I'hc ratio of 
trade deficit to GDP incrca.scd up to the 
early 1980x and then declined. The ratio 
of direct taxes to GDP rtise up to the mid- 
1970s and then declined. Gross domestic 
savings andcapitai formation rose through 
the 1970s, declined op to the mid- 198().s 
and again ro.se. Hie gap between the two 


however rose, indicating capital inflow 
from abroad. The availability of consumer 
durables rose through the period and 
specially after the early 1980s when many 
new goods hitherto unavailable were 
introduced into Indian markets. 

Data from the black economy indicate 
a growing ratio of black economy to the 
white economy. Flight of capital, smug¬ 
gling (of gold, silver, gems, synthetics and 
electronics) and under-invoicing and over¬ 
invoicing of exports and imports all grew in 
magnitude. While gross black profits rose, 
due to leakage from the national economy, 
the investment ratio in the black economy 
was much less than forthe while eainomy. 

iMPLirATlONS OF StYLISED FaCTS 

Many of the above mentioned trends in 
the white part of the independent macro 
variables arc a consequence ofthc growing 
share of black incomes in the economy. 
The growing share of the black economy 
implies a rise in the share of Ppt, to Pp and 
of Pp in national income. Ceteris paribus, 
this implies an increase in the degree of 
monopoly in the economy. Proposition 3 
of equation 3 is applicable in this case and 
sugge.sts a tendency towards stagflation in 
the economy. 

The private .sector which cannot on its 
own check the growth of the black economy 
found it.self hamstrung in raising the rate 
of growth of output in the economy. A rise 
in Cg and in the current account surplus 
helps in boosting demand but the former 
is small and the latter linked to illegal 
activities hence with little linkage with the 
white economy. Higher Pp did not lead to 
a corresponding rise in investments ■•'ince 
they leaked out of the economy or were 
diverted to transfer activities. 

Growth impulses fmm the private sector 
remained weak in spite of the rising degree 
of monopoly in the economy. The invesi- 
ment process weakened in the private sector 
with funds diverted into unproductive 
channels where the rates of return were 
high due to tax evasion, like, in the 
secondary share market, real estate, 
hotirding, etc. Rural surplu.ses instead of 
being reinvested flowed into real estate 
speculation, holding of gold, etc. As already 
discussed, these are transfers with little 
impact on production,The black eco¬ 
nomy by diverting investments away from 
product! VC i nto unproductive channels has 
slowed down the growth impetus of the 
private sector. 

The ratio of white private inve.stmenLs 
to GDP stagnated. While data .show that 
the share of property income and savings 
in national income ro.ve, leakages from the 
national economy prevented the share of 
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white savings in the economy from rising 
in the 1980s. As already argued, the black 
investments have not enabled the share ot 
investments in the economy to rise. Con¬ 
sequently. since the last 1970s growth 
becamccritically dependent on the growing 
fiscal deficit. 

The government did try to rai,sc the rate 
of growth by increasing the primary fiscal 
deficit. In the 1980s,the risingfiscal deficit 
helped increase demand and the rate of 
growth of the economy. Bui as the black 
economy grew, the logic of propositions 
4, 5 and 6 came into play and limited the 
role of tiscal deficit. To recapitulate, the 
growing share of the black economy 
reduced the buoyancy of direct tascs and 
forced increases in indirect taxes and 
borrowings. The interest burden on the 
budget rose and the primary fiscal deficit 
stagnated even though the fiscal deficit 
continued to grow and the growth impulse 
petered out. 

The employment cocfficieni of black 
expenditures is low except in illegal 
activities. Even black consumption tends 
to be of the hi-tech variety and is capital- 
intensive like, in luxury tourism, hotels 
and restaurants, other professions, etc. 
Consequently, the multiplier associated 
with the black economy has been small. 

Moderate real rates of growth, coupled 
with declining employment coefllcients 
in the white and the black investments led 
to a growing problem of un- and under¬ 
employment right through the 1980s. The 
burden of employment generation fell on 
the residual unorganised sector with low 
paid jobs This could not fulfil the expect¬ 
ations of the rising number ol degree 
holders and manifested il.self in the rising 
tide of .social di.scontent and their turning 
towards illegal activities which the black 
economy was in any ca.se promoting. The 
black economy worked from both the 
supply and demand side to catch un¬ 
employed youth in its grip. 

The rise in the rates of return in the 
economy and therisingshareoftheindirect 
taxes in the economy reflected thcm.scl ves 
in the high co.st economy and a general 
inflationary pressure. They led to a rise in 
the subsidies in the economy and where 
producers were not .uhlc to pass on cost 
increases as in the case of the public sector, 
industries with stagnant demand and the 
small-scale .sector, there was growing 
sickness. Subsidies arc of two kinds 
(propo.sition S) and are a.ssociated with 
political elements. 

First, subsidies which were genuinely 
required by those (the non-propertied) 
whose real income generation had stag¬ 
nated and their capacity to pay full cost 


of food. infrastructuK, etc, had declined. 
Subsidies were also lequtrcd in urban areas 
if cities were not to totally breakdown 
because the bulk of the population was 
unable to pay full cost of services.’” 
Secondly, subsidies were enjoyed by the 
well-off sections of society who provided 
themselves implicit subsidies (Rs 6.{X)0 
per person in D<'lhi in the late 1980s). In 
many cases, subsidies for the non- 
propcrticd were also appropriated by the 
propertied.’' This cannot be an argument 
for ending subsidies for the poor. 

The public sector is full of inefficiencies 
and corruption. The public sector has been 
used by those in power to build personal 
fiefdoms and is at the ro<tt uf political and 
bureaucratic interference. It is also res- 
ptmsiblc for the demoralisation of the 
woiklorcc of thf public sector and its lack 
of conimitnicni to the idea of the public 
.sector. Tltf hudgetary subsidies to the 
public sector ha VC benefited the propeilicd 
ihroughavailahilityofchcapintrasirucluiv. 
However, this is unsustainable since it led 
to the budgetary crisis and sickness in the 
public sector. 

Certain subsidies lathe propertied appear 
to lie legitimate. They are the result of 
rising costs as in the case ol exports and 
ferlili.scr.s. To keep inflation in check, fowl 
price increase had to be moderated which 
required subsidies lor inputs into agri¬ 
culture. In brief, the increasing ratio of 
subsidies to CiDP raised the ratio of tiscal 
deficit to GDP and kept prices in check. 
However, since a growing proportion of 
subsidies wcrccttrnered by the propertied, 
it did not cause a cumiiiensurulc incrca.se 
in the growth of output (proposition 6) 

In brief, the rising share ol the black 
economy has in one way or the other 
affected the trends in all the independent 
macro variable.s anti hence the dependent 
variables. It explains the relatively .slow 
rate of growth of' the economy i n the 1970s 
and the 1980s in spite of the rising ratio 
of fiscal deficit to GDP. The growing 
budgctaiy/ crisis and the eventual petering 
out of the growth impulses in the economy 
ill the late 1980s, the worsening BOP 
situation, the rising costs of production 
and growing intlationary potential arc os 
consequence. Thc.se trends aggravated 
unemployment and along with growth in 
illegal activities lediogrowingcriminalis- 
ation and breakdown of cities. The private 
scctorfinding an easy route to higher prof its 
did not need to take risks in development 
of technology. With public sector sickness 
and limitations in imports of c.s.seniial 
technology due to BOP problems, tech¬ 
nological dynamism of the economy further 
slackened in the 1970s and the I980s.^^ 


The period is characterised by widesprenq 
policy failure. 

VIII 

NKP and Black Economy I 

As argued in Sections I and II. NEp! 
attempt to generate supply side rc.sponsci^ 
in the economy. TlK-y hope to play that 
role in the white economy which capitalists 
had been achieving through the black 
economy - namely, raise the share of Pp 
in national income. A wide variety of 
conce.ssions have been granted to capital. 
State is supposed to retreat through 
privali.sution of the public sector, cuts in 
subsidies to ‘gel the prices right', down 
grading uf planning and the unshackling 
ol the market forces. A reduction in the 
budgetary translcrs to the non-propenied 
has been implemented by cutting .stibsidic; 
meant for them. Concessions, like, lower¬ 
ing ol tntilis and taxes, devaluation, 
dilution ol ['ERA have been granted u. 
lorcigit capiiiil to attract technology. 

A reduction in the fi.scai deficit while 
culling direct tuxes and customs duties it 
the surest say tt) lorcc rciluciion in ex¬ 
penditures to limit the role of .state in the 
cettnomy. The hUick ci’onomy ix sought tc 
he ntrhed hy legalising eeruim activitiei 
but ne w oppori uni lies .seem to ha VC openec 
up to generate black incomes. Quantitative 
restrictions on imports have been alniosi 
eliminated so that what was smuggtin{ 
earlier has become im|Kiilatiou. Tax con- 
ccs.sions arc being granted to retain nationa 
capital within the national economy ant 
NKIs are being encouraged to bring ii 
capital. A part of Ihi.s is capital (ormerlj 
taken out ot the ctiuiitry. 

'riiesc changes have converted a part o' 
P|,„ into Pp»,. The.sc wtiuld accrue withii 
the national economy. Corrcspondinj 
black investments abroad may decline 
However, lo.ss of fttreign exchange ha: 
continued since the quantum of thest 
legalised activities has grown.^* Thus, tht 
true trade account is adversely affectet 
and lowers Pp. With the cheapening o 
foreign goods, capitali.st consumption ha 
risen, again adversely affecting the tradi 
deficit. In brief, the growth impulse; 
emanating from the external .sector and tht 
public sector have weakened under NEP 

Since tax rates have come down .sharply 
and controls arc less, some have arguet 
that the size of the black economy wouU 
have declined. This is not home out jx 
a listing of the major scandals exposed ti 
the rial ionai press between 1 956 and 199fi 
The amounts involved have grown ex 
poncntially when the 1990s are comparci 
to the 198()s. The biggest scam of iH 
198()s was Bofors involving a sum c 
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Rs 6S crorc but there were at least a dozen 
scams involving larger sums in the 1990s, 
The largest being the securities scam 
involving Rs 3,000 crore. The number of 
scams reported in the 19K0s was 13 while 
the number for the 1990s till 1996 was 26. 
This is not just a matter of more vigilant 
media. 

What the above suggests is that the 
black economy measured as a share of die 
white economy has not diminished and 
most likely grown even if some activities 
have gone out of its ambit.^ The large- 
scale expansion of the tertiary sector in 
spite of a reduction in the scale ot opera¬ 
tions of the government has been based 
on increase in speculative activities |Kumar 
1996b] which lend themselves to black 
income generation. Part ot the growth of 
the economy is a result of govenimeni 
propaganda to show the success of NFiP 
but a part is based on the declaration of 
formerly undeclared output (Kumar 
1996al. 

In brief, the decline of governmental 
regulation, increases in the scale and size 
of corruption, the newer opportunities to 
businesses, increase in speculative acti¬ 
vities and growth in the tertiary sector 
where the black economy is concentrated 
suggest that the black economy has 
continued to grow. Hven the evidence that 
buoyancy ol direct lax has gone up is not 
an evidence of better compliance but 
rcllccts more, skewed income distribution 
(Kumar 1904a and 1995). The problems 
originating from the black economy prior 
to 1991 have, therefore, continued. Thc.se 
arc compounded by the licnds from the 
public sector and the external sector. 

'llie burden ol growth then falls on 
increasing while invc.slincnis. But, (his is 
unlikely to happen with excess capacity 
in many sectors. The decrease in black 
investments abroad do not lead to while 
investments. On (he whole then demand 
would tend to decline and lower P,,. Black 
profits would not cr.tirely reappear as while 
profits as the economy slows down. The 
paradox is then an attempt to raise the 
share of profits in national income leads 
to a fall in the level of gross profits. 

As already pointed out, it is not tliat (he 
share of Pp in the economy was not rising 
in the 1970.s and the 1980s. Its further ri.se 
due to NEP is only accentuating the 
pnrblems already being faced during the 
earlier period -the markets can only narrow 
further. With slow demand growth, private 
investments, Indian or foreign, canm>t be 
buoyant. 

Supply side rcsponiie.s expected by NEP 
can only occur with a time lag (Kumar 
19‘>4al provided investments rise and 


technology improves. If this is based on 
import of capital grKMls, current account 
deficit will widen by an equal amount and 
the market size would not change. Demand 
would further declineif projects that could 
be internally set up are based on imports. 
Foreign investment has affected Indian 
investment (Kumar 1994aJ by posing a 
threat and is hardly the .solution unle.ss it 
comes on an unprecedented scale in spite 
of slow down. But then, it would have to 
be export-oriented. There are few signs of 
(his at present. 

Internationalisation of Indian capital has 
gone a step further through the opening 
up of the Indian markets and the liberali¬ 
sation of terms and conditions for MNCs 
bringing in capital and the consequent 
shake out taking place in the Indian capital 
markets. MNCs have teamed up with 
Indian big businc.ss (junior partners). 
Without bringing in much capital they can 
control Indian capital through their 
financial clout, technology, marketing, 
brand names, etc. 

Indian national capital by supporting 
NEP has displayed .short-sightedness. The 
increased share of profits in national 
income post-1991 has mostly accrued to 
MNC capital and the narrowing of the 
home markets has meant that indigenous 
capital has weakened with resfiect to the 
MNCs. Indian capital can expand at the 
expcn.se of the smaller units of capital - 
the small and the medium sectors but this 
would be inadequate to counter the 
challenge of MNCs. The situation is just 
ri|>e for the MNCs to absorb their junior 
partners - the Indian collaK>iators. 

With slow down in industry and rupee 
proceeds accruing to former smugglers, 
then* has been a ri.se in speculative activity 
- in the foreign exchange market, 
secondary share market, real estate and 
goods in short .supply. These arc transfer 
activities and do not count but they can 
tuci night of capital if a rising current 
account dcllcil on the white account leads 
to devaluation incrca.singthe rates of nclum 
on holdings of foreign exchange and gold. 

NEP has introduced cost push elements 
in the Indian economy. Getting prices right 
meant profit intlaiion. incrca.scs in ad¬ 
ministered prices and cuts in subsidies. 
Devaluation has led to imported inilation. 
Prices ha e risen in spite ol reductions in 
the rates of customs duties and cuts in 
excise duties on luxuries. 

Prices of certain white good.s. like, autos, 
computers and CTVs have declined but 
this does not affect the general price level. 
Even if there is an expansion in demand 
for white goods, given the high import 
intensity, the impact on industrial growth 


would be low but imports would rise. 
Cheapening of capital goods will not affect 
the price level for several years. It may, 
however, upgrade technology and help 
exports through quality improvements. 
Clearly, even if this occurs, imports will 
rise before exports and the current account 
deficit will worsen. Finally, exports may 
still not ri.se if the international economy 
slows down. 

In brief, under NEP. the size of the black 
economy has continued to grow in spite 
of the legalisation of certain formerly illegal 
activities. This is due to the easing of the 
business environment and the availability 
of opportunities for not declaring profits. 
The pre-l99i trend for an increase in the 
share of profits and internationalisation of 
the economy has continued. Inflationary 
pressures have continued, the true current 
account surplus has declined resulting in 
a creeping devaluation which has en¬ 
couraged night of capital and holding of 
gold and foreign exchange. To counter 
this, the government may have to impose 
curbs on imports or to allow further 
devaluation. To counter inflation, internal 
demand ha.s had to be curtailed and fiscal 
deficit cut through a reduction in expen¬ 
ditures. A tight credit policy and high 
interest rates has become necessary. All 
this would slow down growth in demand 
and output. With opening up, (he Indian 
policy-maker.i have lost their capacity to 
solve certain key internal economic prob¬ 
lems. Policy failure is substituted by 
absence of policy in these areas. 

IX 

Conclusion 

The major macro-economic problems 
of the 197()s and the 198()s were integrally 
linked to the growing phenomenon of black 
income generation. It should have been a 
significant factor of analysis of tbc Indian 
economy. Its non-inclusion m analysis 
re.sultcd in a partial understanding of the 
Indian economy and often to incorrect 
policy pronouncements. 

This paper describes the institutional 
practices of the black economy and 
incorporates it into the short run macro¬ 
analysis of (he Indian economy. Hie need 
to incorporate the black economy is not 
simply ancmpirical matter butaihroretical 
necessity. I'hc circular flow of incomes 
changes with the black economy. Black 
incomes arc first defined. Traasfers are 
not included but their implications for 
national incomes, savings and velocity of 
circulation are presented. The theoretical 
analysis yields counter intuitive re.sults 
with regard to tax evasion, investment and 
savings, subsidies, BOP.etc. The empirical 
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trends since the 1970s, say, with regard 
to unemployment, inflation, fiscal gap, 
current account deficit or investments and 
savings can be better explained using this 
framework. 

Evasion of taxes and generation of black 
incomes leads to stagflation aiy conditions 
in the economy. Undeclared profits rise 
leading to a growing share of profits. The 
fiscal deficit grows but does not promote 
growth. The growing inefficiency of the 
system passes on to production' so that 
costs rise fuelling inflation and reducing 
India's export competitiveness. The black 
economy leads to the fiscal crisis and 
erosion of the public sector's profitability 
due to the diversion of profits to private 
hands. 

Capital u.sed the black economy to raise 
its share in national income and created 
a contradiction for it.self. It t educed its 
own capacity to grow rapidly (by narrow¬ 
ing its markets). While this made it more 
dependent on the slate to generate demand 
in the economy, it also reduced the 
effectiveness ol the state do to so - policy 
failure. It blunted its instruments for its 
own rapid gniwih for the sake of short- 
lerin gains. 

NEP ignore the implications of the black 
economy. Many activities which were 
earlier illegal were legalised. However, 
this docs not solve the problem since neither 
the giowih impulses improve nor the 
leakages from the national economy 
decline. There may be some decrease in 
the transactions costs and the size ot 
bureaucracy hut by thcmsci ves tlK'y cannot 
be sufficient to speed up growth. Social 
waste has only grown. 

Under NEP in spile of the decrease in 
lax rates and reductions in controls, the 
si/e of the black economy has continued 
to grow us indicated by rising corruption, 
growth in the tertiary .sector and incrca.se 
in speculative activity. The nature ol the 
activities associated with the black 
economy (now or earlier) have to be 
changed and the incmnedi.stribution impli¬ 
cations of the black economy have to be 
taekled before a dent can made on (he 
basic problems of the economy. The NEP 
ihen do not constitute the solution to (he 
country's basic problem.s. For the non- 
properl ed who arc told to wail patiently 
for tHcir lot to improve, matters can only 
get worse. 

The policy-maker is not willing to 
consider that in the last SO years trickle 
down has been inadequate. In the 1980s. 
in spiteuf mxssi vc in vestnKnts, the backlog 
of employment has grown. Government’s 
difficulties in maintaining in real terms the 
expenditures on social sectors implies a 
worsening of ihc conditions of the non- 


propertied - those who are marginal to the 
market and need help from the stale. But 
the slate is in retreat. 

NEP are changing the politics of the 
country. The coalition of the ruling groups 
in India has undergone a change with 
the inclusion of international capital and 
the marginali.sution of the rural elite, Ihc 
.small businesses and the middle classes. 
Capitalist devciopincm under the tutelage 
of foreign capilal is being attempted. This 
is 'globalisation' of the Indian economy, 
its imcrnaltnnalisation through legitimate 
means. 

In a nulshcll. that which is the corrective 
to the policies pursued before 1991 is also 
the corrective to the ills of the New 
Economic Policies. The black economy 
needs to be tackled head on and its more 
pemu ious elements eliminated from the 
economy Concessions to the propertied 
under NEP will not achieve this goal. They 
will have to change the basic nature, of 
ilieii economic activities. In this, the fiscal- 
monetary policy which governs the 
lunctioning ot the major parts of the 
mnrkcli.scd economy can and will have to 
play a major role The policy regime itself 
has lo change Irom that which has exisied 
in India. That is the real alternative before 
the nation • an indigenous one based on 
the nation’s own resources. 

Notes 

(This artielc is based on working paper no 11/ 
91 ol OE.SI*. JNU 1 am gnttclul lo sludents and 
colleagues of the centre who have helped with 
eoimiKnls. I alone am resiionsible (oi any errors 
that may remain Thunks are due to .Suiimen 
Challopadhyuy and Nirii|tam Mehiotra tor help 
with data | 

t Tlie Right ceonomisls have used the oxistenec 
of the black economy lo argue for reduced 
slate intervention while llie tell economists 
have not linked il to the oKserved policy 
failure in ilic I97()s and the l9S0s or to its 
impliculionsforlhcnaluicofstaleinicrvciilion 
in the Indan context h'oi instance. Rliagwait 
and Srinivasan (1991) do not analyse Ihc 
black economy and il.sconsc(|ucnces to under¬ 
stand Ihc Indian economic crisis. Bardlian 
(1984) ignores this dimension in his analysis 
How iiillc understanding of the black economy 
goes into the rcxommcndaiions of the influ¬ 
ential Report of the Tax Reforms Committee 
IS illustrated by the inicrehangeabie use of the 
terms black money amt black income |G(.;I 
1991:33). Chakravarty (1987) or articles m 
Bvres (1997) analysing the Indian economy 
hardly refer to the black economy. There are 
rare analyses, like l)’.Sou»i (1992). which 
incorporaielhe lilock economy into the analysis 
of the Indian economy. 

2 Foi llic first lime m post-independence India, 
the inadequacy of the trickle down associated 
with the cunont development process is being 
ignored It is not being considered that the 
coasequcnces of the market processes which 
arc penetrating deeper into the economy and 
. coercively involve the poor into the markets, 
require correctives through stale interveuiion 
This, in spite of ihc knowledge that Ihc so 


colled ‘efficient* markets cannot on theirowiii 
correct maldistribution. 

Critics of NEP were also the critics of th^‘ 
policies pursued lilt I99t. Thcir cose is not 
that we return to the pre-1991 policies (Kumar 
and Sen 1993) They had argued that the 
country was heading lowiu'ds a debt trap 
(iniemal atidcsianal), inequilies were worsen¬ 
ing. etc The .irguinrnt now is that NEP are 
even more viciously anii-piHtr Critics are 
status ipioiSIS in the .sense that du'y continue to 
demand an end lo tile anti fKiDrbi.isin policies. 

3 This is ihc way some ol ihc ciiius of NEP 
have set out the in.isio-.iii.dysis ol NEP .See 
for instance Kakshit (1991 1 Hjeh.i (1990) is 
an example of u.se of a iheoiclical three can 
model. 

4 ll is for dii.s reu.sun Ihul Kakshil (1991) does 
not find any relationship between the three 
gaps when he uses the white data only even 
lliough It should have been identically so 

ft Chakravarty (1987) noted tliai there is a link 
between Ihc low saving.s of the public sector 
and Ihe rising savings of the household sccioi. 
He leli if the former is raised it may pot lead 
to an increase in the overall savings propciistly 
in the economy 

ft I lata on the black economy are hard lu come 
by and s|x.-cially with regani to Ihc extcinal 
scctoi I lowever. data used here are based on 
talk's with olficials fiom customs mielligenee 
and RBI Panner country data analysis and 
figures foi gold smuggling are fairly firm 
H.itn on drug tralfie profits aio also sufiposed 
to he fifin Capua) held abroad Isay, in 
accounts I and ilivension to Icivala inarkels are 
less firm hut indications arc usuiiluble. 

7 If Ihc black economy is 40 per cent ot the GI>P 
at niaikcl prices then its current si/e would 
be ahs.ut Ks (>.4().tK)f) erore If this could be 
brought into the lax net, it would result in 
iuldilmnai iiicoiik- tax coliccium. at lodtiy's 
rales, ol Rs 1,92,(MK) crorc. This is more than 
double die cuironi li.scul delicil and could 
rcsuli III lowei iiidircci taxes and mtenial debt 
and more tiinds foi the slates and the plan. 
1'his IS the real fiscal ad|uslinent needed by 
Ihe economy |Kum.ii anil ,Scn I993|. 

In conli.isi those who ignore the black 
economy m liner analysis can only suggest 
a leduclKin ol the fiscal deficit by cuts in 
expenditures on Ihe plan and thestx-'ial sectors. 
They argue (or rerluced subsidies on food and 
fertilisers and the privatisalion of the public 
scctoi wiiImiui correcting Ihe underlying causes 
,>f Ihe ri.se in subsidies or the losses of the 
public .sector The debate enters blind alleys 
of prc'iudiccs 

8 Even in mcuisuong ihcsi/euf (husccom|K>nenls 
of Ihc secondary sector where methods 
inilcpendent of the black ccunoinv arc used 
like, inpul-output approach for the eonsiructior 
sector, if inputs are undcresliniates due to the 
existence of the black economy then the outpui 
would also he an underestimate 

9 Net capital inflow on the white account foi 
the mid-1990s was around 2 per cent of GI>P. 
It IS conceivable that the private black hoards 
of capilal held uhroarl may start to relunt 
undei certai n condi lions and reverse Ihe cuneiH 
actual outflow ot capital. 

10 There is n diftieully in Ihiw lo treat the NRI 
remiuances'' Much of this may be flowing in 
through Ihe havala inarkels as black In this 
article these ore being Created os huuseholtl 
savings winch should have come into the 
Indian economy bul get transferred lo those 
wanting to hold savings in foreign cxchangi 
outside Ihe economy. NRI remittances ha^ 
not kept pace with liie number of Indian 
working outside or (heir rising incomes ant 
It is likely dial this has to do with the haval 
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.marfceu. Further, increase in NRI deposits iA 
spite of lucrative returns offered hove been 
less than expected, reflecting diversion to 
other channels 

11 Propensity to consume out of black incomes 
ts supposed to be high. Yet, because these are 
high incomes, their consumption propensity 
is likely tobc less than out of all white incomes. 
It ts assiinied here that one of the ways of 
coasuming more out of black incomes would 
be to .spe^ on status symbols like hou.sing. 
cats, scooters and CTVs. In 1990-01, only 6 
million individuals owned scooters or CTVs 
and only I .^million owned cars If those with 
black incomes own at least a CTV then (he 
number of families with substantial black 
incomes would be less than 6 million in 
1990-91 outof 160 million families In Kumar 
and .Sen (I99t) it was estimated that these 
families would have black income of at least 
Rs .1..S lakh which is 50 times the nalmnal 
per capita income. 

12 To the extent the black inve.stmcni.s and the 
corresponding savings emanate from the real 
economy (block and white) with tlie associated 
factor incomes there are as.sociated goods and 
.services If they are not utilised, during the 
period, they will accumulate as unsold 
invcntoncs and would tend to dampen output 

The multiplici associated with black activity 
may also be smaller not only hecuiise of the 
higher black savings propensity but because 
of the msliluliimal practices and the tendency 
of the black tnvcsImcRts to leak out of the 
national ccomuny. 

1.5 If the COM of borrowing lo the govemnicnl 
IS taken us the inieicsi paid uiid the taxes 
foregone as concessions for such borrowing, 
then according to .Sachdeva (1990). the cost 
ofhoiTowinghasrrsen from7 percent m 1971 
to 22 per cent in 1987 

14 This IS the usual idc.i that expenditures govern 
output in the short run All the terms on the 
RHS of cq 5 conslitiile expenditures or net 
injection of demand m tlie es'onomy and the 
left hand constitutes income The vaiiabicson 
the LHS are dciermi iK'd by liinger-terin (actors 
but they cannot be written as functions ol 
these varialiic.s tor short term analyses since 
they an- to he taken in the cx ante sense, and. 
therefore, not allowed lo vary m the period 
Hence m)|)oris and consumption cannot be 
written as functions of national inconiv- as it 
is done at times 

15 Many other results can be derived {Kumar 
I988a| but the ones given here are u.scful for 
the .malysi.s in subsequent sections 

16 Many econoniists make a false distinciion 
between theory ami empirical work While 
this distinction makes some sense in natural 
sciences, it is hardly relevant to social sciences 
Thconsing has to refer lo .six-iely as it is but, 
in economics, ihcorismg is oticn ba.sed on 
inatliematical models of one kind or the othei, 
requiring aKstraclion which is not jusli lied hy 
anything more than w hat can he handled hy 
the tool used. Much ihcon.smg ts also con¬ 
cerned with the tool itself, independent of the 
subject matter lo be analy.sed. Finally, even 
questions posed arc olten based on what can 
he answered by the available tools and not 
ncccs.sanly what needs answering. All tlicsc 
general propositions apply in the case of mo.sl 
of the available analysis of black economy. 

17 .See for insiancc. Hh.igwali and .Srinivasan 
(1975) or Ahluwalia (1985) or several official 
government reports written during the 1970s 
and the I98()s and csimusing such analysis. 

18 Forinslancc.scetheclassicpaperofAlliiigham 
and Sundmu (1972) or the paper on rent 
scekingby KreiigcrC 1974). Peacockand .Shaw 
(1982) IS an cm .‘ption, since it deals with tax 


evasion os a macro issue but it ignores the fact 
that expenditures determine incomes and one 
should not mix up (he two sides of the eq 3. 

19 In fact, it was noticed in the 1992 stock maricct 
boom (hat capital raised by the private and 
the public sector in the pnniary maritets was 
diverted into speculative activity in the 
secondary markets. The balance sheets of the 
pnvate sector companies show this. Their 
profits in 1992-95 fell due to recession but 
thdr other income shot up. 

20 Over 50 per cent ol (hepopulationsofCalcutia, 
Bombay and Delhi live in slums in pitiful 
conditions in spite of the subsidies. 

21 In the case of fertilisers, subsidies meant for 
farmers are paid to manufacturers. To gam 
more, costs arc inflated by over invoicing 
capital. The government guaranteed 12 per 
cent rale of return on capital then results in 
higher subsidy and profits. 

22 Additional problems arose out of failure to 
achieve fiscal decentralisation, growing con¬ 
centrated urhamsalion and the rising capital 
and energy intensity of the economy. Decline 
of the unorganised sectors and the small-scale 
in the economy, poor infrastructure in rural 
areas and lack of off-farm employment 
n|iportunitic$. 

2 5 Inflow of gold m India was around 170 tonnes 
m 1990-91 but has risen to about 800 tonnes 
in 1998-99. Earlier only black savings were 
kept as gold hut now even while savings flow 
into gold, encoiiruging an iinpnxliictivc activity 
and leakage of foreign exchange. 

24 Ades and Telia (1997) suggest that state 
intervention in industrial inve.stment leads lo 
coiTupiKin and a decline in investments. This 
is obviously not home out in (he Indian context 
in the post 1991 penud where .slate's inter¬ 
vention in industry has shiuply declined hut 
conuplion has not gone down What is true 
i.s (hat where tliere is more corruption, more 
laws arc broken Tlie issue is why is there 
greater illegality'' This question is seldom 
addressed in the lileruture. Slight/ (1989) 
addressing a different question suggests that 
there is much greater market failure in le.ss 
ricveloped couniries (UK!s). What is being 
pointed out here is that Ihc black economy 
ts a major cause for such failure 
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Culturalism and Contemporary Right 

Indian Bourgeoisie and Political Hindutva 

Radhika Desai 

The formation of a Hindu nationalist government in May 1998 at the crest of hindutva’s recent electoral 
surge clearly testifies to the increasingly authoritarian urges of India's ruling class. Hindutva's chances 
of holding state power more securely lie in a more complete hegemonisation of this now overwhelmingly 
capitalist class. Hindutva pursues this political aim in part by adapting its hitherto excessively shrill and 
narrowly petty bourgeois ideology to the more settled nature, proclivities and imperatives of the ruling 
class. To this end it commands the resources of contemporary culturalism and neo-Gandhian discourse, 
must be seen as part of this broader effort to change and update hindutva. 


OVER the last two decades, especially 
since the fall of communism, there has 
been a proliferation of discourses which 
claim to be progressive but whose political 
implications arc actually questionable, if 
not outright conservative or reactionary. 
Culturalist discourses like postmodernism 
and post-structuralism have been 
particularly criticised by liberals as well 
as leftists and. more recently, linkages 
between certain strands of these and the 
emerging cultural politics of the right in 
the west have been drawn.* 

The historical development of the right 
is governed le-ss by the internal logic of 
its central theses (though some recurring 
themes can also he discerned^) and more 
by the exigencies of the times, by the tasks 
it is called upon to perform at given 
historical moments.^ One should not be 
surprised, therefore, ifsimilar conjunctures 
give rise to similar right-wing formations 
in many national contexts. This paper 
focuses on a writer, Ashis Nandy, in the 
main culturalist intellectual formation in 
India today, neo-Gandhianism. While the 
con.S('rvati VC possibilitiesembedded in the 
ideas of neo-Gandhian writers have also 
been noted,^ this paper argues that, in the 
case of Ashis Nandy at least, there are far 
more serious and systematic complicities 
with the contemporary Indian right's 
cultural politics of hindutva (‘Hindu-ncss’) 
or Hindu majoritarian nationalism. 

Although, despite Nandy’s claims to 
oppose hindutva. these complicities have 
not escaped critical attention,^ their full 
extent cannot be registered as long as 
hindutva is viewed as a histoncaily static 
ideological and political formation which 
is. moreover, unique to India. The forma¬ 
tion of a Hindu nationalist government in 
May 1998 at the cre.st of hindutva’s recent 
electoral surge clearly testified to the 
increasingly authoritarian urges of India’s 
ruling class. However, this government 
was reliant on a ramshackle coalition with 
opportunist regional leaders and 


hindutva’s chances of holding state power 
more .securely lie inamorecomplcte hege¬ 
monisation of this now overwhelmingly 
capitalist cla.ss. While its success wilt also 
depend on factors outside it.s control, 
hindutva pursues this political aim in part 
by adapting its hitherto cxce.s.sively shrill 
and narrowly petty bourgeois ideology to 
the more ambitious and more settled nature, 
proclivities and imperatives of the ruling 
class. Tothisend it commands the resources 
of contemporary culturalism and Nandy’s 
di.scourse must be seen as part of this 
broader effort to change and update 
hindutva. In this ‘political hindutva' which 
Nandy is helping to build, Nandy's 
'opposition' to hindutva arc signals to 
reject elements of the received hindutva 
in favour of ideas which may be more 
acceptable and effective components ol it 
in the present context. These may involve 
shifts in policy - witnc.ss, for example, the 
tensions within hindutva over swadeshi 
(national self-reliance) versus globali-sation 
policies, or broader .shifts in outlook. For 
example, much as the claim of con¬ 
temporary European and American 
extreme nght to 'oppose' racism actually 
signals its shift from biology to culture as 
the basis of the conception of difference 
and otherness. Although theoretically and 
methodologically sophisticated intel¬ 
lectuals would draw us into rarefied issues 
of theory and evidence and reveal, at best, 
only rather mediated political complicities 
and social moorings, with writers of less 
intellectual weight and more immediate 
political relevance like Nandy, they are 
clearly visible when set off again.st the 
dynamics of hi ndutva in the contemporary 
conjuncture. 

While focused on India, a nation 
particularly disfavoured with national 
exccptionali.sm in scholarship both within 
and outside it, this di.scussion should arouse 
more general interest. The similarities in 
the dynamics of contemporary scholarly 
culturalism and its relation to the right 


across capitalist liberal democracies 
arc sufficiently prominent and the parti¬ 
cular insights (he Indian case has to offer, 
sufficiently interesting. More importantly, 
perhaps, the general trends to which India 
is also subject, despite its formidable 
historical uniqueness, shed additional 
light on the character ol political dis¬ 
courses emerging in it today. And il 
requires framing the discussion of Nandy 
in the Indian context in some general 
reflections. 

Cloi.Tl)RAI,ISM ANO EMirnC.INO RlUUT 

Periods of historical llux are inevitably 
accompanied by intellectual and political 
disoricniation The critical work of scruti¬ 
nising the babble of emergent discourses 
in the context of the times, on the basis 
of rca.s.scssmcntsol historical realities and 
possibilities, then becomes necessary foi 
a new cartography of the political terrain 
to orient progrc.ssive politics. Insofar as 
the decline of left and progressive move¬ 
ments and thinking has been part of the 
present turbulence, they rui longer mark 
much of (he political terrain. But, it is 
hardly, for all that, featureless. In reorient¬ 
ing and regrouping under new imperatives 
of order, and with asignificantly redefined 
constituency, the right has been staking 
out the political landscape. In rc.iospecl 
it is clear that the late I960.s’ worldwide 
economic slow-down - the first inter¬ 
nationally synchronised recession in the 
history of capitalism -- marked a con¬ 
vergence of political, economic, cultural 
and .social trends across (he capitalist liberal 
democracies although it was not im¬ 
mediately noted. By the 1980s. various 
national right formations were jointly and 
severally pursuing the agenda of economic 
liberalisation and then (primarily ilnanciat) 
globalisation as the favoured solution to 
economic slow-down. Proceeding slowly 
at first, picking up pace as self-confident 
New Right regimes held office in the 1980s, 
the processes set off by them unravelled 
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progressive regimes - enfeebled social / 
democracies and developmentalisms and, 
finally by the 1990s, embattled 
communisms- which, thanks to preceding 
popular mobilisations, had been attempts 
to make the face of world capitalism more 
benign and humane for their respective 
populations. 

With the decline in the power of non- 
capitalist elites on the one hand, and (he 
left on the other, these contmon develop¬ 
ments were nxited in the unalloyed reflexes, 
imperatives and i ntercsLs of a broad swathe 
of business and professional upper and 
middle classes - the now mure or less fully 
bourgeois ruling clas.ses of each of these 
nations and their allies. Despite nearly 
three decades of accelerating integration 
and homogenisation, the.se bourgeoisies 
have not become a completely homogenous 
global capitalist class and it may be doubted 
that they ever will. They arc, to begin with, 
differentially located in relation to each 
other in the single global hierarchy of 
economic power which came .so plainly 
into view in the 199(ls. Furthennore, they 
must continually negotiate their relation¬ 
ships with increasingly prc.ssing global 
economic structures and other national 
capitals through the nation-state. They also 
differ in the weight and nature of the 
globaii.sed and ‘national’ segments of 
capital (not to speak of other ways in 
which capital .still fractures incachcountry) 
whose interests must also be mutually 
brokered. Finally, not only do the require¬ 
ments of legitimation remain nationally 
.specific, the intellectual and cultural 
resources available to these formations, 
and therefore the discourses they produce 
for all these purposes, arc those which 
specific national hi.siorics have made 
available. 

Yet, the political .similarities arc striking. 
Chief among them is the extent to which 
the staking and manipulation of cultural 
boundaries emerged , as so often'in the 
pa.st.asthcright’sfavoured anti-materialist 
strategy. By the 198()s, after facing down 
waves of working class and peasant 
movements, they had been marching under 
thehanner.sofeconomi.sticnco-libcralisms 
frequently aided, especially where the 
social bases for neo-liberalism were 
inadequate (as they so often were), by the 
international neo-liberalism of the World 
Bank, the IMF and International Financial 
Institutions. The early 1990s, however, 
the vciy mviment of the triumph of the 
right over its ultimate enemy, communism, 
was also the moment when globalisation 
per se began attracting not only the 
beginnings of oppo.sition of working 
people, but. perhaps to greater political 


effect, tbeanriiiguity of significant sections 
of (especially the ^ty) propertied.*^ The 
nco-liberalt.sm of the early New Right was 
never, in its economistic simplicities, an 
adequate hegemonic ideology. It could 
not speak to the non-economic lived 
experiences of people, nor deal with the 
experience of (global) market failure. In 
it s wake, the intellectual reconstitution of 
the right in widely different parts of the 
world began to feature certain forms of 
cultural di.scourses. They supplement 
and even obscure economic liberalism 
(without, however, opposing or rejecting 
it) to form more complete and hegemonic 
right ideologies based on particularistic 
cultural identity. As intriguing instance of 
this is the emergence, in the crisis-ridden 
post-Thatcherilc Briti.sh Con.servative 
Party, of an intellectual strand which seeks 
to redeem and go beyond the primarily 
nco-lihcral Thatcherite legacy by col- 
l.'ipsing It into a specifically English 
nationalism.^ (In a political conjuncture 
dominated by the right, parties formerly 
of the left, now in their nety incarnations 
as the US Democratic Party style parties 
of capital also articulate such discourses 
only thinly veiled by different labels.) The 
deployment of the languageof particularity, 
of cultural nationalism, in counterfeit 
answertothe accelerating uni vcrsalisation 
of capitalism which it supports and 
promotes is the ingenuous reality of the 
right today. 

While the reactionary character of thc.se 
discourses of cultural identity in their 
starkest versions isnotindoubt. apparently 
'moderate* versions of the same ideas are 
widely accepted and indeed, regarded as 
progressive. The success of the right - 
nevertruly popular- has historically found 
such political disorientation u.seful. Today 
it can be traced in significant part to the 
spread of certain strands of scholarly 
culturalist discourses of various sorts - 
such as postmodernism, post-sliucturali.st 
and cultural studies . Neither sufficiently 
responsive and accountable to scholarly/ 
disciplinary .standards nor moored in any 
movement for social change, by default 
they are oriented to the increasingly 
authoritarian cultural dynamics of the 
(largely middle and upper) classes to which 
(hey bi'long (not to mention the cultural 
apparatu.scs of increasingly repressive 
states into which they are progre.ssively 
integrated). 

Postmodemism and post-structuralism 
have laced plentiful, if largely academic, 
left criticism (because in the west, where 
they arc most current, the academic world 
still boasts a left, however residual, in 
contrast to the political). Such criticism 


has vtuied in the degree of harshness with 
which it has inveighed against individual 
themes and writers but its chief targets 
were their general theoretical reliance on 
erroneous and politically reactionary 
philosophical tendencies, despite claims 
to intellectual rigour, and the political 
conservatism they consequently yield, 
despite avowals of radicalism.^ The key 
tics, of course, in the rejection of reason 
and its potentials for critical political 
practice and univcnsalism. ’The mysti¬ 
fication of the dynamics of progressive 
social change is not confined to reducing 
the content of progressive concerns to the 
'cultural'. They also reify (the now exclu¬ 
sively cultural) structures of domination 
as unchanging and unchangeable by 
collective human agency, thus making 
them the positivist parameters of a new 
‘realist’ social theory. At the same time, 
political agency is itself dcba.sed by 
celebrating as ’resistance’ - a bewildering 
range of ir- or a-rational acts and non-acts 
which neither identify nor change .struc¬ 
tures of domination. And they substitute 
a right fur a left critique of universalism. 
The leftist critique of ‘actually existing’ 
univcrsalisms charges them with being 
actually based on dominant cultural 
specificities, and therefore neither genuine¬ 
ly inclusive nor universal. It attempts, 
however, to move towards a more authent ic 
universality which is the left’s true voca¬ 
tion. This attempt Is abandoned in favour 
of a convergence with the right’s suspen¬ 
sion of any striving towards universality 
which forms the deeply flawed basis of 
postmodernism’s culturalist turn and the 
valorisation of cultural difference per se. 

A small amount of more grounded 
crilici.sin,withclcar political implications, 
has pointed out, must obviously, that the 
displacement of the category of inequality 
by that of cultural difference is untenable, 
no proper substitute, “a silent abandonment 
of the analysis of capitalism as a global 
economic system”.^ But this argument 
implies that merely directing attention away 
from the material dynamics and unequal 
results of capitalism and towards 
‘frivolous’ cultural matters successfully 
ob.scures the ills of capitalism. This 
overe.stimatcs the natural .self-legitimising 
capacities of capitalism as a pure private- 
property-market economic system and 
underestimates the extent to which the 
manufacture and management of cultural 
difference and identity, so often the active 
ingredient in the right’s politics of order, 
has historically served to.stabilise 
capitalism. 

Seemingly liberal multiculturalism, 
which progressives so often feel they can 
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ill-afTord to criticise in the present political 
climate, feeds into this right-wing cultural 
politics. It is neither meant to nor actually 
succeeds in resolving the problems either 
inequality or difference.Being set up to 
fail, as it were, it leaves the door Open to 
an elite majoritarian backlash - right-wing 
populism. And it is not only the Le Pens 
and Pat Buchanans of this world who lead 
their silent majorities, opposed to ‘vocal’ 
minorities who get ‘special treatment’, 
through it. Such ideas, for example, the 
wittespread anti-multiculturalist opposi¬ 
tion to ‘politicalcorreclness’, are no longer 
the preserve of the extreme right and serve 
to create a pervasively authoritarian 
political climate. Now significant sections 
of the formerly ‘progressive’ intelligentsia 
rail against global ‘cultural homogen¬ 
isation' and champion the cause of 
particularistic cultures.'' Others, often still 
avowedly ‘progressive’, lend scholarly 
support to these now frighteningly ‘main- 
.stream’ arguments by reiterating the need 
for a certain basic level of cultural homo¬ 
geneity in society for legitimate ordereven 
in democratic states, unmindful of the way 
in which this kindofdi.scoursc is primarily 
wielded against progressive movements 
as alien and destructive of essential cultural 
homogeneity.'^ Multiculturalism reveals 
itself increasingly as a form of enforced 
conformity to a superior, more ‘liberal’, 
culture, differing from assiinilationism 
only in its focus on (small) ‘difference’ 
as opposed to the latter's insistence on 
(broad) homogeneity. In (he absence of a 
left, politics in these countries oscillate 
narrowly between the ‘soft’ option of 
multiculturalism and a harder 
assimilationi.st cultural nationalism both 
of which regard cultural difference as 
iireduceable and deploy it as the chief, 
irrationalised weapon against ‘homo¬ 
genising’ universal rca.son. Such conver- 
genceof the ‘multiculturalisC ant^ssiinila- 
tionist positions is the true meaning of 
majoritarian hindutva's otherwise famous¬ 
ly bewildering claim (hat India is secular 
and tolerant because it is Hindu and makes 
the Indian ca.se especially revealing.... 

In general (he defence of ‘culture’ is 
usually adefence of an existingdistribuiion 
of material privilege - like the US ju.sti- 
fication for the Gulf war as a defence of 
thc(gas-guz7.ltng) ‘American way of life’. 
The reverse is also true. As the supcrse.ssion 
of neo-liberalism attests again, parties of 
property arc rarely liberal parties and more 
commonly conservative parties using the 
resources of ‘tradition’ to defend pri vi lege 
and the resources of ‘culture’ to secure (he 
right to rule. Not only is the use of this 
discourse to the elites of most capitalist 


societies in managing internal dissent by 
‘othering’ it as alien - ‘enemies within’ 
- tried and tested, culturaiisin refines it 
further by basing difference on culture, 
abandoning the problematic biological 
arena where science could be marshalled 
against it." In the present context other 
advantages of culturalism would include 
its utility to various bourgeoisies nego¬ 
tiating their position in an international 
pecking order, not least through product 
differentiation tortheir ‘culture’ industries 
(appropriating, as in all other industries, 
the cultural labourof their ’ethnic’ working 
population.',). Ttie pronounced anti-statism 
and oppo.siiion to collective political 
projects m the postmixiem opptisition to 
‘meta-narraiive.s' facilitate the assimilation 
of these di.scoui.'o.'s to ideological forma¬ 
tions which imTudc .some version of nco- 
liberalisni with corresponding Popperian 
aversions to “social engineering". 

nMB()rKr.i.oisMENT or Ganohi 

Kindred intellectual currents in India - 
mainly neo-Gandhian populisms have been 
gaining ground over the last couple of 
decades. Becoming academically as well 
ns culturallv Ijshionable, (hey have not, 
lor all iheii Mipposed naiivism, emerged 
in isolation Itoin the international sway of 
postmodern currents though they are even 
more licd to the imperatives of the 
biiurgcois right as it has been emerging 
m India recently. Engaged in a far more 
purposeful anti-.socialism given the 
presence of an organised Left,' ^ they have 
been repaid with correspondingly more 
terrestrial, pttliiical and intellectual engage¬ 
ment also due. surely, to the le.s.scr intel¬ 
lectual sophistication of thc.se currents. 
They harness modern India’s (nunding 
conscrvativctiadition.Gaiidhianism, while 
also mixlilying it to .suit the signilieantly 
altered contemporary political purposes 
of the right Nco-Ganilhianism opposes 
thcallegedly i ippressi ve and homogenising 
values and institutions of enlightenment 
and ‘modernity' which, in the Indian 
context, can also draw upon the legitimacy 
ol certain strands of past anti-colonialism 
(as a suhsliiuto to any current anti- 
impcrialisin. of course) in (he name ol an 
aiilheniic traditional lndiannc.ss which has 
(givcortake a qualification or two) escaped 
the ravages of this modernity. These 
increasingly main.stream di.scourses come 
distui iringly close to hindut va and. m some 
cases, like Nandy'.s, arc articulating a 
contemporary liourgcois form of it. political 
hindutva. 

There is much in Gandhianisni which 
lends itself to these uses. Chiefly, it is a 
culturalist, indigenist. and flexible ideology 


with a record to service to property. E 
proved able to serve a coalition of divert 
classes of the propertied in the anti-colonial 
enterprise and in independent India. They 
were, on the one hand, the big industrial 
bourgeoisie whose devotion to Gandhi 
was as notable as were, despite his stated 
opposition to modern industrialism, his 
services to them through his unique brand 
of ideology and politic.s - uusieeship and 
non-viotencc particularly - a.s also through 
his willing deployment ol his moral power 
in their service. Their bourguuisification 
had reduced the need to rely on hraliminical 
hierarchies to secure theirposition. though 
It had not eliminated it. In any case, the 
preservation of property and privilege in 
India was (hen reliant on a rather dittcrent 
group, as Gandhi acutely recognised, to 
whom a suitable version ot brahminism 
would be crucially important; rural 
landlords as well as substantial peasant 
and tenant landholders ol the dominant 
proprietary castes. They adhered toGandhi 
lor the legitimacy he attributed to property 
and to (heir status as (lie locally-based 
arbiters of affairs in rural India. Although 
Gandhi's discourse had a wide mass appeal 
because it tapped the popular (though, by 
the 20th century, no longer radical) 
impulse^ of hhakti, both Gandhi’s idiom 
and his message catered to tlie rural classes, 
not the masses who were mobilised largely 
under the tutelage iit their dominant caste 
patrons. Ciandhi's celebrated reinter¬ 
pretation of Hinduism was premised on 
the insight that brahminism could only 
continue to he legitimated at the price of 
extending its boundaries to include the 
beticr-oll ‘improved’ sluidras. After all, 
the reality was that (he vast majority of 
holders of property in the country whose 
political power would become effective 
in the coming liberal demtKratic context 
were the non-brahmin, non-savarna (twice- 
born). ‘forward caste', touchable .shudras. 
Enterpri.singly grasping commercial 
opportunities and anxious for cultural/ 
ritual upward mobility to match the eco¬ 
nomic, they would, he wagered, respond 
to a hrahminical Hinduism expanded to 
include them.'*' 

These propertied groups as yet feared 
little challenge toihcirre.spectivt po.sitions 
and. lor an ideology of property, 
Gandhianism could appeal astonishingly 
benign, even reformist (as with hi» 
campaign against ritual uniouchability, 
(hough not its socio-economic dimen- 
.sions). And the propertied were largely 
immune to the temptations of the more 
militant Hindu nationalism which had also 
arisen as an organi.scd political force by 
the 19'20s. Its repressive quotient waste 


Economic and Political Weekly March 20. 1999 


69'7 



GUJARAT INSTITUTE OF DEVELOPMENT RESEARCH 

Gota, Ahmedabad 380 060 


QIDR invites applications for the position of Director. 

The Director is expected to be a competent researcher capable of leading by example, conversant with academic 
administration and experienced in interacting with governments, development agencies and the community at large. 

Established in 1971 as the Gujarat Institute of Area Planning, The Institute has been receiving an annual maintenance 
grant and development grant from the Indian Council of Social Science Research since 1987-66, with a matching 
grant from the Government of Gujarat. These grants and other assured income cover about 40 to 45 per cent 
of the total annual expenditure; the balance is raised from projects. 

The Institute's research and publications have been in crucial areas of socio-economic development including 
population, health, education, labour, rural development and poverty. The results of Institute’s work are frequently 
used in discussions on public policy at various levels. 

The Director will be appointed initially for a period of five years. At present, the emoluments correspond to those 
of a Professor according to UGC norms, with special monthly allowance, which is to be reviewed. A reasonably 
furnished accommodation, a telephone and a car will also be made available. 


Applications accompanied by detailed bio-data should reach the President within six weeks of the appearance 
of this announcement at the following address. The Institute reserves the right to invite a scholar who may not 
have applied. 

Dr. Kirit Parikh, (President, GIDR) 

Director 

Indira Gandhi Institute of Development Research 

General Vaidya Marg 
Goregaon (E), Mumbai 400 065 


CENTRE FOR DEVELOPMENT STUDIES 

Ulloor, Thinjvananthapuram695011 KERALA 
Tel 0471-448881 Fax 0471-447137 E-mail: cdsedp@vsnl.eom. 


M.Phil Programme in Applied Economics 
Ph.D Programme in Economics 


Centro fur Development Studies, a promier social science research institution established in 1971, invites applications for admission to its 
M.Phil Programme in Applied Economics of the Jawaharlal Nehnj University, New Delhi and Ph D Programme in Economics of JNU and 
University of Kerala. Botti am full-time residential programmes commencing in July 1999. 

The M.Phil Programme involves course work and dissertation. It has an inter-disciplinary approach and the eligibility requirement is a 
Master's or equivalent in any disciplino with 50% marks. Those awaiting results of the qualifying examination may also apply. Last date 
for receipt of applications: May 21,1999. 

The Ph.D Programme registration with JNU requires (1) a Master's in Economics or related disciplines in development studies, with 55% 
marks, and (2) an M.Phil degree wilh an FGPA of 6 on a 10-point scale. Registration with the University of Kerala requires (1) a Master's 
in Economics with 55% marks; and (2) clearing the University's Eligibility Test or UGC JRF or an M.Phil degree. Last date for receipt of 
applications; April 23,1999. 

SC/ST candidates are eligible to apply irrespective of their percentage of maiks for the Master's. 

M.Phll Feflowshipe are at Rs.1500 per month for 18 months. The Journalism Education Tmst, Bangalore, is offering one fellowship for 
working |oumalists & post-graduates from Journalism s hoots. Journalists applying for JET Fellowship can opt for either the two- 
semester course-work or the full Programme. 

Doctoral fellowships @ Rs.5000 per month tor first two years and Rs.5600 for subsequent years, are available under different schemas. 
iCSSR Doctoral Fellowships are currently @ 2500 & 2800 respectively. 

Those who have cleared UGC NET for JRF can avail the fellowrahip for both the Programmes. 

Please write to the Administrative Officer, Academic Programmes. COS for the application form and prospectus, enclosing a self- 
addressed 23x10cm. envelope. 

March 07 1999 DIRECTOR 




Cr-ssM/tems/* offt/l D/ttUti/'ol W#wp|rlv Mflrrh 1QQ4 





i^nwii,«»II. 5ui|iiva tu icifuiii?iiicni:ft 

until the 1980s. Until then it remained 
confined to a small urban petty bourgeois 
and (largely for reasons of the specificity 
of the caste structure) northern and western 
base. Even so, many of the adherents of 
Hindu nationalism were accommodated 
in Gandhi’s Congress usually in alliance 
with the powerful Congress right,'* 
Nehru* s project of industrial development 
upon which the Indian state ambitiously 
embarked upon independence obscured 
(and remained hostage to) Gandhianism 
which remained the active ideology of the 
propertied class. Its most numerous 
members still organised their dominance 
locally aided, ironically, by the substantial 
wcifarist elements tinanced by the 
developmentalist state in an expansionary 
economic climate. Funded by the state, 
Gandhianism also spawned a vast network 
of'social service’ organisations, supported 
by the local propertied elites, whose 
interventions in the atYairs of the poor 
were, with a handful of exceptions, pacific 
if not outright repressive.'' 

Neo-Gandhianism emerged in the 1970s. 
It was a conjuncture marked not only by 
the iranstormation of the rural landed into 
a capitalist class, but also by associated 
political and economic crisis These 
developments marked the beginnings of 
a polarisation of Indian .society and politics 
whose contours are still not fully mapped. 
It may be safe to say, nevertheless, that 
Indira Gandhi’s apparently ‘lcft-populi.st’ 
rcspon.se to that crisis attempted, im¬ 
probably, to secure the interests of big 
industrial capital through .state actions 
legitimised on the strength of (largely 
illusory) crumbs thrown the way of the 
poor, rural and urban. The turbulent 
dynamic of their disillusion combined, 
momentarily, with the opposition of the 
rest of the rural and urban bourgeoisie, 
now, in north India at least, outside Con¬ 
gress, in the movement led by Gandhian 
socialist Jayaprakash (JP) Narayan. As it 
emerged from the crucible of the Emer 
gency, this formation, now reprc-scntcd by 
the clutch of parties - various right-wing 
.splinters of the old Congrc.s$ party and the 
Hindu nationalists - wtiich became the 
chief beneficiaries of the electorate’s 
verdict- in 1977, forming the ‘Janata’ 
government, clearly revealed itself as the 
class of property, distinguishable from the 
social basis of Gandhianism by its now 
being uniformly and consciouiily capitalist 
and profe.ssing a neo-Gandhianism as its 
ideology. Because hitherto big bourgeois 
power tended to he exercised on the 
executive, away from the parliamentary 
political fray, and becau.se the power of 


laiiucu propeny nas oeen coni ineu lo state 
politics, this event actually marked the 
political arrival of the bourgeoisie on the 
national parliamentary political scene. 

While faithful to the culturalist. anti¬ 
materialist bent of the original, neo- 
Gandhianism registered shifts which must 
now seem familiar, representing a 
hardening of positions against liberalism 
and the Left as the I98()s advanced. The 
revival and exegesis of Gandhi’s thought 
upon which nco-Gandhians tacked their 
new concerns attempted to make Gandhi 
intoa sy.stcmalic political thinker. However 
marvellously effective his political practice 
in mobilising rural elites and keeping 
control of the national movement for long 
pcriixls, as much as in outwitting the Raj. 
this claim cun be doubted. Even less 
Icnabiy, given the deep, if eclectic, weslcni, 
indeed Oiicntalist influences on the 
London-trained barrister, he wasconstruc- 
ted as a non-western’, that istosaya ‘non- 
cnlightcniiK'iU' thinker, as ineffably Indian, 
‘outside’ the discourse of the ‘west’, of 
modern universalist, rational 
enlightenment thinking.'" This move, 
though unconvincing, is not bewildering; 
it's motives arc clear. The nco-Gandhians 
can now drape this fig-leaf of the irrele¬ 
vance ol the enlightenment and of 
‘western’ di.scourse in general to their 
intellectual efforts over the va.st fleshy 
bulk of their derivations from anti- 
enlightenment pu.stmodernism and post- 
structuralism as well as their eclectic and 
convenient departures fromtliein. Posing 
as ‘authentically Indian’, inaccessible to, 
and therefore unaccountable to ‘outsiders’ 
- it uses ineffability as product differen¬ 
tiating (.secret) patent. It allows the nco- 
Gandhians to assert ihcm.sclves inter¬ 
nationally without tmving to prove them¬ 
selves in genuine intellectual engagement. 
The nco-Gandhians’ posture of pro¬ 
gressiveness, greatly aided by tlic breath- 
takingly uncritical international prestige 
(he figure of Gandhi enjoys, is based on 
a repression of his le.ss than emancipatory 
role in Indian history. Tbe burden of that 
is displaced unto Nehruvian ‘wcstcrni.sed 
elites’ - i e, ‘mrxiemist’ (inauthentic), 
rationalist/statist/bureaucratic (oppres¬ 
sive). developmentalist (historicist) and 
universali.sl (alien) liberalism and, more 
importantly, the Left. The emancipation 
of Indians (which is, of course, now 
redefined as a more or less cultural matter) 
was thwarted because the freedom struggle 
eventuated in a mcxlemist, stati.st develop¬ 
mentalist bureaucratic regime, a creature 
of the hy.stcrically rationalist, westernised 
Indian elites, liberal and left-wing, form 
which they should be rescued.^ 


NANDY S iNSrmmONAL CO-lWDINATES 

Fittingly for an ideology of the 
bourgeoisie in a capitalist country, Ashis 
Nandy’s discourse issues from one of the 
most influential rc.search centres in India, 
reflecting the country’s academic main¬ 
stream. Nandy has been at the Centre for 
the Study of Developing Societies (CSDS), 
New Delhi^' since it was set up in the mid- 
196()s by the noted political .sLieniisi and 
now widely respected public figure, Rajni 
Kothari. Trained at the LSI'.. Kothari had 
then begun to gain recognition tor his 
work on the ‘Congress system' and the 
thrust of the work of the CSD.S was tt 
study Indian politics through extensive 
empirical studies in an “anulytie 
perspective different from thai providci 
by the dominant schrmls of thought - 
liberal, conservative or Marxist [sicl”.^’ 
Tltere was some concern that Indian politic 
be understood in tenns which matte sepsi 
in the Indian context, - a.sort of ‘indigenis 
ation’ of the discourse of .social scienci 
appears to have been aimed at. I'his actuall; 
signalled a desire to supplant (he pro 
minence and political influence enjoyet 
by Marxist scholar.ship and by intellectual: 
who were in sympathy with the Left ii 
India. However, a glance at the li.st of thi 
early publications of the centre reveal: 
that in reality its perspective was captivi 
of (he terms and categories of (he dominan 
western .social sciences of the time as tte) 
applied to developing countries - thi 
sociology of modernisation and Americai 
political science. And the work of the 
centre since then has continued to follovi 
the scholarly fashion of the times - fron 
nuHlcmisation to suitably dc-Marxifiet 
versions of dependency’’ in the 1970s t< 
the present ‘Gandhian’ focus on povertj 
and social movements (with a pre¬ 
occupation with the cultural) reflcctinf 
the culturalisation of the concerns ol 
development theory and the correspondinj 
minimalism of its material ambition: 
today It seems that the indigcnising ain 
merely justilied a theoretical ioo.senes! 
and. until the late I97()s at least, wa: 
pursued through the sheer volume ol work 
in a non-dcscript mainstream mould, which 
the centre generated, and to which main¬ 
stream and anti -Left elements in the cultural 
institutions-tlic universilicsand the media 
in particular - could look. By the early 
1980s, as Indian politics began to regi^ei 
rightward shifts, their increasing interest 
was rewarded with neo-Gandhianism. 

The CSDS’s present nco-Gandhiati 
ideological perspective focuses on social 
movements particularly among the 
‘culturally marginalised’ of India ihrougl 
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a discourse of ‘democracy’ and ‘human 
rights* infieclcd towards the cultural- It 
emerged, as might be expected of intel¬ 
lectuals usually bringing up the rear of 
political events, only after the end of the 
J P movement and the Emergency which 
followed - regarded by its members as 
being a critical watershed in the centre's 
life. A new journal and institute, U)ka\an, 
was launched as “a forum of interaction 
between intellectuals and activists in these 
(social] movements”.*^ The fairly 
conventional sociological, electoral and 
other empirical .studies which have been 
so characteristic of the centre's work 
throughout have continued with only a 
tenuou.s link with its increasingly 
prominent nco-Oandhian project, partly 
bccau.se it is associated with only some 
of its members and partly, no doubt, 
attesting to its status as an ideology rather 
than a genuine theory which can be 
opcrationali.sed for the study of Indian 
politics. Indeed, while some of the 
empirical work done by the CSDS - its 
election .studies particularly come to mind 
- have been found widely u.scful, it has 
not been known lor the quality of the 
understandings of Indian politics it has 
produced. Kothari himself, whose work 
on the ‘Congress system’ had the 
misloriuno of suffering the practical 
crilici.sm of the electorate in elections 
immediately following. ■. respected not so 
much for the penetration and rigour of his 
scholarly work as for his progressive 
positions on public issues (in keeping with 
a genen^us and humane intent rather than 
the more problematic logic ol his thinking, 
it must be assumed). 

The CSD.S was al.so committed to 
understanding and examining India's 
relationship with the rest of the world and 
the latter's impact on it as well as the 
prospects for peace generally. Soon after 
its formation the CSDS found its feet in 
a particular .sector of third worldisl 
academic discourse. It was nut the third 
worldism rrf dependency theory - the 
“unhappy consciousness of progressive 
intellectuals... on or just over the dividing 
line between reluctant acceptance and 
impatient rejection of the structure but not 
starting out from or conditioned by in vol vc- 
ment in the entirely different practice of 
aradicalworkingclass or peasant party’’.^* 
Even that, though largely academic, would 
have been too tainted by ‘alien’ Marxism. 
Nor was it a.substitute for a radical political 
commitment which it became for so many 
metropolitan intellectuals. Being in the 
third-world presumably greatly lessened 
the psychological urgency of any such 
commitment. Instead it was the sanguine 


and dreamy third worldism of the World 
Order Models Project (WOMP), an 
international group of academics set up as 
“a systematic multinational inquiry into 
the nature of preferred world political 
systems”,interested in thinking up 
different visions of world order, emerging 
from different ‘cultures’ on the basis of 
which alternatives to the pre.sent world 
order could be conceived, a sort of 
academic Nativist International. Ashis 
Nandy views the broader problematic 
within which the WOMPers. as members 
liked to be known, worked as a ‘futurism’^* 
which was social scientil . in contrast to 
the tcchnicist mainstream versions. It is 
thereby, one suspects, capable of exercising 
more eclecticism and freedom from the 
dictates of cither rca.son or evidence than 
normally acceptable even in mediocre 
.social .science. 

The CSDS associated itself with this 
international network beginning in 
February 1968 when its first meeting took 
place in New Delhi. The journal. Alter¬ 
natives, although also publishing work 
originating more widely, is essentially the 
house journal of this trend. Jointly edited 
fn>m India and one or more of it s two other 
bases in Japan and North America, its 
present position in the firmament of English 
language social .science may be gleaned 
from its claim to “consider emerging new 
forms of world politics, challenging the 
ethnocentrism of much modern social and 
political analysis and emphasise the pos¬ 
sibilities of a humane global polity” as “a 
much needed forum for femini.st, post¬ 
colonial and postmodern scholarship in 
International Relations”.^’However well- 
meaning, the WOMPers had neither any 
clearly staled political or intellectual 
commitments, nor was their work to 
register the anguish and urgency so 
characteristic of most third worldism. No 
major scholarly departures have emerged 
from it, and WOMP appears to operate 
primarily as an international network of 
mutually supjNirting and citing academics 
who meet periodically at exotic locations. 
Nandy, along with the centre, is also 
asscK'iaicd with the network and tiic journal, 
beginning regular publication in the latter 
in 1978 and joining the editorial team in 
1983. 

Nanoy’s Ikrationai.isud Emit; 

Ciiltiirausm: An Outuni; 

Nandy’s version of neo-Gandhianism 
claims to be more genuinely emancipatory 
than the west’s rationalist and materialist 
enlightenment discourse, but it is actually 
an all too fashionable, and by now familiar, 
opposition lo the Left, liberalism and 
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reason itself. Heclaims to n^Iace western 
enlightenment rationalismwith something 
he favours with the term 'critical tradi¬ 
tionalism’ as the discourse of emanci¬ 
pation. However, his conception of ‘tradi¬ 
tion’ or ‘culture’ or ‘civilisation’ (terms 
he uses interchangeably) is an elite and 
conservative, and in the case of India, a 
brahminical, one. Moreover, he never 
indicates the di.stinctive rationality‘critical 
traditionalism' is supposed to embody. 
This core of irrationali.sm which has 
shrugged off the yoke of any (indigenous, 
authentic, traditional or any other) 
rationality which may call it to account, 
precluding any rational discursive 
engagement on the grounds of reasons’ 
definitional inauthenticity and alienne.ss, 
imparts to Nandy’s discourse a profound 
potential for authoritarianism. These broad, 
genetically cultural nationalist arguments, 
have drawn rather little critical attention 
although their political complicity in the 
Indian setting could not entirely escape 
attention. 

Nandy recalls that it was his exposure 
to future studies and “personal encounters 
with the likes of Ivan ilieh, GustavoEsteva, 
Mihailo Marcovic, Odera Oruka, Majid 
Rahncma and [Eleonora] Masini... who 
had bypassed the standard academic 
concerns of the standard universities of 
the First World... [that]... convinced me 
that categories and systems of knowledge 
underwrote dominance more successfully 
than naked political and economic 
power’’.^® Whatever Nandy’s rea.sons for 
implicating this singularly undistinguished 
line-up of his futurist friends, beginning 
with his first notably successful work The 
Intimate Enemy (1983), Nandy’s writings 
have revolved around the trite opposition 
between the modern, western, homo¬ 
genising, enlightenment-derived universal 
‘(non-)culture’ of “people who have been 
upmoted - from their pasu, from their 
cultures, and from less impersonal com¬ 
munities which often ensure the continuity 
of traditions"^* and ‘non-modem’, ‘tradi¬ 
tional’ particularisms or ‘cultures’. Threat¬ 
ened by ‘mtxlem’ ‘western’ .science, state, 
reason, history, progrcss/development, 
secularism and a ho.st of other enlighten¬ 
ment-based values and institutions, the 
‘non-modem’ resistsonly by being; ‘Iradi- 
tional’ culture “is not only the language 
of resistence, it is itself resistance especially 
to oppression which comes packaged as 
hi.storical necessity, often under the names 
of such worthy causes as ascientific history, 
technological growth, nationaf security 
and/or development”.^^ 

Through the instrumentality of colo¬ 
nialism modem ‘global mass culture' has 
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esuMishcdbeach-headsiflthe ‘non-wcsf, 
flte third world or the south (used inter¬ 
changeably) in the form of their west¬ 
ernised, modem urban middle classes. 
White political economy and profits may 
have been part of colonialism, it is primarily 
a ‘state of mind', which is why it has not 
been defeated yet, why it is still expanding 
the reach of that culture which “needs to 
be defeated ultimately in the minds of 
men".-^^ But at lca.st one of Nandy ‘ s targets 
is both nearer and more palpable: even 
more than the western or global mani¬ 
festation of these forces, the modern state 
in India, as elsewhere in the 'non-west', 
represents a particularly malign and 
culpable concentration of ail thc.se forces. 
It has become overwhelmingly dominant 
and it is against the threat it represents to 
‘non-modem innocence' that the battle to 
.save what remains of it mast take place. 
But ‘traditional culture’ the humane and 
tolerant alternative to the full horror of 
rationalising, impersonal .self-hating 
modernity, is powerless again.si the 
organised might at the disposal of western 
culture and its coloni.sed agents in the 
'non-we.st'. Thus it is the duty of the true 
dis.sentcrs to speak out for the “humble 
citizen.s of these .societies who... formally 
have dcmiKratic rights but not the right 
to bring their identities, culture and idiom 
into politics or the right to define their 
preferred futures". ''* Most Indian believe, 
Nandy argues, equally mistakenly, either 
that the state is actually pitifully small and 
powerless, an attitude which is a left-over 
from colonialism, or trust insmall reforms 
and correctives as the remedy. But yet 
others, 

a small number of Indians - mostly 
representing some vestigial forms of 
Gandhi.sm and post-Maoist Marxism, and 
the rest being activists and scholars with 
no clear ideological position - who arc 
trying to interpret the burgeoning peasant 
movements and the self-affirmation of a 
variety of minorities, from the tribals to 
the landless labourers to the untouchables... 
has begun to think that the pr<*lem with 
the Indian nation-state is not its failure but 
its success and that they are now dealing 
with a state which represents an 
exaggerated and partly pathological 
extenitton of the normal anxict ics of a post¬ 
colonial society Isic].^' 

It is not only the anti-.stalism of the 
diagnosis which this culturalism shares 
with nco-liberalism and postmodernism. 
The prescription is also familiar: the 
awareness that “genocides, ccodisasters 
and ethnocidcs arc but the underside of 
secular hierarchies, which have reduced 
major civilisations to the status of a set 


'•t empty rituals" mdtes it possible to 
“look askance at the old universalism 
within which the earlier critiques of 
colonialism were offered".^* The old 
rational universalism of left and liberal 
currents must give way to efforts “to justify 
and defend the innocence lof the ‘non¬ 
modem’ or ‘traditional’ colonisedculturesi 
which confronted modern western 
colonialism".'^ This requires a new type 
of dis.scnt. more clever and more genuine 
than the old style dissent which is actually 
a form of complicity in which “the ruled 
fight their rulers within the psychological 
limits .set by the latter’'.'** Collapsing 
limited and dominating forms of 
instrumental rca.s(>n into rca.son it.seir, as 
IS so typical of contemporary culturalism, 
Nandy argiie.s that di.s.sent which truly aims 
to escape these all encompassing structures 
must be respecting of the “plurality of 
dissent ...partly by articulating it in a 
language that will not be fully 
comprehensible on (he other side of the 
global Icnce of academic respectability.’'’** 
The achievement of ‘justice, compassion 
and Irccdom' tor the “illiterate savage 
pitting his naked body again.st the might 
of high technology of his oppression”^** 
requires, therefore, not ‘critical modernity ’ 
which. Nandy claims, joining the 
international anti-socialist chorus, has 
failed, but what he would tc.in ‘critical 
traditionalism’. One searches in vain in his 
writings tor the opposing concept of 
‘dominant’ tradition. Indeed, as we have 
already seen, all domination is ‘modern’ 
and ‘tradition’ is, in Nandy's view, 
progressive by definition, so the adjective 
in the phrase is a verbal superiluity. a 
redundancy. But more than that, Nandy’s 
references irom the corpus of Indian 
tradition remain primarily brahminical 
(which is also, needless to .say, Hindu) 
with Gandhianism as the outer limit and 
badge of his 'radicali.sm' (as Nandy’s 
repeated tracing of the boundaries between 
it and the even more elite ’savarna’ 
brahminism demonstrates). On the one 
hand Nandy fails to comment on the ’alien’, 
even Orientalist origins of much con¬ 
temporary discourse on ‘Indian’ tradition 
he deploys - whether of a Gandhi or a 
Coomaraswamy. The former is explicitly 
(and the others by association) placed 
‘outside’ universalist enlightenment 
di.scourse. On the other hand, any of the 
actual iy exist! ng critiques of this ‘tradition’ 
articulated by Indians would, by Nandy’s 
lights, be infected with the incubus of 
‘alien’ universalism and colonising 
rationalism - whether it be the liberalism 
of a Rammohun Roy or a Sayyid Ahmad 
Khan, communism, the casle-critiquc of 


a Phule or an Ambedkar or the feminism 
of a Tarabai Shinde. None of these find 
a place in Nandy's conception of the ‘Indian 
tradition’. 

Nandy enjoys mutually reinforcing 
reputations - in India because of his claims 
to we.stern success and in the west bccau.se 
of his claims to Indian authenticity. While 
it would he all loo easy to exaggerate each 
of these claims, Nandy’s success in the 
west has one notable quality. Due to a 
mixture of fashionability. profound ignor¬ 
ance about India even among .scholars, 
and to theefiorisof asinall band of Nandy’s 
followers and promoicis from his futurist 
academic network, located in the un¬ 
fortunate ‘standard’ universities of the 
English-speaking world, Nandy’s claims 
to proeressivcncss are most successful 
there.The cxicnl to which Ashis Nandy ’ s 
public profile there is built on his own 
claims, a process greatly aided by lhal 
peculiar form of scho]arly(sic) publication, 
the interview, is surprising only until one 
realises that in contrast to the significani 
pnimotion, there is practically no serious 
interrogation ol his work.'*" Nandy’s 
followers and promoters would elevate 
him to the .statu.s of an iconoclastic prophet 
of liberation from (he .south, empowering 
‘the southern iniellcctuar.'*-’ and of an 
intellectual (rather than an academic: a 
reader, frustrated with his relentless 
inconsi.stcncies, can be forgiven for 
suspecting that this is chiefly a means of 
exempting Nandy from compliance with 
even the most basic rigours of .scholarly 
di.scourse) who attempts to thcori.se the 
work of social activists working among 
the ’non-modem’ who ‘constitute and 
majority of the world’^”* and is ‘rooted’ 
in Indian .society by birth, training and 
professional ba.se.'*' And not without a 
great deal of heaving from the self- 
promoting Nandy himself.'** Claiming 
freedom from any recognisable intelleclutd 
current (surely a routine claim of the more 
unoriginal among thinkers), Nandy works 
to establish his own brand of culturalism 
in the academic arena dominated by 
pu.stmodcmism and post-structuralism: 
... I am. ..aware that | the new tyfx* i>l dissent] 
could be a .severe threat lo those who want 
to be the voice of the voiceless and the 
intellectual spokespersons for the 
oppressed of the world. For wc live in a 
world where the obvious has (obejastified 
ill ornate, almost baroque language of 
scientised social analysis or packaged in 
thcesotenc textual analyses to be legitime 
to the intellectual community. 1 suspect 
that the main reason for this is (he .subtle 
but exceedingly well-organised efforts that 
go on in the metropolitan centres ol 
knowledge to locate not merely the capital! 
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of the global political economy in the west 
but also the capitals of dissent in the 
fashionable universities, think tanks and, 
other intellectual centres of the first world. 
No hegemony is complete unless the 
predictability of dissent is ensured and that 
cannot be done unless powerful criteria 
are set up to decide what is authentic, sane, 
rational dissent and, then, these cntei ia are 
systematically instituiionali.scd through I he 
university system. This i.s the process that 
we are witnessing in the burgeoning 
intellectual fashion indu.siry. inundated 
these days with such powerful brand names 
as postmodernism. |K)St-coloniality and 
post-structuralism."*^ 

Hi,s devotees, manfully persi.st never¬ 
theless in attempting to place Nandy in the 
wider framework of contemporary western 
academic culturalist discourse. According 
tooncparticularly hyperbolic writer, Nandy 
is “poised to exercise an incalculable 
influence...when much of the allegedly 
radical critiques (sic] associated with post- 
structuralism, post-modernism and post- 
Marxism are shown to be largely eph¬ 
emeral". Even while soliciting invitations 
for him into the ‘postmodern palace of 
language games’, they admit to the fear 
that “he may have to content himself with 
a room in the subsidised minuritarian wing" 
(unsure, one suspects, of whether this is 
due entirely to the structures of cultural 
imperialism).** 

Nandy's Indian audience includes a Left 
and it has had the opportunity to witness 
the practical implications of Nandy's 
di.scour.se from clo.scr quarters. Here his 
radical credentials arc harder to take 
seriously. Of (he two major public issues 
on which Nandy has taken astand, Nandy's 
views on (he 1987 incident of sati, dis- 
cu.s.sed below, was .seen as dangerously 
vacillating and ohfu.scating if not outright 
reactionary, while his stand on the debate 
about the theory and practice of.secularism 
set off by the rise of the forces of hindutva, 
discussed later, has been .seen as 'appro¬ 
priable' by those forces. 

The notorious sati in Deorata, Rajasthan 
in 1987 was actually the public and 
ritualised murder of a young widow. Roop 
Kanwar, by members of her upwardly 
mobile family seeking .social validation of 
their wealth by ‘reviving’ an allegedly 
‘traditional’ high caste practice. It attracted 
nationwide condemnation also because it 
was staged as a higb-profilc event with 
members of the Rajasthan government on 
(he list of invited guests. Nandy, however, 
issued a tirade against the widespread 
condemnation of the perpetrators rather 
than against the perpetrators;*^ the 
condemnations, he alleged, were vulgar 
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to understand the complexities of the 
situation. Never known to be tender- 
heartedtowardsfeminism-an '(dd’, ‘com- 
plicit’. ‘modem’ and of course, ‘western’ 
form of dissent of which he is dismissive 
- he complained, in particular, that these 
condemnations had been elicited by the 
clamour of urban, westernised feminists 
pitted against ’tradition’. He then pro¬ 
ceeded to instruct his benighted ‘westernis¬ 
ed’ urban-middle class ‘elite’ audience on 
the complexities of ‘tradition’. He dis- 
tingui.shcd between two types of sati - the 
‘Ghatna’ - episodic, exceptional, and 
authentically an act of ‘.seif-sacrince’, and 
what he called ‘epidemics’- more wonying 
and pathological. The purpose of this 
distinction remained, however, rather 
mystifying as he could not seem to decide 
where the death of Roop Kanwar lilted. 
I'lie incident in Dcorala, hcclaimcd, looked 
like the beginning of an ‘epidemic’. Nandy 
blamed it on ‘market morality’; •( was a 
“pathology [which] came out only when 
the traditional way of life began tocollapse 
due to the onslaught of outside forces”. 
However, he also claimed in the same 
breath that Roop Kanwar’s .sati had been 
an act of ‘self-.sacrifice’ eventhough there 
was ample possibility of coercion. 

Ilfs critics. Zoya Hasan and Imrana 
Qadecr,*” identified the chief problems 
with (his position. By identifying ‘market 
morality’ as the culprit, he exonerated “(he 
role of tradition. Hindu or otherwise, in 
reviving and glorifying Sati*’. But he also 
did not analyse how ‘market morality ‘ had 
been at work in the Dcorala incident. Nandy 
justified his opposition to the con¬ 
demnation of the sati by pleading, in the 
face of the known facts about the socio¬ 
economic statusol Roop Kanwar’s marital 
family, and the rather glaring fact that (he 
rationale behind the whole incident had 
been its desire to be seen to adopt a high 
caste practice, that “it i.s the practice of 
the poor, the powerless and the un,sophisti- 
caled, which invite censure". Finally, even 
while considering the rather obvious 
possibility that Roop Kanwar had been 
coerced, and in the face of his other 
suggestion (hat the Deorala incident 
seemed to fit the ‘pathological’ type of 
sati, hr Icgitimi.scd the event by seeing the 
incident as a case of ‘self-destruction’ as, 
indeed, the perpetrators wished it to be 
seen, and likening it to public and political 
fasts of Gandhian leaders, a heroic and 
authentically ‘traditional’ act. 

Although Qadccr and Hasan drew a line 
between (he religious revivalists and 
Nandy, .seeing him, at ino.st, as intellectually 
irre.sponsible, Nandy’s conservative 
authoritarian slin was alreadv showine 


under his progressive dreg. Whatever he 
may hope we would underhand by his use 
of the terms ‘non-modern* and ‘tradi¬ 
tional’, we would be naive and uninftnmed 
to understand by it swathes of social life 
untouched by capitalism and com¬ 
modification. preferably blamelessly poor, 
anywhere in the world. On the contrary, 
in backward capitalist social formations 
in which the bulk of the third world, and 
certainly Indian, population lives’(and 
arguably in stagnant capitalisms eveiy- 
where), the authoritative assertion of 
tradition is the discourse of a now more 
or less capitalist elite harnessing the non¬ 
economic resources of ‘tradition’ in the 
hyper-exploitation of lower castes, classes 
and women, perpetuating a distinctive 
fraud against even the capitalist ideal of 
the exchange of equivalents, not to mention 
wielding it against ‘mexiem' and ‘alien’ 
ideas such as social justice. It is an elite 
not unlike RoopKanwar’sfamily to whom 
Nandy's endorsement of ‘tradition’ and 
related condemnation of ‘market morality' 
is handy precisely bccau.se it is the crass 
capitalist basis of their wealth they would 
cloak with ‘tradition’. And by seeing her 
murder as ‘self-destruction’, if ofadeepiy 
grieved impetuous young woman, Nandy 
gives the family’sclaim to ‘traditionalism’ 
precisely the legitimacy it sought. His 
targets arc the ‘modem’ progressives - 
liberal, feminist and leftist - who are 
accused of being uprooted from their 
‘traditional’ roots, inauthentic and noi 
really concerned with freedom and emanci¬ 
pation but aiming only to aggrandi.se the 
power of the modem state to which tlwy 
have exclusive access. This obviously 
laughable idea of the identity of India's 
ruling elite is mainly meant to impart to 
the increasing political assertion of the 
Indian bourgeoisie, which now includes 
this elite of prosperous capitalist fanners, 
the oppositional stance it needs to take - 
the ‘genuine’ disscnt/rcsistancc of ‘tradi¬ 
tion’ - against critical currents at home 
and as a counterfeit ‘resistance’ to ‘homo¬ 
genising’ globalisation internationally. 

The significance of Ashis Nandy is not 
intellectual - after all how many scholars 
could take one who claims to be ‘making 
myths' as a seriously as a peer? Politically 
however, his claim to be making myths 
i.s oxymoronic only if his voice were a 
.solitary one. And it is not. Along with 
legion petty and weighty ‘opinion leaders’ 
in India) from provincial scribblers and 
lecturers to editors of national newspapers 
and politicians, Nandy is engaged in the 
manufacture of a distinct and new national 
identity. While Nandy’s scholarly 
credentials mav not stand un to scnitinv. 



atnot^ these nunions he must emerge as 
otte of the more esoteric, not lo mention 
moreconsciousabouthisideological claim 
and antecedents. We arc told by Nandy 
that "while Rabindranath Tagore wanted 
to turn ail Indians into brahmins, Gandhi 
sought to turn them ail into shudras”.-^* 
In his turn Nandy wants all Indians to be 
the new Indian bourgeoisie - his 'average 
Indian’^^ - vastly expanded in numbers 
(as also in consumption capacity so beloved 
of the liberalisation lobby) and radically 
changed in composition by the critical 
infusion of the vast rural but rapidly 
urbanising capitalists, and of the less 
numerous but qualitatively significant new 
breed of maverick businessmen and NRls 
(non-resident Indians: people of Indian 
origin and/or nationality residing abroad). 
Such segmentation hides their underlying 
unification as a capitalist class and indeed, 
it is today more pan-Indian than any time 
since independence, nut to mention global. 
Like any partial identity substituting fur 
a ‘national’ one, this project is ultimately 
about the putting that identity above 
judgment, making it the standard by which 
everyone else will be judged, in short 
hegemonic. With receding possibilities of 
effective challenges from below, it is 
already distinctly less genteel or urbane, 
indeed, often bra/enly aggressive, in its 
self-images. This Indian bourgeoisie is 
also the principal arbiter of the fate of 
hindutva, its natural constituency, and the 
political inMcction of its identity, already 
prone in an authoritarian direction, is an 
important factor in India’s near political 
future. 

HlNDt'TVA AND INDIAN BOURGEOISIE 

In recent decades India’s political 
economy and politics have undergone 
interlocking changes: the new economic 
strategies pursued by the state- 
liberalisation and globalisation and the 
rise of authoritarian tendencies ranging 
from the aggression of local elites and 
police forces to the rise of hindutva as an 
organised authoritarian option. Rather than 
being major discontinuities in India’s 
evolution, as they are still commonly held 
to be. since the 1970s at least, it has been, 
clear that, in the absence of nationally 
organised politics of the bottom half of 
Indian society, these changes have been 
commonly determined by the bour- 
geoisificationof India’s propertied clas.ses, 
in effect an expansion of the bourgeoisie, 
and its political assertion.^-^ 

'The most numerically weighty addition 
to the bourgeoisie has come from the 
commercialisation of agriculture and the 
spread of capitalist relationsof production 


in it. M indcf^ndence in 1947, tVte Indian 
social formation was indeed distinctive in 
the third wurldforhavii^awell-developed 
big industrial bourgeoisie which was 
able to use the state to accelerate and 
diversify industrial growth.'^ The post- 
independence Congress government under 
Nehru is widely regarded as having 
embarked upon an inlempcratcly hasty 
industrialisation programme, compro¬ 
mising the interest of the more populous 
agriculture.'^'* The large public sector 
component of the Nehruvian inJusitial 
strategy was not ’.socialist’, but reflected 
this ability. In the bureaucratic and planning 
effort required they were aided by a largely 
upper ea.stc professional or intellectual 
class.-^^ It is not without significance that, 
except for parties based on disgruntled 
former landlords and petty princes, no 
conservative party, certainly no party of 
capital, wa.s formed in this period^^ and 
the party of Hindu nationalism, then known 
as the Bharatiya Jan Sangh (BJS)remaincd 
a small prc.sencc in parliament - confined 
to its urban petty bourgeois base. 

Forall that, however, the political power 
of the big bourgeoisie was circumscribed. 
Its proportionally small size, contrasted 
with the corresponding vastness of the 
countryside, meant that its power was 
predicated upon an alliance with the 
effective holders of the land - the regional 
dominant caste peasant elite. This alliance 
had been cemented by Mahatma Gandhi 
in the 1920s in a political move which was 
the beginning of the end of British rule. 
The organisational history of the Congress 
party since it became a mass organisation 
in this period registered, given the regional 
^a.se.s of the power of the.se groups, parti¬ 
cularly i n its federal stnicture. the evolution 
of this alliance. The power of the landed 
elites had grown with the commercial¬ 
isation, commiKlification and spread of 
capitalist relations of production in the 
countryside which had been well under 
way in the 19th century. It had recently 
accelerated with the establishment of a 
federal .suucturc in the colonial government 
in anticipation ol eventual independence 
in the mid-i9.'IOs which gave the land¬ 
holders access to provincial (later called) 
state power. In areas of landlordism these 
regional elites tended to be tenants and, 
Gandhi having successfully prevented the 
struggle against landlords from diverting 
from the nationalist purpose until 
independence. Congress’s ‘land reform’ 
of the 19S0s was, not surprisingly, nothing 
much more than the consummation of tins 
alliance, entailing but the vesting of land 
in the hands of these dominant ca.stc tenants 
(even while leaving former landlords in 


possession of shrunken but consolidated 
and efficient pieces of land). This land 
reform, which led to the ‘landlord’ and 
‘peasant’ capitalisms of the l96Qs onwards, 
shaped the future of the Indian prdity and 
social formation as much a.s the more 
spectacular industrialisation programme. 
It brought in its train not only an 
acceleration of commercialisation and the 
development ol capitalist relations in the 
countryside on it.s own. hut also, as the 
class of middle, and rich peasants and 
lapitalist farmers grew more politically 
vwal, further speed-ups ol the process 
with state-sponsorship of the green and 
white revolutions which, furthermore, 
weighted agricultural growth towards more 
distinctively capiiali.st, investment-driven 
strategies. 

The .strategy of industrialisation, foi its 
part, though initially .successful in 
registering strong growth rates and in 
setting the basis for the diversified 
industrial structure which India now boasts, 
.soon fell foul of political constraints upon 
the Nehruvian state. The reality of the 
political power of the rural landed groups 
was that they controlled not only state 
power in the .states but could al.s«> limit the 
options of the central government through 
the structures of the Congrc.ss Party. ‘The 
political representatives of lhe.se groups 
not only diverted substantial budgetary 
and plan resources towards agriculture, 
they also made it impossible for the .state 
to extend its tax base to include rural 
income and wealth.^** Industrial growth, 
which had always been parasitical upon 
public investment a.s it.s motor, slowed as 
the slate ran into a fiscal crisis in the late 
1960s. When it picked up, aftei the late 
1970.S. it now manilcsted a very different 
more 'liberalisi-d’pattern: no longer biased 
towards basic industries and fuelled by 
•stale investments, its progressively 
decontrolled private sector tocused on the 
consumer spending of India’s vast rural 
as well as urban middle classes, '.hough 
still financed (now at the consumer end) 
by .state deficits and higher rales of 
borrowing abroad to provide for the import 
intensity of the pattern. 

Until the late 1960s the nunle of the 
exercise of the power of propf-rty in the 
Indian political system tended to 
dissimulate it: the bigbtjurgeoisic working 
behind the scenes with the government to 
secure its interests and power of the rural 
landed groups, though very real, hidden 
in the complex structuration of power in 
Congress Party. After that point, however, 
the power of the latter - numerically 
significant and now increasingly br>urgeois 
- had grown to an extent that, and met 
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impediments in its struggle for stMp 
resources to an extent that, it would no 
longer be contained within Congress. Tlie 
arrival of this class in Indian party politics 
in the late 1960s is actually its emergence 
from Congress. Patchy and regionally 
specific though it was, it cnidcd the 
Congress-centred stability of the party 
system for the next several decades. Those 
who had been trar blinded by the shiny 
veneer of Nehruvian developmentalism at 
the national level to sec the workings of 
the power of the landed elites at the state 
level, orhad accepted ihccold war ideology 
regarding the identity of the Indian elites, 
and thought of the tone of Indian politics 
after independence as being set by an 
urban wcstcmi.scd Nehruvian elite saw in 
this shift ‘a ma.ssive alteration in style, 
language and modes of behaviour, 
reflecting far more the actual cultural 
understandings of rural Indian society 
rather than the wcslcrni.scd cultivation of 
the elite which inherited power in the 
Nehru years' Actually, these fairly acute 
understandings of Indian political and 
cultural dynamics had been the basis not 
only of Gandhi’s acute political strategics 
mentioned above, but also embedded in 
the practices of regionally based Congress 
politicians inuiiiigi.ig complex alliances 
and reward structures, the ba.si.s of Congress 
dominance.**^ 

Initially this newly independent political 
interest look shape successively in the 
form of agrarian parties and non-party 
farmers’ movements in different regions 
of India demanding state subsidies for 
inputs into capitalist fanning such as 
fertiliser and electricity and higher state 
procurement prices tor grain, in short, 
better terms of trade with the industrial 
sector. In this, now largely intra-middle 
class conflict, the deployment of 'urban 
bias’ arguments in a new populism or 
‘new agrarianism', accompanied by a 
romantic celebration of the authentic 
rusticity of a harmonious pristine 'Bharat' 
pitted against the menacing might of urban 
and industrial ‘India’*’' is meant, of course, 
to obscure the fact that the brunt of the 
adverse terms of trade have been home 
by the agricultural labourers, whereas 
prosperous and capitalist fanners have 
reaped huge cost-plus surpluses on 
procurement prices geared to the lower 
productivity of medium and small 
farmers.*** It can be argued, however, that 
the ri.se of regional parties from the late 
1970.S onwards reflected the complex 
reality of this ‘rural’ bourgeoisie more 
accurately: By the 1980s. if nut earlier, ii 
wasclearthat the character and aspirations 
of this clas.s were no longer exclu.sively 


rural. While the original wealth of this 
segment was certainly in the land, any 
visitor to one of the scores of bustling mid¬ 
sized towns and cities of India can teli, 
their investments are not confined to 
agriculture: 

A typical family of this ....class has a 
landholdingin its native village, cultivated 
by hired labour, bataidars, tenants or farm 
.servants and supervised by the father or 
one son; business of various descriptions 
in towns - trade, finance, hotels, cinemas 
and contracts managed by other sons: and 
perhaps a young bright child who is a 
doctor or engineer or maybe even a 
piotessor at one of the small town 
universities that have sprouted all over the 
country over the past two decades.^^ 

It was. therefore, not so much an agrarian 
bourgeoisie as what Balagopal rightly 
called a ’provincial propertied class’.*’* 
Tlic rcgionalisation of Indian politics, 
reflecting the slates-focu.sed power base 
of this new segment of the bourgeoisie, 
which has become so settled a pattern by 
the 1990s, revolved as much around 
demands for more industrial development 
in the regions, as greater support for 
agriculture. 

Recently Prabhat Patnaik et ai*^ 
identified further instalments into the 
Indian bourgeoisie which while not adding 
to their numbers in the way the provincial/ 
agrarian bourgeoisie did, significantly 
added to its heterogeneity and changed its 
character; a.small number of entrepreneurs 
- medium industrialists - associated with 
the expansion of the energy and petroleum 
sectors in the mid-1970s to the mid-1980s 
which was distinctive in using “political 
connections ruthlessly and pursu[ing] an 
cxtra-ordinarily high risk strategy in 
contrast to the established older business 
hou.se.s’’; and, with the gulf boom, the rise 
of the "non-resident Indian” (NRI) 
businessmen who were specifically ’’not 
production ba.scd...but...intermediaries; 
working out deals, fixing contracts, 
engaging in trade, above all in the 
burgeoning arms trade, and acting us a 
front for large MNCs. in particular arms 
manufacturers’’.*'*’ They also mention the 
resurgence of a financial sector from the 
remains of the banking community hit by 
the nationalisation of banks in 1969 
thro..gh the new life breathed by 
deregulation into the stock market in the 
1970s. Clearly the size, sectoral com¬ 
position and orientation to the national 
state of the propertied cias.ses of India has 
changed radically in the decades since 
independence. The cias'scoalition between 
the big bourgeoisie and a landlord -peasant 
landed elite had been replaced by a single 


uniformly bouigens class, albdt one ol 
‘segmented’ composition and ever 
conflictual texture, a reality Patnaik anc 
hi.s colleagues marked by designating the 
process through which the class expandec 
as ‘the proliferation of the bourgeoisie’ 
At independence the (big industrial' 
bourgeoisie was identified with the 
‘Bombay Plan* as the blueprint for India’: 
industrialisation. The unravelling of that 
strategy by the late 1960s brought slow 
but progres.sive deregulation of the Indiar 
economy and a spurt of growth aimed ai 
the absolutely enlarged but rclativel) 
narrow bourgeois market. While it is the 
import intensity of this pattern ol 
industriali.sation which led to the need foi 
IMF loans in 1991 which, in turn, broughi 
a drastic acceleration of deregulation, the 
shift towards external liberalisation am 
tight fiscal and monetary policies,*^ this 
change in economic policy is not without 
dome.stic bases of .support which Palnaik 
and his colleagues were seeking to map 
They argued that all sections have, by anc 
large, favoured the contraction of the public 
sector which expanded the space available 
for their operations. I lowcvcr, for the rest 
"different sections of the bourgeoisie 
.support different parts of the [liberalis¬ 
ation] programme, with some i.f then 
having reservations of varying degree: 
about the other part-s”.** Choosing the 
expand abroad, and'hoping to secure the 
firm's interests domestically through 
behind-the scenes manoeuvring, bi| 
business has not opposed import libcraiis- 
ation. The agricultural bourgeoisie though 
regretting cuts in subsidies, looks forwarc 
to the prospects for agricultural exports 
Only NRIs support the program.Tie in all 
its aspects. Thus, Patnaik et al argue, the 
prolif eration of the bourgeoisie robs it ol 
a common intere.st which would be the 
basis of any alternative to the IMF/World 
bank programme. Despite serious problems 
which are .sure to plague the economy due 
to this type of programme, in particulai 
deflation, there is no bourgeois alternative 
today.*® They sec hindutva's vacillatior 
on the issue of globali.sation as precisely 
reflecting this ambiguous configuration 
of interests and possibilities. Tlie Indian 
bourgeoisie is developed to a relatively 
high degree and, while the BJP’s rhetoric 
of national self reliance, of swade.shi, 
captures the ambiguity which such a bour¬ 
geoisie is bound to have about the reces¬ 
sionary con.sequences of these policies 
and the gaps in infrastructure development 
it leaves. However, Patnaik et al may yet 
overestimate the extent to which the Indian 
bourgeoisie, and hindutva acting as its 
political rcpre.sentative, may be able to 
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assert any distinctively Indian capitalist 
interest against metropolitan capitalist 
interests. The historic reliance of Indian 
capital on foreign technology, and therefore 
also on foreign finance, likely as not to 
become more acute upon the full con¬ 
vertibility of the rupee, has only become 
the sharper as the indastrialisation path 
has become dependent on serving a set of 
internationally savvy consumers. Certainly 
the recent record of all three bourgeois 
political forces - the Congress, the United 
Front and the BJP - does not inspire 
conridcnce. In fact, it may be questioned 
whether an Indian, and more generally a 
national, capitalist interest even exi.sts. 
Even those who have tried to argue thaf 
such an interest in retaining distinctive 
national (productive) configurations cxists 
among the much more advanced industrial 
capitalist bourgeoi.sies such a.s the Japanese 
and the German are less than convincing 
because they fail to take into account (he 
extent of the subordination of the.se hitherto 
di.stinctive productive formations to (now 
global) finance and the con.sequent world¬ 
wide bias towards dcinstitutionalisation 
and marketisation on the model of the US 
and the UK under financial imperatives 
dictated by liquidity rather than productive 
ones dictated by efficiency 
But if a bourgeois front again.st impena- 
lism is lacking, the one against political 
assertion of workers and ptuircr sections 
from below is certainly not. And hindutva 
is the bourgeoisie’s most resolute domestic 
face. Jayant Lcic situates the ri.se of liind- 
utvasquarcly in the erosion of the Congress 
hegemony. The dispensed and locali.sed 
hegemonies of the rural landed dominant 
caste elites reliant on the residues of their 
pre-capitalist ‘patriarchal-patrimonial' 
power, in short their dominance, dissolved 
with the commercialisation of agrarian 
relations^' and with the diminution of the 
opportunity structures of the minimally 
welfari.st state. This crisis of authority in 
the countryside has brought forth an 
authoritarian response given, on the one 
hand, the lack of state re.sources to prevent 
the minimal upward mobility among the 
lowest castes and groups from appearing 
toeat intothe pri vilegesof the increasingly 
amliitious propertied. and on the other, the 
caste subordination and expectation of 
deference upon which the backward 
capitalism of the Indian countryside wou Id 
still rely to achieve required levels of super- 
exploitation. It was the key to what Leic 
called ‘the niralisation of neo-Hinduism’ 
without which hindutva would have 
remained electorally insignificant, con¬ 
fined to its northern and western urban 
petty bourgeois base. 


HindutvareplacesUie localised structure 
of liegemony, vertically linked through 
the Congress which had thus presided 
over a still residually pre-capitalist social 
formation with a famMi teiulency toward 
vertical - ethnic, caste, etc, - mobi lisai ion 
with one which reflects the class-mass 
structures of a capitalist society, without, 
moreover, a signillcan* left challenge at 
the national level. It works, like all cultural 
nationalisms, by identifying tlie nation 
with the dominant identity within it - in 
this case the ‘Hindu* bourgeoisie - and 
formulating all problems as threats to the 
nation so defined as originating in more 
or lc.s.s demonised minorities. Given 
brahminical Hinduism’s elite character, 
these can include 'Hindu* recalcitrant 
subalterns when necessary. It is both 
unnecessary as well as improbable that 
this formation .should reach particularly 
deep into the subordinate .social strata 
ideologically when they can be controlled 
through judicious combinations of the dull 
edges of police lathis and (he ‘dull 
compulsions of economic relations’ on 
the one hand, and on the other, co-optation 
and opportunistic alliances with their 
political representatives if politically 
disorganised and tenuously accountable, 
and marginalisation, if organised and 
ic.solutc. It is important, however, that 
hindutva seek to consolidate the national 
bourgeois class, compensating for its 
economic segmentation with a cultural 
integration and endow it with clear 
purposes and rellcxcs (particularly against 
challenges from below) - in short, an 
(authoritarian) identity. 

Ncvcreniirely ‘imagined’, ‘nightmared- 
up', cultural nationalisms also draw on 
established culiural dynamics. Lele cor¬ 
rectly secs hindutva as ‘neO'Hindui.sm’: 
a further development of the historically 
refined hegemonic impulses of brahma- 
nism (the elite hegemonic tradition who.se 
ascendance in the group of religious 
traditions usually termed ‘Hinduism’ has 
always been predicated upon imposing a 
unity, however fictitious, upon them). 
1‘aking its pie.sent form under colonialism 
as the "postulation of a di.stinct Hindu 
community... hindutva as a quality or 
property of tthc brahmin comprador stand- 
in for the national community...in 
competition tor the meagre resources of 
a colonial statej was a nationalistic re¬ 
construction of (he dynamics of Indian 
tradition, as a lineare volutionary, inclusive 
homogenisation''.’’ The historical memory 
of successive challenges to it over its long 
history, is repressed by transforming them, 
through none-too-consistent (but never 
mind!)absorption.into ‘Hindu’ traditions. 


Socio-politically, the numericalljf 
important provincial bourgeoisie based in 
peasant lower castes. Shudras, showed 
some inclination to oppose hindutva at a 
brahminical. upper-caste movement. This 
alternative to hindutva would, however, 
require an alliance between thc.se landed 
elites and the pooi and lowest caste 
agricultural labourers winch has foundered, 
in UP, for example, on the obvious class 
contradiction. Moreover, ihc poiciuiat of 
shudra anii-brahniinism relies on caste 
identities and tics which are already 
coiTtided by commerciali.sation. Compared 
to the all-loo-well-trodden path ol ritual 
upward mobility which legitimises the 
brahminical order and which is. moreover, 
being stridently revived and modernised 
by hindutva. it.s attraction for upwardly 
mobile shudras can be questioned. Thus 
although the regionally-based parties ol 
the provincial bourgeoisies seemed tc 
cun.stilute, for a while at least, the chiel 
if still bourgeois opposition to the forces 
of hindutva as the United Front coalilior 
of regional parties orchestrated by the 
CPUM),’** the support later provided by 
some of Ihc .same provincial parties to the 
BJP gtivemmcni as much as the BJP’s 
own further advances in its traditional 
strongiiolds and new inroads into othei 
regions, show clearly how this class 
remains open to the wooing of hindufva. 
Even farmers’ movements i n western Uttar 
Pradesh, who.se constituencies include 
large proportions ol Muslims, have been 
ambivalent in their relationship to 
hindutva.’’’ 

Violent religious nvibilisation and frenzy 
directed by secret fascistic organisations 
arc the ino.st visible, indeed, spectacular, 
strategies with whichhindutvahasrecently 
sought to expand its appeal and many 
critical analyses arc nght to focus on it for 
the pu.ssihi litics it represents arc frightening 
in the extreme.’*' However, as argued 
above, the fortunes of hindutva roust alsr 
be seen as determined by the entirely secutai 
and contemporary (late 20th century; 
requirements of reconstituting a hegemony 
of the propertied whose Gandhiam 
Congress structures have disintegrated, 
overtaken by events. Hindutva’s ta.sk is 
now different on (wo mam counts: first, 
in contrast to the agglomeration of IcKalised 
identities which made up the Indian nation, 
it must now construct a more unified pan- 
Indian hegemonic identity of a much larger, 
uniformly bourgeois class whose 
commercial and (fami iial) propnctaiy links 
stretch from the villages to western metro¬ 
polises, and .second, that in the circum¬ 
stances ol the effective abandonment of 
redistributive and even marginally welfarist 
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development, it must now lake on a 
distinctively authoritarian form. Hie 
bourgeoisie is already, therefore, favour¬ 
ably inclined to hindutva. At the .same 
time, hindutva's political fate yet depends 
on its ability to accommodate itself to the 
bourgeoisie's contemporary contours and 
imperatives by constructing an updated 
political hindutva. This is an ongoing ta.sk 
in which, along with many others nominally 
outside hindutva, Nandy is lending a hand. 
It makes any portrayal of hindutva as a 
once and for all formed force, rigid and 
unchanging, inaccurate. 

MiRRORINO THb BoUROEOIS MiND 

Like the nco-Gandhianism of which it 
is a part. Nandy’s ideas on culture and 
politics began to take shape with the 
political arrival of the Indian bourgeoisie 
in the mid to late 1970s. He has dismissed 
everything he wrote before that as 
irrelevant.” Nattdy speaks as a member 
of this class in conversation with other 
members. Indeed, the many claims and 
assertions in his work which are avowedly 
casual hearsay .seem to suggest that one 
of his more important research activities 
consists in after-dinner conversation over 
drinks!’* In its style, his writing re.sembles 
the new stream of cultural and political 
ccYnmcntary in the English language press 
- intellectually undemanding prose with 
indulgent rhetorical nourishes, in which 
as.Hcrtion takes the place of argument, and 
the convenience of the moment, of 
accuracy. Its dell ning themes - fashionably 
neo-Gandhian and anti-Nehruvian - are 
also Nandy's. 

Ranging freely over subjects and 
disciplines whose unknown swathes .seem 
never to constitute embarrassments, citing 
authorities, mediocrities and friends with 
even-handed prutuseness, Nandy offers to 
domesticate .social, political and historical 
knowledge within the narrow compass of 
bourgeois concerns. While ostensibly 
speaking of culture, society and politics, 
psychoIugi.st by training, learninghissocial 
science on the htmf as it were, at the 
CSDS, these amount to little more than 
(pop) psychology. What he dares to call 
social or political psychology actually 
seems to involve a focus on individual 
figures as convenient stand-ins for 
hi.storical phenomena and processes. I'his 
approach, routine even in his allegedly 
scholarly essays, communicates even the 
vaguest of notions to his audience fairly 
effectively while also pandering to its 
narcissism as one historical figure after 
another, both likely and unlikely - M N 
Roy and D D Kosambi as much as Tagore, 
Gandhi and Savarkar- are attractively and 


c^fortably assimilated to the growing 
identity of the contemporary Indian 
bourgeois. 

While slippages, self-contradictions and 
inaccuracies characterise dominant 
cultures generally, powerfully flouting 
rational constraints on their wishful self- 
images, in Nandy's discourse, these 
become instances of a fashionable ‘trans¬ 
cendence’ of social science, 'myth- 
making' (whose content, nevertheless, 
seems derived from sectors of social 
science especially chosen for their vulgar 
positivism!). This is not the only way in 
which Nandy evades re.sponsibility for the 
views he expresses; never having set out 
his views systematically,’^ he claims to 
have been interested in making limited 
points - ‘Let others debate it; the thing 
must be opened up’ In a fashionably lax 
intellectual climate this cavalier style hardly 
touches Nandy’s scholarly affectations, 
even as his role as a spokesman of the 
bourgeoisie is enhanced by them. 

With Enemies Like These... 

Some of Nandy’s claims to oppose 
hindutva arcclearly specious; forcxample, 
he claims that his Christian identity is 
proof against pro-hindutva inclinations. 
Quite apart from the tokenist non-Hindu, 
including Muslim, presence in the BJP, 
this ignores his own argument that the 
congruence between faith and political 
allegiance is far from complete and 
certainty the Hinduism of the proponents 
of hindutva itself, particularly question¬ 
able. Hindutva is about the construction 
of a particular sort of authoritarian and 
majoritarian cultural nationalism. While, 
in India, it must derive its themes from 
Hinduism, it is a secular political enterprise 
and members of religious minorities, 
whether as individuals or even, in certain 
instances, as leaders of minority organis¬ 
ations, can and do play a role in it. 

Another part of his ‘opposition’ to 
hindutva is feigned by con.structing a 
caricature of conservatism so exotic thit 
the pervasive garden-variety of this 
political persuasion becomes harder to 
recognise. Nandy sees conservatism as a 
form of thought which “openly legitimises 
violence, greed and dominance’’.*' In fact, 
con.servatism relics on an appropriation of 
the authen'ic popular longings (for 
community, equality, liberty, among other 
things) even while it must necessarily 
distoit tliesc to legitimise existing relations 
of domination. (Forcxample. no patriarch 
or sexist, to my knowledge - barring sado- 
masochism - has ever justified the 
domination of women as anything but 
good for them!) nineteenth-century anti- 


libdhdisin was pnrasitic on liberal ideda. 
The 20th century has seen conservatism 
andauthoritariui reactiofl appropriate ideas 
of democracy and socialism, traveling 
them in theoty and practice. In fact, like 
contemporary postmodernism, Nandy 
distils out of the long history of modem 
conservatism its essential anti-enlighten¬ 
ment character; the enlightenment is the 
root of the evil of modern social 
intervention; ‘modernity’ an incredible 
arrogance against ‘tradition’; Reason, 
fanatical neurosis; liberalism, a hypocrisy; 
science, a form of ideological domination; 
history, tyranny; secularism, anti-religious 
zealotry and. of course, sociali.sm little 
"more than acaricatureof Stalinism. Finally, 
like postmodernism and post-structural¬ 
ism, Nandy also appropriates dissent, like 
democracy, liberalism and socialism 
hitherto, to the right-wing purposes of 
majoritarian cultural assertion which needs 
to appear oppositional. 

Similar caricatures of fascism and 
fundamentalism, and relatedly of hindutva 
itself, are refracted through the framework. 
of his Manichean opposition between 
‘tradition’ and ‘modernity’, the one 
uniformly humane and benign, the other 
irredeemably oppressive.*’ It is not these 
perse but their ‘modernity’ which Nandy 
opposed. Given Nandy’s coastruct of the 
‘modem’, this means, nut surprisingly, 
that critique is (mis)directed at only their 
wildest, most extreme and exoticised 
forms. At the same time, this ‘opposition’ 
to ‘modern’ fascism, fundamentalism and 
hindutva also serves to render them all 
accefHable in their mure contemporary 
(postmodern’?) and everyday versions. For 
example, pottray ing Fascism as essentially 
a hysterically exterminist ‘modern’ 
pathology serves to occlude its essential 
and far more routine and unexotic, but 
hardly less pernicious, authoritarianism 
and anti-Coinmunism.*^ Or funda¬ 
mentalism is caricatured as “asually identi¬ 
fied with one or more texts which, rather 
than the ways of life of the believers, then 
become the final identifiers of the ‘pure’ 
forms of the religions’’.*^ Such a definition 
of fundamentalism, ostensibly based on 
Islamic and Christian 'fundamentalist* 
movements, has already bendtited 
hindutva through unwarranted favourable 
contrast. But such a definition fits no 
actually existing fundamentalism.*^ 
Hinduism may indeed not have a single 
‘Bible’ or ‘Koran’, but precisely like any 
other ‘fundamentalism’, hindutva claims 
the authority to definitively interpret and 
define the meaning of certain (oflen only 
purportedly)widely-heldbeliefs. Whether 
or not they come from textual sources 
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<and, in any caae, even a single text has 
many inteipretations) such authoritative 
interpreters also prefer to operate under 
as few constraints of logical or textual 
consistency as possible to cover for 
unforeseen irnpemives. 

Howeverostentatious Nandy' s rejection 
of (‘modem’) fascism, fundamentalism 
and hindutva, one would have to be captive 
of a rather extreme form of nominalism 
not to see that amidst such distantiation 
from unsavoury labels, their substance is 
being redeemed and reconstructed by 
shedding unacceptably ‘modem’ and dated 
elements - such as statism and the 
unfashionable emphasis on assimilation - 
under the sign of all that is acceptable - 
‘tradition'. As ‘tradition* hindutva can 
appear intrinsically and wholly humane 
(since Nandy's ‘tradition’ can have no 
oppressive elements). Its elite authoritarian 
brahminical character is not only obscured, 
it is positively cast as humane and 
progressive. In this form it will have far 
greater chances of ideological success 
among its bourgeoisconstituency, without 
sacrificing the essentials of hindutva - a 
majoritarian cultural assertion of the Indian 
bourgeoisie, deeply rooted in the historical 
dynamics of the Indian brahminical elites. 
While unquestioning of Indian capitalism's 
subordination in the global hierarchy of 
economic power, it is armed again.st 
(definitionally alien) challenges from 
below. Moreover, the irrationali.sed 
conception of 'tradition' which is 
operationaii.scd in the Indian context to 
great effect - with no little help from 
brahminical andOrientali.st sources- adds 
another feature convenient for autho¬ 
ritarianism; allowing this class to make 
up its hindutva as it goes along. All this 
is accomplished while making this 
hindutva sound pmgres.sive as. after all, 
any self-respecting bourgeois ideology 
ought to sound even if, in a ‘postmodern' 
age, it must do this by claiming to be 
‘traditional’! 

A Hindutva by Any Other Name... 

How Nandy helps build political 
Hindutva is most clearly evident in his 
interventions in the debate over .secularism, 
the chief political and intellectual debate 
sparked off by the rise of hindutva. 
Hindutva challenges Indian secularism 
theoretically and practically, adversely 
affecting the ability of India’s state 
structures to effectively uphold this 
constitutional commitment. Secularism in 
India entails keeping the state impartial 
not only in its dealings with citizens of 
diverse faiths hut also in those with major 
religious institutions and practices which 


are fairly extensive for colonial as well as 
more broadly historical reasons. Indian 
constitutional theory also hoped that 
development, guided by the state, would 
secularise Indian public life, making these 
issues less contentious. In practice, of 
course, the .state has not stood up well for 
these ideals. But it is not because it has 
leaned over backwards to ‘appease' mino¬ 
rities as hindutva and neo-Oandhianism^^ 
have argued. Rather the mostly legislative 
instances of this which have been so often 
been marshalled in evidence, scanty 
enough as they are, are the high-profile 
tokenistic counter-examples to the al 1-too- 
routine, lamentably unremartcable majo- 
ritarianism embedded in the every-day 
practices of state structures on the ground. 
As a majoritanan force, pitted against 
'special treatment' for minorities, hindutva, 
helped by nco-Gandhians, gives these 
counter-examples an unwarrant¬ 
ed prominence. Moreover, instead of 
demanding a more consistent secularism, 
they argue for various degrees of rejection 
of it. 

Nandy argues, using his ‘tradition- 
modernity’ distinction, that the 'modem' 
phenomenon ot hindutva (and Com- 
munalism generally) and the modem values 
of secularism must be seen not "as sworn 
enemies but as di.sowned doubles oi each 
other".**^ ‘Modem' hindutva is a merce¬ 
nary, professionalised riot-mongering, 
based on coldly calculating 'misuse of 
religion’.'*** This looks like ‘opposition’ to 
hindutva only so long as one ignores the 
fact that even the votaries of hindutva 
(like, barring perversity, everyone else, 
one .supposes) claims to oppose the 
inslmmcntal u.sc of religion by religious 
fanatics as an ideology “pmtecting non¬ 
religious, usually political or socio¬ 
economic interests’’.'’’ Afterall. the mob’s 
destruction of the Babri ma.sjid was. for 
the BJP. an act of a ‘genuine foith’ which 
‘overwhelmed’ it, to take only an extreme 
example. Or to take another, Advani 
repeatedly disclaimed any responsibility 
for the riots which so murderou.sly trailed 
behind his rath yatras . After all he had 
also been engaged in an act of ‘genuine 
faith’ which could not po.s.sibly have 
anything to do with these ‘modern’ 
pathologies. 

Al the same time, Nandy’s ‘anti- 
sccu larism ’ mu st also insist that sccu lari sm 
in Indir has ‘gone too far’. Theoretically 
both Nandy and the BJP promote 
caricatures of 'western’ secularism as the 
irreligion of ‘westemi-sed' elites which 
would attempt to root out religion from 
public life completely or would attempt 
(as Nandy occasionally argues in a more 


nuanced vein, presumably when he feels^ 
better di.spo.sed towards these elites) to ., 
vainly implant “religious tolerance on the' 
good faith or conscience of a small group' 
at de-eihnicised. middle class politicians, 
bureaucrats and intellectuals".’” "(Tlhe 
old ideiMogy of secularism” is‘‘not working 
in India”’'becau.se secularism is a western 
concept, unsuiied to the Indiati genius, 
whose deep religiosity needs to he publicly 
and politically expressed; ‘democratisation 
itself has pul limits on the secularisation 
of Indian politics. These new entrants 
('average Indians’ pitted against ‘angkv 
crats'j. coming from what was until 
recently part of the ethnic ‘backwaters' of 
India, have given Indian democracy its 
power and resilience".’* 

Between the ‘opposition’ to 'modem' 
hindutva and opposition to secularism the 
claims of actually existing political 
hindutva arc conc^cd; religion/culture 
must be part of any acceptable humane 
and tolerant polity. The implication is 
clearly majoritarianism, in India, hindutva. 
And majoritarianism, as always, comes 
clothed in the rhetoric of democracy. 
Nandy’s views encourage a religious 
majoritarianism exactly like the BJP’scall 
for Hindu a.s.sertion. Both bear on the 
everyday practices of the Indian state. It 
is “absurd... [Nandy argues]... that in a 
democracy people had political rights to 
choose their rulers but not to bring their 
cultural selves into the political arena”.’-* 
India's rural hinterland, untouched by 
modernity, beyond the "reach of modem 
communications”’^ is populated by those 
who (presumably like Roop Kanwar’s 
murderers) ‘‘refu.sc to be placated by the 
fact that they have democratic rights; they 
want to excrci.se the right to protect or 
actualise their diverse visions of a free 
society... To the majority of Indians, 
freedom seems inseparable from 
participatory democracy."’® And anti¬ 
secularism licenses the ‘religious’ sources 
of mainritarian hindutva's content, while 
also enabling an attack on the very idea 
of secularism in the name of" ‘true’ religion 
and ‘true’ culture which...|arc)... defini- 
tionally tolerant of the other religions and 
culmrcs"’*’ and contrary to the ‘western’ 
concept of secularism, can he a force for 
good. Like hindutva. Nandy alleges that 
Indian sccuhiri.sm has f.-.ilcd to promote 
g(HHl inler-ct>'!itm!iiiiy relations precisely 
f'i ilscxcesses. Neither particularly 
distinguished for consistency, both would 
also claim to be 'secular' if secularism 
means the religious tolerance which is 
inherent in all ‘true’ religion. 

Needless to say, Nandy’s native 
sympathies with hindutva are not always 
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filtered through the ^traditionai/modern’ 
dichotomy. They often reveal themselves 
in grimmer, less processed forms as when 
be argues that even the wilder forms of 
hindutva, which he would otherwise 
condemn, arc unfortunate but under¬ 
standable reactions to the excesses of 
secularism. “Many distorted or perverted 
versions of religion circulating in modem 
or semi-modem India owe their origins to 
this perception of the triumph of seculari.s- 
ation, rather than to the persistence of 
traditions”.^’ These justifications sound 
like nothing so much as swaggering threats 
of Hindu nationalist retaliation against 
secularism; “If the religious way of life 
cannot find a normal play in public life, 
it finds distorted exprc.ssion in funda¬ 
mentalism. revi valism and xenophobia”.’* 
Such broadly political majoritarian 
assertion now openly licenses the hitherto 
shamc-faced discriminatory practices of 
the Indian slate against minorities 
(including lower castes). They are arguably 
morceffectivcly repressive than most laws 
which the Indian state, given its enforce- 
ment record, may choose to enacl, even 
under a BJP dispensation. Ramshackle 
fasci.sms, like that of intci-war Italy, arc 
alsoju.st as murderous, if nturc haptiaxardly 
so. The possibilitiesof legislative assimila- 
tionisni look, in any case, rather dubious. 
Hindutva's charge that Indian secularism 
is a 'pseudo .secularisin’, primarily 'ap¬ 
peasing minorities', drew substance 
particularly from the infamous Shah Bano 
controversy. Whtm furidamentalisl Muslim 
opposition to a Supreme Court judgment 
givingdivorecd Muslim women (minimal) 
maintenance led a spineless Congress 
government under Rajiv Ciaiidiu to enact 
legislation nullifying the effect of the 
judgment, it was held up as paradigmatic 
of the 'secularism' of the Indian state and 
'scculai' liberal and led cunents This 
unti niinnrityism seemed, rather improb¬ 
ably, to associate hindutva with a 'genuine 
secularism'. N.mdy’s attack on this 
‘mrxiern’ pose of hindutva -- "1 accept the 
seif-definition ol the genuine secularists 
simply because their w»>rld is entirely 
.secular. They use religion riitioiuilly. dis¬ 
passionately, and instrumentally. un 
touched by any theory of transcendence. 
Tliey genuinely cannot or do no grant any 
intrinsic sanctity to the faith of even their 
own followers"’** - reminds hindutva that 
its cache of credibility, religion, cannot be 
abandoned but at its own petit. In practical 
terms this position came to refer to 
hindutva's long-standing majoritaiian 
demand for a unitorm civil code replacing 
the maze of ‘personal codes' which 
prc.scnily govern family matters such as 


inheritance, marriage, divorce, adoption, 
etc, for each major ‘religious community’ 
(and as such form the legal mainstay of 
Indian patriarchy). It is feared that if 
enacted, this would essentially mean an 
imposition of the majority personal code 
upon the minorities. But this may be a 
position which political hindutva may in 
any ca.se have to evacuate. Nandy clearly 
secs why: This sort of assimilationism 
might turn out to he no different from 
secularism. Under both, quite apart from 
the certainty that the minorities would be 
forced to give up at least important aspects 
of their 'religious’ practices, “what is in 
store for the... minorities in the long run 
is no different from what is in store for 
the... majonty in the long run. Both become 
objects of social engineering and both 
face cultural extinction.”**’ Quite. The 
right's culturalist strategics would be 
impossible without particularity: indeed, 
for it, culture is particularity. Political 
hindutva is much better off claiming that 
“India is .secular because it is Hindu". 
Much like we.stem multi-culturalism, it is 
an as.scrtion of “respect for the Other’s 
specificity |a.sl the very form ot asserting 
one’s own superiority’’.'*” Moreover, 
leading feminists and women’s groups 
have raised uncomfoitablequestions about 
gender justice to whose appeal, given the 
rather glaring gender discrimination 
embedded in Indian law. even the BJP's 
own female constituency may not he 
immune. They must be discussed if any 
legislation in this area istobecontcmplateii 
at all. However, ihcclass which hindutva 
$cck.s to represent needs only an anti- 
statist rhetoric to avoid having to account 
for its ‘iradiiional’ patriarchal practices, 
which are actively part of both 
accumulation and cultural entrepreneur¬ 
ship. not an overhearing .state to 'reform' 
ilicm - religiously or secularly! 

Below the surface of the diverting 
sfiaduwboxingbetween 'modem’ hindutva 
and ‘true’ ‘tradition’ or ’religion’ lie the 
other services Nandy performs lor hindutva 
- constructing a Hindu, brahminical and 
irralionalist identity of India's bourgeois 
ruling class ind defining the mixles of its 
authority. The Indian bourgeoisie is, after 
all. the chief object of Nandy’s discourse. 
Me has “fiKused on middle-class con¬ 
sciousness in South Asia and tried to locate 
the basis of i.ic global mass culture in 
societies that have rich cultural traditions 
f»f another kind".”” In doing so he re¬ 
configures this bourgeoisie’s boundaries. 
Practically all of Nandy’s psychologistic 
writing - whether it purports to be about 
science or terrorism - is actually about the 
kind of sell his bourgeois audience should 


have^ (which is why he sounds so much 
like another Indian guiu, selling his own 
brand of Kaima-Cola). Ntmdy exhorts the 
bourgeoisie to move from one (old,’ 
modem’ and secular) self to anotherfnew, 
’traditional’ and religious). The ‘old’ 
ictemity of the middle class, the skin which 
it must shed, so to speak, is the urban 
westernised English-speaking middle 
class, with statist, de velopmentalist, liberal 
and socialist proclivities in short, with 
'colonised* minds. In contrast to them, he 
speaks on behalf of the ‘average Indian’ 
who is no less than the above average 
(high-caste, brahminical. bourgeois) 
Hindu! 

For Nandy collapses the Indian into the 
Hindu. Exploiting the advantages which 
the dominant western orientalist and anti- 
Semitic (in the Indian context. anti-Islamic) 
discourse have long given to Hinduism 
(today enjoyed also by hindutva), Nandy 
secs Hinduism as containing and being 
open to the most diverse impulses. It is 
therefore tolerant, flexible while Islam, by 
contrast, is inherently intolerant. (And he 
asks, how can an intolerant pro.sclytising 
failheo-exist with a 'tolerant’ one?””Part 
of Nandy’sobjection toreccived 'modem' 
hindutva is that it aims to ‘Semiti.se' and 
modernise Hinduism, making i' 
“monolithic, well-organised and capable 
ot being a sustaining ideology for an 
imperious state.”)”**' When Nandy makes 
an exception of Indian Islam, it is only by 
considering it as an essentially ’Hindu’ 
faith because the common frame of that 
composite of cultures - Indian civilisation 
~ is Hindu. Sweet music to political 
hindut va’ s ears! I'he consequences arc not 
hard todraw: while we may not be required 
to say ‘with pride’ that wc arc Hindus (as 
hindutva currently demands), we may be 
asked to say equally aggressively that we 
arc Indian or Bharatiya with substantially 
the same disagreeable consequences. 

The content of this new ‘Indian’ identity 
is not only Hindu, but brahminical. And 
in its modem form, as constructed by the 
comprador brahmin colonial elites, ar.d as 
rcfa.shioncd by Gandhi, brahminism, which 
also derives from Orientalist frameworks, 
is all the easier to infuse with the irration- 
alist content characteristic of authoritarian 
tendencies generally. Although the 
advocacy of caution is perhaps the 
’rational’ kernel of conservatism as the 
‘Philosophy of Imperfection’,'**^ for the 
most part, conservatism has always been 
allied with forms of irrationalism 
(purportedly “to reflect the irrational order 
of creation”'**’), reaching gruesome 
heights in European fascism with the 
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elevation of irr^ionalism to the status of 
a political absolute in ‘decisionism\'°^ 
Nandy's irrationalism lies in the notion of 
'critical traditionalism' in which not only 
is the adjective redundant, as we have 
seen, but in line with modem brahminism, 
‘Indian tradition’ is simply opposed to 
rationality. For the “linear evolutionary 
inclusive homogeni.sation” of the actually 
conflictual 'Hindu' history, had featured 
the challenges to it throughout its history 
a.s (appropriated) momenu internal to the 
triKlition. The 'Hindu' tradition was now 
constructed as “a syncretic all-encompas¬ 
sing absorber of multiple impulses, a 
sponge that could absorb anything and yet 
retain its core....lconstituling| an Indian 
mind that abounds in contradictions, 
ignores canons of logic and the rules of 
cause and effect and labels and categorises 
things without going on to search for 
analytical explanations’'.The “vague¬ 
ness, chaos, deliberate obfuscation and 
inability to close up conceptual 
boundarie.s’’ which characterise the 
‘traditional Indian’ mmd"^* as conceived 
along the samebrahminical lines by Nandy 
provides the concrete content of the 
irrationalism ofhi.s political hindutva. This 
irrationalism dispenses with any need to 
impose impossible standards of piety or 
cultural conformity among hindutva’s 
public ligtires, and invc.sts them with a 
staggenng amount of discretion, including 
on the ((uestion of what docs and docs not 
coii.stiiutc Tndianne.ss'. Any updated and 
icviscd hindutva should also be free from 
the accusation of its being another 
persecuting ‘ideology’ or metanarrativc 
and the ‘traditional’ intellectual .style which 
Nandy attributes to this conception of 
‘Indian' tradition also serves this purpose 
well: non-nuxlem' intellectuals accept 
eternal verities and seek only to interpret 
and enrich them, eschewing utopias as 
forms of social engineering orconceptions 
of ‘error’ as instruments of pro-secutitm.''' 
Although tradition is also 'totalist. Nandy 
minimises its dangers by claiming that this 
lotalism was ‘Sisyphean’...informed by a 
touch of futiicncss’."- Nandy's ‘critical 
lraditionali.sm' is nothing less than the 
dark .secret of all reactionary authoritarian 
ideologies, unaccountab'e power with a 
'totalrst' .scope. 

Conceptions of identity govern group 
membership and Nandy makes .sure to 
accommodate the bourgeoisie’s new 
elements. The ‘average Indian’ - tradi¬ 
tional, rural, vernacular and beyond .statist, 
developmentalist or socialist sophistry, is 
now ‘a strong minority...a very sizeable 
presence’' who is also, he has suggested. 
‘Bhataf versus ‘India’. This obviously 
caters to the numerically most important 


segment of the Indian bourgeoisie. Not so 
much an ‘agrarian bemrgeoisie'. having a 
common interest against urban, modem, 
westernised India, as a provincial 
propertied class, its spokesmen and women 
are nevertheless “most vocal about inju.siice 
done to ‘villages’.... in the staff rooms of 
our provincial universities’’.**-^ Bui their 
conversion into a provincial propertied 
class objectively resolves much of the 
more extreme intra-bourgeois frictions - 
opposition of agrarian and industrial 
interests - and by assimilating them to 
itself political hindutva can now deploy 
their rustic rhetoric less as a demand again.si 
indu.sirial and urban segments and more, 
as a myth of agrarian ‘traditional’ origins. 
This populism views the ‘traditional' 
village, much like Nandy, as a harmonious 
organic whole, without exploiters or 
exploited and can serve as the chief myth 
of the authoritarian nation, delcgitimistng 
cleavages within it while remaining, like 
all populisms and the economic interests 
they speak for, within the framework of 
the capitalism into which their consti¬ 
tuencies are deeply imbricated. Finally, 
given the largely cultural definition of 
‘indiaiincss', membership of the nation, 
according to political hindutva is no longer 
a matlcrof eiti/enship and hits an important 
global ordiasporic dimension. While Ntin 
Resident Indians (NRIs) who retain Ihcir 
Indian identity because “they resent the 
idea ol merging into the main.strcam"'** 
ean now be considered more or less Indian, 
certain sections of the nation - liberal, 
.sociali.st orfeminist. that is to say ‘uniiidian’ 
and ‘wcstcrni.scd' - can be otliercd as 
‘resident non-Indians*. 

The psychology of the transition from 
the old to the new bourgeois identity 
according to Nandy isespccially revealing; 
the modern .self is adult, masculine, 
intolerant and rational, culpable in the 
destruction of cultures and environments 
I1ic ‘traditional self ischildlikc. feminine, 
tolerant, innocent and non-ralional. Tlie 
latter must be revalued, as Gandhi did, and 
owned up to. This is ‘true* adulthood. But 
rather than a reversion to childhood, it is 
a graduation to “the ‘authentic innocence’ 
psychoanalyst Rollo May speaks about, 
the innocence which includes the 
vulnerability of a child but which has not 
lost the rtvilism of its perception of evil 
or that of its own ‘complicity’ with that 
evil”, * This ma!;cs nice work out of the 
uncomfortable questions all the haiping 
on ‘tradition' could raise for a bourgeoisie 
as zealously co.i.sumerist and jealously 
protective of its modem conveniences and 
comforts as they come. No strenuous 
renunciation of these modern ‘evils' is 
necessary. Rather, the bourgeoisie can 


contemplate them, and its own complicity - 
with them, as the steps it mounts towards 
more or less ang.st-ridden 'authentic 
innocence’! The psyebodrama also accepts 
that, so long as the new ‘traditionaT self 
remains in control, even vehemently 
despised aspects of the old self need not 
be eliminated, only subordinated - they 
arc bound, presumably, to be ol siiine use: 
Nandy's opposition to the whole, langc of 
his ‘modern’ targets - science, rationality, 
history, development, the state and so on 
- is therefore frequently express ,-d in the 
way of a magnanimously knowing 
indulgence of juvenile tolly. 

F'inaliy, aware that ‘[nlo hegemony is 
complete unless the predictability ui di.s.sent 
is ensured and that cannot be done unless 
powerful criteria are set up to decide what 
is authentic, sane, (now ir-]rationaI di.s- 
sent’.* * ** Nandy doe.s not stint Iromoffering 
political hindutva an eminently serviceable 
set of such criteria with which to IkuIi 
‘ predict’ and ‘coniror it.""* The predict¬ 
able and therefore acceptable forms of 
dissent, ‘genuine' dissent, is auto¬ 
chthonous, unaided by inauthentic forces, 
ideologies and monies. It is childlike, 
individual, isolated, hopclc.ssly incom¬ 
petent and ultimately unable to act against 
the elites.' Nandy's essay on the terrorism 
of the early 1 ‘)8().s elaborates on this: the 
‘genuine’ icrrori.st is typically a raw youth 
with barely the beginnings of a beard, 
pathetically ignorant ol modem weaponry, 
desperately committed to heroic action in 
the service ol the cau.se. He may hijack 
a plane, shockingly iimk-requippcd though 
he may be, through the sheer force of 
devotion, will and a native ingenuity. But 
then he melts when confronted with his 
real vicliins; bringing milk and biscuits for 
the kids and refreshments tor the ladies, 
pleading for understanding of his cause, 
ill the end, everyone is released unharmed 
■hough the scif-aggrandising state deals 
loo roughly with the poor fellow With 
such dissent, it would seem, a hijacking 
is an event in which great fun is had liy 
(almost) all! It is possible, at one level, 
to recognise here the need of the Indian 
bourgeoisie to believe that despite the 
grinding poverty ol millions in India, 
despite the disappcaraiiec of the structures 
of reciprocal obligation w-hich once can 
be said to have bound opfn-i.-.ot amt op- 
pre.ssor in a bond o) , iim,- minimal Icgiti- 
maty.'itu! ‘liiey ’aic actually post-colonial 
Gungadins who wouldn't harm us (and 
couldn't, even if they wanted to) unless 
provoked and armed by ‘outside’ elements 
and provocateurs. And this is the point, 
since thi.s is ‘genuine’ dissent, everything 
which docs not fit this picture is not 
genuine, is provoked by outside (non- 
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Indian) elements and must be dealt with 
firmly. What could these be? 

One need not read too much of Nandy 
before one encounters his numerous attacks 
on the ideology of Nehruvian develop- 
mentalism, liberalism and socialism 
construed as the *anti-people’ ideologies 
of‘unindian’, ’over-westernised’, ‘secula¬ 
rist’, ’socialist’, ‘liberal’, elites. The.se 
attacks can be shockingly venomous: Not 
satisfied with di.smissing the I,eft as ”a 
letdown - often even pathetic”.' Nandy 
attacks it, as well as all liberals, seculari.sts 
andsocialists for being ’eagcrto fight [.ricj 
the cause of Secularism to the last Muslim 
or Sikh’ because they not only have an 
‘irrational commitment to rationality’ but 
also harbour ‘a certain glee at the 
persistence of religious belligerency’!'^* 
His declared aim is to save India from the 
clutches of such elites which, like most 
other southern countries, it had the ill 
fonune to fall into upon independence, 
missing the opportunity to realise its 
authentic traditional culture. Politics 
cannot he governed by the.se elites any 
longer. It has ’become the a*al pace-.setting 
system’.'-^ They should no longer be 
allowed to claim that "working among the 
tribals and the rural pool ...(is).. romantic 
Gandhiaiiobscuranti.sm....ethnic demands 
fate] identified with fundamentalism, and 
all peasant movements ...the self-assertion 
of Kulaks". Thus owning a certain type 
of dissent and di.sowning another. India 
can be made safe for participatory (cadre 
and lumpen mobilising),’traditionar 
(brahminical and irrationalist) cultural 
(religious, anti-secular), democratic 
(majoritarian) politics .suited to India's 
’’chaotic political reality”.'’** 
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the Raj, Heinemann, London, 1977.) 

16 There arc dilferences. of course, between 
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the West’, Alternatives. Volume .Seven, 
Number Two (Pall 1981). 

19 ThepreoccupationofParthaChalteijee’swork 
on Indian nationalism is precisely with the 
queshonof whether modem Indian intelleciua] 
life, inevitably fitted under the rubric of 
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based on die lower middle class and jwasants 
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Dominanie, Vol II. Oxford Universily Press. 
199? and Oliver Mendelsshon, 'The 
Translornialion of Authonly in Rural India', 
Modern Asian Sludies. Vol 27, no 4, 199.3. 
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Farmers' Movements in Uttar Pradesh in ihc 
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Paradigm' Economic and Polilical Weekly, 
Vol XXIX, no 28, July 9.1994), while erudite 
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88 TC, p 158-9. 
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.yemi/uir. October I98S(hereafter ASM)p 18. 

97 TC, p 158 

98 TC, p 167. 

99 TC. p 166, 

100 ASM, p 18 

101 Zizek. op cit, p 44. 
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Estimating Infant Mortality in Kerala 

S Inidaya R^fan 
P Mohanacfaandran 

Kerala has recorded declining infant mortality, a high stillbirth rate and a high pmpornon oftnfwt deaths 
below one week. This presents a paradox which needs careful investigation. 


AS of 1996. Kerala's infant mortality rate 
was estimated to be 14 for both males and 
females as per the Sample Registration 
System (SRS) provided by the registrar 
general of India, ministry of home affairs, 
government of India, New Delhi. Using 
the above statistics, many social scientists 
and organisations assess the health situ¬ 
ation and quality of life of Indian popu¬ 
lation. For instance, the Population Found¬ 
ation of India (1998), in its recently 
released publication titled.S'Mr# of India 'i 
Population presents most recent iiifomiu- 
tionon the levels of fertility, mortality and 
reproductive health and combining them 
into indices such as human development 
index (MDI), gender related health index 
(GHI) and rcprixlucti ve health index (RHl). 

The HDI has been computed by giving 
equal weights to three component indices: 
expectation of life at birth, adult literacy 
rate and per capita state domestic product. 
The index for Kerala is 63 as of 199.5. the 
highe.st among major states and the lowest 
is reported for Bihar. OHl uses the same 
variables as HDI and attempts to capture 
the achievements in narrowing gender 
differentials through the same .set of capa¬ 
bilities. As of 1995. the index tor Kerala 
is 89, the highest among major states and 
the lowest is reported tbi Madhya Pi adcsh. 
The RHI developed by the Population 
Foundation of India, takes into account 
the following variables; total fertility 
rate, pei malal mortality rate, educational 
level, type of medical attention at birth, 
birth order, teenage pregnancies measured 
by age-.spcciric fertility rate of women 
aged 15-19 and contraceptive protection 
rate due to sterilisation. The index lor 
Kerala is 80 as of 1995, the highest among 
major states and the lowest is reported for 
Uttar Prade.sh [Population Foundation of 
India 1998]. Though the above three 
indices rank Kerala as the number one 
state, the last runner for each index varies 
con.siderabiy; HDI for Bihar, GHI for 
Madhya Pradesh and RHI for Uttar 
Pradesh. Even the physical quality of life 
index ranks Kerala as the number one state 
in India [Karkal and Rajan )99IJ. Re¬ 
member, all these indices heavily depend 
on infant modality rate, perinatal mortal¬ 
ity rate and expectation of life at birth. 

How reliable are the SRS estimates of 
infant mortality, perinatal mortality, neo¬ 


natal and post-neonatal mortality for 
Kerala? The SRS provides annual senes 
on indicators of mortality and fertility. 
The annual scries data on IMR provided 
by the SRS from 1971 to 1996 arc pre¬ 
sented in Table I, Some quick observa¬ 
tions can be made. Firstly, a number of 
fluctuations and incon.si.stcncies in the IMR 
e.stimatcs are noticed throughout the last 
25 years. The 1971 SRS reported the IMR 
for Kerala as 58 whereas the 1972 SRS 
stales the IMR as 63. On an average, the 
IMR lor Keiala lor Ihe period 1971-76 
was 57 per thousand live births. We also 
notice a decline of 9 points in IMR bet¬ 
ween 1976 77 (56m 1976and47 in 1977). 
During 1977-80. the IMR for Kerala was 
43, a decline of 14 points compared to the 
1971 76 period, llowever. during the 
1980s and I99()s, IMR values declined 
further to reach a level of 32 between 
1980-85, 24 between 1986-90 and 15 
between 1991-96. Between 1986-90 and 
1991 -96. a decline of 9 points was noticed. 

Surprisingly, ihc contribution of po.st- 
nconatal mortality (28 days to 365 days) 
to the decline of IMR is higher than tlial 
of neonatal mortality (0-28 days). During 
1971-76. 60 pci cent of infant deaths 
occurred within a month whereas the pro¬ 
portion has gone up to 75 per cent during 
1991-96. The. proportion of children who 
died alter a inonlli and within a year has 
conic down lioiii 40 in 1971-76 to 26 in 
1991-96. 

Decomposition ol one-month intani 
mortality data into two components such 
as 0-7 days and 7-28 days, reveals an 
interesting scenario ot licalth situation of 
Kerala. It shows that 64 per cent of this 
group died within a week dunng 1971-76 
and this proportion has gone up to 85 per 
cent in receni years. It means, simply, that 
out of 14 childien who died in Kerala 
within one year, 10 died within a week 
of birth! Thu.s the infant mortality in Kerala 
is basically a one week mortality not a 
one-yeai mortality. 

Let us now analyse the perinatal mort¬ 
ality and Millbirth rates for Kerala. During 
1971 -76, the perinatal mortality (one week 
moriality-fstillbirth rate) was around 42 
and It declined to 20 during 1991-96. 
However, the .stillbirth rate has declined 
from 21 to 10 during Ihc same period 
under investigation. Between 1971 -76 and 


1991-96, the highest |H.Tceiiiagc decline 
was noticed among the post neonatal 
mortality (83). followed by 7 28 day.s 
mortality (66). However, the iviveniagc 
decline was almost 55 for perinatal inoi- 
talily, stillbirth and one-week mortalil) 
rates in Kerala. It means the health pro 
grammes in Kerala will save the children 
only if they survive at least for a week 
The stillbirth rate, perinatal mortality aiu 
onc-wcek mortality rates are extremel) 
high compared to the infant nKirtality rale 
In this context. IMR estimates made fo 
Kerala using the 1991 Ccn.sus revial 
surprisingly, a differeni story. The rcgistra 
general of India (1998) has estimated thi 
IMR for Kerala as 42 per thousand livi 
births whereas as our own estimates pu 
the IMR at 37 [Irudaya Rajan ant 
Mohanachandran 1998J. We also provitk 
IMR estimates for Kerala trom variow 
studies caa'ied out in Kerala in Table 2 
During ihc same period, we publisher 
an article ‘I .ong- Term Implications of Low 
Fertility in Kerala' in A.ua Pacific Popu¬ 
lation Journal, a journal published by the 
United Nations. Hconrmiic and Socia 
Commi.ssion (or Asia and the Pacific 
(ESCAP). Bangkok. Fhailand [Irudayt 
Rajan and Zachanah 19981, During th< 
corre.spondcnce. Nibhon Dcbavalya, di¬ 
rector. population division. ESCAP, 
United Nations, quetied the senior authoi 
(May 29. 1998): “Is the IMR really as low 
as 167 The decline in mortality hciweer 
the period 1981-91 and 1991-96 secnv 
unrealistic” The same view was expresset! 
by K Srini vasan, executive director. Popu¬ 
lation Foundation of India as early af 199( 
during iny pre.scntation on infant mortal¬ 
ity in Kerala [Irudaya Rajan 1996]. Nu 
merous scholars have worked on Kerala'.* 
demography at various points of iimc, 
specially during the IbSO.s and I990.‘i 
|Sriniva.san 1995; Zachiinah 1998). tVe 
have al.so not irive.siigalcd this peculiar 
phenomenon in oiirreceiit work [Zachanah 
and Imdaya Rajan 1997a; 1997bl, how¬ 
ever, diveiging opinions on implication of 
fertility liansition have also been picsented 
in the publicatiu.n [Kunip 1997; Mishra 
and Irudaya Rajan 1997). 

This brief note has two objectives; 
l-irsily. to explore the (xissiblc reasons of 
high siillbirfh rate and perinatal mortality 
in Ktiala, .secondly, why the SRS under- 


Economie and Political Weekly March 20, 1999 


713 



estimates the IMR as low as 14? In the 
process, we also assess the reasons for 
high infant mortality rate (37 in 1991) in 
Kerala as revealed using the census data 
(more details on tire methodology and 
results for all districts of India, see Irudaya 
Rajan and Mohanachandran 1998}. 

Let us discuss the basic structure of the 
SRS in Kerala. The SRS in Kerala is being 
implemented through two different agen¬ 
cies; rural areas are covered by the Di recto- 
rate of Economics and Statistics whereas 
urban areas arc by the Directorate ofCensus 
Operations. Hie invc.stigator appointed 
for this purpose visits the .sample unit once 
in six months. However, he is supported 
by alocalenumctator(mostlyrctired govern¬ 
ment servants with nominal remunera¬ 
tion) to collect the birth, death and other 
relevant information Ibr every month. If 
the recorded events do not tally, .spot checks 
arc made. Sample units arc replaced once 
in 10 years. 

According to published information, the 
rural SRS isconducted among 150 sample 
units covering approximately 150-200 
households with a population si/.c varying 
between 1,500 to 2,000 in each sample 
unit. The urban SRS is conducted as per 
the rules of the rural SRS. but the sample 
units are limited to 100. In 1994, the SRS 
was conducted in 250 .sample units cov¬ 
ering 3,27,000 persons in the sample. If 
we u.se the above informaition and also the 
infomtalion on birth and infant mortality 
and stillbirth rates, the following facts arc 
available from the SRS. 

During the year 1994, only 5,690 births 
occurred among the 250 sample units in 
Kerala. Among them, 91 died before they 
celebrated their first birthday. Even if we 
assume one infant death in every sample 
unit, 159 sample units re|K>rted no infant 
death in 1994. Among the 91 who died 
before one year, 61 died in a week or 72 
died in a month. There were 56 stillbirths 
repoitcd in the SRS units in 1994. Using 
the 91 infant deaths among 5.690 births, 
the SRS provides estimates for Kerala as 
a whole. As the IMR is becoming a rare 
event in Kerala, is the SRS sample size 
go(Hi enough to provide cstiinalos for 
Kerala? This is a .serious question that 
needs to he di.scusscd. 

11)0 registrar general of India initiated 
a sample registration of births and deaths 
in India on a full .scale during 1969-70, 
to provide reliable e.stimates of fertility 
and mortality in the absence of depend¬ 
able vital rales from the civil registration 
system. It is high time perhaps for Kerala 
to take a lead in abandoning the SRS 
and strengthen the civil registration 
system. In fact. SRS itself reports that 95 
per cent of births occurred in the medical 
institutions in Kerala which means they 


Tak£ 1; Iiwant Mortautv by DmwiEm OoMfONam, Kerala, 1991-M 


Year 

PMR 

SBR 

OWM 

OWOM 

NMR 

PNMR 

IMR 

1971 

41.5 

17.5 

24.0 

13.5 

37.5 

20.5 

58 

1972 

49.3 

26.4 

22.9 

13.8 

36.7 

26.3 

63 

1973 

43.6 

24.7 

18.9 

11.6 

30.5 

26.5 

58 

1974 

37.2 

18.1 

19.1 

12.4 

3I.S 

22.5 

54 

1975 

42.5 

18.6 

23 9 

10.1 

34.0 

20.0 

54 

1976 

39.0 

17.9 

21.1 

12.8 

33.9 

22.1 

56 

1977 

27.1 

12.3 

14 8 

13.3 

28.1 

18.9 

47 

1978 

34.0 

16.7 

17.3 

9.5 

26.8 

15.2 

42 

1979 

22.5 

2.4 

20.1 

97 

29.8 

12.9 

43 

1980 

22.7 

7.6 

15.1 

14.6 

29.7 

10.5 

40 

1981 

28.6 

11.3 

17.3 

8.4 

25.7* 

11.7 

37 

1982 

22.1 

5.7 

16.4 

5.3 

21.7 

8.7 

30 

1983 

20.6 

3.4 

17.2 

5.8 

23.0 

10.0 

33 

1984 

22.9 

8.1 

14.8 

6.2 

21.0 

7.7 

29 

1985 

24.3 

8.4 

15 9 

62 

22.1 

9.2 

31 

1986 

23 0 

10.3 

12.7 

6.4 

19.1 

8.3 

27 

1987 

24 9 

II 1 

13.8 

5.5 

19.3 

86 

28 

1988 

25.4 

II.S 

13.6 

4.4 

18.0 

9.7 

28 

1989 

25.3 

14.3 

10.0 

4.0 

14.0 

7.0 

21 

1990 

25.7 

16.6 

9.1 

2.9 

12.0 

3.3 

15 

1991 

18.0 

9.2 

8.8 

2.5 

11.3 

5.1 

16 

1992 

18.9 

10.1 

8.8 

2.1 

10.9 

5.8 

17 

1993 

16.8 

82 

8.6 

1.4 

10.0 

33 

13 

1994 

20.5 

9,8 

10.7 

1.9 

12.6 

3.2 

16 

1995 

na 

na 

na 

na 

na 

na 

15 

1996 

na 

na 

na 

na 

na 

na 

14 


Notes: Compiled by the aulhots from vanous issues of Sample Regtstration System and bulletins. 
PMR refers lu perinatal mortality rate and defined as number of stillbirths and infant deaths. 
of less than seven days during the year divided by number of live births and stillbirths during 
the year multiplied by 1000. 

SBK refers to stillbirth rate and defined os number of stillbirths during the year divided by 
number of live births and stillbirths during the year multiplied by 1000; 

OWM refers to onemveek mortality (O-seven days mortality) and defined as number of infant 
deaths of less than one week during the year divided by number of live births during ihe yets 
multiplied by 1000. 

OWOM refers to one week to one month mortality (7-28 days mortality) and defined as 
number of infant deaths of more than one week and less than a month during the year divided 
by number of live births during the year multiplied by 1000 

NMR refers to neonatal inortnlity rate (0-28 days mortality) and defined as number of infant 
deaths of le.ss than a month during the year divided by number of live births during the year 
multiplied by I0(X) 

PNMR refers to post-neonalal mortality rate (28 days to one year) and defined as number of 
infant deaths of more than a month and less than a year during the year divided by number 
of live births during the year multiplied by l(X)U. 

IMR refers to infant mortality rale and defined as number of infant deaths during the year 
divided by number of live births during ihe year multiplied by 1000. 


Table 2' Ineant Morialitv EsnsiArES for Kf.rala (Various Sources) 


Author 

Reference Period 

IMR 

Registrar General of India 

1981 Census 

55 

Registrar General of India 

1991 (2en.su$ 

42 

Irudaya Rajan and Mohanachandran 

1991 Census 

37 

World Rank Fertility .Survey (1980) 

1970-75 

59 

1975-80 


46 

Kerala Fertility Survey (1991) 

1980-85 

44 

1985-90 


26 

National Family Health Survey 

1990-93 

24 

198.5-90 


38 


Sources: Registrar Geneial of India (1988): Child Mortality Estimates of India, (X;ca$ional Paper 
No “i of 1998. Demography Division, Census of India, Ministry of Home Affairs, New 
Delhi 


Registrar General of India (1998); District l^vel Estimates of Fertility and Child Mortality 
for 1991 and Their Interrelations with Other Variables, Ministry of Home Affairs, Delhi. 
Irudaya Rajan, .S and P Mohanachandran (1998): 'infant and Child Mortality Estimates - 
Part r, Fjronomtc and Politiial Weekly, Vol XXXIII, No 19, May 9-15, pp 1120-40. 
Zachanah, K C (1984). The Anomaly of Ferliltty Decline in India's Kerala State: A Field 
Investigaiion. World Bank St.)ff Working Paper No 7(X). Washington. DC 
Zachanah. K C et al (i998); Demographic Transition in Kerala in the IWUts. secund 
edition. Centre for Development Studies Monograph .Senes. Thiruvananthapuram. Kerala 
Population Research Centre. University of Kerala (1995): Kerala - National Family Health 
Survey, I992-9S, Thiruvananthapuram, Kerala. 
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•re automaticaily registered in the civil 
registers. 

Even if one were to accept (hat the IMR 
provided for Kerala by SRS is correct, 
stillbirth rates and perinatal mortality rates 
are extremely high. According to the 1994 
SRS, Kerala’s IMR was 16, the lowest 
among major states in India. The next 
lowest IMR was reported for Punjab with 
S3, at least three times higher than Kerala 
values; that is, Kerala's IMR was lower 
by 37 points (more details see Table 3). 
However, the one week mortality rates for 
Kerala and Punjab were 11 and 18 respec¬ 
tively. In other words, in the one week 
mortality, Kerala could lead Punjab only 
by 7 points compared to the lead it had 
for IMR (37 points). However, Kerala 
loses its first rank as well as outlier status 
in stillbirth rate. 

According to the 1994 SRS, Bihar, 
Rajasthan and Uttar Pradesh have lower 
stillbirth rates than Kerala. In fact. Kerala 
is above the all-India average. Andhra 
Pradesh, Assam, Gujarat have the same 
values as Kerala. Kerala has failed to 
reduce stillbinhs compared to other states 
(more details, .see Table 3). Kerala's still¬ 
birth rate and one-week mortality rates 
indicate serious problems with the mater¬ 
nal and child health (MCH) programme, 
paiticularly the ‘M’ part. Here is another 
paradox in Kerala: low IMR, high still¬ 
birth and one-week mortality. 

A recent study by Mohanachandran et 
al (1998) using the National Family Health 
Survey (1992-93) indicates that most of 
the maternal care programmes (such as 
antenatal check up and tetanus injection 
during pregnancy) and infant and child 
survival were found to be highly corre¬ 
lated. However, maternal care programmes 
could not improve the infant survival, 
specially in the neonatal period. Thus the 
authors suggest that greater attention be 
given to maternal care programmes to 
improve the survival chances of new bom 
infants [Mohan.ichandran. Chandran and 
Sabu 19981. 

As stated, almost 95 per cent of women 
delivered their babies in public and private 
medical institutions as of 1994 in Kerala 
and another 3 percent of women delivered 
their babies at home under the supervision 
of the qualified medical practitioners. Other 
studies conducted in Kerala also support 
the above information [2Uichariah et al 
1998] However, these percentages were 
33 and 30 respectively in 1971 (more 
details, see Table 4). We have also some 
suspicion about stillbirth and one-week 
mortality rate in this context. As most of 
the maternal and child care institutions arc 
called 'baby friendly’ in Kerala, and much 
emphasis is given to preventing infant 
mortality, some deaths which occurred 


immediately after the biith pnA»bly clas¬ 
sified as ‘stillbirth’ by the medical prac¬ 
titioners deliberately. In a seminar in 1996, 
it was pointed out that (he increasing 
proportion of stillbirths was due to wrong 
reporting of early infant deaths [Iradaya 
Rajan and Mi.shra 1997], Added to this, 
SRS may be capturing the number of births 
which occurred in Kerala more accurately 
and the infants' deaths are not reported 
properly. However. Mari Bhat (1996) 
argues that the SRS had significantly 
underestimated the intercensal growth in 
population as it was undcrcounting more 
births than deaths. For instance, some 
hou.scholds in Kerala, bury their infant 
dead children within the home itself. 
Children who die within a year arc not 
given importance in the SRS. 

Adding to the high stillbirth and one- 
week mortality, another very disturbing 
factor in Kerala is the low birth weight. 
As of today, on an average, Kerala women 
produce only two babies and one expects 
them to be more healthy. However, avail¬ 
able .studies indicate that the proportion 
of low birth weight babies is on the in- 
crca.se [Ramankutty el al 1991a; 1991b; 
Premakumari 1992; Kurup 1997; 
Radhakrishnan 1998]. Let us review the 
(wo recent studies. TTte WHO has speci¬ 
fied less than 2 kg as very tow birth weight 
and less than 2.5 kg as tow birth weight. 
According to Kurup’s (1997) study based 
on two hospitals’ study conducted in 
Thiruvananthapuram the average birth 
weight is on the decline. For instance, in 
the first hospital, the average birth weight 
has declined from 2.81 kg in 1987-88 to 
2.65 kg in 1992-93 and in the second 
hospital the values arc 2.85 kg and 2.73 
kg respectively, during the same period. 
If we adopt the WHO definition, low birth 
weight babies respectively in one hospital 


during 1987-88 and 1992-93 are 22.5 and 
17 (Kurup 1997]. Kurup argues for the 
proper nutritiraial care for pregnant women. 

■Hie antenatal care (ANC) visits among 
pregnant women before delivery are ex¬ 
tremely high in Kerala. Unfortunately, the 
more the number of ANC vi.siis, more the 
chances of Cesarean operation. Cesarean 
deliveries are extremely high. Given the 
excellent ANC, one would not ex|>ect the 

Table 4. Mbuical Atti-.ntion at Bmnt ior 
Kerala. 1971-94 


Medical Allenlion at Bmh 



1 

M 

ll+t) 

1971 

52 7 

29.9 

.57 4 

1972 

51,1 

19.9 

49,9 

197.^ 

55.0 

21 1 

45 9 

1974 

5.5 .5 

21 1 

45 4 

I97.S 

55.5 

22.1 

42 4 

1976 

.58,4 

20,9 

40 7 

1977 

41.6 

18 4 

40 0 

1978 

46.2 

17 1 

.56 7 

1979 

48 6 

17 4 

55 9 

1980 

49 3 

15 6 

55 1 

1981 

52 7 

169 

50 4 

1982 

5.t.6 

17.0 

29 4 

198.5 

61 5 

12 8 

25.7 

1984 

72.8 

9 5 

17.9 

1985 

77 2 

7 8 

15.0 

1986 

78 1 

7 9 

14 0 

1987 

79.0 

8.4 

12.6 

1989 

84 9 

62 

89 

1991 

91.5 

5 0 

56 

1992 

91 9 

5.2 

2.9 

1995 

92 5 

5 5 

22 

1994 

95 2 

2.9 

1.9 


Notes: Compiled by Ihc authors troin various 
issues of Sample Renislmuon System 
and bulletins. 

I the births delivered in both private and 
public inslitiilidiis 

M births delivered at home attended by 
qualified medical practitioners. 

IJ 4-0 births delivered al hunu: attended 
by unquatiried medical practitioners and 
others at luiiiie. 


Tame 1: IWAivr Mortalo-y Rate. One Wh;K Mortauty Rate and .Stu.i.mrtii Ratf for India and 

Major .States, 1994 




IMR 



OWM 


Total 

SBR 

Rural 


Total 

Rural 

Urban 

Total 

Rural 

Urban 

Urban 

India 

74 

80 

52 

34 

36 

24 

9 

7 

15 

Andhra Pradesh 

65 

69 

52 

38 

40 

31 

to 

9 

14 

Assam 

78 

78 

76 

36 

55 

47 

to 

9 

20 

Bihar 

67 

68 

61 

31 

32 

25 

4 

1 

18 

Gujarat 

64 

70 

51 

33 

57 

24 

10 


26 

Haryana 

70 

70 

68 

52 

55 

26 

12 

17 

II 

Karnataka 

67 

73 

SO 

35 

58 

21 

15 

n 

24 

Keiala 

16 

16 

14 

M 

II 

It) 

10 

9 

12 

Madhya Pradesh 

98 

lOS 

57 

41 

44 

22 

it 

to 

16 

Maharashtra 

55 

68 

38 

28 

55 

20 

15 

15 

12 

Orissa 

103 

108 

65 

49 

51 

28 

15 

14 

22 

Punjab 

53 

59 

36 

18 

21 

9 

14 

15 

16 

Rajasthan 

84 

87 

62 

59 

40 

28 

8 

6 

20 

Tamil Nadu 

59 

64 

48 

54 

55 

30 

11 

II 

12 

Uttar Pradesh 

88 

91 

65 

56 

38 

26 

5 

4 

II 

West Bengal 

62 

64 

52 

28 

50 

18 

14 

15 

21 


Source: Sample Registration System: Fertility and Morh'Uty Imlirators, Registrar General of India, 


1994. Cnvemmcni of India Press, Delhi. 
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Tablf 5: IwinENTB of Low Bwth Weioht 
Banes in Sree Avitam Timinal Hospetal. 

T HIRUVANANTH AniRUM. 



Total 

Deliveries 

Percentage of 
LBW babies 

1990 

12756 

25 

1991 

12837 

20 

1992 

12089 

19 

1993 

I21I7 

20 

1994 

12072 

27 

1995 

13420 

27 


6V>«>(-r. Kadhakrishnan, T (l'W8). Shcm-Fah- 
nomw and Demogiuiiktc Furtar.x Asso- 
ciated with Birth Weight: A Study in 
Kadakampallv. Thiruvananihapuram 
Achutha Menon Centre for Health Sci¬ 
ence Sluoics, Slice Chitra TirunnI Insti¬ 
tute for Medical Sciences and Tech¬ 
nology. Thiruvananihapurain. Kerala. 

low birth weight babies in Kerala. In a 
seminar at Tliirtivananthapunini, a medical 
doctor noted that the state is fast hecuming 
alcoholic (K. I litres of alcohol consump¬ 
tion per person per year) and it may be 
one of the reasons for low birth weight 
babies. Food availability of the mother 
is at its minimum llrudaya Rajan and 
Mishra 1997). In 1995, among 13,420 
deli vcricsiondiictal in Sree Avitam Tirunal 
Hospital, Thiiuvanuiithapuram. 27 per 
cent of them weie low birth weight babies 
[Radhukn.shnan 1998). More details arc 
prcsentetl in Table 5. 

One more implication of the fertility 
transition is to be noted in this context. 
The efiectivc reproductive span (differ¬ 
ence between the tirst and la.st child) of 
Kerala's women has come down from 12 
years in 1970s to five years in I')9()s. It 
indirectly indicates that Kerala's women 
opt to have a second child quickly and the 
cost of reducing birth intervals is probably 
more stillbirths and low birth weight babies 
[Mishra and Irudaya Rajan 1997]. 

We have questioned the SRS-IMR es¬ 
timate of 14 and in our opinion, the SRS 
underestimates the IMR. Our estimates 
place the IMR foi Kerala as .17. Our 
estimates are well supported by the avail¬ 
able indicator.', ol Kerala; clfcclive repro¬ 
ductive span of five years, 27 |Kr cent low 
birth weight babies, stillbinh rate of 10 
and one-week infant mortality of 11 per 
thou.sand live births. This is the beginning 
of a new debate on low infant mortality 
and high stillbirth rate in Kerala. New 
innovative and inter-disciplinary re.search 
is required to unearth the tea.sons behind 
this paradox. 

Rcfer«iice.<! 

Irudaya Rajan. S (I9%»- •Trends and IXjlenni- 
nanCs of Infant Mon.Uity in Kerala’, paper 
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The Role of Phblic Infrastructure Investments 
in Regional Development 

Experience of Indian States 

Somik V Lali 


There does not appear to be consensus on the importance of public investments as product nr fociois 
in the economic development process. In an era of increasing regional identities, there is need to understand 
the determinants of regional economic growth. A critical examination of the relationship between public 
policies and regional economic growth is provided in this paper. The main lesson that emerges from the 
review of regional development literature is that a single incentive or development activity cannot lead 
to programme or project success. The empirical analysis tests the efficacy of public infrastructure investments 
in the development process of 15 Indian state.s. The empirical analysis highlights that investments in social 
infrastructure have the closest linkage with economic growth across lagging, intermediate, and leading states. 
The empirical research suggests that the conipo.\iiion of public investments is important in facilitating growth, 
and public investment is a necessary but not sufficient condition for regional economic growth. Sensitivity 
towards scale and spatial issues, model .specification and development of conceptual linkages .should he 
central to future work on infrastructure productivity. 


I 

Background and Motivation 

THE development of lagging regions is 
of special concern t») the development 
community. While there is consensus on 
the application of standard elements of the 
development tool-kit towards these re¬ 
gions, there is less agreement on whether 
to undertake, and how to implement, 
regional planning. While approaches to 
regional development have changed over 
time [Bendavid-Val 1991], the regional 
planning approach emphasi.ses strategic, 
gcographically-focuscd investments m 
infrastructure, and the application of in¬ 
dustrial policies to inlluence the location 
of industries and to foster the development 
of intei industry linkages. 

The Indian government has made balan¬ 
ced regional development an integral pan 
of national planning practice and objec¬ 
tives. Cheiliah (1996) specifies that the 
national policy of the Indian government 
has been to ensure balanced development 
of all regions and to gradually bring down 
regional disparities. However, it is appa¬ 
rent that despite the initiatives taken under 
the five-year plans, inter-state dispantics 
have increased, either due to failures of 
policy iifiplementation or due to use of 
inapprppriateapproaclies [Cheiliah 1996], 
In addition to disparities among states, 
there also exist intra-regional disparities 
within different states. 

The government of India (GOI) has 
been using the five-year plans as a vehicle 
to address (he concern of regional dispari¬ 
ties in the country. One of the GOl’s 


objectives was to improve the standards 
of living of the lowest 30 per cent of the 
population, most of them living in back¬ 
ward areas [Das 199.31. Instruments like 
the minimum needs programme have 
often been used to operationalise these 
objectives. In a recent review of planning 
and regional diffcrcnce in India, Dsts (1993) 
indicates that the Sixth Five-Year Plan 
made the fir-st explicit attempt to review 
the patterns of regional development in 
the context of policy instruments used 
since the early 1960s. The Planning Com¬ 
mission (1979) repotted that decisions on 
resource transfers, agriculnme development 
strategics, and industrial location policies 
were not always based on a systematic 
analysis of regional disparities and their 
underlying causes. 

In 1983. the Indian National Committee 
on the Development of Backward Areas 
(NCDBA) reported that major federal 
incentives like concc.ssional finance for 
industrial location have primarily ben¬ 
efited stales that were not classified as 
industrially backward, and most districts 
receiving substantial benefits were in close 
proximity to relatively developed indus¬ 
trial centres |Lail 1983a). In India, inve.st- 
ment-related fiscal incentives have resulted 
in the location of high-dividend paying 
companies maintaining a r.ero-tax status 
for decades |Lail 1983b]. While the former 
finding can be classified as an example 
of policy implementation failure, the latter 
indicates the use of an inappropriate 
approach. 

Poverty in India has been an intensely 
research^ subject. While the estimation 


of economic inequality is a controversial 
issue, several studies have highlighted the 
inter-regional and inter-temporal varia¬ 
tions of poverty. Das and Barua (1996) 
provide an interesting example of inter¬ 
regional di.spurities in India. They men¬ 
tion that Punjab has 2.5 per cent of the 
total national population and contributes 
4 per cent-.5 per cent of the aggregate net 
.state domestic product (NSDP), while 
Bihar has 10 per cent of the population 
and contributes only 6 per cent -7 percent 
of the NSDP. Figure 1' provides an illus¬ 
tration of the regional disparities between 
Bihar (a lagging .state) and Gujarat (a 
leading state). 

The Indian states arc diverse in terms 
of geographic, demographic, and economic 
characteristics. The central and western 
states of Madhya Piadesh, Uttar Pradesh, 
Rajasthan, and Maharashtra arc largest in 
land area, and the ca.stem states of Bihar 
and Uttar Pradesh have the largest popu¬ 
lations. Between 1961 and 1991, five of 
the lagging regions remained among the 
poorest, and regions with above average 
per capita incomes remained above the 
average (Cashin and Sahay 1996). Other 
studies highlighting regional disparities in 
India include Bhat et al (199.S), Nair (1993), 
Pal ( 1 995), Tc wari ( 1 98.5). Tendu Ikar and 
Jain ( 1 995), Das (199.1). and IIPO ( 1 993). 
There is adequate evidence to suggest the 
existence of and increase in regional dis¬ 
parities in India. Regional output dispari¬ 
ties among selected Indian states are dis¬ 
played in Table I. The cixifficient of 
variation shows increasing trends m re¬ 
gions I disparities between 1980 and 1994. 
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Map I depicts inter-state variations in 
public infrastructure investments in the 
transportation and power sectors. The map 
suggests investment patterns do not di¬ 
rectly translate into output dilTcrences. 
Map 2 depicts variations in infant mor¬ 
tality rates. It is visible that lagging slates 
like Madhya Pradesh and Orissa have the 
highest incidence of infant mortality com- 
paa’d to lower incidences of infant mor¬ 
tality in .states like Punjab. Haryana, and 
Maharashtra. While the.se maps only give 
a.snapshot of regional variations in factors 
intiuencing long-term growth, method¬ 
ologies such as GIS can he used as a visual 
screening device to identify potential 
pniblem areas. 

The objectives of this papei are two¬ 
fold. First, the relationship between pub¬ 
lic policies and regional growth is exam¬ 
ined. This includes a discussion on the 
cffectsof inlrastructunc on regional develop¬ 
ment. Second, the role of public invest¬ 
ments in the development of 1.5 Indian 
states is examined. The specific question 
addressed is whether the varying inci- 


II 

Public Policies and Regional 
Growth 

Part IIA addre.s.scs the emerging role of 
regicHial economies and emphasises the 
need to u.se regions as the unit of analysis. 
Part IIB examines the relationship bet¬ 
ween public expenditures in infrastructure 
and regional growth. 

IIA: Emkroinc Role or Regional 
Economies 

Higgins and Savoie (1995) suggest that 
we are in an era of extreme fluidity and 
flexibility regarding the location of indu.s- 
try, agglomeration and deglomeration, 
integration and disintegration, and 
polarisation and ‘polarisation reversal’. 
Region-states are gaining more impor¬ 
tance in terms of their compctitivene.s.s in 
the local as well as the global economy. 
Ohmae (1993) indicates that region-states 
arc the primary unit of interaction in a 
borderless economy and that they are 


shaped by the demands of Die global 
economy, rather than pofittcal entities. He 
also asserts that successful multinationtd 
corporations are increasingly gaining 
access into markets directly through re¬ 
gions. rather than national capitals. Cen¬ 
tral governments have little control over 
consumer preferences, and workers in a 
region are inclined to develop loyalty to 
employers rather than to a central govern¬ 
ment. 

There are several deflnitions of regions 
that can be used for planning and policy 
purposes. In addition to administratively 
denned regions, other dennilion may 
include rapidly growing 'urban regions’, 
functional or economic regions, agro- 
ecologically defined regions, watershed 
management areas, and so on - where a 
region is considered to be an “area that 
shares a common problem”. The empirical 
work in this paper uses the .state as the unit 
of analysis primarily because it has expen¬ 
diture responsibilities and taxing powers.^ 

Hansen (1990) examined the key fac¬ 
tors involved in tlic remarkable economic 
turnaround of Mediterranean France, 
which had traditionally been considered 
to be a peripheral /.one within the national 
economy (draws on the core-penphery 
relationship, where the periphery lags 
behind the core). Han.sen looked at the role 
of non-cconomic factors that influenced 
the location choices of households and 
rirm.s, and the role of technological inno¬ 
vation. service activities, and .small and 
medium-si/ed entcrpri.ses (SMEs) in the 
regional development process. Hansen 
found that efficient organisation of produc¬ 
tion was strongly associated with flex¬ 
ibility and vertical disintegration. There 
are a variety of circumstances that can 
encourage vertical disintegration. Frag¬ 
mentation may ari.se where there are (a) 
segmented labour markets (some work 


dcncc of public infrastnicturc inve.stmenis 
intiucnccd the development patterns of 
lagging, intermediate and leading Indian 
.states. 

This paper is divided into four main 
parts. Part I provides the background and 
motivation for this study. Part II high¬ 
lights the need to examine regions as the 
unit of analysis and reviews the relation¬ 
ship between infrastructure investments 
and regional growth. Part HI examines the 
efficacy of infrastructure investments in 
the development of Indian states. This 
section presents the data, choice of method¬ 
ology, model specification, and results 
from the empirical analysis. Part IV pre¬ 
sents .wmc policy implications and direc¬ 
tions for future research. 


Tabij= I: Regional Variation in Per Capita OinrpiT 


State 

Per Capita GDP- 
1981 (1981 Rs) 

Per Capita GDP - 
1991 (1981 K.S) 

Annual Rate of 
Growth (Per Cent) 

Bihar 

917 

1192 

3.00 

Rajasthan 

1222 

1942 

5 89 

Uttar Prjde.sh 

1278 

1613 

2.62 

Ons.sa 

1.414 

1383 

0..53 

Assam 

1317 

1805 

371 

Madhya Pradesh 

I.3.S8 

1708 

2.58 

Andhra Pradesh 

1.380 

1779 

2.89 

Tamil Nad. 

1498 

2275 

.5.19 

Kerala 

1.S27 

2049 

2.04 

Karnataka 

1527 

2049 

3.42 

West Bengal 

1612 

1946 

2.07 

Cujaral 

1940 

2654 

3.68 

Haryana 

2370 

3467 

4.63 

Maharashtra 

2435 

3438 

4.12 

Punjab 

2674 

.3754 

4.04 


Smtnf Erontmir Survey of India. 
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ing regional development) on regionaf 
growth is provided. 

IIB: lNi R.\sT«i(cniRn and Recuonal 
Growth 

The role of infraMructure in regional 
economic development has often been ex¬ 
amined since the second world war. 
Dennition.s of iniraslructurc vary widely 
from economic and stnial overhead capi¬ 
tal to the general provision of public 
goods.The concept of social mfrasiruc- 
ture ha.s been traditionally linked to edu¬ 
cation, health, social and recreational 
support and partly to environmental con- 


tasks can be subcontracted out from firms 
in primary labour markets to firms in sec¬ 
ondary labour markets); (b) uncertain or 
unstable markets; (c) existence of signifi¬ 
cant specialisation economics, and varia¬ 
tion in optimal scales of output among 
different production .stages. 

The economic performance of these 
regions influence the economic competi¬ 
tiveness of nations. Richard.son and 
Townroe (1986) motivate the discussion 
on economic growth and regional dispari¬ 
ties by sugge.sting that regional disparities 
in developing countries are a consequence 
of economic growth. They formulate the 
hypothesis that if economic growth is 
related to the links between a particular 
country and the world economy, then 
regional economic disparities within the 
country are likely to ^ wider than that 
in a cio.sed economy. 

The objectives of regional development 
can be accomplished through a set of 
strategies. Some of these strategies relate 
to migration, rural development, and in¬ 
dustrial development. A review of exist¬ 
ing literature [Markusen 1994; Higgins 
and Savoie 1995; Richardson 1978; 
KichaFd.son and Townroe 1986] shows the 
use of migration strategics of moving 
people to jobs (Thailand. Mexico, Indo¬ 
nesia, Korea), economic base diversifica¬ 
tion through expansion of industrial sec¬ 
tors (Thailand, Mexico, north-east Brazil, 


An important issue in the fields of 
regional science and development eco¬ 
nomics is whether initially lagging econo¬ 
mies subsequently grow faster and catch 
up to those that had higher initial endow¬ 
ments. While income differentials between 
countries are extremely large, income 
diflcrentials within regions of a given 
country can also be significant. 

the context of the preceding discus¬ 
sion. It becomes very important to under- 
stand^thc determinants of development of 
sub-nit)ionai regions. In an era of regional 
identities, the one size fits all paradigm 
u.sed by governments should gradually 
give way to region-specific policies that 
draw upon regional comparative and 
competitive advantages. In IIB, a discus¬ 
sion on the etfecls of infiustructurc invest¬ 
ment.*. (a particular instrument forpromol- 


cerns (Haynes 1991]. This human capital 
perspective is augmented by a direct 
orientation to the welfare of human re- 
.sources and its consequences, which is 
assumed to increase lafxrur productivity. 
Economic infrastructure is also viewed as 
a complement to productivity. In this 
section, a review of the recent debate on 
issues surrounding economic infrastruc¬ 
ture is provided as a link to the empirical 
work on Indian states. 

The availability and quality of reliable 
economic infrastructure'* appear to influ¬ 
ence economic productivity and social 
welfare in at least two basic ways. These 
are: ^ 

(1) Direct contribution to output (aug¬ 
menting the productivity of private in- 
puts)-, infrastructure as an intermediate 
public gtxid takes part directly or indi¬ 
rectly in production prirccsses. For ex- 


Tabli: 2; Empihk'al EsTiMArts ioh LAiXiiNC States 


Variable 

OL.S 

OL,S (Pixed 
Effectsi 

Seemingly tJnrclated 
Regression (SDK) 

Two Stage 
Least Squares 

Private capital invcMim-nl (PVK) 

0 I6 .S 

-0 007 

-0 004 

0 070 


(4 .10)* 

(-021) 

(-0.28) 

(0.67) 

Public infrai.(ructuiv (economic) 

b I2<) 

-0.142 

-0 059 

-0.23 

investment (PHY) 


(•2 I.S)»* 

(■•1 .72) 

(-2.69)* 

Public infrastrudure (.social) 

-0 I7.S 

0 294 

0.2 

0.319 

investment (.SOC) 

(-3.92)‘ 

(4.25)* 

(4.81)* 

(7-67)* 

Pnvatc employment (PEM) 

-0.09.^ 

0.30J 

0.227 

0.36 


(-2..17)** 

(2.8.7)* 

(2.78)* 

(2.71)* 

0.6S 

0 88 

0.88 

F -staiisiic 


115.76* 




nc)rth-ea.st Malaysia. Argentina), and 
decentralisation of economic activities 
(Thailand. Kenya, Argentina, Mexico). 
Fiscal policies have traditionally been used 
to stimulate the development of lagging 
regions.' Instruments for promoting eco¬ 
nomic development in particular regions 
include infra.structure investments, sub¬ 
sidies to capital and to labour, fiscal incen¬ 
tives and import controls, intervention in 
the location of public sector employment, 
development of secondary cities and 
growth centres, and administrative 
decentralisation. 


Tabif .T. EMMRK'At Estimates for iNTERMbiuATt States 


Variable 

OLS 

OLS (Fixed 
Effects! 

Seemingly Unrelated Two Stage 
Regression (SUR) Ixxst Squares 

Private capital investment (PVK) 

0.073 

-0 012 

-0(8)5 

0 024 


(7-65)* 

(-0 59) 

(-0 57) 

( (».93) 

Public infrastructure (economic) 

0.026 

-0 007 

-0 002 

0016 

invcsimral (PHY) 

(1.68)** 

'* (-0 48) 

(-0 19) 

(0 67) 

Public infrastructure (social) 

0.096 

0.23 

0.212 

0 23 

investment (StX;) 

(7.561* 

(8 01)* 

(15 87)* 

(6,15)* 

Pnvale employment (PEM) 

-0.108 

-0 177 

■0 177 

-0.078 

R* 

(-3 06)* 

(- 1 71) 

(-6,67)* 

(-0 49) 

0 70 

0 8<) 



F-slatistic 

75 94* 

1,54 52* 
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ample 'transport and communications 
networks and energy can be distinguished 
as intermediate public goods with a direct 
effect on productive activities. 

<2) Enhances a region's amenities and 
influence location decision of private 
inditstry: Infrastnicture offers incentives 
to individuals and firms when they con¬ 
sider establishing their residence or locat¬ 
ing a business or industry. 

However, it must be noted that the 
relationship between infrastructure and 
economic growth is not monocausal. In 
addition to the causal link between infra¬ 
structure and regional development, there 
is also a feedback effect from regional 
development to infra.structurc. Thus, in 
order to assess the importance of physical 
infrastructure in promoting growth it may 
be pertinent to address the productivity 
impact of infrastructure and the relation¬ 
ship between infrastructure and other 
factors of production especially private 
capital. These issues arc addressed in this 
part of the paper. 

Productivity impact of iitfrastructure: 
Several empirical studies have tc.stcd the 
relationship between publicly financed 
infrastructure and economic growth. Most 
empirical studies have estimated neo-clas¬ 
sical production functions in which infra- 
.structure invc.strncnt is treated as an input 
to production. In the US, public infrastruc¬ 
ture has been shown to have positive and 
.stati.stically signif ^canl effects on per capita 
GDP at the national level (Aschaher 1989 
(.39, .24); Munnell 1990 (.33); Lyndeand 
Richmond 1993 (.20) - ngurc.s in paren¬ 
thesis arc elasticities]. State level studies 
have found elasticities lower that national 
level estimates [Munnell and Cook 1990 
aandb(.06, .01 );HoItz-EakinandSchwan/. 
1995 (.03)1, and metro level studies have 
shown that elaticitics of physical infra¬ 
structure arc low and insignificant in .some 
cases lEberts 1986 (.03); Crihficid and 
Panggahean 1995 (insignificant)]. In most 
of these studies the explanatory variables 
have been considered exogenous, and rates 
of change in per capita GDP or per capita 
personal income have been used as indi¬ 
cators of economic growth. 

An interc.stiiig issue emerges from these 
studies IS that the scale of analysis influ¬ 
ences the size of output ela.sticities of 
infrastructure suggesting aggregation prob¬ 
lems. The elasticities decrease progres¬ 
sively with reduction in geographical 
focus. Using slate level data for the US. 
Munnell and Cook (1990) found the elas¬ 
ticity of public capital was less than half 
of that corresponding to the national level. 
A similar reduction occurred when disag¬ 
gregated state and local data were used for 


'iuialysis (Holtz-Eakin and Schwartz 1995; 
Crihfleld and Panggabean 1995]. These 
studies conclude that, at the state and 
metropolitan level, even though public 
infrastructure is essential to economic 
performance, it does not have a significant 
impact on marginal productivity. At the 
metropolitan area level. Eberts (1986,1990) 
estimated elasticities of output through 
infrastructure to be less than 10 per cent, 
in contrast to Aschauer's estimation of 
approximately 40 per cent at the national 
level. 

Hulten and Schwab (1993) point out 
that the effects of increases in public capital 
will be greater in the initial stages of 
development, when the stock of capital is 
relatively low. than in mature societies. 
This would indicate that time periods under 
consideration influence outcome and stud¬ 
ies as those done by Aschauer would have 
differed in the initial years (say 1949- 
1970) and the latter years (1971 -1985) of 
his study. Thus, the methodology used by 
A.schaucr (1989) appears to have o^er- 
c.stimated the total impact of the producti¬ 
vity of public capital. This is consistent 
with Mas ct al’s (1995) study on Spanish 
regions for the j^riod 1964-91 that con¬ 
cluded that while public capital stock of 
infrastructure significant positive effect 
on per capita gross value added at factor 
cost (estimated elasticity is 8 percent), the 
eia.sticities derived from the same model 
for different sub-periods of 1964-91 re¬ 
vealed that the effect of infrastructures on 
the productivity of Spanish regions de¬ 
creased over time. These findings suggest 
that the initial slock of infrastructure is im¬ 
portant in determining itseffects on growth. 


Higher initial endowmenfs possibly ttans- 
late into smaller impacts on out^t. 

litfrastructureandprivale capital: There 
are several studies suggesting that public 
investment in infrastructure and private 
investments are complementary. These 
studies are based on examining die relation¬ 
ship between infrastructure and private 
capital in industrialised and developing 
countries. 

Seitz and Licht (1992) examined the 
relationship between infrastructure and 
public capital for 11 federal states in (West) 
Germany for the period 1970-1988 using 
a tcans-log cost function. Their study 
concluded that public capital (infrastruc¬ 
ture) formation encourages private invest¬ 
ment. The study also empirically demon¬ 
strated that a distinction between invest¬ 
ment in structures versus equipment is of 
critical importance in the context of pri¬ 
vate capital because the effects on the 
former are of far greater importance than 
the effects on the latter. 

Greene and Villanueva (1991) analysed 
private investment data for 23 developing 
countries over the period 1975-87 and 
showed that the ratio of public sector 
inve.stment to GDP had a significant 
positive effect on the ratio of private sector 
investment to GDP. Pooled annual time- 
series cross-section data for nine countries 
- Barbados, Costa Rica, the Dominican 
Republic, Guatemala, Haiti, Honduras. 
Mexico. Panama, and Trinidad and To¬ 
bago - for the period 1971-79 show that 
the level of public sector investment has 
a positive effect on private investment 
[Blejer and Khan 1985]. Specifically, 
the study concluded (hat infrastructure in- 
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vestments (as proxied by the longer-term 
trend level of real public investment) 
exeit a positive influence on real private 
investment. 

One of the important aspects of infra¬ 
structure investments is that they have 
different short- and long-run effects. Most 
of the literatures on infrastructure produc¬ 
tivity and economic analyses suggest that 
short term effects arc in the form of in¬ 
creases in employment (construction) and 
long-term effects include both changes in 
employment and private output. A recent 
study by Shah (1992) tested these effects 
using a system of non-linear equations 
consisting of variable cost function and 
derived input demand equations for 26 
Mexican three-digit industries (970-1986). 
The findings revealed that public infra¬ 
structures (electricity, communication, and 
transportation) have a weak complement¬ 
arity with private capital only in the long 
run. However, labour shows complement¬ 
arity with infrastructure in both short- and 
long-run with the degree of complement¬ 
arity being higher in the short run as 
opposed to long run. 

In addition to the complementary ef¬ 
fects of public infrastructure investment 
and private capital, infrastructure influ¬ 
ences location of private industries. B.'itik 
(1985) suggests that road linkages emerge 
as an important factor influencing the 
location decision of the rinns.Baftik( 1985) 
used a conditional logit model estimated 
with Dunn and Bradsireet 1972 and 1978 


data for 1607 manufacturing plants to 
analyse business location decisions. The 
results indicated that public infrastruc¬ 
ture, e g. roads can attract new business. 
A 10 per cent increase in the number of 
miles of road increases new business loca¬ 
tion by about 4 per cent. Button. Leitham, 
McQuaid, and Nelson (J995) conducted 
a survey of nev. premises in the industrial/ 
business park zoned land of Strathclyde 
region of Scotland for the period 1981- 
91, where road linkages emerged as the 
mo.st highly rated factor influencing the 
location decision of the firms. 

In addition to the complementarity 
between public infrastructure and private 
capital that enhances output and incomes 
in a region, it is possible that infrastructure 
investment may influence regional dis¬ 
parities by changing the competitive and 
comparative advantages of neighbouring 
stales. When factors of production are 


mobile, public infrastructure investments 
in one location can draw production away 
from otherTocations. For example, infra¬ 
structure investments in region X may 
lead to enhanced productivity in region X, 
and may also have significant (positive 
and negative) spillovers in region Y. This 
could lead to a change in regional com¬ 
parative advantages and may increase 
regional disparities. Boamet (1997a) re¬ 
cently used data for California counties 
from 1969 through 1988, anddemonstrated 
that such negative spillover effects are 
shown to exi.st m the case of street and 
highway capital. The analysis shows that 
changes in county output are positively 
associated with changes in street and 
highway capital within the same county, 
but output changes are negatively asso¬ 
ciated with changes in street and highway 
capital in other counties. These results 
suggest that irfmstructure-rich locations may 


Table 4: Emmiucal Estim^tfi for Leaung States 


Variable 

OL.S 

OLS (Fixed 
Effects) 

Seemingly Unrelated Two .Stage 
Regression (SUR) Lca.st .Squares 

Private capital investment (PVK) 

-0.045 

-0 011 

-0 02 

-0 018 

(-1 -56) 

(-0.52) 

(-1 72)*** 

(-0.70) 

Public infrastructure (economic) 

-0.11.5 

-0 062 

-0.045 

-0.074 

investment (PHY) 

(-2.55)*» 

(-1.81)*** 

(-4 20»* 

(-1.05) 

Public infnistnicture (social) 

0.418 

0.507 

0.525 

0.544 

inveslmeni (SOC) 

(7.72)* 

(6 55)* 

(11 97)* 

(4.53)* 

Private employment (PEM) 

-0.291 

-0 056 

-0 219 

-0 193 

(-9.1)8)* 

(-0 24) 

(-1 45) 

(-0.62) 


0 72 

0.9 i 



F-slatistic 

25.45* 

118 01* 
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gam output at the expense of the places 
from which factors ofproduction migrated. 

The review of select issues linking 
physical infrastructure and economic 
growth suggests that infrastructure invest¬ 
ments influence regional growth. How¬ 
ever, the effects of these investments on 
output, incomes, and private capital for¬ 
mation depend on level of development, 
initial endowments, and inter-jurisdictional 
spillovers, among other factors. It is 
important to be sensitive to temporal and 
spatial effects of these investments during 
policy making as well as estimating the 
reiation.ship between these factors. 

The following pan of the paper presents 
results from a study of the Indian economy, 
and (bcuses on the effects of economic and 
social infrastructure investments on re¬ 
gional output in Indian states. The empiri¬ 
cal findings from the study have been 
linked to some of the key ideas that emerge 
from the review of the literature. 

Ill 

Understanding the Role of Public 
Infrastructure in Regional 
Development: Analysis of the Indian 
ExperieiKe 

The role of public infrastructure in 
regional growth was reviewed in the 
previous part of the paper. The results of 
an empirical study to test the efficacy of 
these investments in facilitating growth in 
IS Indian .states is presented in this part 
of the paper. The empirical work exam¬ 
ines the role of public infrastructure in¬ 
vestments in lagging, intermediate and 
leading Indian states. India appears to be 
a suitable laboratory for examining re¬ 
gional growth due to the availability of 
reliable data, and diversity in geographi¬ 
cal, economic, and cultural conditions. 

Part IlIA forwards the hypothesis, 
methodology, and dc.scription of data. Part 
IIIB presents results from the empirical 
analysis and provides some interpreta¬ 
tions of the results. 

UIA: HvpoiiiKSis, Mitiioixm.(xjy, and 
DfescRimiN or Dai a 

The varying effects of infra.struclure in 
stimulating growth in lagging, intermedi¬ 
ate and leading Indian states are examined 
in this part of the paper. The hypothesis 
being tested is that leading, intermediate 
and lagging regions are structurally dif¬ 
ferent, and infrastructure investments 
influence growth in these regions through 
different pathways. 

Sources of Data' Data for the empirical 
studies were obtained from the National 
Institute of Public Finance and Policy, 
Society for Development Studies, Reserve 


Bank of India Bulletins and the National' 
Census. The highway network figures were 
obtained from the ministry of surface 
transport, government of India. Data 
sources for gross energy generation are 
Public Electricity Supply All-India 
Statistics (various issues), Diepartment of 
Power, ministry of energy; and Kendriya 
Vidyut Pradhikaran, Gram Vidyutikaran 
Nideshalaya CEA, New Delhi. Data 
sources for public investment figures 
include annual budgets of the state gov¬ 
ernments and the Reserve Barrie of India. 
Data for the number of hospital beds are 
reported in Health Information in India 
(various issues). Directorate of Health 
Services. Other data sources include 
the Economic Survey of India, and the 
Annual Survey of Industries. 

The collection and assimilation of data 
sets is one of the mo.st challenging features 
of conducting empirical research in 
developing countries. This has been the 
case for the .study of the Indian economy 
where assimilating data from various 
sources was a cost and time intensive 
exercise. 

Methodology: A common econometric 
approach is to estimate a modified Cobb- 
Douglas production function in which 
infrastructure investment is treated as an 
input to production. F.arlier econometric 
studies on the relationship between pro¬ 
ductivity and infra.structurc investment 
carried out by Aschauer (1989). Munnell 
(I990>, and Hojtz-Eakin (1992), as de¬ 
scribed before, included the stixk of public 
capital in an aggregate production fiinc- 
tion. The production function without 
public capital is written as: 

•Cl 

Q,( = output in region (i) in time (I). 
L„ = employment in the private sector in 
region i, lime t; K„ = private capital in- 
ve.stmcnt in region i, time t The govern¬ 
ment capital stock (G) is included in the 
relationship by modifying (I). 

Q„ = PoLi P>K, ^G. P-’e*“ ...(2) 

Taking logs of both sides of the Cobb- 
Douglas functional form, and denoting 
the operational variables for private capi¬ 
tal investments (K), private employment 
(L), and public infrastructure investments, 
we get: 

InQj, = Po + P.InPEM,, + PjInPVK,, 

+ P:;lnPnY„ + P 4 lnSOC„ -r e„ ...(3) 

where PEM represents private employ¬ 
ment. PVK repre.sents private investment. 
PHY stands for public investments in 
economic (physical) infrastructure and 


• 

SOC represents pitbHc investment toisodiri 
infrastrur^re. 

In this'paper, public expenditure in 
economic and social infrastructure, pri¬ 
vate investment, and private employiiKnt 
have been used as explanatory variables 
for per capita state domestic product 
(SDP). Data for public expenditures were 
obtained from the state budgets. Public 
economic infrastiuetuteexpenditures were 
calculated by summing aimual state ex¬ 
penditures on transportation, power, tele¬ 
communication and irrigation. Public 
social infrastructure expenditures were 
calculated by following the same proce¬ 
dure for education, water supply and 
sanitation, and medical and public health. 
Private investment was measured by 
the annual loans disbursed by All India 
Financial Institutions (AM) to the private 
.sector. These data were available at the 
stale level. Private employment is mea¬ 
sured by the end of year employment in 
the private sector. (Output elasticities of 
lhc.se variables are taken to examine the 
contribution of each factor in explaining 
stale level economic growth. 

IIIB: Results from Empirical Analysis 
AND LiNKAGbS wmi POLICY 

The Cobb-Dougla.s framework used in 
the empirical analysis computes the out¬ 
put elasticities of private employment, 
private investment, public expenditures in 
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socikl (water supply and saniution, edu¬ 
cation', medical and public health) and 
economic (tran.sportation. power, ini^- 
tion) infrastructure. The elasticity esti¬ 
mates the per cent change in output (per 
capita GDP) with a 1 per cent change in the 
explanatory variable (capital and labour). 

The states were classified as lagging, 
intermediate, and leading based on per 
capita state domestic product. The cla.s- 
sifleation of lagging states is consistent 
with the Planning Commission's defini¬ 
tion of backward states. The lagging states 
in the study are Bihar, Madhya Pradesh, 
Orissa, Rajasthan, and Uttar Pradesh; 
intermediate states are Assam. Karnataka, 
Andhra Pradesh. Kerala. Tamil Nadu, and 
West Bengal; and the leading states are 
Punjab, Haryana, Maharashtra, and 
Gujarat. The results from the empirical 
study are presented in Tables 2. 3, and 4. 
The rationale for using separate regional 
panels and not including ail states together 
is that the.se states have different levels 
uf development and the infrastnicturc 
productivity literature (sec review in 
Section II) suggests that the effect of 
infrastructure investments are sensitive to 
level of development and initial endow¬ 
ments. This supports the hypothesis that 
leading, intermediate and lagging regions 
are not homogeneous but are siructuraily 
different and need to be examined .sepa¬ 
rately. 

The model was estimated u.sing a Cobb- 
Oouglas specification. The production 
function was estimated using several 
estimation procedures. These include the 
Ordinary Least Squares (OLS) model. 
Fixed Effects (FE) model. Seemingly 
Unrelated Regre.ssion (SUR) model, and 
the Two Stage Least Squares CfSLS) 
model. Various estimation methods were 
u.sed ID examine the sensitivity of the 
estimates to model .specification. For the 
three panels examined in the study, the 
OLS methcxl dr>es not appear to account 
for inter-state differences through the 
common constant term. The FE model is 
a better specification to account for dif¬ 
ferences across states i n the regional panels. 
Some interpretations uf the results for the 
lagging, intermediate and leading states 
are presented below. 

For the lagging states in the study, results 
from the FE model indicate that public 
investmenu in economic infrastructure 
display negative output elasticity. This 
implies that at the margin, an increase in 
economic infrastructure investment has 
negative effect on regional output. Similar 
negative elasticities are observed using 
the SUR and the TSLS estimation meth¬ 
ods. Ihivate capital investments do not 


display significant output elasticities. 
Public invc.siincnis in social infrastructure 
and pi I vale employment consistent ly show 
positive output elasticities across the three 
estimation procedures (FE, SUR, TSLS). 

These results indicate that srK'ial infra¬ 
structure has a positive effect on growth 
in lagging Indian states. Improvements 
in health care and education facilities 
contribute to the formation of better 
qualified and healthier labour force 
directly translating to higher productivity. 
State govet nment policies in lagging states 
may be best suited towards inve.sting in 
.social infrastructure as well as developing 
a pro-business environment Pin vale empby- 
ment, also a significant determinant of 
growth in lagging states, is strongly in¬ 
fluenced hy availability of trained and 
well qualified force. The lack of adequate 
human capital may be an importam re -.son 
for the low levels of regional output as 
well as sub-optimal utilisation of private 
capital. 

In the case of intermediate states, public 
expenditure on social infrastructure ap¬ 
pears to have strong positive (statistically 
significant) output ela.sticitics. The results 


from tlie various estimation methods (FE 
SUR, TSLS) .suggest that the output ela.s 
ticity of social infrastructure investment 
range from 0.30 to 0.34. The estimate 
for private investment, public ccor.omi 
infrastructure investments, and privat< 
employ ment are cither ncgati ve or insigni 
ficant. 

The leading states in the study shnv 
results similar to those obtained for inter 
mediate states. Private investment, publl 
economic infrastructure investment, ani 
private employment have eithera negativ 
or insignificant effect on regional output 
On the other hand, social infraslruclun 
investments have positive and significan 
effects on regional growth with el.Tsiicilic: 
ranging from 0.31 to 0.34. 

A common theme then emerges across 
all states is (hat iiivestinents in .socia. 
infra.siruciurc have positive effects or 
regional growth. Investments in educa¬ 
tion, public health, and water supply and 
sanitation have externalities and cleat 
public good elements. This theme i: 
consistent with the works of Niles Hanser 
(1972) and olhei prominent scholars in tht 
fields ol regional .science and economii 
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deveiopment who suggest thet the quality 
of human capiul ranks very high in the 
development of lagging areas. These re¬ 
sults are transferable to the leading states 
as there exist significant intra-^te dis¬ 
parities in the leading states with polarised 
growth occurring around major urban 
centres. For example, in 1993 the per 
capita output for Mumbai was estimated 
at Rs 8,633 [Society for Development 
Studies I99S] compared to Rs 3,696 for 
the state of Maharashtra. Hie large popu¬ 
lation base in Mumbai coupled with high 
output would tend to .skew the state level 
per capita output data, and not take intra¬ 
state variations into account. State level 
analyses do not highlight intra-state 
disparities, and the output effects of 
social infrastructure may be more visible 
in the tagging areas of the leading states, 
rather than the state as a whole. More 
disaggregated studies at the district level 
would be necessary to examine this hy¬ 
pothesis. 

We are familiar with the disadvantages 
lagging areas face due to detlciencies in 
health, education, and labour force train¬ 
ing. However, in addition to the clear 
linkages with economic productivity, lack 
of investment in human resources also has 
adverse effects on the political and busi¬ 
ness leadership of these areas. It is quite 
likely that lack of alternative opportunities 
coupled with selective out-migration have 
removed dedicated, well-educated, and 
motivated men and women whose views 
extend beyond limited local horizons. In 
an era of change and liberalisation, invest¬ 
ment in human resources will be critical 
for developing the comparative advantage 
of less developed areas. 

IV 

Policy Implications and Direction 
for Future Research 

Regional development instruments used 
across the world have been varied and 
their impact has not necessarily been 
uniform. In most casus, it has been dif¬ 
ficult to isolate the efficacy and impact 
of individual instruments, as regional 
deveiopment is a function of many activi¬ 
ties. 

In most cases, ‘su.stainable' regional 
development is not likely to take place if 
the regional employment ba.se is not 
developed. Fi.scal policy, monetary policy, 
and public expenditures have been the 
normal routes to attain balanced regional 
deveiopment. The evidence on the effective¬ 
ness of these routes to regional develop¬ 
ment is not adequate to have confidence 
in their appropriateness as growth instru¬ 
ments, especially in developing countries 


'iltiere regional poverty is of {wimary 
concern. 

In addition to provision of infrastructure 
and diversification of the regional eco¬ 
nomic base, income and employment 
generation activities have been important 
regional development objectives. How¬ 
ever. fiscal policies have traditionally 
focused on attracting investments by 
providing tax incentives through a combi¬ 
nation of depreciation allowances, invest¬ 
ment allowance, and export promotion 
discounts, among others. Rscal measures 
like commodity taxation, including sales 
tax which are found to be shifted forward, 
and VAT that reduces double taxation of 
goods in the production cycle, also seek 
to reduce operational costs of industries 
and contribute to higher rates of return. 
None of these fiscal instruments seek 
to directly influence the employment 
generation process. Public expenditures 
may be a more effective strategy than 
investment stimulating fi.scal breaks for 
stimulating regional growth, provided that 
the activities are properly a.sses$ed and are 
not provided across the board (targeted), 
as is often the case in public expenditure 
programmes. 

The direct impact of fi.scal policies on 
regional development, especially in low- 
income situations has not been noticeable. 
A major limitation in most studies evalu¬ 
ating the efficacy of flscal policies has 
been the inability to simulate the counter- 
factual. To quote Lent (1967), “It is 
impossible to determine conclusively the 
'success* or ‘failure’ of any country's 
investment-incentive programme because 
we do not know what the record would 
have been in its absence”. In this regard, 
development of methodologies to specify 
the counterfactual and collection of reli¬ 
able data should be very high on the 
re.search agenda of studies mapping the 
relationship between fiscal policies and 
regional growth. 

In early stages of development, invest¬ 
ments in network infrastructure may be 
the most important contributor to regional 
economic growth. However in the long 
run - in intermediate and latter .stages of 
development investments in soft infra¬ 
structure like human capital formation, 
institutional co-ordination, infrastructure 
to reduce transaction costs and improve 
entrepreneurial capabilities in a region are 
likely to emerge as important factors in 
stimulating regional growth. Other factors 
like fiscal breaks, subsidised credit, infra¬ 
structure development through public 
expenditures, liberal planning norms, and 
streamlining of administrative procedures 
and regulatory mechanisms can at best, be 


siqspdrti ve demenu in the developtnent 
of lagging regions. 

Direaim for fiaure research: In most 
developing countries, the absence of 
reliable databases at the regional level 
reduces the scope of ompirical testing. 
Dau collection and dissemination at the 
regional level needs to be high on the 
research agenda in developing countries. 
In India, the availability of public invest¬ 
ment and private investment data at the 
district level would be useful for examin¬ 
ing intra-state as well as inter-state growth 
effects. Another important contributimi 
that could be made to the existing body 
of knowledge would be the inclusion of 
concepts of theoretical spatial economics 
and spatial econometrics inempiricalstud- 
ies. Identifying the spillover effects (both 
positive and negative) of network infra¬ 
structure is very important for policy 
decisions regarding potential regional 
competition and co-operation for infra¬ 
structure investments. 

While this study has not shown positive 
linkages between economic infrastructure 
investments and regional economic 
growth, it would be naive to .say that the 
stock of infrastructure does not influence 
economic performance at some level. The 
simple uni-dircctional causal model does 
not appear to capture the multiple impact 
path-potentials between infrastructure and 
growth. Further, there appears to be issue 
of appropriate aggregation levels. In ad¬ 
dition to being sensitive towards scale and 
spatial issues, model specification and 
development of conceptual linkages are 
central to work on infrastructure producti¬ 
vity. The explanatory variables in most 
empirical .studies (including this study) 
arc considered to be exogenous to the 
model. However, it has not been deter¬ 
mined whether the neo-classical produc¬ 
tion function approach used in most models 
is an appropriate functional form to .specify 
the relationship bet\ een infrastructure in¬ 
vestments and economic growth. Hence, 
the statistical results may partially be a 
product of model mis-specification. The 
use of better econometric specifications 
(includes endogenous models, accounting 
for spatial spillover effects) significantly 
reduces the elasticity of public infra¬ 
structure as a component of economic 
growth [Gramlich 1994; Boamet 1997a. 
1997b; Kelejian and Robinson 1997]. The 
cost and time involved in developing 
these models at the regional level in a 
developing country like India has limited 
the .scope of such empirical testing at the 
present time. However, such extensions 
need to be part of the future research 
agenda. 
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Notes 


[I wouM like to thank, without implicating 

Kingsley Haynes, Roger Stough. Vinay Lall. 

Saajoy Chakravoity, George Pomeroy, Peter 

Arena, and Sanjay Maiwah for helpfol commenu 

and advice.) 

1 Stale Domestic Product reported in cunent 
prices. 

2 It must be noted that there are drawbacks to 
this approach. If regions are confined to 
administrative boundaries (i e. states), then it 
is possible that the average income in the state 
does not correctly reflect internal disparities. 
There may be poverty issues that ne^ to be 
examined by defining regions across slates or 
sub-regions within a state. 

3 National and regional development strategies 
have often been related to patterns of infia- 
strocture investment [Rosenstein-Rodan I <143: 
Nurske 1953; Hirschman 1958; Nadin 1970). 

4 Economic infrastructure includes roads, streets, 
bridges, telecommunications, power, water 
treatment and distribution systems, irrigation, 
waterways, airports and mass transit. 
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DISCUSSION 


Education Guarantee Scheme 
What Does It Claim? 

R Ckipalakrishnan 
Amita Sharma 


RAHUL (.EPW, January 0, 1999) chal¬ 
lenges what he terms ‘*tall claims” made 
by us in our discussion of the Education 
Guarantee Scheme of Madhya Pradesh 
(EPW, September 6,1998). It would have 
contributed to a more pointed discussion 
if he had raised facts to counter the so- 
called ‘claims’ by .sharing his experiences 
of how the EGS is shaping on the ground 
rather than tilt at hypotheses. He has also 
chosen to ignore the conceptual analysis 
in our paper which explained the ratio¬ 
nale. and the context which led to the EGS. 
His observations nevertheless merit dis¬ 
cussion becau.se they relate in general to 
the concern for quality education and 
because they provide an opportunity to 
elaborate on some of the issues raiscxl in 
our paper. 

First, let us take the claims. EGS did 
make the claim that simple solutions 
engineered through community participa¬ 
tion supportcvl by loc:U governments like 
panchayats and the state government can 
quickly close the gaps in access to school¬ 
ing facility. In our opinion this had to 
precede any other i.ssue and the elite of 
this country ought not to have even a right 
to discuss primary education unle.ss it has 
ensured this as a basic right. Recently 
Amaitya Sen while releasing the PROBE 
report (Public Report on Basic Education) 
in Delhi on January 2 drew attention to 
the ‘curriculum debates' that occupy our 
attention even when basic schooling fa¬ 
cilities are denied to millions of our chil¬ 
dren. The ‘‘(all claim" made in our paper 
has really been the ability to univcrsalise 
access in a time-bound manner through 
EGS. We quote, "The EGS was in short 
an effort of the state government to 
universalise access to schooling facility 
focusing on the hitherto unreached .sec¬ 
tions in the quickest possible time”. 

That access is a problem and a major 
impediment to steady participation of 
children in schools needs to be understood 
clearly both in terms of the scale of the 
problem and its complexity. The PROBE 
report exposes the myth that schools are 
available while the latest annual report 
(1997-98) of the department of edu¬ 
cation, government of India, claims that 


"accessibility of schooling facilities is no 
longer a problem". PROBE notes that “not 
just physical distance but also social dis¬ 
tance creates barriers to schooling since 
villages are divided into separate hamlets 
and children may be unwilling to go from 
one hamlet to another”. Well, we in 
Madhya Pradesh had already acknowl¬ 
edged this as early as 1996 wlien our house 
to house survey through the Lok Sampark 
Ahhiyan which was a detailed mapping 
of gaps in access to .schooling facilities 
revealed the gap and, as we wrote, “the 
EGS was created in response to this need”. 
Ihere were .several areas that remained 
unserved by the schooling system. In 
addition a.s our paper pointed out, the 
problem of access was complicated by the 
distinct “habitation pattern of tribal areas 
where people live in dispersed habitations 
called majra, tola, phalia” which “meant 
that even if a school came up in one hamlet 
of the village, several hamlets of the same 
village could not access it because they 
were often as much as 5 km away from 
the main village”. 

The problem of geographical access is 
linked with social factors and most often 
the hamlets on the periphery of the main 
village tended to be those inhabited by the 
scheduled caste or scheduled tribe groups. 
How this fundamental difference made by 
the EGS in providing first-time access, 
after .^0 years of political democracy, to 
these deprived children has been over¬ 
looked by Rahul beats our understanding. 
In the 19.860 hamlets where schools have 
now opened, there was simply no pre¬ 
existing facility. 

Now let us take the issue of quality. 
Before even we begin discussing this 
issue we would like to state a very amus¬ 
ing experience. Our experience has been 
(hat ever since the EGS started as an al¬ 
ternative community-centred model, 
some of the mo^t ardent critics of this have 
been from (he NGO sector who never tired 
of telling governments on the need to 
move to community-centred alternatives. 
Suddenly they see a role abnegation by 
the state and our simple question is why 
was the non-provision of schooling facil¬ 
ity in the 19,000 villages not seen as role 


abnegation? When the PROBErepoft says 
that SO per cent of government primary 
schools do not transact effective educa¬ 
tion, do we want more of the same or 
change the methodology to bring in com¬ 
munity and panchayat control? Let these 
issues pass for the present. Let us take up 
Rahul on the feasibility of EGS to provick 
quality education because it provides us 
an opportunity to discuss a very vital 
concern. 

Rahul complains that “they have not 
bothered to define exactly what they mean 
by quality education”. Ourpa^ier succinctly 
states “quality parameters like training (on 
par with the formal schools), cluster level 
academic support and supervision and 
supply of inputs like free teaching-learn¬ 
ing material and midday meals" as essen¬ 
tial inputs in EGS schools. The paper also 
acknowledges that an important quality 
“attribute which may be seen to disadvan¬ 
tage the EGS .school today is that it func¬ 
tions out of a space provided by the com¬ 
munity to conduct teaching-learning. Con¬ 
ceding that the nature of space also, along 
with several other attributes, has a role in 
ensuring quality the EGS schools may 
need to be enabled to improve the learning 
spaces.” The pa{)cr further anticipates the 
need for “meeting the demand for more 
teachers and ensuring training, specially 
multigrade training". Teacher training is 
not just inductional but recurring annually 
for an average of 12-IS days. EGS al.so 
recognises (hat quality scitooling is facili¬ 
tated by involving the local community. 
Therefore our paper argues that desirable 
attributes of a formal primary school should 
be acquired by EGS “in a way that docs 
not negate its community-centredness”. 

Summarised, the paper's discussion on 
quality identifies quality inputs in a holi¬ 
stic manner because the school is an 
integrated functioning of many factors 
and the EGS seeks to build quality on all 
these parameters; academic and manage¬ 
rial. The tragedy about quality debates has 
been that the.se have so far largely been 
confined to debates on scholastic issues. 
We see quality on two specific prongs: 
academicand managerial. If management 
issues are not addressed quality of edu¬ 
cation will not improve. As the paper 
points out “most evaluations of the {m- 
maiy education have shown that it is a lack 
of accountability of the teacher to the local 
community that has been the major cause 
of poor performance and so the EGS may 
result in strengthening the primary edu¬ 
cation sector as a whole by bringing in 
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coiAniiiiii^ contrai". SG5 aimed 
atapuadigm shift fincMii die primaiy school 
as a local appendage of the large bureau¬ 
cratic system to community managed 
schools by “forging a partnership between 
stale government, panchayats and com¬ 
munities”. 

To reiterate, we need a more compre¬ 
hensive view of quality than those R^iui 
identifies. Rahul’s understanding of qual¬ 
ity is gleaned from phrases like “expertise 
to compete and get intoelitepiofessions...at 
the end of schooling”, that teachers need 
to be “competent” and “committed”, 
“trained in new methods of teaching”, etc, 
all of which account only for scholastic 
inputs. He seems to have completely 
missed the fact that academic transactions 
are not in isolation of a whole system 
ranging from simple basics of books in 
hand to the complex relationship between 
motivation and accountability. The EGS 
seeks to address this complexity. Com¬ 
plex problems however do not need to 
have complex and ‘vexatious’ solutions 
and the simplicity of strategies does not 
necessarily reflect a simplistic analysis cf 
complex problems. 

EGS's comprehensive quality para¬ 
meters indicate to anyone familiar with 
government schooling systems that the 
main emphasis is to integrate critical factors 
that affect quality. Part of the complexity of 
the quality issue is that often only scho¬ 
lastic issues are laboured with no attention 
to the other factors mostly relating to 
management that affect quality. Recent 
writings on school quality fortunately have 
started to look at a larger range of factors 
as affecting school effectiveness. 

Since EGS provides a teacher to a group 
of 40 children (2S in tribal areas), its 
teacher-pupil ratio works out to an aver¬ 
age of 1.30 for tribal and non-tribal areas. 
The teacher-pupil ratio (TPR) in EGS is 
always at manageable level as against the 
present 1:50 TPR for formal schools, 
“hopelessly outnumbered by students” as 
Rahul bemoans. In fiU't by its very de.sign 
the EGS maintains this low TPR as stipu¬ 
lated by the Yashpal Committee .set up by 
the government of India to recommend on 
educational reforms. Academically, EGS 
builds on the insights that have developed 
over the past few years both by adopting 
what is emerging as potentially viable and 
modifying what seems necessary. There¬ 
fore, it uses the curriculum and the new 
teaching-learning materials of the formal 
.schools which in MP have been recently 
revised and made competency-based on 
a field trial basis with the collaboration 
of NGOs. Therefore there has been no 
compromise on the content of teaching. 


Lm us examine the prooes$. One, EOS is 
a condensed course seeldng to crash 
a full five-year curriculum into fart-time 
education as NFE does or even as TLC 
seeking to impart education equivalent to 
the third stai^ard of primary schools in 
six months' time. Rahul has summarily 
clubbed these three programmes together 
which appears to have been the result of 
his confusion regarding their academic 
structures. The EGS is not a campaign like 
TLC nor part-time like NFE. A major 
weakness of NFE was its unrealistic effort 
to impart a full-scale formal curriculum 
through condensed course durationof two- 
three years using the same uncondeased 
materials. Tl e paper makes very clear that 
the EGS could grow into a school that 
offers education up to class 5 of the formal 
school by incremental addition each year. 
Two. teacher training is on par with the 
formal system. Each year the gutuji un¬ 
dergoes a 12-15 days training course. 

The EGS has been captured in the 
academic school support and supervision 
system created through the cluster resource 
centres which arc academic resource sup¬ 
port centres for a group of 8-!0 schools. 
The important point to note here is that 
EGS has been involved with this quality 
refomt process which equips EGS not just 
for delivering only functional literacy but 
the entire range of competencies identi¬ 
fied for the formal stage. The paper claims 
that in EGS the effort is to identify and 
assimilatequalitatively desirable attributes 
of a gcKxi school and not that EGS is an 
instant delivery of quality. 

Quality outcomes arc not overnight 
miracles, not even for well-endowed pri¬ 
vate schools. The EGS is two years and 
22 days old as of January 22, 1999. To 
a.ssess its academic quality presently would 
be pertinent and desirable, but to make 
categorical and conclusive judgments right 
now would be premature and ra.sh even 
in the opinion ot the mo.'.t fanat'C enthu¬ 
siast for quality education. 

Rahul is .sceptical of whether all these 
qualitative initiatives can be delivered 
through the guruji.! !e presumes that these 
local resident gurujis of the EGS schools 
have inferior qualifications. This is con¬ 
trary to facts. The educational eligibility 
of the guruji of the EGS school, the shiksha 
kormi and the assistant teaclicr is higher 
secondary and .so there is no lowering of 
educationvl qualifications for the EGS 
guruji. On the contrary, the data show that 
88 per cent gurujis are higher secondary. 
9 per cent arc graduates and 3 per cent 
post-graduates. Thei care no gurujis below 
higher secondary, whereas there arc 24 
per cent assistant teachers of the formal 


government system who are below higher 
secondary and 31 percent who are higher 
.secondary, i c, 55 per cent of the highest 
paid primary school teachers arc not more 
qualified than the gurujis. The second 
worry is that they are being underpaid. 
Here, Rahul’s own statements contradict 
his suspicion tb U performance levels and 
payment levels have a simple equivalence. 
He is at pains to point out that "gtKxl 
teaching is a painstaking work and the 
average teacher is a government servant 
who does not like to take pains”. He also 
finds that despite “an increase in the salary 
as an incentive” the “level of absenteeism 
among teachers is horrifying”. So what is 
the inference? Surely, you want a change. 
Try local accountability is what we say. 
Obviously, automatically increasing sala¬ 
ries have not meant an automatic increase 
in the performance quality of teachers and 
have only rendered them into ’govern¬ 
ment servants’ and le.ss as teachers. Herein 
is a complex issue of what makes the 
teacher perform and Rahul has really 
simplified this complex issue into one of 
higher salaries, even against his own 
ob.servations on what is happening in the 
primary schools. Incidentally, it would be 
revealing to Rahul that the costly private 
sch(K)ls whose quality he has faith in pay 
their teachers much less than the govern¬ 
ment schools, ranging from an average 
amount of Rs 4(X) to 4,000 pm in Bhopal 
(in a range equal to a guruji and much less 
than the assi.stant teacher). 

De.sides minimum educational qualifi¬ 
cation;; (in this ca.se on par with other 
teachers) and academic preparation of the 
teacher, an important factor relates to how 
does the teacher regard himself and (this 
follow.s from the first question) to whom 
does he think he is accountable. The tra¬ 
ditional tcachercunsiders himself a govran- 
ment .servant, a point that Rahul laments 
as detrimental to quality and accountable 
to no one because there is no system which 
links his performance with his service 
benefits. Ilie EGS was an effort to make 
the teacher accountable to the community 
which ia why the community chooses the 
teacher so that he does not regard himself 
as a government servant. It was also an 
attempt to initiate a system of gradually 
linking performance with remunerations, 
by .starting the teacher on an honorarium 
which can be slowly built up as teacher 
and school performance strengthen. Our 
paper indicates that the “scheme also plans 
to provide for the panchayats' to add on 
to the salary of the guruji from the 
panchayats' own resources”. In the face of 
the va.st non-performance of the system 
mantjed by highly paid teachers enjoying 
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compme aecumy uh noi accoumwiB iqc 
what they leach, ihe EGS vgues in hivcNir 
of teachers on contract, from the locid 
community and accountable to it. The 
argument is in favour of tlw community 
of learners because it sees the teacher as 
subordinate to community interests and 
does not place paramount value on teacher 
salaries seen in isolation from the interest 
of the community whose education is their 
responsibility. 

The issue of local accountability is 
critical. The EGS stems from the belief 
that cmnmunity involvement in school 
management and the sense of local owner¬ 
ship of the school by the community is 
what will make the difference, academic 
inputs aiKl a teacher with basic educa¬ 
tional qualifications being available. 1$ it 
not obvious that a scheduled caste guruji 
teaching his scheduled caste brethren will 
have the empathy to transact a liberative 
pedagogy irrespective of whether it is 
imparted in training? The word commu¬ 
nity has become a bu/Jtword and so sus¬ 
pect and so perhaps Rahul has chosen to 
ignore it completely. But in fact the EGS 
seeks to work on a con.scious strategy of 
dc-bureaucratising educational manage¬ 
ment by gi ving .specific powers to the local 
people to demand a school and choose 
their teacher as well as by decentralising 
powers to the panchayats. 

In our country some sections of society 
that seem very suspicious of panchayati 
raj seem to be those very sections who had 
until now argued for dc-govcmmental- 
isation and community action. Legitimate 
political structures like panchayats seem 
to be anathema to some of them, and 
pardon our saying so, some of these come 
through in Rahul's diatribe. He writes that 
the “sarpanches were told to get going and 
find suitable boys or girls 'o...provide 
education in deprived areas". Panchayats 
can become effective and key agents for 
bridging community and schools - a role 
they can come up to only by getting a 
chance to do it. This is certainly a more 
viable alternative than continuing to per¬ 
petuate a centralised and bureaucratic 
sy.stem that so tar has only alienated the 
school from the community. Another 
instance of baseless statements is “the 
EGS has begun to falter after the initial 
stages". Says who? While EGS has con¬ 
stantly sought indeiwndent evaluations 
even in its short history of two years by 
professionals because it looks upon such 
feedback as an opportunity for improve¬ 
ment, it would be quite helpless to act on 
such baseless generalisations. 

On the question of costs. Costs need to 
be viewed in a context of resources that 


m ame avniww m » sosumnine 
way, and against a measuAmetit of da> 
sired attributes. Desired attributes them¬ 
selves will range from the base where one 
begins, which will define the basic-which 
will be a varying factor, because of initial 
basic inequalities-to what can be increas¬ 
ingly added on. The EGS emerged in a 
context of financial constraints and large- 
scale needs, particularly in backward areas. 
This was a scenario where the large scale 
of problems and the limited scale of re¬ 
sources presented two options to the 
government: defer/stagger action for edu¬ 
cation, even for providing basic facilities 
which would have meant another 12-IS 
years of persistent neglect of the already 
very deprived areas or to seek innovative 
and cost-effective options. The govern¬ 
ment of Madhya Pradesh went in for the 
latter. The EGS is cost-effective and does 
not compromise on quality inputs even on 
a reduced budget by focusing on critical 
inputs, working through decentralisation, 
cutting out administrative overheads, and 
transferring the resources to the children 
and the school rather than to multiplying 
an inspectorate bureaucracy and by con¬ 
sciously eliciting a public-private partner¬ 
ship to stimulate local stakes in the school. 
The issue here is not just how much but 
on what. The great advantage of EGS is 
that it integrates costs of different critical 
inputs into a ‘school cost* which reflects 
its perception of quality as an integrated 
approach. It does not split up the school 
into an artificial and undesirable division 
of teacher salary as school cost and quality 
costs as add on. In percentage terms, 82 
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school goes into teacher ulaiy, I percent 
into traiaing and 16 per cent on Rimituie 
and equipment and none to the chiltfaen, 
whereas in EGS it is 71 percentons^ary, 
10 per cent on equipment, 7 per cent on 
training and 12 per cent on learning 
materials for children. So the EGS does 
cost less but improves upon what the 
present system offers to the child. This is 
certainly not aclaim tothe most advantaged 
conditions of schooling (critical basic 
inputs have been claimed). It is dependent 
on a public finance context and needs to 
be continuously improved through local 
partnership because that is seen as criti''''! 
to school effectiveness, a point that our 
paper had made when we wrote about 
“gaining desirable attributes of a school 
in a manner that does not negate its spirit 
of community centredness”. The question 
is whether it would be better to go on 
spending on salaries of educational 
bureaucracy and teachers or to review this 
and evolve alternatives that orient re¬ 
sources towards inputs and processes that 
might help create a locally accountable 
school. 

The end, the social sector in our country 
seems to be for cursing. Everyone is happy 
bemoaningeverything. Well, some of these 
problems have solutions. If India has to 
have mass education, we Indians have to 
devise ways. Social activists are respected 
by all of us because they have dust on their 
footwear. However, that is strangely 
enough converting into an intellectual 
privilege for shoddy analysis and sweep¬ 
ing generalisations. 
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FIRST BIENNIAL CONFERENCE OF 

THE INDIAN SOCIETY FOR ECOLOGICAL ECONOMICS 

(Indian Chapter of International Society for Ecological Economics) 
on ^Ecological Economics for Sustainable Development" 

December 1999 

The first biennial conference of the Indian Society for Ecological Economics will be held in December 
1999 The conference theme is, 'Ecological Economics for Sustainable Development" It is planned as 
a two and a half day event with plenary sessions, concurrent sessions and panel discussions on selected 
topics 

Papers are invited on the following sub-themes 

• Accounting for sustainability concepts and experiences 

• Strategy for green growth in developing economics 

• Water resources, technology and sustainable development 

• Economic recycling and waste management ecological and economic implication for the sustainable use 

• Infrastructure and Energy 

• Bio-diversity, Water and Air 

• Institutions and environmental governance 

• Resource Valuation, Management and Policy 

• Methodology as central in problems of the environment costbenefit multi-criteria, other paradigms 

• Inter species study for human development legal aspects, ethics and equality 

• Trade and environment 

Papers focusing on inter-disc iplinary aspects and highlighting the inter-linkages between economic and 
ecological/environmental dimensions of the sub-themes shall be given preference They may deal with 
theoretical aspects and/or present results of case studies using statistical or scientific tools of analysis 
f Papers highlighting developing country problems shall be given preference 

Abstracts of papers of about 500-800 words may be sent so as to reach the following latest by 
April 50, 1999 

Ms Preeti Sethi 

Indian Society for Ecological Economics 
R No 206, Institute of Economic Growth, 

University Enclave, Delhi-110007 

Authors of papers selected by the Programmes Committee for presentation shall be informed by July 15, 
1999 and full papers are to be submitted bv September 30, 1999 Venue of the conference shall be 
announced at a later date Limited support for travel shall be available 

C K Varshney 
Organising Secreta.y 
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Ti'aiisitioii Themes 

Agricultural diversification as a possible strategy for 

addressing the current crisis in tM^tcn- in Punjab. Analysis of state- 
level secondary data and the results of a field survey in Ludhiana district 
provide some inputs on the potential for agricultural diversification. A*2 
An in-depUi resurvey in two villages of eastern UP records die economic 
and institutional changes occurring in rice production and inquires 
whether the semi-feudal agrarian relations in the region have permitted 
expansion of production through new institutions. A*ll A rapid assessment 
of water users’ co-operatives in Maharashtra - intended to facilitate 
fanner participation in irrigation - shows that in an expanding area 
irrigation management has already been transferred to farmers. A-17 
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offer protection to plant varieties. A-34 There is a need to rethink 
agricultural trade policy if India is to augment its agricultural exports in 
the current context of international trade in agricultural products. A-27 
What role does rural infrastructural development play in agricultural 
growth? Evolving a composite index of rural infrastructure stalcwise 
facilitates analysis of overall development. A-43 
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occurring in an effort lo subvert the very relations of the vama order; 
among the established middle classes is (Kcurring a decomposition of 
consciousness into articulated caste interests of the upper castes; and 
among Muslim communities there is emerging a split between the masses 
and the gentry which is realigning interests. This fusion of opposite 
tendencies makes the process of democratisation complicated. 757 


Populist Pressures 

Instead of showing the way towards 
reforming the financial sy.stem to 
canfnml (he current crisis in the slate’s 
finances, Maharashtra’s finance minister, 
in an effort to gain popular support, 
has taken several steps hackward.s 
in his I999-2(X)0 budget. 738 


Uneven Development 

An examination of the sharpening 
di vcrgcncc of income levels across slates 
reveals that the divergence in growth 
rates can be largely explained by the 
skewed distnbution of public cxpendituie 
and infrastructure growth. 769 


Trading Made Easy 

The India-.Sri Ijinka free trade accord 
will have far-reaching implications 
fur both countries and needs to be 
implemented ensuring minimum 
adjustment cost all round. 750 


Science and Postmodernism 

To club fa.sci.sm with po.slm(x)cmism 
and then use this as an excuse to 
prioritise scientific epistemology 
docs no justice to cither science 
or postmodernism. 779 
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An alternative peacc-building 
approach to the Kashmir problem 
inspired by efforts to e.stablish 
peace in northern Ireland that 
takes into account the complex 
intersection of ‘domestic’ and 
international factors. 762 
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The task before the Congress 
leadership is to hasten the 
disintegration of the mythical 
maratha vote and build new alliances 
with poorer sections including 
marathas and dalits. 743 
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Events at the Baba Budangiri 
shrine in Karnataka throw light on 
how class factors are intersecting 
hindutva forces to prixiuce perhaps 
a lull in the latter's activities. 746 
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The recent killing of a Black student 
in Britain and the report of the 
enquiry into it expose racist 
tendencies in (he country's law 
enlnrccment bodies. 748 












LETTERS TO EDITOR 


Misinterpreting MuzafTar 
Ahmed 

ADITYA NIGAM’s ‘Marxism and the 
Post-colonial World’ (January 2-8/9-15, 
1999) contains certain misreadings of 
Muzaffar Ahmed. Peasants and Woricers 
Party (PWP) which was later renamed 
Woilcers and Peasant Party (WPP) was the 
open organisation of the CPI then forced 
to work secretly. Nigam, it seems, has 
missed this simple fact though it is expli¬ 
citly stated in Muzaffar’s memoirs. It is 
obvious that Muzaffar and his comrades 
were seeking an alliance of workers and 
peasants. Forming a patty based on a single 
class, as Nigam believes (pp 41-42), was 
never the aim of the communists in India 
or for that matter anywhere else in the 
world. The declared aim was to form a 
party multiclass in composition but led by 
the working-class. It was this conceptual 
understanding which prompted Muzaffar 
Ahmed and other communists to press for 
a change of name at the PWP conferences, 
first in 1926 and then successfully in 1928. 
The protracted process reveals the attempt 
to establish working class hegemony over 
the democratic block along lines advo¬ 
cated by Marx himself. Nigam's conten¬ 
tion that 'fear' of ‘expulsion’ and ‘ridi¬ 
cule’ by the Comintern made Muzaffar 
press for a change of name is laughable. 
The spectre of Comintern’s omnipotent 
control did not extend as far as the CPI. 
In fact, in the 1920s, Muzaffar was the 
Comintern's only conduit in this part of 
India and there was no one here to expel 
him. The absence of Comintern's adequate 
communication is humourously recounted 
in Muzaffar’s memoirs. A self-critical 


humour is also evident in the lines re¬ 
counting PWP conferences which Nigam 
may have missed. Muzaffar's reticent 
humour is more apparent in the Bengali 
original than the ^glish translation. It 
was his reading of Marxism-Leninism 
rather than Comintern’s ideological and 
possibly punitive measures which made 
Muzaffar act the way he did. The same 
ideological understanding prevented him 
from drawing the conclusion Nigam would 
have liked him to draw in the matter of 
M N Roy’s expulsion. The debate'with 
M N Roy was, once again, not about class 
composition of the Communist Patty but 
which class would lead it. 

For men like Muzaffar ‘epistemologi¬ 
cal leap’ from religio-nationalist identity 
to communist identity was mediated by 
atheism. Transition from a religious con¬ 
sciousness toanareligious one represented 
a rupture whose depth remains yet to be 
a.scertained. Muzaffar arrived at atheism 
and then communism or both came to him 
together. Atheism did not follow commu¬ 
nism, as Nigam holds. But then failure to 
understand this in the late 20th century 
reflects not just confusion about the pa.st 
but al.so present dan^rs. Nigam would do 
bettertorcserve terms like ‘pathetic’, ‘des¬ 
perate’, ‘frivolous’ and the overall patro¬ 
nising and derisive tone to himself rather 
than Muzaffar, who at Ica.st had the rare 
courage to reject ‘community’, ‘nation’ 
and the politics ba.sed on them at a lime 
when mo.st freedom fighters succumbed 
to one or both. 

If we are to resist the politics of hindutva, 
the significance of the rupture between 
individuals like Muzaffar. on the one hand 
and their ‘community’ and ‘nation’ on the 
other has to be recorded. Mainstream 


nationalism in Bengal, dominated by liu 
Hinthi ‘bhadralok’, excluded the interest! 
of the common people, mostly peasants 
Muslim separatism, a reaction to bhadralol 
domination mobilised Muslim peasant! 
but worked inthe interest of theelite. Sinct 
both streams let down the masses and wen 
inextricably linked to ‘community con¬ 
sciousness', Muzaffar Ahmed was repellec 
by both. It was precisely because he coulc 
detect the congress of elite-interest aiK 
communal/national politics that he tumec 
to communism. This sensitivity is evideni 
in the autobiographical passages on hi: 
early life. 

SuCHETANA ChaTTOPADHYA^ 

Calcutta 

Caste in Census 

MY friend, veteran demographer-anthro- 
pologi.st, B K RoyBurman’s knowledge¬ 
able comment (December 12-18, 1998; 
remains open to dissent or caveats. Ttf^ 
dynamics of market, globalisation anr! 
saniikritisation in recent decades has surely 
changed things a great deal since the 
censuses of the early decades of indepen¬ 
dence. His statement towards the end ol 
his note about the difficulties of compari¬ 
son of caste data between the vartout 
censuses strengthens, I think, rather thar 
weakens the case for .some fresh data should 
be in census or through other specially 
spon.sored sample .studies is a matter foi 
expert determination. His point about the 
long time lag between data collection and 
its availability in any usable form, pub¬ 
lished or otherwi.se is well taken. But even 
with a time lag, extrapolation from more 
recent data would be more scientific than 
exclusive reliance on the valuable mate¬ 
rial, he already knows, is available. 

Muchoftheaversiontocollecticmof fresli 
caste data has come from social scientists 
of known anti-reservation inclinations. 
Let not the logic of this matter be subject 
to such or opposite biases. He is right 
about the social tensions attending upon 
such investigation in today’s India. But 
not knowing the truth could lead to greatet 
tension and violenc&on other occasions, 
but caused es.sentialiy by the same cause, 
overlooking caste handicaps and advan¬ 
tages. Certainly, a problem with all 
ascripti ve categories like caste is that theii 
recognition or enumeration tends to harder 
and perpetuate them. But Uien overlook¬ 
ing them is no solution either. 

S Shukla 

New Delhi 
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Food for Thought 


T he budget season has produced many reviews of the 
economy. But not much attention is being paid to the 
recent trends in the production and consumption of 
foodgrains. Looking at production, it is worth recalling 
that net production per head had reached a level of about 
450 grams per day even as early as 1961. That level would 
be enough to feed the whole population by acceptable 
norms, but for the extremely unequal distribution of income 
that leaves many in chronic hunger. True, net production 
^per capita has crossed the 450 grams level, going above 
500 in a few years during the 1980s and 1990s. But hunger 
and poverty persist. On the whole, irrespective of how the 
trend rates of growth are computed, large fluctuations arc 
still the order of the day. Fluctuations fuel inflation. 

Output growth for the country as a whole during the 
199()s has been below the rate of population growth. So 
production per capita is exhibiting a declining trend. With 
impressive growth concentrated in a few states - for 
example, in the north-west during the 1970s and the east in 
the 1980s - for most states the story is one of a steady fall 
in output per head for two decades or longer. In large parts 
of rural India, where markets have not developed 
adequately, people cat well when the local harvests arc 
good. All villages supply grain to the outside world, but not 
many get flows in the reverse direction. In particular, long 
distance trade docs not augment supplies in rural India, 
especially in pockets of deficit and poverty. In consequence, 
when production declines, so dews consumption. 

Data on recent trends in consumption show some 
remarkable changes during the last two decades or so. The 
proportion of expenditure on food has been declining, and 
within the food group, a shift has been taking place in 
favour of costlier items such as milk and milk products. 
Symptomatic of this is the observed decrease in the con¬ 
sumption of cereals, even in quantitative terms. Economists 
have been attributing these changes to income growth and 
the consequent working of Engel’s law; as incomes rise, 
people spend smaller parts of their income on food. That 
may well he true in respect of the middle and upper income 
groups. But the most striking aspect of the oKserved 


changes is that they are noticeable even in the botmm-most 
expenditure groups. Economists are concluding that taste 
patterns are changing - even among the poor. 

Can we uncritically accept these conclusions? There is a 
puzzle to be resolved. If we define poverty through a food 
norm, directly or indirectly, the question that arises is why 
die poor are cutting down on food consumption from levels 
already deficient, spending more in proportionate terms on 
items of consumption other than food. The fallacy arises in 
part from the fact that we are not looking at the same groups 
of people separated by two decades. We are comparing the 
poor then with the poor now. Indeed the nature and range 
of consumption of non-food items have also been changing, 
even for the poor. It is possible that what is a basic mini¬ 
mum in respect of necessary items other than food has 
also changed radically. (For example, the poor now spend 
more on education and health than the poor did in the 
1970s.) More importantly, as some suggest, the data on 
food intake perhaps do not adequately capture food con¬ 
sumed outside home, especially among working people. 
Finally, there is the matter of availability and prices of 
different foodgrains. In many regions of the country, the 
production of inferior cereals has been steadily going 
down and the consumption of superior cereals - rice and 
wheat - costlier than other grains, such as jowar or 
bajra, may simply lie a reflection of the disappearance of 
inferior grains. 

Whether demand models employed by economists fully 
capture the reality of prices and availability of food and the 
non-existence of markets is certainly a matter for further 
debate. What makes it difficult to accept the low food 
intake among the poor as a reflection of a new taste pattern 
is that if the prices are low the poor will eat better. This is 
amply demonstrated by what has happened in Andhra 
Pradesh, Where poverty ratios have dramatically declined, 
thanks to subsidies for food provision. It is easier perhaps 
to accept the low food intake as a conscious choice among 
the poor. But then we must revise our notions about the 
poverty line. We can thereby alleviate poverty through 
statistics. 
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NATO ATTACK f 

UN Diminished ^ 

THE failure of the United Nations Secu¬ 
rity Council to approve of the Russian 
resolution demanding immediate stoppage 
of NATO's aerial attacks on Yugoslavia 
raises a number of serious questions. The 
immediate question however is whether 
hereafter a nation or a group of nations 
can attack another sovereign nation, not 
because the Security Council authorises 
such action or bccau.se such action is taken 
in self-defence, but because the invading 
nation or group of nations considers it 
necessary and justiFied. In this particular 
case, the justification offered is that such 
action was neces.saty in order to prevent 
a humanitarian catastrophe. But should 
not the prior mandate of the Security 
Council have been obtained before under¬ 
taking the type of lethal action in ques¬ 
tion? Why was the Security Council side¬ 
lined? Particularly when the Council 
had been seized of the humanitarian tra¬ 
gedy unfolding in Ko.sovo through a re¬ 
solution passed only in September 1998 
calling for an end to the Yugoslav offen¬ 
sive against Kosovo's Albanian popula¬ 
tion. but without sanctioning the use of 
force. 

It is noteworthy that at every stage the 
UN was deliberately kept out of the 
negotiations immediately preceding the 
present air attacks, possibly because the 
NATO combine in general, and the US 
in particular, anticipated .strong di.sapproval 
of military action, because such action 
would raise complex questions about the 
use of force against a sovereign country 
in order to make it agree to an arrangement 
within its recognised borders unaccept¬ 
able to the government in power. This 
could have far-reaching implications for 
international order. It is disappointing that 
UN secretary general Kofi Annan did not 
take the earliest opportunity to voice his 
opposition to the manner in which the UN 
was being sidelined. Even the government 
of India failed in not having raised its 
voice .sufficiently early against the coer¬ 
cive methods being applied by the NATO 
combine, under Anglo-American leader¬ 
ship, on Yugoslavia. 

However pai amount the protection of 
the rights of minority peoples within a 
country, this objective cannot be allowed 
to be used, and that too selectively, as the 
basis for violating the territorial integrity 
of a sovereign country. It cannot be over¬ 
looked in this context that within NATO 


itselftCiMessionagaiiistiniiioritieshasbeeif 
glossed over. Does Turkey's repression of 
the Kurds which forced as many as a 
million, if not more, Kurds to flee their 
homes not amount to a humanitarian 
catastrophe? In the US backyard, Colum¬ 
bia has been witness to mass refugee flights 
on account of state repression. That there 
are skeletons in NATO’s cupboard cannot 
be denied. How then.can anybody take 
NATO's humanitarian concerns seriously 
and accept it as the upholder of humani¬ 
tarian objectives? 

What is most regrettable about the NATO 
aerial action against Yugoslavia is that, as 
a consequence of this action, the UN gets 
badly diminished, in terms of its authority 
and prestige. It is a danger that the inter¬ 
national community cannot afford to 
overlo<3k. The decline of the authority of 
the UN is bound to lead many people, 
particularly those who have always advo¬ 
cated unilateralist security positions, to 
atgue for independent security arrange¬ 
ments which will inevitably result in the 
revival of arms race. Those who had hoped 
for a peace dividend after the end of the 
cold war have now to get ready to .sec their 
dreams shattered, because with the end of 
the cold war and the emergence of a 
unipolar world dominated by US, there is 
no knowing when any country may incur 
US displeasure and become a victim of 
its military action in one garb or another. 
The result is also an extremely unstable 
world, which must eventually lead to the 
formation of other groupings of countries 
as countervailing centres emerging to 
withstand the dominance of one power. 
The only people who would welcome such 
an outcome would be those with a stake 
in the military-industrial complex whose 
peace nightmares would thus be ended. 
All others must work to stop this even¬ 
tuality. 

BJP 

Showcasing Crime 

ANY government at the centre with a 
sense of shame would have had some 
qualms in celebrating one year of its rule 
at this juncture. But trust the BJP for its 
unflinchi*'? brazcn-faccdncss. The Rs 1.5 
crorc bash in the Hauz Khas monument 
grounds in New Delhi to ob.servc the first 
birth anniversary of the BJP-lcd govern¬ 
ment on Mareh 19 was held at atime when 
the country was reeling under the worst 
crime wave that India had ever seen 
before. The last year, if anything, had 


proved thel Umte was notbiitg tiikt by anj 
str^h of imagimdion coiild be called law 
and order. 

According to home ministry sources 
the crime graph all over the country hac 
gone up. During the last year at leas 
38,000 murders were committed, 60 pe 
cent of which took place in Uttar Pradt^ 
Madhya Pradesh, Bihar and Andhn 
Pradesh. During the same period ovei 
15,000 rapes were reported from differem 
parts of Che country. The metropolitat 
cities took the lead in murders, rapes 
abductions, extortions and other crimes 
Hie capital. New Delhi, led with the high¬ 
est crime rate of 59,000 incidents during 
the last year. While his party was prepar¬ 
ing for the birthday bash, union home 
minister L K Advani uinounced in the 
Rajya Sabha that the capital had far out¬ 
stripped other metros in the number ol 
heinous crimes - including rape, murder, 
robbery and abduction. Incidentally, foi 
the most part of the last year, the capita! 
was ruled by the BJP - till its defeat a few 
months ago. Even today, thecapitai’s police 
administration is under home minister 
Advani. In most of the cases of murdei 
and robbery, the police still remain clueless 
and arc yet to apprehend the guilty. Al 
least five jounialisis have been killed 
during the year and none of the cases has 
been solved so far. 

In Mumbai, capital of another state ruled 
by the BJP with its ally Shiv Sena, the 
mafia has come overground and ruling the 
roost by indulging in smuggling, prosti¬ 
tution, extortions and contract killings. 
More than 10,000 people arc reported to 
be finding sustenance from the four majoi 
mafia gangs that operate in the city. 

What is significant in the latest crime 
reports is the increasing participation oi 
first timers and youth from affluent fami¬ 
lies. The Delhi crime statistics indicate 
that 90 per cent of the robberies over the 
la.si year were committed by first timers, 
most of whom were below 30 years of age. 
One-third came from middle class back¬ 
ground, and almost 40 percent were school 
educated. Reports from other Indian cities 
suggest a similar composition of the new 
generation of criminals, with a significant 
part of them belonging to economically 
powerful and socially influential urban 
cla.sscs. Quite a large number of these 
criminals, particularly murderers, were 
found to be scooter-borne or driving 
trendy cars, possessing cell-phones, and 
were either connected with politicians, or 
came from upper class families. Some of 
the murders were committed because of 
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ramify disputes over the possession of 
properties. 

litese facts should lead us to question 
the hitherto glib assumption that theprime 
reasons for the increasing crimes in Indian 
^ropolitan cities are poverty, over-popu¬ 
lation, migration of joivseekers, prolifera¬ 
tion of slums, unemployment, etc. While 
economic needs do often drive the poor 
and the jobless to crimes like theft and 
robbery, a new breed of young well-to- 
do criminals is emerging whose activities 
are no longer confined to white-collar 
crimes (which their fathers indulged in to 
amass the fortunes on which these spoiled 
sons are thriving), but are extending to 
heinous crimes like murder of rivals from 
their own peer group, revenge killings, 
abduction and rape of women whom they 
fancy - or, hijacking a car and killing its 
driver just for a lark! It is significant that 
the scenes of such crimes are usually the 
college campuses, bars in five-star hotels, 
extravagant parties, or posh localities. 
Unlike the poor criminals, these pampered 
children of the rich are not taking to crime 
for money, but for other various rea.son.s. 
Unlike the petty criminals again, they 
have full confidence in their ability to get 
iway because of their clout in the higher 
echelons of the police and the adminis¬ 
tration. Demonstrative disregard of law 
with them becomes an aggressive state¬ 
ment of their status in society. 

It is not surprising therefore that the 
BJP. under whose regime in the centre 
tuch disregard of law can surge unabated, 
would show a similar disregard for public 
sentiments by foisting a tawdry extrava¬ 
ganza in front of a historical monument 
:o celebrate its one-year rule, and flout the 
irbjections rai.sed by the local citizens, 
.nvironmentalists and archaeologists. 

BIHAR 

Unrealistic Solutions 

DESPITE having become the order of the 
day, the arbitrary mass killings in Bihar 
have not ceased to evoke horror and re- 
itulsion each time they are perpetrated. 
More innocents seem to be destined to be 
mowed down in the aftermath of the bout 
}f violence that engulfed Shankarbhiga 
Marayanpur and Senari, as threats of re- 
aliation are issued by the landlord armies 
ind (he naxalite outfits from their respec- 
jve hideouts. The state machinery having 
long abdicated its duty of maintaining law 
ind order and the rudimentary task of 
noviding public services, an overwhelm¬ 


ing sense of futility pervades Bihar as it 
lurches into further anarchy. It >$ against 
this background that the muhi-crore relief 
and reconstruction packages announced 
by the central and the sute governments 
separately, instead of providing assurance, 
generate all round scepticism. 

If history is anything to go by. the 
declared intentions as mentioned in the 
recent package, of modernising the police 
force, speeding up the clearance of long- 
pending legal cases involving land dis¬ 
putes, generating rural employment, 
providing electricity and drinking water, 
are reiteration of old objectives which 
never saw the light of the day. The attempt 
to boost the morale of the police by setting 
up additional checkposts, beefing up the 
police personnel and updating communi¬ 
cations and transport facilities is likely 
to make little dent when it has been re¬ 
peatedly revealed that massacres have 
taken place in spite of the police being 
forewarned, the police stations being 
well armed and staffed, and at a stone's 
throw from the site of massacre. In the 
recent case of beheading in Senari, 28 
companies of the central reserve police 
force and Bihar military police were sta¬ 
tioned in Jehanabad district. What such 
relief measures fail to take cognisance of 
is that in the absence of political will to 
root out lawlessness, no amount of 
infrastructural support will help resusci¬ 
tate a paralysed police force. Given the 
numerous occasions the perpetrators of 
crime remain to be arrested or are arrested 
only to be released on bail subsequently, 
it docs not come in the least bit as a 
surprise that the Ranveer Sena, despite 
being officially banned in July 1995, a 
year after its formation, has continued 
with its gruesome killings with greater 
frequency. 

The present package claims novelty in 
awarding the authority of implementation 
to the bureaucracy rather than the politi¬ 
cians. Though this can be considered a 
reflection of the extent to which politi¬ 
cians of all shades in Bihar have lost (he 
tru.st of the masses, the decision to em¬ 
power the bureaucracy overlooks the deep 
nexus between bureaucrats, politicians and 
criminals that has corroded the govern¬ 
ment machinery. The various scams un¬ 
earthed in Bihar have disclosed that the 
BDOs, district collectors and department 
secretaries by cornering government conr 
tracts have been involved in amassing 
wealth for thcm.seives and their political 
masters. Moreover, in the absence of the 
panchayat elections since 1978, there is 


no popular control over utilisation of rural 
development iunds. The road develop¬ 
ment activity on which the present pack¬ 
age places so much stress in order to 
improve police reccmnaissance, besides 
being a time-worn suggestion, has been 
embroiled in massive misappropriation of 
funds. The huge investment in road con¬ 
struction which the package proposes, if 
it ever comes through, is sure to meet the 
samedisastrous fate previous schemes have 
suffered. 

It has always been made out that the 
Bihar problem is not merely of law and 
order but is inextricably linked to skewed 
land ownership pattern that prevails in the 
state. Though there is a grain of truth in 
this argument, the ground reality in central 
Bihar where most of carnages are taking 
place, exhibits a different pattern. Though 
80 per cent of land is owned by upper 
castes and upper backward castes in the 
central Bihar districts, unlike north Bihar, 
there are few large landowners in the 
region. Yet the agricultural prosperity of 
relatively irrigated central Bihar has by¬ 
passed the landless dalits who in the 
absence of industrial development, are 
condemned to eke out a living on the farms 
of upper and intermediate caste land- 
owners. In fact, landlords owning 300-4(X) 
acres of land are to be found in north Bihar, 
but since they largely happen to be yadavs, 
Muslims and rajputs, Laloo Prasad Y adav, 
despite making noises against them at the 
beginning of his first tenure as chief 
minister, has protected their landed inter¬ 
ests. But the industrial development in 
north Bihar districts has enabled the dalits 
to free themselves from the yoke of agrar¬ 
ian feudalism and thus pre-empted this 
region from witnessing gory carnages 
which have become a regular feature of 
central Bihar. Hence, the speedy settle¬ 
ment of land disputes as envisaged in the 
package has little to do with central Bihar 
where the lines of conflict run around 
totally different axes. It is not for no reason 
that Laloo Yadav has termed the recent 
spate of violence as one for 'maansamaan’ 
(dignity), though it only happens to be a 
shrewd ploy to shirk his responsibility. 
The very fact that innocents arc being 
targeted indicates that the mayhem in 
central Bihar is driven more and more by 
the logic of vengeance and has less to do 
with struggles for dignity, minimum 
wages or land distribution. It is another 
manifestation of chaos into which Bihar 
has descended and which, unlike the 
government package, offers no easy 
solution. 
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CURRENT STATISTICS EPWRt$ttucthroun^ti>m 


PoodiniH pRMkicrtaa it cxpacMd to cniM (he 200 n iobm* mrlc in 1990-99 due to • food nbi crap «diich it ckpecied lo Nwch ■ racmd 10.6 ran toram ifiiM 
66 ran lonnet in I997>9S. fiiltef-autput ii npected to touch i nconl 19.2 ran tonnee. DeepHe lower ouipul. pracorameni from the 1998 wheM crap war higher nod 
with iintheraooeleiMiaa in pracuremenl from the laMUkhtrif and nbi crapi, Mill nock of rice end wheat 11 on April I iMa year it expected to cxeeed the buaerieqiiiicmenl 
at IS.8 ran tonaei by S ran tonnei. Commerciil crape like oilieedc. nigircine and raw coiloo are abo expected lo perform niach better thaa in the pievloiu year. 

Macroeconomic Indicators 


_Variation ( Per Cent): Poinl-to-Point _ 

lades Numbenst Wholesale Weights Marah 13. Over OveTl2Montl» Bacal YearSoFra 1997-98 1996-97 1995-96 1994-93 


lades Numbers of Wholesale 
mces(l98l-82>: 100) 


All Commodities 
PriimiyAiricles 
Pood Ankles 
Non-Food Ankles 
RieL Power, Light and Lubricana 
Manufactured Products 
FoodPredueb 
Fbod Index (compuied) 

All Commodities (Average Basis) 
(April 4.1998 - March 6, 1999) 


CosteTUvinglndkes 



1999 

Month 

liliiNtt 

Revious 

1998-99 

1997-98 





lEiEOi 


-0.1 

5.1 

4.9 

5.0 

5.1 

5.3 

6.9 


10.4 

32.30 

380.1 

-0.7 

9.4 

4.4 

9.3 

5.4 

5.5 

7.0 

5.4 

12.7 

17.39 

438.9 

-0.6 

12.0 

2.6 

11.6 

3.7 

4.0 

9.6 

9.8 

11.9 

10.08 

384.0 

-1.0 

7.7 

7.9 

7.7 

8.6 

8.5 

3.5 

-1.9 

153 

10.66 

379.5 

0.9 

-1.2 

11.8 

-1.2 

11.4 

11.4 

16.9 

3.7 

2.4 

57 04 

.3.34.1 


3.9 

3.7 

3.7 

3.7 

4.0 

4.9 

5.0 

10.7 

10.14 

342.6 

-a? 

5.8 

4.4 

5.2 

4.8 

53 

14.1 

-0.7 

8.1 

27..53 

403.4 

-0.4 

10.0 

3.1 

93 

4.0 

4.5 

ll.l 

6.3 

10.6 

100.00 

352.3 

- 

6.9 

4.9 

7.0 

4.8 

4.8 

64 

7.8 

10.9 


Over Over 12 Months 
Month Latest Previous 


Variation (Per Cent): Point-to-Point _ 

WscaiYearSoPar 1997-98 1996-97 199S-96 1994-95 
1998-99 1997-98 



Money and Banking (Rs crate) 


Over Month Over Year 


Rscnl Ye 
1998-99 


Variation 
r So Par 
1997-98 


1997-98 


1996-97 


1995-96 


Money Supply (M.0 
Cuiiency with PuUk 
Deposit with Banks T 

Net Bank Credit to Govt 
Bank Credit to CommI Sector 
Net Foreign Exchange Assets 
Reserve Money (March 12) 

Net RBI Credit to Centre 
RBI Credit to B ks/Comm Sector 
Scheduled Commercial Banks(Miitch 12) 
Dmosiis 
Advances 

Non-Food Advances 
InvesunentsffbrSLR purposes) 
Commeicial Investments 


94.5506 

168019 

7742619 

386820 

465129 

141342 

251833 


8025(0.9) 149450(18.8) 120116(14.6) 94207(13.4) 123451(17.6) 97841(16.2) 72581(13.7) 

2973(1.8) 23184(16.0) 22837(15.7) 12748(9.7) 13095(9.9) 13829(11.7) 17577(173) 

4958(0.6) 125708(19.4) 97659(14.4) 81985(14.5) 110036(19.4) 84162(17.5) 5.504^12.9) 


4132(1.1) 

2686(0.6) 

1357(1.0) 

-508(0.2) 


153220 -2142(-l.4) 
21197 -991(-4.5) 


65218(20.3) 56201(17.0) 32982(11.4) 
44523(10.6) 32939(7.6) 44298(11.8) 
22730(19.2) 14772(11.7) 13116(12.4) 
31322(14.2) 25.599(11.3) 20525(10.3) 
17549(12.9) 1960.3(14.7) 14968(12.4) 
6668(45.9) 5915(38.7) 1277(96) 


82(11.4) 42000(14.6) 30840(12.0) 3S.360(IS.9> 
98(11.8) 55883(14.9) 31659(9.2) 51925(17 7) 

16(12.4) 21072(20.0) 23356(28.4) 3109(3.9) 

25(10.3) 26248(13.1) 5527(2.8) 25176(14.9) 

68(12.4) 129I5(I0.7> 1934(1.6) 19855(20.1) 

1277(96) 2029(15.3) -15557(-.540) 8747(436) 


698338 
354742 
3.38011 
251966 
47448 


6620(1.0) 115190(19.8) 92928(l.5..3) 77549(15.3) 
4992(1.4) 41763(1.3.3) 3066.3(9.5) 34579(12.4) 

5.374(1.6) 37366(12.4) 26417(8.5) 29840(11.0) 

2298(0.9) 37955(17.7) 33261(15.2) 23498(12.3) 
571(1.2) 14349(43.4) 155.36(48.7) 14616(79.1) 


99811(19.7) 71780(16.5) 46960(1X1) 
45677(16.4) 24386(9.6) 42455(20.1) 

40790(15.1) 26580(10.9) 44938(22.5) 
28192(14.8) 25731(15.6) 15529(10.4) 
1.3673(70.4) 4412(29.4) 925(6.6) 


9 includesRs l7,945craieonaccountofpraceedsfromRl^excludingwhichlheyear-on-yeargrowthofiiioiieysupplywouldbe )6.5peroent. 


Index Numbere of Industrial 
Froductlon (1993-94wl00) 


General Index 
Mining and Quanying 
Manuiacniring 
Elecirkity 


December 


Fiscal Year So Far 


Full Fiscal Year Av 


Weights 

1998 

1998-99 

1997-98 

1997-98 

1996-97 

1995-96 

1994-95 

100.00 

10.47 

79..36 

10.17 

II 

139.2(33) 

H7..3(-l.l) 

142.6(3.7) 

135.8(6.6) 

134.5(6.7) 

118.6(53) 
137.5(6.9) 
127.4(6.0) 

137.6(6.6) 

122.4(5.9) 

140.5(6.7) 

130.0(6.7) 

129.0(53) 

il5.d(-2.0) 

131.8(6.7) 

121.9(3.9) 

Bij 

108.4(84) 

107.6(76) 

108.5(8.5) 

108.5(8.5) 


BSE Sensitive Index (1978-79=100) .3598(-7.6) 3234 

BSE-100 (198.3-84=100) IS85(~6..5) 1435 

BSB-200 (1989-90=100) 366(-2.8) 332 

S and P CNX-50 (Nov 3. 1995=1000) t04l(-7.9) 941 

SkindiaGDRbidcx (Ian 2.199.5=1000) 638(-33.0) 578 


ForeigB Tirade lanuaiy Fiscal Yc 

1999 


.3892(4.3) 

1695(5.1) 

376(4.4) 

1130(6.7) 

952 


Fiscal Year So Par 
1998-99 1997-98 


Exports: Rscrore 
USSmn 
Imports: Rscrore 
USSmn 

Non-POL. US $ mn 
Balance of Trade: Rscrore 


11404.5(10.1) 

27lll(-3.7) 

14677408.4) 

.34892(3.6) 

2999100.5) 

-32729 


103.597(7.4) 
28158(3.4) 
l-.3964(l 1.0) 
33694(6.9) 
27137(14.7) 
-20.367 


1997-98 


126286(6.3) 

33980(2.6) 

151554(9.1) 

40779(5.8) 

32562(11.9) 

-25268 


389.305.8) 

169705.9) 

377(14.9) 

111705.4) 

9400.1) 


1996-97 


11881703.7) 

33470(5.3) 

138920(13.2) 

39132(6.7) 

29096(-0.2) 

-20102 


336i(-0.2) 

l464(-5.5) 

328(-.5.0) 

968 

930(-4.4) 


1995-96 


106353(28.6) 

31797(20.8) 

122678(36.3) 

36678(28.0) 

29152(28.3) 

-I632S 


3367(3.3) 

l549(-3.5) 

345(-6.3) 

97^-0.6) 


1994-95 


82674083) 

26330(18.4) 

89971(23.1) 

28654(22.9) 

22727(293) 

-7297 


USSirai 

-502 -7780 


-5536 


-6799 


-5663 


-4881 

-2324 


March 19, 

Mafch20, MarchSI, 




Variation Over 




Foreign Exchange 
Reaervea (exduthng gold) 

1999 

1998 

1998 

Month 

Ago 

Year 

Ago 

Hscal YearSoFar 
1^8-99 1997-98 

1997-98 1996-97 

1995-96 1994-95 1993-94 

Rscrore 

119819 

98360 

102511 

2781 

2I4S9 

17308 

17985 

22136 

21649 

-7302 

18402 27430 

USSmn 

28264 

24858 

25976 

598 

3406 

2288 

2489 

.3607 

5243 

-3690 

5640 8724 


ffoies: (i) Superscript numeral denotes month lo which figure relates, e g, tupericripl I stands for January; (ii) Figures i 
or over the cotvpuable period of the prevtous year, na: not available, neg: negUgibie * unchaaged. 


brackets tie percentage varlaiiona over the specified 
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Agriculture 

Rainfall (35 Meterological divisions) 

1998 

1997 

1996 

1995 

1994 

1993 

1992 

1991 

1990 

1989 






Jime-Scptember 





Bxcess/Normal 

31 

32 

32 

33 

25 

31 

32 

27 

32 

29 

Deficient/scanty/nil 

4 

3 

3 

2 

10 

4 

3 

8 

3 

6 






Oct 1- 

Dec 23 





Escess/Normal 

33 

26 

26 

17 

18 

20 

- 




Deficient/scanty/nil 

2 

9 

9 

18 

17 

15 

- 

- 

- 

- 

Production 

1998-99 

1997-98 1996-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

(Agricultural year) 

(Estimated) 










Total Foodgraina (mn tonnes) 

200.8 

192.4 

199.4 


I9I.5 





171.0 

Kharif 

102.4 

101.1 

103.9 

95.1 

101.1 

100.4 

101.5 

91.6 

99.4 

101.0 

Rabi 

98.4 

91.3 

95.5 

85.3 

90.4 

83.9 

78.0 

76.8 

77.0 

70.0 

Total Rice (mn tonnes) 

84.5 

82.3 

81.7 

77.0 

81.8 

80.3 

72.9 

74.7 

74.3 

73.6 

Kharif 

- 

71.6 

71.3 

67.9 

72.6 

70.7 

65.3 

66.4 

66.3 

65.9 

RaU 

- 

10.7 

10.4 

9.1 

9.2 

9.6 

7.6 

8.3 

8.0 

7.7 

Total Wheat (mn tonnes) 

70 6 

65.9 

69.4 

62.1 

65.8 

59.8 

57.2 

55.7 

55.1 

49.8 

Total Coarse grains (mn tonnes) 

29.1 

31.2 

.34.1 

29.0 

29.9 

30.8 

36.6 

26.0 

32.7 

34.8 

Total Pulses (nut tonnes) 

1.5.2 

13.1 

14.2 

12.3 

14.0 

13.3 

12.8 

12.0 

14.3 

12.8 

Kharif 

- 

4.4 

55 

4.5 

4.7 

5.4 

5.6 

4.4 

5.4 

5.5 

Rabi 

- 

8.7 

8.7 

7.7 

94 

7.9 

7.2 

7.6 

8.9 

7.3 

Oilseeds (mn tonnes) 

25.3 

22.0 

24 4 

22.1 

21.3 

21.5 

20.1 

18.6 

18.6 

16.9 

Sugarcane (nui tonnes) 

282.7 

276.3 

277.6 

281.1 

275.5 

229.7 

228.0 

254.0 

241.1 

225.6 

Raw cotton (million bales of 170 kgs each) 14.0 

III 

14.2 

12.9 

11.9 

10.7 

11.4 

9.7 

9.8 

11.4 

Jute and mesia (million bales of 10 kgs each) 9.3 

II.1 

11.2 

8.8 

9.1 

8.4 

8.6 

10.3 

9.2 

8.3 

Tea (mn kgs) (calendar year) 

812.3 

810.6 

780.0 

753.9 

743.8 

758.0 

703.9 

742.0 

720.0 

684.0 

Coffee (mn kgs) 

2.30.0 

228.0 

205.0 

223.0 

180.0 

208.0 

169.0 

180.0 

170.0 

118.0 

Procurement of Foodgrains 

Up to January 11 









(mn tonnes) 

1998-99(P) 

I997-98(P) 

1997-98 1996-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 1990-91 


Total (April-March) 



23.6 

20.4 

22.2 

25. 

Rice (Cktober-September) 

6.6 

8.0 

14.3 

12.2 

9.9 

13. 

Wheat (Apnl-March) 

12.7 

9.3 

9.3 

8.2 

12.3 

11. 



Offtake of Foodgratns 
(mn tonnes) (April-March) 


April-November 


1997-98 1996-97 1995-96 1994-95 1993-94 1992-93 1991-92 1990-91 


Total (inci coarse grains) 

13.13 1 

12.09 

Rice 

7.79 

7.45 

Wheat 

5.34 

4.64 



Food Slocks with Govt Agencies (mn tonnes) Dec 1, 
(April-March) as at the end of the period 1998 


Dec 1. 

1997 1997-98 1996-97 


1995-96 1994-95 1993-94 1992-93 1991-92 1990-91 


Total (incI coarse grains) 

2 

Rice 

1 

Wheat 

* 



6.4 

2 

3.2 

1 

3.2 




Industrial Production 


Infrastructure industries 


November Variation 
1998 Over a 
Year Ago 


Coal (mn ins) 

Electricity generation (mn kwh) 
Hydel 

ThermaKincI nuclear) 

Plant load factor 
Crude petroleum (000 ins) 

Petroleum products (000 tns) 
Finished steel (main plants) (000 Ins) 
Cement (000 tns) 
fertilisers (000 ins) 

Revenue earning goods traffic 
on railways (mn tns) 


-1.3(-4.8) 

1742(5.2) 

87907.2) 

863(3.0) 

-l.5(-2.3) 

-163(-5.8) 

443(8.3) 

-53.6(-2.7) 

220(3.2) 

45.3(3.9) 


Cumulative for Fiscal 

_ Year so far _ 

1998-99 1997-98 


179.7(0.9) 178.1(5.0) 

290452(6.1) 273632(6.1) 
576240 3.5) .50766(3.0) 

232828(4.5) 222866(6.8) 


61.9 

21666(-4.0) 

44411(3.0) 


62.5 

22576(3.0) 

43105(4.0) 


15391.7(-2.0) 15700.6(-0.7) 
54530(2.8) 5.3030(8.1) 

8820.8(4.6) 843009.0) 


-l(-3.8) 27l(-2.2) 277(6.2) 


1997-98 


295.9(3.6) 

420405(6.6) 

74388(8.4) 

346017(6.2) 

64.7 

33826(7.2) 

65131(3.7) 

14302(0.6) 

83160(9.2) 

13062(17.1) 

429(5.0) 


1996-97 


285.7(5.8) 
394488(3.9) 
68609(-5.0) 
325879(6.0) 
64.4 
31541 (-8.7) 
62814(7.2) 
142110.6) 
76176(9.9) 
1IIS5(-I.6) 

409(4.6) 


1995-96 1994-95 


270.1(16.4) 
379684(8.2) 
72223(-12.5) 
307461(14.5) 
63.0 
34563 (7.2) 
58578 (3.6) 
13982 (8.9) 
6930901.2) 
11335(8.6) 


253.7 (3.2) 
351025(8.5) 
82511(17.3) 
268514(6.1) 
60.00 
3223909.2) 
56534 (3.9) 
12839(8.3) 
62355(7.6) 
1043805.4) 

365 0.9) 



Nttu: P: Provisional - not available Figures in bracket ore percentage variations over the previous penod. 
St/UTCt: Central Statistical Organisation (CSO). 
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COMPANIES 


EPW Rese*rch Foundatioa 


ITC 

Streamlining for Growth 

TOBACCO major ITC puffed off an 
encouraging performance during 1997-98. 
While the company* s net sales was higher 
by 9.2 per cent over the previous year, 

1996- 97, operating profit improved by 
25.9 percent and the company’s net profit 
jumped by 51.7 per cent over the .same 
period. Encouraged by its performance, 
the company raised the dividend rate from 
40 po-cent last year to 45 per cent. While 
earnings per share was up to Rs 21.4 from 
Rs 14.1, book value moved up from 
Rs 52.5 per share to Rs 69 per share. At 
a time when other bu.sinesses seem to be 
struggling to retain their toe hold on the 
market, FTC seems to be going from 
strength to strength. After posting good 
results for the year 1996-97, the company 
has repeated its growth performance during 

1997- 98. The company maintained its 
leadership position in all the cigarette 
segments. In fact, in order to capture the 
foreign cigarettes segment - estimated at 
Rs 250 crore and growing at 25 per cent 
- ITC has tied up with its parent, BAT, 
for the manufacture and marketing of 
two international favourites - Benson & 
Hedges and State Express 555. The com¬ 
pany has also embariccd on an expansion 
and modernisation plan which is expected 
to further fuel growth. While its leaf 
tobacco exports registered a growth of 
over 62 per cent in value terms and 37 per 
cent in volume terms, its packaging and 
printing business also performed well and 
the company was able to coniiolidate its 
position as the industry leader. In a bid 
to disengage itself from non-profitable 
businesses which were a drag on profit¬ 
ability, the company hi ved off FTC Classic 
and sold off its stake in the seeds business, 
in addition to reducing its stake in the 
edible oils business. The company now 
plans to focus on four major areas - 
tobacco, hotels, printing and packaging, 
and paper. 

The company has signed a memoran¬ 
dum of understanding (MoU) with Lawson 
Mardon Group of Aiu-Suisse Lonza cov¬ 
ering a security and back-up arrangement 
for printing and packaging of FTC’s BAT 
brands. The company’s printing and pack¬ 
aging division is today the country’s larg¬ 
est manufacturer of value-added folded 
cartons, meeting the packaging needs of 


a variety of brand leaders in domestic and 
export markets covering industries like 
tobacco, liquor, tea, foods, detergents, 
personal products and matches. The com¬ 
pany enjoys a good discotmting at the 
stock market with its share quoting at 
Rs 990on the bourses, which gives a price 
to earnings multiple of 46.2. 

ESCORTS 

Successful Restructuring 

Ibe flagship company of the Rs 3,000 
crore Nanda group, ^otu. experienced 
a mixed performance during the year 
1997-98. While the company net sales 
declined by 14.5 per cent over the pre¬ 
vious year, operating profit remained stable 
at last year’s level. Lower interest (down 
16.2 percent) and tax provision (dc-wn 16 
per cent) helped the company post a mar¬ 
ginally higher net profit during the same 
period. The company’s poor performance 
is reflected in die poor discounting it is 
granted on the stock market with its stock 
quoting at a price to earnings multiple of 
three. 

In a bid to revamp its image the com¬ 
pany now plans to convert 50 per cent of 
its equity capital into cumulative redeem¬ 
able preference (CRP) shares. Hie CRPs 
will have an interest rate of 12 per cent 
and have a face value of 90 per cent. 'They 
will be fully paid at par and have a tenure 
of seven years with an average of six 
years. The CRPs will be redeemable at 
par at the end of the fifth, sixth and seventh 
year from the date of allotment. Moreover, 
the company retains the option to redeem 
them at any time at the end of four years 
from the date of allotment under a call 
option. The CRPs will also be listed and 
tradeable. The move is expected to en¬ 
hance the value of shareholders’ holdings 
as also the cash flow to them by way of 
dividend and through return of capital 
on redemption of the CRPs. Excorts 
proposes to utilise reserves worth over 
Rs 280 crore to return equity to share¬ 
holders who have to date contributed 
Rs 154 crore in the form of equity and 
premium. Further, the company believes 
that the cut in equity will improve the price 
to earnings multiple which in turn 
maximises the wealth of the shareholders. 
The restructuring exercise carried out 
earlier was a move to realign its focus 
mainly because the company had diver¬ 


sified into too many areas which included 
agro machinery, construction equipment, 
telecom, automotive components, two- 
wheelers, chemicals and finance. Ip 
addition, the presence of another group 
company in tractors also sent out con¬ 
flicting signals to investors. The restruc¬ 
turing move envisaged consolidation of 
the group’s agro machinery business under 
Escorts. The company has divested die 
leather chemicals business and hived off 
its two-wheeler and automotive compo¬ 
nents division into separate joint ventures. 
The overall recession is expected to catch 
up with the domestic tractor industry 
soon. However, in a bid to tackle the 
slowdown and the threat from multi¬ 
nationals. Escorts is forging a series of 
overseas alliances for its tractor business. 
Apart from a technology tie-up with 
Carraro of Italy, the company has entered 
into a MoU with a US-based tractor distri¬ 
bution firm. Through this. Escorts is plan¬ 
ning to market its higher HP tractors 
globally and offset the sluggishness in the 
domestic market. 

ARVIND MILLS 

Shifting Fortunes 

The flagshipcompany of theLalbhai group, 
Arvind Mills performed poorly during 
1997-98. Though the company’s net 
sales was higher by 7.8 per cent over the 
previous year, 1996-97, operating profit 
suffered and was lower by 16.2 per cent. 
Even a sharp fall in interest charges (down 
27.7 per cent) was not enough to offset 
the increase in depreciation (up 25.9 per 
cent) and tax provision (up 52.2 per cent), 
and the company’s bottomline was lower 
by 20.7 per cent over the same period. 
With earnings per share falling from 
Rs 12.7 to Rs 10, the company decided 
to cut the dividend rate from 45 per cent 
in 1996-97 to 25 per cent during the year 
underreview. Book value, though, coursed 
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The #cek*e CompmiitH 


(Rs ktkk) 


ITC 


Finaadal Imiicaton 


Eecorti 


March 

199S 


March 

1*97 


March 

1998 


March 

1997 


Arvtnd Mill 
March March 
1998 1997 


Incomc/appropriatloM 

pi Net tales 30748S 

2 Value of produclicHi 316419 

3 Other Income 13444 

4 Total income 329863 

5 Raw inateriols/slores and 

spares consumed 123113 

6 Other manufacturing expenses 28242 

7 Remuneration to employees 2061$ 

8 Other expenses $7936 

9 Operatinn profit 999$7 

10 Interest 14066 

11 Cross profit 87733 

12 Depreciation 8$8$ 

13 Profit before utx 79148 

14 Tax provision 26$28 

Profit after tax $2620 

16 Dividends 12148 

17 Retained profit 40472 

Liabiittics/assets 

18 Vaid-up capital 24$4I 

19 Reserves and surplus I $1672 

20 Long-term loans 122168 

21 Shoit-icrm loans 7736 

*52 Of which bank borrowings 7736 

23 Gross fixed assets 143863 

24 Accumulated depreciation 39086 

2$ Inventories 91174 

26 Total ossels/liabilities 433$6$ 

Miscellaneous items 

27 Excise duty 37S931 

28 Gross value added 118$67 

29 Total foreign exchange iucome 116373 

30 Total foreign exchange outgo 36374 

Key financial and performance ratios 

31 Turnover ratio 

(sales to total assets) ($6) 70.92 

32 Sales to total nei assets (%) 100.4$ 

33 Gross value added to 

gross fixed assets (%) 82 42 

34 Return on investment 

(gross profit to total as.seis) (%) 20.24 

3$ Gross profit to sales 

(gros.s margin) (%) 28.$3 

36 Operating profit to sales (%) 32.51 

37 Profit before tax to sales (%) 25.74 

38 Tax provision to 

profit before la/ ) 33.52 

39 Profit after tax to net worth 

(return on equity) (%) 29 86 

40 Dividend {%) 45 (K) 

41 Earning per share (Ks) 2144 

42 Book value per share (Rs) 69 02 

43 P/E ratio 46.17 

44 Debt-equity ratio 

(adjusted for rcvalualior) (%) 72.13 

4$ Short-term bank borrowings 

to tnventoncs {%) 8 48 

46 Sundry creditors to 

sundry debtors (%) 858 45 

47 Total remuneration to employees 

to value added (%) 17 39 

48 Total remuneration to employees 

to value of production (%) 6 $2 

49 Gross fixed assets formation (%) 12.91 

50 Growth in inventories (%) 24.94 


28149$ 

114440 

138648 

92801 

86090 

276968 

116404 

137292 

96038 

84613 

12199 

6721 

7469 

9686 

11892 

289167 

123125 

144761 

105724 

96.505 

112212 

75366 

69467 

50946 

43711 

24682 

7538 

33508 

10804 

7641 

17331 

13207 

1.3972 

47-56 

4136 

55522 

10288 

11089 

13594 

10450 

79420 

16726 

16725 

25624 

30567 

1.5859 

4404 

5255 

7434 

10287 

64968 

194.57 

197.32 

18202 

19059 

6303 

3113 

3008 

7273 

5777 

5866$ 

16.344 

16724 

10929 

1.3282 

2.3975 

3360 

4000 

825 

.542 

34690 

12984 

12724 

10104 

12740 

107 : y 

3298 

.3055 

2812 

4947 

23891 

9686 

9669 

7292 

7793 

24.541 

6807 

6516 

13905 

10055 

II1383 

81094 

731.52 

10.5098 

97815 

43593 

44695 

397.57 

143672 

9.3014 

28986 

I3S68 

9889 

12205 

12277 

28983 

13428 

9889 

12205 

12277 

127415 

66470 

67834 

1961.58 

120039 

31663 

169.52 

16273 

29532 

22.521 

72975 

12771 

10827 

22250 

22936 

304770 

190.3.36 

170782 

293934 

2.32331 

307809 

13118 

11372 

31 

225 

95457 

41740 

45399 

22636 

22590 

76305 

2673 

2397 

3.5055 

35805 

42326 

1.500 

401 

13940 

119.57 


92.36 

60.13 

81 18 

31..57 

37.05 

1.35.01 

78.30 

107.22 

33.76 

40.39 

74.92 

62.80 

66.93 

II..54 

18.82 

21-32 

10.22 

11 55 

6.19 

8.20 

23 08 

17.00 

14 23 

19.61 

22 14 

28.21 

14.62 

12 06 

27.61 

35.51 

20.84 

14 28 

1206 

11,78 

15 43 

40 87 

20.56 

23.92 

7 55 

4 08 

25..52 

14.77 

1597 

8.49 

1181 

40 00 

45 (K) 

45 (K) 

25 00 

45 00 

14.14 

19 (.>7 

19,53 

10 00 

12.67 

52.5.3 

104 41 

‘12.89 

II4..52 

107.28 

NA 

3.13 

NA 

3.25 

NA 

33.82 

62 88 

65.69 

120 73 

86 23 

39 72 

105.14 

91 .34 

.54 85 

53..53 

264 55 

74.66 

160 72 

50,44 

95 21 

18.16 

31.64 

30.78 

21.01 

18 31 

6.26 

11.35 

10.18 

4.95 

4 89 

35.0.3 

-2.01 

-5 14 

63.41 

52,84 


along at Rs t14.5 per share, up from 
Rs 107.3 per share at the end of the 
previous year. The company's stock 
presently quotes at around Rs 32.5 on 
the bourses, discounting its 1997-98 earn¬ 
ings by a mere 3.25 limes. During the 
year, denim sales accounted for 61 per 
cent of the turnover of the company while 
exports accounted for 44 per cent. The 
company’s key business was hit badly in 
both the local and export markets due 
to the Asian crisis and slowdown in 
domestic demand. The shift in the con¬ 
sumer preferences, particularly in the US, 
from denim to chinos, gabardine and 
other casual fabrics is said to be respon¬ 
sible for the company’s poor fortunes in 
the export market. Overcapacity in the 
Indian market and slack export markets 
affected the company’s bulk fabric and 
branded garment sales, reportedly result¬ 
ing in a pile-up of processed fabric esti¬ 
mated at Rs 12s crorc. Reports even 
claimed that another Rs 1S-18 crore worth 
of stock could be stuck with converters 
(intermediaries who manufacture and 
distribute the company’s branded Ruf-n- 
Tufjeans). Stocksof Newport jeans, worth 
about Rs 30 crore were also said to be 
lying with the company. The branded 
garment business contributed about 16 per 
cent of the turnover, and the company 
continued to derive considerable business 
from its treasury nperations.Thccompany 
implemented its 40 million metres per 
annum rope denim project at .Santej in 
Ahmedabad during the year, and the 
other projects at the same location com¬ 
prising expansion of the cotton shining 
facility, a new knit fabric unit and captive 
plants were at advanced stages of comple¬ 
tion. The total co.st of the above projects 
is estimated to be around Rs 1,0()0 crore 
and most of it is being funded through 
debt. 

Meanwhile, the promoters, l,albhais, 
have increa.scd their holding in Arvind 
Mills to 21.07 per cent by acquiring 
2,11,89,758 equity shares of the total 
current equity capital of Rs ISO crorc 
(increased after March 31, 1998). In 
another move, the company also planned 
to issue 50 lakh preference shares of 
Rs 100 each, aggregating Rs 50 crore to 
meet the working capital and capital ex¬ 
penditure needs. The company’s move 
has liccn initiated in vie w of its expansion 
plans, and also for general corporate 
purposes. The authorused capital has re¬ 
portedly been increased from Rs 150 crorc 
to Rs 260 crorc to incorporate the increase 
in capital. 


-8.47 


17 96 -16.31 -2.99 


7.83 


NA: ineans not available 
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COMMENTARY 


Maharashtra Budget: More Questions 
Than Answers 

Madhav Godbole 

In the pursuit of populist policies the Maharashtra government has 
taken several hasty decisions which do not augur well for the 
financial health of the state. 


THE annual financial slaiement of the 
government of Maharashtra for the year 
1999-2000 was presented in the state 
legislature on March 22,1999. The budget 
was anxiously awaited for a number of 
reasons. The first is the critical financial 
position of the state government which is 
causing concern among the discerning 
citizens, thinkers and public policy ana¬ 
lysts, though the state government has so 
far been totally oblivious to it. It was 
expected that the coalition government 
would at last take note of ihe.se serious 
concerns in the budget and present a .set 
of time-bound remedial actions. Second, 
this is the Iasi budget of the Shiv Sena 
(SS)-Bharatiya Janata Party (BJP) coalition 
government as the elections to the state 
legislative assembly are scheduled to be 
held in February 2000. The budget was, 
therefore, expected to give a decisive 
direction to the state’s development efforts 
so as to ask for a fresh mandate from the 
people. Third, this is the first budget after 
the setting up of the Eleventh Finance 
Commission (EFC). It was expected that 
the state government would show a .serious¬ 
ness of purpose in .setting its financial 
house in order to make out a strong case 
for larger as.sistancc from the EFC. Un¬ 
fortunately, the budget has belied all 
expectations and has raised more ques¬ 
tions than what it has answered. 

It will be useful to begin the di.scussion 
by briefly summurising the main feature.s 
of the budget. The budget estimates for 
1999-2000 anticipate an all-time high 
deficit of Rs 1 .(W5.31 crore, with unprece¬ 
dented revenue deficit of Rs t.y? 1.9.krore, 
capitaJaccountsuiplusofRs 1,708.43crore, 
and public account surplus (net) of 
Rs 5.676.74 crore. The deficit is proposed 
to he made good by resource mobilisation 
proposals (Rs 720 crore) and gearing up 
of the tax collection machinery and tighten¬ 
ing up various economy measures, especi¬ 
ally on the non-Plan revenue account side 
(Rs 3(X) crore), resulting in the reduction 
of the deficit to Rs 75.31 crore 

The analysis of the financial position of 
the government brings into sharp focus a 


number of disturbing features. Revenue 
deficit has recorded a steep increase during 
the last few years. The deficit has gone 
up from Rs 609.11 crore in 1995-96 to 
Rs 1,590.56 crore in 1996-97. Rs 2.579.94 
crore in 1997-98, Rs 2,741.64 crore in 

1998- 99 and Rs 7.9"^ 1 crore (BE) in 

1999- 2000. Interest payments have 
increased from Rs 2,903.59 crorc in 
1997-98 to Rs 3,607.60 crore in 1998-99 
and are estimated to go up to Rs 5,082.34 
crore in 1999-2000. Revenue expenditure 
is slated to go up steeply from Rs 22,896.51 
crore in 1997-98 to Rs 24,872.36 crore 
in 1998-99 and Rs 32.209.08 crore in 
1999-2000 (increase of 29.5 per cent over 
the previous year). The annual growth rate 
in total expenditure on revenue account 
was 16.4 per cent between 1980-81 to 
1990-91. Between 1990-91 and 1999-2000, 
the corresponding growth rate iscsiimated 
to be 15.6 per cent. Both these rates arc 
much higher than the rates of growth of 
revenue in the corresponding periods. In¬ 
terestingly, during the pcricid 1990-91 to 
1999-20()0. the annual growth rate of 
expenditure on (i) agriculture and allied 
activities is 6.1 per cent, (ii) administrative 
services is 23.9 per cent, (iii) education, 
sports, arts and culture is 15.3 per cent, 
(iv) health and family welfare is 12.6 per 
cent, and (v)dcbt .services is 17.7 percent. 
Thus the highest growth rate is of expen¬ 
diture on administrative services, followed 
by that on debt services. The per capita 
expenditure on revenue account was 
Rs 2,555.06 in 1997-98. It is expected to 
increase to Rs 2.724.89 in 1998-99, i c. 
by 6.6 percent over 1997-98 and further 
to Rs 3,464.85 in 1999-2000, i e, by 27.2 
per cent over 1998-99. 

The capital expenditure i.s languishing 
at Rs 4..)55.70 crorc. Rs 4,448.57 crore 
and Rs 4,009.34 crore, respectively in 
the.se years - a projected decline, even in 
nominal terms, in 1999-2000. The per 
capita expenditure on capital account is 
likely to increase from Rs 358.41 in 
1997-98 to Rs 397.45 in 1998-99. The 
same is. however, expected to decrease to 
Rs 351.53 in 1999-2000. 


There was a big jump in anticipated Pla 
expenditure in 1998-99 (Rs 11,638.8 
crore) as compared to the preceding yet 

1997- 98 (Rs 7,936.70 crore). This wa 
due to large recourse to loan funding c 
the Plan resorted to by the state govern 
ment. However, the outlay for the annut 
Plan for 1999-2000 is of only Rs 12.161.6 
crore as against the outlay of Rs 11,60 
crore forthe previous year. Thus theoutia 
for the year 1999-20()0 is Just 4.8 per cer 
higher than the outlay for the previou 
year (this percentage is even lower i 
terms of the anticipated actual expend! 
tore), signifying a decline in real term: 
Of the total outlay, only Rs 6,641.82 cror 
(54.61 per cent) forms part of the stat 
budget. It is necessary to note that thi 
amount also includes loan funds receivei 
towards externally assisted projects, am 
central sector and centrally sponsorei 
schemes. The balance amount o 
Rs 5,519.84 crore is to be met from th 
resources of the statutory bodies like th 
Maharashtra State Electricity Boar 
(MSEB), Maharashtra State Road Trans 
port Corporation (MSRTC), loans fror 
the Life Insurance Corporation of Indi 
for the water supply schemes, irrigaiioi 
development coiporations, road develop 
ment corporation, Maharashtra Jcevai 
Pradhikaran and Mumbai Metrnpolitai 
Region Development Authority. Most o 
this amount will be raised by way of loans 
Thus less than 40 per cent of the tota 
annual Plan outlay is non-loan funded 
indicating the .severity of the problem o 
debt creation. Fiscal deficit went up b; 
nearly 23 percent in 1998-99 (Rs 8,071.7' 
crore) as compared with 1997-91 
(Rs 6,561.68 crore), and is estimated to gi 
up by further 17 per cent in I999-2(X)( 
(Rs 9,436.01 crorc). Primaiy deficit toi 
is slated to (ouch Rs 4,353.67 cron 
(l999-2000)as compared with Rs 3.658.0< 
crorc in 1997-98. It is further seen that thi 
ratio of revenue deficit to fiscal deficit 
indicating the extent of btirrowing usci 
for consumption expenditure, is cstimatei 
to go up from 39.32 per cent in 1997-91 
and 33.96 per cent in 1998-99 to un 
believable 84.48 per cent in 1999-2000 

The total debt of the state govemmen 
which was Rs 21,751 crore at the end o 
1996-97 increased to Rs 25,870 crorc a 
the end of 1997-98 and the same is e.sti 
mated at Rs 30,912 crorc by the end o 

1998- 99. It is expected to increase funhe 
to Rs 37.226 crore by the end of 1999-2000 

Yet another disturbing aspect of th< 
state's finances isrcgarding the proporatioi 
of the total revenue of the slate prc-emptet 
by three sticky items of expenditure 
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namely, gross imeiesi payments, loui 
salary liability and subsidies. These to- 
gethtf accounted for 77.82 per cent of the 
total revenue receipts in 1994-9S. This 
percentage has gone up rapidly in the 
following years - 78.82 per cent in 1995- 
96, 84.13 per cent in 1996-97, and 85.29 
|er cent in 1997-98. In 1998-99, it is 
estimated to have crossed 100 per cent. 

Due to some significant developments 
in recent years, the budget of the state 
government does not reflect the full and 
correct picture of the finances of the state. 
At least three factors may be cited in 
support of this contention. First, in the 
past, the state alone used to borrow from 
the market on the basis of its guarantee. 
In recent years, a number of state govern¬ 
ment corporations are taking resort to 
borrowing from the market on the basis 
of state government guarantees. Thus huge 
sums are being borrowed by the irrigation 
development coiporations, state road cor¬ 
poration. MSEB and so on. Mo.st of these 
projects are clearly not self-financing and 
the final liability to repay the loans, either 
in full or part, will devolve on the state 
government. This contingent liability 
arising from the boriowing of the state 
government entities is not rcllected in the 
budget. Second, much worse is the bor¬ 
rowing. based on the guarantees of the 
state government, by non-govcriimcnt 
entities such as the co-operative sugar 
factories, co-operative spinning mills, co¬ 
operative cotton marketing federation for 
the loss-making cotton monopoly scheme 
and so on. The co-o|H'rativc sugar facto¬ 
ries and spinning mills have already de¬ 
faulted in repayment of loans and payment 
of interest to all-India financial institu¬ 
tions to the extent of over ,Rs 300 crorc. 
The .state government has been dragging 
its feet in meeting its guarantee obligations, 
^s a result, thc.se institutions have stopped 
‘SXtending term loans to new co-operative 
sugar factories in the state since 1995. In 
spiteofaccumulatedlu.ssesofovcrRs 1.300 
crorc, the cotton monopoly scheme has 
been kept going by the state govcmmcni 
by ordering its other corporations to park 
their .surplus funds with the cotton market¬ 
ing federation and extending loans to the 
federation from state exchequer which are 
not likely to be repaid at any time. The 
seriousness and enormity of this large 
contingent liability has to be icckoned 
with in appraising the budget. Third, the 
state government has given guarantees for 
the purcha.se of power by MSEB from the 
three independent power producers (IPPs), 
namely, Enron, Reliance and Nippon 
Dendro. By all accounts, the state will 
have to bail out the MSEB in fulfilling its 
power purcha.se obligations. The concerns 
regarding this large contingent liability in 


me coimng years are aiso not rerieciea in 
the budget. If these imponderables are 
taken into account, the finances of the 
state government are clearly in a crisis 
situation. 

It is indeed unfortunate that the finance 
minister has been laying the entire blame 
for the deterioration in the financial po¬ 
sition of the state government on the 
unilateral decisions of the central govern¬ 
ment on the recommendations of the Fifth 
Pay Commission. While the profligacy on 
this account cannot be lo.st sight of. the 
budget does not seem to take any 
cognisance of the veritable time bomb 
which is ticking away inexorably. 

Poor Resourcu Mobilisation 

It wi II be useful to examine in this context 
the performance of the state in respect of 
resource mobilisation. All available data 
show that the efforts of the state govern¬ 
ment in this regard arc much less than are 
warranted in the above situation. 
Maharashtra occupied the first place among 
14 major stales i n respect of per capita tax 
revenue in 1996-97 and 1997-98. How¬ 
ever, this primacy was lost in 1998-99 (BE) 
when the .state slipped to the fourth posi¬ 
tion. Significantly, on the basis of the ratio 
of tax revenue to .state domestic product 
(SDP), which shows the potential of the 
stale to raise revenue, in 1996-97 (latest 
year for which comparable SDP data arc 
available), Maharashtra ranked only fifth 
among 14 major states. Even after taking 
into account the revenue from octroi, 
which is levied by municipal bo<lies. this 
picture may not change to any appreciable 
extent. 

The performance is equally disappoint¬ 
ing in respect of all major taxes. As regards 
the per capita sales tax revenue. 
Maharashtra occupied the fourth position 
among 14 major states in all the three 
years, namely, 1996-97 1997-98 and 
1998-99 (BE). In respect of sales tax 
revenue to SDP ratio for 1996-97, 
Maharashtra was only at the sixth posi¬ 
tion. In respect of per capita state exci.se 
revenue. Maharashira was at the sixth 
position in 1996-97. third in 1997-98 and 
.seventh in 1998-99 (BE). On the basis of 
the stale exci.se revenue to SDP ratio for 
1996-97, Maharashtra was only at the 
eighth position among 14 major .states. In 
respect of the per capita revenue from the 
taxes on vehicles, goods and pas.scngers, 
Maharashtra was at the fifth pasition in 
1996-97, third in 1997-98 and eighth in 
1998-99 (BE). As regards this tax revenue 
to SDP ratio for 1996-97, Maharashtra 
trailed at (he 10th position among 14 major 
states. 

Of the total receipts on revenue account, 
non-tax revenue accounted for only 


ZU.9 per cem. ur tius. exciuoing imereii 
receipts (4.8 per cent) and grants-in-aid 
from central government (7.9 per cent), 
“other non-tax revenue” accounted for 
only 7.8 per cent. Interestingly, the rev¬ 
enue from this source is estimated to 
be smaller in 1999-2000 than even in 
1997-98 and just marginally higher than 
in 1998-99. 

The performance of the state public 
sector enterprises has been most dis¬ 
appointing. According to the report of the 
Comptroller and Auditor General of India 
on the stale government for the year ending 
March 31, 1997, the state government’s 
investment in the share capital and deben¬ 
tures of various statutory corporations, 
government companies, etc, at the end of 
1996-97, was Rs 1,874.18 crore. The 
dividend/interest received during the year 
was Rs 9.27 crore only, representing a 
meagre return of 0.49 percent Thirty-five 
companies, in which the government 
investment in equity was Rs 187.19 crore, 
had accumulated losses of Rs 343.41 crore 
during the years 1986-87 to 1996-97 for 
which the accounts were finalised. 

The budget does not deal with any of 
these issues insofar as revenue mobilisation 
is concerned. On the contrary, the state 
government has taken the most retrograde 
step by proposing the abolition of value 
added tax (VAT) system. The relevant 
portion of the speech of the finance mini¬ 
ster is cleverly worded to give an impres¬ 
sion that the committee appointed by the 
state government under the chairmanship 
of Narayan Valluri had recommended this 
course of action. The relevant paragraph 
of the budget .speech reads as follows: 
‘The committee has taken a note of 
(emphasis added) the following problems 
faced by tax payers - (i) VAThas imposed 
an onerous burden on (ax payers in terms 
of accounts keeping, which small dealers 
find difficult to comply with, (ii) The 
multiplicity of rates combined with VAT 
has complicated filing of returns for 
resellers. (:ii) The experience of Tamil 
Nadu and Kerala government which in¬ 
troduced VAT shows that they were not 
happy with it and have either abandoned 
or kept it in abeyance, (iv) VAT .system 
is not suitable for Maharashtra.” 

At the outset it needs to be noied that 
there is nothing special about Mahara.shtra, 
as compared with the manufacturing and 
trading activities the world over, and VAT 
ought to have been given a fair trial in a 
so-called progressive state such as 
Maharashtra. In fact, implementation of 
VAT was considered a feather in (he cap 
of the Maharashtra sales tax administra¬ 
tion by knowledgeable observers and 
institutions both in the country and abroad. 
Any new taxation .system is Iwund to face 
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teething troubles. Some decline in the rate 
of growth of revenue, in the short run, also 
cannot be ruled out; but the Maharashtra 
administration has the requisite innovative¬ 
ness to deal with these issues in a con¬ 
structive nnanner. Instead of doing so, the 
state government has, for inexplicable 
reasons, taken the hasty and short-sighted 
Step of abolishing the VAT system alto¬ 
gether. This will have long-term adverse 
implications for the rationalisation and 
reorganisation of the commodity taxation 
not only in Mahara.shtra but in several 
other states in the country. 

What is shocking is that the committee 
under the chairmanshipofNaray an Valluri 
had not recommended the abolition of 
VAT at all. It had recommended an alter¬ 
native, for adoption in the short term, 
which would reconcile the conflicting 
demands put forth by various interested 
parties and suggested the continuation of 
the levy of tax as at present, at the first 
point of sale, at the existing rates (or as 
modified and revised in the light of the 
committee's report or otherwise). How¬ 
ever, subsequent sales (which were to be 
subject to VAT) were not to be taxed at 
the rates applicable to the individual 
commodities but at a single rate of tax 
levied on the basis of the .subtraction 
mctlK)d. i c, on gro.ss value of sales less 
cost of purchases (including freight, octroi, 
etc). And the threshold limit for registra¬ 
tion of dealers was to be bmught down 
from the current Rs 40 lakh to zero. The 
committee had specifically underlined that 
this course of action will have the advan¬ 
tage because: (a) it is not a reversal of the 
track to the earlier system of first .stage 
single point (ax; (b) it addresses the con¬ 
cerns flowing from the opposition to VAT; 
and (c) it docs not try to adopt a full- 
fledged VAT system before one is fully 
equipped or ready to do so. At the same 
time, initiatives can be kept alive to move 
towards a full-fledged VAT as recom¬ 
mended by the Committee of Finance 
Mini.stcrs. The state government should 
have published the report of the committee 
for a wider debate before announcing its 
decision on the .subject. It is unfortunate 
that the VAT system in Maharashtra has 
fallen a prey to the single point programme 
of the state government to pursue populist 
policies, even by sacrificing the long-term 
interest of the state. 

Equally disconcerting is the hasty 
manner in which the decision to abolish 
octroi in 'A', *B' and ‘C class municipal 
councils has been announced in the budget. 
The finance minister has quoted a long list 
of the reports of the committees which had 
recommended the abolition of octroi. But, 
he has, inexplicably, lulled to refer to the 
most important committee (P D Kasibekar 


Committee) on this subject, from the 
perspective of Maharashtra. Thiscommit- 
tee, of which this writer was a member, 
in its report submitted in October 1987, 
had, inter alia, recommended that octroi 
should be abolished and in its place an 
account-based entry tax should be levied. 
The committee was particularly anxious 
that the state government should not 
undertake to meet the loss of revenue of 
local bodies, due to the abolition of octroi, 
from its own limited financial resources 
which were already under considerable 
stress. The committee had further empha¬ 
sised that a separate earmarked fund shwld 
be created to ensure timely reimbursement 
of losses of the local bodies from the 
revenues of the entry tax to be levied by 
the state government. These well-con.sid- 
ered recommendations have been over¬ 
looked by the state government. lastead, 
the finance minister has announced that 
octroi in the above categories of urban 
local bodies will be abolished and th£ state 
government will reimburse the loss to 
these bodies from its own resources for 
the next four years. Apparently, it is 
presumed by the finance minister that 
thereafter these bodies will be able to 
stand on their feet without stale govern¬ 
ment .support. 

The experience of other states such as 
Karnataka in this regard should have made 
the state government wiser. The local 
bodies in these states were at the mercy 
of the state government and did not even 
have funds to pay the salaries of their 
employees. The development works in the 
urban areas in these states suffered a great 
deal. As brought out earlier, (he record of 
Maharashtra in terms of mobilisation of 
revenues has been pour. In this .situation, 
to give up an important .source of revenue 
such as octroi, without taking recourse to 
any alternative revenue raising mea.sure, 
is (foolhardy. A number of other very valid 
objections can be raised regarding the 
decision of the government to abolish the 
octroi by taking recourse to populi.st stance 
as the traders in Maharashtra had stoutly 
opptiscd levy of entry tax. All along, they 
wanted the octroi to be abolished without 
levy of any other tax, and were thereby 
asking for reduction in the tax burden. In 
view of the furthcoming elections in the 
state, the ruling coalition has sacrificed the 
interests 'rt' urban local bodie.s as also the 
state by conceding this demand of the 
trading community which had been con¬ 
sistently rejected by the state government 
for the ia.st two decades. It is interesting 
that all this is being done when the state 
government is on the verge of financial 
bankruptcy. 

A reference may be invited in this context 
to the recommendations of the first report 


of the state finance comnassion. This 
commission was apptnnted in the light of 
the 73(d and 74th amendntents of the 
Constitution. The commission submitted 
its report to the state government on January 
31. 1997. The state government took an 
unconscionably long time of nearly two 
and quarter years to examine the recom¬ 
mendations and finally placed die report 
of the commission along with the action 
taken report on the table of the legislature 
in March 1999. The report of the commis¬ 
sion makes very disappointing reading. It 
is unfortunate that most of the members 
appointed on the commission had an 
inadequate understanding of the issues 
nor did they have a clear vision or pers¬ 
pective for the future. The state govern¬ 
ment's action taken report is equally 
perfunctory. It is indeed a sad commentary 
that in the most urbanised state in the 
country and in the state which had taken 
pioneering steps as early as 1962 to usher 
in the panchayat raj, the subject has re¬ 
ceived such cavalier treatment at the hands 
of both the State Finance Commission and 
the state government. It was surprising 
that the finance minister did not have even 
a word to say on the subject in his hour- 
long budget speech. As compared to the 
total estimated revenue receipts of the 
stategovcmmcnt.tothetuncofRs 24,237.15 
crore, for the year 1999-2000, the budget 
makes an ad hoc provision for only 
Rs 298.48 crorc for a.ssistancc to local 
bodies in pursuance of the recommenda¬ 
tions of the State Finance Commission. 
This is eloquent testimony of the state 
government’s commitment to the cause of 
democratic decentralisation. 

The finance minister has once again 
taken recourse to increasing the tax on 
petrol by 44 paise per litre and on diesel 
by 63 pai.se per litre. With this latest 
increase, the prices of these products itv 
M aharashtra are perhaps the highest in th^ 
country. Apart from giving impetus to 
inflationary pressures, such repeated in¬ 
creases in the prices of petrol and diesel 
raise an important question. The centre 
has announced its decision to bring the 
domestic prices of petro products in line 
with international price.s. However, when¬ 
ever the prices of .some of the.se products 
are reduced by the centre in keeping with 
decline in international prices, the states 
quickly step in and increase taxes on such 
products, whether it is diesel or aviation 
turbine fuel. It is time this issue is thrashed 
out between the states and the centre so 
that a long-term sustainable policy in the 
matter can be evolved. 

Profession tax was once considered to 
be an important avenue for the mobilisation 
of revenue in the state. Unfortunately, 
over the years, this enthusiasm was waned. 
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This is partly due to the fact that the 
revenue from this source is earmartced in 
entirety for the Emplt^mem Guarantee 
Scheme (EGS). The requirement of funds 
for ECS has come down over tlw years, 
partly due to larger funds becoming avaii- 
Jible under the employment generation 
schemes funded by the centre. There are 
repeated demands in the legislature and 
elsewhere that the outlay for EGS be 
increased or the rates of profession tax be 
reduced. Public interest litigation hes also 
been filed in the Mumbai High Court in 
this matter. Instead of reviewing the origi¬ 
nal decision to earmark ail revenues from 
profession tax forthe EGS, the stale govern¬ 
ment, under pressure from various lob¬ 
bies, has been dragging its feet in tapping 
this avenue fully. 

In the budget for 1999-2000, the finance 
minister has announced certain conces¬ 
sions in profession tax to Hindu undivided 
family (HUF) and partnership firms on the 
ground of double taxation. The basis for 
giving these exemptions is hardly convin¬ 
cing and can be faulted as the constituents 
,of HUF and partnership firms and these 
‘legal entities have to be distingui.shed from 
each other and treated independently for 
the purpose of levy of profession tax. The 
finance minister has announced his inten¬ 
tion to fix the liability under the profession 
tax on the basis of income tax li.ibility. 
The legal tenability of this initiative is 
clearly doubtful and needs to be gone into, 
if the entire revenue from profession tax 
is not to be jeopardised. 

It is amazing that every state finance 
minister succumbs to the temptation to 
reduce the sales tax on gold and silver on 
the specious plea that trade in these com¬ 
modities will othcrwi.se go out of the state. 
This time the finance minister has gone 
a step further and has proposed reduction 
V in the sales tax not only on gold and silver 
Hit also on the plastic jewellery boxes. 
In the name of the poor and the down¬ 
trodden, time anvi again, tlie budgets seem 
to serve the interests of well-off sections 
of society with impunity. This was again 
borne out by the above decision of the 
state government taken in following its 
earlier decision to give sales tax exemp¬ 
tion for the Tata's Indica car and targe 
conces.sions in floor space index to five- 
star hotels in Mumbai at highly con¬ 
cessional rates. 

Populist Prikjrammes 

As in the past, the budget contained a 
number of populist schemes and pro¬ 
grammes. The finance minister announced 
the introduction of Annapurna scheme 
' under which each fami ly below the poverty 
line will be entitled to 10 kg of wheat or 
rice at Rs 2 per kg. This is over and above 


the pRseni scheme under which the state 
government has undertaken to supply, 
through public distribution system, five 
essential commodities at 1994prices. The 
decision of the centre in 1998 to increase 
the issue prices for these commodities has 
further increased the total financial burden 
on the state government to Rs SOO crore. 
Under the new Jijamata Mahila Adhar 
Yojana, in the case of accidental demise 
of the head of the family having annual 
income up to Rs 1 lakh, the widow or son/ 
daughter will be entitled to a lump sum 
assistance of Rs 25,000 from the govern¬ 
ment. Under this scheme, 1.6 crore families 
will be insured and the insurance premium 
will be paid by the state government. A 
new Baliraja Suraksha Vima Yojana 
announced by the finance ministeris meant 
to give financial assistance ranging from 
Rs 5,000 to Rs 10.000 to those affected 
by natural calamities. 

Some of the give-aways are unfocused 
and do not have any specific deserving 
target group. Thus, under the Dr Punjabrao 
Deshmukh interest subsidy scheme, those 
farmers who take short-term loans up to 
Rs 25.000 and repay the same in time, 
will be given an interest subsidy of 4 
per cent by the slate government. It is ex¬ 
pected that about 20 lakh agriculturists 
will he benefited by the scheme. As can 
be seen, the scheme is not confined to 
small or marginal farmers and covers 
ail farmers, irrespective of the size of their 
landholdings. 

By yet another populist decision an¬ 
nounced by the state government ju.st a 
few days before the budget, the electricity 
tariff for agricultural consumers has been 
reduced substantially. The chief minister 
has announced that this is the first phase 
and in the second, electricity will be 
provided entirely free to agricultural con¬ 
sumers. This first phase itself is estimated 
to lead to the loss of revenue of Rs 181 
crore for the MSEB. These announce¬ 
ments are over and above the large sub¬ 
sidies of over Rs 4,800 crore given the 
state government annually from its bud¬ 
get. In addition are the subsidies amount 
ing to nearly Rs 4.500 crore given to the 
state public sector undertakings such as 
MSEB and MSRTC. The finance mini.ster 
did not refer in his speech to any proptisal 
for review and reduction in the burden of 
these large subsidies in any manner. The 
central ministry of power has announced 
a number of incentives to goad the state 
governments to .set up state electricity 
regulatory commissions (SERCs). These 
include reduction in rates of interest on 
loans from the Power Finance Corporation 
and the Rural Electrification Corporation. 
In view of the several critical issues facing 
the power sector in the state, in general. 


and MSEB, in particular, it was expectei 
that the state government would make ai 
announcement in the budget regarding 
setting up of SERC. This expectation tot 
has been belied. 

In view of the unsustainable burden o 
the decisions pertaining to the Fifth Pa} 
Commission, one would have expectet 
some curbs to be announced on new 
recruitment in the government. Instead 
the finance minister announced a few day: 
ago that over 1,800 posts falling vacan 
as a result of the reduction in tte age o 
retirement from 60 years to 58 years wouh 
be filled up expeditiously. 

The finance minister has announced th 
setting up of a committee under the chair 
manship of chief secretary of the state ti 
examine the question of economising oi 
administrative expenditure. The commit 
tee has been asked to submit its repoi 
within two months. This kind of tinkcrini 
with the problem, as a token gesture, wil 
serve hardly any purpose. What is re 
quired is to take a close and critical lool 
at down-sizing the government in it: 
entirety within a definite timeframe. Thi: 
task can hardly be addressed adequatel) 
by a committee of officers. 

The chief minister has announced tha 
several new districts would be created, b> 
bifurcating the existing districts, from May 
1. 1999. This will lead to a huge expen¬ 
diture of over Rs 100 crore. The announce¬ 
ment of increase in support price foi 
purchase of cotton under the Cottor 
Monopoly Procurement Scheme is also it 
the offing, though the scheme is ninnint 
into large lostics. With all the.se portents 
it is not clear how the finance ministei 
is going to bring about large saving in non 
Plan expenditure. 

A reference may be made to the usua 
ploy, adopted by all slate governments, oi 
applying an acro.ss-thc-board cut to ex¬ 
penditure during the course of the year in 
a mindless manner. This often takes the 
toll of maintenance expenditure. Ir 
1998-99, the budgetary provision for such 
expenditure in Maharashtra was only aboui 
Rs 1,115 crore, with public works depart¬ 
ment accounting for over Rs 900 crort 
of the outlay. This was grossly inadequate 
as compared to the norms laid down by 
the Finance Commission from time to 
time. Neglect of capital assets in this 
manner reduces their life considerably. It 
IS sad to .sec that not only the capital 
expenditure has been going down rapidly 
but even the existing capital a.s.sets are imt 
being cared for adequately. The other 
victim of across-the-board cuts in expen¬ 
diture is the non-plan development expen¬ 
diture. Thus there are hospitals but no 
drugs, there are schools but no teaching 
aids, and expensive machinery and equip- 
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Redefining Small Industiy: Scane Issues 

JCSaadesan 


The decision to redifine smail industry by lowering the ceiling on 
investment will adversely affect a large number of industries. 


ment lyiqg unrepaired and therefore lib- 
used. All this can be avoided only by 
hddag at ill expenditure critically. In 
this context, it is unfonunate that the stale 
budget has not taken imte of the an¬ 
nouncement of the union finance minister 
to introduce zero base budgeting in the 
central govenunent from 1999-2000. The 
state government could have resolved to 
revert to this system of budgeting which 
was given up during the regime of Sharad 
Pawar as chief minister in 1989. 

The question of regional imbalance has 
been in the forefront for over a decade 
now. The state government had promised 
to remove the backlog of development, 
amounting to about Rs 3,500 crore, iden¬ 
tified by the fact finding committee under 
the chairmanship of V M Dandekar in the 
early 1980s, as soon as possible. Though 
over a decade has gone by since the 
announcement was made, the backlog still 
persists. According to newsrepoits, arecent 
committee appointed by the governor, who 
has been given special powers for bal¬ 
anced regional development under Article 
371(2) oT the Constitution, has identified 
a further backlog of over Rs 15,000 crore. 
The report of the committee submitted in 
1998 is yet to be made public. Govern¬ 
ment decisions thereon are also yet to be 
announced. But, against this background, 
it is disappointing to see that the provision 
made for the removal of backlog in 1999- 
2000 remains at the same level (Rs 1,100 
crore) as in the previous year. 

The finance minister has announced that 
“to maintain fiscal discipline as recom¬ 
mended by the 10th Finance Commission, 
government has decided to establish con¬ 
solidated sinking fund from the year 1999- 
2000". However, this is begging the 
question. There is no indication how the 
requisite financial provision for the pur¬ 
pose wi II be found from year to year. There 
is no indication of the amount which will 
be deposited in the fund in 1999-2000. 
Unless ail the details are made public, it 
is not possible to arrive at any considered 
judgment on the matter. 

There are two other areas requiring 
urgent attention on the part of the state 
government. These pertain to the state 
government laying down a statutory ceil¬ 
ing on its borrowing and the state govem- 
nrent guarantees to be given, at any one 
time, for the borrowing or fulfilment of 
any other obligations by other entities. 
These are long overdue reforms and will 
require firm political will to translate them 
into reality. Against the above background, 
Maharashtra budget for 1999-2000 will 
have to be described as a non-starter. In 
its quest for short-term, populist solutions, 
it has failed to address the serious issues 
facing the state. 


ON February 17,1999 the government of 
India announced its decision to lower the 
investment ceiling in small industry to Rs 1 
crore from the previous 1997 ceiling of 
Rs 3 crore (ancillary industry being in¬ 
cluded in both years). The 1999 ceiling 
is thus lower by 67 per cent. Investment 
is defined in terms of investment in plant 
and machinety (original value). During 
this period, prices of plant and machinety 
have increa.sed by 3 per cent, so that in 
real terms the ceiling stands still lower by 
70 per cent.' It is of intere.st to compare 
this 1999 ceiling with the one announced 
earlier that year. In 1991, small and ancil- 
laiyindustrieshaddifferentceilingsofRs 60 
lakh and Rs 75 lakh, respectively. Relative 
to the ceiling of Rs 1 crore for both in 
1999, the increase is of 67 per cent for the 
former and 33 per cent for the latter. These 
are monetaty increases. During the same 
period, prices of plant and machinery have 
risen by 69 per cent, so that in real terms, 
the 19^ ceiling becomes lower than even 
the 1991 ceilings in both small and an¬ 
cillary industries. The fall is marginal in 
the former, but it is substantial in the latter 
where the ceiling stands lowered in 1999 
to two-thirds of its 1991 level. To put it 
differently, the monetary ceiling of Rs 1 
crore of 1999 for small industry is roughly 
equal, in real terms, to the 1991 ceiling, 
while the monetary ceiling of Rs I crore 
of 1999 for ancillary industry needs to be 
raised to Rs 1.30 crore, in real terms, to 
the 1991 ceiling. Further, considering that 
prices of plant and machinety will continue 
to increase, whereas the ceilings fixed in 
monetary terms remain that way for quite 
some time, they need to be fixed higher. 

The 1999 lowering of the ceiling is 
clearly a rollback of economic reforms to 
push which government has declared its 
intent repeatedly. Thus for example. The 
Economic Survey, 1998-99 has noted; 
“Investment controls arc the second most 
pernicious legacy of the control era...The 
need tc eplace all quantitative restrictions 
was recognised even in the 1980s" (p 19, 
para 80, the first most pernicious controls 
being identified as price and distribution 
conuols). Still more recently.in his 1999-2000 
budget speech, the finance minister de¬ 
clare that to “E^pen arid widen economic 
reforms in all major sectors and accelerate 
internal liberalisation to release the pro¬ 
ductive energies of our farmers, manu¬ 


facturers. traders and service producers" 
was part of the sixfold strategy followed 
in framing the budget proposals (para 8). 

The decision to lower tire ceiling was 
announced on February 17, 1999. The 
Economic Survey and the Budget presented 
to the parliament later in the last week of 
February do not mention this change. Is 
this just a slip? Did the authors of these 
documents not know of this change? If 
they knew it, was it too late to incorporate 
it in their documents? Is the government 
reconsidering its decision, and thinking of 
restoring the ceiling to the 1997 level? In 
the absence of clarifications from the gov¬ 
ernment. the answers to these questions 
will remain in the realm of speculations. 

The government has not thought through 
the various implications at the practical 
level of its decision to lower the ceiling, 
thus imposing perhaps unintended con¬ 
sequences on all concerned. This decision 
has the effect of reducing the number of 
potential beneficiaries of the various small 
industry promotion schemes of the govern¬ 
ment. Consider, for example, the three 
major policy areas. First, lending to units 
with investment between Rs 1 -3 crore will 
not be classified as priority sector lending 
by banks/government. Second, the latest 
budget has announced anumber of schemes 
and concessions in the areas of credit and 
taxation. Such units will not be eligible 
for benefits. Third, although of late govern¬ 
ment has de-rcserved a number of items 
in the reserved category, the number there 
is still very large, over 800. Such units 
cannot produce the reserved items. It is 
hoped that the lower ceiling is not applied 
retrospectively, so that the units with 
investment between Rs 1-3 crore estab¬ 
lished before this ceiling becomes opera¬ 
tional, retain their status as smail industry, 
and continue to remain eligible for assis¬ 
tance and benefits available to this sector. 

Note 

I The numbers on plant and machinery have 
been approximated in the following way. For 
1991, 1997 and 1999 ceilings, we have used 
the index numbers of wholesale prices of 
madaneiy and machine took (base year mi-82) 
for the years 1990-91, 1996-97 (average of 
weeks) and 1998-99 (average of Aptil-D«xun- 
ber) as proxies for prices of plant and machin¬ 
ety. Th^ numbers ate, in that order, I80.29S 
and 305, thus giving increases of 69 per cent 
between 1990-91 and 1998-99 and 3 per cent 
between 1996-97 and 1998-99). 
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MAHARAStmtA 

Manipulative Politics Continues 

Suhas Pabhikar 

^Though the present ruling alliance of the SS-BJP has not endeared 
itself to the electorate, sections of the traditional maratha following 
of the Congress which are not prepared to accommodate the dalits or 
the OBCs, have become vulnerable to the appeals from the Shiv Sena 
and the BJP. In such a scenario, the task before the Congress 
leadership would be to disintegrate the mythical maratha vote and to 
seek to build new alliance of the poor maratha with other non- 
maratha castes including the dalits. This will virtually mean writing a 
fresh text in the politics of the state. 


EVER since the Scna-BJP alliance slonned 
the long time Congress bastion in 
Maharashtra in 1995. political situation 
in the state has been in a constant flux. 
The Sena-BJP victory was a combination 
of many factors. Apart from unprecedented 
intra-party revolts in the Congress, this 
victory was also shaped by the decisive 
votes of the urban voter against the 
Congress. The split in the maratha vote 
also contributed to the electoral defeat of 
the Congress.* Because the victory of the 
alliance was not ba.<icd on any positive 
choice by the electorate, the lilr of the 
alliance government in the last four years 
has always been full of uncertainties and 
controversies. The recent removal of 
Manohar Joshi from chief ministership of 
the state has added further twist to the 
curious ongoings in Maharashtra. In a 
swift and decisive move, Bal Thackeray 
has removed Manohar Joshi and brought 
in Narayan Rane as the new chief minister 
of the Scna-BJP alliance. With elections 
to state assembly barely a year away, this 
move is apparently intend^ to attract the 
rural maratha votes in the next elections. 
Will this result into a reconfiguration of 
political forces in the state? 

Dilemma Before Maratha Eutk 

The election in 1995 ushered in a process 
of realignment of political forces in the 
state in more than one sense. At the level 
of the electorate, the maratha vote sizably 
moved away from the Congress. But after 
the elections, the maratha elites got a 
rough deal from the alliance. Resources 
were pouted more in favour of the urban 
interests, thus further marginalising the 
maratha leadership. In this backdrop, the 
move to bring in a maratha chief minister 
who does not have a following among the 
maratha communiti in the state is going 
to be only a cosmetic change. Whether 


the maratha voters will fall for such a sop 
is another matter. Ther real issue is what 
will be the position of the maratha elites? 
In the last four years, the maratha elite 
has been living a life of dual reality. On 
the one hand, they have lost state power 
and are begging for minor positions of 
power from the alliance. On the other 
hand, they still continue to hold consi¬ 
derable power at the local level in terms 
of control over co-operative networks and 
local government b^ies. However, these 
power centres are subject to control 
from the state government. The maratha 
elites in the last four years did not hesi¬ 
tate to buy peace from the alliance and 
retain power either by joining one of the 
alliance partners or by operating as 
'independents'. 

In the past, Shiv Sena has been critical 
of the marathas for monopolising the 
positions of power. The BJP too was not 
known for teing close to the maratha 
community. But since the 1980s both 
parties have realised that electoral politics 
in the state leaves them with very few 
options. Since both are not interested in 
constructing social alliances on a radical 
basis, they had to turn to the maratha 
community. This involved a betrayal of 
their considerable OBC following. This 
betrayal need not surprise us because both 
the parties looked upon - and continue 
to look upon - the OBCs as mere cannon 
fodder. The real surprise, however, wa' 
the re.sponse of the maratha elite. Large 
sections of the maratha elite did not 
appreciate the policies initiated by Sharad 
P^war. They had very myopic notions of 
distribution of resources. Tlteir discomfort 
at the pro-urban policies of the Pawar 
government landed them in the laps of 
the alliance which was closer to and 
organically related to the urban interests. 
Secondly, sections of maratha elite were 


opposed lo even cosnmtic measineB 
directed at social justice. This opposition 
dates back to the issue of renaming of the 
Marathwada university after Dr Ambed- 
kar. Disregarding their opposition, 
renaming was done in 1992. The sute 
government also introduced reservations 
for OBCs in the local bodies, thus partially 
undermining the power of the maratha 
elite at the local level. In this background, 
the maratha elite distanced themselves 
fromtheCongressin 1995 and contributed 
to the defeat of the party. Once the patty 
was out of power, some of them started 
discovering the virtues of Shiv Sena. We 
need also to keep in mind the fact that 
being high up in the caste hierarchy and 
having claimed the kshatriya status, 
marathas are favourably inclined to the 
Hinduist appeal. The peculiar situation of 
the state makes it difficult for the marathas 
to join the RSS-ied BJP. In Maharashtra, 
the marathas have had a history of 
adversarial relation with the brahmins. 
They have in fact led the non-brahmin 
movement in the first half of this century. 
In view of this, direct entry into the BJP 
is a difficult proposition. Nonetheless, 
the appeal of hindutva led many a maratha 
elite to the doors of Shiv Sena.^ But after 
all, Shiv Sena is a family enterprise. 
Therefore there are limits to what Shiv 
Sena can offer these maratha elites. But 
the behaviour of the pro-Sena elite among 
the marathas suggests that they will be 
ready to compromise their and the 
community’s interests for small gains. 
This is for three reasons. Firstly, most 
maratha leaders understand power only 
in terms of access to state resources. This 
understanding means that electoral defeat 
is an end to the political power of the 
person concerned. Hence, one has to 
remain in the vicinity of state power by 
whatever means. Secondly, management 
of the co-operatives is in a veiy bad shape 
and many of them cannot survive without 
the support of state government. Worse, 
the co-operative network is today almost 
devoid of popular base. This situation 
compels the leaders of the co-operatives 
to try and remain in the good books of 
the government. Thirdly, the maratha elite 
is interested in keeping the OBCs away 
as far as possible. If they .support the Sena, 
that might re.sult into less tickets for the 
OBCs. The foregoing di.scus.sion does not 
suggest that the entire maratha community 
shares this short-sighted approach. 
However, electoral mobilisation allows 
greater rote for these community elites 
than their actual worth. At local levels 
these leaders can considerably transfer 
votes from one party to another. 
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CONOHESS KaVVBNAIUM 

This is whene the Congress comes iinto 
the picture. The Lok Sabha elections of 
1998 have shown that the party still 
continues to have both popular base and 
anetworkoflocal leaders who can mobilise 
votes. Encouraged by (he results of the last 
Lok Sabha elections, a number of rebel 
MLAs have been seriously thinking of 
joining the Congress. However, there 
seems to be two constraints in this respect. 
Firstly, the present Congress leadership is 
less than enthusiastic about the return of 
the rebel MLAs. This is not merely because 
their return will complicate the i.ssue of 
ticket distribution in next assembly 
election. The Pradesh Congress seems to 
be believing that with .Sonia Gandhi at the 
helm, the voter will be naturally attracted 
to the Congress and therefore, the entry 
of rebel Congressmen isof no consequence. 
Secondly, the installation of a new chief 
minister has forced the rebel MLAs think 
twice about their plans. Twenty-six of the 
44 ‘independent’ Ml.As gave a written 
statement tothe governor pledging support 
to the new chief minister. One reason for 
this new-found love is the fact that the new 
chief mini.ster is a maratha by caste. 'This 
response by the independent MLAs poses 
a problem before the Congress. For long, 
the party was seen as the representative 
of maratha interests. Having lost the 
confidence of that community, should it 
try and regain support from maralhas or 
.should it go in favour of a maratha-OBC 
combination? This brings back the Sonia 
factor. It will be difficult for the party to 
win elections exclusively on the basis of 
the magic of Sonia Gandhi. 

What Does Congress Stand For? 

The party will require a four-fold strategy 
to cicctorally confront the B.IP-Shiv Sena 
alliance. This will consist of a popular 
national leader, competent state level 
leadership, network of kx;al workers, and 
a durable popular vote ba.se. A towering 
and popular national leadership will indeed 
be very necessary for attracting voters. A 
large number of voters would definitely 
be swayed by identitying with a leader 
who they believe is above party factions 
and sectional interests. But such national 
leadership can click only when the state 
level leadership is active in mobilising the 
people. In Maharashtra the Congress has 
been less than successful in this rc.specl. 
Sharad Pawar is the only leader at the state 
level but many.scctions within Mahara.shtra 
Congress would rather sec the Congress 
be defeated than accept his pre-eminence. 
On his part, Pawar has been repeatedly 


unsuccessful in mMnghims^fac^ptable 

to rival factions. Pawar has f«led on two 
other counts also. He has not been able 
to mobilise agitations against the ruling 
alliance in last fouryears. Although he had 
publicly promised that Congress would 
not topple the present government, that 
should not mean that the Congress would 
abdicate its responsibility as opposition 
party. Theexperienceof last fouryears has 
shown that having failed as a ruling party, 
the Congress has lost as an opposition 
patty as well. As a result, in the face of 
elections. Congress has merely to fall back 
upon its traditional support base. Pawar 
landed in this predicament because of his 
uncritical and blind shift to the policies 
of liberalisation. He might have thought 
that by adopting these policies, he would 
win over the capitalists in his bid for 
national leadership. But such a stand also 
involved estrangement from the mass of 
poor voters with disastrous electoral conse¬ 
quences. At the present juncture. Congress 
in Maharashtra will have to focus more 
on the questions of rural poverty and 
unemployment. This requires a modifica¬ 
tion of the party’s stand on the economic 
issues on the one hand and sincere efforts 
to integrate the OBC interests in the party 
on the other. This state level exercise alone 
can translate the Sonia magic into votes. 

Such an exercise will also require a 
network of vote-mobilisers. It is not 
sufficient to have only well-intentioned 
policies or a commanding leadership. Our 
electoral context makes it necessary to 
have ‘middlemen’ - the linkages between 
party and the voters.^ This peculiarity stems 
from the fact that the electorate iscomposed 
of many cross-cutting interests and social 
segments. Besides, the ‘language’ of 
parties and politicians often needs to be 
deciphered and communicated to different 
.sections. This can be done only by the 
local activists of the party. The defeat of 
the Congress in 1995 was partly due to 
the refusal of such linkpersons to oblige 
the Congress. Unfortunately, this aspect 
of elections has not been adequately 
emphasised. During the last four years, 
many l(H:al Congress workers, who were 
not accustomed to functioning as oppo¬ 
sition workers and whom the state 
leadership did not bother to steer into 
meaningf^ul action, have aligned with the 
ruling ct.dlition. For mo.st of the local 
Congress workers it is hard to intelligently 
explain tothe voterwhat does the Congress 
stand for. They are too much hooked to 
the local power structures and entrenched 
interests. This alignment implies that they 
find nothing wrong in disregarding the 
party in favour of local considerations. 


Finally, wiM Kina mpopmar base doet 
the Congress project for itself? In lenn! 
of caste, we have noted above that the 
traditional maratha following of the 
Congress has become vulnerable to appeals 
from the Shiv Sena and the BJP. teme 
sections of the maratha community are not 
prepared to accrmimodate the dalits or the. 
OBCs. In fact, this predicament has landed 
the Congress in the present situation. At 
the same time, the maratha community 
cannot be entirely bypassed either. The 
task before the Congress leadership would 
be to disintegrate the mythical maratha 
vote and to seek to build new alliance of 
the poor maratha with other non-maratha 
castes including the dalits. The split in the 
maratha leadership and the maratha vote 
in 1995 offers the Congress such an 
opportunity. This will virtually mean 
writing a fresh text for the future politics 
of the state. At the moment, no Congress 
leader seems to have any intere,st or 
inclination to undertake anything 
resembling this. It is more likely that the 
party will content itself with tokenism and 
clever electoral manipulations expecting 
quick gains. The Congress has also been 
unable to extend its base beyond the rural 
constituency. In a rapidly urbanising state, 
this limitation might prove very significant. 
Although the ruling alliance is unpopular 
in urban areas, the Congress does not have 
the network of activists for effectively 
organising this dissatisfaction. 

Third Rjrce 

The foregoing discussion revolves 
around the Congress because in the present 
circumstances there is very little space for 
the third alternative in the politics of the 
state. In the last assembly elections, 
although the Congress was defeated, the 
performance of the third alternative parties 
was dismal. The Janata Dal has never been 
a relevant force in state politics. The 
communists too have only a few pockets. 
The Pea.sants' and Workers’ Party (PWP) 
is fast becoming a relic of the past. It has 
some base left in four or five assembly 
constituencies. This leaves the Republican 
Party of India (RPI), which is always 
fraught with unending factionalism. TIk 
RPI has following in most constituencies 
but that is inadequate to ensure victory of 
its candidate in any single constituency 
In the 1995 election, Janata Dal won 11 
seats, PWP won six and CP1(M) three 
seats. The Samajwadi Party, a new entrant 
to state politics, won three seats. In the 
last Lok Sabha elections, the Congress had 
an alliance with the RPI and the Samajwadi 
Party. The RPI contested four seats and 
won all the four seats. Incidentally, all 
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’ these four seats were unreserved consti¬ 
tuencies. After the elections, internal 
factionalism erupted in the RH and the 
Ambedkar faction and the Athavale faction 
held separate conventions,- For all practical 
l^rposes, today the patty is split into two. 
Frakash Amb«ikar, leader of one faction, 
has longbeenaiguingforathirdalternative. 
Even after the successful alliance with 
Congress for parliamentary election, he 
has relentlessly argued for a third force. 
However, he is handicapped by the fact 
that there is no third force in the state. In 
the assembly elections slated for next year, 
supporters of third alternative have little 
scope for m»ioeu vre. The JD and the PWP 
do not count. Therefore, third force can 
come about only through the alliance of 
RPI and Samajwadi Party. Experience of 
1995 assembly election shows that such 
a configuration can only lead to strategic 
advantage to the BJP and Shiv Sena. Thus, 
the third force argument faces a double 
dilemma. National politics suggests the 
flitility of pinning all hopes on the Con¬ 
gress. But at the state level, the anti- 
Congrcss space is presently occupied by 
the BJP and Shiv Sena. Therefore, how 
is one to pursue third force politics without 
indirectly helping the BJP? The dilemma 
is more complex when one considers the 
electoral options in the state. If the so- 
called third force joins the Congress, it 
fears amalgamation at state level and 
subsequent weakening of third force 
agenda at the national level. On the other 
hand, the very existence of the third force 
in state elections may cause the victory of 
the present ruling combine. Thus, state 
politics does not leave room for the 
independent existence of third force. In 
other words, the terms of political exchange 
cannot be defined by the third force parties. 
It must be squarely faced that this situation 
does not arise only from the compulsions 
of electoral politics. Tlic third force parties 
in fact, relish the situation of electoral 
uncertainty. They are mostly not interested 
in building a long-term strategy. This is 
evident from the cavalier fashion in which 
the question of alliance with Congress was 
handled in after the Lok Sabha election. 
The RPI got and won four seats. This 
advantage was squandered without 
concentrating on party building and 
broadening the social base of the parly. 
It has now become almost tiresome to 
repeat that the RPI must go out to non- 
mahar as well as non-dalit sections and 
that it must develop durable organisational 
structures. Instead, there has been constant 
attempts to monopolise the same small but 
somewhat strategic support base. The 
competition between Ambedkar and 


Athavale is for this very limited base. 
Neither has seriously attempted large-scale 
mobilisation with aspeciftc agenda. Come 
election and they will flex their muscles 
for a greater share from a beleaguered 
Congress. This might win some seats but 
cannot expand politics of the third force. 

Unpopular Plunderers 

The foregoing discussion is grounded 
on the assumption that the present ruling 
alliance has not endeared itself to the 
electorate during the last four years. People 
in the state have in fact been faced with 
an alliance of plunderers. Recently, a cash 
strapped Maharashtra government has been 
spending huge sums to advertise its so- 
called achievements. One wonders if 
anyone will take these advertisements 
seriously. Fiscal mismanagement coupled 
with corruption and non-feasible populism 
has meant that the state is on the brink of 
bankruptcy. Moreover, the ruling combine 
has become extremely unpopular among 
different sections of the society. The Shiv 
Sena and BJP seem to be committing the 
same mistake which Sharad Pawar’s 
Congress committed: ignoring their urban 
base, the ruling alliance is now targeting 
the rural vote. This means that they will 
be losing the urban vote without necessarily 
winning popularity among the rural 
populace, ihe desperation is so widespread 
that at the recently concluded ‘mahashibir’ 
(mega-conference) of Shiv Sena at Nasik, 
Thackeray appealed the people not to vote 
the Congress even if they did not want to 
vote the Sena! The strategies of the Sena 
and the BJP, like those of the Congress 
earlier, are ad hoc, manipulative and lack¬ 
ing a clear direction. On the one hand, the 
government is going fast on the super 
highways project, while allowing the alien¬ 
ation of large sections of white collar 
middle class employees. The much adver¬ 
tised Krishna valley project has run into 
difflculties while alliance partners areenga- 
ged in competitive populism on the issues 
of free supply of electricity to farmers and 
the prices of cotton. In the social sphere, 
too, the alliance has carefully avoided face 
off with the Muslim community but landed 


in trouble over VHP’s anti-Christian cam¬ 
paign. The BJP has constantly tried to 
distance itself from Sena in the case of 
corruption charges hoping that this will 
ensure the support of urban voters. The 
last four years have witnessed constant 
bickering between the Shiv Sena and the 
BJP on the one hand and tension between 
Thackeray and the earlier chief minister, 
Manohar Joshi. The political scene was 
further complicated by the factionalism 
within Shiv Sena. For some time now, 
efforts are going on to form a party of dis¬ 
gruntled Sena followers. Should that hap¬ 
pen. the prospects of Sena in the Marath- 
wada and Vidarbha regions will take a 
furtherdip. 1116 BJP hopes to gainfrom the 
failure of its partner. On its own strength, 
the BJP cannot boast to win many seats. 
It expects to keep in tact its urban middle 
class votes and receive the support of dis¬ 
enchanted Sena fol lowers. The tragedy for 
the stale is that the Congress is not sincerely 
interested in fighting the plunderers and' 
the self-proclaimed third force lacks both 
the vision and the strength to initiate public 
agitations. Given this scenario, the state 
may witne.ss electoral reverses but there 
is reason to fear that the political process 
may not really change for the better. 

Notes 

1 For details of voter preferences in the I99S 
elections, see Suhos Palshikur, ‘Capturing the 
Moment of Realignment', EPW, January 13- 
20, 1996; pp 174-178. The Congre.ss has not 
been able to bring bock all sections of the 
manitha community dunng the last four years. 
Asaiesult, many 'independent' moratha MLAs 
continue to support the alliance. 

2 Vora, Rujendra and Suhas Palshikar, 
Maharashimiil Sattantar (Marathi), 1996, 
Cranthali, Mumbai, pp 124-127. 

3 Often election results are understood in terms 
of percentage of voles, and in answenng the 
question why did voters choose a party, recourse 
is taken to voter preferences. This may not 
throw adequate light on how were voters 
mobilised. Vora has argued that factionalism 
matters in electitms because factional leaders 
are important links between voters and parties. 
See Vora, Rajendra, Rajyut Congress Ka 
Harali? (Marathi, Why Was the Congress 
Defeated in the State?), Luksaua, May 19, 
1996.1 feel that this is an important argument 
which needs to be elaborated and tested as an 
aid to voter surveys. 
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KARNATAKA 

Threats to Syncretic Culture 

Baba Budan Giri Incident 

Mnzaflhr Assadi 


Karnataka’s long syncretic tradition is increasingly coming under 
attack from elements of the hindutva forces. The Baba Budan Giri 
incident last December is an illustration of this new focus. 


A small hill station known for syncretic 
culture. Baba Budan Giri in the pictur¬ 
esque Chickmagalur district had suddenly 
berame the focus of new hindutva forces. 
Tlw VHP and Bajrang Dal declared that 
on December 3 they would be ‘liberating’ 
Datta Peeta/Dada Peer dargah from the 
clutches of Muslims. Towards this end, 
they resorted to the strategy of taking out 
rath yatras, paralleling Advani’s strategy 
during the Ayodhya issue, from five dif¬ 
ferent places, converging in Chickmagalur 
one day prior to the Datta Jayanti on 
December 3. The first rath yatra was 
flagged off on November 20 from Chick¬ 
magalur covering all the mandat pan- 
chayats; the .second began from Nara- 
sobanwadi in Raibagh taluk of Belgaum 
on November 25 covering Belgaum, Uttar 
Kannada. Mangalore and Shimoga. The 
third rath yatra started from Gangapura in 
Gulbarga district on November 27 and 
passed through the districts of Gulbarga, 
Bijapur, Bagalkot, Dharwad, Hubli, 
Da vanagere and Shimoga; the fourth began 
from Huragadde in Raichur covering 
Bellary and the last was flagged off from 
Melkote on December 1 passing through 
Hassan and Mandya. In addition, new 
hindutva forces, among them the Bajrang 
Dal being the most vocal, threatened to 
send suicide squads or to take a confron¬ 
tational path if things were not ‘righted' 
within a year, meaning two things; offer¬ 
ing pooja every day and replacing the 
present custodian who is a Muslim. 
Nonetheless, despite the provocative 
speeches, the convergence of more than 
10,000 people, and the hoisting of a flag 
atop the Baba Budan Giri hills, the 
Dattaraya festival went off peacefiillly. 
The state government handled the situa¬ 
tion very firmly. Nonetheless, it brought 
to the centre-stage a number of Lssues as 
to what would be the consequences of 
Baba Budan Giri iiKident on the historic 
syncretic culture prevailing in Karnataka? 
What was the main agenda of the new 
hindutva forces? Who would be the im¬ 
mediate targets? Why is that Bajrang Dal 
interested in this issue more than the B JP? 


Why was Baba Budan Giri selected than 
any other place in Karnataka in particular, 
south India in general. 

Baba Budan Giri represents an unique 
syncretic culture of Hindus and Muslims 
where both offer prayers in a cave-like 
structure. It derived its name from a Muslim 
Sufi saint who was in turn the disciple of 
another Sufi saint called Hazrath Dada 
hayath Meer Khalandar. Dada was one of 
the earliest to arrive in India (lUOS AD) 
from west Asia to preach Sufism in India. 
When he came to south India, he selected 
the present cave for his medit^on. In fact, 
the Puranic name of the hills was Chandra 
Dona, as it look like a crescent or a horse 
shoe. The place Dada selected was equally 
believed to be the seat of DattarayaSwamy, 
who is said to be the last avatar of Vishnu; 
he is believed to have vanished from one 
of the caves to Kashi to be reincarnated 
in future. Another belief is that Dada 
Khalandar and Dattaraya Swamy are one 
and the same person. The story goes that 
after clearing the area Dada decided to 
settle down for meditation. “He needed 
water to perform ‘wazu’ for his prayers. 
He was a stranger in this area and did not 
know where water was available. He 
prayed and started digging the ground in 
front of the place he had selected as his 
seat of meditation and found a perennial 
spring. He thanked god and spent the night 
in prayers and meditation. Early in the 
next morning a brahmin and a jangama 
entered the cave, as per their custom, for 
worship. Seeing Dada absorbed in medi¬ 
tation they thought that he was the incar¬ 
nation of Sri Dattaraya Swamy” (Sajjade 
Nishin, Hazrat Dada Hayat Meer 
Khalandar, 1979:10). Likewise the Hin¬ 
dus, MU' lims also believe that Dada had 
disappeared from one of thecaves to Mecca 
and Madina and is alive and will in due 
course appear before the disciples. After 
him. Baba Budan, one of his closest dis¬ 
ciples who introduced coffee to this hilly 
region, brought from Mocha in the west 
Asia, carried his mission further. Baba 
Budan, whose history is usually traced to 
Bagdhad, reached Chickmagalur via 


Malabar and Mangalore. Baba Budan wa: 
killed in an ambush iKar the present cave 
and was hurried akmg vrith two other Sufis 
inside the cave. Interestingly, he is also 
called Hazrath Syed Meran Baba and also 
Jan-e-Pak Shaheed. The institution of 
custodian of the site although it is traced 
to Dada, began to centralise in a single 
family after the death of another Sufi saint. 
Hazrat Syed Shah Jamaluddin. “For rea¬ 
sons not known Jartuluddin also became 
famous as Baba Budan (hiring his life 
time” (Ibid, p 43). The custodian of the 
site/shrine is called Sajjade Nishin. There 
are a few characteristics attached to him: 
“only Sayyads can become swami, either 
Husseins or Khadris, the descendents of 
Hu.s$en or Hassan, sons of Ali. After 
initiation, a Khadri becomes Shah Khadri, 
and after apostolic seat, he is styled Sajjade. 
No unmarried man can become Sajjade” 
(Mysore Gazetteer, 1927:1137). Now this 
particular institution has come under threat 

In Datta Peeta/Dada Peer dargah the 
syncretic culture comes to light in many 
ways. The date of the Urs is decided on 
the basis of the Hindu calendar; musical 
instruments like ‘kombu’ and ‘kahale’ are 
part of the Urs, Muslims and Hindus pray 
to both the ‘padukas’ kept in the cave 
supposed to be of Dattaraya and Dada 
Peer, Sajjade Nishin, the present custo¬ 
dian is called ‘swamy’ and also ‘Sri 
Dattaraya Swami Baba Budan Swami 
Jagadguru’, worship of the peeta or the 
scat is exclusively the privilege of an 
unmarried man or fakir; Hindu symbols 
like breaking the coconut in front of the 
gate is a common practice; collecting the 
sandal or soil is not uncommon; and the 
Hindu tradition of lighting the lamp is also 
practised and finally Hindus and Muslims 
celebrate Datta Jay anti and Urs every year 
in the same place. 

A large number of stories have been 
constructed around Dada's dargah. These 
stories pertain to the spiritual and healing 
powers including the power to bestow 
children, relief to physical disorders, prop¬ 
erty disputes, etc. ‘This is one of the rea¬ 
sons why the site has become famous. 
There are stories about how Dada pro¬ 
tected a princess who later on came to be 
known as Sathi Samyukta by Hindus and 
Manu Jigni by the Muslims. Most impor¬ 
tant is the story about how the princely 
state ofMysote was bestowed with an heir 
to the throne by Dada, and how the 
maharaja would be able to break the stone 
laid before the cave. This is a typical story 
which has similarities with the stories 
surrounding the birth of Jahangir (with the 
blessings of Sufi saint Nazrath Shah Sali) 
and Tippu Sultan (with the blessings of 
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Tippa Aulm of Aicot). This suny is int- 
portwit for two obvious reasons; It pro¬ 
vided legitimacy to the claims of spiritual 
power of the Sufi saints, secondly, it made 
the stale liberal, moderate and secular: 
Sri Krishna Riya Wadiyar had no son in 
his family for a long time. He was worried 
much about it Once, coming out of the 
dargah, he saw the stone slab where 
devotees broke the offered coconuts. 
Struck with an idea, he made a vow quietly 
th^ he would split that stone with coco¬ 
nuts on the birth of a son in the family. 
Soon after that his brother had a son, Sri 
Jaya Chamaraja Wadiyar. He came to the 
dargah with cart-loads of coconuts to fulfil 
his vow and began breaking coconuts one 
by one. The stone remain^ solid even 
after many cart-loads were finished. He 
was in a dilemma. He had to fulfil his vow 
but it appeared impossible. At long last 
he realised that in his anxiety he made a 
vow which was apparently impossible. He 
explained the situation and requested 
Hazrath Peer to take him to Dada and pray 
for his pardon and suggest a solution. 
After Hazrath Peer recited the Fateha, 
Maharaja expressed his gratitude to Dada. 
repented his folly, sought out of the dargah 
and following the instructions, he broke 
the coconut on the stone slab. To his 
pleasant surprise the stone developed a 
crack (Sajjade Nishin:29). 

Support to temples, mosques or to the 
shrines were not uncommon in Karnataka. 
Karnataka had the tradition of tolerant 
state system both under princely rule and 
under the Muslim rulers like Tippu Sultan 
and Hyderali, even though the latter two 
have become the victims of colonialist 
hi.storiography. Colonialist historiography 
often projected them as ‘cruel’ (Nan- 
jundayya, Tite Mysore Tribes and Caste, 
Mysore, 1931:281) and ‘intolerant’ who 
made the “cause of Islam a pretext for the 
most terrible persecution of degradation 
with awowed object of extinguishing every 
other form of belief ’ (Lewis Rice, Mysore 
Gazetteer, 1931 ;479-80). This project had the 
larger design of negating the significant 
contributions that these rulers made to¬ 
wards building a secular/toierant society. 
There are many instances where both h^ 
supported temples, mathas, which how¬ 
ever ate ignor^. Tippu helped the mon¬ 
astery of Srinigeri, one of the mathas or 
monasteries was established by 
Shankaracharya after it was plundered by 
maratha horsemen; he provided financial 
help to the same monastery for the purpose 
of Shata Chandi Japa and Sahastra Chandi 
lapa ceremonies; he gave land and cash 
awards to Lakshmikant and Nanjundesh- 
wara temples in Kalala village in 
Nanjangud taluk: gave financial assistance 
to Srikanteshwara temple in Nanjangud 


and Narayanaswami temple at Melkote. 
Ranganatha temple at Srirangapatng. 
Anjaneyaswami temple at Gaiyikota, etc. 
His pabxMiage also includes temples in 
Trichur (Vadakkunatban), Vailattur 
(Tiruvachikulam), Guruvayoor (Guru- 
vayoor), Tikkandiyur (Tikkandiyur 
Samooham temple), etc (C RqjeswaraRao 
and Hasan Abdullah, Tippu Sultan Facts 
and Fiction, 1990; 14). It is in this situation 
or context of contesting the history or 
erasing the memories of history that new 
hindutva forces and the colonialist historio¬ 
graphy come close. This is not limited 
only to Muslim rulers but even to the Sufi 
saints In the ca.se of Dada Peer dargah/ 
Datta peeta the colonialist historiography 
made three observations: that it was ‘oc¬ 
cupied' by a ‘Musulman’ Sufi saint; that 
it was a placs of Hindu ‘worship* and 
finally that Dattaraya Swami and Dada 
Peer were one and tlie same. New hindutva 
forces have picked up similar arguments 
adding new issues: ‘This place was once 
a place where great sages had performed 
meditation and now the same has turned 
into a place were cow slaughter is prac¬ 
tised”. ‘This place has to be made part of 
Hindu community. If Bharat Mathe is not 
worshiped in India where else would it be 
possible? Is singing Saraswathi Vandana 
wrong? (Deccan Herald, November 21, 
1998). It is in this context that the issue has 
to be analysed from the larger perspective. 

In fact, this particular issue has to be 
seen against the backdrop of crises that 
the new hindutva forces, including its 
political outfit B JP, are facing subsequent 
to the demolition of Babri mo.sque and the 
coalition politics that the BJP entered into. 
Earlier to demolition, the Babri mosque 
issue or debate provided hindutva forces 
a strong case to defend and expand its 
bases. The socio-political agenda of cap¬ 
turing power was partly realised when its 
outfit BJP came to power at the centre and 
other parts of India, however with the help 
of coalition politics. Hie demolition al¬ 
though, helped the BJP in the immediate 
context of capturing power, but itself 
created a vacuum leading to internal cri¬ 
ses. This is the reason why hindutva forces 
including BJP have not been able to take 
up or raise the Mathura Krishna Janma- 
bhoomi issue or the issue of Kashi Vishwa- 
nath. Here lies the identity crises too - 
neither was it interested in loosing its 
identity as the conscious bearer of Hin¬ 
duism nor going into history as a spent 
force. In addition the election results in 
three important states - Madhya Pradesh, 
Rajasthan and Delhi - further added to its 
problem. North India is becoming vulner¬ 
able to hindutva politics. This is the rea.son 


why hindutva is now looking for an issue, 
mainly in south India. Baba Budan Oiri 
came in handy to twidge nmth and south 
India within the larger framework of 
hindutva. Since Chickmagalur is known 
throughout India (IndiraGandhi contested 
the Lok Sabha election and won in the 
1970s), hindutva forces had no trouble 
projecting the place at the all-India level. 
In addition, Karnataka was even as fertile 
ground for realising or reclaiming of 
overcoming the crises and theiby consoli-r. 
dating its bases. The recent victory in the 
Lok Sabha election has been treated as a 
legitimate consent to its activity, and also 
that it reflects the prevailing strong bases 
of the new hindutva. Nonetheless,' one 
cannot negate the effect'of political un¬ 
certainty prevailing in Karnataka. Here it 
is trying to appropriate the uncertainty in 
the event of election. It is in this context 
that Baba Budan Giri was suddenly brought 
to centre .stage. 

Syncretic culture would be the first 
victim of new hindutva forces. There are 
a large number of dargahs and peetas 
venerated equally by Hindus and Muslims 
in Karnataka. In Bidar, Bande Nawaz, in 
Davangete Gulam Shah Vali, Mulang Shah 
Vali, in Mangalore Syed Madani, in 
Shimoga Darvesh Shah Vali ate some of 
the dargahas. In fact, every district, hobli 
or taluk h& at least one dargah or peeta 
which has bridged the gap between the 
communities. There ate temples too which 
are also venerated by Muslims. In Mulki, 
nearing Mangalore, Bappa Nadu temple, 
Shishunala Sharifa temple in Dharwad 
district, Ilaval Shakti temple in Mysore, 
Yeilamma temple in Dharwad are some of 
the temples which were either constructed 
by Muslims or been revered by them. In 
these places syncretic culture is expressed 
in many ways: In Holeyal in Dharwad 
di.suict the ‘gaddige’ or the seat is con¬ 
structed in such a way that half of it is 
in Muslim style and another half is in 
Hindu style. In Mulki, the car festival has 
to begin with the consent of Bappa Bairy 
family. In Kateel Durga Paran.eshwari 
temple in Mangalore district, every year 
Muslims have to perform a popular folk 
drama or ‘aata‘. In Anandpur in Shimoga 
the temple and mosque have a common 
wall. In these places it is obvious that 
symbols of the two communities have no 
separate meanings. Lighting the lamps, 
breaking the coconuts, offering arathis, 
wearing the beads, etc, are not the mono¬ 
poly of any particular community. They 
never became the contesting issues eithw 
in Baba Budan Giri or elsewhere in 
Karnataka. These are the places that pre¬ 
vented the frequent occurrences of com- 
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muiMtl riots in Karnataka. During tfie 
colonial period there was only one Mg 
communal riot time in the 1920$, on the 
issue of Ganesh festival. During the post* 
colonial period uptil the late 1980s the 
number swelled to 30 which was a small 
number compared to other parts of 
India; Beigaum.Hospet,Bagaikot(l9S7), 
Oulbarga (1964), Mangalore (1967), 
Chickmagalur and Munireddy Palya 
(1968), Hubli, Belgaum, Gulbarga and 
Bantwal (1978), Kolarand Bijapur( 1979). 
Hassan, Kollegal and Sira (1980), Shimoga 
(1981), Robetsonpet (1982), Davangerc 
(1984), Shivaji Nagar Bangalore (1984), 
Bangalore, Mysore. Shimoga and Bidar 
(1987), finally Sidlagaita and Kolar (1988). 
These are the places known for acute 
contradictions between Hindus and Mus¬ 
lims on such issues as capturing the 
economy, larger market and the labour 
power. Nonetheless, what changed the 
course of syncretic culture or communal 
harmony is the Babri mosque-Ayodhya 
issue. This has had two consequences; 
one. increasing ghettoisation or realign¬ 
ment of houses or dwellings to their re¬ 
spective community areas; two, perpetual 
communal tensions in many places and 
the notion of ‘perpetual abstract threat’ in 
the localities. Once again the syncretic 
culture is under threat. 

The poor and the marginal sections are 
particularly threatened. The people who 
visit dargahs or peetas are belong to these 
groups; they have seen in these dargahs/ 
peetas a place offering solace. More than 
that they have become cultural and iden¬ 
tity symbols for these people, especially 
in the way sufi.s/saints lived in simplicity 
and perfect harmony. Suddenly they are 
confronted with the idea that these sym¬ 
bols of life are collapsing or becoming the 
contentious issues. It is here that a new 
crisis is emerging at the grass roots level 
- crisis of culture, identity and the self. 
This is a dangerous trend that the issue 
has unleashed. 

Why is the Bajrang Dal more interested 
in fermenting the communal cleavages on 
this particular is.sue? This can be seen in 
terms of the social bases and the imme¬ 
diate agenda of BJP and Bajrang Dal. The 
social bases of the latter can be located 
among the unemployed, semi-literates, 
seini-uiban and largely with the lumpen. 
BJP’s bases are located in urban areas, 
merchant/capitalist class, middle class and 
the educated. The Baijrang Dal had the 
immediate agenda that once the commu¬ 
nal passions are aroused in the vicinity of 
the coffee economy, it would have the 
consequences for coffee planters and 
labourers. The tatter would be forced to 


vacate the estates, eqiecially those who 
have come from Tamil Nadu and from 
other districts of Karnataka. This would 
be filled up by the locals. However, in the 
Malnad region most of tlw money to the 
BJP’s party funds comes from the coffee 
economy which is why in the last Lok 


Skin colour is a permanent and involun¬ 
tary uniform which performs...thc func¬ 
tions of a uniform in warfare, distinguish¬ 
ing one side from the other, friend and foe, 
making it possible to see at a glance where 
u> render assistance and where to attack. 

- Enoch Powell.' 
BENIGN myths and counter-myths have 
always sedulously shrouded the over¬ 
powering and historical reality of the men¬ 
dacity, corruption, violence and endless 
cover-ups perpetrated against the British 
working class, and of more recent vintage, 
its ethnic minorities, by one of the UK’s 
paramount ruling class institutions; the 
1.25,000 police force. That in the most 
bourgeois of nations whose media barons, 
and their political hustlers, unceasingly 
babble about human rights and, in the 
current foreign secretary’s lingo, the ethi¬ 
cal dimensions of British foreign and 
domestic policies. 

The crime of Stephen Lawrence, aBritish 
bom 18-year old Black student, was the 
fulfilment of the testament of Brigadier 
Enoch Powell, a leading ideological en- 
gineerofBritishtoiyism. He was stabbed to 
death when waiting for a bus in the suburb 
of Eitham by five fascist thugs. With his 
“permanent and involuntary uniform’’ his 
assassins knew “where to attack’’. He was 
left bleeding to death, unattended. Even 
in death, however, there wouldbe no peace. 
His granite tombstone was smashed by 
racists less than 24 hours after the pub¬ 
lication of the official inquiry. 

It was not the end of this despicable 
event. It turned out that the surveillance 
camera, ostensibly monitonng the site, 
was a police fake. Indeed, the close circuit 
television camera was removed even 
though the metropolitan police were fore¬ 
warned thit his tomb wouldbe targeted by 
fascists. This was the ordeal of the triple 
coup; after this desecration his Jamaican 
parents di.spatched his body to Jamaica for 


Sabha election BJP won two seats in die 
Malnad region. This is why in the imme¬ 
diate context the BJP down played with 
the issue, although in the larger context 
it supports the new hindutva forces. In this 
clash of intmest will Karnataka’s syn¬ 
cretic culture be preserved? 


its final resting place. ’’It is just as well”, 
oneBlack woman noted, “for. these people 
will never let him rest in peace”. Once 
again another racial murder served as a 
grim reminder of the gathering speed of 
racism in Europe and in the US. 

Racism is not confined to the police 
force but ramifies into all public services, 
strikingly so in the foreign office and the 
armed forces. It infiltrates every cranny 
of British society. The rapacity of racism 
has been speeded up with Thatcher’s 
demolition of the Welfare State under and 
perpetuated by Blair’smodel of the ’enter¬ 
prise culture*. Without market freedom 
intones Milton Friedman liberalism and 
its entire works. The social and racial 
reverberations are ail too apparent. The 
two nation thesis that Benjamin Disraeli 
(1804-1881) formulated in the middle of 
the last century has not lost its potency. 

The UK no less so than the US is a 
society ripped apart by race and the in¬ 
equities of class domination; a social order 
in which the rich are getting richer and 
the poor getting poorer, or at best clinging 
to their precarious existence. Around a 
quarter of the Black and Asian population 
hover nearer below the poverty line. Rabid 
discrimination and segregation in educa¬ 
tion, employment, housing, social services 
linked to untrammelled market forces have 
massively marginalised ethnic minorities 
in both the US and the UK. 

The market, so goes the fatuous rheto¬ 
ric, is the great equaliser for all members 
of society; Black and White, young and 
old. males and females. The market must 
be the deciding benchmark of human 
welfare; the one and only. The propa¬ 
ganda model and the reality however are 
widely asymmetrical. The gap between 
the earnings of the top of the capitalist 
income pyramid and the others is widen¬ 
ing, alarmingly and not only in the UK. 
It is arduous to estimate the actual returns 


Crime without Punishment 

Frederic F Ciairmont 


Sir William Maepherson’s official inquiry of the killing of a Black 
student by fascist thugs unequivocally brands the police and by 
extension the Justice system as 'institutionally racist’ and presents 
many policy recommendations. Will this report make for a change? 
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of die coiporale caste executives because 
their financial remuneration (in most cases 
concealed by complex accounting strata¬ 
gems and disbursed in offshore bank 
accounts) contain all suits of complex 
variable payments. A top executive in the 
I'K by standard accounting procedures 
cams between 20-25 times the earnings 
of ajunior clerk.* By the magic of creative 
accountancy the disparity is much bigger. 

Sir William Maepherson’s official in¬ 
quiry tersely entitled: The Stephen Imw- 
rence Inquiry (Her Majcsty'.s Printing 
Office, London, February 1999) is one of 
the most lormidablc landmarks in British 
social hi.story of the 20lh century. It 
unequivocally brands the police and by 
extension the justice sy.<>tcm as ‘institu¬ 
tionally racist*. The case is argued with 
a sustained and unrelenting pxssion. a rare 
bird in Utc annals of official British docu¬ 
ments. After more than 70 days of hear¬ 
ings and more than a l(X) witnesses and 
over too pages of testimony t^o majoi 
themes emerged: pervasive institutional 
racism in the metropolitan police and the 
crass injustice of a judiciary justice that 
allowed hi.s five killers to be treed Jhc 
damiiings[>eciticsot the inquiry pre.scnled 
in Its 70 poliey recommendations is a 
superb achievement in its uncompromis¬ 
ing moral rectitude. But will it sutficc to 
half racism that has scaled .such momen¬ 
tous heights, and which exhibits no signs 
ol deceleration? 

Indeed, why .should .Sir William’s report 
succeed when the Scarnian Inquiry (1981) 
born of the Bnxlon and To.xeth racial 
uprisings miserably failed? Why has the 
Race Relations Act which ha.s long ex¬ 
isted, with all its fancy legal parapherna¬ 
lia, remain nothing more than a disingenu¬ 
ous legal artefact/Tlie brute faclsof British 
racism - and hyptscrisy - are stunning 
evidence of official double talk and bare¬ 
faced deception According loofficial data. 
Black and Asian citizens are five times 
more su.seeplible to be halted and .searched 
than others. I'nofficial quc.stioniiig is even 
more grotesquely disproportionate, l.ike- 
wisc racist crime is blatantly under¬ 
reported. This is a pi'licing system that 
puis a premium on what the British and 
their US police counterparts label ‘racial 
profiling*. Numbers by the Home Office 
for 1996-97, pinpoint an absurdly exigu¬ 
ous 13,151 racial attacks, whereas accord 
ing to the British Crime Survey more than 
10 times such racial attacks occurred. 

Note the grim similanty on the other 
side of the Atlantic. ‘To be a Black driver 
in America is to invite police scrutiny, as 
thousands are daily singled for groundless 
pull-overs, ‘pretext’ stops, and subjected 


to imrusive, warrantless searches and 
abusive treatment by the police” (Counter 
Punch, Washington, DC, March 1-15, 
1999). Nothing could be more poignantly 
descriptive of the hatred and callousness 
of the police towards coloured peoples 
than the reaction of the detective chirf super¬ 
intendent rcspimsible tor investigating 
Lawrence’s murder. When Doreen Law¬ 
rence presented him the li.st of suspects 
he grabbed it, according to her testimony, 
‘‘and rolled it up to a ball in his hand". 

Coinciding in time with the appearance 
ot the Stephen Lawrence Inquiry was the 
racist master plan for Africa blueprinted 
by Marshal Bernard Montgomery written 
in 1947 and rclca.scd by the Public Records 
Office. It was his grand imperial plan to 
turn the continent into a white supremacist 
rampart against communism one of his 
dominant obsessions until his death. 
Montgomery, a close friend of Brigadier 
Enoch Powell, tells us that “the African 
IS complctcI> savage and is quite unable 
to develop the country himself '. Among 
his many gems wa.s that “we should have 
no non.scnse with the Ihuted Nations aiiuul 
I'anganyika; it should be ab.sorbed into the 
British l^).som(/?cHfr7 v, January 8. I999|. 
H.id he forgotten that this completely 
savage’ species had fought in almo.st all 
major theatres of war: south-east Asia, the 
west Asia. Hast and North Africa and Italy ? 

The la.scist execution of laisvrencc bears 
striking .similarities with the findings ol 
the official report of the Lyndon Johnson 
administration entitled: The National 
Advisory Commission on Civil Disorders 
published in the wake of the racial upri.s- 
ings in Newark and l>:lroit in 1967. Its 
findings have not been tarni.shcJ by time 
nor has it lost its relevance to race and 
class divided Britain stumbling into the 


next century. “Our nation is moving to 
wards two societies; one black, one whiu 
- separate and unequal Segregation ant 
poverty have created in the racial gheiu 
a dcstnietive environment totally unknowr 
to most white Anvcrieiiiis What w'hiu 
Amcneans have never fully understood - 
but what the Negro can never forget ~ !!■ 
that White MK'iety is deeply involved ir 
the ghetto. White institutions created it’ 
white iostitulions maintain it, and White 
society condones it (Summary. Maieh I 
1968, Government Printing Ollice). 

Lawrence’s execution will no doubt K 
a catalyst in British race relations tor iticrt 
are now lens of Ihoti.sands ol colourei 
activists, joined to others, to whom taeisn 
is one of the. vilest ol ennies. incompatibU 
with democratic values, and who arc lien 
on changing the vileness ol the po'sen 
order. There are of course those. Uki 
Doreen Lawrence, howevei. to w'hon 
unremitting repression and assa.s.sinnliui 
of coli'ured peoples will coiUiiiue to re 
main an immutable fact ol lilc. “My lesd 
ings about the future”, she lugubriously 
notes, “leniain the same as when my sor 
was murderal. 1 believe Black yoimgscci.' 
will never be sale in the slreets ‘ (hnan 
dot Times, February 2.5, 1990). On that 
score, however, the ultimate soluiion goc^ 
well beyivid the eompassioiuite rceom- 
mcndaiions of the Maepherson liiquirv 

Notes 

1 FVliniarv' J. IM77 This li.ul in iinnil in 
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PERSPECTIVES 


India-Sri Lanka Free IVade Accord 

K N Harilai 
KJ Joseph 


Preferential trade arrangements, as have come into force under the 
India-Sri Lanka free trade agreement, have varying impact on sectors 
as well as regions in the two countries. Preparatory studies and 
careful planning are necessary in order to provide safeguards and to 
minimise adjustment ro.v/>v. 


THE contradiction between multi¬ 
lateralism. the principle around which the 
post-war trading system is supposed to be 
built up. and regionalism notwithstand¬ 
ing, the preferential trading arrangements 
are here to stay and grow. The success of 
the European arrangement seems to have 
proved to be ttxi tempting for (ithers to 
desist the urge lor emulation. The last two 
decades witnessed the formation of nearly 
two d07.cn trading blocs in different parts 
of the world. Their survival and success 
rates, admittedly, have not been very 
impressive. But, the trend is there for 
everybody to see: The share of intra-bloc 
trade in world trade has been growing all 
these years almost consistently at the 
expense of ‘most favoured nation' (MEN) 
trade. Not to be left out of the race. South 
Asian As.sociation for Regional Co-opera¬ 
tion (SAARC) countries al.so came up 
with a proposal lor establishing a prctcr- 
ential trading bloc in the region, vi7. the 
South Asian Free Trade Area (SAFTA). 
But, right from the beginning, it was clear 
that SAFTA would remain a statement of 
intention than reality for long. The politi¬ 
cal conflicts that distance the countries of 
south Asia are too complex to be resolved 
in the framework of SAARC in the near 
tuturc. It may be this limitation of the 
regional arr.Tngcment that prompted the 
governments of India and Sri Lanka to 
experiment the bilateral route to achieve 
the goal of Ireer trade between the two 
countnes. It is quite possible that the liidia- 
Sri Lankan free trade agreenuTit would 
prompt similar bilateral agreements among 
.SAARC countries and ultimately pave the 
way for the SAFTA. 

The long term outcome of the India-Sri 
Lanka accord signed on December 28. 
1998 by the prime mini.ster of India and 
the Sri Lankan president would be nothing 
short of establishing a free trade area 
between the two countries. Both the par¬ 
ties have agreed loa time frame for phasing 
out the trade barriersat fccting their mutual 
trade. India would remove customs duties 
on nearly lOtX) items ot imports from .Sri 


Lanka before March 1, 1999, the day the 
new accord is scheduled to come to force. 
Within a period of three years trade bar¬ 
riers pertaining to other tariff lines would 
be pha.scd out. On theirpart, the Sri Lankans 
would remove import duties on around 
3(X) items before the deadline of March 
1, 1999. Sri Lanka would be given a period 
of eight years for phasing out the barriers 
affecting the rest of the tariff lines. 

Interestingly, in addition to their mutual 
commitment, there would be international 
pressure, especially from the World Trade 
Organisation (WTO), on India and Sri 
Lanka to stick to the time .schedule and 
complete the process of establishing the 
free trade area without undue delay. It is 
true that in spite of its commitment to 
uphold the ‘ Most Favoured Nation’ clause, 
the WTO treaty (Article XXIV of GATT 
1994) provides for the formation of prefer¬ 
ential trading arrangements (PTA). But, 
the sanction for preferential trading 
arrangement is subject to the condition 
that the PTA members remove all barriers 
to intra-bloc trade within a dclmite periixl 
of time. The WTO rules permit discrimi¬ 
natory trading within regional groupings, 
hut the level of discrimination should be 
made complete, i e. 100 per cent, as early 
as possible! The failure of the PTA to 
remove intra-bloc barriers in time may 
lorcc the WTO to ask the PTA members 
to extend the lari ft cuts within the regional 
union to all WTO members in accordance 
with the MFN pnnciple. 

Whether it would ultimately result in the 
ibrmaiion of a irec trade area or not, the 
accord would have far-ieaching implica¬ 
tions tor India -Sri Lanka trade and hence 
for be h the national economics. The 
existing literature on PTAs, which is quite 
extensive and lich, would help us delin¬ 
eate plausible effects of the new regime 
of freer trade between the two neighbours. 
The net welfare effect of the PTA, if we 
go by the conventional theory of customs 
unions (Viner I9S0], would depend upon 
the balance between trade creating and 
trade diverting influences of the preferen¬ 


tial tariff reduction. The preferentia 
arrangement results in trade di verson wha 
imports are switched from third countr 
sources to relatively inefficient membe 
sources. Trade creation, on the other hand 
arises when imports are switched Iron 
domestic sources to relatively eflficien 
member country stHirces. Empirical stud 
ies undertaken in the context of existinj 
PTAs based on the above approach do no 
entail any definite conclusion on the ne 
welfare effect of such arrangement: 
fPomfret 1988]. Further, according to thi 
above approach, even when there is ne 
welfare gain, such gains from the prefer 
cntial tariff reduction can be no better thai 
that of unilaterally eliminating the tariff 
on a non-preferential basis. Thus, accord 
ing to the conventional theory, prefercn 
tial trading arrangements are economic 
ally irrational, as compared to the first 
best option of non-preferential tariff cuts 
and therefore, can be explained only b) 
non-economic motives [Pomfret 1988 
111-I6J. Laterdcvclopmentsinthetheor^ 
of PTAs, however, could break the im 
passe of the above framework, by relaxin) 
its rc,stricti vc assumptions and incorporat 
ing more dynamic effects of preferentia 
trading arrangemenbi, viz, scale economies 
improved technical efficiency, possibli 
terms of trade effects and higher growtl 
rates (Lipsey I960,Corden 1986:111-23] 
Thus, the theory can now explain pro 
liferation of PTAs in terms of economic 
advantages of preferential tariff reduction! 
that cannot he replicated by MFN cuts 
In short, a study on the bilateral free 
trade agreement between India and Sr 
Lanka will have to lake into consideratior 
all the plausible static and dynamic effect: 
of preferential trading before arriving ai 
any conclusion on its outcome. Hie ob¬ 
jective of the present paper i,s more modest 
We do not intent to problematisc the issue 
as to whether the proposed PTA would be 
gainful to the partners taken together oi 
individually. Instead, our focus would be 
on its differential impact on ihe region: 
within the national economics. As the 
existing studies show, even a successful 
PTA, which augment llie welfare of in¬ 
dividual partners and the community as 
a whole, could have highly varying impacts 
on different regions within each partnei 
country. The question of inter-regional 
difference in the impact of Ihe proposed 
preferential trading arrangement between 
India and Sri Lanka assumes importance 
in the’eontext of the fears express^ by the 
southern Indian states, especially Kerala. 
The available evidence in this regard, 
which we present here, clearly indicate the 
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need for a more cautious approach in the 
implementation of the new treaty. 

RECE^^' trends in India-Siu Lanka Trade 

Before we analyse the trends in India- 
Sri Lanka trade and the likely impact of 
the free trade agreement on the same, it 
would be useful to have an overview of 
the external sector situation in both the 
partner countries. The literature on eco¬ 
nomic integration suggest that macro 
economic policies of partner countries, 
especially those pertaining to the external 
sector, would have a major influence on 
intra-community trade, hence also on the 
prospects of the free trade arrangement. 

^ In fact, lack of synchronisation of external 
sector policiesamong partners could prove 
to be a major irritant in the process of 
building up preferential trading arrange¬ 
ments. This problem is particularly true 
in the third world context where the 
countries are more vulnerable to i xtcmal 
shocks. As Some of the key indicators 
presented in Table I show, this question 
of vulnerability of thecxtcmal sector would 
be a major worrying factor in the context 
of the free trade arrangement between 
India and Sri Lanka loo. None of the 
partners can boast of a blemish less record 
in this respect, nor can any one of them 
claim to have reached a safe trajectory. 
Any instance of instability in cither Sri 
Lanka or India, and the policies used to 
overcome the same (for instance, devalu¬ 
ation of the currency) would tend to drasti¬ 
cally affect thecquationsof bilateral trade. 
As we shall argue later, such external 
sector developments would also ha ve their 
implications for the regional impact of the 
preferential trading arrangement. 

There are many reasons to believe that 
the new accord will re.sull in significant 
improvement in the two-way trade bet¬ 
ween India and Sri Lanka. First, in recent 
years, India-Sri Lanka .trade has been 
growing at a faster rate than their trade 
with the re.st of the world. White the total 
trade of India and Sri Lanka with the rest 
of the world recorded an annual com¬ 
pound growth rate of 15.3 per cent and 
13.3 per cent, respectively, during 1991 
to 1996, India-Sri Lanka trade recorded 
amuchhigherrateuf 23.9 percent. Second, 
notwithstanding the recent spurt, the 
hilaleial trade even today accounts for 


only a negligible share of their total trade. 
In 1996-97 trade with Sri Lanka accounted 
for only 0.63 per cent of India's total trade 
and the t'orresponding share of Sri Lanka 
is S.7S per cent. The third and the most 
obvious rca.son is the preferential access 
that the new accord would be extending 
to the partners in each other's markets. 
The preferential arrangement would give 
the Indian expwters an advantage vt.r-<i- 
vis their third country cximpetitors in the 
Sri Lankan market and vice versa. 

An important aspect of India-Sri Lanka 
trade from the point of view of the current 
discussion is the burgeoning trade deficit 
of Sri Lanka with India (Table 2). The 
imbalance in the two-way trade cannot be 
taken as a transient phenomenon. The 
persistence and the high magnitude of the 
trade deficit arc giHxl rca.s(Mis to .suspect 
structural root.s to the problem. The sever¬ 
ity of the problem is further clear from the 
fact that the Sri Lankan deficit with India 
accounts for an overwhelming proportion 
of the island country's overall trade deficit 
(Figure). Thus, lor instance, while Sri 
Lanka's trade with India accounted for 
only 5.7 per cent of its total trade in 1996. 
the share of its trade deficit with India in 
the overall trade deticil was as high as 
55 per cent. 

A cursory examination of the structure 
ot trade .suggests that the new trade treaty, 
in ail likelihood, would worsen Sri Lanka's 
trade deficit with India, not only in ab¬ 
solute terms but also as a proportion of 
the bilateral trade. India's exports to the 
island country, as Tabic 3 clearly shows, 
are dominated by complementary products, 
characterised as they are by cither weak 
or insignificant import competition in Sri 
Lanka. Tiie list of such prcxlucis include 
transport equipment, machinery and in¬ 
struments. drugs and pharmaceuticals, 
chemicals, etc. In fact, with respect to a 
wide range of pnxiucts, the competition 
that the Indian exporters face in Sri Lanka 
is not so much from pnxluccrs in that 
country as from third country suppliers. 


Therefore, the preferential treatment ac¬ 
corded to the Indian exporters vis-a-vis 
other foreign suppliers would have a direct 
and favourable effect on the Indian sales 
in the island market. Now, the higher the 
favourable effect of the Treaty on India’s 
exports, the higher would be the pres.sure 
on Sri Lanka to push her exports to India 
and keep the trade deficit within manage¬ 
able limits. It will a.s.sume added impor¬ 
tance because any efforts towards improv¬ 
ing the trade balance with India will have 
a significant bearing on improving Sri 
Lanka’s overall external balance. This 
could he accomplished only through an 
increased penetration of the Indian market 
by focusing on those products where Sri 
Lanka has export potential or comparative 
advantage. What are the potential areas of 
higher import penetration of Sri Lankan 
exports to India? Only by answering this 
quc.stion canone identify the regions which 
are likely to be adversely affected by the 
new treaty. 

Exkirt SrRurniRr oi- Sri Lanka 

Any discu.ssion of the export .structure 
of Sri Lanka has to be made against the 
backdrop of far-reaching economic re¬ 
forms implemented .since 1977. Even 
though, a detailed account of the policy 
changes is beyond the scope ot rhe present 
discussion.St may he noted that the re¬ 
forms initiated in Sri Lanka were much 
more thorough going than the reforms 


TaBIF 2. TRhNDS IN InIIIa'S TKADt WITH 
Sri Lanka 

(Ks I tore) 


Year 

Export 

llii|>ort 

Trade Balance 

1991-92 

42‘»41 

28 ?2 

401 21 

1992 »H 

71« .10 

10 84 

678 4b 

1991-94 

001 21 

62 88 

840 15 

1991 9.S 

II .M OS 

06.49 

10.54.59 

I99.S-96 

1141 78 

118 12 

120.5 46 

1996-‘>7 

1694 79 

160 11 

L54.1 46 

I997-9K 

1771 .57 

121 48 

16.50 09 

agcr 

26 6 

27 5 

26 6 


•Soun for Monitoring Indian Economy 

(IWg), foreign t'rode, Bombay 


Tahi I I. ExtI'.rnai. SKcroR or India and Sri Lanka' An OviiRviiw 


India (19%-97) Sn 1 .anka (19961 


Export ($ iniliion) 
lmputt($ million) 

Trade GDP ratio 
Export cniiccniration index 
Export import ratio (per cent) 

Trade balance (5 million) 

Current Account deficit ($ million) 
CAU as per ccni of GDP 
Foreign exchange reserves <$ million) 
Reserves to impon ratio 
Log-term debt/GDP (per cent) 
Exchange rale 


31764 

4095 2 

48061 

48 72 2 

25.0 

75 0 

0 140 

0 212 

0 70 

0 84 

14299 

777 0 

.1661 

652 5 

1.78 

4 79 

21784 

1967,0 

0 49 

0 40 

11.1 

56 5 

15 91 

56 7 


Soune.t: Reserve Bank of India, Report on Curreru y and finant e, April 19‘)8 

United Naiion.s. (1997); Siaiitiicul )^earbook tor A.vm ond the 1‘at ifu'. 
Social Commission for Asia and the Paciti", ifangkok 
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intnxluccd in India. These policy reforms 
were manifested intcralia in the move away 
from the system of non-tariff barriers, 
drastic reduction in the rate and dispersitm 
of tariff across different products, sus¬ 
tained devaluation of the Sri Lankan rupee 
and many other measures intended to at t racl 
foreign investment. 

The policy reforms resulted in some 
major changes in the structure of exports. 
In 1977 .structure of .Sri Lankan exports 
exhibited all tlie chat ai lenstics of a typn at 
underdeveloped economy, with the tradi¬ 
tional primary commodilic.s accounting 
for more than 75 per cent of total exports. 
Moreover, the exports weie highly concent¬ 
rated in a few products like coconut, rubber 
and tea. But. by 1992. the share of primary 
commodities declined to a level as low as 
33 per cent of total exports. Along with 
the i hanpe in the ctimmodity comjiosition 
there has been a change in the ownership 
of exports as well, llie share of foreign 
firms in manufactured exports increased 
from 9 per cent in 1979 to over 71 fier 
cent in 1992 (Wigiur.ija 199K|. Thus, the 
reforms initiatedsince 1977 have been quite 
successful in attracting foieign direct 
investment. In this re.spcct .Sri Lanka’s 
pcrlonnance is rated on par witli that of 
the sonlh-easi .A.sian countries. Interest¬ 
ingly. It is often argued that Sri Lanka's 
proximity to the laigc Indian maiket, apart 
from the liberal incentive structure that the 
policy rcfoimsensuied, ha.s been a major 
factor in attracting foreign firms. 

The.se achievements ol I tie Sri Lankan 
economy, commcndat>ie though tfiey arc, 
do not appear to pose any major threat of 
import pcnctialion tbi the modern manu¬ 
facturing scctoi in India, at least in the near 
future An analysis of the manulaclurcd 
exports at the disaggregate level reveals 
a very high level of concenliation in low 
skill/low technology prinlutls. In fact, the 
share of skill- inlcnsive items in manufac¬ 
tured exports of Sii Lanka has declined 
from 11 6 per cent in 1977 to 7,b per cent 
1992 IWignuiaja I99X|. Furtlicr. there is 
e vulcncc in terms of revealed comparuli ve 
advantage indices to argue tliat the com- 
pctitivenc.ss of Sri L.uika in skill- and 
technology-intensive products has been 
declining overtime 1ignaraja iy9Sl.The 
disaggregated data on Sri Lanka’s global 
exportspresentedinTahle4conlormto the 
atHivc argument. The S ITCs .S and 7. which 
covei mo.si of the technology-intensive 
items, are. very poorly represented in the 
Sri Lankan export baski'i. This leaves us 
with tropical agricultural products and 
some labour-intensive manufactures, which 
account for moie than K.'i per cent of the 
export earnings. These areas, where Sri 
Lanka has pros cii coniivlilive prc.scncc m 
the international niai kel. could also be taken 


a.s the potential area.s of Sri Lankui import 
penetration to the Indian market, viz, fish 
and its preparatioas. vegetables and fruits 
(mainly coconut, fresh and dried), tea, spices, 
tobacco manufactures, natural rubber, 
rubber manufactures, textile yam, pearl and 
precious aiKl scmi-prccious stones, cloth¬ 
ing and accessories, and toys. But, unlike 
the Indian exporters to the islandcountry's 
market, the Sri I.ankan exporters would be 
facing tough import competition in India. 
Significantly enough, India has well en¬ 
trenched pr^uction base in alt the areas 
idcntillcd above. More importantly, they 
arc also prominent export items of India. 

However, given the huge trade deficit 
with India, and the likelihood of its 
worsening in the context ot the new treaty, 
Sri Lanka would be hard pressed to try 
and push the exports of the items iden¬ 
tified above into the. Indian market, llius, 
Indian exporters of the products identified 
would find lhcmselvc.s in an unenviable 
situation of having to share a part of the 
hitherto protected domestic market with 
their arch rivals in the international mar¬ 
ket. Thus, the sectoral impact of the new 
agreement on India is fairly clear. The 
non-traditional manufactures especially, 
capital goods and chemicals, would find 
Ihcir market expanded to the neighbouring 
country. This, in the tong luri. as studies 
on economic integration suggests, might 
also help the producers in such sectors to 
reap economies of .scale and attain higher 
compoiitivene.s.s. Their exports to the Sri 
Lankan market would be more at the cost 
ol third eountiy suppliers than the Sri 
Lankaii producers. I'hc Indian industries 
which use natural rubber, copra, etc, as 
raw materials might also licnerit because 
of the incrca.sed comfietition in the Indian 
market. The producers of tropical prod¬ 
ucts and labour-intensive manufactures 
1 AHLf .1. Commodity CoMPosm 


listed above, on the other hand, would 
tend to lose a part of their home maricet 
to Sri Lanka, llie loss of control over the 
home market might also affect their per¬ 
formance in the international market. 

Coming to the question of regional 
impact, it appears that the south Indian 
slates would have to bear a disproportion¬ 
ately larger share of the adverse conse¬ 
quences of the new free trade treaty. South 
India accounts for a lion’s share of both 
area as well as prcxluction of the crops, 
which arc likely to face Sri Lankan 
competition. Their dependence on the 
listed tropical products, viz, tea, natural 
rubber, coconut, and spices is also well 
known to be reiterated. The importance 
ot and the dependence on the above prod¬ 
ucts would appear more dramatic in the 
case of Kerala. In 1996-97, coconut, rubber 
and tea accounted for about 66 per cent 
of the net-cropped area in Kerala. With 
the limited industrial base, these crop.s arc 
al-so major sources of income and employ¬ 
ment in the state. ITiercforc. even appar¬ 
ently minor changes in the above markets 
would have far-reaching effects on the 
state’s economy. 

Notably, the adverse impact of the treaty 
would not be limited to a reduction in 
domestic sales. International mar^'.ct for 
the priKlucls in question, like other pri¬ 
mary commodity markets, arc known for 
sharp price fluctuations. It was the pres¬ 
ence of a fairly large and protected home 
market that used to .save the Indian pro¬ 
ducers from the vagarie.s of internalioral 
commodity market. The proposed regime 
of free trade with Sri I.anka would reduce 
the .scope of government intervention and 
leave the ptoducers at the mercy of market 
forces. The neo-liberal advice to the pro¬ 
ducers threatened by free imports from Sri 
Lanka would be to take on the challenge 
I. India'.s Exports to Sri Lanka 

(Per c ent) 



1991-92 

1992-93 

1996-97 

1997-98 

All Commothlies 

KXi.OO 

100 (K) 

100(KI 

100 00 

Colloii yarn lab madcups 

12 98 

11.31 

12 Oi 

13 59 

Trairsport equipna-nl 

24 22 

17.90 

II 38 

11.52 

M.u'liincry and insirumcnis 

4 61 

S 40 

6 71 

7.14 

Mjmiractuie.'i of mclals 

2.48 

11.39 

3.95 

6 75 

Noii-buYinali rice 

- 

2.91 

It 34 

6.60 

Driig.Y aiul ph.iri:iaieuiit...is 

6 86 

5 .50 

5 19 

5.79 

Plllsos 

- 

0 02 

2.04 

5.25 

i'rinurY and semi-llnishcd 1 .ind S 

1 79 

1.45 

4.67 

4.11 

Pajici A'oi.d produels 

^ 90 

2.75 

371 

3.58 

Pla.vtie a'ld linoleum pr(Kluct.s 

0 68 

0.60 

2.65 

3.44 

Oil mrals 

2.25 

2 60 

2.18 

2.83 

Fresh vi-getables 

5 27 

2 03 

3 73 

2 72 

lnoig/orp/.ipro ehrmicals 

1.71 

1.10 

1.95 

2.08 

Manmade yam fab madeup.s 

4 39 

3.05 

1 83 

I.8I 

Gla-ss/gijssware/ceramics. etc 

1.24 

2 88 

2..30 

LSI 

Rubber inanutaciured products 

0.70 

0 94 

1.38 

1.76 

Iron and steel bar/rods 

1.94 

2.36 

0.95 

1.67 

Misc priK'esscd items 

0,73 

0.34 

0.78 

1.42 

Matine produels 

1 01 

0.36 

1.38 

1.21 


Sinirte- Centre for Monitoring Indian Economy (1998): Foreign Trade. Bombay. 
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of comp^ition by reducing cost of pro¬ 
duction and enhancing productivity. The 
unprecedented crisis that the natural rub¬ 
ber producers of the country currently face 
would help us .show how naive such 
irguments could be (Hartlal and Joseph 
^998]. The average productivity of 1,140 
kg/ha in Kerala is quite high even accurd- 
ng to international .standards. But. the 
orevaiiing prices are notremunerati ve even 
:o those who have higher than average 
levels of productivity. Cost of production, 
productivity, etc. are important parameters 
.hat determine price.s. profitability and 
narfcet share.s of competitors. But, there 
ire other important parameters also, many 
pf which could be beyond the control of 
pnxiucers. The external sector policies, 
more specifically, those related to the 
international value of the currency, would 


have a m^or bearing on competitiveness 
and trade. This brings us back to the 
question of vulnerability of the external 
sector of partner countries. Both the coun¬ 
tries have been depreciating their respec¬ 
tive national currencies almost continu¬ 
ously over the last decade. While there 
were phases when the Indian rupee depre¬ 
ciated faster than the Sri Lankan counter¬ 
part. there were also periods when the Sri 
Lankan rupee depreciated faster than the 
Indian currency. The current phase ap¬ 
pears to be one of deeper cuts in the value 
of Sri Lankan currency. We do not need 
to discuss its impact on the competitive¬ 
ness of Sri Lankan exporters vis-a-vis 
Indian producers. Wc need to underline 
only the fact that there are many factors 
beyond the control oi pnxluccrs like the 
relative value of the currency, differential 


rates of intlation, etc, that shape their fate 
in the market and that the new environment 
of free trade with Sri Lanka would reduce 
the .space of helpful state intervention. 

In conclusion it may be reiterated that 
FT.\s would have highly varying impact 
on sectors and regions w ithin the commu¬ 
nity. There is no reason to believe that the 
case ol India-Sri Lanka arrangement would 
be an exception. It is important, therefore, 
to forc-sec such effects and provide safe¬ 
guards for the .sectors and regions that arc 
likely to bear the cost ot adjustment. Thc 
expericnce of suceesslul Pf As, espcciafly 
that of the European Community, shows 
the importance of preparatory studies and 
careful planning in minimising such ad¬ 
justment costs. The long preparatory phase 
and the community wide debates that pre¬ 
ceded the introduction of Euro may be 
cited here. It is this quality of transparency 
and willingness for open debates on the 
possible impact that are sadly missed in 
the context of the India-.Sri Lanka treaty. 
It is true tli.at there are certain inbuilt 
mechanisms in the bilateral agreement.' 
like the negative lists, to take care of the 
problem of adjustment. But. how long can 
the negative lists l>e maintained"' The Sri 
Lankan trade deficit and provisions of 
Article XXIV of GATT 1W4 .suggest that 
the pentKl of negative lists cannot be too 
long. II so, what would be the measures 
to prepare the concerned sectors for the 
period beyond the negative lists',' Is there 
any understanding on synchronisation of 
external sector policies'.’ That many such 
importani questions are Icit utiaddresscd 
dcK-s not augur well for the future ol the 
new treaty. 
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TABLt 4 CaMMoorrY Co.vii>osrnciN' .Sm Lanka’s (iineM. Expokts 


?ITC 

Cflininodity 

1990 

Value Pci Cent 

1992 

Value Per Cent 


AU Commodtues 

I9I222I 

KM) 00 

249(M)05 

KM) 00 

) 

Food and live uniinal.s 

626622 

12 77 

.507548 

20 38 

)1 

Fish and us preparations 

22391 

1 17 

30751 

1 24 

(5 

Vegetables and fruit 

61.127 

1 21 

82811 

3.33 

)577I 

Coconuts fresh or dried 

18744 

2 01 

59936 

241 

)6 

.Sugar and its preparations, honey 

217 

0 01 

195 

0.01 

)7 

Cofice, lea, cocoa, spices 

5.118.15 

27.92 

384616 

IS 45 

)74 

Tea and mate 

493045 

25 78 

.141554 

13 72 

)75 

Spices 

.39487 

2 06 

41514 

1 67 

)9 

Misc edible products 

4850 

0 25 

5570 

0 22 

1 

BeveruKts and uthaent 

639 

0 11 

41327 

1 74 

12 

Tobacco and manufactures 

6145 

0.12 

42970 

1 73 

1 

Ciude male rials ru hiding lurls 

147262 

7 70 

128453 

5 16 

>2 

Uil seeds, oleaginous fn 

7822 

0.41 

5711 

0 23 

13 

Rubber crude 

76890 

4 02 

69770 

2 80 

16 

TeKdie fibres and waste 

17535 

0,92 

17.181 

0 70 

>7 

Crude fertilirer. minerals nes 

9525 

0.50 

11355 

0'f6 

28 

Metalliferous urc.s, scrap 

20076 

1 05 

7158 

0 29 

29 

Crude animal veg mat nes 

II168 

0.58 

13577 

0,55 

t3 

Pelroleuin and products 

27864 

I 46 

13294 

0 53 

12 

Fixed vegetable oil tat 

7494 

l)..19 

2515 

0 10 

1243 

Coconut (copra) oil 

7097 

0 37 

2411 

0 10 

S 

Chemicals, related prod nes 

19392 

1 01 

24550 

0 99 

) 

Ba.sif numujaciures 

255534 

1.1 .16 

35l>.m 

14 10 

>2 

Rubber manufactures nes 

221.59 

1 16 

1248,1 

1 10 

i3 

Wood, cork manufactures nes 

8975 

0 47 

1.19.55 

0.56 

j5 

Textile yarn, fabrics, etc 

74941 

1 10 

82.109 

,1 .11 

>6 

Non-metal mineral mfs nes 

177113 

9.27 

191779 

7 70 

567 

Pearl, precious- semi-precious slone 

16243 

8 49 

161134 

6 17 

>9 

Metal manufaclurcs nes 

18283 

(1 96 

22177 

0 89 

7 

Machines. Iransporl equip 

54272 

2 84 

45536 

1 81 

75 

Office machines, adp equip 

2197 

0 II 

15589 

0 61 

71 

Electric machinary nes. etc 

85.14 

045 

20414 

0 82 

3 

Misc manufaclured gtuids 

687863 

15 97 

1321894 

5109 

34 

Clothing and accessories 

642849 

.1162 

1200667 

48 22 

342 

Men's outerwear nol knit 

128496 

6 72 

194273 

7 KO 

343 

Women's oulerwear non-knu 

2.3520f> 

12 30 

4«>9375 

18 8 . 

344 

Under gonnents not knil 

74624 

1 90 

138700 

5 57 

345 

Outerwear knit non-elastic 

92588 

4,84 

144603 

581 

346 

Under garments knitted 

69753 

1 65 

148653 

5 97 

347 

Textile clothing acces nes 

21.566 

1 13 

4.3411 

1 74 

348 

Headgear, nim-textile clothing 

20616 

1 08 

61654 

2 48 

351 

Footwear 

9931 

0.52 

17420 

0 70 

39 

Misc manufactured goods nes 

30712 

1 61 

89151 

1 58 

393 

Aiticles of plastic nes 

11224 

0 59 

I16'J7 

047 

394 

Toys spotting goods, etc 

1008 

0 05 

32758 

1.12 

397 

Gold, silver ware, jewellery 

.1642 

0 19 

10796 

(1.41 

399 

Other manufactured goods 

12664 

0 66 

29791 

1 20 

) 

Goods not classified by kind 

7935.1 

4 15 

51551 

2 07 


iource: United Nations (1992). Inlrmalinnal Trade StatiMics Vrarboof. Vol I 
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REVIEWS 


Food for Profit 

Madhora Swaminathan 

Hungry for Profit: Agricuiture, Food and Ecology edited by Fred Magdoff, 
Frederick H Buttel and John Bellamy Foster; Monthly Review, Vol 50, No 3, July- 
August 1998. 


TyiS is a .special issue of Monthly Review 
devoted to questions of food and agri¬ 
culture in the late 20th century. There are 
two major sets of themes running through 
this collection of articles. The first .set 
deals with the control of transnational 
corporations (TNCs)over food production 
and the implications of growing con¬ 
centration for the sy.stem of production 
and for the final cultivator or farmer. The 
second set deals with ecology and the role 
of modern technology, particularly 
biotechnology, in the quest for .sustainable 
agriciture. 

RC Lewontin gi ves a fasci naling account 
of features of the capitalist development 
of agriculture in industriali.sed countries 
such as the IJ.S and the transformation of 
independent farmers into proletarians. 
Although there are still a targe number of 
‘independent* petty producers, their 
powers of decision-making have been 
weakened to the point where they re,semble 
workers. First, “farmers could make 
choices about the physical process of farm 
production, including what was grown 
and how much, and what inputs were to 
be used”. Secondly, “farmers were 
themselves traditionally potential com¬ 
petitors with the commercial providers of 
inputs because they could choo.se to 
produce seed, traction power, and fertilisers 
them.selvc.s”. Today, the agri-food business 
industry has taken away thc.se choices 
from the farmers. Thus, even though they 
are technically the owners of the means 
of production such as land, farmers have 
“lost control over the labour priices.s” and 
they are aLso alienated from ihc product, 
as they are not free to .sell it as they wish. 
To put it differently, the farmer is in effect 
similar to a "putting-out worker charac¬ 
teristic of the first stage of capitalist 
production". This is illustrated by the 
experience of contract farming in the 
production of broiler chickens in the US. 
Many small farmers produce chickens 
undcrafour-ycar contract forTyson Farms. 
The company provides the chicks, the feed 
and veterinary services. All decisions about 
inputs and farming practices are taken by 
Tyson and the farmer guarantees that he 


will not u.se any "feed, medication, 
herbicides, pesticides, ...orany other items 
except as supplied or approved in writing 
by the Company”. Such a chicken farmer 
has little control over buying, selling or 
the process of transformation. 

William Heffeman also deals with the 
spread of monopoly capital intoagriculturc. 
'nils process has been accompanied by 
horizontal integration at different stages 
of processing and distribution and the 
outcome is tremendous concentration of 
ownership and control in the production, 
processing and distribution of certain major 
l^ood commodities. The four largest com¬ 
modity processing firms (respectively) 
control 55 per cent of broiler production, 
87 per cent of beef slaughter, 62 per cent 
of flour milling and 76perccntof soyabean 
processing in the US. There is also a high 
degree of vertical integration. Cargill, for 
example, “is one of the three major global 
traders of grain, the second largest animal 
feed producer and one of the largest 
proces,sors of hog and beef in Ihc world”. 
ConAgra is a major food firm with large 
interests in different stages of the food 
chain ranging from seed and fertiliser 
production, to feed production, broiler 
and meat production and ‘TV dinners and 
pot pies'. These transnational companies 
arc interested solely in the profits of their 
stockholders and neither in sustainable 
agriculture norin the livelihoods of farming 
connmunitics across the globe. 

On the second theme, there is ancxcelicnt 
discussion of the “social, technical and 
ethical con.scquences” of biotechnology 
in agriculture in a paper by Gerad Mid- 
dendorf, Mike Skladany, Elizabeth 
Ransom and Lawrence Busch. Biotechno¬ 
logical innovations modify two of (he 
natural constraints of agricultural 
productir 1 . namely, the reliance on time 
and space. “The ability to produce cocoa 
in a laboratory", for example, can 
“decouple the manufacture of these foods 
from land-ba.sed production systems" and 
result in “economic collap.se for popula- 
tioos in developing countries”. What is of 
cot.icem is that much of the research on 
biotechnology is being undertaken in 


private laboratories with very little public 
control or input. Given the enormous 
implications of research in biotechnology 
for agriculture and the livelihoods ol 
millions, it is very important, as the authon 
argue, to link research with public policy 
and debate. Public access to information 
and public debate on technology policy is 
one way of democratising control over 
research. We need to develop systems ol 
surveillance and safety and norms for the 
application of biotechnology. 

Miguel Altieri points out that the first 
wave of environmental problems in 
agriculture were a consequence of in¬ 
creasing crop specialisation and the 
extensive use of inputs such as pesticides 
and chemical fertilisers. These problems 
included soil erosion, depletion of nutrient 
re.serves, pollution of water, and pest 
resurgence. The second wave of environ¬ 
mental problems, however, stems from 
the introduction of biotechnology in 
agriculture. Altieri recogni.ses that bio¬ 
technology can have beneficial impacts. 
However, under the control of multi¬ 
nationals. research in biotechnology is 
likely to be associated with environmental 
risks. The need to capture the market with 
a single product can lead to genetic 
uniformity and threaten genetic diversity, 
'fhe incorporation of genes for insect toxins 
(such as from the bacteria Bacillus 
thuringiensis or Bt) into the plant variety 
can have unintended consequences (the 
toxin may be incorporated into the soil or 
have potential negative reactions on the 
otherorganisms). Ultimately, greater social 
control over technology will be required 
to generate an economically viable and 
environmentally sound agriculture. 

The recent Cuban experience provides 
an interesting example of the shift away 
from capital-intensi ve agricultural techno¬ 
logy. Peter Ros.set documents how alter¬ 
native agriculture was taken up in Cuba 
in response to the crisis of the collapse of 
the Soviet Union. In 1989-90, when trade 
with the Soviet bloc collapsed, there was 
a crisis in the import of food as well as 
fuel, machines, chemical inputs and all the 
other technological requirements of an 
advanced agriculture. The government 
started an innovative programme to 
substitute chemical inputs with biological 
inputs, for example, to shiR from chemical 
pesticides to biopesticides, and from 
chemical fertilisers to organic fertilisers. 
The new technology required a new 
scale of production and the system of 
production based on state farms was also 
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rto^ani sea aiHi snmiier nuuugeniem unKS 
were created. By 199S, the new strategy 
had helped Cuba overcome its food 
shoitage. 

In India, we are not unfamiliar with the 
problem of hunger amidst plenty. Janet 
».°oppendieclc's article argues that in the 
US, too, hunger exists amidst plenty and 
amidst waste. In recent years, there has 
been a lot of popular moblisation around 
hunger in the US as witnessed by the 
growth of soup kitchens, food banks, food 
pantries and the like. Ironically, as private 


THIS massive volume is a collection of 
papers read at a seminar organised by the 
Indian Institute of Advanced Studies, 
.Shimla, in 1994 or 1995 (the date of the 
seminar is not given in the book). The 
bot)k was published in 1996. ITiere are 24 
essays brought together in the volume. A 
large number of them relate to Punjab. 
Two discu.ss music. One discusses modem 
art. while one di.scusses Tclugu cinema. 
Almo.st all the essays follow the pattern 
of a historical narrative. How did things 
happen the way they did is their primary 
concern. Essays on Punjab are full of 
information, at times also insights. One 
is not certain if such a heavy emphasis 
on Punjab was altogether necessary and 
unavoidable. To make sense of so 
much material on Punjab in the company 
of a solitary article on Telugu cinema 
or a discussion of Thumri is not easy, to 
say the least. The present reviewer 
has read the book but clearly is not in 
a position to comment on all the cs.says. 
The comments would be necessarily of a 
general nature. It is only in the case of a 
few essays that one can possibly go into 
the details. 

It is necessary to say (hat it is a very 
commendable exercise that the process of 
cultural reorientation of north Indians (the 
emphasis of the book is clearly on north 
India), an article on the Telugu cinema 
notwithstanding, has been looked at closely 
and with an insider’s concern. The 
‘northcra* view comes across very clearly 
when the question of why movements like 
Arya Samaj did not arise in the south is 
not even asked. Or in an otherwise scholarly 
and extremely well argued presentation, 
Javeed Alam sees ‘Gandhi vs Savarkar* 


cnanty nasexpanoeo, puDiic commitments 
to the poor - public support and welfare 
- have shrunk. While the immediate 
.solution lies in 'feeding the hungry', 
longer-term solutions to the problem of 
hunger require us to deal with the 
underlying problems of distribution. 

This special issue also has papers by 
William Hinton on land reform in China, 
by Ellen Wood. J B Foster and Fred 
Magdoff on historical issues, and papers 
by Philip McMichael and Elizabeth 
Henderson on food politics. 


as a good example of “oppres.sed versions 
of insertion into and articulation of 
tradition”. Now it is more than doubtful 
if such a view of .Savarkar who dismissed 
the Srutis and Smritis as valid, let alone 
sacred, texts is justified by anything that 
he wrote or said. Interestingly, not only 
Alam's essay but quite a few others 
completely ignore (he low caste interpre¬ 
tation or subversion of tradition. All the 
versuses* that Alam enumerates arc. in 
a manner of speaking, upper ca.ste or 
‘Savama’ versuses. This may be the reason 
why this enormous volume does not even 
once refer someone like Phule. 

Alam's essay sits uncomfortably with 
.Satya P Gautam's essay on 'Cultural 
Dilemmas in Colonial Societies'. As no 
effort is made even in introduction to 
reconcile the positions of different c.ssays 
in order to arrive at an understanding of 
'cultural reorientation', this is hardly 
surprising. The editors themselves must 
be aware of this limitation. Gautam holds 
the Congress guilty of “using caste and 
communal identities for the mobilisation 
of the masses” during the colonial period. 
One would have thought that Congress 
especially underGandhi avoided precisely 
that. In fact in Maharashtra and Tami* 
Nadu there were caste-based mobilisations 
against the Congress which were more 
than blessed by the British. Equally. 
Gautam’s statement that “we do not have 
a sense of our traditions apart from how 
they have been discovered or invented and 
projected by the western culture” is 
questionable Justice Ranade’s or Bhan- 
darkar’s view of religion was not invented 
by the western culture. Their return to 
‘Varkari Sampradaya' was in fact an 


attempt to project a non-brahmanical 
tradition of our religious thought. It is one 
of our cultural dilemmas to place the non- 
brahmanical orientation of our culture 
which has a continuous tradition from the 
Bhakti petiod to the times of Phule and 
Ambedkar in a proper historical per¬ 
spective. This volume is yet another 
evidence of the enormity of that problem 
resulting into the discus.sion of almost 
exclusively high ca.ste (brahmanical) 
perspectives. We arc face to lace with 
three rather than two Indian orientations. 
One is the traditional brahmanical, the 
other is the non-brahmanical. The third 
orientation has been very neatly described 
by Vidya Rao in her essay on the Thumri 
easily the best of the collection. She talks 
of cultural forms “shaped at a time when 
Indian history, culture and social 
relationships were being reformulated”. 
No account of cultural reorientation 
would be complete without reference to 
these three orientations. Must es.says do 
not take this three-fold division into 
account. 

In a space of a short review one cannot 
do justice to a book which has collected 
together 24 contributions. One may 
conclude this review with the comment of 
one of the two Hindi contributions, 
althou.'h the present reviewer's com¬ 
petence in Hindi is limited. M Pandey has 
not been able to decide whether to adopt 
a polemical mode or discursive mode for 
his argument. Consequently, his di.scussion 
of the relationship between the ruling 
clas.ses and culture has tended lo become 
a collection of declamatory statements. 
One suspects that he has an argument to 
make. His polemics do not let him do it 
in full. His analysis of Tulsidas, interesting 
in itself, dc.scrved a more detailed and 
non-dcclamatory treatment. 

La.stly, one must al.so ask a question of 
the editors. There is nothing wrong in 
having presentations in Hindi or another 
Tndian language. But is it such a difncult 
thing to have them translated in English 
and presented in what is in fact an English 
language volume'/ 
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Cultural Reorientation: A Northern View 

G P Deshpande 

Cultural Reorientation in Modern India edited by Indu Banga and Jaidev; Indian 
Institute of Advanced Study, Shimla, 19%; pp 419, Rs 500. 
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lYade and Empire 

Tirthankar Roy 

From Prosperity to Decline; Eighteenth Century Bengal by Sushil Chaudhury; 
Manohar, New Delhi, 1995; pp xvi + 377. Rs 500. 


FROM the last quarter of the 18 th century, 
Bengal was the chief partner of the 
Europeancunipanie.s’ Asiatic trade About 
a century later, the trade was in decline 
and Bengal was effectively under British 
rale. Sushil Chaudhury, while pre.scnting 
a richly detailed account of the trade il.self, 
argues that it was Bengal’s ‘pro.spcrity’, 
of which trade and industry were contribu¬ 
tory factor.s. which encouraged the Euro¬ 
peans to conquei Bengal. In turn, the 
conqttcst led to the region's economic 
decline. In suggesting (his, Chaudhury 
dis.scnls with conventional views where 
the conquest tends to be attributed to 
chance, prior economic crisis, or political 
anarchy. 

The argument illustrates one ofthc many 
reasons that make fturopean trade in India 
a subject ot enihiring appeal, and lull of 
unanswered questions even after decades 
ot high-quality .scholarship. The book 
effectively brings out this openness in the 
field by (Hiiniing out a numb<M of impor¬ 
tant aspects noi adequately rc-searched 
before. However, the main strength ol the 
hvKik lies not in its polemical content, but 
in the extensive and diverse raw material 
.torn which its arguitwnts were devel¬ 
oped Thehcxik'sdcscriplivecontent bears 
the mark, of authority and many years of 
research and engagement in the field. All 
oi1he.sequalitiescontiihutc to making this 
work a niajoi reference on the subject. 

The opening chapters of the bcxik (1-3) 
set out the background with a ptililical 
history, broad outline of the European 
companies' trading activity in the region 
until the mid 18th century, and a descrip¬ 
tion of the criiit al role oficxliles in foreign 
trade. Chapters 4 and ."s describe evolu¬ 
tions in commercial organisation through 
this period. An important story hcie is the 
use and decline of the institution of ‘bro¬ 
kers’ . (mwerf ul intermediaries between the 
F.uropeaii firms and textile producers, in 
favour ol paid agents of the firms. The 
broket arose, and disappeared, due to 
problems ot a kind known to economists 
as 'asymmetric iiifonnation and conse¬ 
quent hazards. I'sually, the ttansilion is 
.seen by histonans ui mean leduced com¬ 
petition and incieasmg opprc.ssiun of the 
buyers upon the suppliers. Chapters 6-8 


deal with the main traded items, cotton 
and silk textiles. Chapter 9 takes up two 
minor tradables, saltpetre and opium. A 
distinctive feature of these chapters is the 
detail with which production organisation 
is discussed, including the profile of the 
producers both rural and urban, wages and 
earn! ngs, location of industry, and the wide 
array of merchants and financiers engaged 
in the business of exporting Bengal pro¬ 
ducts out of Bengal. Chapter 10 takes up 
the widely debated question of price move¬ 
ments. and chapter I i returns to interpre¬ 
tations of political history. 

At several points, the book makes sig¬ 
nificant original argumenks. The follow¬ 
ing are .some examples The decline ofthc 
brokers has been .seen in other studies us 
n result of the European firms’ decision 
not to use the .services of local merchants, 
and thus to signify a decline of mercantile 
enterprise generally. Chaudhury disputes 
this view, and suggests that the merchants 
thcm.selvcs chose not to take part in the 
institution. It is generally believed that 
prices in Bengal - of both tradeabics and 
non-tradables - were subject to a steady 
upward pressure after the t720.s, and 
especially in the 1740s. This is seen as an 
effect of European demand, the bullion 
import as a result, and economic disloca¬ 
tion cau.sed by Maralha incursions in 
Bengal. Chaudhury, from a painstaking 
reconstruction of price statistics, concludes 
that no secular and general increase in 
prices of foodgrainsorthe ‘contract prices’ 
of textiles was in evidence. In turn, the 
finding questions the notion of a general 
dislocation and crisis in pre-1757 Bengal. 
Perhaps the most significant new empha¬ 
sis in the btxik is on the role of 'Asian 
merchants’ and overland trade in this 
pericxl. The.sc groups were the most im¬ 
portant export merchants of Bengal prior 
to the European ascent. Chaudhury argues 
that they ri. mained important, in fact they 
exported greater value than the Europeans 
in the mid- IHih century. This point has not 
been made before in the literature. On the 
whole, these reinterpretations in the book 
create a more diverse concept of mercan¬ 
tile enterprise operating in Bengal, qualify 
the inqiortancc of F,uropean trade for the 
region, and create a different image ofthc 


regional economy in the period, than are 
currently available. 

Having said that, Chaudhury at times 
seems to overstate his findings. The cen¬ 
tral thesis, Bengal’s journey from ‘pros¬ 
perity’ to ‘decline’, is itself an example. 
It is implicitly assumed, and Chaudhury 
is not atone in making such an assumption, 
that foreign trade created prosperity in 
Bengal. But what is the evidence? Wages 
and earnings of weavers in 18th century 
Bengal were, by the book’s own evidence, 
low. Some interesting data cited on pages 
174-75 suggest that the share of export in 
cloth pnxluction in the mid-18th century 
was around 20 per cent. The share of 
textiles in employment could not have 
been very much more than 5 per cent. 
Given that textiles represented more or 
le.ss the only important tradable from 
Bengal, (he share of export in the region's 
income wasiealistically around 1 percent. 
This IS very small ratio indeed to believe 
that trade had great transformative poten¬ 
tial. In reality, cloth export was a .small 
and exceptional trade superimposed on a 
primarily non-commercial subsistence 
economy. On the book's own evidence, 
18th century Bengal was a region with a 
progressively weak government, almost 
no commerce without patronage, a chaotic 
currency regime and high interest rates, 
and a ‘capital market' virtually under the 
thumb of one banking house. Fraud, power 
and oppression were inseparable from 
Bengal’s foreign trade at any time in its 
pre-modern history. Thc.se features do not 
go well with a system where markets can 
generate overall ’prosperity’. 

But this objection is largely semantic. 
That the progressive consolidation of 
British rule in Bengal changed the nature 
of economic transactions in textiles, and 
made the terms adverse for the suppliers, 
is evident. Chaudhury has illustrated 
this idea with a work that should become, 
on the strength of the labour and the 
learning that went into it, a major presence 
in the field of early modem trade and 
industry. 
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Emerging Crisis in Punjab Agriculture 

Severity and Options for Future 

Ramesh Chand 

As is often the case, agricultural diversification is being suggested as the future strategy to address the' 
problems confronting Punjab agriculture. The present paper, based on empirical evidence, examines the 
scope of agricultural diversification by analysing various dimensions of the suggested alternative. It discusses 
prospects of the diversification alternative and its implication on employment, income, natural resources 
and ecology. An attempt is also made to propose future strategy for agricultural and economic development 
of Punjab in the po.st-green revolution period. 


THE impressive growth rates achieved in 
agricultural production in Punjab are well 
known and have been widely acclaimed 
as a success of the agricultural strategy 
centred on the green revolution techno¬ 
logy. There is a widespread belief that the 
‘Punjab pattern of agricultural 
development’ and green revolution 
technology are the best route for agri¬ 
cultural development in other parts of the 
country. The general impression about 
Punjab agriculture is that it is highly 
productive, continues to have va.st potential 
for growth, and ptti videsgood farm income 
to producers. This impression might have 
been true during the early days of green 
revolution: recent reports levcal disturbing 
trends about Punjab agriculture and the 
future of green revolution in the state. 
Productivity of rice and wheat, the major 
enrps of the state which occupy about 70 
percent of its grosscropped area, is reported 
to have approached a plateau and farm 
incomes arc reported to be stagnant and 
insufficient for a decent living. There is 
a growing realisation about the degradation 
of land, water and environment due to the 
current pattern of agricultural production 
and its sustainability is under question. 
Though stmic concern has been expressed 
by researchers about disquiet aspect of 
Punjab agriculture during the pa.st five-six 
years, these were not paid serious attention 
by the .state till recently. However, the 
rising discontent among the farm 
community due to their failure to get aspired 
farm income, and problems like declining 
water-table in .some part, waterlogging in 
other parts, soil degradation and environ¬ 
ment pollution have reached such pro¬ 
portion as to force the state government 
to make serious efforts to address these 
problems. 

As a step in this direction, Punjab 
Agricuitural University, Ludhiana, at the 
instance of the state government, organised 
a two-day brain storming discussion on 
October 23-24, 1998, to discuss the 


conditions of farmers and farming in 
Punjab and to chalk out future strategy for 
agriculture. The meeting was attended by 
some economists from the .state and outside, 
agricultural expertsof Punjab Agricultural 
University and the state government 
officials. 

The agenda paper discussed during the 
meeting made startling revelations about 
the conditions of farmers and sustainability 
of current agricultural strategy.' Some of 
the assertions made in the paper which 
point to the underneath crisis in Punjab 
agriculture are: 

(1) Economic condition of vast majority 
of farmers has deteriorated and cannot 
be improved withtheexistingcropping 
system and technology which has 
already been exploited to 75 per cent 
potential. 

(2) Family income of about 47 per cent 
of the farmers from crop plus dairy is 
tower than the income at lowc.st pay 
scale for unskilled worker in the state. 
The paper further says that about 20 
percent of farming population isbelow 
the poverty line income. 

(3) The water-table in the central Punjab 
is going down at the rate of 0.23 cm 
per annum. If this decline continues 
for the next IS years, about 2 lakh 
ccntritugal pumps will need to be 
replaced by submersible pumps which 
at current prices will cost Rs 2000 
crore or about Rs 5,000/hectare of net 
sown area. 

(4) In some part water-table has risen by 
ftHir-fivc metres during 1984 to 1994 
and led to problem of salinity and 
watci logging. 

(5) Wide.sprcad deficiency of micro- 
nutrient has appeared in the soil and 
there is increase in weed infestation, 
pest and disease outbreak. 

(6) Burning of combine hiurvested rice 
straw is resulting in serious environ¬ 
ment pollution. 

Though there was some disagreement 


among the participants about estimates ol 
farm income, everyone felt the necessity 
for urgent action and suitable strategy to 
put Punjab agriculture on a new growth 
path which is .su.stainable from natural 
resource point of view and which provides 
reasonable income to sustain intere.st in 
farming. 

Whenever there is a problem related to 
agricultural production, income or 
employment, agricuitural diversification 
is most often .suggested as the alternative. 
Accordingly, the agenda paper also 
suggested diversification through 
vegetables, fruits, dairying, etc as future 
strategy to address the problems con¬ 
fronting Punjab agriculture, without 
analysing various dimensions of sugge.sted 
alternatives. The present paper, based on 
empirical evidence, examines the .scope ot 
agricultural diversification to address the 
problems confronting Punjab agriculture. 
It also discu.s.scs prospects of various 
diversification alternatives and analy.scs 
their implications on employment, income, 
natural resources and ecology. An attempt 
has also been made to propose future 
strategy for agricultural and cconomtc 
development of the state in the post-green 
revolution period. 

Tlic paper is organised into six sections. 
The ftr.st section discusses the growth 
rate in agricultural output and per capita 
income in the recent period compared to 
the earlier period. Section II compares 
performance of various crops and analyses 
prospects of diversification in the crop 
pattern. Possibility of diversification 
through dairying are examined in Sec¬ 
tion III. Causes of unemployment in the 
state and scope of employment generation 
through di versi fication and otherstrategies 
are explored in Section IV. Impact of 
wheat and paddy cultivation on natural 
resources like water, land and environ¬ 
ment and remedies to check their 
degradation are discu.sscd in Section V. 
The last section contains policy suggestions 
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and discusses sinitegy to meet the current 
challenges. 

The study is based on secondary data 
at state level and micro investigations at 
grassroots level based on field survey of 
farm households in Ludhiana district 
which is agriculturally most advance 
district of the state. 

I 

Growth Rates in Output and 
Income 

The growth rate in agricultural and total 
net state domestic product (NSDP) and 
per capita income for the Punjab state and 
for the whole country during the 1980s 
and the 1990s to examine the economic 
progress in the state in the recent period 
are presented inTable 1. The growth rate 
of NSDP agriculture followed a sharp 
decline during the 1990s compared to the 
decade of 1980s. It is the first time since 
the onset of green revolution that growth 
rate of agricultural output in Punjab is 
lower than the all India level. When the 
^' iirrcnt growth rate in agriculture income 
(NSDP) is netted out for population 
increase to arrive at per capita income, the 
growth rate comes out to he less than I 
per cent. 

Similarly, the perfonnance of total 
economy is also found to be deteriorating 
and below the national average as is evident 
from the growth rates in total NSDP and 
per capita income (vitle Table I). This is 
a depressing picture for the state which 
has enjoyed much higher growth rate than 
national average for a long time. 

II 

Cropwise Performance and 
Substitution Possibilities 

Several indicators can be used tocomparc 
performance of various crop alternatives 
and to get an idea about the possibility and 
consequencesof diversification of existing 
crop mix. Our interest is to study the 
performance in terms of value productivity, 
profitability, employment and impact on 
environment and natural resources. 
Detailed information on resource use, 
costs, returns, value of output and other 
relevant aspects for the important crops 
grown at the sample hou.scholds is 
presented in Table 2 which can be used 
tocomparc inter-crop performance and to 
reveal impact of crop substitution on 
profitability, resource use and 
environment, etc. 

Impact of cultivation of different crops 
on soil health can be captured to some 
extent by comparing use of inorganic 
ferti litter and weedicides in these crops as 
these inputs are said to be causing problems 


like soil chemicaiisation and nitrate 
pollution. Among the crops of rabi season, 
use of inorganic fertiliser is highest in 
potato cultivation (108 kg NPK/acre) 
followed by wheat with 78 kg of plant 
nutrients. Requirement and application of 
plant nutrients is quite high in vegetable 
crops but this requirement is being met 
mainly from farm yard manure. In wheat 
crop, small expenditure on micro nutrients 
was also incurred Use of herbicide/ 
weedicides has been quite aimmon in 
wheat cultivation. 

Application of plant protection chemi¬ 
cals, which has been utted to indicate the 
impact oil environment pollution, is nil in 
wheat crop, whereas, potato, rapesecd/ 
mustard and rahi vegetables involve 
frequent u.se of such chemicals. Labour 
employment is 307 hours/acre in potato 
and 2S5 hours in other vegetable crops of 
rabi season. Per acre labour use in wheat, 
barley and mustard cultivation is around 
127 hours. Coming to water use, sample 
farmers applied 8 irrigations to potato and 
vegetables and 5-h irrigations to other 
crops. Value pnxluetivity and net return 
from vegetable crops is significantly higher 
than thecompetingerops. Potatoand wheat 
rank second in pnxiiicii vity and net returns 
respectively. 

Among kharif crops, highest use ol 
inorganic fertili.ser is in paddy (106 kg 
NPK.^acrc) followed by vegetable crops 
(77 kg). Minimum application of NPK as 
well as farm yard manure is reported in 
moong crop. Micro nutrients were applied 
only to paddy crop. Weedicides use is 
quite common in paddy and cotton crops. 
No chemicals were used foi weed control 
in pulses. Highest human labour use was 
reported in vegetable cultivation which 
provides 539 hours employment per acre. 
Cotton ranks .second with 276 hours and 
paddy enjoys third position with 248 hours 
of labour use per acre. As was (he case 
with rabi season, vegetable cultivation gave 
highest output and income in kharif .season 
also. This was followed by paddy. 

Sugarcane is another important crop 
which is often suggested as an alternative 
to reduce domination of wheat and paddy 
in the .state. Since sugarcane is an annu>’< 
crop and yields output once in a year, 
its performance was compared with the 
performance of wheat-paddy rotation. Per 
acre labour u.se in sugarcane is 598 hours 
compared to 374 hours in wheat and paddy. 
On revenue side, one acre of sugarcane 
at the sample 'arms provided gross return 
of about Rs lt,()00 which is Rs 3,500 
lower compared to wheat-paddy rotation. 
Similarly, net return from sugarcane is 
15.4 per cent lower compared to the 


combined net return from wheat and paddy 
crops. 

Besides profitability, risk plays an 
imponant role in the choice of crops. Wheal 
and paddy exhibit lowest instability in 
their yield during the last two decades 
(vide Table 3). Because of strong and 
assured government price support, price 
in.stability is also lower in wheat and paddy. 
Consequently, gross returns from wheat 
and paddy fluctuated only by 10 and 19 
per cent from the trend line, res|)ectivcly, 
compared to 29 to 44 per cent instability 
in the other crops (Table 3). 

The results presented in the preceding 
paragraphs show that the performance of 
wheat crop, at prevai ling inputs and output 
prices, is better compared to other crops 
of rabi season in most respects, li.se of 
plant protection chemicals, which arc 
considered harmful for environment and 
for human health, is almo.s( nil in wheat 
crop, whereas other crops capable of 
competing with wheal require heavy do.scs 
of plant protection chcmical.s. Water- 
requirement of wheat is also quite low 
compared to potato and vegetables. No 
doubt, wcedicidc use is highe.st in wheat 
crop but this is not due to crop's intrinsic 
requirement; there arc economic reasons 
for it and (he same lunction can he 
performed by human labour. Among kharif 
crops, vegetable crops give signilicantly 
higher profitability compared to patidy. 
Besides, vegetable crops require l/4lh 
irrigation compared to paddy. However, 
compared to paddy, vegetables involve 
very high use ot'piant protect ion chemicals. 
Thus, it can be concluded (hat no crop 
alternative is superior to wheal and paddy 
in all (he aspects and any change in crop 
pattern away from wheat and paddy would 
have mixed impact on crop income and 
ecological and environmental variables. If 
on one hand any change i n crop mi x reduces 
degradation of soil and mitigates water 
scarcity, on the other hand it results in 
environmental pollution through use of 

Tabu I. Tbenu Owivni Rato in Ni-t ''loMt.snc 
PnoDUf-T ANO Pkr Capita Inciimp 
IN PUNIAB ANI> InIIIA 

[Untl Per imt/annum) 


198081 

1990-91 

fo 

10 


19X9-90 1995-96 


Net state doiiie.slic pr(t(lu(.l -- Agricullurc( 


Punjab 

5.l9 

2.89 

India 

3 05 

2.93 

Net domestic product -■ 

total 


Punjab 

5 .«) 

4.17 

India 

5 iX 

5.22 

Per capita income; 



Punjab 

3 43 

2 28 

India 

3 04 

3.39 
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plant (ffotection chemicals. 

Suggestions have also been made to 
diversify crop pattern in the stale through 
fruit crops, and concerted efToits have 
been made in this direction in the past two 
decades. These efforts have met very 
limited success and the area under fruits 
has not reached even half a per cent of 
total cropped area. Though demand-side 
factors for promoting horticulture in the 
country are favourable the .supply-side 
factors in Punjab are not promising. The 
st^ does not enjoy the natural (climatic 
and soil related) advantage in commercial 
production of quality fruits. Except for 
kinnow, quality of most of the fruits 
produced in the state remains inferior to 
the quality of fruits from other major 
producing regions. For example, grapes, 
mangoes, orange.s. pear, plum produced 
in Punjab cannot compete in the market 
with grapes from Maharashtra and 
Karnataka, mangoes f rom Uttar Pradesh 
(UP), Andhra Pradesh, Bihar and 
Maharashtra, oranges from Nagpur region 
and pear and plum from the hill region. 

Ill 

Diversification through Dairying 

As green fodder is the main input for 
commercial dairy, its expansion, thro’igh 
the increase in area under green fodder, 
results in diversification of crop pattern. 
Though per capita prixiuction of milk in 
Punjab is well above the level required for 
a healthy diet, the availability in most 
other states and for the country as a whole 
is quite low. There is a gap of about .)9 
per cent between per capita milk produc¬ 
tion and the minimum level (250 grams) 
of milk recommended by the Indian 
Council of Medical Research. Similarly, 
despite higher dependence of Indian 
population on vegetarian diet, per capita 
milk availability between India and the 
rest of the world has a gap of 53 per cent. 
The.se figures underline the need and scope 
for substantial increase in milk production 
in the country. 

In addition to the need to fill exi.sting 
gap, future demand for milk would also 
increa.se due to population growth and rise 
in per capita income, as the income 
elasticity of demand for milk is positive 
and close to one (1.15 for rural and 0.99 
for urban population) [Radhakrishna and 
Ravi 1992]. 

Punjab state enjoys the advantages like 
sufficient availability of green fodder and 
an efficient system of rural transport and 
road network to promote commercial dairy. 
The scope for large scale expansion of 
dairying is also evident from the fact that 
lobridge I percenigaphelweenavailability 
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Tabu 2: Imvt Use, tXrmrr amd Retubn n» Acne fbom iMBoaTAirr Cuors at the Sambu 
Households, in Ludhiana Oisnicr. 1992-93. 


Puliculm/ 


Rabi Season Crops 



Kharif Season Crops 



CAlegary 

Wheat Barley Idust- Potato Vege- Paddy Maize Moong Cotton Vege- 
tatd tables tables 

Arfaar Sugar¬ 
cane 

Material inputs 
Seed/Seedling 
cost (Rs) 

166 

1.50 

33 12.30 

.379 

85 

60 

134 

89 

237 

100 

871 

Farm yard 
mamiie (Kg) 

423 

0 

0 0 

8330 

1.346 

1569 

35 

921 

1415 

148 

3924 

FYM value (Rs) 

32 

38 

0 0 

738 

106 

145 

58 

75 

86 

15 

305 

H»liUserNPK(Kg) 78 

35 

20 108 

23 

89 

44 

7 

32 

77 

. 

49 

Fertiliser value (Rs) 660 

298 

150 764 

192 

717 

323 

27 

133 

519 

80 

338 

Micronuitieni 
value (Rs) 

6 

0 

0 0 

0 

47 

0 

0 

0 

0 

0 

0 

Weedicides (Rs) 

l(X. 

3 

5 0 

0 

104 

9 

0 

41 

17 

0 

0 

Plant pnaection 
chemical (Rs) 

0 

0 

57 124 

58 

3 

13 

41 

299 

630 

0 

40 

Irrigation (No) 

5 

6 

5 8 

8 

40 

10 

4 

7 

10 

4 

12 

Inigatiun cost (Rs) 

131 

191 

155 843 

107 

1152 

179 

141 

255 

223 

IS6 

717 

Other input 
costs (Rs) 

2 

0 

0 5 

89 

12 

38 

0 

1 

0 

I 

4 

Labour use 
Family labours hn 

71 

72 

76 77 

112 

143 

92 

76 

135 

226 

68 

195 

Hired labours hts 

54 

55 

SI 230 

143 

105 

53 

48 

142 

314 

18 

403 

Wage rale Rs/day 

50 

42 

.34 45 

45 

.36 

41 

36 

32 

31 

41 

. 25 

Total human 
labour his 

126 

128 

127 .307 

255 

248 

145 

124 

276 

539 

86 

598 

Bullock labour his 

3 

2 

5 0 

t 

3 

18 

5 

8 

6 

6 

3 

Bullock wage Rs/hr 19 

16 

13 17 

15 

13 

22 

13 

12 

27 

15 

9 

Machine use 

Own machine 
cost Rs 

164 

16.3 

7! 41 

24 

123 

43 

78 

39 

108 

49 

139 

Hiied machine 
cost Rs 

213 

41 

0 20 

0 

248 

214 

114 

175 

30 

9 

41 

Total machine 
cost Rs 

377 

204 

71 61 

24 

.371 

257 

192 

214 

138 

78 

180 

Fixed costs (Rs) 
Deprecialion 

190 

184 

181 199 

212 

190 

187 

196 

188 

191 

191 

185 

Interest on fixed 
capital 

245 

2.36 

2.31 24<t 

272 

242 

263 

262 

256 

250 

249 

234 

Interest on working 
capital 

88 

52 

.32 152 

102 

135 

83 

39 

76 

206 

30 

1.38 

Land rent 

1401 

1007 

750 1786 

5167 

1494 

508 

847 

905 

1822 

612 

2418 

Output 

Main product 
(Kg) 

1741 

1374 

405 8120 

2583 

24/7 

633 

352 

412 

5407 

320 19384 

Farm gate price 
(Rs/qtl) 

329 

.352 

933 no 

1000 

299 

359 

1200 

1020 

168 

9.36 

52 

By-product 

(Kg) 

2414 

768 

10.3 0 

0 

.599 

810 

0 

1004 

0 

427 

3163 

Value of mom and 
by-product (Rs) 

7006 

.5037 

3748 8932 258.33 

7471 

2538 

4137 

4526 9111 

.3058 

11028 

InrqHited co.sl at 
unpaid items (Rs) 

707 

620 

46.3 476 

1730 

905 

1053 

538 

751 

1231 

505 

1091 

Cost of cultivaUoii 
(Rs) 

Cost A1 

1 

226^ 

1449 

970 4674 

3028 

3430 

l%2 

1106 

2135 

.3622 

838 

4082 

CosiBI 

2508 

1685 

1201 492.3 

3,300 

.3672 

2225 

1368 

2391 

3872 

1087 

4316 

Cost B2 

.3910 

2692 

1951 6709 

8467 

5167 

2733 

2215 

3296 

5694 

1698 

6522 

Cost Cl 

2957 

2066 

1.525 5.358 

3879 

4311 

2697 

1708 

29.36 4746 

1433 

4930 

Cost (22 

4.358 

3073 

2275 7144 

9045 

5805 

3204 

25.56 

3841 

6568 

2044 

71.36 

Net return (Rs) 
Over cost A1 

474.3 

.3588 

2779 4158 22806 

4041 

577 

3131 

2.390 5489 

2221 

6946 

Over cost Bt 

4498 

.3.352 

2547 4009 22533 

3799 

313 

2869 

2135 

5139 

1972 

6712 

Over cost B2 

.3097 

2344 

1798 2223 17.367 

2304 

-194 

2022 

1230 3416 

1360 

4506 

Over cost Cl 

4049 

2971 

2223 .3.574 21955 

3160 

-158 

2.529 

1590 4364 

1626 

6098 

Over cost C2 

2648 

1963 

1473 1788 

16788 

1666 -666 

1682 

684 2542 

1014 

3892 
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and mininiuin nUlk requkenient in the 
country about 4 per ccM increase in milk 
output in Punjab would be needed, and 
India has about 40 per cent gap between 
the availability and minimum requirement 
of milk. Therefore, both the demand as 
well as supply side factors seem quite 
favourable for expanding dairy industry 
in Ihinjab. 

Expansion in dairy activity, besides 
resulting in di versiHcation of crop pattern 
due to shift in area in favour of fodder 
crops, would be bencncial in improving 
soil health through increased availability 
of organic manure. An exercise was done, 
using the sample information, to study 
what would be the impact of expansion 
of dairying activity on the crop pattern 
(Table 4). Green fodder requirement of an 
average dairy unit^ consisting of 3.21 in¬ 
milk, 3.S1 dry and 1.01 heifers was met 
from an area of 1.48 acres in kharif and 
0.97 acres in rabi season. Assuming no 
change in productivity, breed mix and age 
composition of dairy animals, raising milk 
production by say *X’ per cent would 
entail same ‘X’ per cent increase in the 
number of dairy animals (dry and in-milk 
animals and heifers). This way. I Opcrcent 
increase in milk production would result 
in expan.sion of area under fodder from 
prc.>ient level of 21.23 per cent to 23 per 
cent in kharif and from 13.94 per cent to 
15.16 per cent in rabi season. Since area 
under the other crops is already too small, 
the shift in favour of fodder crops would 
come from wheat and paddy crops. Our 
estimates reveal that meeting I per cent 
of the milk deficit in the country from 
Punjab would reduce .share of paddy and 
wheat in net cultivated area by 1.09 and 
0.60 per cent, respectively. 

IV 

Agricultural Diversification 
and Employment 

It might look somewhat strange that 
despite high growth rate in economy and 
agricultural productivity, umimployment 
reported in I^njab is no less than rest of 
India. According to the NSSO estimates, 
unemployment rate in Punjabduring 1987- 
88, based on usual status, ruled 2.9 and 
7 4 per cent for male and female workforce 
as compared to 2.8 and 3.S per cent at all 
India level, for rural weas. 'Diis raises the 
issue that when lakhs of migrant labourers 
from Bihar, east UP and some other slates 
find employment in agriculture sector in 
Punjab then why there is high rate of 
unemployment among its own rural 
workforce?^ 

If we look at the possibility of creating 
more on-farm employment in the state it 


is found that attractive crop ahematives 
are available to do .so (Table 2). Similarly, 
among non-land based activities, there is 
tremendous scope to raise employment by 
shifting area from wheat aitd paddy to 
fodder crops and by raising dairy on the 
same area. Results of our field study show 
that labour employment in dairy, that can 
be raised on fo^r from a gix«n area, plus 
labour use in fodder production is 7.3 
times the labour use in paddy and wheat 
cultivation on the .same area (See Ramesh 
Chand 1996, ch 8 for more dtdails]. How¬ 
ever. the relevant question is: would this 
type of employment generation reduce 
unemployment for the farm youths in the 
stale? The answer seems no! 

Unemployment of farmyoudis in Punjab 
is not due to lack of work opportunities 
in farm sector* but due to their strong 
prcfercncetogofornm-fannjobs. Though 
employment opportunities would be 
available at other farms, workers of farm 
families not having enough work opport¬ 
unities at their own farms would generally 
not work as labourers at other's farms due 
to social .stigma and taboos. This is the 
reason that lakhsot migrant labourers find 
work opportunities in Punjab agriculture 
while some of its own workforce remains 
unemployed. Second, during the past two 
decactes literacy in Punjab has improved 
sharply and the young generation is not 
only by and large literate but also having 
secondary or higher education. There is 
a serious problem with the educated youth, 
almost throughout the country, that they 
shun manual jobs like those in agriculture 
and look for white collar employment 
(Vaidyanathan 1994]. Also, agricultural 
jobs are considered low paid compared to 
other sectors. Third, the adult workforce 
in Punjab possesses improved human 
capital and entrepreneurial and managerial 
skills, and young people look for chal¬ 
lenging work opportunities to apply their 
energies. Traditional crop production does 
not offer any challenge and satisfaction to 
them. Fourth, improved income, higher 
interaction with market and exposure to 
electronic media and urban lifestyles have 
highly influenced the young generation in 
preferring consumerism and modem style 
of living. Therefore, the youth search for 
well paid jobs. And lastly, due to high 


level of income. Punjab society can afford 
to keep some of the family members un¬ 
employed for a fairly king period with the 
hope for obtaining better jobs some day. 

It is thus clear that the solution for 
unemployment problem in the state lies 
in creating jobs in non-farm sector. How 
can this be done? The standard answer has 
been that the state should go for indus¬ 
trialisation at a fa.ster rale. However, the 
past experience shows that expansion of 
conventional industries in Punjab did not 
do much to offer jobs to the rural youths 
from within the state. If one examines the 
profile of industrial workers in Punjab it 
would be ob.served that industry has 
preferred manual labour from outside the 
state and workers for non-manual jobs 
from the state's urban population. The 
reasons for preference for outside workers 
are: (1) these workers are available at a 
lower wage rate compared to local labour, 
(2) outside labour has weak political clout 

Tabix 4. Immct uf iNCHt-Asr IN Number oe 
Dairy Animau: on the CR»r 
Pattern at Sample Farms 

Average number of livestock /household 


Bullocks 


I 01 

In-milk buffaloes 


2.65 

Dry buffaloes 


2.93 

In-milk cows 


0 56 

Dry cows 


0.59 

Heifers 


I.OI 

Area under green foddertacies) kharif 

1.69 


rabi 

III 

Area under green fodder to meet 


requirement of dairy animals 
(acres) 

khanf 

1.48 


rabi 

0.97 

Share of existing area under 



fodder in the cultivated 
area (per cent) 

kharif 

21.23 


rabi 

13.94 


average 

18.13 


Shore of fodder crops in cultivalcd 
area (per centlassuming 10 per cent 
iiK'ieasc in milk output kharif 2.1.09 


rabi i.S 16 
average 19.72 

Change in share of fodder crop in 
cultivated area due to I per cent 
increase in milk production 
(percentage points) 0.88 

Impact of meeting I per cent national 
milk deficit through increased milk 
production in Punjab on the crop share 
in net crop area (per cent) Paddy -1 09 
Wheal -0.60 


Tabu 3; Instabiutv in Yield. Gross Return and Farm Harvest Prkx or Duterent Crops in 
PuNiAB, 1972 73 TO 1991-92. 



Paddy 

Maize 

Cotton 

Wheat 

Ropeseco/ 

Mustard 

Potato 

Sugarcane 

Yield 

10 

20 

26 

7 

7 

21 

27 

Return 

19 

33 

41 

10 

29 

44 

40 

Price 

21 

23 

27 

8 

31 

31 

39 


Note: Instdiility in the variable say (Y) is computed by taking standard deviations of (In (Y/Y,.,)], 


which shows average deviation from the Rend line LnY,sb„-fh,T-fe,. 
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amt low oargatmng power, (3) id case of 
industrial dispute it is easy to deal vrith 
outside labour compared to local labour. 
Workers from the urban areas are prefened 
for non-manual jobs because tb^ mould 
themselves easily into industrial and 
business/corporate culture and they belong 
to similar cultural background as the 
industrialists, top executives and 
management. Secondly, the rural youths 
do not possess the special skill useful in 
industry nor do they have aptitude to work 
in conventional industries owned by private 
sector. Moreover, share of industrial 
employment in total employment is very 
small, which is easily filled by the 
manpower from urban pool. 

Rural youth po$scs.scs some advantage 
over their urban as well as migrant 
counterparts in agro-processing industries 
which involves .some dealings with rural 
people, like procurement of raw materials 
like milk and sugarcane from rural 
producers, or where .some knowledge about 
the farm prrxiuce is useful in processing 
and other activities. Accordingly, milk 
and milk product industry, sugarcane 
industry, vegetable and fruit processing 
industries, agricultural raw material using 
industry are some examples where rural 
youths can have .some advantage in 
.securing employment. 

Punjab hasexcellent network of metalled 
roads and transport and rea.sonahly good 
industrial infra.struciure throughout the 
state. These factors are quite useful for 
spatial distribution of industrial units, so 
that the workers do not have to migrate 
from their rural habitats. Therefore, 
industrial policy of the state should be to 
encourage small unit.s in semi-urban or 
rural locations where rural youth can work 
as a whole-time or pan-time worker while 
staying at their native places. 

V 

Agricultural Diversification and 
Natural Resources 

In this section we kK>k at various aspects 
of natural resources' degradation and over- 
cxploitation, and examine how 
diversification of agriculture would affect 
the.se resources and environment. 

Land degradation: Progre.ss of green 
revolution technology, till early 1990s, 
rather than causing increa.se in waterlogged 
and saline soils, has been as.sociated with 
steady decline in the degraded land. Area 
under barren and nnculturable lands has 
decreased from 208.(KX) hectares in pre- 
green revolution period to 72,000 hectares 
in post-green revolution period. Between 
1965-66 and 1991-92. .saline and water¬ 
logged area has been reduced to I/4th and 


cuftuiabie wastes decKtKd from If3,uw to 
36,000 hectares. According to Chopra 
(1990) installation of a large nundter of 
tubewells in the 1970s and early 1980s 
provided vertical drainage which helped 
in limiting the extent of waterlogging and 
salinity. The second factor for decrease in 
land degradation is the prontability of 
green revolution crops which made it eco¬ 
nomically attractive to reclaim degraded 
land. 

Of late, the situation has changed 
dramatically. The south-west region, 
particularly Faridkot district, where cotton 
was the majorcrop, has been worst affected 
by rising water-table, and thousands 
hectares of land have become waterlogged. 
Other kind of land degradation attributed 
to intensi vcculti vationof wheat and paddy 
is nitrate pollution and excessive chemi- 
catisation of soils and rising deficiency of 
micro nutrients [Chopra 1990,1993]. Since 
soil is a living matter, increase in appli¬ 
cation of chemicals beyond certain level 
IS injurious to soil micro-organisms which 
arc very essential for maintaining soil 
structure and basic feitility. This problem 
is not irreversible and the remedy lies in 
increasing organic matter in the soil. This 
can be done thmugh increased use of 
animal dung, green manuring and alike 
mea.surcs. 

Agricultural diversification through 
dairying or pulse crops arc some of the 


1 Aiu X umoAvan and cvArontANSiWATiwi 
Demand op hiPoaTANr Crops m Pvnim 

(cm. 


Crop 

Water Need Based Evapo- 
on No of transpiration 

Irrigations Demand^ 

Recommended 
by PAU' 

Rice 

180 

73 

Conon 

4S 

65 

Maize 

40 

60 

Groundnut 

25 

.50 

Wheat 

45 

50 

Gram 

25 

40 

Rapeseed/ 



mustard 

25 

35 

Sugarcane 

150 

180 

Stmn:es: 1 Dhawon. 1995, p 40 


2 Prihar et al June. 1993. 


Table?: 

Effect of Irkkiation Practices on 


Paddy Yifjji in Punjab 


Treatment 

Paddy Number 

Water Use 


Yield of 

Efficiency 


(Qtl/Hec) Imga- 

Kg Grom/ 


tioas 

Hec/Cm 



of Water 

Continuous 



submergence SS. 1 27 

29 

One day drainage .S4.7 21 

38 

Two days drainage .^.3.3 18 

44 

Three days 



drainage 

Sl.l 16 

45 


Source' Prihar el at 1992, p 89. 


Tabik 6: Impact of Chanoe.s in Crop PAnERN anij Expansion of Cultivatfji Area on Water 
D tPi-ETioN IN Punjab, during 1970 to 1990 


Crop 

Area under Important Crons. 000 hectares 
Average of Triennium Ending Change 
1972-73 1991-92 in Area 

Maize 

555 

192 


-36.3 

Groundnut 

169 

14 


-1.55 

Paddy 

4.39 

1997 


1558 

loial kharif 

2516 

3591 


1075 

Gram 

337 

50 


-287 

Rapesccd/muslard 

167 

86 


-81 

Wheat 

2346 

3241 


895 

Total rabi 

3162 

3879 


717 

Incremental water demand (thousand ha metres) due to: 




Shift ill area from maize and groundnut la paddy crop 


83 


Shift in area from gram and rapcsced/muslard to wheat crop 


41 


lncn:a.se in area under paddy due to additional area brought under cultivation 

759 


Increase in area under wheat due to additional area brought under cultivation 

263 


Increase in area under other crops due loadditionai area 




brought under cultivation 



77 


Total water deficit during 1989-90 



1780 


Per cent of tleficit due to: 





Change in crop pattern in favour of: 

Paddy 


4.65 



Wheat 


2.29 



Both 


6.94 


Increase in cultivated area pui under: 

Paddy 


42.65 



Wheat 


14.80 



Both 


57.45 



Other crops 


4.35 



All crop 


61.80 



Other faciots' 


31.26 



Note: I Other factors include non-agricultural uses like industrial and human consumption. 
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options which can check soil degradation 
and restore soil health and fertility of 
degraded lands. Expansion of dairy would 
be helpful in two ways. One, it would 
result in shift in some area from wheat and 
paddy, which are considered problem 
creating crops, to fodeter crops, some of 
which are legume. Two, it would increase 
availability of organic manures (animal 
dung) for crop production. 

Environment pollution: Burning of crop 
residues and application of insecticides/ 
pesticides are the major source of en¬ 
vironment pollution by agricultural 
activities. Burning of crop residues of 
paddy and wheat generates smoke which 
makes the atmosphere suffocating in the 
months of April and October. To quote 
one such incidence, due to burning of 
paddy straw, a thick fog engulfed Ludhiana 
town and large area in its surroundings 
around October IS this year causing a 
panic due to very poor visibility during 
otherwise bright season and irritation to 
eyes. The untimely rain came to the rescue 
of the people by .settling the smug. 

Each year more than 5 million tonnes 
of paddy straw-^ is destroyed by burning 
and only a small fraction is used for 
industrial production.^ Rice straw is not 
used as feed for animals because there is 
sufficient availability of green fodder and 
wheat straw in the state which are .'.uperior 
teed compared to paddy straw. 


Air pollution cau.sed by burning of rice 
straw can be checked by promoting 
industrial demand for straw as it can be 
used to manufacture products like straw- 
board, paper, alcohol, mats and ropes. It 
is a pity that dc.spite lot of concern about 
biomass scarcity in the countiy there is 
reckless wa.stage of millions of tonnes of 
biomass, that too at a cost to environment. 

Some of the wheat straw is also burnt 
in the Helds harvested by harvest combines 
but the pniblcm is confined to limited area. 

Coming to the u.se of insecticides/ 
pesticides, the results of our study show 
that use of plant protection chemicals was 
nil in wheat and very little in paddy, 
whereas the crops which have potential to 
compete with wheat and paddy are applied 
heavy doses of plant protection chemicals. 
The only alternative which does not involve 
use of plant protection chemicals is pro¬ 
duction of fodder crops, ie, diversification 
through dairy activity. 

Wafer resource depletion and degra¬ 
dation: Studies on groundwater balance 
in Punjab have observed that the water- 
table has been receding in many parts of 
the slate due to excess of draft over the 
recharge (Baldev Singh 1992; Siirendcr 
Singh 1991 andPriharclal 1993]. Severity 
of over-exploitation of groundwater can 
be judged from the fact that withdrawal 
ol groundwater exceeded recharge in 
half of the state's districts and in 58 per 


cent of the blocks (termed as grey) during 
1991-92, the latest year for which infor¬ 
mation is available. The extent of over- 
exploitation in these districts varied 
between 7 and 159 per cent with average 
at 40 percent [Dhawan 1995]. A study con¬ 
ducted by PAU (Prihar ct al 1993J 
indicates that water-table in the state is 
declining at the rate of 0.11 metre every 
year. 

Though many factors arc responsible 
for over-exploitation of groundwater, the 
problem is ^ing largely attributed to rice- 
wheat production system, which has come 
to dominate crop pattern in the state during 
the post-green revolution period. Second, 
it is said that paddy, which is a crop of 
wet-land areas, is basically not suitable for 
large scale cultivation in the state. In order 
to understand the role of various factors 
in groundwater depletion and to evolve 
remedial measures to mitigate the problem 
we have estimated to what extent wheat- 
paddy rotation is rcspunsihle for the water 
depiction. It is also explored whether 
diversification through other crops and 
activities would rectify the situation. 

As there is close coincidence between 
expansion of area under paddy cultivation 
and incidence of water depletion, it is 
strongly believed that paddy is the main 
culprit for the problem. This imprcs.sion 
is reinforced by the fact that paddy requires 
many times more irrigation compared to 
thecrops it has .substituted - as it is generally 
believed that water consumption by a crop 
is proportional to its irrigation requirement. 
However, a study conducted by PAIJ, 
Ludhiana, [Prihar ct al 1993] .shows that 
this is not entirely true. This study provides 
e.stimatcsofaciualwatcru.scdby important 
crops, (transpiration plus evaporation) net 
of .seepage water, ic, part of irrigation 
water that percolates back to water-table, 
which show that paddy consumes only 22 
per cent higher water compared to maize 
and 12 per cent higher water compared to 
cotton. Whereas, irrigation needs of paddy 
are 4 and 4.S times the irrigation needs of 
maize and cotton (Table 5). The study also 
shows that .sugarcane draws more heavily 
on water than the .sum of net water actually 
consumed in wheat and paddy cultivation. 

The next question now is, docs the dif¬ 
ference in water requirement due to shift 
in crop pattern, ie, the difference in actual 
water consumption between paddy and 
other khariferops and wheat andotherrabi 
enrps, explain the negative water balance 
in the recent years. To find answer to this 
question we have estimated incremetttal 
water requirement between early 1970s 
and early 1990s attributable to: (i) shill 
in crop pattern, (ii) expansion of net sown 


Table 8: Estima'.ts of Imfact or Chop Diversification on Watfk Balance in Punjab 

Change Impact on Water Balance 

000 Hec Per Cent Change 

Metres in Existing Water 

Deficit* 


Replacing 1 per cent area under paddy by maire or alike crops 

+2 60 

-0.146 

Replacing I per cent area under wheat by gram or alike crops 
Keplaciiig 1 per cent area under paddy and corresponding area 
under wheat by sugarcane, or, increase in sugarcane area 

+3.24 

-0 182 

by 92 per cent 

Area .share of paddy reduced to the level of TE 1972-7.1 by 

-111.83 

+6 19 

shifting poddy area to maize or alike crop 

Area share of wheat reduced to the level of TE 1972-71 by 

+ 185.72 

10.43 

shifting wheat area to gram or alike crop 

Area share of wheal and paddy reduced to the level of TE 1972-73 

+20 10 

1 13 

by shifting area to grain and maize or alike crops 

+205.83 

-11.56 


Nine: * *+’ indicates increase and indicates decrease in the exiting water deficit. 


Tabie 9 ; Annual CAptrAi. Outlay on Aoricultvre and Alued Heads in 
Punjab AT 1980-81 Prices. 1974/75 to I99S/96 


Capital outlay 

1974-75 to 
1978-79 

1980-81 to 
1984-85 

198.5-86 to 
1989-90 

1990-91 to 
1995-96 

Total, Rs Crore 

319 

293 

153 

178 

Per hectare net sown area Rs 

768 

698 

.365 

424 

As per cent of NSDP Agri 

13.46 

14.34 

6.08 

7.23 

AS per cent of total NSDP 

6.90 

6.67 

2.73 

3.30 


Source : Taken from the ongoing study 'Stalewise Analysis of Public Investments in Indian 

Agriculture: Implications fordrowih and Equity’, National Centre for Agricultural Economics 
and Policy Research. New Delhi. 
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aiea,u[ia(nuincinueiiicroppingiiiiBiisiqr 
(vide Table 6). 

The exercise reveals that the shift in 
crop pattern in favour of paddy is respon¬ 
sible for 4.6S and shift in favour of whett 
for 2.29 per cent of the over-exploitation 
of water. The main fa(^or has been addi¬ 
tional areabiought under cultivation during 
the last two decades dirough (i) expansion 
of net sown area, which witnessed an 
increase of 3.44 per cent, and (ii) increase 
in crop intensity, which recorded a jump 
of 2S per cent during this period. These 
two changes resulted in expansion of gross 
cultivated area by 29.3 per cent. 

Additional area bnmght under paddy 
and wheal cultivation accounted for about 
43 per cent and IS per cent of the deficit 
respectively. The combined impact of 
change in crop pattern and area expansion 
on account of paddy is about 47 per cent 
while wheat is responsible for 17 percent 
of water depletion. Increase in water use 
by other sources (non-agriculturai uses) is 
responsible for about 31 per cent of the 
present water deficit in the state. Thus, 
increase in agricultural as well as non- 
agricultural uses of water are responsible 
for declining water-table in the state though 
contribution of former is almost double 
the latter. The increase in water use for 
agricultural purposes has resulted mainly 
due to additional area brought under crop 
cultivation,^ and profitability of green 
revolution crops, namely, wheat and paddy 
is the underlying factor for this. This area 
was previously put to land uses like fallow, 
unculturable wa.stc, barren land, saline or 
waterlogged area. 

Apart from the factors discussed above, 
the policy on water pricing is also aggra¬ 
vating the problem. Electric motor operated 
tube wells have come to dominate the irriga¬ 
tion sector in the state for which fixed 
nominal tariff was paid till recently; the 
present state government has waived even 
the nominal tariff and declared free supply 
of electricity tc agricultural sector. This 
leaves no incentive with the farmers to 
economise on water and encourages 
indiscriminate and excessive water use. 
This as.sertion is .supported by the PAD 
study which shows that irrigation treatment 
to paddy with 2 days drainage, between 
complete infiltration of ponded water and 
subsequent irrigation, provides higher yield 
compared to the farmers’ practice of con¬ 
tinuous submergence of paddy (Table 7). 

Similarlv, in wheat crop, the studies in 
rainfed area show that with judicious use 
of inputs, only 2 irrigations can result in 
40 quintals yield per hectare which is at 
par with the yield obtained with five-six 
irrigations. Excessi ve irrigation in most of 


me cases causes uanuigcs iiwB icacHing ui 

nutrients causing economic losses, 
pollution of groundwater due to leaching 
ofchemicals.costofenagy to lift excessive 
water and wastage of scarce water resource. 

Can Caop Diversbscation Check 
Groundwater Extuxtation? 

We have discussed, in the previous 
section that the most importuit factor 
underlying over-explcntalion of ground- 
waterinPunjab is iiKtease incrop intensity 
and net sown area. Increase in cultivated 
area pn account of both these factors has 
gone mainly to paddy and wheat crops. 
Now the issue of interest is that if some 
of the area under wheat and paddy is 
replaced by some other crops how would 
it affect strain on water resources? 

Though it would be of interest to see 
how diversification through vegeubles, 
floriculture and fodder crops, which hold 
the potential to replace some area under 
wheat and paddy, would affect water 
resource, the information on net water 
consumption (ET demand) of these crops 
is not so far available. Therefore, we have 
examined the likely impact on water 
demand resulting from diversification 
through only those crops for which data 
on ET demand is available (the results are 
presented in Table 8). 

The exercise reveals that, if the estimates 
of net water demand provided by PAU 
study for various crops are considered as 
reliable, the change in crop pattern away 
from paddy or wheat in favour of less 
water intensive crops would be of small 
help in reducing water depletion. When 
paddy crop is totally withdrawn from the 
state, the gap between water use and 


KvwHunmy miwss uj auuui i j pci cem. 

Another scenario in which share of paddy 
uid wheat in GCA is reduced to the level 
prevailing in early 1970s. when there was 
no strain on water resources, existing water 
deficit decreases by about 12 per cent 
(10.43 per cent on account of pi^y and 
1.13 per cent on account of wheat). 

Ba^ on these findings we conclude 
that if the chailen^ of over-exploitation 
of water is to be tackled, following 
measures need to be adopted: 

1 indisetimintfe and excessive use of 
irrigation should be checked through 
volumetric pricing of water, which in 
the case of electric tubewells means 
levying energy (electricity) used for 
irrigation based on actual use. 

2 Intheareaswithseriouswaterdepletion 
problems (known as datk blocks) some 
incentive for keeping a part of land 
fallow should be considered. 

3 Diversification of existing crop pattern 
with suitable crops would result in some, 
though small, savings of water. Since 
no single measure can result in large 
reduction in water use, the strategy 
should be to make use of such small 
savings wherever possible. 

4 Incentive should be provided for 
installation of water saving devices like 
drip and sprinkler, etc. 

5 Cultivation of crops like sunflower 
during peak summer season^ should be 
discouraged. Similarly, cultivation of 
sugarcane in areas fracing declining 
water-table should be discouraged. 

6 Serious efforts need to be made on 
supply side to conserve and harvest 
maximum of rain water during the 
monsoon season. 


(Cbncfl^) 
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VI 

Fnturc Strategy and Policy 
Snggcstioiis 

Punjab fanners have made high level 
of in vestments in agrigiilture due to which 
any activity having low level of outturn, 
despite high rate of proFitability over 
variable costs, would not find favour with 
ihe fanners. Therefore, only those enter¬ 
prises can compete with the existing ones 
whose value productivity is high. Second 
peculiarity of Punjab agriculture is that 
due to strong infrastructural network and 
high exposure to mass media, high com¬ 
petitive spirit and innovativeness of the 
state’s fanners any potentially proniahle 
mterprise gets quickly adopted by large 
number of farmers which results in glut 
in the market leading to violent price 
:rash when the commodity is not of im¬ 
portance for ma.ss consumption. 

Keeping thc.se two characteristics in 
mind, the state should follow three types 
}f diversification; one, through items of 
mass production and consumption; two, 
roncentration on area specific enterprises 
sf moderately high value; and three, 
limited diversification through non- 
:onvenlional high value items ol elite 
:onsumption. 

The enterprises in the first category, 
whose production should be encouraged 
It small scale but throughout the state, 
ncludc milk (dairying), pulses, oilseeds. 
Since these arc the items of importance 
.0 masses and there is wide and growing 
;!ap between their aval lability and require- 
ncnl, even large increa.se in ibeir pro- 
luction can be absorbed. Objectives of 
livcrsification through thc.se enterprises 
ire to incrca.se crop diversity, make pro- 
luclion broad-based, ameliorate environ- 
nent. ease the strain on natural resources, 
md reduce ecological degradation 

The second category should include 
nodcrately high value commodities like 
I'cgetabics, potato, onion, cotton, basmalt 
•ice and sugarcane. These enterprises 
ihouid be carefully earmarked for different 
igFo-cIimatic sub-zones based on the 
:omparative advantage, and different 
ictivities should be encouraged in 
lifferent areas to avoid production gluts 
ind price crash. Main objective of 
liversification through this type of 
ictivities is to enhance farmers' income 
ind to provide growth impetus to the 
sconomy. 

The third type of diversification strategy 
should focus on items like florioulture,'’ 
;xotic vegetables, mushroom and alike 
TOps. Most of these commodities involve 
ugh use of capital and high ri.sk and their 


marketing generally requires locatihg 
suitable buyers and some sort of contract 
with the buyers. Secondly, demand for 
the.se commodities is very narrow and 
they being highly perishable and sensitive 
require special arrangements for trans¬ 
portation. packaging and storage. No 
doubt dome.stic as well as international 
demand for such commodities is becoming 
buoyant but the entire demand can be met 
by production by small number of farmers, 
liicrcforc, ihc.se enterprises should be 
encouraged at the fields of select farmers, 
who possess the risk bearing ability and 
entrepreneurial ability to explore and 
locate the markets/buyers, and who can 
carefully schedule supplies to match the 
demand. 

For a fairly long time, farmers in the 
.state have been used to produce for a.s.surcd 
market, facing little market ri.sk. The pro¬ 
ducers have to he prepared and trained 
to produce lor market based products. 
This also impose.s heavy responsibility on 
the state to develop an efficient system 
of marketing and to develop commodity 
specific markeiing infrastructure. 

Despite lot of interest and discussion 
on diversification, no .serious efforts have 
been made to identify and encourage area 
specific activities. General type recom¬ 
mendations aie being made for whole of 
the stale. There is a need to identify area 
specific enterprises taking into account 
the groundwater status, .soil health and 
other micro characteristics of different 
regions. This way, specialisation pockets 
should be developed rather than empha¬ 
sising many things for each area. The 
advantages of developing specialisation 
pockets are: (i) these are useful in harnes¬ 
sing advantages of scale economy and 
(ii) It is easy and less costly to develop 
infrastructure to boost one or a few rather 
than many commodities. 

The two aspects which need immediate 
attention and which are vital for long¬ 
term growth arc (i) public investment in 
agnculture and (ii) R and D in agriculture. 
Two decades ago, Punjab invested about 
Rs 319 crore .innually or Rs 768 per 
hcctarefat 1980/81 price.s) for agricultural 
infrastructure which is one of the 
contributing factor for high growth of 
agncultural output during the 1980s.'” 
As can be seen from Tabic 9, public 
investment in the state plummeted to Rs 
365 per hectare during the late 1980s. 
Expenditure on public investment in real 
lenns has declined at the rale of 2.65 per 
cent per annum during the past two riecades 
which IS highest among all the major 
stales. As a consequence of sharp decline 
in public investment in the slate, the 
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infra-structure like rural roads and markets 
are in bad state. Tt may sound incredible 
that lot of paddy crop in the .state markets 
this yearhas been spoiled by rains, causing 
huge lo.sses lo the farmers because proper 
market yards for keeping the produce were 
not available in mosi of the markets. In 
order to create favourable condition for 
long-term growth, the state should step 
up public investment tor improvement in 
agricultural infrastructure. 

The second aspect relates to technology. 
Though it is acknowledged that ihc poten¬ 
tial of existing technology has been almast 
exhausted, the state agncultural university, 
which has a glorious history of ushering 
in green revolution in the state, has not 
been able to develop new technology lo 
break the ceiling of old technology. It is 
a great challenge to the agricultural 
.scientists ‘^rPAU to harness the potential 
of much talked bio-icchnological tech¬ 
niques and evolve new crop strains and 
varieties lo meet the twin challenges of 
growth and su.stainabilily. 

The R and D in the state has focused 
mainly on wheat and paddy. Ellorts should 
now shift lo new and emerging crops and 
cntcrprise.s of future importance. 
Establishment of agro-based industries of 
small and mcdiuro size in rural areas away 
from urban places can he of greal help 
in creating employment lor rural youths 
and to encourage diversification. 

Due to high level of crop intensity and 
high proportion ol net sown area in 
geographic area, changes in crop pattern 
can ca.se the strain on water resources to 
a limited extent. Sinuillancous el forts arc 
needed to accumulate (he .small savings 
in water wherever possible lire possible 
measures through which (k'lnand Eirwater 
can be reduced arc fi) proper pneing of 
water resources to pul a check on indi.scri- 
minalc and excessive use of irrigation 
water, (ti) creating awareness among the 
fanners about the long-run repercussions 
of depletion ol water-table, (in) research 
on crops/varieiics and water management 
techniques which can rc.sull iii water 
saving, (iv) check on paddy transplanting 
during the month of May and early June, 

(v) adjusimciits in cropping pattern, 

(vi) incentive for use of irrigation devices 
like drip and sprinkler, etc, (vii) 
augmenting supply sources, (viii) 
discourage cultivation ol ciops like 
sunflower which are grown during peak 
summer, and f'x) confining .sugarcane 
production only lo those areas where 
symptoms of negative water balance are 
not there. 

Dairying is the best choice for agri¬ 
cultural diversification in Ihc state, on 
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ecological as well as economic grounds. 
It has vast potential for growth in em¬ 
ployment and income and for restoring 
soil health. Efficient and modem system 
of marketing and processing is required 
to give boost to dairy industry in the state. 

Notes' 

(Large part of the paper is drawn from the study 
Fottniiah and Froxprclx of A/fncallural 
Diversification in Punjab. Institute of Economic 
Growth, Delhi, March IWb, computer-script ] 

1 Refer to the agenda paper. ‘Punjab 
Agriculture 2020: Farmers and Farming in 
Punjab’. Punjab Agricultural University, 
Ludhiana. (A:tobcr, IV98. 

2 As per the prevalent practice in our sample 
and in most of the rural Punjab, dairy unit 
consists of in-milk and dry buffaloes and 
cmssbredcows and.some young stock Expan¬ 
sion of dairy activity implies expansion of 
all these animals and not in-inilk animals 
alone. 

3 According to an estimate of department of 
economics, PAU, Ludhiana, number of 
migrant lahoui in agriculture is about 12 
lakh, which corresponds to I worker for 
every 5 workers in the slate. 

4 On the contrary, Punjab farmers prefer labour 
saving technologies because sufTicienl labour 
at reasonable wage rate is not available for 
crop production operations despite the flux 
of migrant labour from outside states to 
Punjab. 

5 According to a PAU study ratios of straw to 
grams vary from 0.50 to I 97 for different 
varieties. For a conservative estimate we 
have u.sed the lower ratio 

6 The price paid for strnw by the industries is 
so low that only few farmers around the 
factory location find ii economic to transport 
and sell the produce. 

7 Discussions with the agricultural experts 
reveal that most of the increase in GCA has 
gone to wheal and paddy directly, while, 
remaining incre.'ise m GCA has resulted in 
expansion of wheat and paddy area inditeclly 
through crop shifts. 

8 Encouragement by the agriculture department 
to grow crops like sunllowcr gives the signal 
to formers as if water .scarcity is not a serious 
problem in the slate 

9 As per the available statistics flower 
production is taken only on 159 hectares aroa 
III Punjab and on 29.430 hectares in India 
(Economic Times, March 25, 1996, p 12) 
which constitute only 0.002 and 0.016 per 
cent of the total cropped area, respectively. 

10 Rased on the findings of the ongoing research 
study on 'Public Investment in Indian Agri¬ 
culture: Implications for Growth and Equity’, 
National Centre f.ir Agricultural Economics 
and Policy Research, New Delhi 
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Ilransitioiis in Rice Production Systems 

in Eastern India 

Evidence from Tivo Villages in Uttar Pradesh 

Vishwa Baliabb 
Sushil Pandey 

Despite the dynamism shown by the agricultural sector as a whole the performance of eastern India which 
is characterised by rain-fed agriculture has remained somewhat dismal.This study attempts to shed some 
light on the nature of economic and institutional changes occurring in rice production systems of two villages 
in eastern Uttar Pradesh over the last 15 years. An overarching question the study explores is whether 
eastern VP's agrarian relations characterised as being semi-feudal permit expansion of production through 
the rise of new institutions and spread of knowledge. 


THE agricultural sector of India has been 
undergoing rapid changes, especially in 
recent years, as a result of improved tech¬ 
nologies. investment in infrastructures and 
policy support. Between 1980-83 
and 1 ^2-95, the agricultural output grew 
at the rate of 3.4 per cent per annum while 
kihe population grew at 2 percent per year. 
Although rice and wheat have dominated 
the agricultural production in India both 
in terms of their share in area as well as 
in the value of production, recent patterns 
showincreasingdivcrsiltcationtooilseeds 
and other non-food crops. 

Despite the dynamism shown by agri¬ 
cultural sector as a whole, the perfor¬ 
mance of eastern India which is chara¬ 
cterised by rainfed agriculture has remained 
somewhat dismal. West Bengal and pans 
of Uttar Pradesh where irrigation invest¬ 
ment has expanded in recent years have 
shown an impressive increase in the 
productivity of rice and wheat while the 
productivity growth in other states in 
ca.stem India has remained more or less 
stagnant (Table 1). The total factor pro¬ 
ductivity in rice production in eastern India 
increas^ at the rate of 0.36 per cent per 
annum during 1972-89 as compared to the 
rate of increase of 0.76 per cent per annum 
for the southern region [Kumar and 
Rosegrant 1995]. 

Although the impact of green revolution 
in eastern India as a whole has been 
somewhat limited, there are areas and 
regions where productivity growth has 
been fa.ster than in others. In a recent 
analysis of performance of agriculture in 
India, Bhaila and Singh (1997) examined 
the differential patterns of change in 
agriculture across different states of India. 
A major finding from their study is that 
in eastern India, the share of wheat and 
oilseeds has expanded at the cost of coarse 
cereals and pulses whereas the share of 
other crops, especially that of rice, has 


remained more or less constant. Overall, 
the cropping intensity and the product! vily 
of labour has increased over time. An 
earlier district-level analysis conducted 
by Bhaila and Tyagi (1989) reported a 
.similar finding. 

State and district level analyses, while 
useful in studying general patterns of 
changes in agricultural sector, tend to mask 
differential patterns of growth across areas 
with varying environments and resource 
bases. Such analy.scs do not permit an in- 
depth study of the changes in the structure 
of rural economy and the evolution of 
production relationships that occur in a 
dynamic setting. The objective in this paper 
is to shed some light on the nature of 
economic and institutional changes 
occurring in rice production systems of 
two villages from eastern UP over the 
la.st IS years. Before we decided to revisit 
these two village.s, an overarching question 
was whether ea.stem UP’s agrarian rela¬ 
tions characterised as being scmi-ictidal 
permit expansion of production through 
the rise of new institutions and spread of 
technology. The results reported here form 
a part of a more comprehensive study of 
the changes in rice production systems ot 
eastern India. 

The villages selected for the study are 
Ecauna in Deoria dcstrict and Tewari-ka- 
Tarkulawa in Maharajganj di.strict of 
eastern Uttar Pradesh. Rice production 
.systems in the flcxxl-pronc village Ecauna 
and the flood-free village Tewari-ka- 
Tarkulawa were earlier studied in 1982 
(Ballabh 1983]. These villages were re¬ 
visited in 1996to diK'ument majorchanges 
in production systems and production 
relations that have occurred during the 
past 14-year period. Although a formal 
survey approach was used in 1982, wc 
employed key-informant surveys, focus 
groupdi.scus.sion.s and rapidrural appraisal 
methods to collect information in 1996. 


Several of the informants in 1996 were 
farmers surveyed in 1982. This informa¬ 
tion ba.se was complemented by secondary 
data available from village and district 
agricultural offices. 

Study Vilcaoes 

Salient features of the study villages are 
given in Table 2. The flood-prone village 
Ecauna is located in the Rudrapur block 
of the Deoria district. It is located in the 
western part of the della created by the 
rivers Rapti and Garra.The village is in¬ 
habited by |S2 houscholdswith brahmins 
being dominant (35per cent) The const¬ 
ruction of an embankinent along the river 
Rapti for flood control in 1986 has con¬ 
verted this erstwhile flood-pnme village 
toesscnliallyaflcxxl-frcc village. Although 
overall transportation and communication 
facilities wiihinthc village have improvol, 
the ab.sencc of bridges over the Rapti and 
the Oarra ri vers makes travel by boat hazar¬ 
dous in the rainy .sca.son when the.se nvers 
are swollen with monsexm rains. The flood- 
free village. Tewari-ka-Tarkulawa is 
located along the Gorakhpur- Maharajganj 
road. More than half of 225 households 
of the village arc Muslim. The village is 
acccs.siblc all-year mund, with buses 
between Gorakhpur and Maharajganj 
passing through the village. 

Agroclimatically, both villages arc part 
of the same region except that Ecauna 
experienced several floods before the 
construction of the embankment. The 
average annual rainfall in the area is 1.200 
mm, with more than 90 per cent being 
received from July to October. The .soil 
texture in Ecauna varies from .sandy loam 
to loam. whcrea.s inTcwan-ka-Tarkulawa, 
it is loamy to clay loam. The average size 
of the operational holding is smaller in 
Tewari-ka-Tarkulawa than in Ecauna. In 
1982, the average sizes of the operational 
holding in Tewari-ka-Tarkulawa and 
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Ecauna were 2 and 2.8 ha. respective!^. 
The operational holdings have becoiile 
smallerin 1996 due to an increase in popu¬ 
lation pressure. Remittance is a major 
source of cash income in both villages. 

A district-level analysis done as a part 
of the 1982 study indicated that both the 
level and rates of adoption of HYV rice 
were higher in flood-free districts than in 
flood-pronedistncts. However, the spread 
of HYV of wheat was not affected by the 
flood-pronencssof the village as it isgrown 
in the dry season. Overall, the adoption 
of HYV wheat occurred at a much faster 
rale than that of rice (Kallahh and Sharma 
19871 illu.strating the importance of 
climatic risk in determining the rate of 
diffusion of HYVs. 

Due to flood-pronencss, Ecauna had a 
lower cropping intensity than Tewari-ka- 
Tarkulawa in 1982. The cropping intensity 
in Ecauna increa.sed from 1.6 in 1982 to 
1.74 i n 1996 mainly as a result of reduction 
of (allow area in the kharif (rainy) sca.son. 
The extent of kharif fallow in Ecauna was 
over 40 per cent in 1982. Not only has 
this fallow area declined to 30 per cent but 
the fallowing practice has also changed. 
Previously, farmers used to follow a 
practice cal led the ‘block fallowing' where 
land owned by several farmers in a 
particular area used to be fallowed. The 
decision on which block to fallow in a 
particular year used to be communal. As 
the extent of land fragmentation was high 
(6-20 parcels per farm), these block fallows 
included land operated by almost every 
households in the village. In addition to 
allowing the land to 'rest', the.se 'block 
fallows’ served as the communal grazing 
area. Consolidation of land holdings in 
mid-1980s has reduced the extent of 
fragmentation (1-6 parcels per farm) and 
made the practice of block fallowing 
unviabic as land holdings arc now more 
concentrated spatially The need for block 
fallows ascommunal grazing grounds also 
declined as the net availability of fodder 
has increased. The fallow land is now 
scattered all <rvcr the village instead of 
being concentrated in a ‘bl<H;k'. 

An important change in the cropping 
pattern in Ecauna is the reduced importance 
of mixed cropping. In addition to rice/ 
maize mixed cropping which occupied 
almost one third of the net sown area in 
the kharif sea.sun, other common crop mix¬ 
tures were rice/millci/maizc/piguonpca/ 
fibre-crops and rice/millct/pigconpca/ 
pcarlmillel. Mixed cropping used to be an 
internal risk management strategy of 
farmers tocope with flood risk as the crops 
in the mixture were chosen for their 
dilTcrenccs in phenology and su.sccptibilily 
to flood. The construct ion of embankment 


to prevent flooding eliminated this risk. 
Asaresult.mixedcroppingt$nowfast be¬ 
coming part of the village history. Instead 
of mixed cropping, sole cropping is now 
more popular. In addition, tiu: area under 
cash crop.s such as vegetables, sugarcane 
and frxider has expanded (Table 3). 

The area under sole crop of rice 
increased from about 20 per cent in 
1982 to about 28 per cent in 1996 - an 
increase of 8 percentage points. The 
expansion is accounted for by local 
varieties grown under rainfed condi¬ 
tions. The adoption of HYV has rema¬ 
ined more or less constant. Thus, elimi¬ 
nation of flood risk has not encouraged 
the adoption of HYV of rice indicating 
that there arc other dominant constraints 
to adoption. 

In the rabi (dry) season also, (he extent 
of mixed cropping appears to have 
declined. The area under sole cropped 
HYV wheat as well as under mustard, 
pigeonpea. lentil and potatoes has ex¬ 


panded. Overall, rabi cropping seemed to 
be more diversified in 1996 tl^ in 1982. 
Commercial productiem of vegetablecrops 
is also becoming increasingly popular. 

A different pattern of change can be 
observed in Tewari-ka-Tarkulawa which, 
histmically, has been a more accessible 
and flood-free village. The cropping 
intensity increased only marginally from 
1.95 to 2. The cropping pattern here gives 
an imprc.ssion of increasing speciali.Hation 
towards the rice-wheat system. The area 
under HYV of rice has expanded drama¬ 
tically with the local varieties more or less 
disappearing from the village. The kharif 
fallow completely disappeared in 1996 
although it was of marginal significance 
in 1982. In the rabi season, the area under 
wheat and lentil expanded at the cost of 
area under .sugarcane and fodder. 

The comparative study of changes in 
cropping patterns indicates that kharif 
cropping in Ecauna is becoming less 
diversified with mixed cropping being re- 


Tabul I: Growth in Rick Proddction and PRoDircnvrrv in Ea.stgrn India, by States, 1970-91 


Stales 

Rice Growth (Per Cent Per Year) 

Population Growth 

Area 

Yield 

Production 

Rural 

Total 

Assam 

0.94 

0.92 

1.86 

na 

2.1 

West Bengal 

0 45 

2.27 

2.72 

2.1 

2.2 

Bihar 

0.04 

I..S.S 

1 59 

i.g 

2 1 

Orissa 

-0.34 

1 88 

1 54 

1.4 

1.8 

Madhya Pradesh 

0.62 

1.68 

2.30 

1,5 

2.4 

Uttar Pradesh 

1.03 

4.28 

5 31 

1.9 

2.1 

Ea.stem India 

0.44 

2.27 

2.71 

1.84 

2.2 


Ntiie. The growth rales ore nbuuned by esumaiing semi-loganthmic trend lines on the time senes data. 

Sourer, Hussain and Laborte (1996) 


Tabik 2: Salient Features oi- Study Viiajkofs 


Particul^ 

Ecauna 

(Rudrapur Block. 
Deoria Di.strict) 

Tewari-ka-Tarkulawa 
(Portawal Block. 
Maharaiganj District) 

1 Population (1991) 

2165 

1430 

2 No of vrriers 

>1800 

>1000 

3 Total HH 

352 

225 

4 Caste composition of households 
Brahmins 

120 

1 

Yadav 

60 

16 

Scheduled caste 

100 

18 

Muslims 

3 

130 

Others 

69 

60 

5 Distance from district headquarter (km) 21 

20 

6 Minimum distance for piict^ road (km) 9 

0 

7 Nearest market (km) 

1.3-15 

6 

8 Nearest bank (km) 

2* 

0.5 

9 Nearest seed and fertiliser store 

2 

0.5 

10 Village amenities 

Police station. 

Three primary schools, 


telephone 

(including two arable 


one primary school 

and Urdu teaching schools). 


and post office 

Post office 

11 No of tractors 

8 

8 

12 Means of irrigation 

Diesel pumpsel 

Canal, diesel pumpsets. 


and borewells 

borewells 

(a) No diesel sets 

53(12)" 

30(10) 

(b) No of borewells 

>120(27) 

>60(20) 


Notes: a The nearest commercial bank is located 2 km away from the village. However, farmers 
have to travel IS km for credit facilities. Since the village does not come under the 
jurisdiction of the bank located near the village, 
b Figure in brackets refers to number of diesel sets and borewells 1981-82. 

Sourer: Collected from village records 
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plactn by sole cropping wniie in the rahi 
season, diversification appears to be 
increasing. Thete ha.s also been a shift 
from low value cn^ such as millets and 
barley to higher value crops like rice, 
wheat and lentil. Small-scale commercial 
^wuduction of vegetable crops also seems 
to have started. In Tewari-ka-Taikulawa, 
the dominant rice-wheat system has further 
expanded resulting in reduced diversi¬ 
fication of cropping pattern.Thus, 
elimination of flood risk in Ecauna has 
expanded the cropping options available 
to farmers who are trying out different 
crops depending on suitability to soil 
conditions and marketing possibilities. The 
cropping pattern there still appears to be 
in a state of dynamic disequilibrium. On 
the other hand, the direction of change in 
Tewari-ka-Tarkulawa has been towards a 
greater specialisation in the historically 
profitable rice-wheat system. 

Input Use and Yield 

Data on yield and input use for rice and 
wheat are provided in Table 4. The yield 
»of rice has increased in both villages. In 
Ecauna, the yield of local varieties has 
increased by 50 to 70 per cent while that 
of the improved varieties has more than 
doubled. The yield improvement has been 
the result not only of varietal change but 
alsoof increased useof chemical tertili.scrs 
and irrigation. It is interesting to note that 
■ot only are the modem varieties grown 
now somewhat different from those in 
1982 but some of the traditional varieties 
have also been replaced by other traditional 
varieties. In Tewari-ka-Tarkulawa. tradi¬ 
tional and early modem varieties have 
been replaced by popular Saryu-S2 which 
occupies over 70 per cent of rice area. The 
yield of modem varieties has more than 
doubled during the la.st 15 years. Overall, 
input usage and average yeild of rice are 
higher in Tewari-ka-Taikuiawa than in 
Ecauna. 

The picture tor wheat is similar to that 
for rice. In Ecauna. wheat Is no longer 
grown without irrigation. When over 50 
per cent of area under wheat was rainfed 
in Ecauna in 1982, the average yield was 
lower than in Tewari-ka-Tarkulawa where 
wheal was mo.stly irrigated. With the 
expansion of irrigated wheat in Ecauna. 
the average yield and input usage for wheat 
in both villages are now similar. This 
points towardsthehomogenising influence 
of irrigation, especially in the dry season. 

Factors of Change 

The elimination of flood risk after the 
construction of the embankment, land 
consolidation and the expansion of 
irrigationare the prime factorscmlributing 


to changes in rice production systems in 
the study villages, particularly in Ecauna. 
Construction of embaiduneni and land 
consolidation created suitable conditions 
for exploiting the productive potential of 
land. This in turn stimulated private 
investments in irrigation. As a result, 
irrigated area in Ecauna increased from 20 
per cent of the net cultivated area in 1982 
[fiallabh I983J to almost 70 per cent of 
the net cultivated area in 1996. Except 
for the private land kept for grazing 
purposes, mu.sl area.s now have access to 
irrigation. Many farmers have invested in 
several borewclls and some even have 
more than one diesel pumpsei. The number 
of diesel pumpsets and borewells have 
increased from 12 and 27. respectively in 
1982 to 53 and 120, respectively in 1996 
(Table 5). Thi.s expansion of irrigation is 
not limited to Ecauna but is widespread 
in the Rudrapur block as a whole and in 
other area.s in the region. The number of 
diesel pumpsets in the Rudrapur block 
increased from 1,000 in 1984 to nearly 
4,{X)0 in 1995. There has been a massive 
increase in investment in diesel pumpsets 
and borewells in eastern Uttar Pradesh 
since 1988. Each year since 1988, farmers 
invested on an average of3,800 pumpsets 
in Gorakhpur, 2,300 in MaharaJganj and 
over 5,500 in Dcoria and Padrona districts 
combined [Shah 1996]. 

The expansion of investment in irri¬ 
gation resulted from an active promotion 
of tube well programme by the government 
as well as by an increase in private invest¬ 
ments made by farmers. Most of the.se 
private investments is financed through 
remittances. The government encouraged 


investment through subsidised loans for 
pumps as well as by the free-boring 
schemes. Between 19M-88. total amount 
spent on free-boring schemes in Uttar 
Pradesh was Rs 1.1 billion of which nearly 
45 per cent was spent in ca.stem Uttar 
Prade.sh [Pant 1992, p 62]. According to 
the branch offices of the State Bank o( 
India located near the .study villages, an 
average village in Maharajganj. Dcoria 
and Gorkhpur districts receives about Rs 
4-5 million in rcmiltancc.s annually This 
(low of capital wouldhave certainly helped 
relax the capital constraints for investment 
in irrigation. Along with the expansion of 
investment in irrigation, the emergence of 
groundwater market in the area facilitated 
improved access to water even for small¬ 
holders for whom investment in ground¬ 
water is economically un viable [Pant 1992, 
Shah 1996J. The investment in diesel 
pumpsets and borewcl Is and development 
of groundwater markets in Ecauna and 
Tewari-ka-Tarkulawa are, therefore, part 
of the larger development process which 
started in eastern Uttar Pradesh during the 
last 8-10 years. 

'Fhc consolidation of land holding also 
played an important role in encouraging 
investment in irrigation in eastern Uttar 
Pradesh [Hanumantha Rao 1994]. Hi.stori- 
cally. ca.stcm India has had a greater degree 
of land fragmentation than other regions 
of India [Ballabh and Walker 1986,1992]. 
A land consolidation programme was 
launched to reduce the inefficiency as.so- 
ciated with highly fragmented holdings. 
The land consolidation programme in 
Uttar Pradesh has been successful in 
achieving its objectives [Ballabh and 


Tabu Kharii ano Radi Crow Grown and Thur Proportion a re Arra 

(Percemage of net cuitivated area) 




Ecauna 

Tcwari • k a- Turk ula wa 

Crops 

1981-82* 

lOOS-Ob" 

1981-82* 

I995-96'- 

Khanf crops 

RtceHVV 

9.7 

8 5 

56 2 

85.0 

Rice local 

10.5 

198 

20.03 

- 

Mixed crop with ricc and maize 

.55-0 

- 

- 

- 

Maize 

- 

146 

* 

- 

Maize + pigeon pea 

- 

14 5 

- 

- 

Other Cl ops 

36 

I2 5‘ 

189^ 

l.S.tF* 

Fallow 

41.2 

30 0 

4 87 

- 

Rahi crops 

HYV wheat 

40.1 

48.0 

56 0 

60 0 

HYV wheat + 

31.8 

6 0 


- 

mustard 


40 

- 

- 

Chickpea + barley 

17.25 

4.0 

- 


Potato 

Pigeon pea' 

Lentil 

7.0 

98 

14 5 

16 0 

15 0 

25.0 

Other crops 

3.8.5' 

1 7' 

29.0' 

H.O* 

Cropping intensity 

159.0 

173.9 

195 0 

200.0 


Notes: a based on sample survey conducted in I9SI -82. b Based on case studies, ;,nd rapid rural 
oppraUal. c Other crops included, vegetables, mainly parval, sweet potato, sugarcane and 
minormillels. d Oiherctops included foddercrops and sugarcane, e Oihercrops include 
sugarcane, barseem, pea and chickpea -f linseed f Other crops include sugarcane and 
fodder crops only. 
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Walker 1992}. Among the Study villaj^, Otsuka and Hayami 1986]. increased 


consolidation was completed in 1974 in 
Tewari-ka-Tarkulawa and in 1987“ in 
Ecauna. In principle, a competitive water 
market could be a substitute for land 
consolidation as far as profitahility of 
investment in irrigation is concerned. 
However, an efficient water market cannot 
emerge without irrigation investment by 
a large number of potential 'sellers’. Land 
consolidation in Uttar Pradesh played a < 
critical role in encouraging the initial i 
investment which later spurred the f 
emergence of water maricet. In addition, c 
land consolidation may have reduced other c 
inefficiencies associated with highly k 
fragmented holdings. cl 

IT 

Transitions in Rural Institutions 

c« 

As predicted by Ihe theory of induced al 
institutional innovation [Hayami and tc 
Ruttan 19851, the emergence of new oppor- ir 
tunities for increasing productivity and Ic 
income through a change in cropping si 
pattern and/or through technological si 
change induces changes in the way agri- pi 
cultural production is organised. The ri 
production relationships among various ei 
factors of productions change to facilitate fc 
exploitation of new opportunities. Old sf 


in incidence of owner- cultivation in recent 
in years in India is the result of factors such 
sr as the eviction of tenants by the landlords 
d [Bhalla and Chadha 1981] and the 
if conversion of households with very small 
operational holdings to the landless 
category [Chadha 1994]. 

There are several factors that determine 
the nature of tenancy arrangements in 
different societies /Otsuka and Hayami 
1986;Otsukaetal I992J. Whileeconomic 
factors such as cost of enforcement and 
extent of risk sharing determine the most 
efficient method in a particular situation, 
legal and in.stitutional restrictions limit the l 
choices available. When the cost of 
monitoring and enforcing a sharecropping 
contract is high, as in the case of the 
absentee landlords, fi xed-rent system tends ] 
to dominate. Sharecropping systems arc 
important when cost of enforcement is 
low and when there are substantial risk- 
sharing benefits. To the extent that 
sharecropping is a device to share 
production risk, the elimination of flood 
risk i n Ecauna after the construction of the 
embankment may have reduced the need 
for sharecropping. The fact that the 
sharecropping arrangement has historically 


I Tewari-ka'Taricul8W& On Mother hi 

t the absentee lamUords in Tewari 
I Tarkulawa may have been able to red 
the monitoring cost by usii^ a fixed-i 
system. The permanent attached lab 
system has been abandoned in hi 
villages. Otsuka et al (1992) have hyp 
thesised that permanent attached labo 
system emerged in India due to (a) a rigi 
caste system and (b) agrarian reform Ian 
which made tenancy too risky fo 
landowners. These hypotheses while usefu 
i n explai ning the prevalence of permanen 
attached labour in India In comparison te 
.south-east Asia, do not fully account foi 
the role of labour demand and suppi) 


Table S: Number of Pumkct and Boreweixs 
AND Water Prices Per Hour in Ecauna 


Number of Number of 
Pumpsels* Borewells* 


Waiersale 
Price/Hour 
(S-6.S hp 
Pumpsels) 


l9«!-82 

12 

27 

12** 

1985-86 

21 

41 

- 

1990-91 

51 

89 

- 

1995-96 

53 

120 

25« 

Soun'e: a 

Block development ofllce, Rudrapur. 


b Ballabh (19i(.'t). c survey eonducied 
in October 1996. 


institulional arrangements that arc no 
longer relevant are discarded, sonic are 
adapted and moditled. and new arrange¬ 
ments are developed. In agricultural 
societies, institutional arrangements 
regarding the u.sc of land and labour are 
the most important. Here, we examine the 
changes in land and labour markets that 
have occurred in the study villages. 

In Ecauna. the proportion of land under 
sharecropping fell from 45 per cent in 
1982 to 30 per cent in 1996. There was 
a corresponding increa.se in the area under 
owner-cultivation. The fi xed-rent tenancy 
arrangement which was non-existent in 
1982 has now evolved in Ecauna albeit 
at smaller scale and only for commercial 
vegetable crops, particularly, parval. In 
Tcwari-ka Tarkulawa where share 


been of marginal importance in the more 
stable environment of Tewari-ka- 
Tarkulawa lends suppoit to this hypothesis. 
Our observations in Ecauna arc in 
conformity with the view propo.scd by 
Otsuka et al (1992) that sharecropping is 
no less efficient than owner -cultivation 
when landowners are able to monitor 
tenant’s work effort.As hypothesised by 
Otsuka et al (1992). monitoring of tenant’s 
work effort must be easier i n Ecauna where 
most landowners and tenants live in the 
.same community in comparison to that in 


Table 6. Land Lease Market 
IN SELEL-IED VILIJAGE.S 

(Pen entage of cullivuled land) 



Tarkulawa 



1981- 

1995. 

1981- 

199.5- 


82 

96 

82 

96 

Fixed rent 

0 

1-2 

20 

15 

Share cropping 

45 

30 

4-5 

4-5 

Permanent labour 

4-5 

<0.5 

1 

0 

Owner-operator 

50-51 

68-69 

74-75 

79-80 


Table 4; Infiit Use and Yiflo of Rice and Wheat 


Particulars 


1981-83 


Ecauna 

1981-82 

1995-96 


Tewari-ka-Tarkulawa 

1995-96 


cropping was of marginal importance in 
1982, Ihc proportionate area sharccropped 
has remained more or less constant 
although there appears to be .some shift 
from fixed rent tenancy to owner- 
cultivation. Overall, Ihe area operated 
under owner-cultivation arrangement 
has increased and now covers mure than 
70pcrcent of the net ciiliivatcd area (Table 
6). The historical domi nance of the owner- 
cultivation system in densely populated 
areas has been attributed by various authors 
to a lower transaction costs associated 
with this system as compared to other 
alternative arrangements (Netting 1993, 


Y icid (ql /ha) 


Rice (local) 

7-9* 

12-16 

2..5-4.0 

- 

Rice HYV 

12-15* 

SO^O** 

25-30 

35-40 

Inputs' 

Nitrogen (kg/ha) 

35-40 

50-70 

50-60 

100-120" 

Imgation (Numbers) 

2 

2-3 

« 

e 

Wheal (qt/ha) 

22-25' 

30-35 

30 

30-35 

Inputs 

Nitrogen (kg/ha) 

50 

90 

80 

110 

Phosphorus(kg/ha) 

35 

50 

60 

60 

Irrigation (Number) 

1 

1-3 

2-3 

2-3 


Notes: a In 1981-82, khorif crops were seriously damaged by floods. The yields reported are 
average expected yield during that period, b Yield is subject to large fluctuations, for 
example.farmersreporiedlhatyieldwasalmosthiUfduring l994-9Sduetodrottghi. c For 
HYV rice variety, d In addition, farmers applied on an average 28-35 (kg/ha) 
phosphorus, e Continuous irrigation and 3-10 cm water depth maintained in rice fields 
during growth phase, f Yield under unirrigaied condition was about 16 qt/ha. 
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factors in determining the nature of labour 
contract. For example, when the oppor¬ 
tunity cost of tenant labour increases as 
a result of agricultural intensification or 
due to increased availability of non-farm 
employment opportunities, fewer 
r labourers may be willing to enter into 
permanent attached labour contract. Hie 
overall tightening up of labour market in 
the study villages appears to be one of the 
reasons for the disappearance of this type 
of labour contract. During the intervening 
14-year period, the real wage rates have 
increased by 50-200^cent of their value 
in 1982 (Table 7). Wage payments are 
now mostly in money rather than in kind. 

There also appears to have been some 
shift in the way hired labour is contracted. 

In 1982, most of the hired labour used 
to be paid on a daily-wage basis except 
for harvesting labour in Tewari-ka- 
Taikulawa (Table 7).l'hcre has now been 
a general shift towards piece-rate 
contracts. For example, transplanting is 
done mostly by contract labour, with the 
contract rate based on the arr'a transplanted. 
While the piece-rate contract for 
!ran.splanting reduces the landowners’ 
cost of organising and supervising 
labour as compared to that for daily-wage 
labour, such a contract also reduces the 
incentives for labourers to do a more careful 
and precise job. Transplanters paid on 
piece-rate basis tend to reduce the trans 
planting density in order to complete the 
job fast. In fact, such quality deterioration 
in the face of tight labour market has been 
an important factor leading to a switch 
from manual transplanting to direct 
seeding in Malaysia or to mechanical 
transplanting in cast Asian countries. 

The .system of daily wage contract for 
weeding has remained unchanged. 
Removing weeds without damaging rice 
requires a greater degree of precision on 
the part of the weeding labour. As opposed 
to transplanting which needs to be comple¬ 
ted within a narrow time window, weeding 
can be somewhat staggered. In addition, 
the need for weeding depends on the extent 
of infestation that varies from season to 
.season and from field to field. Hence, 
unlike with transplanting, the peak-labour 
demand problem associated with weeding 
is not so pronounced. From the poinl-of- 
view of landowners, the daily wagecontrtu;! 
is, hence, superior to a piece-rate contract 
for weeding. Even in rice-growing areas 
with very tight labour market, manual 
weeding is done almost invariably on a 
daily wage basis. On the other hand, the 
spraying of herbicides, which does not 
require much judgment, is done almost 
invariably through piece-rate contracts. 


The harvesting contract in Tewari-ka- 
Taikulawa is on crop-share basts for both 
rice and wheat and has remained un¬ 
changed. On the contrary, the daily wage 
contract for harvesting of rice in Ecauna 
has remained unchanged but for wheat, 
(he contract system haschanged from daily 
to area (piece rate) basis. Why has the 
nature of contract in Ecauna changed for 
wheat but not for rice? A careful study of 
the labour and demand supply situations 
as well as that of the ease of contract 
enforcement is needed to answer this 
question .satisfactorily. Here, we merely 
propose a hypothesis that a higher degree 
of ficld-to-ficld yield variability of rice as 
compared to that of wheat may have made 
the stipulation of labour earning for piece- 
rate contract for rice more difficult. 

CoNCLuniNo Remarks 

The slow growth of agricultural produc¬ 
tion in eastern India continues to be a 
cause for concern. The feudal production 
relationscharacicnsed by large landowners 
exploiting small farmers and landless 
lalxiurers through narrowly-specified rigid 
contractual arrangements have often been 
considered to be the root cause of 
sluggishness in agricultural performance 
in the region. The general perception of 
the Indian rural labour market, particularly 
in eastern India, has been that of an 
oligop.sonistic market with large and rich 
farmers fixing wages and using interlinked 
credit and land market to their advantage 
(Bhaduri 1977, Bardhan and Rudra 1986. 
Bardhan 1988). Mencher, for example. 


writes “InareassuckasBiharandeasun 
Uttar Pradesh, landowners still derivt 
their power from traditional sources one 
are still exploiting labourers in the samt 
ways as they always dtd" (Menchei 
1988:544, emphasis added). 

TTie changes that have occurred in the 
study vi llages over the past 14 years reflect 
the dynamism of agric iltural sector in 
rural eastern India that has resulted from 
improved infrastructure, rising oppurtunit \ 
cost of farm labour and a greater interaction 
of the rural scctorwith the market economy. 
A similar dynamism was shown earlier by 
states such as Punjab and Haryana where 
the green revolution led to a rapid change 
in agricultural sector. Due to predominantly 
rainfed nature of agriculture in eastern 
India, the pace of change has been ob¬ 
viously slower than in Punjab and Haryana. 
But increased private and public invest¬ 
ment in irrigation of recent years will 
certainly help accelerate changes in agri¬ 
cultural production systems as indicated 
by the study villages. 

The new opportunities for increasing 
farm productivity and incomes have led 
not only to changes in crop choice and 
input usage but also have induced changes 
in land and labour markets. The evidences 
presented from the two villages do not 
corroborate the stereotypic and stylised 
picture of ctfploitative land and labour 
market in eastern Uttar Pradesh. Real wages 
have increa.scd over time and the labour 
market has tightened as employment 
opportunities both within and outside the 
village have expanded. It is not easy for 


Tabu 7. Changiko Contbacts for Waof Empi.oymfxi and Wage Rates in Sfxfxti® Viijjices 


Particulars 

r cauna 


Tcwari -ka-T arkulawa 


1981-82 

199^-96 

1981-82 

1995-96 

1 Permanent 

One acre land* 

System 

One acre*’ 

System almost 

labour 

for whole year 

almost vanished 

land 

vanished 

2 Casual labour 
(Rs/day) 

Men 

10-12 

2.S-.10 

IS 

30-35 

Women 

5 

IS 

.S 

15 

Real wage rule 

2 kg rice 

4-6 kg rice 

3 kg rice 

4.5-6 kg rice or 

3 Transplanting 

Daily basis 

Area basis 

Daily basis 

4 kg of wheal 
Area basis 


cash or kind 

(Rs 625-76(Vha)' 

cash or kind 

(Rs750.|.Ki0/ha) 

4 Weeding 

Daily basis 

Daily basis 

Daily basis 

Daily basis 


cash or kind 

cosh 

cash or kind 

cash 

5 Harvesting 

Wheat and 

Daily basis 

Area t. isis 

Crop share 

Crop share 

barley 

(wheat 2 kg or 

(160-200 kg/ha) 

(12:1)’' 

(12.1) 

Rice 

wheat + barley 

3 kg or barley 

4 kg/day) 

Daily basis 

Daily basis 

Crop share 

Crop share 


(2 kg ricc/day) 

(4-6 kg ricc/day) 

(12.1) 

(121) 


Notes: a The employer gave one acre of land to employee for self cultivation, breakfast and 
sometmic!, lunch for working 8-10 hrs/day foi 6-1/2 months The employee (labourer) wa» 
entitled to cultivate land for both khonf and rabi seasons b Pur working os a farm 
manager c Figures in parentheses indicate the wages rate, d Crop is shared between 
land owners and harvesters in 12; I ratio 
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landowners to unilaterally stipulate con¬ 
ditions of labour contract as the bargaining 
powerof labour has increased with the rise 
in the oppoitunity cost of labour. As agri¬ 
culture is further intensified in these 
villages and off-farm and non-farm oppor¬ 
tunities expand, the nature of land and 
labour mariiets is bound to be determined 
much more by market forces than by the 
social and communal factors. Innovative 
technological, policy and in.siitutional 
interventions toexploii and encourage niral 
dynamism are needed to guide the process 
of economic growth. 
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Impact of ungation Management Thinsfer 

in Maharashtra 

An Assessment 

Nininjan Pant 

On the basis of available sparse data,this paper finds the functioning of water users ’ associations (WUAs) 
in Maharashtra beneficial on various fronts. Not only have the WUAs increased their irrigated area hut 
also the water use efficiency has been found to be higher after the irrigation management was transferred 
to the members of WUAs. The WUAs have considerably improved the recovery of water charges thereby 
bringing revenue to the government. Moreover, the WUAs, by charging much higher amount from their 
water users, have accumulated funds for the maintenance of their micro structures and continue to .survive 
and thrive even after management subsidy of the government has ceased to exist. 


DURING the last two decades, the con¬ 
cept ol participatory irrigation manage¬ 
ment (PIM) in India has passed through 
three distinct phases. Starting from around 
1975 and for about a decade until 1985, 
the emphasis initially was on creating outlet 
based water u.scrs' organisations and later 
on research leading to support lor PIM as 
a pragmatic solution for equitable distri¬ 
bution of water among the irrigators, 
maintenance of water conveyance, micro 
structures and resolution of conflicts 
amongst the water users arising out of these. 
As a result, the government’s strategy for 
CAD included, from the start, farmers’ 
organisations as necessary to run the micro¬ 
system (GOI I977|. The major research 
funding for this purpo.se during this pcritxl 
was provided by the Ford Foundation. 
New Delhi. During the second phase 
(1985-90). the emphasis shifted from 
research on PIM to experimentation with 
PIM. Therefore, a numberof pilot projects 
were started and developed all over the 
country during this periixl. Ministry of 
Water Resources (MOWR), GOI. World 
Bank and USAID aided and a.ssistcd in the 
establi.shmcnts of pilot projects, while 
NGOsplayed acatalytic role in mobilising 
farmers and sustaining the pilots. 'The third 
phase starting from early 1990s has seen 
the emergence and propagation of the idea 
of hand over/tumover of irrigation sys¬ 
tems in case of smaller systems and hand 
over of management of sub-systems, parti¬ 
cularly at the level of distribiitories/mi- 
nors in case of larger .sy.slcms to the ir¬ 
rigating farmers. Encouraged and aided 
by the GOI, slate governments and NGOs 
arc playing a pivotal role in this phase. 

EvoLiinoN IN Maharashtra 

The precursor of the present day irriga¬ 
tion co-operativc.s in Maharashtra was 
M Visvesvarya, tte doyen of civil engine¬ 


ering ill India, who as early as 1902-03 
had suggested the c.stablishmcnt of such 
co-operatives in respect of Khadakwasla 
canals while working as an a.ssistant 
engineer in the Bombay state. I..atcr the 
same ideas found place in the report of the 
Inigalion Inquiry Committee (1938) where 
he was the chairman, 'fhe committee sug¬ 
gested c.stablishmcnt of water panchayats. 
Tlicsc panchayats were to be chosen by the 
irrigators of all the villages of the then ten 
mile section. Sale of water on volumetric 
basis was al.so recommended to check the 
wastage of water fSOPECOM 1997). 

In recent times in 1984, the irrigation 
department formulated the ‘Outlet Com¬ 
mittee Rules 1984’. Under these rules, for 
every outlet, a committee of five members 
was to be formed It was envisaged that 
an outlet would irrigate the area ol 15 
farmers. Tlicre w as supposed to be a leader 
for each committee, and leaders of every 
beat fonned ‘a group of irrigators’. This 
group was to elect a panch for the water 
panchayalcommiucc|ix:leaiulPalil 1994). * 

In October 1985. MOWR. GOI. asked 
all the state governments to select one 
minor in each CAD project as a pilot for 
farmer participatioh. Elaborate guidelines 
were issued, indicating the time pcricxls 
for each activity and provision of 50 per 
cent matching grant from GOI. Conse¬ 
quently, in Maharashtra, pilot schemes 
were initiated in Khadakwasla and 
Jayakwadi projects. Side by side, two 
action re.search programmes were also 
launched in dose collaboration with 
NGOs in Mula and Waghad irrigation 
projects in 1988 and 1990. These 
programmes csjiccially aimed at evolving 
strategics, methodologies and approaches 
in motivating and organising the farmers 
and idenlifjing the training needs of 
farmers and the irrigation staff. In reality, 
the action programmes were very u.sclul 


in formulating the guidelines on PIM |lx:ie 
1998]. 

Encouraged by the then leadership of 
irrigation department, the stale of 
Maharashtra launched the programme of 
establishing water users'co-operatives and, 
strode past other states in respect of the 
progress. This was evident during the 
national seminars on PIM at WAI.MI, 
Aurangabad in June 1994. The national 
seminar in Maharashtra was preceded by 
the state level workshop held in February 
1994 where fhe obstacles pertaining to PIM 
were discus.icd at great length and ways 
and means to re.solve them were mooted. 
Maharashtra’s pre-eminence among the 
other Indian states was again visible in the 
national .seminars held at New Delhi during 
June 1995 and January 1997. 

Till, SCI.NAKIO 

In judging the impact of irrigation 
management trtmsfcrf LVTT) in Maharashtra, 
it is necessary to .see the context of the 
state generally and more particularly in 
relation to agricultural scenario. 
Maharashtra is the third largest state both 
in terms of population and the arca. It's 
population of 78.9 million (1991 Census) 
and arca of 307.7 thousand sq kms both 
contribute 9.3 pt'r cent each in India’s 
population and area. It compares 
favourably to India’s average with lespect 
to literacy and urban population. In 
Maharashtra, there arc 65 percent lileriUes 
compared to India’s average ot 52 per 
cent. Again, .19 per cent ol its population 
dwells in urban areas compared to 26 per 
cent in rest of the India. The life expect¬ 
ancy of us female is 62 years and lor the 
males 60 years, while the same at the all- 
India level is 56 years lor males as well 
as females. 

Maharashtra contains about 8 per cent 
of India's total land holding and about 
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13 per cent of the holding area. This is 
reflected in Maharashtra’s relatively I vget 
average holding size (2.64 ha compared 
to India’s 1.69 ha). The gross cropped area 
in Maharashtra is 21.8 million ha which 
constitutes 11.8 per cent of India’s 18S.S 
million cropped area. The cropping inten* 
sity in Maharashtra is 120 per cent which 
means only 20 per cent of the cultivated 
area is cropped more than once. At all- 
India level the cropping intensity is 130 
per cent. In ca.se of Maharashtra 11.4 per 
cent of the cropped area is irrigated which 
falls far short of 33.3 per cent of the 
cultivated area irrigated at the all-India 
level. It produces about 11 per cent of 
India's foodgrains and it ranks third in 
terms of foodgrain pioduction. 

Table 1 provides information about crop 
production in Maharashtra and the share 
and ranks of important crops at the all- 
India level. Cereals, including millets 
occupy 51 per cent of the cropped and 54 
per cent of the irrigated area. Among the 
individual crops, lowar (Sorghum) is the 
most important crop in Maharashtra. It 
occupies 29 per cent of the cropped area 
and 17 per cent of the irrigated area. It's 
share in India's total .sorghum production 
is 45 per cent and the state ranks first in 
its pr^uction. Although it occupies 17 
per cent of the irrigated area, irrigated area 
constitutes only 6 per cent of the cropped 
area. This means that the major portion 


of the crop Is taken as a rain-fed crop. The 
other important crops in the state are gram, 
maize, pearl millet, pulses and oilseeds. 

Among the irrigated crops, the most 
important crops ate paddy, so^um, wheat 
and sugarcane. Except sorghum, a big 
chunk of these crops are irrigated and 
among these crops sugarcane is the most 
irrigation consuming crop. Although it is 
cropped in only 20 per cent of the cropped 
area, it occupies 15 per cent of the irrigated 
area and 81 per cent cropped area is ir¬ 
rigated. About 12 per cent of India’s 
sugarcane is produced in Maharashtra. 
The other important crops requiring regu¬ 
lar irrigation ate wheat, paddy and maize. 

It would be interesting to examine 
Mtdiarashtra’s irrigation re.sources in view 
of the prevailing agricultural scene. Table 2 
.shows the gap between irrigation potential 
created and its utilisation in Maharashtra 
and India. The total irrigation potential 
created in Maharashtra up to 1994-95 was 
4.75 million ha. This constitutes S.S per 
cent of India's created irrigation potential. 
An interesting point emerging from the 
table is that while in case of India, the gap 
in the utilisation of this potential is 10.6 
percent, in case of Maharashtra this widens 
to 27.6 per cent. Another intere.sting point 
emerging from the table is that this gap 
is very much higher in respect of major 
and medium projects. In part B of the 
table, it is found that while in case of major 


and medium projects, the gi^> is 35.8 per 
cent, in case of minor schemes, it lowers 
down to 10.2percent. However, hetealso, 
asinthecaseofmajor and medium projects, 
the gap at the all-India level is lower (3.8 
per cent) than Maharashtra. 

Table 2; Cat in 'niE biRiOATioN POTEnmAL 
Created and Its Utujsation throucm Mator, 
Medium and Minor Irrioation Schemes at the 
END OF 1994-95 (tOOO ha) (Provisional) 


Part A 



Irrigation Potential 



Created 

Utilised 

Gap 

Stales + UTS 

87067.01 

77854.80 

9212.21 

Maharashtra 

4747.79 

34.18.85 

1309.94 


Source- L K Joshi, Irrigation and its Manage¬ 
ment in India: A New Paradigm - Parti¬ 
cipatory Irrigation Management, 
MOWR, 1997. 

Part B 

Po.sition up to 1991-92 

Major and 
medium 

States + UTS 12802.31 29215 65 S.SSe! 15 
Mahara-shlra 20.34.85 1306.8 728.05 

Minor schemes 

Slates + UTS 48293.05 46445 79 1847.26 
Maharashtra 246165 221115 2.50 50 

All schemes 

.Stales + UTS 81095.36 75660 44 5433 41 
Maharashtra 4496.5 3517.95 978.55 


Source- Eighth Five-Year Plan, vol II. GDI. 1992. 


Ta«if. I: Crufpf.u and Ikrioated Area bv Principal Crofs in Maharashtra 


(Area in ‘000 ha) 


Crops 

Cropped Area 

Percentage of 
Cropped Area 

Irrigated Area 

Percentage of 
the Irrigated 
Area 

Irrigated Area 
as Percentage 
of Cropped 
Area 

Relative Share 
of Maharashtra 
in Relation to 
India's Cropped 
Area (Per Cent) 

Rank m India 
out of 25 
Stales -f UTS 

Paddy 

1581 

72 

467 

18.8 

. 29.5 

3.7 

10 

Wheal 

873 

14 

388 

15.5 

44.4 

3.0 

7 

Jowar (Sorghum) 

6331 

29.0 

406 

16.9 

6.4 

44.5 

1 

Uajra (Pearl Millet) 

1V27 

8 8 

58 

2.3 

.1.0 

18.5 

2 

Mai7.e 

109 

195 

31 

1.2 

28.4 

2.3 

12 

Kagi, other cere.Tls 








and millets 

.374 

1 7 

5 

0.2 

1.3 

9.5 

Only Ragi 3 

Total ccieals and millets 

II195 

51 2 

1.1.55 

54.4 

12.1 

na 


Gram 

673 

1.1 1 

106 

4.2 

15.8 

8.7 

4 

Tur and other pulses 

2585 

11.8 

23 

0.9 

0.9 



Total pulses 

3258 

14 9 

n9 

5.2 

40 

na 


Sugarcane 

444 

20 

360 

14.5 

81.0 

11.7 

2 

Condinents and spices 

168 

9.8 

94 

3 8 

66.0 



Fruits and vegetables 

339 

1.6 

265 

10.6 

78.2 



Ground water 

881 

4 0 

87 

3.5 

9.9 

9.0 

5 

Otlier oilseeds 

1973 

0.0 

41 

1.6 

2.1 



Total oilseeds 

2854 

13.0 

128 

5.1 

4.5 

10.1, 

5 

Cotton 

27.10 

12.5 

91 

3.6 

3.3 

35 0 

1 

Other seeds 

878 

4.0 

67 

2.7 

7.6 



Total area 

21866 

100.0 

2489 

1000 

11.4 




Source: Indian Agriculture in Brief, 25ih edition. Diiiecloraie of Economics and Statistics, depaiiment of agriculture and co-openuion. ministry of 
agriculture, govcrnnK'nl of India, 1996. pp 234-39, 326-31 and 386-87. 
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Present Status of IMT 

According to the latest information, there 
are 228 water co-operatives in the state 
where IMT has taken place. Out of these, 
213 (93.4 per cent) are formed in major 
and medium projects and 1S (6.6 per cent) 
are formed in minor projects. In terms of 
their regional distribution, the largest 
number of 76 water users' associations 
(WUAs) have been formed in Pune region, 
followedby?! in north Maharashtra region 
and then 63 in Marathwada region. In 
Vidarbha, consisting of Nagpur and 
Amravati regions, their total strength is 
18. In Konkan region, on account of 
pressure from the donor agencies, attempt 
is being made to establish water co-op¬ 
eratives. However, in no case, IMT has 
been effected so far. , 

The rea.sons for the non-establishment 
of water co-operatives in Konkan region 
are manifold. Here the holdings are very 
small, rainfall is very high and the terrain 
contains a steep slope. There is no diversi¬ 
fication of crops and paddy is the main 
crop which docs not require any preci.se 
water management. In contrast, in case of 
Vidarbha region, land holdings are large 
and old malguzari tanks exist in the area. 
.Since farmers are accustomed to getting 
free water for centuries, they do not find 
any attraction in forming WUAs. Further, 
paddy is the main crop in Vidarbha also. 
Hence farmers do not find the manage¬ 
ment subsidy and the rebate in water 
charges given by the state government 
attractive enough to come forward to form 
water users' co-operatives. 

Although Marathwada is a backward 
region like Konkan and Vidarbha, there 
arc a number of irrigation projects funded 
by the USAID and the World Bank like 
Jayakwadi and Majalgaon. In all such 
projects, the donors have insisted on the 
formation of WlIAs. In fact, out of 56 
societies where IMT has taken place in 
Marathwada, 42 were established in 
Jayakwadi (26) and Majalgaon (16) projccLs. 

In Table 3 status of IMT in Maharashtra, 
has been presented. Up to May 1998, IMT 


had taken place in case of 201 societies 
involving an area of76,021 ha. In 27 cases 
involving an area of 9,157 ha, the agree¬ 
ment between the society and the irriga¬ 
tion department was signed tnit the IMT 
had not taken place. In 219 cases involv¬ 
ing an area of 75,624 ha the societies 
were registered but agreement had not 
taken place. In 186 cases involving an 
area of 66,567 ha the societies had been 
proposed but registration of the societies 
had not taken place. This means that 
there were 432 societies involving an area 
of 1,51.348 ha which were in various 
stages of IMT apart from those where IMT 
has been effected. 

One conspicuous feature emerging from 
the tabic is that the IMT activities are more 
prevalent in ca.se of CAD. and major and 
medium projects than in non-CAD and 
minor projects. Of the total 201 cases 
where IMT has taken place. 85.6 per cent 
arc from the major and medium CAD 
projects, 10.4 per cent are from major and 
medium non-CAD projects and 4 per cent 
are from the minor project. The faster pace 
of IMT in respect of CAD projects is 
understandable bccau.se at the GOi level 

50 per cent matching financial commit¬ 
ments are only for CAD projects. To that 
extent. IMT process is facilitated in CAD 
projects. In ca.se of non-CAD projects, 
funding may not be easily availableexcept 
in case of donor a.ssisted projects. 

Key lNGRF.niENT.s OP IMT 

The following constitute the key ele¬ 
ments of IMT in Maharashtra. 

(i) Unit of IMT: The primary unit of PIM 
is at the minor level involving about 200 
to .300 farmers covering an area of 3(X) 
to 8(X) ha. The water users' organi.sation 
at the minor level is a formal organisation 
registered as water users’ society under 
the Co-operative Societies Act, I960 of 
Maharashtra slate [Lcle 1998]. 

(ii) Pre-condition for registration; At lca.st 

51 per cent beneficiaries or 51 per cent 
of the land of the CCA of the minor is 
the eligibility cntcrion for the registration 
of the WIJA |GOM 1994). 


(lii) Memorandum of understanding 
(MOU); It is an agreement between WU A 
and the irrigation department which speci¬ 
fies rights/responsibilities and functions 
of the either side. 

(iv) Volumetric supply of waftr; The 
irrigation department supplies water to the 
WUA on a volumetric basis. Water quma 
for each cropping sea.son is fixed. ba.sed 
on a normal year supply, and is entered 
in the MOV. This ensures equitable water 
supply in the project command. 

(v) Freedom of crops; The WUA has the 
f^reedom of growing any crops within the 
sanctioned quota of water. 

(vi) Conjunctive use of water: According 
to the provisions of the Maharashtra 
Irrigation Act, 1976, the canal and well 
water can not be used for the same area. 
The act envisages a distance of 3 metres 
between channels that supply irrigation 
water through the canal system and the 
channels conveying water from wells. 
Since WUAs arc charged on a volumetric 
basi.s, the government docs not levy any 
additional fees on the ground of water 
exploitation by WUA members. 

(vii) Maintenanc'^ and repairs: A grant of 
Rs 20 per ha is given by the irrigation 
department. In addition, WUAs can charge 
additional fees or service charges from the 
water users. 

(viii) Incentives for timely payment: An 
incentive of S per cent rebate in water 
charges is provided for the timely pay¬ 
ment of water charges. 

(ix) Management support. A 20 per cent 
discount in water bill to the WUA after 
management subsidy is discontinued in 
case of CAD projects^ and since begin¬ 
ning in case of non-CAD projects. 

(x) Provisions in case of surplu.s/deflcit 
water: Rules for di.stribution of surplus or 
deficit water are framed and incorporated 
in the MOU ILeIc 1998). 

(xi) Multipurpo.se co-operative siKietics: 
The WUAs are designed to be multipurpose 
co-operative societies and can undertaken 
other allied activities Which may promote 
agricultural production and increa.se in¬ 
comes of the members [IojIc 1998). 


Tabls .3; .Status of IMT in M.vioii, Mfuium and Minor Froiects (May I99tlj 


Project 





Number of WUAs 





Management 
Handed Over 

Agreement Signed/Yet lo 
Take Over Management 

Rcgi.stcrcd/Yet 
to Sign Agreement 

Proposed 


Total 

TI5 

Area in ha 

No 

Area in ha 

N6 

Area in ha 

No 

Area in ha 

No 

Area in ha 

Major and Medium 











CAD project 

172 

.S9.62I 

14 

.1.695 

175 

60.404 

144 

51..3.30 

505 

1,75,050 

Non-CAD project 

21 

13.856 

6 

2,172 

21 

7.615 

21 

8.215 

69 

31.8.58 

Total 

19.3 

73,477 

20 

5,867 

196 

68.019 

165 

59.545 

574 

2,06,908 

Minor project 

8 

2,544 

7 

3,290 

23 

7.605 

21 

7,022 

59 

20.461 

Total for state 

201 

76,021 

27 

9.157 

219 

75.624 

186 

66.567 

633 

2.27.369 


Sourre: Directorate of Irrigation Research ami development, Pune 
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Impact Assessment 

The rationale behind IMT is to improve 
the deli very of services so that better results 
could be obtained from the management 
transferred entities. Therefore, an as.sess- 
ment of IMT would hinge on the perfor¬ 
mance results of the transfer on the crop 
productivity, profitability, financial viabil¬ 
ity, equity, water use efficiency and 
sustainability of IMT. Assessment of the 
impact of IMT could include the follow¬ 
ing aspects; 

□ Reliability and/or adequacy of irriga¬ 
tion service, especially for water deliv¬ 
ery, change in irrigable area actually 
irrigated and system maintenance. 

□ Effect of cost effccti vcnc.ss of irrigation 
management. 

□ Payment rate of () and M fees before 
and after IMT. 

□ Financial viability of the WUA. 

U Pliy.sical condition of micro structures 
and the conveyance system before and 
after IMT. 


□ Impact of IMT on agricultural produc¬ 
tivity (cropping intensities and yields). 

□ Changes in profttability of irrigated 
agriculture. 

□ Effect on access by socio-economically 
deprived beneficiaries. 

Given the extent to which IMT is being 
implemented in Maharashtra, it is frustrat¬ 
ing to find that there is very little infor¬ 
mation available about the impact of IMT 
programme on the aspects detailed in the 
preceding. This is more so when there is 
a full fledged directorate in Maharashtra 
to monitor the IMT programmes which 
regularly collects information on cropwisc 
irrigated area, sanctioned and used water, 
water charges collection etc. Very little 
attempt has been made to analyse the.se 
data. It remains to be seen whether IMT 
can simultaneously save money for the 
government, bring about more cost effi¬ 
cient management for the farmers and 
achieve financial and infrastructural .sus¬ 
tainability. This is not surprising consider¬ 
ing the fact that even in an international 


cdnfetence on IMT in Wuhan, China 
during September 1994, only 25 of the 
100 papers contained data on performance 
outcome of management transfer. Even 
among these 25 papers, most of them 
presented only data on performance after 
transfer, using at most two or three per¬ 
formance measures and only four papers 
presented before and after comparisons 
[Vermilion 1997]. 

This paper attempts to assess the impact 
of IMT in terms of some of the factors 
mentioned in detail in the preceding. The 
paper is based on the author’s visit to 
various IMT sites in Maharashtra during 
October 7-18, 1998 and the study of the 
various documents obtained during this 
visit. The most depressing fact which the 
author found was that there was hardly any 
comparable data before and after IMT 
available in Mahara.shtra. Thus, what was 
true of impact studies was also true of 
availability of data dealing with before 
IMT period. As a result, whatever data 
could be collected in respect of impact 


TaOII: 4A: SAI-IENT.FEATl'ilKS OF WUAS IN JaYAKWAOI PROIttT 


WUA Village, Dcslriel 

CCA 

ICA 

Month and 

Month and 

Gap 

No of Bene- 

■ Members 

Members 

Members 


(in ha) 

(in ha) 

Year of 

Year of 

Hciwocn 

ficianes 

as Percent- 

Area 

Area as 




Registration 

Transfer 

the Two 


ugc among 

(in ha) 

Percentage 






(Months) 


Beneficiaries 


of CCA 

.Shnram. Akhaiwada, Aur.'ing.'ihad 

215 

160 

2/90 

1/91 

11 

111 

7.5.7 

137 

6.3 7 

Gurudatla. Akhaiwada. Aurangabad 

247 

219 

4/91 

6/92 

14 

174 

71 3 

205 

82.9 

Sn Samanh. Bhngaun. Jaliia 

)55 

275 

.3/84 

2/89 

59 

233 

45 9 

212 

59.7 

Shnram. Raniasgaon, Jalna 

2ht 

204 

7/90 

8/92 

25 

102 

68 6 

145 

55.1 

Dhnyanesliwar. Ponwad. Parhhani 

.542 

459 

4/90 

11/90 

7 

239 

66.1 

217 

40 1 

Babulatar, Babulatar, Parbhaiii 

9fi4 

889 

11/90 

9/91 

10 

315 

93 7 

789 

81 8 

Akshay, Pomwad. Parhhani 

430 

369 

7/92 

11/92 

3 

152 

64.5 

160 

.37 2 

Renuka, Bhara.swada. Parhhani 

410 

3.33 

2/93 

2/93 

0 

222 

49.5 

170 

41.6 

Jagdaniba, Ainbclakah, Parhhani 

350 

280 

8/94 

11/94 

3 

151 

55.0 

162 

46 3 

rhang.adeo. Changatpun Aurangabad 

258 

225 

2/90 

10/91 

20 

211 

91 9 

182 

70 5 

Sri Mahorudra, Thakiirdgaon, Becd 

230 

211 

i 1/93 

1/94 

2 

165 

51.5 

108 

47.0 

Ahilyadcvi, Maialg.aon, Heed 

186 

144 

5/92 

11/92 

6 

80 

100.0 

186 

100 0 

Jaikishan, Waghura, Bced 

350 

272 

11/93 

1/94 

2 

135 

65 9 

180 

51 4 

Total 

4800 

4040 



162 

2290 


2853 


Average 

369 2 

310 8 



12 5 

176 2 

69.2 

219 5 

59.8 

Source. Water Management Research DivLYion. Aiiiangahad 








Tabif 4B; Saiifni FFAioKts or WUAs in Pune and North MAHARA.SMrRA Regions 



WUA Village, Di.stricl 

CCA 

ICA 

Month and 

Month and 

Gap 

No of Bene- 

Members 

Members 

Members 


(in ha) 

(in ha) 

Year of 

Year of 

Between 

ficianes 

os Percent- 

Area 

Area as 




Registration 

Transfer 

the Two 


age among 

(in ha) 

Percentage 






(Months) 


Bcneficiaric.s 


of CCA 

Sn Gyaneshwar. ialkc Rudruk, Ahmcdnagar 

267 

277 

7/93 

7/94 

12 

143 

75 

127 

47.60 

Shri Dalla, Chanda, Ahnaidnagar 

495 

361 

2/89 

7/89 

15 

402 

54 

190 

.38.40 

Sn Mullika, Nighoj, Ahiuednagar 

1007 

743 

.3/91 

2/92 

11 

510 

S3 


- 

Shri Waghfai, Nighnj, Ahmcdnagar 

860 

567 

1/91 

2/92 

1.3 

470 

55 



Shn Malganga Nighuj, Ahmcdnagar 

402 

2.. I 

1/90 

1/91 

12 

207 

too 



Audumbar. Kangaon, Pune 

104 

71 

4/89 

10/89 

6 

77 

81 



Sahajivan. Palas, Pure 

232 

1.56 

2/87 

3/89 

13 

100 

59 

124 

53.40 

Sidhcshwiu. Kaniani, Solapur 

315 

223 

2/86 

5/89 

39 

192 

81 



Laxmi-Narsimha. .Shcorv. Solapur 

169 

l(.9 

12/91 

7/93 

19 

115 

91 



Kisangiri Maharai, B.ikupimpalgaon, 










Ahmcdnagar 

784 

290 

12/90 

10/92 

22 

297 

61 



Total 

4635 

3118 



162 

2513 




Average 

463.5 

311.8 



16.2 

251.3 

71 




Sourie: W.uer Management Rese.irch Division. Aurangabad 
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assessment is sketchy and partial and the 
same has been utilised in this paper. 

Area, Membership and Duration in IMT 

Tables 4A and 4B provide data dealing 
^with 13 and 10 WUAs, respectively. The 
*13 WUAs covered in Table 4A are drawn 
from Marathwada region and arc esta¬ 
blished in the World Bank funded 
Jay ak wadi project. The 10 WUAs covered 
in Table 4B are drawn from the north 
Maharashtra and Pune regions and are 
established in Khadakwasla. Mula. Bhima 
and Kukadi projects. 

In respect of Marathwada WUAs 
(Table 4A), the CCA varies between 186 
ha (Ahilya Devi) and 964 ha (Babultar). 
The average CCA of the 13 WUAs comes 
to about 369 ha. In case of the 10 WUAs 
from north Maharashtra and Pune region 
(Table 4B), the CCA varies between 169 
ha (Laxmi Narsimha) and 1,007 ha (Shri 
Mullika) and the average CCA .size comes 
to about 465 ha. In all WUAs, the ICA 
IS substantially smaller than CCA. The 
•iverage ICA size for the Marathwada 
WUAs comes to 311 ha, while the same 
for the north Maharashtra and Pune WUAs 
is 316 ha. This means that there is a bigger 
gap between CCA and ICA in ca.se of the 
latter compared to the former. 

The next important a.spcct is member¬ 
ship of WUAs. This deals with the propor¬ 
tion of total bencnciarics having member¬ 
ship of the WUAs. In respect of Marath¬ 
wada, it is found that the membership 
varies between 46 per cent in ca.se of Shri 


Sanurth Bhogeshwar to 100 per cent in 
ca.se of Ahilyapur which has the smallest 
CCA. In respect of north Maharashtra and 
Pune regions; the membership varies be¬ 
tween 53 per cent in ca.se of Mullika and 
100 per cent in case of Malganga. 

Another aspect important from the point 
of view of what constitutes beneficiaries 
of WUAs and their area in the WUA. Here, 
apart from percentage of members in 
relation to total land holders, it is also 
important what proportion o<^ members’ 
land constitutes a WUA. In respect of 
Marathwada, the proportion varies be¬ 
tween 100 per cent in case of Ahilyabai 
iind 40 per cent in case of Dhyaneshwar. 
In respect of north Maharashtra and Pune 
regions, the data arc available only for 3 
WUAs. In two cases (Dhyaneshwar and 
Datta), the proportion of members' land 
in relation to the C'CA is less than 50 per 
cent. The miniinum eligibility te(]uirement 
for registration of a WUA in Maharashtra 
is 51 per cent land of CCA or 51 per cent 
of members of the total beneficiaries. 
Looking at the data from this angle, it is 
found that although all WUAs in 
Marathwada region fulfil the eligibility 
requirement. Sn Maharudra just scraps 
through with 51.5 per cent members and 
47 per cent land In case ol north 
Maharashtra and Pune regions, in all the 
three cases for wfiich the data is available, 
the minimum requirement arc fulfilled. 

It .seems the eligibility rex^uirement as 
decided by the Maharashtra goveniment 
is not very prudent. There is every pos¬ 


sibility that a small proportion of benefi¬ 
ciaries with large land holdings can estab- 
li.sh a WUA. TTiis may exclude a majority 
of marginal poor farmers to reap the 
benefits which is not a very promising 
pro.speci from the .stand point of equity 
and more particularly giving equal shares 
to stKio-cconomically deprived sections 
of farmers in a WUA command. Therc- 
fme, it would be advisable that Maharashtra 
government changes the eligibility criterion 
and amends it to contain 51 per cent CCA 
land as well as 51 per cent membership. 

There is a .step between the registration 
of a WUA and its hand over to farmers 
and this step is known as the joint inspec¬ 
tion of the condition of the .sub-system to 
be handed over to farmers. A fter this stage, 
deficiencies are noted and once the system 
is restored to the designed or operation 
level by the imgation department, the .same 
is turned over to the WUA. Tables 4A and 
4B also show the time lapse between 
registration and handing over. The data in 
respect of Marathwada show that the time 
varied between almost live years in case 
of Samartha Bhogeshwar to zero time in 
case of Renuka. The average lime for 13 
WUAs, however, comes to about a year. 

In respect of north Maharashtra and Pune 
regions, the lime variation is minimum 
(0.5 year) in ca.se of Audumbar and maxi¬ 
mum (3.25 yt^-ars) in case of Sidheshwar. 
The average time taken in ease of 10 
WUAs IS about 1.33 years. This means 
that the time taken in handing over is quite 
rca.sonable considering the fact that the 


TABLt S Gross Irrioau.d Ari a: IHtnniSM) and Actuai. 


(/n hectares) 


WUA. Village, Oisirict 


RelVience .Sugarc a ne 
Year I'roposed Actual 


_ Bajra 

I’ropiiscti Aclual 


_ K^c __ 

PlDpDSCtT Acluiif 


_ Jowar 

Proposed Acluiil T’roposed Actual 


.Sn Gyoneshwar, Jalke Budruk. 1994-VK 


Ahmrdnagar 

(4 years) 

35.36 

35 20 


1.39 40 


115 44 

116.20 

176.80 

63 40 

Shri Dana, Chanda. Ahniednagar 

1992-95 
(3 years) 

162 45 

555 50 

86.64 

221 46 

32 49 

140 79 

189 00 

216.60 

29 91 

Sit Mullika. Nighoj, Ahniednagar 

1992-9.5 
(3 years) 


279 24 

222 90 

86 70 


356 70 

48 12 

1092 30 

120 39 

Shn Waghjai. Nighoj. Ahmednagar 

1992-95 
(3 years) 


25-3 20 

170 to 

112 29 

.34.02 

272.16 

75.30 

1833.40 

68 91 

Shri Malganga, Nigho], Ahniednagar 

1992-95 
(3 years) 


211 05 

78..30 

l')j 86 

15 66 

125.28 

24.(K) 

383,67 

to 14 

Audumbar, Kangaon, Pune 

1992-95 
(3 years) 

15 00 

5K 50 

16.95 

15.39 

25 50 

31 95 

27 39 

42 60 

25 95 

Sahajivan, Patas, Pune 

1992-95 
(3 years) 

33.39 

102 X4 

38 04 

4 50 

57 03 

95,07 

21 IK 

71 31 

12.99 

Sidheshwar. Ranjani, .Solapur 

1992-95 
(3 years) 


289 02 

46.89 

1.98 


too 50 

27 36 

437 49 

186 69 

taxmi-Narsimha. Sheorc. Sotapur 

1992 95 
(3 years) 


309 60 

.35.49 

17 49 


76 02 

26 85 

329 75 

107 04 

Kisangiri Maharaj, Bakupimpalgaon. 

1992-93 










Ahmednagar 

(3 yeans) 

69 72 

124 40 

243 93 

43 (8) 


112 65 

90 60 

174 24 

93.20 

Toial 


315.92 

2213 35 

939.24 

746 07 

164.70 

1426.56 

646 <H) 

4758,16 

718.62 

Annual average 


31..59 

221 35 

93 92 

74 61 

16 47 

142 66 

64.60 

475 82 

71,86 


Source: Direciornte of Irrigatimi ResiKirch and Dcvelopnieni, Pune 
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Table 6 A: Befoke IMT; Watoi Uituseo and Ahea ImuoAmi 
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3150.2 
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department has to carry out a lot of reha¬ 
bilitation wmlc in some of the systems to 
enaUe them to perform as per design or 
at least at a practical operation level. 

In Table 5, an addkionai angle in respect 
of north Maharashtra and Pune regions is 
the examination of actual crops grown in 
the commands of WU As during 1992-93. 
The table shows the gross area covered 
by each crop which meant summation of 
each year crop during the reference pe¬ 
riod. The data have been provided for five 
crops, namely, sugarcane, bajra, rice, wheat 
and jowar. The most glaring point which 
emerges from the table is that only sug¬ 
arcane has been grown in more area than 
proposed and all other crops are grown in 
less area than proposed. In case of sug¬ 
arcane, the area coverage is seven times 
more than the area proposed. On the other 
hand, paddy is not grown in any i>f the 
areas where it was proposed. The other 
crop which covers much less area than 
propo.sed is jowar which is grown only in 
15 per cent of the area, it was proposed. 
In case of wheat, it is grown in 45 percent 
of the area, it was proposed to be grown. 
Only bajra covers an area close to what 
was propo.sed becau.se it is grown in 79 
per cent of the proposed area. 

There are two generalisations which can 
be drawn from the data. One, sugarcane 
(being a cash crop) dominates among 
irrigated crops and the other irrigated crops 
suffer on account of sugarcane. Even 
rainfed crops like baira might be suffering 
on account of sugarcane leave apart paddy 
and wheat. Second, the cropping pattern 
envisaged in the project designs is very 
unrealistic and is nowhere near what 
tarmers want to grow. The data in Table 5 
justifies Maharashtra government's deci¬ 
sion to give farmers the free.dom to grow 
whatever crop they want to grow within 
an allotted quota. The only point of debate 
however is whether sugarcane should have 
such a predominance over other irrigated 
crops, and .whether or not government 
should impose some sanctions over WU As 
in this respect? 

Irrigation and Water Utilisation 

The data relating to IMT is marked by 
a near absence of information dealing with 
commands of WUAs prior to IMT. As 
pointed out in the preceding poition, this 
paucity of data on similar parameters is 
a great hurdle in the comparison of WUAs 
before and after. Keeping this in mind. 
Tables 6A and 6B have been formed to 
compare the situation before and after 
the IMT. Of the 10 WUAs dealt in the 
Table, 8 were visited by the author and 
in ail these cases the data relating to before 


the IMT position was specially got col¬ 
lected. 

The comparison of water utilisation in 
the two tables .shows that water use in 
commands of WUAs have generally in¬ 
creased. The only exception in this respect 
are two WUAs, namely, Malganga and 
Gurudatt. In case of Malganga. the aver¬ 
age water u.sc per year before IMT was 
10,901 TCM/year .md after IMT it has 
come down to 6.913 TCM per year. In case 
of Gurudatta, the average use of water per 
year was 460 TCM before IMT and it has 
come down to 333 TCM/year after IMT. 
However, what is remarkable in respect 
of Malganga is that the average area 
irrigated per year has gone up from an 
average of 169 ha to about 202 ha after 
the IMT. This mconsthatthe society makes 
better use of |ier unit of water. This is 
reflected in the area irrigated per mme (ha) 
compared lo pre IMT position when it was 
irrigating 77.3 ha per mme, it irrigates 
about 166 ha per mme which is more than 
double compared to what the farmers were 
irrigating before the IMT. 

The same, however, is not true in respect 
of Gurudatta, where reduction in wateruse 
ha.s also led to reduction in irrigated area. 
As a result, the average annual irrigated 
area in Gurudatta goes down from 79 ha 
in pre-IMT period lobOhaduringilic post- 


IMT period. What is however significant 
in respect of Gunidatu is that there is more 
efficient use of water after the IMT. Before 
IMT, the area irrigated was 171 ha per 
mme which goes up to 179 ha per mme 
in the post-lMT situation. 

In terms of average area irrigated per 
year there arc two societies, where area 
irrigated has gone down after the IMT 
compared to pre-IMT position. These 
.societies are Sri Ram and Laxmi Narsimha. 
In case of Sri Ram. the average annual 
area irrigated has gone down to 52 ha 
after the IMT compared to 55 ha before 
the IMT. In case of Laxmi Narsimha, 
the average annual irrigated area before 
IMT was 256 ha and it has gone down to 
200 ha after the IMT. Although in case 
of both the .societies average annual water 
use have gone up after the IMT. the in¬ 
crease in case of Laxmi Narsimha is 
substantial (from 1,455 TCM before to 
2,402 TCM after) compared to marginal 
increa.se in case of Sri Ram (from 279 
TCM before to 286 TCM after). The 
same is reflected in the area irrigated per 
mme. In case of Laxmi Narsimha. the area 
irrigated per mme during po.st-IMT period 
comes down to 83.2 compared to 175.9 
ha per mme in pre-IMT period. In case of 
Sri Ram the area irrigated goes down 
from 205.6 ha per mme during the pre- 


Tabu 7: ReawruY op \Vati,ii Charubs prom WUAis ■ 


Name of 

WUA 

Reference 
Period and 
Years 

Total 

Percentage 

of 

Recovery 

Percentage of Recovery 

Water 

Charges 

Recovery 

Kharif 

Robi 

Hot- 

weather 

Audumhar 

92-96 (4 yrs) 

48609 

48609 

100.0 

10 2 

.35.2 

54.6 

Sahaiivan 

92-96 (4 yrs) 

591II 

591II 

100 0 

10 8 

27 6 

61.6 

Shn Dana 

91 95 (4 yrs) 

244864 

244K64 

100.0 

126 

.33.8 

53.6 

Sri Dyaneshwar 

94-95 (2 yrs) 

.39323 

37356 

95 0 

8.2 

42.8 

49.0 

Sidlicshwur 

92 95 O yrs) 

293360 

233276 

79 5 

6.0 

20.0 

74.0 

Laxiiii-Narsimha 

92-95 <3 yrs) 

138466 

1 32766 

9.5.9 

10 2 

31.6 

58.2 

Sn Mullika 

92-95 (3 yrs) 

1.39050 

1390.50 

1(X).0 

III 

43.6 

4.5.3 

Shn Waghjai 

92-95 (3 yrs) 

187699 

187699 

100.0 

84 

30.0 

6).6 

Shri Malganga 

92-95 (.) yrs) 

146709 

146709 

100.0 

50 

25.8 

69.2 

Kisangiri Maharaj 

92-95 (3 yrs) 

113954 

102278 

89 7 

166 

46.7 

36.7 

Total 


1411145 

I33I7I8 

94.4 

9.6 

31.8 

58.6 


Siiune: Direcioriile of Irrigaiion Research and IX'velopment, Pune. 


Tabu- 8: Extbnt op pROp-n from Waip.« Charobs 


Name of the WUA, Reference Average Average Average Percentage 

District Period Annual Water Annual Water Annual of the 

Ch.Jges A.s.<ie.ssed Charges Paid Profil of Average 
by the WUA lo the Govi the WUA Annual 
(R.S) (R.s) (Rs) Profit 


Sri Dalta. Ahmednagar 

89-94 (5 yrs) 

90926 

40128 

50798 

126 6 

Laxmi-Narsimha, .Solapur 

92-94 (2 yrs) 

8.3450 

.57181 

26269 

45.9 

Bangiiitga, Nasik (Ozar) 

93-95 (2 yrs) 

44708 

26784 

17923 

66.9 

Jay Yogeshwar. Nasik (Ozar) 

92-95 (3 yrs) 

77.364 

49047 

28197 

57.5 

Mahatma Phulc. Nosik (Ozar) 

92-95 (3 yrs) 

31913 

17339 

14574 

83.9 

Sri Ram, Aurangabad 

90 93 (3 yrs) 

16973 

9562 

7407 

77.4 

Godavari. Nanded 

91-93 (2 yrs) 

118229 

78432 

.39796 

50.7 


Sourre: S No i lo .S IIM, Ahmedabad. December 1945 and Sr No 6 and 7, COM. 
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IMT period to 182.S ha per mme in the‘ Ozar based WUAs. Unfortunately here. 
post-IMT period. In both these cases,, figures are available for rabi season only, 
worse water use during the post-IMT These three WUAs together have us^ 
period may be on account of increase in 2,671 TCM of water during Rabi alone 
the area of crops like sugarcane, wheat and which constitutes 59 percent of the annual 

cotton. sanctioned quota of 4,505 TCM. The 

In term of use of per unit of water, doubt ari.ses because during rabi the three 
Shri Hanuman ranks first both before .societies have marginally exceeded the 
and after the IMT. It irrigates 582 ha per water use compared to sanctioned quota 
mmc of water before IMT and 369 ha per of water. Another WUA which has used 
mme after IMT. As regards the ranks of more than sanctioned water during rabi is 
other societies before IMT, the second I,axmi Narsimha which has used 1,106 
place goes to Sri Ram, followed by Dana TCM of water against an annual rabi quota 
and then Laxmi Narsimha. After the of 860 TCM. 

IMT the second place is occupied by During hut weathertwo WUAs, namely, 

Baliraja, followed by Datta and then Sant Laxmi Narsimha and Datta. have used 
Dhyaneshwar. more than the sanctioned water. Laxmi 

In case of use of water by the WUAs Narsimha has u.sed 873 TCM of water 
in relation to water sanctioned to them, against the .sanctioned hot weather (HW) 
it is found that only one WUA, i c, Laxmi quota of 620 TCM. Datta has used 455 
Narshimha, has taken more water than the TCM of water against the sanctioned HW 
quota sanctioned to it. This WUA on an quota of 283 TCM. 
average annually used 2,402TCM of water Another angle from which the WUAs 

againstanannualallocationof2.250TCM have been examined is the water charges 
.sanctioned to it. The other WUAs which levied on them by the irrigation dcpori- 
might have annually used more water than ment and the recovery made by the 
the water sanctioned to them are three department from them. In this respect data 

Tabu- 9 Y^arwisi-: PRonryLoss 

ICA 1989-90 1990-91 1991-92 1992-93 199.3-94 1994 95 199S-96 1996-97 Avuragu Average 

(in ha) Per Year Profit/Loss 

Profii/Los» Per Year and 
(R.S) Per ICA (Rs) 


Audumbar 

71 

(-)4SK4 

(-)6909 

(->12622 

(-122774 

(-)I1290 

NA 

NA 

NA 

(->116.36 

(->164 

Sn Datta 

.161 

26t.S7 

57693 

30392 

58262 

3447 

22458 

22560 

28550 

. 31215 

86 

Malganga 

261 


(-)1582 

30214 

22060 

47315 

54.332 

75601 

75602 

43363 

166 

Laxmi-Narsimha 

169 

- 

- 

- 

184.32 

2.5937 

NA 

NA 

NA 

22184 

131 

Banganga 

ISI 

- 

- 

- 

- 

(->41667 

30 

NA 

NA 

(-120818 

(-11.38 

Mahatma Phule 

238 


- 

- 

24618 

(-146100 

9053 

NA 

NA 

(->4143 

(->17 

Joy Yogfshwar 

417 

- 

- 

- 

532.54 

(-)5514() 

1.5783 

NA 

NA 

4632 

11 


Source: ,Si No I (o 3 COM, while Sr No 4 to 7 IIM. Ahinedahad study, December I99.S. 


Tabi t to AmKW’s Assf-SSMINT or -nth WUAs 

Name ul I he WUA, Who look the I,cad in Who Runs His Profession His Land Av Land Maintenance Extent ot Equity 


Vdlagc and Dixtricl 

Funning the WUA 

the Show 


Holding 
(in ha> 

Holding of 
Board of 
Directors (in ha) 

of Records, 
etc 

Internal 

Demo¬ 

cracy 

of Water 
Distri¬ 
bution 

Malganga. Nighoj. 
Ahinednagur 

WALMI and the 
presell t/scertiary 

Secretary 

Politician and 
farmer 

NA 

NA 

Fairly welt 

Very Little 

Low 

Sahajivan, Pata.s, Puue 

Irrigation Dupt and 

Ex chairman 

Present 

chairman 

Fanner and 
businessman 

10.10 

6.86 

Very poor 

High 

Low 

Sant Cyaneshwar. _ Chairman and his 

Jalke Budruk, Ahmednagar father (ExEE) 

Chairman 

Farmer 

16.20 

4.78 

Very poor 

High 

Medium 

Sn Gurudatlo. Akhalwoda, 
Aurangabad 

Chairman 

Chairman 

Businessman and 
fanner 

4 (Ml 

2..50 

Fairly well 

NA 

Medium 

Sn Rain. Akhatwada. 
Aurangabad 

Chairman 

Chairman 

Sarpanch. businessman 5.30 
and farmer 

2.60 

NA 

NA 

Medium 

Mahatma Phule, U/ar. 
Nosik 

Founder presidenr- 
cum-patron 

Chairman 

Farmer 

16.20 

.3.50 

Very well 

High 

High 

Veer Savarkar, Rut, 

Nasik 

Secretary 

Secretary 

Leader nf farmer 
moveinenl and fanner 

0 80 

4.20 

Very well 

High 

High 

Sn Hanuman, Erandgaon, 
Nasik 

Executive chainnan 

Chairman 

Leader of the fanner 
movement and farmer 

1200 

11.10 

Fairly well 

High 

Medium 


Name ut the 
.Society 


has been provided in Table 7 for the 10 
Societies. The first thing (hat strikes in the 
Table is a very high rate of recovery. Out 
of 10 WUAs, in case of 6 the recovery 
is 100 per cent. Only in case of 4 asso¬ 
ciation the recovery varies between 80 per 
cent and 90 per cent. The overall recovery 
in case of 10 WUAs is 94.4 per cent. This 
is a very high rate considering the fact that 
water rate recovery has been the most 
depressing feature of irrigation projects all 
over India. In his study of Kosi irrigation 
project in Bihar, the author had found that 
the recovery of water charges was annu¬ 
ally averaging at 42 per cent and as a result 
the actual recovery in terms of arrears was 
only 7 per cent {pant 1981]. However, 
what was significant was (hat the water 
charges annually collected were not even 
sufficient to meet the expenditure involved 
in the salary, etc, of the collection machin¬ 
ery. Con.sequcntly, there was no question 
of raising money forthe maintenance from 
the water charge,s. 

Given this bleak .scenario, it is hearten¬ 
ing to find such a gixid rate of recovery 
from WUAs in Maharashtra. An intcrcst- 
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ing feature emeiging from the Table is that 
die largest chunk of recovery comes from 
hot weather crops (58.6 per cent). Next 
to hot weather is Rabi crops which contri¬ 
bute 31.8 per cent of the recovery. Tlie 
lowest proportion of recovery comes from 
kharif crops (9.6 per cent). It is intcre.sting 
to note that while HW use of water contri¬ 
butes maximum to the government re¬ 
covery, in most of the project designs 
thereis hardly any provision of hot weather 
crops and hence rarely any provision of 
HW irrigation. 

There is a snag in the data presented in 
Table 7. The data refers to a limited pcritxl 
and it also does not tell the position with 
respect to previous arrears, if any. Tlic 
detailed data with respect to .Sahajivan, 
(.sr no 2) tells a different .story. In re.spcct 
of this WIJA. the IMT had taken place on 
March 1.1989. 'Pie arrears, in ca.',c ot this 
WUA during 1988-89 were totalling 
Rs 7,904 and at the cml of kharif I9%-97, 
the same had incrca.scd to Rs 83..508. 
Ttiis includes the period which is covered 
in Table 7. It w'ould. therefore, he diffi¬ 
cult to point out (he ulliniute recovciy 
position without the .irrears position In 
case of ,Sahajivan. it is possible that the 
recovery is I(X) |icr cent only in respect 
of current water charges levied during 
1992-96. 

The biggest nine defaulters in respect 
of .Sahajivan have a tot.il arrears to the tunc 
of Rs 35.000. Dunng the discussions at 
the site, an interesiing point emerged that 
the biggest defaulters were upper reach 
farmers, while the punctual payers were 
farmers inrclativciy tail locations. Among 
the nine top defaulter, those who owed 63 
per cent of arrears were located at the 
head. Another 21 per cent of the arrears 
belonged to those farmers who were 
located at the middle of the command ol 
the WUA. Finally those who owed the 
recovery of 16 per cent arrears were 
located at the tail. Another interesting 
point relating to nine top defaulters was 
that the top position was occupied by the 
cx-chairman who owed Rs I5.0(X) and 
fourth position belonged to the prc.sent 
vice-chairman who owed Rs 3.{MK) to the 
irrigation department 

In fact, in ca.se of Sahajivan, most of the 
members and the ofllce holders arc m 
favour of disbanding the WUA and had 
approached the executive engineer with 
a rc.solution passed m tliis re.specl. How¬ 
ever. the irrigation department did not 
favour the dissolution of tlie WU A because 
there were very few WUAs established 
under irrigation department and the depart¬ 
ment did not want the dissolution of those 
3^3As which have been established.' 


All angle from which WUAs need to be 
examined is whether or not these associa¬ 
tions make prorit out of water charges 
collaicd Irom the users? The same aspect 
has been ileali in Table 8 with respect to 
.seven WUAs. First thing that strikes about 
the Table is that all the WUAs are making 
profits out of water charges collected/to 
be collccied from the users. The annual 
profit vanes between Rs 7.407 in case of 
Sriram and Rs 50.798 in case of Sn Datta. 
The percentage of profit also vanes Irom 
the minimum 45.9 per cent in case of 
l.axmi Narsimha to 126.6 per cent in case 
of Sri Datta. Thus, both in absolute as well 
as pcrccmagc term.s, Sri Datta is making 
maximum profit out of the water charges 
asscsscd/coliccled from the water users. 
This is a hcalih> sign because as long as 
a WUA makes considerable profit out of 
water charges, they can maintain the 
subsystem at a satisfactory level. It would 
have been interesting to examine the 
position ol water charges collected by 
the irrigation department before the 
IMT and the ones '.ollcctcd after the 
IM r. Unfoiiun.iiely data m this respect is 
available only lor one WUA. namely. 
Malganga. 

In case ol Malganga. data for the water 
charges is available for three years before 
IMT( 1987-90) and lor lour years after the 
IMT(1991 95). The average annual water 
charges belorc IMT kharif were Rs 3.388 
which go up to Rs 5.536 aftei IMT reg¬ 
istering an iiH rea-sc of 63 per cent. During 
Rabi tlie average water charges before IMT 
were Rs 8,19,3 which go up to Rs 15.954 
alter IMT legiMcrmg an incrca.se of 95 per 
cent. The aveiagc water charges for the 
hot wcathei bclore the IMT were Rs 11,285 
which alter IMT shot up to Rs 28.388 
registering an increase of 152 per cent. 

During this period (July 1991 to July 
1994). (he irrigation department made an 
increase in the water charges [wr TCM. 
Tlic important question howc vei is whether 
or not thekinil of plienomcnul incieasc m 
the collection ol water charges witnessed 
in Malganga would have been possible 
without IM'f. It scemslhis kind of increase 
would not have been possible without 
IMT. However, bclore a definite answer 
could be given lo this question, more data 
in respect ol government collection from 
water charges Indore and after the IMT is 
needed. 

No doubt the WUAs are making profits 
Irom .he water i barges collected Irom the 
u.scrs. I'he more important point is what 
is the overall position of WUAs in relation 
to profit/loss. In Table 9, the data relating 
lo seven societies have been presented 
showing the overall position. Looking at 


the Table, it i.s found that out of seven 
WUAs. three arc running in loss while 
four are making profits from Rs 4.632 (Jay ; 
Yogeshwar) lo R.s 43,363 (Malganga). 
Thi.s position is nut very flattering but it 
seems the picture in respect of serial Nos 5 
lo 7 IS not a normal one. It is so on two 
counts. One. wc have very limited data for 
the Ozar based three WUAs. Secondly, 
the balance sheet provided by the chair¬ 
man of one ol the WUAs showed that each 
of the WUAs were making good profits 
liuring 1991-97 and that their total profit 
together whh grants amounted to Rs 2.31 
lakh. However, without grants the three 
WUAs do make a loss ot about Rs 2.1 lakh 
during 1991-97. The other loss-making 
WUA is Adumbar. In tins ease, the ICA 
seems lo be very .small compared to 
other as.sociations. Given the small si/e of 
ICA. there is every iikelihiHid that this 
small size i.s affecting the working in two 
ways. On the one hand, per ha income 
would be meagre and on tlie other, main- 
icnancc and management cost per ha will 
go up. 

.So far, the WUAs have been discus.sed 
m lenns of data obtained either from the 
irrigation department or Irom the WUAs 
themselves. As menlioni^d in the (ireced- 
ing, the author visited the sites of a numt^r 
ol WUAs^during October 7-18 in Maha¬ 
rashtra During these visits the author held 
detailed discussions with the tanners and 
office holders of theses WUAs. Apart 
from these, the author Jolted down notes 
based on his own observation regarding 
the working of these WUAs. Table 10. 
thus makes an as.scssmcnt of (he working 
ol WUAs visited by the author. 'Hie aspect 
covered m the Table have not been ex¬ 
amined so far. 

I'hc first (lung which emerges from the 
tabic IS that, whosoever might have ini¬ 
tiated action for the formation of a WUA, 
the one who runs the show has a direct 
interest m the benefits emanating from it. 
This is obvious from the fact that those 
who run the show have good size of land 
holding. I'hc only exception in this regard 
is Veer Savarkar. In this case the .secretary 
no doubt owns very meagre land but is 
an important leader of farmers' movement 
and is the .secretary of two other societies 
(.Sant Gyaneshwar and Baliraju) having 
olficcs m the same premises where Veer 
Savarkar is l(x:atcd. 

In terms ol woikiiig of the associations. 
It IS found that the majority of the WUAs 
cither maintain their records very well or 
fairly well. Out of eight associations, only 
two have very poor maintenance of record. 
In respect of internal democracy among 
members, it was found that only one 
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association was lacking in this trait. In¬ 
cidentally this happened to be so in case 
of Malganga which is rated as one of the 
most $ucces.sful WUAs in Pune region. 
Equity in water distribution is high in two 
associations (25 percent), medium in four 
(SO per cent) and low in two (25 per cent). 

Thus, judging the WUAs from a rather 
subjective and not easily quantifiable data, 
it is found that by and large these asso¬ 
ciations are working quite satisfactorily. 

CONCl-l'SION 

The objective of the paper was to make 
a rapid assessment of the impact of IMT 
in Maharashtra. Judging Maharashtra's 
coverage of area under IMT. it is found 
to be quite good since already in case of 
228 WUAs. irrigation management has 
been transferred to user farmers. Hius, 
already an urea more than 76,000 ha is 
outside the domain of irrigation depart¬ 
ment in matters of management. Given 
this targe extent of area, it will be ex¬ 
tremely useful to see the impact of this 
in relation to a number of parameters 
already mentioned in the paper. Even if 
it is not possible to measure the impact 
in terms of all the valid parameters, it is 
absolutely essential to see the impact of 
IMT in terms of some key parameters like 
water used, area irrigated, water charges 
collected by the. government and total 
income generated by the command area. 
All these needs to be examined in terms 
of a comparison of the position before and 
after the IMT. 

Unfortunately, no serious effort has been 
made to do this comparison except in an 
ad htK manner in case of few WUAs 
which are cited by every one, time and 
again. Lele in his conference paper (1998) 
has .summarised the findings of some of 
the studies carried out by him and his 
colleagues and llMl and IIM, Ahmedabad 
teams. But these again suffer from a lack 
of pre- and post-lMT comparison. 

In such a scenario, the author tried to 
lay his hands on whatever data he could 
get to provide some impact as.sessment. 
Based on whatever data could lie col- 
heted, it is found that WUAs have gen¬ 
erally increased their irrigated area mostly 
u.sing less water. Even in .such WUAs 
where more water has been used after the 
IMT, the per unit water u.sc (water use 
efficiency) is found to be higher after IMT. 
On another front. WUAs have done ex¬ 
ceedingly well and this relates to the 
revenue coining to the government from 
water charges. From the data available to 
us, it clearly shows that the recovery of 
water charges has considerably improved 
after the IMT. At the same lime, it is found 


that the WUAs have been chaigingamuch 
higher amount from their water users. 
This is a good sign because this will 
enable the associations to accumulate 
funds for the maintenance of micro struc¬ 
tures relating to conveyance of water at 
the WUA level. 

Another redeeming feature of WUAs is 
that a majority of WUAs are tunning in 
profit. Initially these associations may be 
doing so on account of management 
subsidy. However, even such organisations 
which have been working for over three 
years and where management subsidy has 
ceased to exist arc running in profit. 

Although the assessment made in this 
paper is not based on wide ranging data, 
the picture does show WUAs in a 
favourable light. However, to arrive at a 
conclusive manner, more focused analy¬ 
sis is needed with rc.spect to the position 
before and after the IMT in respect of 
WUAs which have completed at least 
four-five years after the IMT. It is felt 
that lead in this respect needs to be taken 
by the directorate of irrigation research 
and development, Pune, by doing an 
analysis of about iO per cent of the 214 
WUAs selected on a stratified random 
basis. This exercise will go a long way 
in understanding the impact of the IMT 
in Maharashtra. 

Notes 

[I wish to express my graiitude lo V W Ainbekor. 
retd director. Agriculture. UP for translating the 
Marathi terms into English and other suggestions.] 

1 The government of Bombay slate framed rules 

in 1947 for the formation of water panchayais. 

These panchayais were envisaged as 


intermediaries between the inri^alon and the 
depnnment whh some executive fimetions. 

2 In CAD projects a management subsidy is 
given by GOi to WUAs at the rate of Rs 100 
per ha for fira two yews and Rs 75 per ha 
for the third year. 

3 A retired irrigation engineer who hod been 
involved with IMT experiment in Maharashtra 
for a tong time has evolved a fivefold 
classification of WUAs. These are; (I) sahib’s 
WUA, (2) piidari/neia WUA, (3) WUA for 
highly deteriorating minor, etc, (4) anudani 
(for gaining grant) WUA. and (5) defaulter's 
WUA. 
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Agncultural TVade Policy and Export Strategy 

VSVyas 

This paper reviews the performance of Indian agriculture in the context of the development in agricultural 
trade especially agricultural exports internationally and outlines a strategy for augm enting India's agricultural 
exports. 


A STYLISED version of the changes in 
agricultural trade pattern during the course 
of economic development will suggest 
that with the growth of an economy not 
only does the share of agriculture in GDP 
decline so does the share of agricultural 
exports to the total merchandise exports. 
As the economy gets diversified non* 
agricultural commodities acquire greater 
importance in the product mix, and also 
in exports. Part of the explanation for the 
relative decline in agricultural commodities 
in the developing countries also lies in the 
rising share of proces.sed agricultural 
products. On the imports side, with larger 
share of purchased inputs in the input base 
of agriculture, the quantum of imports of 
inputs such as fertilisers, pesticides, farm 
machineiy, etc, rises. However, as the 
import intensity of agricultural production 
is low the earnings from exports outpace 
the outlay on imports. Most of the 
developing countries maintain a favourable 
trade balance in agriculture. 

India is no exception to these general 
trends, with a few special features. During 
last two decades India’s agricultural 
exports as a part of total merchandise 
exports have continued to decline from the 
preponderant position they occupied in 
the pre-independence period and in the 
early years of independence. Their share 
in the merchandise exports of the country 
in recent years (1991 -97) ranges between 
15 to 18 percent. But w i th theachievement 
of self-sufficiency in foodgrains and some 
other major agricultural commodities, 
which used to account for a large portion 
of the import bill, the overall imports of 
agricultural commodities have sharply 
declined. The outlay on agricultural imports 
as a proportion of earnings from agri¬ 
cultural exports has progressively declined, 
and the overall balance has become 
progressively more favourable. 

Contribution of agricultural exports to 
foreign exchange earnings is critical for 
a country such as India which faces a 
chronic balance of payment problem. With 
the growth in economy, specially with the 
growth of more import intensive sectors 
such as ‘industry’ the need for foreign 
exchange earnings from agricultural 
exports becomes increasingly more 


important. Expandingexportoppoitunities 
also mean bigger markets and higher vninr 
for their output. However, while thinking 
about expons of agricultural commodities 
in a poor country I ike India the i mplications 
of expon growth on domestic availability 
of agricultural produce, especially the 
foodgrains. cannot be overlooked. The 
moot question, therefore, is: how to aug¬ 
ment expon earnings without jeopardising 
the basic objective of fo^ security. 
Oi.scussion on these issues has, naturally, 
to take into account the new trade regime 
evolved after the Uruguay Rounds as the 
stated objective of the trading partners is 
to achieve economic efficiency and inter¬ 
national competitiveness through increaiied 
reliance on market forces. 

In the first pan of my presentation 1 will 
briefly introduce the external economic 
environment obtaining in the recent years, 
more .specifically after Uruguay Rounds. 
In the next part 1 will review agricultural 
trade policy as it hasevoivcd in our country 
in the recent years and account for the 
important factors which have shaped the 
policy. I will also examine whether there 
IS a need for any major shift in this policy. 
In the third part, I will look into the 
developments in agricultural trade .specially 
the agricultural exports at the world level 
in the recent years and discuss the 
performance of Indian agriculture in this 
respect. In the fourth and final part. I will 
try to .spell out the ingredients of a strategy 
to augment agricultural exports in the 
changing, and more demanding, global 
economy. 

1 

External Environment 

The economic environment for agri¬ 
cultural trade is changing in a remarkable 
way due to changes in the domestic policies 
as well as in international trade arrange¬ 
ments. A number of scholars and prac¬ 
titioners have commented on the move 
towards the policies on liberalisation and 
globali.sation and their implications tor 
agriculture in our country (Bhalla 1994]. 
I will briefly touch upon the developments 
at the international plane and their 
implications for the agricultural trade. The 
international developments relevant to 


agricultural trade arc taking place at tw 
levels. One, several groupings of th 
countries are emerging with the objectis 
of forming unified trade blocks, startir 
from EEC and ASEAN to more rccei 
attempts at forming North American Frc 
Trade Agreement (NAFTA) and Soul 
American Free Trade and Agrcemei 
(SAFTA) and, of course, South As 
.As.s{Kiation of Regional Co-operatic 
(SAARC). Second, and probably moi 
important, development is the signing < 
various agreements as a result of tf 
Uruguay Round of trade negotiations, 
shall comment on the latter of these, tw 
developments mainly because the Unigui 
Round ha.s now more or less universj 
coverage in tenns of the countries agreein 
to its covenants. Also, becau.se varioi 
trade blocks would, hopefully, converg 
on a global trading system initiated by th 
Uruguay Round. 

Tlie significance of the Uruguay Roun 
agreements can be appreciated once it i 
recogni.sed that forthe first time agricultin 
is brought under the General Agreemei 
on Trade and Tariff (GATT) disciplim 
Until the present round of trade negot 
ations the contracting parties to GATT ha 
reconciled to a waiver on agricultural trad 
obtained by the US, which was also use 
by all other countries. The situation hi 
changed, ironically, at the instance of th 
US which, in fact, pleaded for complei 
removal of all interventions in agricuiUii 
(the so-called ’xcro-option’). The proposal j 
to bring agriculture underG ATT discipline | 
evoked a responsive chord in several; 
countries which were concerned with the 
rising burden of subsidies in their budgets. 

After lengthy and tortuous negotiations 
under the Uruguay Round, agreements' 
have been reached on several important! 
areas. These include: (a) reduction in farm 
subsidies; (b) enhanced market access; 
(c) limitson public stock holdings of grains 
for food .security: (d) sparing use of sanitaiy 
and phytosanitary import harriers; and 
(e) introduction of intellectual property 
rights.' I 

It is relevant to note here that the Indus* i 
trial ly developed countries made com-1 
mitments in regard to ail these provisions,^ 
and gave an assurance that concrete steps 1 
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* would be taken between 1995 and 2000 
*to redeem their obligations. For the 
' developing countries the implementation 
! period is longer and the extent of reforms 
' islessdemanding. Special provisions have 

* been made in favour of the least developed 

* countries. Provi.sions have also been made 
to as.si.st heavily importing countries to 

‘ tide over the difficulties during the 
’ transitory period and to reduce possible 

* negative effects of trade liberalisation on 
' these countries. 

The Uruguay Round agreements are a 
milestone in the development of the 
! international trade in agricultural cum- 
' modities. flowcvcr. the exact outcome of 
' various provisions of the agreements on 
[ the developing countries is difficult to 
j foresee; partly becaiisi' of great complexi¬ 
ties of provisions and instrumentalities in 
‘ the agreements which could subject it to 
' a variety of inlcrprotalions. Even the highly 
' simplified version which I have presented 
' will not permit one to arrive at a derinitc 
conclusion on the not outcome of the 
agreements. This is mainly because a lot 
' depends on the developed countries 
subjecting themselves to the implicit 
discipline of such agreements. Taking a 
more optimistic view, and making some 
heroic efforts, a few scholars have tried 
to foresee the results of thc.se agreements 
' on a priori grounds [Anderson and Tyres 
1990; Goldin ct al 1993; Brandao and 
Martin 1993). Not surprisingly, they have 
' not come up with a unanimous conclusion 
One may speculate, again on a priori 
grounds, on the likely effects ol the agree¬ 
ments on the agriculture of the developing 
counlrics. In spite of all the loopholes, it 
IS quite likely that the agreements wi II help 
in reducing the amount of subsidies enjoyed 
by the agricultural producers in the 
developed world. This would mean that 
the price of agricultural commodities 
produced and traded by the developed 
countries will rise in the international 
marketplace. Since the bulk of agricultural 
production in these countries is accounted 
for by (temperate) ftxidgrains, especially 
cereals (and there too, mainly, wheat and 
corn), prices of cereals arc likely to rise. 
If we were to continue as wheat importers 
this could result in an inflation-induced 
demand for wage rise, and would have 
deleterious effect on the pace of indus¬ 
trialisation. On the other hand, this would 
also act as an incentive for the domestic 
food producers to embark on production¬ 
raising efforts. The net outcome will 
depend on the supply elasticity of 
foodgrains production, llie latter is high 
in the situation of developed infrastructure. 
Slock of relevant technology, andclficicnt 


market institutions. Developments inthese 
areas, even in the best of circumstances, 
will take some time. In the interim, the 
developing countries, particularly the fotxi 
importing ones, will face an economic 
bind. The .steps which are necessary not 
only for short-term relief, but also for 
equipping developing countries, including 
ours, to take long-term advantage of a 
liberal international trade regime in 
agricultural commodities should, in my 
view, include the following; 

(i) Macro economic reforms which 
discourage high tariffs and overvalued 
exchange ratesare beneficial to agricultural 
trade and need to be continued. 

(ii) Adjustment of agriculture to a more 
liberal and global economy should be 
attempted carefully. A firm beginning 
could be made by dome.stic economic 
reforms. especially by encouraging liberal- 
isation. deregulation and dc-bureau- 
cra*.i.sation within the country. 

(iii) Implicit taxation of agriculture 
through price discrimination should be 
avoided. International pricescould be u.sed 
as referral for this purpo.se, although no 
.sanctity need be attached to the border 
prices. 

(iv) Nothing .should be done to impair 
RxkI security and poverty alleviation efforts 
in the process of economic reforms. 
Adju.stment in the food .sector should be 
gradual and non-doctrinaire. 

India together with other developing 
countries shmild develop GATT consistent 
instruments to protect our intcrc.sts. litis 
is important because the next round of 
trade negotiations are on anvil, and we 
should not be caught unprepared [Vyas 
1994], 

II 

Agricultural Trade Policy 

India like several other large countries 
is not an export-oriented economy. This 
is particularly true of agriculture. In recent 
years the ratio of agricultural exports to 
agriculture GDP has seldom exceeded 3 
per cent. This in itself is not a disqualifi¬ 
cation. Nor, if the example of the African 
countries is an indication, is a high export 
to GDP ratio a blessing in itself. The 
importance of exports as an economic- 
activity h-'s to be judged by the objectives 
it .serves. 

India’s foreign trade regime till the 
reforms initiated in 1991 was primarily 
dictated by two important considerations, 
a quest for import substituting indus¬ 
trialisation and concern for dwindling 
foreign exchange resources. The major 
instruments u.scd to implement these policy 
goals comprised quantitative restrictions. 


heightened tariffs, surchaige on imports, 
rebate on exports and severe restrictions 
on foreign exchange transactions. There 
were phases in which these provisions 
were relaxed. Yet the basic characteristics 
of an inward looking import substituting 
policy frame remained more or less intact 
[Srinivasan 1998], The instrumentality of 
canalising a large part of exports and 
imports reflected the other element of 
developmental thinking, i e, an implicit 
distrust of the private sector and an implicit 
faith in the bureaucracy to achieve the 
stated goals of development. 

All these ingredients of overall trade 
policy applied to agricultural trade, 
e.spccially till 1966-67. i e, the second year 
of serious droughts of the mind-1960$. 
Till then agricultural trade was also 
subjected to a regime of quantitative 
controls and other state interventions to 
con.scrve foreign exchange. However, 
while in industry the policy of import 
.substitution was clearly manifest, in 
agriculture the trade policy was designed 
to pursue twin objectives of foou seff- 
sutTicicncy and promotion of exports of 
the .so-called ‘commercial crops’. In regard 
tortgulation and control, agricultural trade 
was noexception. The role of StateTrading 
Corporation (STC) and the co-operative 
fcdcration.s was emphasised as canalising 
agencies for agricultural exports. Public 
.sector agencies were given an equally 
important role in the imports of inputs, 
particularly fertilisers and chemicals. 

In the second pha.se, starting from the 
mid-196Us this policy was pursued more 
rigorously, and food self-sufficiency 
became the comer stone of the development 
strategics in agriculture. Two severe 
droughts, in 1965-66 and 1966-67, and the 
difficulties in importing foodgrains from 
food surpluscountries- mainly the wcstehi 
countries - forced the policy-makers to 
opt for a policy of ftxxi .self-sufficiency. 
Normally, an import .sub.stitution policy 
leads to high unit cost of production. 
However, mainly because of the avail¬ 
ability oi a high-yielding technology in 
cereals, not only was the food .self- 
sufficiency achieved, the country could 
bridge the gap between demand and supply 
of foodgrains without raising the real cost 
of production, a fact which is generally 
not appreciated. In fact, along with higher 
yields the unit cost of production of superior 
cereals came down and benefits of growth 
in pixxiuctivity could be .shared by the 
producers (in terms of higher income) and 
consumers (in terms of stable prices) in 
an equitable manner [Vyas 1990]. 

This policy continued till 1991. Since 
then some questions have been raised about 
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pursuing the policy of food self- 
sufficiency. It is now suggested in some 
quarters that there is enough justiHcation 
for opening up the food sector to inter¬ 
national trade based mainly on the 
considerations of comparative costs, the 
latter reflected in the border prices. 

The strategy of food self-sufficiency is 
being challenged mainly on three groups. 
Firstly, it is suggested that with the new 
economic regime brought in by the 
Uruguay Round of agreements, developed 
countries will also have to withdraw 
subsidies for agricultural products and. 
therefore, there will be a level playing 
field, andexistingdistortionsin agricultural 
trade will be removed. Secondly, it is now 
generally accepted that fexxi security mcan.s 
entitlement to food and, therefore, if the 
country can earn foreign exchange, i mport 
comparatively cheaper foodgiains and 
distribute it equitably, the country as a 
whole as well as the poor will benefit 
more. Thirdly, it is suggested that unlike 
in the I9S0sandthc I960swhenfo<xlgrains 
surplus was mainly concentrated in the US 
and a few other developed countries there 
is more widespread distribution of 
tradeable quantities of foodgrains. There 
is hardly any country which is in a mono¬ 
polistic position. In any case, it i.s argued, 
with big players in the I oodgrain marketing. 

I e, the large multinational companies, 
governments’ capacity to dictate trade 
pattern on political considerations has 
considerably weakened. 

While there is a compelling case for 
instituting a liberal trade regime in agri¬ 
cultural commodities, there are certain key 
considerations which cannot be wished 
away. Agricultural commodities can be 
broadly divided into two categories, food 
crops and non-lood crops. Ihe distinction 
between the two is not finn but under¬ 
standable. There is an established policy 
ot encouraging exports in commercial 
crops, and it has to continue. There arc. 
however, several reasons why the policy 
of food self-sufficiency which largely 
applies to .se}f-.sufficicncy in principal 
cereals, i c, wheal and rice, has to continue. 
The major considerations justifying self- 
sufficiency in principal tcKxIgrains arc the 
following. Expenditure on foodgrains. 
mainly cereals, accounts lor over 40 per 
cent of the expenditure of the bottom onc- 
third of India's population. Any fluctua¬ 
tions in foodgrains prices will result in 
undue hardship for this section of the 
population. Price elasticity with respect to 
prices of cereals was estimated at -0.493 
for the very poor and -0.409 for the poor 
in the rural area.<. Corresponding figures 
for urban areas for the two groups of the 


poor population ate -0.313 and -0.166 
(Radhakrishna and Ravi 1992). It is now 
well established that international prices 
arc lar more volatile than domestic prices 
(Nayyar and .Sen 1994: Bhalla 1994). 
Therefore, allowing foodgrains imports to 
any sizeable extent will be tantamount to 
importing price instability. 

It is not only as consumers but also as 
producers that Ihe poor have a .stake in 
maximising Irxxlgrains production. The 
bulk of the poor are in the rural areas. Tlieir 
livelihood depends on the growth of 
agriculture Cuncntly. foodgrains occupy 
nearly 68 per cent of the cropped area and 
account for the .same weight in output, 
'fhere is a gradual shift in production from 
fcKKlgrains to non-foodgrains in which, 
presumably, poor cultivators are also 
participating. However, the agricultural 
economy, particularly the economy of the 
small and marginal farmers is not resilient 
enough to enable poor farmers to make 
dra.stic switches from food crops to non¬ 
food crop!. Within a short period. The 
switch from agriculture to non-agricullurat 
production will be even more slow and 
gradual. 

On the supply side, it has to be recognised 
that the toodgrain .surpluses in food 
exporting surplus countries arc not 
adequate in meet the demands of the large 
countries like India and C3iina to any 
nicasuiabic extent. India'.s fiuxi require¬ 
ments by year 2(KK) arc expected Ui be in 
Ihe order ol 210 (209.4) million mcinc 
tonnes I Kumar and Mathur 1997). The 
wheal requirement alone i.s estimated at 
71 million tonnes and rice requirements 
at 88 million tonnes. The prcxiuclion of 
wheal in 199S was estimated at 60.8 million 
tonnes and of rice at 78 million tonnes. 
If prtxluclion of wheat and rice were to 
be frozen al the I99.S level, and the rest 
were to bo imported, we will have to 
imiKirt not less than 10 million tonnes of 
rice and wheat each by the year 2000. On 
the other hand, global cereal .stocks have 
declined to 14 per cent of the estimated 
consumption requirements in 1995 96. 
FAO considers 17 per cent of stocks as 
critical mininmm. i e, a safety-margin for 
world food security. In the last year or so 
world stock of cereals have improved, mil 
still remains below the safety level of 17 
per cent IPiiisirup-Anderson, et al 1997). 
With progressively larger demand Irom 
Chma,^ and di sruption in cereal production 
in f(>rmcr .Soviet Union, any ri.se in India's 
demand for cereals would result in a rapid 
increase in the cereal prices. Thus, there 
is no escape from encouraging kxKigrains 
production in the country, at least for the 
coming few years. The imports of more 


than a marginal quantity does not providi 
a viable solution. 

A question which is not directl) 
addressed is whether the food surplus* 
developed countries have the capacity 
and the economic rationale to keep 
increasing their exportable .surpluses in 
foodgrains. More .so. once the prop of 
subsidies is gradually withdrawn under 
the new international trade regime. 
Unfortunately, we do not have any syste¬ 
matic study on the .supply response ol 
fotnigrains in developed countries. Unics! 
one as.sumcs (hat agriculture has. and will 
continue to have, comparative advantage! 
over, .say industry, in these counirie.s. il 
is unrealistic to assume that dcvctopcc 
countries can he relied upon to meet the 
progressively enlarging demand loi 
foodgrains of a country such as India b) 
putting morerc.sourcc.s in iheiragnculture 
and without seriously escalating Ihe prices 

Tlie other major consideration is flit 
availability of foreign exchange to meei 
fotxlgrai ns imports. The exportable .suiplus 
of fmxlgrains, particularly wheal is still 
concentrated in five developed countries, 
the US, France, Canada. Australia and 
Germany, which accounted for nearly 73 
per cent of the total exptms of wheat in 
the triclinium ending 1995. The situation 
is better in the case of rice as all majoi 
exporting countries, except the US are 
from the developing world. TKc country 
will have to augment its foreign exchange { 
earnings manylold to enable il to import 
foodgrains, especially wheat. Even iff 
foreign exchange re.sourccs are available, i 
there arc much heller uses for the.<ie | 
resources, c g, in (he imports of indu.strial | 
raw matctials, etc. So long as the other | 
'commercial crops’ do not generate | 
measurable foreign exchange surplus, over ’ 
and above the cost of imports of agricultural | 
inputs the country cannot afford to divert | 
foreign exchange resources to import large | 
quantities of foodgrains. Lastly, the! 
political implications of dependence on * 
imports of foodgrains, most of which have 
to te bnrught from the developed countries, 
should not he underestimated. The post- 
Pokharan sanctions have once again lemin-! 
ded us that we arc living in a unipolar; 
world in which one country has a decisive ^ 
voice. I 

There is no escape ti .'ii expanding | 
fixxlgramsprod'i' ;>.>ndumcsiii:allyU)ineet ] 
tlie I'.). ' v’qiK.rcmcnts for lood. Marginal | 
imports ol Uxxl. say. one to two million 
tonnes in the total requirement of 200 
million tonnes does not vitiate the above 
arguments. Nor docs a ‘switch* trade of 
a few hundred thousand tonnes go against 
the tenets of lood self-sufficiency. 
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However, tooa seu-sutticiency is not a 
matter of faith. Wc can review the policy 
when the following conditions are met; 
(i) When expenditure on food becomes 
a minor part of the consumers’ budget, 
especially the budget of the poor, 
fii) Whenfo^productiondocsnotremain 
the main source of livelihood for the 
small and marginal farmers; 
(iii)Whcn non-food exports become 
sufficiently buoyant to generate 
enough foreign exchange surplus; 
(Iv) When the country has enough buffer 
stocks to ward off any signiHcant price 
fluctuations imported from external 
sources; and 

(v) When there arc nuinerou.s and assured 
sources of supply to cope with any 
sizeable short-fall in domestic food- 
grains production (Vyas 1994). 

Ill 

Prospects of Agricultural Exports 

All this does not minimise the need for 
augmenting exports. Traditionally planta¬ 
tion and the fibre crops occupied the 
primary position in the agricultural exports 
of our country. Cereals, and in the later 
years oilseeds, occupied a dominant posi¬ 
tion in the imports. From the beginning 
ol the planning era a t wo-pronged approach 
to the international trade in the agricultural 
commodities became evident. Ibe major 
thrust of the policy was towards imports 
.substitution in the foodgrains area. As 
against thi.s, non-f(x)d commcxlitics. which 
in common parlance are referred to as 
‘commercial crops’ were identified for 
export promotion. As 1 have mentioned 
earlier, there were justifications for two 
different norms in relation to these two 
commodity groups. 

Important changes are taking place in 
the demand and supply of fwidgrains in 
our country which has prompted some 
people, who arc willing to accept the 
strategy of food self-sufficiency in the 
time of fiKxigrains deficit, to question the 
same strategy once wc have fotxigrains 
surplus. They advocate that India should 
not aspire to become a major fixulgrams 
exporter. This position also needs to be 
examined carefully. It is .suggested that for 
following masons, wc may have exportable 
surplus in f(H>dgrains: 

Although the rate of growth in foodgrains 
production in the I99(K is slower comp.ved 
to the rate of growth in the 19K0s it is .still 
ahead of population and income-induced 
demand for foodgrains. 

The intake of fmxlgrains m general and 
cereals in particular is at a much slowei 
pace than was anticipated by the planners. 
As arcsult margin between the availability 


0 f cereals in relation to demand, year to 
year fluctuations notwithstanding, is 
widening with foodgrains supply outpacing 
the demand. 

The real cost of buying a kilogram of 
foodgratns. say wheat, is lower today than 
it was earlier. This suggest that slackening 
of demand is not due to higher prices but 
due to achangc in the structure of demand; 
latter induced by the growth in income as 
well as by nun-economic factors, such as 
urbanisation. 

Surplus of supply over demand is 
particularly noticeable in the superior 
cereals, i e, wheat and more particularly 
in rice, matniy because of the availability 
ofhigh-yieldingtechnologyinthcsecrops. 
This technology is not yet fully exploited 
and one can expect a further increase in 
the output of these crops. 

If the export.s of cereals is considered 
as ‘rcsiduaP after meeting the domestic 
demand on the grounds I have argued 
earlier, then iheca.se foranexport initiative 
in foodgrains will hinge upon the 
emergence of genuine surplus in the grains. 
Without dependable ’surpluses’, at this 
stage of development, it will be premature 
to give a go-bye to the policy of food self- 
sufficiency. Thus, in order to launch a 
strategy tor exports of foodgrains first we 
mu.st ensure that them would be distinct 
possibility of surplus emerging in the 
foodgrains sector. Assuming that the rate 
of growth in foodgrains production will 
continue at the rate of 3 per cent per 
year or so, which given the nature of 
domestic demand will be adequate to 
meet our foodgrains requirements, what 
should be our strategy for the disposal of 
surpluses in the foodgrains sector? For 
this purpose wc need to look into the 
possibilities for each of the major cereals 
separately. 

A carefully done study has shown that 
we do not have any comparative advantage 
as wheat exporters [Reddy and Badri 
Narayanan 1992). Besides, as I have 
mentioned earlier the competition for this 
crop will he provided by the traditional 
wheat exporters, i e. by the developed 
couiunc.« such as the US. Canada and 
Australia. True, compliance to WTO con¬ 
ditionalities may blunt their competitive 
edge w'ith progressive withdrawal of 
subsidies, there are various ways in which 
they coulo .mppnrt their wheat producers 
and make it difficult for us fo compete.^ 
In case of wheal if we have genuine 
‘surplus’ after meeting our domestic 
demand, wc should encourage diversion 
of re.sources to other competing crops, or 
out of the agricultural sector, rather than 
embark on a quest for becoming a major 
wheat exporter. 


we nave aisuna aavaniages in nee, am 
can emerge as moderate exporter of rke 
Itisoneofthefewagricuittnalcommoditie 
where the domestic and foreign price ratit 
has remained in country’s favour in reoen 
years (Reddy and Badri Natayanan 1992] 
At the same time we should recognise tha 
marketable surplus in rice is limited, ant 
the price elasticity of rice is very higi 
[KahlonandTyagi 1983].lnthem8jorrici 
growing states, the existing inverst 
relationship between size of farms anc 
area under rice docs not promise a sub 
stantial marketable surplus. This mean: 
that a small drawl from the domestic 
markets would give rise to disprop.. 
tionatcly high prices. Rice is the staple 
food of the majority of the people. Ever 
a small rise in the price will affect tht 
living standard of the large, vulnerabk 
sections (Chellaraj et al 1992]. 

In order to establish ourselves as rict 
exporter and at the same time to safeguart 
fmx) security of the rice consuming popu 
lation in the country wc need to develof 
a different strategy. While continuing tht 
export of basmati rice targeted mostly tc 
We.st Asia, and to NRls in Europe and the 
US we should recognise that there is : 
limit beyond which we will not be able 
to export basmati and other fragraui 
varieties. The real market for rice is ir 
southeast asian countries.eg, in Indonesia 
Malaysia and Philippines and in east asiar 
countries, i e, Japan and South Korea 
where rice is the staple cereal. It .seem: 
that the principal rice exporter to these 
countries, ie, Thailand has reached a plateai 
in rice exports [Chaowagal 1996] while 
the demand for rice in the countries listet 
above is slowly but steadi ly ri.si ng.^ Further, 
the rice markets in Japan and South Kores 
which were till recently virtually ‘lockec 
up’ are bound to be opened. If we want 
to be a major player in the rice market we 
should develop varieties which are pre¬ 
ferred by the consumers in these counirier 
and then market them vigorously. Ever 
with inadequate preparations we could 
market more than three million tonnes ol 
rice in 199.5-%, admittedly due to for¬ 
tuitous circumstances. There are distinct 
possibilities of raising the exports to a 
couple of million tonnes, if we look intc 
the problems and issues in rice exports in 
a systemic perspective [Datta 1997]. 

The other cereals, i e, barley, maize and 
millet are u.sed mainly as cattle feed in the 
developed countries. Barley and maize are 
also demanded as industrial raw materials. 
Demand for these cereals is increasing 
much more rapidly than for rice or wheat 
with increasing share of animal products 
in human diet in the developed as well as 
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fn developing coumries. However, with 
low productivity we do not have com¬ 
petitive edge in these cereals. If we wish 
to tap the expanding cattle feed market in 
the world we will have to raise productivity 
in these cereals and also change to varieties 
to suit international demand. In India these 
cereals are grown mainly as food crops by 
small farmers and mostly on infertile lands. 
Progressively more and more area under 
these crops should be brought under 
varieties which are suitable as cattle feed. 
Technical possibilities of raising pro¬ 
ductivity level in these so-called ‘inferior 
cereals’ are high. High-yielding varieties 
are being developed in maize in col¬ 
laboration with CIMMYT. We have 
developed ourown high-yielding varieties 
in millets. The.se varieties need to be given 
as much importance in iHirextension efforts 
as high-yielding varieties of wheat and 
rice received in the hey-days of green 
revolution. There is an added advantage 
in increa.sing productivity in these crops 
in terms of equity, as these crops are, 
generally, grown by the poorer sections of 
cultivators and in backward regions. An 
increase in their productivity.and in value, 
will benefit disadvantaged sections. 
Already, due to the prospects of good 
market and higher prices, large areas are 
being diverted to high-yielding irrigated 
maize. This tendency should be encouraged 
with an eye on generating surpluses for 
exports. 

The second group of commodities to be 
considered as thrust area are our traditional 
export commodities, namely, tea, coffee, 
cotton, oilseeds and cakes, tobacco and 
sugar. Among these commodities both 
tobacco and coffee have a dynamic 
demand. We have not been able to make 
full use of this surge in demand because 
of low productivity. There is need to 
earmark these crops, especially tobacco, 
as special crops for exports. Tea which is 
still one of tnir important export com¬ 
modities is stagnating in the international 
markets both in terms of prices and 
quantities. This is partly due to the demand 
factors - intcniational demand for tea is 
lagging behind the demand for other 
beverages, especially coffee, at the same 
time domestic demaitJ for tea is rapidly 
increasing - but mainly because we have 
not been able to impart elTicicncy in 
production and marketing of tea as much 
as some of our competitors have been able 
to do [Chiranjeevi 1994], India .should 
continue to aspire iutd work fora leadership 
position in this crop. 

Among our traditional agricultural 
exports two commodities, namely, cotton 
and sugar are problem ridden. This is 


mainly because cf uncertainty and fluc¬ 
tuations in the production. The uncertainty 
is further exacerbated because of ad 
hocism, if not due to the pressure from 
powerful vested interests, in designing the 
export policies. Without stabilising the 
domestic supply base there is no point in 
emphasising sugaras an export commodity. 
Unless a base of assured supply 1 j c. eated 
it will be difficult to compete in the 
international market. In case of cotton 
possibility docs exist to keep our presence 
in the intcmalional markets [Acharya 
1996J. However, in order to exploit our 
comparative advantage in this commodity, 
we have to minimise wide year to year 
fluctuations which are induced as much 
by natural phenomena as by the inept 
export policies. 

In refining our export strategy more 
important considerations should be given 
to what wc may call the ‘dynamic 
commodities' in international trade. To 
identify such commodities I have looked 
into the growth of world exports in different 
commodities during the period 1989 to 
1995. Among the major agricultural 
commodities which have shown high rate 
of growth, the following are notable; 
Tobacco unmanufactured, milk and milk 
producLs, rice, fruits and vegetables, coffee, 
soyabean and soyabean oil, oilseeds, cakes 
and meals. 

India’s share in these commodities is 
very small except in two commodities, 
namely, tea and rice, besides, India 
accounts for nearly 8 per ceitf of world 
exports in oilseed cakes. In rest of these 
'dynamic commodities' our .share is 
negligible, in many cases non-existent. On 
the other hand most of our traditional 
exports, except rice (which in any case is 
a new entrant in agricultural exports) are 
stagnating, if not declining. 

If we want to make our agriculture 
exports a major plank of export strategy 
it is important to concentrate on the 
commodifies which constitute the dynamic 
group, especially tho.se as milk and milk 
products where wc have distinct com¬ 
parative advantages. India is the second 
largest producer of milk. In terms of 
resource u.sc efficiency, its cost of prv>- 
duction is the lowest among the major 
dairy producers except New Zealand. 
However, as I will try to indicate later the 
low cost of production is only one of the 
factors to impart a competitive edge. Theie 
are equally important questions of quality 
and reliability 

Export operations arcesscntially private 
sector operations. Traders in agricultural 
commodities will always seek oppor¬ 
tunities to make profitable deals. So long 


as their interetus do not conflict with witter 
national objectives they should have 
fredom to do so. It was not my intention 
to narrow down the list of exportable 
commodities. My purpose was to illustrate 
some of the key considerations which 
government .should keep in view while 
developing an export .strategy. To sum¬ 
marise, following could be used as 
guidelines; 

(i) Commodities such as cereals deserve 
onexport thrust only after the domestic 
demand is satisfied. 

(ii) Commodities with large fluctuations 
in the supply or in prices (cotton, 
sugar) should be traded with caution, 
unless compcn.saiory mechanisms arc 
put in place, such as forwaid trading 
to compensate for the risk and 
uncertainty. 

(iii) Commodities where wc have dynamic 
comparative advantage, such as fruits 
and vegetables (because of diverse 
climate and soil conditions), and dairy 
products (because of large cattle herd 
and low cost of production) should 
receive special attention. 

(iv) The varieties which have expanding 
world markets (rice for the east Asian 
markets, millets for cattle feed, and 
maize and barley as industrial raw 
materials) should be given high 
priority in our export strategy. 

(v) There should be some consistency, 
and long-term thinking, while 
designing the export policy. An 
ad hocism or surrender to vested 
interests (sugar and cotton export 
policies illustrate) can do severe 
damage to our export prospect. 

IV 

Elements of a Strategy 

India's export efforts have to be made 
in an environment which is characterised 
by progressively more openness and 
competitron. Corollary to that is the need 
for customer orientation, quality con¬ 
sciousness, timclinc.ss and reliability, and, 
of course, competitive prices. Indian 
exporters of agricultural products have to 
go a long way to establish their .superiority 
on these counts. Some of the important 
aspects which deserve special attention 
arc as follows; 

One cf the major ham.'iiap'. (as-cd by 
Indian exporters is llic lack of information 
on tile key aspects ol exportable com¬ 
modities and relevant developments in the 
export markets. The exfiortcrs may be able 
to gather partial, and not ncces.sarily 
accurate, inturmaiion on prices, supplies 
and demand for the commodities they arc 
dealing with, ami may have some general 
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idea about the cost of ancillary operations 
in transport and handling. Such partial and 
inaccurate information is not a substitute 
to timely, comprehensive and systematic 
information. As for as the agricultural 
producers are concerned their information 
on these matters is minimal. Even the 
policy-makers arc not fully aware of the 
developments inour client countnes where 
we may have interest either as exporters 
or as importers. Wc do not have systematic 
collection of relevant data; most of our 
information is based on the newspaper 
reports or on routine dispatches from the 
concerned .sections of ilieembassics There 
is a need to have a norlat point both at the 
centre and in the states fur t ollectmg and 
collating all relevant intorinatiori tor the 
commodities in which we wish to play a 
role. Equally importani is lire disseminal ion 
of this informnlion. In this respect the 
agricultural marketing boards and com¬ 
mittees. which many of you arc repre¬ 
senting here have a signiUcanl role. The 
linkage between the nodal agencies at the 
centre and the states and the marketing 
committees at ilecentrali.scd levels has to 
be firmly esiablished 

Agriculture is becoming progressively 
more knowledge- and skill-based activity 
which also gels reflected in agricultural 
trade. It wc want to make a dent in agri¬ 
cultural exports wc .should ensure a tiim 
support liom agricultural research and 
technology. Pari ol the reason of our losing 
grounds in mirconvcniional export crops, 
say tea, is the stagnation in pioductivity 
When it comes to the newer products, 
apart trom a high level of priKliiciivity the 
need for encouraging specific qualities in 
the prtxlucts becomes important. As I have 
mentioned earlier, i f we want to be a major 
exporter in rice we have to think in terms 
of developing varieties which arc preterre J 
by the south east Asian and ca.si Asian 
countries. Similarly, we have to develop 
the mai/e and barley vaticlies which can 
be used profitably as industrial raw 
material. There is an equally urgent need 
to develop varieties in millets which can 
.serve as gwal cattle feed Without a pioper 
research base it will not be possible for 
us to play a significant role in the emerging 
markets. But with proper re.search support 
the possibilities arc immense. 

Generally, it is pmpo.sed that if wc want 
to have a competitive position in 
agricultural exports we will have to revise 
our norms of land ceiling. It is contended 
that only large fanns will be able to give 
the output of dc.sire(l quality, unilormily, 
etc This is a false notion. Nowhere in the 
world the large farmers enjoy superiority 
as primary protluccrs. In most of the 


circumstances there is an adverse 
relattonshipbetwcen size and productivity; 
in some very special circumstances the 
primary production may be neutral to scale. 
It is true that mo.si of primary products 
need proper handling, sorting, grading and 
initial pnicessing particularly when they 
have to be exported, and these operations 
have scale economy. The solution is not 
large farms hut specialised agencies to do 
precisely these tasks. In a very large number 
oi countnes where .such prr^ucts as fruits 
and vegetables or dairy products arc 
exported in bulk the primary production 
is left to the small producers, but there are 
organisations at the .secondary level which 
bring in the required degree of experti.se 
and .specialisation. 

'I hriiugh various arrangements ranging 
from co-operatives lo contract farming the 
small farmers can contribute to agricultural 
surplus without being dispossessed of their 
meagre land base. Examining these 
possibilities at the instance of FAO, by 
looking into the co-operative arrangements 
for processing in a large number of 
countries in Asia, Europe and America, 
wc found that with proper organisational 
support at the secondary level si/e of 
operational holding was not a handicap 
even for the sophisticated prtxiucts [Vyas 
and Krusc-Rodcnacker 1974], Within our 
own country the .succe.ss of the dairy 
industry as well as the sugar industry 
illustrates this point. What is required 
therefore is to organise appropriate 
sccondaiy organisations and equip them 
with adequate rc.sourccs and expcrti.se. At 
the same time the arrangements which 
these agencies ntake - be they public, 
private or co-operative organi.saiions - 
with the primary producers have to be 
open, transparent and mutually beneficial. 
A two-ticrorguiiisation for production and 
processing of exportable agricultural com¬ 
modities IS a practical solution which will 
prove economically viable, and will not jeo¬ 
pardise the intcrcstsot the small pnxluccrs. 

Exports of. what I have described as 
'dynamic commodities', eg, fruits, 
vegetables, dairy prwlucls, fiowers. fish 
products, etc, while present an exciting 
po''.sihility is nut going to be a cheap 
proposition. Subslanlial investment in 
inlra.structure. starting from roads and 
communi ations to the warehouses and 
cold storage tacilities. together with the 
investment in human re.sourcc develop¬ 
ment. has to be made to get a competitive 
edge. Export-oriented agriculture is going 
to be fairly capilal-interesive. The en¬ 
couragement lo private .sector for invest¬ 
ment in infra:>tructurc facilitie.s, particularly 
in warchouse.s and cold storages, etc, is 


needed, and the handicaps faced by thr 
private sector in these areas have to hr 
removed. However, the govemmenlcanno 
abdicate its responsibilities. Hie invest 
ment tn infrastructure creation should b< 
considered as a part of export strategy. 

With the signing of WTO agreement! 
it will become progressively moredifficul 
for the developed countries to impost 
quant itati ve restrictions or place high tariff 
'Ilicy however can take recourse to non¬ 
tariff measures, mainly on the ground ol 
quality. It is important therefore that the 
Indian exporters must be fully aware oi 
the .standards accepted by the Internationa 
importers and .should have mechanism"" 
introduce these standards right at thr 
primary level. Our record in this respec 
hu.s not been always inspiring (Achaiy: 
1996). Again, there is a role for agricultura 
marketing organi.salions to contribute u 
the c.slablishmcnt, and compliance, of tht 
rigorous quality standards on which the 
prospecl.s forexprirts are vitally dependent 
The Uruguay Round agreements havt 
sanitary and phytnsaniiary provision! 
which the exporters are suppo.sed K 
comply. Steps should be taken to make 
producers, traders and exporters aware ol 
the health and safety standards impo.scc 
by different countries. 

Let me conclude: Because of the diverse 
climatic and .soil conditions and ar 
enterprising peasantry as well as a trading 
class. India has the necc.ssary qualification! 
to emerge as a leading exporter of agri¬ 
cultural commodities. The external climate 
is favourable. It is important nowtodcsigr 
a strategy which should give us benefit ol 
external trade without jeopardising the 
basic goals of lood security and povert) 
alleviation. 

Notes 

(This I j a slightly revised version of (he presidcntio: 
address delivered at the XII Annual Conference 
of Che Indian Society of Agricultural Marketing. 

1 I have di.scussed these agreements in somcwhai 
greater details in a paper I had prepared foi 
the Asian Productivity Organisation's .Study 
Meeting on Agricultural Trade Policy in Asit 
Pacific (Vyas I996J. 

2 AniPPRIsludyconcludesthalby2000,China'! 
import of iuudgrains is expected lo reach 2‘l 
million tonnes Increasing imports arise mainly 
from Ihe accelerated demand for meat ant! 
foodgrains and coiiiinued slowing of supply 
(Huang el al 1997). 

t Ways lo defeat the purpose and objective ol 
the Uniguay Koundof agrecmenucould include 
resort lo anit-dumping and similar provision 
just lo defer ihe agreed lanff reduction: mix 
up environmental proiection and wages anti 
labour standard issues with trade policy; ohjeci 
lo Ihe use of several chemicals which are noi 
used in temperate countries but may be useful 
and harmless, in irujucal countries, undermine 
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the global convent by unduly ein|diasi»ing 
regional trade agteements, su^ aa NAFTA. 

4 However.lheposittonorVietnamandMyanmiu' 
as important rice exporters should not be 
undeiestimated. 
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Regulating TV-ansgenic Hants in India 

Biosafety, Plant Variety Protection and Beyond 

A Damodaran 

This article argues for viewing the issue of regulation of transgenic plants in India from both the economic 
and biosafety angles. The article argues that transgenic products could meet with resistance from the market 
place in India due to complex patterns of demand amongst farmers for new cultivars. This aspect coupled 
with the policy and law framework have the potential of providing adequate checks and balances on 
oligopolistic tendencies of biotech companies, transnational or domestic. Also discussed are certain lacunae in 
India’s policy-legal framework which need to he addressed for converting the potential into realisable results. 


DEBATES on genetically engineered 
plants and foods were originally triggered 
in the west by biosafety concerns. It took 
some time for these debates to progres¬ 
sively mature to con.sideration of social 
and economic ramifications of genetic 
engineering and lran.sgenic plants. By 
comparison, the recently engendered 
controversy over the B, cotton trials and 
the terminator gene in India has managed 
to cover a wider canvas whereby both the 
biosafety and the economic ramifications 
of the technologies have been addressed. 
Media reports about the two controversies 
in India have not only focused on the 
possible biosafety aspects associated with 
the two developments but have also 
covered tlic impact of the technologies in 
terms of Monsanto’s changing economic 
fortunes. Nevertheless discussions on the 
economic implicationsof transgenic plants 
in India have not been .well-focused. This 
article accordingly attempts to address 
the economic issues inherent in commer¬ 
cialisation of transgenic technology and 
proceeds to argue that market demand 
‘incoherence’ could perhaps form a barrier 
to transgenic plants in Indian agriculture. 
It also explains how India’s policy and law 
framework could, in addition, provide 
adequate safeguards against negative 
effects of ‘tian.sgcnic’ business, provided 
the framework is properly articulated and 
efficiently implemented. , 

I 

Transnational Economir Logic of 
Transgenic Plants 

One feature of the debates on the B, 
cotton trials and the terminator gene in 
India has been its major focus on the 
impact of these technologies on biosafety. 
Media reports in India white discussing 
the relative merits and demerits of the B, 
cotton trials and the threats posed by the 
terminator gene have also been pouring 
out stories of how Monsanto, which began 


on an obscure note in 1901 in Missouri. 
US had transformed itself into a world 
•power’ in the field of biotechnology, 
herbicides and seeds business by the turn 
of the 1980s. The .story of this transfor¬ 
mation does not come as a surprise to 
biotech-watchers as they see the change 
as a logical adjustment process adopted 
by major biotech firms for overcoming 
their economic teething problems. Faced 
with a situation of insignificant market 
share for its products and stiff competition 
from conventional industries such as 
chemicals, biotech industries had to ac¬ 
quire a distinct economic shape. 

Despite great progress in biotech re¬ 
search during the 1970s world trade in 
biotechnology products (excluding alco¬ 
holic beverages and cheese) accounted for 
ju.st $ 20 billion in 1981. Iliis paled into 
insignificance compared to the value of 
$ 200 billion in traded products achieved 
by the traditional chemicals industry 
[Hacking 1986; 15-16). The fact that plant 
biotcchnoliigy was at its infancy in the 
IQtOs in the growing biotech industry, 
can be gauged by the fact that trade in 
genetically engineered seeds formed only 
one-sixth of that of alcohol beverages in 
1981 [Dunhill 1981 cited by Hacking 1986] 
which formed the chief biotech product 
traded in the world during that year. 
The slow progress of molecular biology 
until the early 1980s was a major factor 
inhibiting progress in plant biotechnology. 
By mid-1980, following the wonderful 
stridesmade by genetic engineering and 
in particular molecular biology, plant 
biotechnology made rapid advances. The 
plant patents legislation and plant variet¬ 
ies protection legislations in Europe and 
the US modelled on the UPOV Convention, 
gave a tremendous degree of protection to 
this infant im ustry. But ‘market’ .size 
was .still a stumbling block [Hacking 
1986:271). 

The market for the bacterial insecticide 
Bacillus thuringiensis was controlled in 


the 1980s by three players, viz, Abbott, 
Sandoz and Solvay. However this product 
was turned out by these companies in 
multi-product plants as the market was 
never large or lucrative enough to ju.stify 
the construction of a new plant dedicated 
to the production of B, bio-insecticide 
[Hacking 1986). As Klausner (1984) esti¬ 
mated, B, pesticides were 20-25 per cent 
more extensive than comparable chemi¬ 
cals and up to 10 times more expensive 
to spray than DDT or other chemical pes¬ 
ticides u.scd against mosquitos [Lisansky 
1984). If the .superb cost competitive edge 
enjoyed by DDT was lo.st. i t was on account 
of the introduction of environmentally 
sensitive pesticide legislations in Europe 
and the US that banned the use of DDT 
and BHC in the 1980s and shut out imports 
of agriculture commodities having residual 
traces of these chemicals. 

The high relative cost of hi-tech bacte¬ 
rial insecticides like B^ coupled with the 
necessity to achieve econonties of scale 
led to horizontal and vertical integration 
by aggressive players during 1970s and 
1980s. A proce.ss of mergers and acqui¬ 
sitions by ‘lead companies’ ensued. While 
until the early 1980s the trend was for 
biotech, seed and agro-chemical compa¬ 
nies to ofrerate as ‘distinct’ but connected 
entities in reaching theirservices to their 
clients, the situation changed as compa¬ 
nies like Monsanto that specialised in 
‘chemicals'. successfully attempted to get 
in and consolidate their position in the 
biotech sphere through a process of hori¬ 
zontal and vertical integration. In the 
process, chemicals and biotechnology 
industries involved in fundamental re¬ 
search got to move closer to seed com¬ 
panies that specialised in testing, produc¬ 
tion and distribution of seeds of improved 
plant varieties. Transgenic technology, an 
integral but dynamic part of the plant 
biotechnology industry, also followed the 
logic of concentration of capital achieved 
by horizontal and vertical integration. 
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Whether this logic met with operational 
success or not is a separate issue.' 

The economic logic for the integration 
process of the type described stemmed not 
only from market-related factors but also 
from the high-risk nature of these enter¬ 
prises specialising in biotech research. 
Gencntcch. one of the pioneer biotech 
companies based in the US did not have 
a happy experience with its offer of .shaavs 
to public in 1980 at $ 33 per share. Though 
within months the .same shares .shot up to 
S 85 per share, the capital value alsosharply 
went up from $260 to $660, which proved 
to be clearly unsustainable. A collapse in 
value followed. Since Genentech. 60 
companies in the US which went public, 
also had to undergo sharp fluctuations in 
share prices due to public perception of 
these shares companies being hi-tech and 
high risk ventures. Venture capital and 
equity formed the chief sources or method 
of raising capital by US-based biotech 
companies in the 1980s (Hacking 
1986:250-52). 

Armed with strengths provided by the 
integration process, plant biotech compa¬ 
nies adjusted well and adapted swiftly to 
the changing protection regimes for their 
products induced by withdrawal of patent 
cover on theirproducts. For example, until 
the removal of patent cover in 1987, the 
herbicides Lasso and Roundup were 
amongst Monsanto’s flagship products. 
By 1987, when the patent on Lasso had 
elapsed, ICI and BASF had stepped in 
with herbicides similar in qualities as 
Roundup. It was at this stage that Monsanto 


seriously got into the process of develop¬ 
ing Roundup herbicide resistant .soybean 
and mai/e variclie.s to meet the threat of 
diminishing sale of its flagship herbicides. 
The Roundup Ready Cotton was another 
major product, which epitomised this 
strategy. This change in strategy necessit¬ 
ated a major infusion of capital in R and D 
projects and acquisitions of biotech and 
seed firms [Prakash 1995). Monsanto wa.s 
not alone in this pattern of adaptive 
behaviour. Bayer had got into a similar 
.strategy nuidcol product complementarily 
involving its flagship herbicide 'Scncor’. 
By identifying and isolating an enzyme 
that helped to break down ‘Scncor’ from 
a tomato variety and transgcnically intro¬ 
ducing the gene in soybean and other crop 
fields applying sector [Praka.sh 1995:309). 
Bayer hoped to achieve product comple¬ 
mentarity. Similarly cases can be narrated 
of the efforts of Pioneer lli-brcd Interna¬ 
tional todevelop herbicide-resistant maize 
hybrid in the US [Prakash 1995:311,313). 

This phenomenon of complementary 
product research and production provided 
a major stimulant to the process of hori¬ 
zontal and vertical integration. Since 
the 'comple-producf strategy aimed at 
integration of herbicide and seed indus¬ 
tries from the point of view of testing 
and distribution, synergies achieved by 
mergers that were integration oriented, 
could achieve not only economics in 
marketing firr seeds but al.so economies 
in the matter of distribution of herbicides. 
The logic of the horizontal and vertical 
integration process was summed up by 


Jack M Kennedy, director (agricultunsj 
Monsanto Company in a press interview 
on June 14, 1998 in Mumbai (intervien 
with G Chandra.sckhar. Business Line) i 
few months before the Bj Cotton testint 
and the terminator gene controversy brob 
out in India. 

As Kennedy stated in this interviev 
“Monsanto needs partnerships to movt 
from research and development (R and D 
on genes down to the farmer. So. we neei 
gcrmplasm: we need a strong disiributioi 
channel; wc need grain handlers; and s< 
on. The company is therefore trying ii 
align itself with all parts of the value chair 
llte first thing wc need to have is acces 
to gerniplasm. So we have entered int 
partnerships with seed companies. Rc 
ccntly. Monsanto acquired 100 per cer 
interest in two US companies, nanrel) 
Dekalb Genetics Corporation, a com see' 
company and Delta and Pine Land Com 
pany. specialising in cottonseed. Specifi 
cally, in India, we acquired a 26 per cer 
stake in Mahara.shtra Hybrid Seed Com 
pany Limited (Mahyco). Wc moved int 
India forcottonat the invitation ofMahyce 
which saw years ago a huge opportunit; 
for cotton [a patented .seed incorporaf 
ing the Bacillus thuringiensis or B, gen 
for protection from in.scct) and sc'.’gh 
Mon.santo’s help. Wc created a 50:50join 
venturecoinpanycalledMahyco-Monsanh 
Biotech, not only for cotton, but for a1 
crops. Our primary focus right now i 
largely on B, cotton in India. So, globally 
wc will continue toercate relationships fo 
gene technology with gcrmplasm bccausi 
that is what the farmer wants.’’ 

In the .same interview Kennedy discusse 
the Cargill-Monsanto joint venture am 
observes "It is a global joint venture fo 
improving the nutrition of grain for ani 
mals. Wc have the technology to do that 
Clearly, the next step is to expand. W< 
have the technologies to improve nutritioi 
for humans. That’s an example of how 
m>t only sourcing of gcrmplasm, but als< 
acce.ss to partnership with all tho.se con 
nccted with the food chain is important 
We have signed an agreement with Ralli 
India for the distribution of Mon.santo’. 
branded herbicides. Rallis is strong ii 
agricultural inputs, extension .services aiN 
training. It is a normal di.stnbution ar 
rangement. Wc see the use of hcrbicidei 
growing at 20-25 per cent annum." 

Thc.se .statements were made with spe 
cial rcfcicncc to the Monsanto acquisi 
tions in 1998 of Cargill’s Internationa 
seeds business, Dekalb Genetics Corpo 
ration (a corn .seed company) and theDclti 
and Pine Land Company specialising it 
cotton seed in 1998. It may be recaller 
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that even during 1995-97 Monsanto was 
on a acquisition spree. It acquired nuqor 
shares or controlling interests in Caigene, 
Agracetuslanotheragm-biotechcompany), 
Asgrow Agronomics, Holden Foundation 
Seeds and Sememes Agrocetes, a Brazil¬ 
ian supplier of mai'.c seeds amongst 
others. Thus Monsanto which began as a 
producer of a range of chemicals (includ¬ 
ing saccharin for Coca Cola) and nmabie 
herbicides, such as ‘Agent Orange’, had. 
after the Hurry of acquisitions during 1995 
to 1998, emerged as the world's largest 
agro-chemical firm, the second largest .seed 
company and fourth largest ph.irma giant. 
Thisdevclopmeni symboli.ses ‘oligopolLstic’ 
tendencies. Taking a cue from the 
Monsanto story a stylised illu.stration of 
the vertical and horizontal integration 
scheme characterising a plant biotech 
driven MNC is illustrated at Figure 1. 

II 

Demand for New Plant Varieties 
in Developing Countries 

Vertical and horizontal integration and 
concentration of production and distri¬ 
bution process by itself may not produce 
oligopolistic tendencies unless there exists 
scope lor oligopolistic pricing. Patterns of 
market demand can facilitate or block 
oligopolistic pricing of tran.sgenic plants 
or their reproductive materials. *1110 market 
performance of tran.sgcnic varieties arc 
yet to be assessed in Indian conditions. 
There are conHicting media reports on the 
poor performance of cotton plant to the 
bollworm (the focus of the present contro¬ 
versy) in the US. The same situation is 
reported for the Roundup Ready Cotton.^ 
B( cotton is yet to reach the stage of 
commercial application in India. The 
lARI's B, brinjal and B, tomato are yet 
to reach the field trails phase. Meanwhile 
resistance to cotton field trials in India 
and to transgenic plants in the UK. con¬ 
firm that the inertia to accept seeds with 
transgenic genes could be stronger than 
the demand for non-transgcnic reproduc¬ 
tive material.-^ 

In the absence of data on market per¬ 
formance of transgenic varieties in Iridia, 
one has to perforce rely on demand pat¬ 
terns of new hybrid .seeds in the Indian 
market as a proxy, if not as a baseline, to 
assess the scope for oligopolistic pricing 
of transgenic plants and se^s in the Indian 
situation. In the survey taken up for the 
purpose of study, we went one step further 
than merely a proxy survey of demand for 
hybrids. 

Judging by the performance of hybrid 
varieties, India can be supposed to offer 


a reasonable market for hybrid seeds and 
new cuitivars for rice, maize, wheat, bajra 
and vegetable crops. But in vegetables a 
mixed picture obtains. According to Rai 
and Tiwari (1998) F, hybrids of cabbage 
and tomatoes accounted for 31.5 per cent 
of land area under the two crops in India 
in 1997-98. In comparison, the share of 
hybrids in the land area undercauliHower, 
chillies, gourds, melons averaged 10 per 
cent despite the.se crops accounting for 60 
percent of the total vegetable cropped area 
in the country. If one considers Brinjal 
with a share of 17.8 per cent, in the ‘low 
hybrid coverage’ category, the share of 
vegetable crop area 'not under hybrids' 
could go up to /6 per cent. Therefore the 
market share for hybrids in India cannot 
he generali.sed as 'good’ or ‘bad*. Market 
shares for hybrid seeds in India have varied 
from crop to crop and region to region. 
The ‘demand’ fortransgcnicpiantsorsceds 
may be more uncertain, given its 'safely' 
aspects and the general risk-aversion 
pmpehsity of Indian farmers in relation to 
new agricultural technologies. 

Hypothe.ses such as the one propounded 
by Dekalb Genetic Corporation that a year 
of low commodity prices contribute to 
enhanced farmer interest in products that 
give them ‘premium* price may hold in 
developed countries but not necessarily 
for Indian agriculture.'* The Dekalb 
hypothesis lies at the base of research 
on transgenic plants in the west. For 
example efforts of US companies such as 
Escagenetics to develop transgenic arabica 
coffee with ‘low caffeine' and 'high 
percentage of extractable solids', to satis¬ 
fy the requirements of health conscious 
coffee drinkers in the US and Europe may 
not hold much attraction to Indian growers 
of coffee as shown in the subsequent 
section. This is because coffee growers in 
developing countries who battle volatile 
international prices for coffee consider 
cost efficiency and productivity to be key 
factors guiding their economies. 

Similarly while it is axiomatic that 
farmers’ demand for transgenic crops will 
be determined by their economic benefits, 
it if often ignored that there are two dimen¬ 
sions of demand fortransgenic seeds from 
the farmer community. One, the demand 
for transf‘^nic varieties prior to introduc¬ 
tion of these plants in farmers’ fields and 
two. the continuing demand for the new 
‘superior’ varieties after they have been 
introduced in fanners’ fields and after 
their results are assessed in actual farm 
conditions. Very often, economic benefits 
are calculated or reckoned in the latter or 
ex-post sense. A statement to the effect that 
a farmer in India will take to a new variety 


(including a transgenic varietyjif he find 
returns to be 10 or 20 per cent more thai 
what he gets from the old variety, is ai 
ex-post assessment since it ^aks of th 
demand situation once the new variety ha 
gained entry in the farmer's field. In th 
non ex-post sense demand for a transgenf 
variety is taken as the initial ‘inertia’ h 
shift to a new variety by leaving the olde 
one. In other words, demand foranewplan 
variety including a transgenic variety 
needs to be assessed on the basis of tht 
initial barriers to entry for the new variety 
These barriers in turn basically stem fron 
attachment (or lack of it) to the extant culti 
vated varietie.s, on the part of the farmers 

A chance survey by the author foi 
obtaining information on cast-productivit) 
trends amongst a group of mediun 
farmers cultivating the crops of coffee 
watermelons and finger millet in Kamataki 
during January 1997, formed the basis o 
the present assessment exercise of markc 
demand for transgenic plants and sect 
varieties. It was di.<iCovef^ in this surve) 
of 65 medium farmers in three districts o 
Karnataka, that there was no standart 
demand pattern prima facie in the mattei 
of new varieties of seeds for this grou[ 
of farmers. These results led to a seconc 
round of surveys in January 1999 of tnt 
same set of farmers to elicit their specifit 
demand pattern for hybrid and high tech 
nology seeds which was explained m 
including genetically engineered seeds 
The general observation that could be 
gathered from these surveys was that tht 
barriers to entry for new varieties is con 
ditioned by subjective assessments on tht 
part of cultivators, which arc mainly guidet 
by their propensity for risk aversion. Sumt 
sections of the surveyed farmers indicatec 
their perception of new varieties as ‘goot 
in some respects and bad in others' ir 
comparison with the existing varieties. Ir 
practice, this meant that even when farm¬ 
ers expected new varieties to be an improve¬ 
ment for certain critical parameters, the) 
expected these new varieties to exclude 
some of the good attributes of the existini 
varieties. This assumption marred demanc 
for new varieties in many cases, thereb) 
constituting a barrier to entry for neu 
varieties of plants. 

The surveys conducted for this stud) 
were unconventional in approach. Thert 
was no effort to collect from each samplet 
farmer his cost-productivity figures ir 
monetary terms. Tliis was because farmen 
were cagey about providing the correc 
financial picture of their cropping wher 
initially confronted in the pre-surve) 
meetings held in October 1996. Therefon 
the strategy was to conduct two round! 
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of surveys. In the first round of surveys 
the effort was to determine costs of culti¬ 
vation for two of the three different crops 
surveyed, viz, coffee, watermelons and 
finger millet in real terms of different 
threshold levels of output. For arabica 
coffee, the real input data as gathered from 
the survey of 2S coffee growers was utilised 
to work out the monetary costs in terms 
of current plant protection chemicals, 
fertiliser costs and labour wages. 

During the first round, ‘real' data wa.s 
obtained on various threshold levels of 
productivity attained by the sampled farm¬ 
ers during the previous 10 years. The 
labour input for various operations were 
quantified for the highest, medium and 
lowest levels of threshold productivity as 
specified by the growers. The quantum of 
fertili.sers and pe.sticidcs applied at these 
levels of output were worked out for the 
three crops of finger millet, watermelons 
and arabica coffee. The real data obtained 
thus was converted into monetary terms 
at current (1998) prices. Correspondingly 
average revenue realised for 1998 was 
also noted for the fair average quality 
grades of the produce. In the second 
round of surveys held in December 1998 
- January 1999. the .same farmers were 
accosted with the worked out monetary 
costs and interviewed on their preferences 
for improved and new varieties including 
transgenic varieties in terms of different 
threshold levels of productivity. Devia¬ 
tion from the worked out monetary costs 
were also ascertained. 

The 65 fanners were chosen from the 
districts of Bangalore. Chikmagalur and 
Hassan in Karnataka. The farmers in 
Bangalore District were surveyed for 
information on finger millet and water¬ 
melon crops, while the farmers of 
Chikmagalur and Hassan were .surveyed 
for information regarding arabica variety 
of coffee. Of the sampled farmers, IS 
raised watermelons (five of whom raised 
exotic watermelons), 25 cultivated hybrid 
and local landracc varieties of finger millets 
(IS cultivating both types and 10 exclu¬ 
sively cultivating just the hybrid variety) 
and 25 farmers were coffee growers in 
Chikmagalur and Hassan growing arabica 
coffee. The crops chosen for survey were 
a balanced mix - (I) a long duration 
plantation crop (coffee) with a gestation 
period of four to five years and a life span 
of nearly 40 to 50 years; (2) a horticulture 
crop of commercial significance (water¬ 
melon) with a cropping period of five 
months; and (3) a more or less annual 
cereal crop (finger millet). 

During the first round of surveys 57 out 
of 65 farmers had indicated that their 


preferences for new varieties would de¬ 
pend on the performance of the existing 
varieties in terms of cost efficiency and 
productivity. Based on this premise, in the 
second round, the 65 farmers were con¬ 
fronted with questions on to what extent 
they would shift to new high quality plant 
varieties in response to fail in prices and 
to what extent they would .shift to new 
disease resistant varieties in response to 
crop losses incurred on account of pesLs 
and diseases. By new varieties was meant 
both hybrid and transgenic varieties. 
Traasgcnic varieties were explained to the 
farmers as hi-tcch plant varieties which 
hud superior qualities of (mxluct or disease 
resistance with equal chances of safety risks 
and inadequate results. These questions 
were posed with reference to the cost- 
productivity figures worked out in Tables 1 
to 5. The .attributes of improved quality 
mentioned to the farmers during the sur¬ 
vey were high sugar and sucrose content 
for watermelons, ‘low caffeine' and 'bet¬ 
ter organoleptic’ properties for coffee and 
‘improved ta.sting' finger millets. 

The .surveys yielded the fact that 17 out 
of 25 coffee growers cultivating the not- 


so premium variety of arabica coflee sue 
as S 288 and S 795 did not favour switet 
ing over to high-quality, premium yiek 
ing arabica cultivars such as 'Kents* t 
response to lowering prices. Instead in th 
wake of a sustained fail in prices in twi 
sea.sons their preference was to switc 
over to the low premium Robusta variet; 
cf coffee which could be cultivated r 
lower costs. These growers indicated 
distinct preference for high yield, lot 
disease arabica coffee cultivar to a net 
low-caffeine variety (including a tran.s 
genic variety). The 25 finger millet grow 
ers clearly indicated their indiffcrenc 
to quality cultivars irrespective of pric 


Table S : Arabk'a Cnrox: OnsRATiNO 
CosT-pBOOucnvrrv Behavkiur at DirrEiwirr 
PROOiicnviTY Levels 


Output 

Levels 

Output 
Per Kgs 

Cos! Per 
Hcclaie 

Price 

PterKg* 

1 

.SOO 

.59 31 

59,00 

2 

850 

.39 50 

59 00 

3 

1.000 

37 16 

.59.00 

4 

1,100 

.32.55 

59,00 


Note- * Average price in IWS for far averag 
quality 


Table I: PnooumvirY PuroBMANCT-. or Finoer Mhi£t: Landractls 


Cmical Levels 

Output Per Acre 
<ln Kgs) 

Cost Per Acre 
(Rs) 

Cost Per Kg 
(Rs) 

Price Per Kj 
(Rs)* 

1 

375 

1.570 

4.08 

4.20 

2 

6(K) 

1600 

2.64 

4.20 

3 

800 

1645 

2.06 

4.20 

4 

1.000 

2200 

2 20 

4.20 


Nolf. * Average price in 1998 for for average quality. 


Table 2; CosT-PROi>iicnvrrv Pr.RrnRMAWE. or Finoer Miijet Hybrids. HR-911 and GS-64 


Levels of Output 

Output Per Acre 
(In Kgs) 

Cost Per Acre 
(Rs) 

Cost Per Kg 
(Rs) 

Price Per K) 
(Rr)* 

1 

800 

.3,600 

4..50 

4.50 

2 

1.200 

.3.600 

3 00 

4.50 

3 

1.3.50 

3.-598 

2.67 

4..50 

4 

1.800 

.3.810 

2.12 

4.50 

5 

2.500 

4,600 

1.84 

4,50 

Sou: * Average pnee in 1998 for far average quality. 

Table 3: Cost-Prhouctivity Perfobmance of Watermelon - Local Hybrids 

Local HybntI 

Output Per Acre 

Cost Per Acre 

Total Cost 

Price Per K( 


(In Kgs) 

(Rs) 

(Rs) 

(Rs)* 

Level 1 

5.000 

2 60 

13.000 

2 

Level 2 

10.000 

1,50 

I5,t)0f) 

2 

Level 3 

1.5.000 

1,00 

16,000 

2 

Sou: * Average price m 1998 for far average qualily. 

Table 4; Cost-Productivity Performavct of Exmir Hymri.'is oi Wati nmi'.i.(>n 

Exotic Variety 

Output Per Acre 

Cost Per Acre 

Cost Per Kg 

Price Per Kg 

(Hybrid) 

(In Kgs) 

(Rs) 

(Rs) 

(R*)* 

Level 1 

2,000 

17,000 

8 5 

10 

Level 2 

5.000 

30,000 

6 0 

10 

Level 3 

8,000 

33,600 

4 2 

10 

Sou: * Average price in 1998 for far average quality 
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FtotiKE 2'. Relationship op Pkice Levels to Demand fo* New Cultivass with 
Impsoved Quality Teaits 


Price of 



levels. Farmers cultivating local hybrids 
(the Indian Institute of Horticulture Re¬ 
search (IIHR) varieties) indicated a pref¬ 
erence for shifting to high quality exotic 
watermelons (such as the Queens hybrid 
variety from Thailand) in the event of a 
drop in prices. In other words, it was only 
the watermelon growers in the sample 
who subscribed to the Dekalb hypothesis. 

The rca.son;> for this complex response 
pattern to changes in prices can be chiefly 
explained by I'abics I to 5. For the arabica 
coffee growers the margin between costs 
and prices of coffee at lower levels of 
output (level 3 and level 2 in Table 5) 
being low, their sensitivity to sharp fluc¬ 
tuations in arabica coffee prices was high. 
Therefore they looked for low cost cul¬ 
tivation options. Though robusta coffee 
prices are lower than arabicas. the pref¬ 
erence of these growers to shift to the 
robu.sta variety wa.s due to the fact that the 
cost of cultivation per kg of robusta coffee 
was lower than the arabica variety by 25 
to 30 per cent. In other words, faced with 
dropping prices, 17 of the 25 sampled 
arabica coffee growers preferred low cost, 
low premiumcoffee variety toahigh quality, 
high premiumcoffee variety. Of the remain¬ 
ing eight farmers only two indicated pref¬ 
erence for planting premium varieties of 
arabica coffee. The remaining six farmers 
were neither affirmative or negative in 
their attitudes to new ‘quality’ varieties. 

As far as the watermelon growers were 
concerned. Tables 3 and 4 bring out the 


fact that though the costs of cultivation 
of local hybrids arc lower and output per 
acre higher, the margins received on crops 
from local hybrids con.sidcrabiy fell when 
prices dipped. Therefore all the 10 grow¬ 
ers expressed a desire to shift to exotic 
varielics of watermelons which despite 
lower productivity and higher costs of 
production enjoyed higher, and more' 
importantly, stable prices in comparison 
to local hybrids. 

As far as finger millets were concerned 
the costs per acre for the local landraces 
being low and the crop being largely 
subsi.stencc based, there was no desire to 
shift to new, high quality varieties even 
if prices fell. Even amongst the 10 farmers 
exclusively cultivating local hybrids, there 
was no definite preference for quality 
varieties for the fear that they would lose 
out in terms of ‘productivity’ and ‘cost 
competitiveness’ a.s.sociated with Iwbrids. 

The same sample of 65 farmers* (all of 
them in the medium farmer category)* 
were interviewed on their demand for new, 
exotic discase-resi.stant varieties, includ¬ 
ing transgenic varieties, during the second 
round of .surveys. The disease resistance 
parameter was taken up for survey, con¬ 
sidering the fact that disea.se resistance has 
been the major focus of transgenic re¬ 
search both by companies such as 
Monsanto as well as national research 
iiLslitutes such as the lARI (for brinjal and 
tomato) and the Central Coffee Research 
Institute (for transgenic arabica coffee 


varieties). The growers cultivating the long 
duration (30 - 40 years) arabica coffee 
were inclined to switch over to disease 
resistant varieties if they hit output per 
land unit area below level 3 for two 
continuous seasons. For the watermelon 
growers raising exotic varieties, a fall in 
output due to diseases (such as collar rot) 
even to level I was put up with unless the 
crop loss was continuously experienced 
for more than four seasons in a row. This 
was because growers cultivating exotic 
watermelons avoided shifting to any new 
disease resistant variety for fear of losing 
premium prices associated with exotic wa¬ 
termelons. The watermelonculti valors cul¬ 
tivating local hybrids indicated a clear 
preference for either shifting to exotic 
watermelons or to alternative disease- 
resistant vanetics if level 2 productivity 
obtained continuously fortwo seasons and 
provided thc.se varieties are not expensive 
to obtain. 

The reasons for these inter-crop differ¬ 
ences in the matter of demand tor new 
cullivar could be attributed to the follow¬ 
ing factors. Coffee being a perennial crop, 
with a gestation of five years for cropping 
and life-span of 50 year, cost is the major 
economic consideration. The preference 
foraltcmative plant material was crucially 
guided by the average cost of production. 
Diseases such as leaf ru.st and white stem 
borer which have adverse impacts on crop 
productivity and on average costs were 
viewed as risks to be avoided under all 
circumstances even if it meant adopting 
a new variety with uncertain biosafety 
pmspects and economic outcome.’ For 
native hybrid watermelons, the high .sen¬ 
sitivity to crop losses on account of the 
diseases was the poor margins experi¬ 
enced by growers in the event of crop loss 
due to diseases. In the ca.se of exotic water¬ 
melons. growers were reluctant to shift to 
altcmalive disca.se resistant varieties un¬ 
less crop losses were continuously in¬ 
curred. In the case of finger millM. being 
subsistence based, increa.se in average costs 
from level 4 to 2 for local landraces was 
not a great incentive to .shift to a disease 
resistant variety unless the fall was con¬ 
tinuously experienced for more than three 
seasons. 

In general, the surveyed farmers did not 
indicate any special preference or abhor 
rence towards transgenic varieties. This 
could be because that the dangers of 
transgenic products had not sunk in. 
However the small sample cited here very 
well serves to depict the fact that even 
within a small sample there could be wide 
variations in demand patterns for new 
cultivars. Indeed farmers can show wide 
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PiouRE 3: Cost Sensitivity to Ctor Loss and Demand Pattesn foe Disease Resistant 
Vasieties: All Illustration 

Average Cost 
Reveaue 


AC 



differences in their attitude to risk aver¬ 
sion and could be employing a complex 
calculus of setting the risks of crop failure 
and price fluctuations vis-a-vis the risks 
likely to arise from cultivation of hitherto 
unknown, ‘new varieties’. In such circum¬ 
stances of 'demand incoherence' to pre¬ 
suppose that giant plant biotechnology 
companies with their oligopolistic fea¬ 
tures can enforce oligopolistic pricing 
for their products in India may not be a 
valid assumption to make. Rather, it 
would be safer to assume that ‘demand’ 
factors being highly uncertain and un¬ 
predictable for Indian agriculture, these 
companies wielding advanced ‘transgenic’ 
products may have ‘flatter’ average rev¬ 
enue curves to begin with, until such time 
that the demand gets conditioned to the 
economic behaviour theories propounded 
by Dekalb et al. 

Similarly demand for new varieties of 
commercial crops and vegetables (which 
form the focus of international plant bio¬ 
tech companies) need not be more inelas¬ 
tic than those of cereals which generally 
are supposed to be the focus of national 
plant biotechnology firms. Thus the de¬ 
mand incoherence for improved or new 
varieties of plants in general and for 
transgenic plants in particular could by 
itself act as a safeguard against the 
oligopolistic tendencies of international 
companies. 

The demand patterns for new varieties 
of plants including transgenic plants in 
response to changes in prices and crop 
losses are illustrated in Figures 2 and 3 


-Qty 

for the four crops in the sample, in relation 
to the Dekalb hypothesis. 

A larger .sample of farmers, drawn from 
multiple strata, can better indicate the 
vagaries of the market place for new 
varieties of plants and seeds and help 
better as!>ess the severity of the barriers 
to entry for improved strains of cultivars 
including genetically modified ones. 

Ill 

Policy and Law Framework for 
Traasgenic Hants 

There arc other factors which can serve 
as regulation entities for advanced plant 
biotechnology companies in the Indian 
situation. These stem from the framework 
of policy and law revolving around the 
Plant Varieties Protection Act, the 
Biosafety Regulations, the Seeds Act and 
the proposed bio-di versity legislation. This 
framework provides adequate safeguards 
to check the oligopolistic tendencies as- 
.sociated with the integration pn'cesses as 
illustrated in Figure 4. However despite 
these advantages much remains to be done 
in the matter of giving teeth to the framc- 
woric in terms of effective controls. 

TRIPS and sui-generis legislation in 
India: The WTO Agreement on TRIPS 
specifles patentable subject matters. Ar¬ 
ticle 27( I) of the TRIPS states that patents 
shall be available for any invention, 
whether products or processes in all fields 
of technology provided they fulfil the 
criteria of ‘novelty’, involve an ‘inventive 
step' and arc ‘capable of industrial appli¬ 


cation’. The terms ‘inventive step’ and 
‘capable of industrial application’ could 
be considered as synonymous with the 
terms ‘non-obvious’ and ‘useful’ respec¬ 
tively. Article 27(2) of the TRIPS states 
that members may exclude from patent¬ 
ability ‘inventions’ which may be neces¬ 
sary in order to protect public order or 
morality or human/animal/plant life or the 
environment in their territory. Article 27(3) 
of the Agreement lays down that members 
shall provide for the protection of plant 
varieties either by patents or by an effec¬ 
tive sui-generis system or by any combi¬ 
nation thereof. 

Article 27(3) in particular is critical to 
India as this requires us to provide pro¬ 
tection of plant varieties by conferring 
plant breeders rights either by way of 
patents or through a .sui-generis plant 
variety protection legislations. Countries 
with strong R and D base in plant genetic 
engineering such as the US have robust 
plant patent legislations. India is certainly 
not inclined to adopt patent protection 
regimes for its plant varieties. India is 
rather inclined to adopt sui-generis legis¬ 
lation which is non-‘patent’ based. There 
arc many reasons for this pnK'livity. 

India is one of the 10 mega-diversity 
countries .of the world and a rich store- 
hou.se of landraccs of principal agricul¬ 
tural crops. India has a strong R and D 
ba.se in conventional plant breeding meth¬ 
ods. Its strength in plant genetic engineer¬ 
ing is impressive but not an overwhelming 
factor by comparison. The first two 
strengths explain India’s disinclination 
towards plant patent regimes or towards 
a .sui-generis legislation which is ‘patent*- 
driven. Today in India, difference of 
opinion is not as much on the desirability 
of plant variety protection as on the .struc¬ 
ture of the sui-generis legislation. 

Broadly one secs two schools of thought 
in India in regard of sui-generis plant 
variety protection. One school of thought 
favours the adoption of a UPOV model 
of plant varieties protection, while the 
second school advocates a non-UPOV 
framework for protection of breeders’ 
rights [Sahai 1996] which could at.so 
uphold rights of local communities con¬ 
serving the germpiasm which forms the 
foundations of protected plant varieties.* 
The second school of thought i.s associ¬ 
ated with the gicc'i movement in India 
(GRAIN i')W and Shiva et al I998J. 

India’s reservations about plant patents 
and plant utility patents leaves it with the 
option of going in for a sui-generis option 
which could Ik mtxlclled on the follow¬ 
ing; (I) UPOV-1978 with rights cemferred 
on farmer conservators of germpiasm. 
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Rcure 4: Policy-Law CHEn[i>oiNTs in Inou m Regulation or Plant Biotecmnoloov Incluwno 
Thansoenk' Planis at Vaiuoo* Segments of Veetical Iniegiiation 


Farmer Cultivation Systems 


Diversity in Varielal Testing/ 
Multi-Location Sites 

Plant Biotechnology R and I> 
Germplasm 


o 


O 




o 


O 


Seed and/or Heibicide Distribution 
Systems 

I\ 

o 

Seed Production Systems 
(Basic and/or Certified .Seed) 



Seed Testing Network 


o 



U 


o 


O Bioiliversily Legislation 


^ Seeds Act O Insecticides Act 


t(^ Biosafely Regulations 


O PI®''! Varieties Protection Act 


mainly in the form of right over landraccs; 
and (2) liPOV-1991 without necessarily 
restricting ‘farmers privileges’ breeder 
exemption. By ruling out plant patents and 
plant utility patents and further by adopt¬ 
ing the DUS criterion (distinctiveness, 
homogeneity and .stability) as the basis for 
conrirming protected variety status, India 
has .shown its inclination for modelling its 
PVPA legislations on UPOV lines if one 
goes by the draft PVPA Act currently 
being circulated. Even in UPOV, India 
prefers the less stringent version of UPOV 
1978, whereby plant breeder rights arc 
conferred only over ‘reproductive’ and 
vegetative propagating materials of the 
protected variety.** The clause of com¬ 
pulsory licensing in the draft PVPA acts 
as a fuithcr .safeguard in preventing mis¬ 
use of rights conferred on protected 
varieties. 

In addition, the ICAR has notified its 
morphometric methtxisof determining DUS 
(in accordance with the UPOV guidelines 
for the conduct of tests for DUS). It is 
argued that morphometric measures mask 
genetic distance. Conversely there could 
be .situalion.s where genetic transforma¬ 
tion maybe ‘cosmetic’ or ‘commercially’ 
irrelevant with, may be, virtually no 
alteration in morphometric properties. 
The features of policy, law and testing 
methods being adopted by India have the 
scope of blunting the oligopolistic edge 
of tran.sgenic technology, "rhis will be 
particularly true of those transgenic plants 
which have only a few characteristics 
changed due to genetic engineering and 
which may not necessarily get reflected 
in morphological or physiological features 


such as growth, flowering habit, .size of 
the stems and branches or colour amongst 
others. Plant patent or plant utility patent 
regimes in conjunction with molecular 
marker $y.stcms for determining varietal 
identity could give considerable latitude 
for transgenic plants with narrow genetic 
distances to qualify for protection.'** Our 
core policy and law on protected plant 
varieties thus does not confer appre¬ 
ciable benefits of protection to traresgenic 
varieties. 

Biosafety Guidelines: India does not have 
a biosafety legislation. However a mecha¬ 
nism has been set up underthc department 
of bio-tcchnology based on a three tier 
mechanism to look into safety aspects of 
transgenic plants. These relate to: (I) the 
lastitutional Bio-Safety Committee (IBSC) 
whose clearance is a must for any research 
institute undertaking transgenic re.scarch: 
(2) the Review Committee on Genetic 
Manipulation (RCGM), a national com¬ 
mittee with mandate to monitor national 
research in India in GMOs; and (3) a 
genetic engineering approval committee 
based in the ministry of environment and 
lorcsts with authority to approve commer¬ 
cial use of GMOs and re-combinant DNA 
products. These safeguards apart, the 
establishment of two transgenic contain¬ 
ment faci li ties by the ICAR and the depart¬ 
ment of bio-tcchnology in 1999, could 
provide operational infra.structure for 
bio.safety. 

Seed policy: The drought of 1987-88 in 
India, coupled with imbalances in crop 
productivity for select categories of cere¬ 
als and pulses catalysed the introduction 
of the New Policy on Seed Development 


A^ 


(NPSD) in 1988. This policy of liberalised 
import of high quality seeds which in 
conjunction with the general economic 
liberalisation regime has opened the Indian 
seed market to foreign seed producers. 
The ostensible strategy of the NPSD is to 
casure that farmers in India are exposed 
to quality seeds from a wide variety ol 
sources including international sources. 
However traasgenic plants and seeds bring 
about problems in the form of sanitary and 
phytO'.sanitary related diseases and pests. 
The NPSD provides for upgrading of plant 
quarantine facilities for imported seeds to 
tackle the sanitary and phyto-sanitary 
related measures. In addition to these 
safeguards the NPSD 1988 requires 
samples of transgenically developed new 
seeds to be supplied to the India Natural 
Gene Bank maintained by. t'BPGR fSidhu 
ct al I997|. litis is particularly significant 
for transgenic varieties based on Indian 
germplasm as is the ca.se of B^ Cotton 
variety being field tc.sted in India under 
the Monsanto- Mahyco Joint Venture(JV). 
If one reckons with the fact that the' B, 
cotton variety being field tested in India 
has been designed for Indian conditions 
having been developed after backcrossing 
of the B, gene into India cotton germplasm, 
the NPSD requirement will serve to con¬ 
siderably strengthen the proposed bio¬ 
diversity legislation in India. 

The proposed biodiversity legislation: 
The draft outline of India’s biodiversity 
act" circulated for public di$cus.sions 
during July 1998 is based on prior in¬ 
formed coasent principle to regulate ob¬ 
taining of biological resources by body 
corporates or organisations not registered 
in India or those registered in India with 
non-Indian citizen participation in equity 
or management either for research or for 
commercial utilisation or bio-prospecting. 
This provi.sion, if brought into effect in 
the final act could act as another check 
point on vertical integration tendencies of 
international bio-tech companies which 
either directly operate or work through 
joint ventures with Indian companies in 
the country. 

Figure 4 sums up the policy legal frame¬ 
work required to tackle the oligopolistic 
tendencies of transgenic plant from hori¬ 
zontal and vertical integration. 

IV 

Future Directions for 
Policy-Law Framework 

The basic policy and legislation frame¬ 
work notwithstanding, the operational 
aspects leave much to be desired. Finer 
articulation of these policies and laws and 
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concerted direction in the matter of imple- 
mentation of the policy-taw framewo^ is 
cnicial for regulations on transgenic plants 
to be effective in India. As mentioned at 
the outKt, a narrow biosafety focused 
regulatory system will imt achieve the 
purpose of securing social, economic and 
political equity. The PVPA legislation and 
the systems of varietal identification be¬ 
ing set up in India are on the right track 
if the presumptions outlined in the earlier 
sections are correct. The temptation to use 
molecular markers may be high. However 
it is advisable for India to go in for markers 
as variety identification techniques in place 
of morphometric methods only if its utility 
and reliability is proved beyond doubt. 
This cautious approach is extremely im¬ 
portant to avoid tendencies of cosmetic 
breeding and conferment of plant breeders 
ri ghts over what may be ‘cosmetic breeds'. 
transgenic or non-transgenic. In addition, 
molecular marker techniques such as 
RAPD are high cost options. However 
molecular markers may find better appli¬ 
cation in accelerating backcrossing under 
conventional plant breeding as they allow 
selection of individuals with more of 
recurrent genomes at each cycle and 
facilitate conventional plant breeding 
systems to be completed in a shorter cycle 
[Henry 1997], 

The PIC procedures under the bio¬ 
diversity legislation need funher articula¬ 
tion to cover cases of transgenic plants 
developed in India based on gemiplasm 
maintained cx-situ by the Indian partner 
in a JV collaboration. The aspect of access 
to biological re.sourccs in the proposed 
bio-diversity legislation should squarely 
include ex-situ collections of agro- 
gcrmplasm maintained by both public and 
private seed industries, lliis could act as 
a check on backward integration proce.sses 
involving control over germplasm by 
foreign bio-tech companies through JVs 
with Indian partners. 

As far as the seeds legislations arc 
concerned there is need to bring in the 
criterion of value for cultivation and use 
in India (VCU) in addition to the DUS at 
the cultivar stage. This is because the 
VCU with its requirements of denoting a 
clear and distinct improvement over 
existing varieties’^ in the matter of com¬ 
mercial application, could act as a check 
on cosmetic breeds that may fool the PVPA 
legislation and graduate to the seed 
registration phase. Similarly the biosafety 
regulation while seemingly well struc¬ 
tured is placed on a relatively weak foun¬ 
dation in its enviroiunent impact assess¬ 
ment (HA) dimension. Apart from prov¬ 
ing the protection criteria (DUS) for 


tnuisgenetic varieties and their commer¬ 
cial viability it is also necessary U) carefully 
assess the biosafety of these crops from 
the EIA angle. Particularly daunting will 
be the task of reconciling the conventional 
parameter of ‘expression of foreign gene' 
for according DUS to a transgenic plant 
with that of ‘control of plant gene expres¬ 
sion' that forms the basis of the terminator 
gene in crops of commercial importance. 
This will require far more elaborate proto¬ 
cols. Perhaps the introduction of clauses 
on regulations of living modified organ¬ 
isms (LMOs) in the final version of 
India's bio-diversity legislation could be 
the first step in the direction of strengthen¬ 
ing India's biosafety regimes in terms of 
the environment impact assessment 
angle.” 

To sum up, transgenic plants require to 
be regulated for more than one reason. The 
dangers of economic domination posed by 
lran.sgcnic plants and advanced genetic 
engineering technologies arc as important 
as the biosafety factor. India has certain 
natural checks by way of incoherent market 
structures for new plant varieties includ¬ 
ing tran.sgcnic plant varieties. It is difficult 
to secure oligopolistic pricing for new 
varieties of plants in India unless a high 
degree of market awareness is mobilised 
by plant biotech companies to overcome 
the ‘barriers to entry'. India has also a 
legislation framework which is composite 
and go(Kl enough to regulate transgenic 
plants and their inherent economics at 
multi-levels. However critical gaps need 
to be addressed if lhc.se laws arc to have 
any practical meaning or effect. 

Notes 

1 For a recent report on the fall in the value 
of Monsanto slocks by 30 per t. -nl and the 
lay-off of 9 per cent of its global workforce 
sec Khurana et al (1999). This story indicates 
that integration processes as a strategy of 
leveraging economic advantage may not 
always meet with unqualified economic 
success. 

2 Indira Khurana et al, op cit. mention about 
media reports on the poor performance of 
Mimsanto's cotton crop in the US in 1996 
which was allegedly attacked by bollwon. 
and ihe boll damaged to roundup cotton in 
the 1997 season 

3 In the US between 1987 and 1996. 2000 field 
Inals ol transgenic (dams had been conducted 
As John Smith (19%) notes, while it would 
appi-or that iran.sgenic plants do not look or 
behave widely differently from ordinary crop 
plants, there have been some concerns 
expressed that contained conditions of the 
fidd Utais do not adequately mirror the real 
field siiuaiions and some potential 
environinental hazards could be missed which 
will show up only after release. The recent 
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buibuist in UK and India show that concerns 
about the negative effects are more vocal now 
than in Ihe past. 

4 John Hemingway, Dekalb product manager 
for quality and special trails, in a chat with 
Dow Jones. New York on .September 4, 1998 
was euphoric when he slated. “In a year with 
low commodity puces, wc ate finding there 
IS a lot of farmer inleiest in a product that 
gets them a 2S-cent premium over today's 
$ 2 com”. And he continued, “If com were 
S 4 today, the premium would not loom so 
large”. Hemingway gets support from Scon 
.Smith, a senior buyer in commodity 
purchasing al QuakerOals who slates, "We've 
been buying special crops for a lung lime to 
use in grits, com meal and Cap’n'Crunch 
cereal Just now fanners are getting a clue 
With terribly low cotniiKidily prices today, 
any premium Iraiksgond and that is growing 
(his business. Plus, you don't need to be 
as good a manager or as precise to grow 
these crops as you do with No 3 corn 
because of the premiums they pay.” 

.3 Though (he sample st/e ol 63 is siiiall, it is 
significant as an indicator of economic 
behaviour underlying farming operatiuns m 
India. The standard deviation is not marked 
for the sample insofar as costs per unit of 
product is concerned The stand.-)rd deviation 
ol cost per kg fur (he lowest and highest 
output level per kg of produce (as indicated 
by the growers m the second round of survey, 
when confronted with the figures in the tables), 
ranged* from 0.29 to 0 4 fur levels 4 and 1 
respectively tn regard to landrace varieties of 
finger millet and from 0 13 to 0.68 for hybrid 
varieties of finger millcl for levels 5 and I 
respectively The standard devtalicm of cost 
per kg for nnn-exotic watermelons ranged 
from 0 03 lot) 12 for1evcls3und I respctitively 
and for exotic watermelons from 0.38 to l.l I 
for levels 3 and I respectively. Ftir orabica 
coffee Ihe .standard deviaiiim of cost per kg 
ranged from 3 48 to 10 14 for levels 4 and 1 
respectively In other wrmis, the deviation 
from the average cost per kg figures presented 
for the highest and the lowest Icvd of output 
IS negligible and the sample is accordingly 
not infirm 

6 By 'medium fanner' is meant farmers 
cultivating between 3 and 10 acres of 
agncultural cereals or horticultural crops or 
farmers with holdings between 10 hectares 
to 23 hectares cultivating plantation crops 
such as coffee In other words the caiegoty 
of 'medium farmers' employed here is sector- 
specific and mn 'social' in connotation. There 
is no effort to argue here that the medium 
fanner growing coffee and the medium fanner 
cutlivaling cereals and hniticullurai crops are 
on the some economic plane The focus on 
medium farmers for tlie study and the survey 
was deliberate os the purpose was to work 
out cnsl-productivity analysis and demand 
patterns for new plant varieties, not 
characlenscd by extreme biases associated 
with scale or size of holdings. 

7 It may be interesting to note that the thnisi 
of plant breeding efforts m India's coffee 
sector has been basically in the direction 


A-41 



of developing varieties mmant to leaf 
nist diseases. White stem borer which is 
a major disease affecting arabica coffee 
has nut been a major focus of plant bleeding 
efforts of the CCRI. Unfonunalcly this is 
one disease which coffee growers view as 
a capital los.s. a.s the coffee bush is irretriev¬ 
ably lost, in recent times tlie Coffee Board 
has been more vocal about developing 
transgenic arabica vanciics which ore im¬ 
mune to the white stem borer A case m point 
has been the emphasis on transgenic resenreh 
in the recent addres.s of S V Kaiiganaih. 
chainnan. Coffee Board at the Karnataka 
Planters' Association nieeling in Haiigalure 
in November IWg. 

8 For a slightly different cniique 'iif Ihi* soft 
option illusion' ol UPOV I‘)78 see Daiiiodaran 
(l‘W8b). 

9 By coinparisoii the UPOV l‘)9l provides 
plant bmeder nghls over propagaimg maienal 
and where luiiiired over harvested' material 
The aulhurisuiioii ol Ihc breeder will he 
required in icspci I ol harvested inatenal in 
cose there h;is lieen unauihonsv'd u.se of the 
propagaling maieiial by way of unauthorised 
iiiarkcling or export, etc. Harvested maienal 
as defined in IJPOV PMI can include the 
entire plant >)r parts of the plant See for 
further discussion Damodaran (1998a) 

10 Sc"c Henry (1997) for a comprehensive ac¬ 
count of molecular markers such as Random 
.hniplified Polyniorpliic ONA (KAPI)I or 
ftesinciion Fragment Length Polymorphisms 
(KPLP) and ihcir fine tuning cflects in the 
mailer ot genetic distance If'd' is the ncigh- 
bouihood lungc of an cxiunt variety Z, and 
as per morphometric mclliods Z, = (x - 8. x) 
1) (X, s + 6), llien the neighboufhiKvd range 
or genclic disiance lhat could he fine tuned 
and laid down by molecular markers such 
a.s RFLP or RAPI> as Z,^ where Z,, could be 
(X, - 8/2. x) II (X,. x_ I 6/2). This clearly serves 
lo indicate ihe exieni to which molecular 
markers can disiinguish varicdes wilhin a 
naiTow gcnclic distance and pcrtiaps stilisfy 
the 1)1 IS cnicna Unionunnlcly Ihc iiielhodo 
logical tcliahilily of these markers is suspect 
and besides these lechniques arc at tunes 
more cu.stly to apply tor c-stahlishing vanelal 
dislinciions 

11 Anonymous (19981 rclers lo Ihe draft 
hiologual diversity act iircnlated by the 
ministry ot cnvironiiicnl and loresis lor 
discussions with ihc NGUs 

12 For the operation ol the VGU system m 
Europe see Kelly e( nl (1998) and the 
coiiiphcalums created by VCU criteria lor 
UK)V see Leskein (1997). The spirit of 
proposing VCU criteria is on the assumption 
that India has a PVPA which is 'sui-gcnens' 
and which is only ‘modelled’ on Ihc UK)V 
1978 version 

n The aspect of biosatcry is not ihc major focus 
in this article. For some considered views on 
biosafety diincn.sions of genetically 
engineered organisms and liansgcnics see 
Kesavan (1997) and Curumurti Naiarajan 
(1997) amongst oihcis The trade angle 
of biosafety is considered in Damodaran 
(1999). 
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Rural Infrastnicture and Growth in Agriculture 

MSBhatia 

This paper attempts to build a composite index of rural infrastructure statewise and examines the 
relationship between infrastructure development and levels of production and growth in agriculture. 


ADEQUATE infrastructural support is a 
pre-requisite for accelerated economic 
development. Infrastructure comprises all 
those activities and facilities which help 
to sustain the growth in production and 
income generation in the rest of the 
economy rather than production and in¬ 
come generation within the infrastructure 
enterprises themselves. It is an umbrella 
term for many activities referred to as 
‘.stKial overhead capital' by such develop¬ 
ment economists like Paul Rosenstein- 
Rodan, Ragnar Narksc. and Albert 
Hirschman. Rural infrastructure is said to 
strengthen the foundation of agriculture 
which is a pace setter of our economic 
growth. The World Development Report 
(1994) which focuses on infrastructure for 
development brought out a strong positive 
relationship between the level of GDP and 
infrastructure stock per capita. Good infra¬ 
structure helps in raising pnxJuctivity and 
lowering the unit cost in the production 
activities of the economy. The pay-off 
from better infrastructure services go 
beyond reducing technical inefficiencies 
and financial losses (Gowda and Mamalha 
19971. 

In a developing economy like India, 
infrastructural facilities are generally weak 
and inadequate. Many people, especially 
the rural poor, and areas do not have 
access to even minimal infrastnicture 
services. If the nation aspires to attain 
maturity in economic growth, it must give 
a big push to the upliftment of the network 
of physical infrastructure like energy, 
transpon, etc. The importance of a strong 
infrastructure has been well-recognised 
by the government. The united front in 
its Common Approach to Major Policy 
Matters and Minimum Programme{ 1996) 
observed that “Investment in infrastruc¬ 
ture has to be stepped by from the present 
3.5-4.0 per cent to alleast 6 per cent of 
GDP in the next few years”. It also ob¬ 
served that the economy could grow and 
the needs of the people could be met 
without more capacity in power, oil, 
telecom, railways, roads and ports. The 
commulati ve requirement of these sectors 
over the five years 1996-2000 was then 
estimated to be above Rs 7,00,000 crore. 
In view of the large fipancial requirement, 
the government acknowledges that the 


state and public investment have a leading 
role to play in the development of infra¬ 
structure. The government of India ap¬ 
pointed an Expert Group under the chair¬ 
manship of Rakesh Mohan to consider 
issues relating to commercialisation of 
infrastructure projects which submitted its 
reptui in June 1996. The group has denned 
a role for private public participation in 
the required infra.structurc and recom¬ 
mended that the government could adopt 
the venture capital route where the gov¬ 
ernment could initially be the major share 
holder and upon completion and attaining 
viability of projects, it could disinvc.st and 
invest elsewhere. As a follow-up of the 
report, the Infrastructure Development 
Finance Company (IDFC) has been set up 
to promote infrastnicture investment with 
the central government and the Reserve 
Bank as chief contributors to its share 
capital (RBI 1996-97). The National 
Agenda for Governance, 1998 has also 
indicated infrastructure development as a 
thrust area particularly ehergy and power 
sectors for recommencing public expen¬ 
diture in this .sector, which would increase 
access to long-term funds in the national 
and international markets, remove admini¬ 
strative bottlenecks and reverse the slow¬ 
down in this critical area of national 
economy. The ade.quacy of infrastructure 
helps to determine the states success or 
failure in agriculture in terms of level of 
production and diversifying the sector. 
Although precise linkages between infra¬ 
structure and development arc still open 
to debate, the experience across the world 
has shown that increa.se in slock of infra¬ 
structure is a.ssociated with the increase 
in output accross the countries. As coun¬ 
tries develop, infrastructure must adapt to 
support the changing patterns of demand 
as the .share of power, roads, telecommuni¬ 
cation in the total .stock of infra.structure 
increases relative to the basic services 
such as irrigation, etc. 

The present paper aims at examining 
<i)the pattern of development of rural 
infrastructure in India over the years; 

(ii) regional variations in availability of 
rural infrastructure facilities; attempts 

(iii) to build composite index of rural 
infrastructure statewise 4nd; examine 
the relationship between infra.structurc 


development and level of production and 
growth in agriculture. 

The major items of infiastniciurc as 
identified in the planning priKcss iiicliidc 
irrigation, power, transport, communica¬ 
tion, education, health, etc. Within these 
major heads, there are sub-items of rural 
infrastructure which have direct bearing 
on agricultural development. For example, 
it is not only the total power availability 
in the states, but equally important is its 
access to the villages and then to the 
agriculture. Similarly, .source of irrigation 
iscqually important as the irrigation it.sclf. 
The major sub-items of infrastructurc'in- 
cludc (i) proportion of villages electrified; 
(ii) percentage of power used in agricul¬ 
ture; (iii) percentage of irrigated area; 

(iv) intensity of tubewclls; (v) density of 
rural roads: (v) intensity of transport 
vehicles; (vii) fertiliser sale depot; 
(viii) rural credit as reflected by intensity 
of rural cotnincrcial banks; (ix > rural health 
as reflected by intensity of beds in rural 
hospitals: (x) rural infant mortality rate; 

(xi) intensity of wholesale markets; 

(xii) .storage facilities; (xiii) inten.sity of 
agricultural extension workers; and 
(xiv) agricultural rcscarcli/.scientist. 

Power, irrigation, transport, communi¬ 
cation. education, health, etc, are the major 
items of infrastructure which have received 
special attention in the development plan¬ 
ning of the country. The relative impor¬ 
tance of these items has been changing 
over different plan periods. The details of 
plan expenditure by heads of development 
during the period Third Five-Year Plan 
(1961-66tot99S-96)areshownin Table 1. 
An examination of Table I shows that in 
the early developmental plan periods, i e. 
Third and Fifth Five-Year Plans, expen¬ 
diture on infrastructural items accounted 
for about 56 percent of the total. I lowever, 
thereafter, a proportion of the expenditure 
on infrastructural heads has decreased to 
almost 49-50 percent. Further the relative 
importance of different items, has also 
been changing during the dilfcrent plan 
periods. As has happened in developing 
countries with the growth in the economy, 
the demand pattern has changed in India 
also which called for greater allocation of 
funds for development of transport, com¬ 
munication, education, etc, in the total 
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stock of infrastructure and the relative 
share of expenditure services like irriga¬ 
tion has decreased. The proportion of 
expenditure on irrigaiion and flood con¬ 
trol which was 9.8 and IO.Oper cent during 
Fifth and Sixth Five-Year Plan periods, 
has declined to 7.6 per cent in Seventh 
Plan and then to 6.0 per cent in the Eighth 
Five-Year Plan period. The share of ex¬ 
penditure on transport which was in the 
range of 16-17.4 per cent during the period 
1974-75 to 1989-90, has gone up to about 
21.5 per cent in the Eighth Five-Year Plan 
perit^ of 1992-93 to 1996-97. Power 
continues to be an important item of the 
infrastructure as expenditure on this item 
ha.s remained in the range of 16.0 - 18.0 
per cent of the total in various plan periods 
except in certain years. However, during 
the Eighth Five-Year Plan period relative 
expenditure on this item (energy) has been 
slightly reduced. 

With the lai ge-scalc plan expenditure of 
the government, the availability of infra¬ 
structure has significantly expanded in the 
country over the years. The growth in the 
stock of major infrastructure items in India 
has been shown in Tabic 2. Tabic 2 shows 
that the stock of infrastructure has ex¬ 
panded manifold in the country in the last 
46 years of planned dcvelopcmnt. The 
cicciric power generation has incrca.sed 
almost 75 times from 56,1 billion kwh 
in 1950-51 to about 3890.0 billion kwh 
in 1995-96. Fertiliser production in the 
country has increased from 0.50 lakh 
tonnes to over 117 lakh tonnes, whereas 
inigaiional facilities have increased from 
22.30 million hectare to 70.25 million 
hectare during the same period of 1950-51 
to 1995-96. These are three important 
physical items of infrastructure signi¬ 
ficantly influencing pnxluction and growth 
in agriculture. Equally important is the 
marketing infrastniclure including roads 
and transport, .storage and market facili¬ 
ties which provide impetus to agricultural 
production growth through orderly dis¬ 
posal. While road lengths have increased 
to seven times, the commercial vehicles 
in the country have increased to over 19 
times from 1.16 lakhs to 22.21 lakhs during 
1950-51 to 1995-96. Similarly the number 
of regulated markets in the country have 
increased from 206 to 6,836 during the 
same period. 

There are some other items of rural 
infra.structure such as rural health, agri¬ 
cultural extension workers, agricultural 
research, etc, which have significant bear¬ 
ing on the growth of agricultural economy. 
AlthiHigh details of stock of these items 
over years are not readily available, there 
has been a significant growth in these 


items that has helped in sUengthening die 
fHXkhictton base of Indian agriculture. 

Spatiai. Variations 
IN Rural Infrastructure 

The expansion in physical infrastructure 
requires large and continuous investment 
and hence its availability indifferent states 
depends upon the relative priority accorded 
by the state governments. Although it 
would have been appropriate to analyse 
(hesiatcwiseexpenditureondifferent items 
over the years, due to coastrainis of avail¬ 
ability of data and resources it could not 
be attempted here. However, it would be 
of intcre.st to study the existing level of 
infra.structure in different states. The level 
of basic infrastructure items in dilTcrent 
states as per 1994-95 statistics are .shown 
in Table 3. An examination of this table 


shows that as far as availability of power 
in rural areas is concerned, ali villages 
have been electrified in Andhra Pradesh, 
Gujarat, Haryana, Himachal Pradesh, 
Karnataka. Kerala, Maharashtra, Punjab 
andTamil Nadu. However, the percentage 
of villages with power facilities as low as 
in the range of 71-76 per cere included 
the state of Bihar, Orissa, Uttar Pradesh 
and West Bengal. The proportion of power 
u.sed for agriculture is highest in Haryana 
as 49.5 followed by Punjab and Andhra 
Pradesh with 44.27 and 40.25 per cent 
respectively. This propottion is as low as 
2.34 in Assam. 2.76 in Himachal Pradesh. 
4.05 in Kerala 4.83 in Orissa and 6.96 in 
West Bengal. 

As far as the irrigational infrastructure 
is concerned, the percentage of net irri¬ 
gated area is highest in Punjab with 93.3 


Table I; Plan ExKNom'RE by Heads of Development 

(fls in ernre) 



Imgation 

Power 

Transport 

Education Health and Others 

Total 


and 


and Com- 


Family 



Flood 


municalion 


Welfate 


Third Plan 

664,7 

12.52.3 

2111 7 

588.7 

250 8 

3708.3 

8576.5 

19661-66 

(7.8) 

(14.6) 

(24.6) 

(6.9) 

(2.9) 

(43.24) 


Annual Plans 471.0 

1212.5 

1222 4 

306 8 

210.6 

3202.1 

6625.4 

1966-69 

(7 1) 

(18 3) 

(18 5) 

(4.6) 

(3.2) 

(48.33) 


Fourth Plan 

1354.1 

2931 7 

3080 4 

774.3 

613.5 

7024.8 

15778.8 

1969-74 

(8.8) 

(18.6) 

(19 5) 

(4.9) 

(3.9) 

(44 32) 


Fifth Plan 

3876.5 

7399.5 

6870.3 

1710.3 

1252.6 

19569 6 

39426.2 

1969-74 

(9.8) 

(18.8) 

(17.4) 

(4.3) 

(3.1) 

(49.6) 


Annual Plans 1287.9 

2240.5 

2044 9 

263.0 

341.6 

5998.6 

12176.5 

1979-80 

(10.8) 

(18.4) 

(16.8) 

(2.2) 

(2.8) 

(49.26) 


.Sixth Plan 

10929 6 

18298.6 

17677,9 

2976.6 

3412 2 

55996.8 

109291.7 

1980-85 

(100) 

(16.7) 

(15 9) 

(2.7) 

(3.1) 

(51.24) 


.Seventh Plan 16589.9 

37895.3 

37973 6 

7685.5 

4836.2 

11.3569.1 

218549.6 

1985-90 

(7.6) 

(17.3) 

(17.4) 

(3.5) 

(2 6) 

(51.92) 


1990-91 

3974.1 

11387 8 

11022.6 

2316.5 

1823.0 

27845.3 

58369.3 


(6.8) 

(19.5) 

(18 9) 

(4.0) 

(3.1) 

(47.70) 


1991-92 

4231.9 

14517 9 

12927 7 

2599 0 

1948.1 

28.526 5 

64751 1 


(6.5) 

(22.4) 

(20 0) 

(4.0) 

(3.0) 

(44.05) 


Eighth Plan 








1992-93 

4705.2 

12157.4 

1.5813.6 

2619.4 

2222.0 

353.34.8 

72852.4 



(6.5) 

(16.7) 

(21.7) 

(3.6) 

(3 1) 

(48.50) 

1993-94 

5370.5 

14773.1 

18178.3 

3147.3 

2613.0 

43998.5 

88080.7 



(6 1) 

(16.8) 

(20.6) 

(3.6) 

(3.0) 

(49.52) 

1994-95 

5410 1 

15671.8 

22709.6 

4282.3 

31.39.2 

54991.0 

106204.0 



(-5.1) 

(14.8) 

(21 4) 

(4.0) 

(3.1) 

(51.77) 

1995-96 

6,546.9 

17135.0 

25699 7 

612.3.1 

3516.2 

60876.7 

119897.6 



(5.5) 

<t4.3) 

(21.5) 

(5.1) 

(3.0) 

50.77) 

Note: Figures in biackeis show percentage to total. 






Table 2: Ail-Inhia Expanded Stock of Infrastrocture 



Power Imgated Fertiliser Road 

No of Registered 

Number of 

Generation 

Area Production Length Commercial 

Medical 

Regulated 


Billion (Million (Lakh tonnes) (000 Km) Vehicles Practioners 

Wholesale 


Kwh) 

Hect) 


(Lakh) 

(in 000 

Muket 







Person) 


1950-51 

5.1 

22.56 

0..5() 400.0 

1 16 

61.39 

206 

1960-61 

16.9 

27.98 

I..50 524.0 

2.25 

83.45 

715 

1970-71 

55.8 

38 19 

10.59 918.0 

4.37 

153.50 

1777 

1980-81 

1)0 8 

49.73 

30.05 1491.0 

7.01 

266.49 

4158 

1990-91 

264.3 

62.47 

90.45 2037.0 

17.44 

397 76 

6250 

1995-96 

3*0.0 

70.25 117.03 2884.0 

22.21 

491.40 

6836 
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followed'by Haryana ami Unv Pradesh 
with 7S.6 and 65.6 respectively. The 
proportion of net irrigate area is also 
higher than the all-India average of 35.2 
per cent in the states of Andhra Pradesh, 
Bihar, Jammu and Kashmir, Orissa. Tamil 
Nadu and West.Bengal. The proportion 
of irrigated area is lower than the all-India 
average in the states of Assam, Gujarat, 
Himachal Pradesh. Karnataka, Kerala. 
Madhya Pradesh, Maharashtra and 
Rajasthan. The related important item of 
physical infrastructure is the intensity of 
tutewell in the state as it is consider^ as 
a.ssured means of irrigation water. The 
intensity of tubeweil as reflected by the 
number per hundred hectares of area, is 
highe.st in Punjab followed by Andhra 
Pradesh, Kerala and Haryana. Thetubewell 
intensity is very low in Assam, Jammu and 
Kashmir, Orissa, West Bengal, Rajasthan. 
Tamil Nadu and Bihar where as it is 
moderate in Karnataka and Maharashtra. 

Besides irrigation, the other mo.st impor¬ 
tant input for raising agricultural produc¬ 
tion is the easy availability of fertilisers. 
The intensity of fertiliser sale depot as 
indicated by the number per thousand 
hectares is an important indicator of 
fertili.ser availability. The intensity of 
fertiliser depo is lowest in Raja.sthan as 
0.42 per thousand hectare. The next low¬ 
est intensity of fertiliser depot is in Madhya 
Pradesh with the number being as 0.7S. 
The fertiliser distribution net work is al.so 
relatively weak in Andhra Pradesh, 


Gujarat, Karnataka and Maharashtra and 
farmers in these states have to travel long 
distances to get fertilisers. The intensity 
of fcrtili.ver sale network Is moderately 
reasonable in the slates of As.sam. Bihar. 
Haryana. Orissa and Punjab where number 
is in the range of 1.7-2.0 per 1,000hectares 
of crop area. This network is quite strong 
in the states of Kerala. Tamil Nadu, Uttar 


Pradesh and West Bengal bcsidcsHimachal 
Prade.sh and Jammu and Kashmir. 

The other important aspect of physical 
infrastructure is the proper and adequate 
facilities for upgradation and development 
of new technology in the field of agri¬ 
culture. Tliis could be measured in terms 
of intensity of agricultural scientists in 
the .state. The country has agricultural 


Tsace 4; WeiCiKTiNG OiAtatAM Km CoN.STHUcrioN of Index of LsriiASTiti'cniHi 


Maior Item 


Sub ■Item 

Weight 

Power 



10 


(i) 

Percentage of villages eicctnried 

.S 


(ii) 

Percentage share of agriculture 

5 

Irrigation 



1.3 


(i) 

Percentage of irrigated urea 

10 


(ii) 

Number of lubcwells per 100 hect 

3 

Tran.spoit 



10 


(i) 

Road length per 100 sq Ion 

5 


(ill 

Number of transport vehicles per 100 sq km 

5 

Fertiliser 

(i) 

Number of sale depot per t(XX) hect. 

W 

Agricultural ('redil 

(i) 

Number of rural banks per lakh of rural population 

10 

Rural Health 



10 


(i) 

Number of bed in Rural hospital pci million population 

5 


(ii) 

Rural infant mortality rate 

5 

Agricultural Marketing 



15 


(1) 

Number of wholesale markets per 100 sq kms 

10 


(ii) 

Fnodgrains storage facilities a.s (icrcentage 
to production 

.3 

Agricultural Extention 

(i) 

Number of agricultural extension personnel per 
million rural population 

10 

Agricultural Research 

(I) 

Number of Agricultural scientists under both ICAQK 

iO 


amt SAU syslein per million hectare 


Tabi.e 3; Stao-.wise Lcvei. of Basic lNF»ASTRiK-njRAL IO'-ms inrRiNO I9V3 


Slate 

Power 

Im gallon 

Trampoit 

Fbftiliser 

riedit 

and 

Finance 

Health 

Morkcung 

Agn- Agneui- 
cultuie tuic Re- 
Exlcntion search 

ft-Tcenl- 
age of 
Villages 
Electri¬ 
fied 

Sham 
of Agn 
in IVr- 
cenlage 

Irrigated 

Aieain 

Percent¬ 

age 

Number Road 
ofTidw- Length 
wells IVr 100 
Per 1000 Sqkms 
tied ui kms 

Number 
of Trans- 
pod 
Vehicle 
Per 100 
sqkms 

Number 

of 

Depot 
Per KXK) 
Hect 

Number 
of Rural 
Ranks 
PnLjikh 
Popula¬ 
tion 

Beds Rural 

in Rural Infant 
Hospital Morality 
(F^ Rate 

Million 

Popula¬ 

tion) 

Number 

of 

Market 
(Per 1(10 
sq kms) 

1 

Storage Worker 
Facility Per 

as Per- Million 
centage Rural 
of Total Popula- 
Fmx) uon 

grams Pnx) 

Agri- 

cuhilral 

Scienl- 

istBer 

Million 

Hect 

Andhra Pradesh 

100.0 

40.25 

38.5 

13.6 

53 3 

73 10 

1 II 

.3.1.3 

72.7 

88 

2 9 

3.1 0 

97 0 

1.32 

Assam 

9K.0 

2.34 

21 1 

0 1 

33.6 

104.70 

2.02 

4.15 

140 0 

III 

22 

1.3,8 

140 0 

180 

Bihar 

70.6 

21.72 

46.7 

.3.6 

49 2 

S6 70 

1.75 

4 48 

30.9 

102 

2.5 

30 

.36 0 

139 

GujartU 

100 0 

36.85 

27.6 

.3 6 

.3.3 9 

191 80 

1 28 

5.70 

102.2 

104 

1.9 

.38 4 

14.3 0 

112 

Haryana 

100.0 

49.53 

75.6 

II .3 

60 0 

167 10 

1 78 

3..30 

34.0 

91 

6.5 

27 9 

143(1 

439 

Himachal Pradesh 

lOO.P 

2.76 

17.9 

0 7 

4.3 9 

28 80 

6 13 

12.38 

108 7 

90 

(1.7 

3 3 

218 0 

1027 

Jammu and Kashmir 

95.) 

10.16 

42.8 

0.5 

.3 9 

49.10 

2.74 

8.31 

.33.6 

86 

0 8 

6 8 

29S 0 

68 

Karnataka 

100.0 

36.37 

20.3 

8.2 

67 7 

69.00 

1.07 

6.94 

86 0 

82 

,3 5 

122 

173 0 

460 

Kerala 

100 0 

4.05 

14.9 

12.0 

3.36 7 

462.10 

3.42 

2.20 

12.3.3 

28 

89 

80 0 

1160 

327 

Madhya Pradesh 

92.0 

22.67 

24.4 

5.2 

.32.1 

23 60 

0.75 

.3.45 

23.1 

124 

1.4 

19 5 

2.38 0 

65 

Maharashtra 

100.0 

25.20 

137 

98 

73 0 

90 60 

1.22 

4 75 

142.3 

73 

2.7 

32 0 

130 0 

137 

Orissa 

70.7 

4.83 

.32.8 

1.0 

126 0 

38 80 

I 85 

5.47 

86,5 

127 

i.O 

10.3 

259.0 

105 

Punjab 

100.0 

44.27 

93.3 

15.7 

107.8 

196 40 

1.95 

7 ?t 

233 5 

71 

132 

34.3 

293 0 

241 

Rajasthan 

83.4 

30.69 

26.4 

2.6 

.36 3 

43.90 

0.42 

3.36 

31 4 

110 

l.l 

21 3 

133.0 

74 

Tamil Nadu 

100.0 

25.30 

46.4 

27 

1.32 3 

201.43 

3.40 

4.93 

127 7 

93 

2 .1 

20 0 

135 0 

204 

Uttar Pradesh 

75.4 

39.30 

65.6 

4 1 

69.2 

55 21 

3.72 

4.54 

21.8 

140 

2,2 

136 

24.0 

150 

West Bengal 

75.8 

6.96 

35.8 

1.8 

70.0 

243 (K) 

6.80 

4.19 

146.8 

75 

24 

14,.3 

4.3.0 

90 

All-India 

84.0 

28.20 

.35.2 

7.0 

62.1 

108 66 

t 81 

4.23 

96 8 

103 

2 4 

21.4 

95 4 

155 
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•iciemists either in the ICAR system spread 
over in different areas through its research 
institutions or in the state agricultural 
universities. The average number of agri¬ 
cultural scientists per million hectare in 
the country was estimated at I3S. This 
number is much higher than the all India 
average in the states of Assam, Haryana, 
Jammu and Kashmir, Karnataka, Kerala, 
Punjab and Tamil Nadu which showed 
well developed agricultural research inira- 
structure tn thc.se states. However, the 
number of agricultural scienli.sts per mil¬ 
lion hectare are much lower in the states 
ofMadhyaPradchsh, Janiiim and Kashmir, 
Rajasthan, West Bengal and Orissa and 
moderately lower in Bihar. Gujarat and 
Maharashtra. 

It is not (»nly the development of tech¬ 
nology but equally important is ihe infra¬ 
structure required to spread the available 
scientific information and technology 
amongst the large luiinbei of fanners, 
which requite adequate number of agri¬ 
cultural extension workers. The average 
number of ugncultiiral extension workers 
which includes village level workers as 
well a.s suh|eci mailer specialists at the 
di.stnct and regional levels was estimated 
at U.S 4 per million rural population. This 
numbet is highe.st in Punjab (203) and 
kiwcst in I Ittar Pradesh (26). The intcirsity 
of agriculuiral extension workers is rela¬ 
tively high in of Himachal Pradesh. 
Karnaiaka. Madhya Pradesh and Orissa 
whereas it is rca.sunably gcKKl in the .stales 
of .\ssam. Gujarat. Haryana. Karnataka, 
Rajasthan and Tamil Nadu. Agricultural 
extension is relatively weak m Bihar, 
Kerala. Uttar Pradesh and West Bengal. 

Use of yield increasing modern inputs 
and technology in agriculture is usually 
capital intensive which require large 
financial resources on the part of the 
farmers. Fanncis arc usually constrained 
to use modern inputs and technology if 
availability of credit is not adequate. Insti¬ 
tutional credit IS the most economical and 
intensity of financial in.stitiitions parti¬ 
cularly nirul cumm'*icial hanks is an im¬ 
portant parameter ofcredit infrastructure. 
The intensity of rural commercial hanks 
as reflected by the numberper lakh of mral 
population is highest in Himachal Pradesh 
being 12.38 followed by Jammu and 
Kashmir and Punjab with number as 8.31 
and 7.24 respeetivciy. The number of rural 
commercial b.anks per lakh of rural popu¬ 
lation is above average in the states of 
Andhra Pradesh. Gujarat. Haryana. 
Madhya Pradesh, Orissa and Rajasthan. 
The credit infrastructure is weak in the 
stales of A.ssam, Bihar. Kerala and West 
Bengal and moderate in the stales of 


(Gujarat. Maharashtra. Tamil Nadu and 
Uttar Pradesh. 

Infrastructure of roads and transport is 
impoiiant for the procurement of inputs 
and disposal of farm output. The intensity 
of road as measured by the length of road 
per l(X) sq km is highest in Kerala with 
356.7 km followed by Tamil Nadu, Orissa 
and Punjab with the road length as 152.3, 
126 and 107.8 km per 100 square km 
respectively. The intensity of road is also 
higherthan the all-Indiaaverageof 62.1 km 
per hundeted .sq km in Assam, Karnataka, 
MaharaslHra, Uttar Pradesh and West Bengal. 
However intensity of road is very low in 
Jammu and Kashmir. Rtyasthan and 
Madhya Pradesh whereas it is moderate 
in Haryana, Bihar. Andhra Pradesh and 
Gujarat. As far as availability of transport 
indicated by the number of commercial 
vehicles per 100 sq km. it was highc.st in 
Kerala with number as 462 followed by 
West Bengal, Tamil Nadu. Punjab, Gujarat 
and Haryana. The intensity of transport 
vehicle is lowest in MadhyaPradesh with 
number as 23.6 per 100 sq km of area. 
The other states which have intensity of 
transport vehicles as low as almost half 
of the all-India average of 108.6 includes 
those of Himachal Pradesh, Jammu and 
Kashmir, Oris.sa, Rajasthan and Uttar 
Pradesh. 


Agricultural production system cannot 
be healthy unless it is supported adequately 
by the strong market infrastructure for 
disposal of farm produce. Intensity of 
market structure has been measured in 
terms of number of wholesale markets per 
thousand sq km and storage facilities as 
proportion of total foodgrain production 
in the state. The intensity of wholesale 
markets is highest in Punjab followed by 
Kerala and Haryana. However market 
infrastructure is very low in Himachal 
Pradesh, Jammu and Kashmir, Orissa, 
Raja.slhan and Madhya Pradesh whereas 
it is moderate i n other .slates. As for storage 
facilities as reflected by the capacity in 
percentage of total production of food- 
grains is concerned, it is very good in 
the slates of Punjab, Kerala, Gujarat, 
Haryana, Andhra Pradesh and Midiarashtra. 
Storage facilities for foodgrains are very 
low in the states of Bihar, Himachal 
Pradesh. Jammu and Kashmir, Orissa. 
Karnataka. Uttar Pradesh, West Bengal 
and Assam and arc moderate in other states. 

Productivity of agricultural workers is, 
to a large extent, influenced by the health 
of the rural people besides the means of 
production. The health of the people, how¬ 
ever, in turn is influenced by numerous 
factors affecting level of living. The most 
common yardstick of health infra.structure 


TaBU: a 


(0 

Villiige Eleclrificd 

; In proportion of the villages electrified. 

(ill 

iVrcciitagc iif power used 
for agriculture 

: Full score to the slates having percentage share equal 
to or higher than all-India average and for others in 
propoition to the all-Indta average. 

(lit) 

Percentage of irrigated area 

: In a proportion to the percentage of ap;a irrigated in 
Ihe state 

(IV) 

Intensity of tubewcll 

: Optimum number of lubewclls per hundred hectare 
of crop area is considered as 20. and states went 
assigned score accordingly in proportion of their 
numticr. 

(V) 

Fertiliser sale depot 

: Optimum number considered is three per thousand 
hectares of crop area. 

tvi) 

Rural credit 

: Destrable/requircd number of rural commercial Banks 
for per million population is taken os 10. 

(Vll) 

Road length 

; Against the all India average of 62 km per l(X) sq km, 
too km per 100 sq km road length was taken os 
normal requirement. 

(VHl) 

Transport vehicles 

: Opt iinum number of transport vehicle was considered 
as 200 against existing avetage of 108.6 per lOOsqkm. 

(IX) 

Wholesale tnarkcl 

: Optimum number of wholesale markets was taken as 
.^.0 against existing all India average of 2.4 per 
I00.sq km. 

(X) 

Storage facility 

: Optimum requireinent was considered us 40 per cent 
of the total production of foodgrains in the state. 

(xi) 

Agnci'''.ural Research 

; Desirable number taken as 200 against the all-India 
average of 1S3 agnculturol scientists per million 
hectares of crop area. 

(Xll) 

Agricultural Extension Workers 

; Desirable number taken as 250 extension workers 
against Ihe all-India average of 95.4 per million rural 
population 

(xiii) 

Rural Bcalih 

: Desirable minimum required number of rural hospital 
beds was taken as 1.50 ogaiiLst the existing all-India 
average of 96.8 per million rural population. 

(XIV) 

Rural Infant Mortality rote 

: Desirahle/optimum level taken as 50 as against 

105 per 1000 live birth at present. 
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is the availability of rural hospital beds per 
million population and infant moilaiily 
rate. The data given in Table 3 show that 
Punjab has the highest number of rural 
hospital beds as 233.S per million rural 
population and lowest infant mortality rate 
after Kerala. The other states which have 
a higher intensity of rural hospital beds 
arc Maharashtra, Assam, Tamil Nadu, 
Kerala. West Bengal. Himachal Pradesh 
and Gujarat. On the other hand, Uttar 
Pradesh has the lowest number of rural 
hospital beds as 2I.K per million rural 
population and highest infant mortality 
rate as 140perihousanduf live bitths. Tlic 
other slates having high infant modality 
rate included Orissa, Madhya Pradesh, 
Rajasthan. Assam. Gujarat and Bihar. This 
shows that these states have relatively 
poor rural health infriustructurc. 

iNtJEX OF Rural Infrastructure 


weights were assigned out of total value 
as hundred. The weighting diagramme for 
construction of index of agricultural in¬ 
frastructure is shown in Table 4. Among.st 
the major items, highest weights were 
assigned to irrigation and marketing facili¬ 
ties for agricultural development. In the 
irrigation, more weight was assigned to 
the extent of irrigation and low weight to 
the source o1 irrigation. Uiuler the mar¬ 
keting facilities, more weight was assigned 
to the net work of agricultural markets 
rather than storage facilities in the state. 

Taking into consideration the available 
stock ot infr.istructural activities, the 
oplimum/or desirable level as well us all 
India average, the statewi.se .score were 
assigned to variou.s activities. The follow¬ 
ing assumption.s/('ritcrion were adopted 
for assigning .scores for different items 
Table A 


All the .states witha Icvclofinfra.stnictund 
activity equal to or higher than the above 
sppccification were given full .score for 
that item anil other states were accord¬ 
ingly scored in pn>podion to their level 
and the desired level ot infrastiucture acti¬ 
vity except in rural iiiraiit mortality rate 
where higher value was assigned low score. 

Statfwtsf, Scorf, ano Inoix 

Scores of various items ot inirastructure 
in different stales, as per level of develop 
meni indicated in Table 3 and the assump¬ 
tions detailed in the previous section arc 
.shown in Table S. Since these scores have 
been assigned to each item out of 100 and 
arc additive in nature, the sum total of 
scores for all the items indicate the index 
of infrastructure of each state. It is seen 
from Table 5, that overall index of intni- 
stiucturc IS highest in Punjab followed by 


The item and kind of activities of in¬ 
frastructure put in place deiennine whether 
growth in the state/scctor would be res¬ 
ponding positively or not. Since emphasis 
on various items of infrastructure varied 
from state to slate, the level of these 
activities also varied signiricantly amongst 
states. In order to examine the overall 
development, it was considered cs.scntial 
to build an index of rural infrastniciure by 
combining different items. In all 14 sub¬ 
items of agricultural infrastructure were 
identified under nine major heads as 
detailed. Taking into consideration, the 
nile and importance in influencing the 
level of agricultural production/produc¬ 
tivity, each ilcin/sub-item was assigned 
weight after discussion with agronomists 
crop scientists and other experts. The 


Tabu (» Siaitwisi- Inufx (tt Rural Inira.virikturk. Yilldoi Foowsrains anp Valul 
PROlHIC-nVirV Pl=R HFfNARl (I9N4-9.S) 


Sijic 

Index of infrxsli'uclurc 
Per Het (Kg) 

Yield of Foodgrains 
Per lice iRs) 

Value of Output 

Andhra Prade.sh 

S16(X) 

niTiVII) 

•t089(XI) 

Assam 

Ml HiXl) 

1.7()8<XI) 

1402(XI) 

Riliar 

42 (HXV) 

1446 (X) 

4(HJ|(VIII) 

Uu|ural 

htVIl) 

I249(XII) 

2(X>2(X) 

Harvana 

6S 9(IV) 

27V)(II} 

7288(XVII) 

lhiiia,:hal Piad-js!) 

S6 6(VI) 

16*4 ll VIII) 

6797(V) 

Jammu and Kashmir 

5T9(IX) 

l6't2(IX) 

6696<VI) 

Ki-nialaka 

S6 8(V) 

II12(XIV) 

3.168(XII) 

Km ,ila 

7n<XM) 

l873{Vn 

8088(11) 

Madhya Pradesh 

42 0(XV) 

I088(XIV) 

2I80(XV) 

Maharashtra 

14 4( VIII) 

K12(XVII) 

2271(XIV) 

OiLssa 

47 9(XIV) 

l2tl(Xlil> 

276.1(XII1) 

Puniab 

81 .ni) 

.1684(1) 

913.1(1) 

Kaj.ist)ian 

J8 KXVI) 

9(K)(XVI) 

7I09(XVI) 

Tamil Nadu 

68 4(111) 

2118(111) 

1204(IX> 

Ultui mPradesh 

10 KXIII) 

I9;I2(V) 

1714(VII) 

West Bengal 

50 4(XII» 

2(I77(IV) 

7798(111) 


Tabu-. 5 .Stauwisi, Imifx of Inirasirikturf. 


.Slats 

Power 

Village Shaie 
Elect to 

Ago 

Irngation 
PcrC’eni Tube- 
Aiea well 

Im 

Tians|xirl 

Road Vehicie 
Length No 

Feniliser 

.Sate 

IX-piH 

Rnnil 

Banks 

_Health 

Rural In^ii 
Huspilol Morality 
Kale 

Morketmjg Agn 

Whole .Storage Extent- 
Sale Ion K'r 

Maikel sonnet 

Apn 

Scicnl- 

ist 

Infin- 

sinK- 

lure 

Index 

Andhra Pradesh 

.10 

5.0 

3.8 

3.4 

28 

1 8 

3 7 

i~ 

2 4 

2.8 

29 

4.1 

3.2 


'iiT 

Assam 

49 

0.5 

2.1 

Bsl 

42 

2 6 

66 

4 1 

4.7 

2,3 

2 2 

2 0 

1.6 

9 0 

50.8 

Bihar 

.3.5 

47 

4.6 

0.9 

2.5 

2 1 

1 8 

4,5 

I.O 

2,4 

2 5 


22 

6 9 

42 0 

Gujarat 

5 0 

5.0 

2.7 

1.4 

2.7 

48 

4 2 

5 7 

3.4 

2.4 

1 9 

10 

1 8 

16 

116 

Haryana 

5.0 

5.0 

7.5 

29 

3.0 

4 2 

10 

5.1 

l.l 

27 

1 0 

3 1 

17 

10 0 

61 9 

Himachal Pradesh 

50 

0.5 

I 8 

0.2 

23 

0 7 

10 0 

10.0 

36 

2.7 

0 7 

0 4 

8 7 

10 0 

16 6 

Jammu and Kashmir 

47 

2.0 

42 

0.1 

04 

1 1 

9,1 

8 3 

18 

2 9 

10 

0.8 

ilKI 

3 4 

13 9 

Karnataka 

50 

5.0 

2.0 

20 

3.4 

1.1 

32 

6.9 

2.9 

30 

1 1 

1 1 

6 9 

10 0 

16,8 

Kerala 

50 

0.7 

1 5 

.3.0 

1,0 

10 

10 0 

2.2 

4.1 

.10 

X 9 

10 

4 6 

10.0 

70.0 

Madhya Pradesh 

4 6 

4.0 

24 

1.3 

1 6 

0 6 

2 2 

5 4 

0 8 

2 0 

1 4 

2 4 

10 0 

3 1 

42,0 

Maharashira 

5.0 

4.5 

1.4 

2.5 

3.6 

2 ? 

4.1 

4.7 

4 3 

1 4 

2 7 

4 0 

1 2 

6 8 

54,4 

Orissa 

3.5 

0.8 

3.3 

0.3 

5 0 

1 0 

62 

5 5 

29 

1 9 

1 0 

1 3 

10 0 

12 

47.9 

Punjab 

50 

5.0 

9.3 

3.9 

5.0 

4.9 

6.5 

7.2 

5 0 

3 1 

1 0 

1.0 

10 0 

10 0 

85.3 

Rajasthan 

4 1 

5.0 

2.6 

0.7 

1.8 

1 0 

1 4 

54 

l.l 

2 3 

1 1 

27 

14 

3 7 

38.3 

Tamil Nadu 

5.0 

4.5 

4.6 

2.2 


.10 

10.0 

49 

4.3 

27 

2 3 

2 1 

14 

10 0 

68.4 

Uttar Pradesh 

3.7 

5.0 

6.6 

1.0 

3 5 

1 4 

10.0 

45 

0.7 

1 X 

1 7 

1 7 

1 0 

7 5 

.50,1 

West Bengal 

37 

1.2 

3.6 

0 5 

3.5 

10 

10.0 

4.2 

49 

3 3 

2 4 

I 8 

1 8 

45 

50.4 

All-India 

42 

5.0 

3.5 

1.8 

.3 1 

2.7 

6.1 

4,2 

3.2 

24 

24 

2 7 

38 

76 

.12.7 
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Kerala, Tamil Nadu and Haiyana, the index 
being 85.3,70,68.4 and 65.9 respectively 
against the all>India average of 52.1. The 
infrastructure index is lowest in Rajasthan 
as 38.3 and only slightly higher than this 
in the states of Bihar and Madhya Pradesh 
with index a.s 42. The overall infrastruc¬ 
ture index is also relatively low in the 
states of Orissa, Uttar Pradesh, West Bengal 
and Assam, lliis index is moderately gu<xl 
in the slates of Gujarat. Himachal Pradesh, 
Jammu and Kashmir, Karnataka and 
Mahara.shtra. The different states which 
have an overall low index of infrastruc¬ 
ture, have varied deffjciencics. Rajasthan 
has low level of development in irrigation, 
fertiliser sale depo, transport, agricultural 
marketing and rural wealth. Bihar has 
low index of infrastructural activities of 
rural lran.s|iort. credit niral health, agri¬ 
cultural marketing and extension services. 
The Madhya Pradesh has ptatr infra¬ 
structure in terms of irrigation, transport, 
fertiliser sale depot, rural health, agricul¬ 
tural marketing and research support. 
Uttar Pradesh has inadequate facilities in 
terms of transport, credit, rural health, 
agricultural marketing and extension while 
West Bengal has poor infrastructure in 
terms of power, irrigation, agricultural 
marketing and extension besides poor 
research support. 

Usually the two approaches, time scries 
or cross section data arc used to examine 
the relationship between the growth of 
agriculture and expanded level of infra¬ 
structure. In this study, as statewise 
inlraslructural indices were constructed 
for one year, and cross section data of 
different states regarding infrastructure and 
agricultural production had been used to 
examine the relationship between the two 
parameters. The .statewise index of infra¬ 
structure, per hectare yield of focKlgrains 
and value of agricultural production for 
1994 9.5 arc shown tn Table 6. It would 
be seen from Table 6 that the state of 
Punjab, which has highest index of infra¬ 
structure, also has the highest yield of 
foodgrains and value of agricultural pro¬ 
duction per hectare. Tamil Nadu and 
Haryana which have .second and third 
highest index of infrastructure, have third 
and .second highest yield per hectare of 
foodgrains. Raja.sthan and Madhya Pradesh 
which have a very low index of infrastruc¬ 
ture, have very low yield per hectare of 
foodgrains and total value agricultural 
production. In sc.me of states like Himachal 
Pradesh which have a reasonably high 
index of infrastructure have a low yield 
rate of foodgrains but with a high value 
of agricultural output per hectare hecau.se 
of special features of cropping system. 


However, in certain st^e like Gujarat, 
Maharashtra and Karnataka despite a 
reasonably high overall Index of infra¬ 
structure, the yield of foodgrains and the' 
total value of output per hectare are rela¬ 
tively low which is partly attributed to the 
special feature of millet based cropping 
pattern and partly to poor/weak physical 
inrra.structure like irrigation, fertiliser, sale 
depot, agricultural marketing and exten¬ 
sion services. 

In onter to examine the role of infra- 
.structure on agricultural development, a 
functional relationship was established of 
the form Y = a + bx, where Y is the per 
hectare yield of foodgrains or value output 
from agriculture and X is die index of 
infrastructure. The esti mated equations are 
as under 
<i) Foodgrain 

Y = -887.676+47.005 x ; 0.6825 

(8.277) 

(ii) Value of output 

Y=-16.34.23+121.5434x; R^ =0.4210 
(36.8011) 

NoieiFigures in brakets indicate standard 
enor of the coeffeient) 

The estimated functional relationship 
revealed that index of infrastructure is 
significantly influencing the per hectare 
yield of foodgrains and value of output 
from agriculture in the states. The coef¬ 
ficient of multiple determination (R^) 
showed that about 68.25 and 42.10 per 
cent of the variability per hectare in yield 
ot foodgrains and value of output from 
agriculture in different states is explained 
by the overall index of rural infrastructure. 
With every I point increase in index of 
rural infrastructure, average yield of 
foodgrains is likely to increase by about 
47 kg. Thus if the states that have a very 
low index of infrastructure like Rajasthan, 
Bihar and Madhya Pradesh would im¬ 
prove the infrastructure index even by 10 
points, they could increase their foodgrains 
pnxluciion by about 470 kg per hectare. 
Similarly the value of output per hectare 
could be raised by about Rs 1,215 at 
1990-91 prices with the same magnitude 
of improvement in infrastructure. 

The study has e.stablished strong re¬ 
lationship between rural infrastructural 
development and level of per hectare yield 
of foodgrains as also of value of output 
from agriculture, llrere is significant scope 
for increasing the yield of foodgrains and 
agricultural income by improving the rural 
infrastructure. It has also identified .states 
like Rajasthan, Bihar, Madhya Pradesh, 
Orissa, etc, which have poor infrastructure 
and low levels of yield of foodgrains and 
value of output per hectare. Items which 
required special attention forinfrastructural 


development in different states have been 
indicated in the preceding section. Uie 
development of infrastructure in these 
states would require large-scale step up 
in investment in these sectors, which 
may be constrained because of financial 
re.<iources. However, if economic growth 
is to be increased in the country, parti¬ 
cularly in less developed states, then 
financial re.sources have to be raised for 
improving infrastructureeitherby prioriti¬ 
sation of allocation of government re¬ 
sources or raising investment from private/ 
international sources. Though the priority 
allocatirm of financial resources in infra- 
strucutre may affect development of other 
sectors in the short run, returns from this 
in the long-term perspective would be 
enormous in terms of higher rate of eco¬ 
nomic growth. 
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SPECIAL ARTICLES 


Is Caste Appeal Casteism? 

Oppressed Castes in Politics 


Javecd Alain 


Among the oppressed the appeal to caste is for unification of simtiar ‘intis’ into larger collectivities and 
political mobilisation for power so as to subvert the very relations of the 'varna' order. Caste appeal here 
is, therefore, far from being casteism. 

On the other hand, the self-perceived transcendence of the traditionally hegemonic middle class from caste 
consciousness has rapidly collapsed in the last decade. There has been a steady decomposition of the 
consciousness of the middle class into articulated caste interests of brahmins, thakuts and so on. 

Within the Muslim communities there has been a shift away from concerns of security to those of equality 
and dignity - a politics in affinity to that of the dalits and the OBCs for recognition. They are therefore 
no more a vote hank; it is a case of alignment of interests of a secular nature, a social coalition of oppressed 
forces. 

This fusion of opposite tendencies and intercession of contrary forces has rendered the process df 
democratization more and more complicated so that simple judgments become one-sided and are a sure 
source of misunderstanding. 


THE way we answer the question in the 
first part of the title is crucial in 
understanding the politics of the oppressed 
in India today, whether we take the dalits 
orthcOBCs. Let methcreforc straightaway 
say that it is not necessarily so that an 
appeal to caste for political mohilisation 
or for votes makes that stance casteism. 
Not necessarily needs emphasis because 
a peculiar reversal of relations within the 
order of 'varnas' is taking place in India 
today which has not been adequately 
anaty.scd. It is due to this that casteism can 
manifest itselfin the present situation even 
without an appeal to caste. It is al.so impor¬ 
tant to note in passing that this particular 
form ot casteism has been a .source of 
enormous strength to communalism of the 
militant Hindu right-wing or the hindutva 
forces; I will come to this issue again at 
a later point in the course of the argument, 
llic rest of the paper tries to disentangle 
both the patterns and the causal chains 
implicit in the political prcKess underway. 

In an important way a seemingly 
unrelated issue is central in understanding 
the politics of the oppressed castes. 
Historiography has tried to come to gnps 
with thequestion whetlicr there wasslavcry 
in India in the way there was in Greece 
or Egypt or Rome. The debate was 
unfruitful as it could nut throw much light 
on the issue. It therefore remains 
unresolved. I would rather like to ask what 
was the nature of bondage of the direct 
‘producer* in the Indian social formation 
in the pre-colonial limes. This is important 
for the reason that what wc tixlay call the 


dalits or the OBf’.s were the producing 
classes m India eithci in agricullure or in 
.secondary manu lactui c through hou.sehold 
handicraft production or in guilds oi the 
goods that wcic of general use for .siwicty 
or .spccilically for the ruling classes. All 
thc.se sections of society were made up of 
dependent ‘jalis' whctlier as peasants or 
agricultural labour or as artisans upon 
superior castes; dependence, in other 
words, were of the collectivities and not 
merely of the individuals. In other words 
flic direct producers in India were unircc. 
But the nulure of 'unfreedom* ol the 
producers in India was of a 'collective* 
kind unlike the ‘individual unfreedom of 
the European serf* or earlier on of the 
slavc.s.' Once the .scriptural or juiistic and 
structural condition of this bondage begins 
to crack, it therefore should follow that 
the battle lor freedom loo has to be of a 
collective nature unlike in the west where 
it had followed individually-oriented 
struggles for right<' and entitlements even 
when these were collectively fought out. 
Democracy in India therefore has also 
heconic. in addition to the numerous 
definitions that set out its terrain, the sort 
of politics which the governed take 
recourse to;^ to gain a voice, a fiMithold 
into something valuable, a sign of status, 
a measure of clfeclive power and so on. 
Apart from the modem proletariat, the 
‘governed* in India have been largely made 
up of the dalil.s and OBCs; the category 
of the govcnied mon? or less overlapped 
with the direct producers. It needs to be 
emphasised that among the producers 


women played a very important role both 
in the household production and agri¬ 
culture. Their work was very valuable in 
the maintenance of family welfare More¬ 
over, in the context of the level of develop¬ 
ment ol the torecs of priKluclion it was 
highly skilled and therefore comparable 
to those <if the men in most respects. It 
is the connection between the nature of 
collective unfreedom and the politics of 
the governed, pronouncedly as it manifest.s 
in the posi-Mandal phase, which gives us 
a clue to how ‘castes' have acquired a 
decisively altered significance in the battle 
for democracy in Indian politics. And how 
within this whole framework the question 
of women’s rights and entitlements gives 
ri.se to complicated haltics where it is not 
an ea.sy matter to adopt position or make 
judgments as we wilt see later. 

I’he great merit of the concept of 
collective unfreedom is that it provides us 
with a historical ba.sis as well as a heunsiic 
tool to understand, what I would like to 
call, the great battle for bourgeois equality 
being fought out in the many terrains of 
Indian democracy whether we look at the 
electoral battle field, slriiciures of jKiwer, 
institutions oi parliamentary rule, bureau¬ 
cratic set -up, educational arena and so on. 
Imlia, to note in passing, is the only country 
in the world (from those of which data are 
available) where the eomjrosiiiun of the 
electorate has changed in lavour of the 
vulnerable section ol the population 
between ri7l and 1996,’I'lie proportion 
of those voting is tilting heavily in terms 
ol itii'ir electoral participation. In 19% as 
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against 1971 there arc more of the poor, 
illiterates, daiits, OBCs. rural based people, 
Muslim sections'* of the population, etc, 
among the voters. In 1971 there were more 
of the upper castes, well to do classes, 
literates, urban dwellers among the voters 
whereas in 1996 these same groups make 
upamuch larger sectionof the non-voters.^ 
In other words, the proportion of those 
voting out of the total electorate has 
remained the same, its inner composition 
has changed drastically.^ 

Here then we have a puzzle. All studies 
from different pans of the world have 
shown that the survival of democracy is 
negatively related to persistence of poverty, 
illiteracy, oppression and related features. 
And our India is incomparable very high 
on every one of these indices. These very 
.sections have become the important 
supportive actors in the sustenance of 
democracy. Having pointed to the puzzle, 
1 will not pursue the point further becau.se 
it will take me into the trajectory of 
democracy in India which isnot my purpose 
hcre.^ What can be indicated in passing 
here is the direction in which to look to 
resolve the puzzle. More of these 
vulnerable people in 1996 think that their 
vote has an impact on the way things are 
run in the country and also want democracy 
to remain as a system of rule even if 
another sy.stem can solve their problems 
better. 

Now all this has a bearing on what I have 
called collective unfreedom and the battle 
for demcKracy. Even a minimal move 
towards freedom in conditions of collecti ve 
unfreedom as prevailed in India is also 
simultaneously a call for ‘recognition’. A 
call for recognition is primari ly forequality, 
to be accepted as one no different from 
the others. I have therefore called it a 
struggle for bourgeois equality, no 
pejorative sense is implied here in the use 
of the word bourgeois. One can as well 
call it juristic as against substantive 
equality, followingtbcuseofthc ‘juristic* 
Marx made in some of his early writings 
like, for instance, in The Jewish Question. 
Let us look at the very content of the 
politics of the oppressed for substantiation. 
There is hardly any worked-out economic 
agenda in their call for ‘social justice' as 
is always the case with proletarian politics. 
This politics is not fighting for substantive 
equality, even Kanshi Ram does not ask 
for land reforms. He wants daiits to have 
power in the same way as the ‘sawarnas’ 
alwayscxerciseditovcrothers Thissurely 
may not be a radical advance. But equally 
surely this represents a major shift in the 
terriun of democracy in India. All this has 
been a source of ne w ki nds of commitments 


to the. democratic processes in Indian 
■politics and has given rise to a process of 
reconsolidation of democracy in India; 
marked though by two unwelcome 
features; instability of alliances and 
opportunistic shift of positions, both of 
which are an indication of the haste of the 
leadership of the oppressed groups to get 
into power. Let us look at this process a 
little closely to grasp what is not easily 
visible. 

The battle for bourgeoisequality in India 
is nut being fought, as was the case in the 
wc.st, between unequal individuals. It is 
being fought much rather between and by 
the vulnerable communities which were 
collectively unfree and found themselves 
in the realm of juristic freedom and 
competitive politics all of a sudden, around 
the time of independence. They also found 
their chances thwarted by the established 
middle class privilegensia composed of 
upper castes.^ Two things were happening 
within the.se vulnerable communities. On 
the one hand because of capitalist 
development (especially in agriculture), 
land reforms, education, employment, etc, 
among OBCs for example and also 
reservations in education and employment 
among the daiits, class and income 
differentiation have been taking place and 
therefore a dispersal of earlier forms of 
concentration of power with their 
traditional leadership. Earlier, such castes 
organised as jatis were internally egalitarian 
because of same occupation and skill 
endowment and therefore similar income 
levels. With the break down of the close 
links between the ritual status and 
occupation and the movement of people 
into different occupations and acquisition 
of varied and dissimilar skills, jatis started 
becoming internally inegalitarian; the 
processthough has a clilYerent tempo across 
the distinct caste leading to the formation 
of modem classes within the caste com¬ 
munities. Differentiation and dispersion 
of inherited bases of power, if we go by 
the global pattern of consequences of 
capitalist development, also sets in process 
the dissolution of the 'primordial' com¬ 
munities. Nothing of the sort has happened 
in India nor seems likely to in the near 
future even with the rapid individuation 
of interests and persons. 


Alt a result of the cafritalist development 
and the policy of reservations and some, 
though minimal, affirmative action by the 
state, within the class formation hint^ at 
above a middle class as well has been in 
the process of formation and consolidation 
within these caste-based communities. A 
further result of this has been the impetus 
given in a contrary, or rather opposite, 
process of unification of these com¬ 
munities. It is in the interest of these newly 
emergent orneo, as against the established 
ones, middle classes to unify these 
communities as blocstocompete forpower 
in democratic contestations especially the 
electoral competitiveness. These two 
contrary trends running simultaneously - 
diferentiation and undermining of the 
inherited ftn-ms of constitution of castes 
on the one hand and the process of internal 
unification on the other - rcprc.sent two 
contradictory forces in society; one, the 
class formation within the communities 
and the-individuation of interests around 
these and. two. the negation of the 
possibilities of the articulation of class 
tendencies as political positions. The Left 
therefore in today’s conjuncture stands 
severely disadvantaged in terms of 
independent mobilisations. This, it seems 
to me, gives us a clue to the stagnation 
and decline of the Left in many regions 
of northern India where this process is 
now under way in a rather pronounced 
way. The process was going on but the 
battles waged by the OBCs and the 
unrestrained vandalism of the upper castes 
in the wake of the implementation of the 
Mandal award led simultaneously to two 
things. 

(In parenthesis let us note in passing; 
Talking of the strategy and failure of 
development in India especially within the 
agrarian sphere a question in passing needs 
tobe raised here. In a hypothetical situation 
of land going to the tillers as against what 
happened when it got passed on to the 
occupancy tenants belonging mostly to 
the intermediate and backwardcastes, what 
would have been the nature of the 
articuiationof interests and theconstitution 
of communities and contestations between 
and within them as well as the formation 
of classes within the castes, communities. 
The consolidation of the type that took 
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place and the consequent ascendance of 
caste-based communities like jats, y adavs, 
kuimis, manthas, etc, is inconceivable 
without the way land reforms got carried 
out. This question cannot be pursued here 
but it is important to raise it because it 
provides a link to another important point 
which comes up often as the relations of 
production within the agrarian economy 
and which has a close influence on the 
question of democracy in India - both its 
trajectory and inner dynamics. It is just for 
this reason that I want to add here that what 
has been said so far and what will be said 
henceforth about Indian democracy is 
based on this background understanding. 
There is nothing inexorable about the 
course of development of Indian 
ucmocracy being analy.sed here. It has 
been conditioned, quite deeply, by the 
peculiarity of the bourgeois condition 
confronting Indian society. Any pre¬ 
existing social formation ha.s many possible 
ways of developing in terms of the 
transformational strategies adopted and 
the nature of development of the popular 
movements.) 

To move olf from the parenthesis, first, 
it hastened the process of this unification 
under the neo middle classes within these 
communities. And together with these to 
a rapid decline, in fact refusal to accept 
at all among both the dalits and the OBCs, 
in notions of hierarchy, cast superiority, 
purity-pollution, etc. In this sen.se the 
yadavs or the kurmis or the dalits are now 
a caste in a nominal sense becau.se all the 
normative markers of what constitutes the 
vama order are being rejected. Not just the 
normative injunctions which are under 
question but none of these castes any more 
accept the conditions of service orclientele 
of the ' jajmani’ kind and much et.se which 
is so important for the validity of Dumont's 
argument. With all this has also collapsed 
the process of emulation for mobility in 
the ritual status as popularised in the term 
‘sanskritisation’ by Srinivas. They have 
become a community in any sense of the 
term.^ If we have a collectivity in a process 
of formation without the acceptance of 
any of the attributes which define the 
relations between jatis as set out in the 
vama ideology then the ascription of caste 
as its mode of social existence is difficult 
to sustain; more so in the realm of politics, 
democratic politics is in any case subversive 
of ordained hierarchies even if otherthings 
were to remain the same. The available 
vama terms stick as the vama vocabularies 
provide common idiom and an over¬ 
arching discursive framework not so much 
for internal references or .self images of 
oppressed castes any more but much more 


so for mobilisation for power, to seek 
equality with those who consider 
themselves superior because they are pure. 
But it no longer can define the character 
of the collective as caste within the caste 
system as it earlier used todo. It is {nrecisely 
here that one form of reversal of the vama 
order is clearly discernible. It is the upper 
castes of 'dwijas' who sri*! refer to 
them.selves with pride as brahmins or 
thakurs and what not and make all the 
efforts to enforce caste norms to sustain 
their social domination as a part of the 
class rule. 

These arc the communities made up of 
the oppressed castes which now are fighting 
for equality and recognition vis-a-vis, on 
the one hand, the dwija castes and, on the 
other, against the privileges of the 
established middle classes. The battle is 
fierce and ‘ugly’ and ugly because everyone 
among the oppressed is in a hurry and 
ready to jump the queue and break all the 
rules of the game so assidun jsly built up 
by us, the gentry. This is not to question 
the very worth of rules as such. But to 
recognise that to stick to mies assiduously 
is to wait ratner longer in the queue and 
is therefore viewed as disadvantageous by 
the oppressed groups. We therefore must 
be cautious in judging by our sense of 
parliamentary decorum or social niceties 
as much of the media and drawing room 
conversation does. There is also the sense 
of hurry among the neo middle classes 
who lead the oppressed communities as 
they have no stKial status to inherit from 
their earlier life and no prior premgative 
or enablement on which to build on as is 
the case with the established middle classes. 
This lack of background social asset of 
any kind is an important feature of the 
newly emergent middle classes from 
among the oppressed groups and therefore 
needs to be kept in mind for situating their 
political bchaviouras well as opportunistic 
turns. 

The process of extension of democracy 
in India ha.s thus become a very untidy one 
and it docs not seem to me likely that it 
will become any better in the short term. 
The understanding of this requires 
disentangling of the deeper processes of 
dcmocratisation in Indian society which 
arc masked by the surface features of 
untidiness. It is this untidiness which has 
been a source of so much adverse comment 
and conuemnationby the media and other 
professional commentators which really 
has fed into, unintentionally much of the 
time, (he propaganda machine of the 
hindutva brigade. The politics of the 
militant Hindu right-wing ever since 
Advani's 'rath yatra’ has primarily been 


to arrest and roil back this process o 
democratisation of Indian society. Util 
added dimension along with the earliei 
anti-minority bigotry and intolerance oi 
radical dissent gives to hindutva politici 
a more complete fascist flavour. 

Let me now terminate one side of mj 
argument. Among the oppressed the appea 
to caste is for unification of similar jatii 
into larger collectivities and politica 
mobilisation for power so as to subvert iht 
very relations of the vama order. Casti 
appeal here therefore is far fmm bcinj 
castci sm, as is often alleged. The allegatioi 
is based on an over-valuation of suii'aci 
features and an utter disregard to the inne 
logic of the deeper processes in Indiai 
politics. By the way, it is futile for us oi 
the Left to expect a replay of the pattern: 
of development in the wake of capitalis 
development in the west where com 
munitics or primordial bond.s were slowl} 
dissolved to be replaced by one suprenu 
primordial bond, the nation. In the waj 
(hat the capitalism in the third world i: 
incapable of aclualising bourgeois demo 
cratic a.spiration, it is by a similar logic 
(of innrmity internal to it) noi going U 
dissolve the pre-modern communities 
They arc going to be with us as potent 
political forces for a very long foreseecMc 
future. Therefore tactical ways appropriate 
to the situation have to be worked out foi 
radical advance. 

What mokes this battle further mutky is 
the second process let loose by the po.st’ 
Mandal struggles. There has been a stead) 
decomposition of the consciousness of (Ik 
e.stablishcd middle cla.ssc.s into articulated 
ca.stc interests of brahmins or thakurs and 
.soon. The traditionally hegemonic middle 
class always imaged it.sclf a.s based or 
accomplishment, not untrue, but alsc 
bclievi^ that it has outgrown caste as the 
basis of its social being. The self-perceived 
transcendence from caste consciousness, 
as can now be seen as illusory, has rapidly 
collapsed in the last decade into a hear 
where they still want to he on (he top ol 
it. It has taken the form of separate sphere; 
of varying upper caste consciousness, 
separate but alt in close affinity one to the 
other. The brahmin and (he baniya are 
therefore in a close embrace within the 
hindutva fold. It isthe privilegensia .striking 
back with reactionary sweep. 

It is easy to understand this process if 
we remind ourselves that the established 
middle class was overwhelmingly drawn 
from its inception in the colonial times 
from the upper castes. It thcrelore inherited 
in the process of becoming property, 
prestige and power from its prior status, 
its negemony because of (he head start in 
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economy, bureaucracy, and other insti- 
tutfons of public life did not make it feel 
the need to think in terms of caste but 
could consciously and by habit talk of 
itself as having transcended the caste 
barriers. It is this consciousness that has 
decomposed. Now as various upper castes, 
they seek to preserve their privilege by any 
means; but relying mainly on modern 
discursive jargon. Merit and efficiency arc 
important in any modem society, that is 
why affirmative action is of such crucial 
importance for the socially disadvantaged. 
But if these same qualities are abstracted 
fromlargerconsideratioiisnf social welfare 
and equity then this Icad.s to deification 
and deification is a disguised mode of 
defence of vc.sied inicrest; recall Marx’s 
analysis of the fetishisation of com¬ 
modities. 

If the sawamas still do not like to talk 
in terms of the casie nomenclature there 
is available the hindutva idiom and its 
platform where these middle classes can 
hide their newly discovered caste intcrc.sl 
in seeking indentificuiion with ‘national 
intere,sf. We thcreinre can .see the 
paradoxical spectacle ol the most 'up-to- 
date personality' in India together with 
their caste brethren making a beeline into 
the lolds ui militant Hindu right-wing 
politics, it is Iherelore right to consider 
thc.se as the most anti-democratic section 
of Indian society. The sudden shilt of the 
upper castes from secular politics and the 
Congress Party, a representative of the 
secular tradii ion of the ruling c lass i merest, 
IS the manifestation of the decomposed 
consciousness presenting itsclfnow as the 
broken bits of the old unity called the 
'middle i lass’ but refusing to recognise 
it.sclf as having broken into its caste 
components seeking to secure the privilege, 
as reaction. Here is the second component 
of my poser right in the beginning. The 
argument of the hegemonic middle class 
about the efficiency of the brahmin or their 
cohorts among other .‘-awarnas is castcistn 
of an unalloyed kind, licnee the attraction 
of hindutva. a disguise to hide your holy 
nakedness. And hindutva has by now 
placed itsclfas a strategic presence to tame 
the up.surge among the oppressed 
communities by accommodating them in 
subtly worked-oul modes of dependence; 
though this is not without its own 
contradictions. 

That is why, to lake i quick note of it. 
the Muslims too are in the thick of the 
battle for democracy: (|uitc in the way the 
dalits and OBCs are. There is a split 
between the Muslim masses and the gentiy 
which always pmvided it the leadership. 
The Muslim ma.s.ses today find their 


traditional leaders from the gentry a 
hindrance to what they want to seek. As 
an aside, a Shafique Ahmed can surely 
become a governor but is in no position 
to even win a municipal election from a 
Muslim constituency. An ordinary Muslim 
would rather vote for a yadav or kurmi pul 
up by Mulayam Singh or Laloo Yadav 
than to one from their own upper classes. 
Whether or not it represents a step towards 
being .secular, definilionally, it is an 
important step in the direction of 
secularisation of politics. Ordinary Muslim 
masses find ihe.se communities of OBCs 
and dalits as placed adjacent to them and 
not in a relationship of dependence as it 
was in the case of iheirearlier relationship 
with the Congress. Adjacent is of 
consideruhic importance here. They are 
not one with them in any simple way. 
There has been a shift away within the 
Muslim communities from concerns of 
.security fostered by the Congress to iho.se 
of equality and dignity; a politics in affinity 
to that of the OBCs for recognition. They 
are no more therefore a vote bank: it is 
a case of alignment of interests of a secular 
nature, a .social coalition of oppressed 
forces. 

This contc.st and .struggle is what has 
given a new rigour and .strength to the 
liberal face of Indian democracy, even if 
it has fai led to radicali.se the transformat ive 
agenda and (he vulnerable sections of the 
society arc the co-pillars of this 
commitment for liberal democracy. This 
ought to be recognised and fore-grounded. 
Recognition of this fact is also important 
becau.se in the unseemly behaviour of the 
political formations of the oppressed 
communitic.s there has been a fear that this 
may be undermining parliamentary 
tradition which sustain the democratic 
polity. Whatever be ihc nature of wheeling 
and dealing between them and the 
indecorous poll lical behaviour, the politics 
of the opprcs.scd has also been responsible 
for the su.stcnance of traditions of civility 
between the communities and the secular 
character of the polity. This is an important 
gam in the face of ascendance of the politics 
of inlolcrance and hatred as practised by 
the hindutva. Indian state has nut become 
fascist but the rule of the militant Hindu 
right-wing has given rise to all the fascist 
sympuims i Ihc Indian society. Earlier in 
the wake of the campaign forthc demolition 
of the Babri masjid and in the immediate 
aftermath of it, riots and pogrom were 
used to Hindui.se national .sentiment and 
consolidate these. Today there i.s a 
discernible change of tactics. In Ihc highly 
visible and publicised persecution of 
Christians, and to a lesser degree of 


Muslims, the effoit seems to be to make 
the e veiyday life of the minoritiesdifficult. 
Undisturbed rhythms of everyday life are 
very important for a sense of peace and 
security. Small insults and indignities 
heaped often at so many points in the daily 
routine make life impossible to live. This 
exactly is what hindutva has now taken 
recourse to, pronouncedly with the 
Christians. This is an effective tactic to 
unnerve the ordinary people and yet get 
away with it. Indian society over the years 
of exce.ssive and often gruesome violence 
has become insensitive to small acts of 
violence and invasions into the lives of 
others. Becau.se there is no large-scale 
violence fascists can get away by saying 
that ‘hardly, any one has been killed in 
Gujarat’ and Ihc loss of property is 'not 
even a few lakhs’ and therefore what ail 
we arc hearing is an exaggeration of 
the English press. The shame of the matter 
is that the prime minister of the country 
endorses such a pcrniciou.s position. 
The tactic now seems to be to insensilisc 
people to the importance of dignity in the. 
ordinariness of everyday life. 

In spite of all that is positive in the 
politics oi the oppres.sed communities, 
there is a great infirmity in this battle for 
bourgeois equality. Each community wan's 
to preserve its own internal relations of 
power and it is here they also take recourse 
to traditional ways of enforcing com¬ 
pliance. The worst result of all this is that 
the women arc systematically excluded 
from the fight for equality. Women as 
restricted part of thc.se communities are 
a segment of this process of egalitarian 
thrust vis-a-vh the women of the upper 
castes. But as persons within these 
communities remain, or are in fact 
becoming more, unequal in relation to 
men. In the beginning of this argument we 
noted that women in the pie-colonial 
economy performed valuable labour and 
in terms of skills their work was comp.irable 
to that of men. All this is changing in an 
adverse way for them. With the develop¬ 
ment of the forces of production they have 
suffered a downward mobility. As their 
work has remained static in relation to the 
development of skills in society its value 
has been going down; in other words it 
is becoming de-skillcd in relation to the 
work done by men. This is perhaps more 
pronounced in the ca.se of OBCs as 
compared to the dalits. Nevertheless, their 
work in all the oppres.sed communities has 
become marginal and their economic 
dependence on men has correspondingly 
increa.scd. 

What make matters worse for women 
arc the moral codes which define life 
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within these communities. These moral 
codes militate against equality and gender 
dignity. They are always imposed and 
never advocated. It is here in terms of the 
criteria of advocacy as against that of 
imposition that we get a criterial basis to 
make judgments between modern moral 
outlooks and traditional moral codes. Any 
one of the modem moral outlooks seek 
compliance in terms of advocating a 
certain way of doing things which in turn 
involve, many a times, a great deal of 
persuasion. Quite to the contrary, 
traditional moral codes are more often 
imposed with threat of retaliation as 
the basis for compliance. It is therefore 
always in terms of the form and not 
necessarily in the content that the modern 
moral outlooks can claim a certain 
.superiority.'® 

We must therefore be wary of defending 
difference unconditionally on the ground 
of the rights of the communities to a way 
of life, as many are doing against the 
homogenising tendencies of modernity. In 
the name of demiKracy wc cannot also 
allow indignities and atr(x:itic.s to go on 
because communities arc so constituted or 
alternatively wail idefinilcly for an 
allcrnaiive to emerge from within the 
community. Given their codes the dice i.s 
loaded against the vulnei able wHIiin. more 
against .some like the women than the 
others." While it is important to re.spccl 
difference of culture and bclicl. this 
however mu.st be on two condiliun.s: that 
any practice which militates against the 
dignity of a person mu.st be forced to 
defend itself and that the stale must bo 
forced to protect the person even if it 
means coercion. 

So while wc recognise the valuable 
nature of the shift in Indian politics which 
seemingly is based on castes but we also 
have to engage in a sustained democratic 
struggle again.st the incgalitarianism and 
hidebound outlooks inherent in the 
emergent communities in India; especially 
their gender blindness. In other words, 
while we welcome the extension of 
democracy in India, we simultaneously 
have to struggle to deepen democracy on 
this expanding canvas. Deepening of 
democracy apart fn>m .substantive content, 
requires two formal conditions in the Indian 
situation. Dalits and women have to bcome 
bearers of entrenched rights. Only then 
these communities can be made to embody 
a condition of rationality; that is, critical 
scrutiny and reflection as a pre-condition 
for claims on others. 

In this process of dcraocratisation that 
Is becoming more and more complicated 
in the fusion of opposite tendencies and 


the intercession of contrary forces, simple 
judgments become one-sided and ate a 
sure source of misunderstanding. The Left 
in particular has to be rather cautious 
because it is the only force which can give 
an anchor to this process and to the forces 
involved in it for a radicalisation of 
democracy as prelude to, when feasible, 
revolutionary advance. 

Notes 

[I would like lo express my deep groiitudr to 
D L Sheih for long hours of discussions which are 
still going on I am also thankful to Ambrose Pinto 
for giving his comments An earlier draft of this 
was pn:.sentcd at a .seminar in the Ucpartment of 
Political Science, Punjab University. Chandigarh, 
where questions and comments were helpful in 
clarifying many issiie.s ) 

I Here I am building on a stray comment by 
Piulha Chiillcrjcc in A Pmtihle Irnfia. OUP, 
New IVlhi. 1998, ch I. 

I I draw once again on Partha Chatterjee who 
has defined democracy in relation to India a.s 
“the polilii's of the governed", ibid. 

.1 C.SDS Ojia llml. ba.sed on a cn>.s.s-polity 
survey •'ondii..teil iiniiiediately after the 1996 
parliaiiH-nt,ir>cleclinn.s.1'he data for 1971 arc 
also from .i Minilar survey done then These 
iwo points in lime arc good refcrencc.s for 
comparison Ix'causc ihe voting ficrcciitagf had 
hy (hen stabilised around 60 per ceni Before 
dial II had shown wide fliicluaiioas 
4 Accoiding to die C.SDS data, il one were lo 
lake mil 6 lo 7 |Kr cent of those who belong 
lo the gentry or die imddic cla.sses among the 
Muslims, then the condition of the ordmniv 
Muslims IS no hctler than dvil of die dalits 
or Ihe mo\i backward castes 
.S CSDS. op cit 

6 Let us lake two caste categories fur lilusti uiion 
In 1996 against the average polling ot S8 jx-r 
cent, there arc I per cent ni.ore OBC's voting 
as against 3 (ler cent less of llic up|x-r castes, 
that IS 59 per cent OHCs vole as .ig.imsi 5t) 
pel cent of Ihe upper castes II is more 
pronounced in case of Ihe dalits On Ihe .same 
calcul.'ilion as above. 60 pei cent of Ihe dalits 
vote as agaiissl .56 per cent of Ihe upper ca.slcs 
Now if wc convert the per cent figures into 
absolute numhers these will run into inilliuns 
given the sue of the electorate 
Now this completely gix's contrary to what 
western psepliology has taught that education, 
status, well-lv'ing are all positively correlated 
to the act of voting This was quite so earlier 
in India hui h.is changed completely in recent 


years. We cannot say whencxacily thUsiarti 
happening hut it is possible to infer, as Wi 
be evident in the argument in the text. Ih 
such a process has its beginning in the pos 
Mandal phase Nevertheless what remait 
clear IS that ihis pattern has continued incvei 
election since whenever cleetioiis were hel 
since 19% wlaMher lor parliaiiMint orthestal 
asscinhiies. 

The innei consistency of tlx* data can t 
checked by look iiigal lire eompjnson betwee 
the illitcratr.s vs die educated We get the .san 
results 

7 I have worked on tirese questions in re 
fonhciiming book Dfmiii racv in India 

8 The closest analogy to this is the way d 
struggle of the cllimc communities went r 
in America. The various migrant groups lil 
the Irish, the Poles, the Italians and so i 
sought to seek equality against the Whi 
Anglo Saxon Protestants (WASP) wli 
nionopolLsed the positions of power and .stall 
as (he first migrants The process worke 
relatively smoothly liccaiise of the continuoi 
territorial expansion and unlimited econom 
growth The theory of melting pot worked i 
this specific context Today with (he d'ryir 
up of both cxfKtnsion and growth iherr is 
inea.s.scrtion of difereni ethnic identities lit 
those of the Hispanics. Blacks and other lab 
migrants. Il is important to note that the! 
were the very groups which did nol gain oi 
of the exjiansion and growth Tixlay therefoi 
there IS a lot of woolly talk of midti-euliuralisi 
around in North Aiiicricii 

9 Cnmiia-nilics can Ire ideimried when the 
afliculiile in a siiiu>-|x>liiical context. A fixe 
definition can he a source of mis specificatiai 
Coinnnmityhoundunes vary as pcrthecontex 
For example, in ihe face of the onslaught c 
the limdulva forces Muslims or Christian 
may consider ihcmselves and act a 
coiniminitics But in a siliialion, say of sirif 
between Ihe Shias and Sunnis, these Ihe 
Lonsimite. themselves into communities i: 
thal context Such examples can be multiplici 
m dillcrcnl ways, for example, u village get 
lonstitiiicd into comtnuniiies in a differeii 
way during 'mclas' then when it is in a feui 
with a iicighlHiuring village. 

10 For an illiiinmatmg discussion on this tssu 
.see .Stephen 7'oulimn. Reasnn in Etkici 
Cambridge University Press, Cambridge 
1961. esp pp 157 45. 

11 For a sampling of Ihe severity of law this cai 
work against women sex; Prem C’howdhrj 
‘linforcing Cultural Codes. Gender an 
Violence in North India’, Fxoiuinnc an, 
Piililicul Weekly. May 10. 1997. 
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Indian Institute of Management, Alimi d;d>.ui 
Revised dates for Summer SihiMiI 

With refrrcnce to the advertisement appearing on Ihc page no, 64.1 in the 
issue of March 6-13. 1999, the revised dales for .Summer School are: 

Programme dales: June 11-20, 1999 (instead ol June 11-29, 1999). 

Last date of receipt of applications. April 25, 1999 (instead of April 15,1999). 
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Kashmir: Sources of Conflict, Dimensions of Peace 

Sumantra Bose 

This article identifies and develops essential elements of a multi-dimensional approach to gradually, 
incrementally de-escalate the Kashmir conflict. It first pinpoints the essential features of that conflict, 
stressing that the problem has both exogenous sources in the form of the broader regional conflict between 
India and Pakistan, and endogenous source.^, in the form of the existence of several fundamentally different 
political allegiances and preferences among the socially heterogeneous population of Kashmir. It also 
explains why neither plebiscite nor partition present viable means of resolving the Kashmir conundrum, 
using analogies and examples from Bosnia-Hercegovina and Quebec in the process. The article then develops 
one by one three interlocking dimensions of an alternative peace-building approach which takes account 
of the complex intersection of multiple, cumulating ‘domestic’ and ‘international’ factors that collectively 
define the contemporary Kashmir problem. This three-track approach is inspired by the ongoing strateg_, 
of building peace in northern Ireland and derives much of its substance from the central aspects of the 
Good Friday Agreement. The approach takes into account the legitimate concerns of Indian and Pakistani 
state elites with basic issues of territorial .sovereignty, national interests and security, while accommodating 
the equally legitimate aspiration to self-rule of a large segment of the population of Kashmir. 


Introduction 

IN the wake of a relative “thaw* in India- 
Pakistan relations following the Indian 
prime minister's shutllebus diplomacy to 
Pakistan and the Pakistani prime minister's 
return visit to India, it has become ever 
more imperative for the south Asian region 
to seriously come to gri ps with the Kashmir 
problem, which is as old as the two 
countries themselves. 

In this article, I try to do two things. 
First, I try to pinpoint - in a deliberately 
clinical vein - what the essential sources 
and features of the Kashmir conflict arc 
uxiay. I suggest, in the process, that the 
sources of conflict, while interrelated, are 
multiple and complex. Second, I try to 
develop the essential elements of an 
approach geared towards the gradual, 
incremental dc-e.scalation of the Kashmir 
problem which takes into account its in- 
heient complexities and multi-dimension¬ 
ality. Note that mine is an attempt to identify 
the essential dimensions of a peace-build¬ 
ing approach, and not to prescribe what 
a “solution* to this problem might be; there 
is a fundamental difference between the 
two. My ideas in this regard have been 
inspired by the ongoing peace process in 
northern Ireland, especially certain central 
aspects of the Good Friday Agreement to 
build peace there signed in April 1998. 
There arc several significant similarities 
in the configuration of the problems in 
northern Ireland and Kashmir, particularly 
in the complex intersections of a variety 
of'domestic' and 'international* conflict- 
producing factors in both cases. 

SotJRcts OF Conflict 

In its contcmporaiy incarnation, the 
Kashmir conflict has both exogenous and 
endogenous sources, which reinforce each 
other in a pai-ticubOy intractable com¬ 


bination. Let me identify the exogenous 
sources first. 

The majorexogenoussource isof course 
the broader regional setting - the very 
deep- sealed mutual hostility between India 
and Pakistan which manifests itself above 
all over the focal point of Ka.shmir. It is 
incorrect in my view to regard Kashmir 
as the cause of the India-Pakistan conflict; 
that conflict has deeper roots and is much 
more than just Kashmir. However, it is 
correct to regard the real estate dispute 
over Kashmir as the single most important 
symptom of that deep-rooted animosity. 
Both countries have chosen to make 
possession of Kashmirccnlral to the raison 
d'etre of their respective national 
existences - 'secular' nationalism in the 
case of India, Muslim nationalism in the 
case of Pakistan. The result of this 
competition are maximalist, zero-sum 
claims to Kashmir which are fundamentally 
irreconciliable with each other. In their 
present form, they leave absolutely no 
scope for any kind of compromise through 
dialogue and negotiation. 

There are also, however, formidable 
sources of conflict which are endogenous 
to Ka.shmir itself. Jammu and Kashmir - 
both the two-thirds of the pre-1947 princely 
state whicn is under Indian control as well 
as the territory as a whole, encompassing 
the remaining one-third which is under 
Pakistani contnil - is no unitary pheno¬ 
menon. In fact, it is ju.st the opposite. Not 
only is it compo.scd of several distinct 
geographical legions (Kashmir Valley, 
Jammu and Ladakh in India, the Azad 
Kashmir districts plus Gilgit and Ballistan 
in Pakistan), but its population is divided 
into a bewildering multiplicity of religious, 
ethnic, linguistic and caste groups. This 
means that not only arc there Muslim. 
Hindu, Sikh and Buddhist elements in the 
population, but that the two majorelements 


- Muslim and Hindu - arc further divided 
internally along faultlines of region, 
ethnicity, language, caste and political 
affiliation. Thus for example, the typical- 
first preference of a Kashmiri Muslim 
from the Valley - the historical centre of 
Kashmiri autonomism once personiHed 
by Sheikh Mohammad Abdullah, the ‘Lion 
of Kashmir’ - is an independent Jammu 
and Kashmir. But that of his gujjar co¬ 
religionist in Jammu is usually to stay 
within India (though not necessarily on 
any terms). 

Along with this social fact of inherent 
diversity and the existence of multiplicity 
of complicated, cross-cutting linkages and 
cleavages, there are several distinct poli¬ 
tical identities and orientations in Kashmir. 

I am talking here not of partisan political 
preferences of a narrow sort, but of basic 
political allegiances - which national 
identity is preferred by people as indi¬ 
viduals and as members of different 
communities in Kashmir, and which state 
they identify with and wish to belong to. 
In Indian-controlled Kashmir, there arc 
three distinct political orientations in this 
fundamental sense - pro-indcpendcnce 
(the preference of a decisive majority in 
the Valley and of a .sizeable minority in 
the Jammu region), pro-India (the prefer¬ 
ence of a majority in Jammu as well as 
in Ladakh and of a small minority in the 
Valley), and pro-Pakistan (the preference 
of a relatively small minority in the Valley 
and an even smaller one in Jammu). White 
I am in a less authoritati vc position to com¬ 
ment on the corrcspoiuJing situation in 
Pakistani-controlled areas (not having had 
the opportunity to do Held research there). 
I believe two majcM* and fundamentally 
different political orientations exist 
there as well - loyalty to Pakistan and 
support for the 'third option* of inde¬ 
pendence. 
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The major endogenous source of confltci 
in Kashmir is that these different political 
orientations are fundamentally irreconcil¬ 
able with each other. While most types of 
political disagreements are amenable to 
some sonof resolution through negotiation 
and bargaining, there is one specific type 
of disagreement which is usually not - 
differing conceptions of what one’s 
national identity is and with which state 
one’s basic political allegiance lies, in 
societies that aredividcdaiongthis crucial, 
highly intractable faultline, attempts to 
forcibly impose the preferences of one 
group on the others in the population, or 
to resolve the issue through popular 
referenda (plebiscite) decided on the 
majoritarian principle (fifty per cent plus 
one) are not only untenable. They arc 
positively dangerous, recipes more forcivil 
war than anything el.se. 

Recent experiences in Dosnia- 
Hercegovina (BiH) and Quebec, as well 
as northern Ireland, powerfully corroborate 
my argument. In a 1992 independence 
referendum in BiH, 63 per cent of the 
eligible electorate turned out (almost all 
of whom were Bosniaks or Muslim 
Bosnians and Croats) and 98 per cent of 
thc.se voters .supported Bosnian inde¬ 
pendence, which followed, along with 
international recognition, in .short order. 
However, the referendum was massively 
boycotted by the Bosnian .Serb community 
(about 3S percent of the population), who 
disagreed with its very rationale. The 
de.scent into civil war in Bosnia became 
inevitable the day the results of this 
referendum became known. That turned 
out to be not a two-cornered but a three- 
cornered civil war. since unlike the 
Bosniaks, most Croats who participated 
in the referendum and voted yes had dune 
so not out of any sen.se of allegiance to 
an independent state of BiH, but bccaii.se 
they hoped that BiH’s separation from I'.ic 
Serbia-dominated rump of Yugoslavia 
(Slovenia and Croatia had already seceded 
from Yugoslavia by that lime) would be 
but a stepping-stone to the annexation of 
large Croat-dominated areas of BiH by the 
newly independent Croatian state, llirce 
and a half years after the formal end of 
that civil war. Bosnia-Hercegovina still 
lies effectively partitioned into Bosnian 
Serb, Bosnian Croat and Bosnian Muslim 
statelets, and each of those three 2 ones of 
control has an overwhelmingly nationally 
homogeneous population engineered 
through mass murder and even more 
massive expulsions and forced deport¬ 
ations, eerily reminiscent of the partition 
of India in 1947 (Bosnia was a patchwork 
mosaic of the three groups till the war). 

A 1996 independence referendum in 
(^ebec was defeated by the narrowest of 
margins - 50.4 per cent of those voting 
said Non to independence while 49.6 per 


cent said Oui. The referendum completely 
polarised the electorate, with the pro- 
independence majority of the Francophone 
population (who make up about 80 per 
cent of Quebec’s total population) pitted 
in a bitterconfrontation with the very large 
anti-independence minority among the 
Francophones themselves, allied with the 
overwhelmingly anti-independence 
minorities in the population (Anglophone 
Quebecers and the native Indian peoples). 
Civil war did not result in Quebec, but 
Kashmir and south Asia are relatively 
speaking much more similar to Bosnia and 
the former Yugosla via than to (^ebec and 
Canada. In any case, even if the outcome 
of the (^ehcc plebiscite has been exactly 
the reverse - 50.4 per cent for indepen¬ 
dence. 49.6 per cent against - the problem 
would still not have been resolved. Indeed, 
uneven more volatile situation would have 
been created with one-half of the citizenry 
triumphantly celebrating the dawn of 
' freedom’ and the other half feeling totally 
insecure and furious about being forced 
into a new state against their will. 

Thcseexamplesdramaticaliy expose the 
great limitations and dangers of using 
picbiscitary-mujorilarian mechanisms to 
decide highly sensitive issues of ‘self- 
determination’. In the case of northern 
Ireland, of course, the Good Friday Agree¬ 
ment promi.scs that northern Ireland will 
not be detached fnim the United Kingdom 
and be made part of an unified Ireland 
unless and until a simple majority of the 
electorate of noithcm Ireland ratify such 
a change through a popular referendum. 
There is more to this clause than im¬ 
mediately meets the eye. however. The 
architects of the GikxJ Friday Agreement 
arc perfectly aware that such a situation 
will not transpire in the next 20 to 30years 
at lea.st, since the (pro-unirication) nation¬ 
alist Catholic population, which has been 
growing fa.ster than the (pro-British) 
unioni.st Protestant population, wilt none¬ 
theless not become a majority of the adult 
voting population for at least another 
generation. (Catholics arc currently 41 per 
cent of population of northern Ireland, up 
from 33 percent in 1920, while Protestants 
constitute the remainder. Howcvcr,52 per 
cent of alt four to nine-year-olds in northern 
Ireland arc Catholic; this is the so-called 
demographic ‘time-bomb’ of Ulster 
politics.) 

In other words, the plebiscitary- 
majoritarian provision on northern 
Ireland's future contained in the Goial 
Friday Agreement has been put there by 
Its architects secure in the knowledge that 
there is no pnispect of its implementation 
for at least another 20 years. If not, I doubt 
it would be there in the first place; and 
when in a couple of decades the time does 
come to determine northern Ireland’s final 
constitutional status. I doubt it wilt be 


determined simply through a plebiscite 
decided on the SOpercent plusone formula. 
Even assuming, as the architects of the 
Good Friday Agreement obviously hope, 
that a significant improvement, ba.sed on 
political power-sharing, does tKcur in 
relation between Ulster’s two communities 
in the interim, use of that mechanism and 
nothing else would probably still be rife 
with enormously inflammatory pos¬ 
sibilities down the road, in Kashmir as in 
Bosnia, recourse to the plebi.scitary- 
majoritarian method is simply a non¬ 
option. It has inherent risks and problems, 
aside from the facts that India will never 
allow such an exercise and Pakistan wilt 
not agree to it either unless the ’third 
option’ isexcludcdfinwhichcircumstance 
a plebiscite loses all meaning for the large 
pro-independence sector of the population 
in both Indian and Paki.stani-controlled 
areas). 

Combine exogenous and endogenous 
factors, and (he Kashmir conflict looks 
almost impossibly intractable. To the 
citizen of Jammu and Kashmir whose 
fundamental allegiance lies with India, the 
only legitimate unit of governance is India 
- including Kashmir. To the citizen whose 
basic identity is with Paki.stan, the only 
legitimate unit of governance is Pakistan 
" including Kashmir. To the citizen funda¬ 
mentally committed to the achievement of 
an independent Kashmir, the only 
legitimate unit of governance is an as yet 
phantom state of Jammu and Kashmir full 
independent of both India and Pakistan. 
This configuration of the problem is similar 
to that in Bosnia; with the Serbs committed 
to retaining Bosnia as part of an united 
Yugoslavia or failing that, incorpoiating 
as much of it as possible into a Greater 
Serbia; the Cioats looking to merge as 
much of Bosnia as possible, especially 
those areas with majority Croat popu¬ 
lations, into an emerging (Treater Croatia; 
and the Bosnian Muslims stranded between 
the devil and (he deep sea, their leadership 
stating a declaratory commitment to an 
united multinational Bosnia but quite 
unable to persuade Serb and Croat citizens 
about the legitimacy of such an entity. 

There is obviously no space whatsoever 
for finding any resolution to the Kashmir 
conundrum within the present framework 
of three zero-sum, competing and mutually 
incompatible nationaii.si claims to its 
territory and population. The framework 
itself needs to be radic dly modified if 
there is to he any pro.speci of progress 
lowai d.-. I luiliiing a viable peace in Kashmir. 
This is especially so because each of the 
three maximalist positions of Kashmir 
suffers from crippling deficiencies. 

The Indian commitment to retaining 
Kashmir as an ‘integral part' of the Indian 
union on its own terms can only be realised, 
as the hi.story of the last 50 years demon- 
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strates. by suspending the basic civil rights 
of the citizens of Kashmir, largely 
disallowing their democratic right to 
popular representation, accountable 
government and federal autonomy, and - 
when all else fails - setting up a regime 
of military occupation acn)ss large areas 
of Indian-controlled Kashmir and un¬ 
leashing a campaign of sustained repres¬ 
sion against its population. A high and 
ratherembarrassing price to pay for keeping 
Kashmir as the jewel in the crown of 
secular, democratic India; hut not too high, 
most of the Indian establishment .still 
thinks. 

The maximalist Pakistani claim to 
Kashmir is .seemingly utterly blind to the 
reality not only that .a signi tlcdni proportion 
of the population in Pakistani-controlled 
Kashmir may in fact prefer independence 
asa first choice, but more importantly, that 
only a small ininurity of the population 
in Indian -(.ontroHed Kashmir wants tojoin 
Pakistan. Even in the part of Indian- 
controlled Kashmir most disaffected with 
the authoritarian militarism of Indian rule 
- the predominantly Ka.shmiri-.spcaking 
and Muslim Valley of Kashmit and a few 
contiguous areas of the Jammu region - 
the overwhelming popular preference is 
for independence. The attitude ol thc.se 
independence supporters towanls Pakistan 
varies - from lukewarm at best to 
venomously hostile at worst. 

The standard independentist line has 
problem of its own. It lays claim to the 
entire territory of pro-1947 .larnniu and 
Kashmir - encompassing both Indian and 
Pakistani-controlled portions - for its 
putative independent .state. But the 
ideologiiesof independence are .seemingly 
oblivious to the reality that the population 
of that territory contains very large numbers 
of people - almost all Hindus. Buddhists, 
and Sikhs who live in Indian-controlled 
Kashmir as well as a si/eable proportion 
of Muslims living there - whose funda 
mental, noii-nigotiable allegiaiuv is to 
India (these are mostly ethnically and 
linguistically non-Kashmiri Muslims ol 
the rajpui, gujjai. pahadi and shiite com¬ 
munities, who I oiv,prise most of the 
Mu.slim population in Jammu and in 
Uadakh, though there is a small imnoiiiy 
of India backers among Kashmiii Musinn.s 
as well). Moreover, a large proportion ol 
the population of Aznd Kashmir and the 
northern areas, which constitute Pakistani 
controlled Kashmir, arc prolaably quite 
happy being part ol Pakistan and have no 
interest in the independence idea. These 
pro-India and pro-Pakistan populations 
aix; extremely unlikely to voluntarily con¬ 
sent to becoming ci(i/ens of a new, 
independent state of Jammu and Kashmir. 
Moreover, the method propo.sod by most 
independence advocates to settle the 
question ol self-deiormination’ - the 


plebiscite decided by sim{de m^orityis 
Utterly insensitivetotbe regional and other 
forms of social and political diversity in 
Kashmir. Its use would be akin to 
bludgeoning with a blunt instrument a 
patient in dire need of tools of surgical 
precision. 

The throe contending maxiinali.st claims 
to Kashmirarc mirror images of one another 
in one important .sense. All advance a 
rhetorical claim to the entire territory of 
Jammu and Kashmir as it existed prior to 
1947 - though India actually has long 
wanted tire line of control separating Indian 
and Pakistani-contmlled Kashmir to be 
made into the permanent international 
boundary, which Pakistan as well as most 
pro-indcircndence Kashmiris do not want 
to accept. But none of the three i.s able 
to command the loyalty of more than a 
segment of the population of that territory. 
The promoters of the independence option 
most probably have the support of the 
single large.st segment - but no more - 
lollo' rod by Indiaand Pakistan supporters, 
in that order. In short, the conlcmpt-rary 
Kashmir problem is a cul-dc-sac of 
monumental complexity. 

Partitionist options have no potential to 
resolve this tangled .situation. Quite apart 
from the di.stastetul. indeed horrific images 
stirred up by any mention of partition in 
a subcontinent al context, and the fact that 
no serious poliiical force anywhere in 
Jammu and Kashmir advocates such 
options openly (m fact, most are resolutely 
opposed to any .such formula, especially 
the indepcndenlists), partitionist iilcashave 
almost insurmountable practical problcm.s. 
Since p.'irtitiontsi options are usually 
advoialcd precisely on grounds of 
■practically’ alone - for (hey arc almost 
invariably ethically obnoxious - this is. no 
doubt, a very .serious problem. 

For example, il the Ka.shmir Valley, the 
locus of the Kashmiri independence 
movement from the 19.J0s till the present, 
were to he hived off from the rc.sl of 
Indian controlled Ka.shmir to form an 
independent state (something India will 
never allow anyway), the [mpulation ot 
the new slate would include a minority of 
Hindu and Muslim cUi/ens whose basic 
loyalty is to India, us well as another 
minority ot Muslim citizens whose basic 
loyalty is lo Paki.stan. Mo.st of these jieople 
would probably prclci to migtate 
pernunently from their homeland rather 
than pot up ..ith such an cvcniurihty, and 
.some would Wvuk very hard to subvert the 
new slate linm within - or from exile, for 
that matter. The fact that these people 
would be a numerical minority in die new 
state docs not al all mean that the question 
of their rights is politically insignificant. 
The prospects of minimum viability and 
survival of an independent Kashmir Valley 
in suchidrcumstancesisobviously suspect. 


Mbreover, a large number of inde- 
pendemalists would be left outside the 
borders of such a state, for example in the 
mountainousdistrict of Doda in the Jammu 
region, contiguous lo the southern parts 
of the Valley. Fifty-seven per cent of 
Doda’s population consists of Kashmiri 
Muslims who by and large support 
independence. However, the other 43 per 
cent are Hindus who not only love India 
but usually support the Hindu nationalist 
Bharatiya Janata Party (BJP). In the 
congested towns of Doda district, one 
neighbourhood defiantly flics the green 
flag of Islam and .sometimes, the PLO- 
.styie tricolour associated with the 
independentist creed of the Jammu ai>u 
Kashmir Liberation Front(JKLF): the wails 
are splattered with graffiti hailing the 
martyrdom of tho.se who have given their 
lives for azaadi (freedom). Right across 
the main street, the othermoWto (quarter) 
rejoices in a seaol saffron Bags, the colour 
of militant Hinduism, and the other 
tricolour, that of the Indian Republic; the 
slogans on the walls proclaim eternal 
allegiance to one India, united and 
indivisible. 

Though an extreme ca.se even by Kashmir 
standards. I cite the example of Doda 
preci.scly because it graphically illuminates 
both (he complexities of the eontemporarv 
Kashmir problem as well as the futility of 
partitionist prescriptions in dealing with 
that problem. Maximalist, zero-sum 
rhetorics - the common attribute of the 
approaches of the two national govern¬ 
ments as well as that of the aspirant third 
national government, the Kashmir 
independence movement - can pretend 
the.se complexities do not exist. In the 
process, all they achieve is a dialogue of 
the deaf - if that - and a freezing of the 
past and present stalemate in perpetuity. 
But in real life and on the ground in 
Kashmir, these complexities continue to 
exist, and suggest that an alternative 
approach to building |>eace in Kashmir is 
strongly called for. 

Dimensions of Peace 

In the rest of this article, I identify and 
briefly discuss the three essential dimen¬ 
sions of such an alternative approach, 
derived fn>m the ongoing experience of 
untangling a similarly bitter and historically 
rooted conflict - involving, like Kashmir, 
closely related, cumulating ‘inlenial’ and 
‘inicrnationat’ aspects - in northern 
Ireland. Note once again that what I outline 
here is an approach lo making peace- that 
tcKi through a very gradual, incremental 
.strategy - not a subslanti ve .solution. Even 
in the most optimistic circumstances, 
Kashmir, like Ulster, will persist as an 
exceptionally thorny problem for a long 
time to come. The question is really whether 
the various partic.s lo the conflict can. as 
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in Ulster, be prevailed upon to continue 
their dispute by nu>re civilised means in 
the future than has been the case in the 
past and present. As one wit has rationalised 
the blockages that keep arising in the 
northern Ireland peace process, shouting, 
however unpleasant, is still preferable any 
day to shooting. 

The three dimensions of my proposed 
alternative approach to Kashmir are, like 
the roughly analogous three ‘strands’ of 
the peace process in northern Ireland, 
interlocking and mutually dependent. They 
represent three parallel tracks of an inte¬ 
grated approach designed to more or less 
simultaneously address the interlocking 
constellationof domestic and international 
factors that together define the Kashmir 
problem. Let me preface my sketch of that 
three-dimensional approach by saying that 
the current situation in Kashmir is in one 
important way very similar and in one 
important way very dissimilar to the 
corresponding political climate in northern 
Ireland. 

First, the similarity. As in Ulster, there 
is a deep and widespread weariness with 
violence inthe strife-tom areasof Kashmir, 
and a deep public yearning for the gun to 
be taken out of politics. But as the example 
of northern Ireland demonstrates, before 
the gun can be taken out of politics, those 
wielding the gun or supporting its use as 
a political weapon have to be recognised 
and validated as bona fide participants in 
legitimate, institutionalised politics - to 
the greatest degree pos.sible. Etemonisation 
of entire sectors of political opinion as 
practitioners or apologists of ‘terrorism’ 
and ‘fundamentalism’ - and their exclusion 
from political and diplomatic processes 
on the basis of such characterisations - 
will guarantee a continuation of violent, 
polarised conflict. 

Now for the big dissimilarity. Setting 
aside a history of centuries of hostility and 
distrust between their nations, the 
governments of Great Britain and the 
Republic of Ireland have for the first time 
in the 1990s demonstrated the deter¬ 
mination and the capacity to jointly tackle 
the problem of northern Ireland, the 
overriding priority of the joint effort being 
not the realisation of anachronistic national 
egos and agendas but the establishment of 
a framework that will enable a durable 
peace and co-existence in Ulster. This is 
a new development - till the 1980s, the 
British and Irish governments were more 
or less content to tend their suppoit, albeit 
in qualified and modulated ways, to the 
more ‘moderate’ uticulations of the zero- 
sum (pro-British) unionist and (pro-Irish) 
nationalist positions within northern 
Ireland. 

The British and Irish governments have 
also realised that for the joint effort being 
directed from London and Dublin to have 


any chtmees of success, it must come to 
grips with the internal complexities of 
Ulster politics and accommodate the parti¬ 
cipation in the peace process of as wide 
a spwtrum of the divided and disputed 
province’s political opinion as possible. 
This includes both ‘moderate’ (Social 
Democratic Labour Paty - SDU*) and 
‘extremist* expressions (Sinn Fein - SF. 
the political wing of the Irish Republican 
Army or IRA) of nationalist opinion, as 
well as the corresponding moderate and 
totheextent possibleextremistcxpressiuns 
of unionism (the Ulster Unionist Party or 
UUP representing the first category and 
the Democratic Unionist Party or DUP as 
well as smaller but politically crucial front 
patties of Protestant paramilitary groups 
opposing the IRA the second). The 
authorities in London and Dublin know 
that the Anglo-Irish Agreement of 1985 
-an earlier move towardsarapprochement 
on northern Ireland - eventually failed to 
deliver on its promise precisely because 
it was concluded on a bilateral basis 
between the two governments, and failed 
to take into account the internal com¬ 
plexities of Ulster politics or to obtain the 
support of its most important actors. In 
total contrast to the Good Friday Agree¬ 
ment, which was developed through all¬ 
party talks organised and supervised by 
the British and Irish governments, the 
Anglo-Irish agreement was supported 
solely by the moderate nationalist SDLP. 
It was unequivocally opposed by Sinn 
Fein as well as by the entire range of 
unionist political opinion. 

Such is obviously not the situation 
prevailing in the subcontinent. The Indian 
and Pakistani governments have, as yet, 
demonstrated no serious willingness or 
capacity to set anachronistic national egos 
and agendas aside. The deeply troubled, 
indeed precarious dome.stic political 
circumstances of bothcounlries(cspecially 
acute in Pakistan) do not permit much 
optimism that they will. Nor have the two 
governments shown much willingness, as 
yet. to acknowledge the complexities of 
Kashmir's internal politics and to recognise 
the major representatives of the different 
political tendencies within Kashmir as 
important actors in their own right, rather 
than as puppets to be manipulated or 
‘enemies' to be demonised. However, for 
any future peace process in Kashmir to 
have any viability at all. there has to be 
some prior progress on both these counts. 

Dimension I; The Delmi-Islamabad Axis 

Dimension I of the alternative strategic 
approach to Kashmir has its rough 
equivalent in Strand ID of the noithem 
Ireland peace proi'ess, which is intended 
to foster the “harmonious and mutually 
beneficial development of the totality of 
relationships” between the governments 


and populations of the British and Irish 
Isles. It finds institutional expression in 
a ‘British-Irish Council’ and a ‘British- 
Irish Interjgovernmental Conference*. 
These bodies are intended to promote 
overall co-operation on a full range of 
matters between the two countries - and 
constituent units thereof - as well as 
provide guidance and direction to the peace 
process within northern Ireland. They have 
representation from high levels of the two 
national governments (they are jointly 
chaired by the prime ministers of Britain 
and the Irish Republic), from parlia¬ 
mentarians on both sides, and from among 
executive members (ministcrs)ofdevolved 
autoiKtmous regional governments not just 
in northern Ireland but also Scotland and 
Wales. 

Strand III is generally regarded as the 
least difficult and problematic dimension 
of the noithem Ireland peace process (hence 
it is Strand III), given the demonstrated 
common commitment of the British and 
Irish governments to find a durable 
democratic solution to the conflict in 
northern Ireland and to co-operate on all 
other outstanding issues as well. In the 
case of south Asia and Kashmir, however, 
the dimension of overarching inter¬ 
governmental co-operation clearly needs 
to be developed on a priority basis - given 
the retarded and conflictual nature of the 
India-Pakistan relationship - if the other 
two dimensions, which are specific to 
Kashmir, as well as any peace-building 
process as a whole, are to stand any chance 
of success. For this reason, the urgent task 
of building a viable Dcihi-Isiamabad axis 
is Dimension I here. 

In practical terms, this could mean the 
establishment of a permanent India- 
Pakistan intergovernmental conference to 
promote the harmonious and mutually 
beneficial development of the totality of 
relationships between the two countries. 
This body should be chaired by the 
respective prime ministers, and its twice- 
yearly plenary meetings could be riHated 
between Indian cities like Delhi and 
Calcutta and Pakistani cities like Islamabad 
and Lahore. Other representatives to this 
body would include ministers, bureaucrats 
and parliamentarians from both sides, who 
can meet separately with theircounterparts 
to consider ways of developing co¬ 
operation in their .specific areas of policy 
responsibility. 

This intergovernmental conference 
should have a standing committee on 
Kashmir. Whether or not Kashmir is ‘the 
core issue' of India-Pakistan relations (as 
the Pakistanis say) or ju.st one among a 
number of outstanding issues (as the 
Indians claim), it is certainly important 
enough to be treated as a priority issue on 
the agenda of regional co-operation. This 
sunding committee should be chaired by 
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the respective prime ministers and should 
include the foreign, defence and interior 
ministers as well as the defence chiefs of 
both countries as permanent members. It 
should also include the senior professional 
civilian officials of the foreign, defence 
and interior ministries and of the respective 
prime minister’s offices (PMOs), senior 
parliamentarians belonging to different 
parties from both countries, as well as 
prominent citizens in India and Pakistan 
who have shown a commitment to im¬ 
proving relations between their countries. 
At a later date, executive members of 
freely elected autonomous regional govern¬ 
ments in both the Indian and Pakistani 
sectors of Kashmir(.sec Dimensions II and 
in below) should al.so be included as 
representatives on the Kashmir committee 
of the intergovernmental conference. 

Dimension I, if realised, would send an 
unequivocal signal that the governments 
and high policy-making circles of both 
countries are committed to addressing all 
their differences, including especially the 
Kashmir dispute, through co-operation 
rather than conflict. This, to reiterate, is 
an es.sential pre-requisite for progress on 
the other two, Kashmir-specific dimen¬ 
sions as well as for the minimum viability 
of the approach as a whole. 

Dimension 0; The Delhi-Srinagar and 
Islamabao-Mhzaffarabao Axes 

Dimension n is roughly equivalent to 
Strand I - which is the single most crucial 
strand - of the northern Ireland peace 
process, and has similar objectives. The 
key objective is what might be called the 
gradual, incremental normalisation of 
politics within Kashmir (in both Indian 
and Paki.stani-controllcd zones), and the 
devising and implementation of political 
frameworks which can foster a working 
degree of internal accommodation and co¬ 
operation within Kashmir between repre¬ 
sentatives of communities holding radi¬ 
cally different basic political allegiances. 
Since in my conception the zones of 
Kashmirunderde facto Indian sovereignty 
and de facto Pakistani sovereignty should 
be treated as separate entities for the 
purposes of Dimension 11,1 call this twin- 
track the Delhi-Srinagai and Islamabad- 
Muzaffarabad axes. 

On the Pakistani side of the line of 
control in Kashmir. Dimension II should 
be relatively ca.sy to implement. Two basic 
things need to he done here. First, an end 
to the systematic harassment and inti¬ 
midation by Pakistani authorities and 
agencies of groups active in Pakistani- 
controlled Kashmir who espouse pro¬ 
independence politics (such as the JKLF 
and Jammuand Kashmir People’s National 
Party or JKPNP), and the levelling of the 
playing field in competitive elections 
between the.se groups and those holding 


{Mo-Pakistan views, including the local 
units of all-Pakistan parties. For example, 
at present, the pro-independence forma¬ 
tions, who have significant public support, 
are not permitted to contest elections to 
Azad K^hmir institutions unless they first 
pledge an oath of allegiance to Pakistan 
and to the maximalist Pakistani claim on 
Kashmir. Since the pro-independence 
forces are usually reluctant to do this - 
it compromises the basis of their political 
identity - they end up being excluded, 
along with their mass constituency, from 
participation in the arena of legal, 
institutionalised politics in Azad Kashmir, 
which is consequently monopolised by 
Pakistani and local pro-Pakistan groups. 
This exclusion means that one of the two 
basic .strands of political opinion present 
in Pakistan-controlled Kashmir has 
virtually no recognition or representation 
in its institutional political life. This needs 
to be rectified if politics there is to be 
normalised. 

Second, the autonomous status of Azad 
Kashmir and its institutions needs to be 
made genuine and fully functional, 
protected from constant interference and 
manipulation from within and without by 
Pakistani agencies and authorities. 

The implementation of the Delhi- 
Srinagar track of Dimension II would 
prc.sent a very formidable challenge. This 
is primarily due to two factors; First, the 
very great internal social and political 
diversity of Indian-controlled Kashmir, in 
particular the existence of population 
groups holding three radically different 
basic political allegiances; and second, the 
immense difficulties for normalisation 
rcsulti ng from a decade of guerrilla warfare 
and counter-insurgency on its territory. I 
will restrict myself here to outlining the 
most fundamental and important aspects 
of that challenge and how they might be 
addressed most efficaciously. 

The Indian government appears to be 
interested currently in implementing some 
limited, reciprocal ‘confidence-building 
measures’ vis-a~vis Pakistan. I would 
suggest, however, that it is even more 
urgent for the Indian goveroment to devise 
and implement mea.sures that might enable 
it to regain at least a modicum of the 
confidence of the inhabitants of Indian- 
controlled Kashmir, especially the citizens 
of those areas who have suffered the most 
from the \ olent conflict of the past decade 
and the repression of the vast Indian state- 
security apparatus based there. This 
requires two things: first, a fundamental 
revision and reorientation of the basic 
principicsof India’s long-term pacification 
strategy in Kashmir, second, the imple¬ 
mentation in the short to medium term of 
a slew of confiikince-building measures 
to gradually normalise the disturbed 
situation on the ground. 


The impiementationof both thesepoinis 
hasintumapriorprerequisite-lhe coming 
intobeingof somethingresemblingamore 
or less stable ceasefire in the disturbed 
areasofKashntir. That among other masons 
is why some progress on Dimension I is 
so very important to the prospects of this, 
the most difficult track of Dimension U. 
For all its police and military resources 
invested in Kashmir, the Indian 
government has found it impossible to 
fully overcome the guerrilla resistance - 
which is almost entirely trained, armed 
and otherwise supported by Pakistani 
agencies and/or from Pakistani-controlled 
territory - and will find it impossible to 
fully ‘pacify’ Kashmir unless a new, 
overarching co-operative framework on 
Kashmir between India and Pakistan is put 
in place. Even then, a cessation of fitting 
may not prove easy to achieve given the 
doubtful degree of control of any Pakistani 
agency over some of the wilder guerrilla 
groups that havebecomeactive in Kashmir 
over the last few years, not to forget the 
likely opposition of hardline elements 
within the Pakistani military, intelligence 
and state-security apparata to a different, 
co-operation-hased approach to the 
Kashmir problem. 

The fundamental revision and reorient¬ 
ation in india’s longer-term Kashmir 
strategy which is called for is this. To date, 
Indian govemmenLs have pursued a policy 
of limiting participation in the institutional 
political life of Indian-controlled Ka.shmir 
to only those political elements which are 
committed to its own goal of retaining 
Kashmir within the Indian union on terms 
dictated unilaterally by New Delhi. What 
has resulted from this policy is a series of 
lame-duck local governments run by 
India’s client politicians who have, at best, 
a very .limited base of popular support. 
India will never be able to normalise 
Kashmir or stabilise and legitimise its 
supposedly ‘elected’ surrogate govern¬ 
ments there while Indian policy effectively 
excludes from any recognition and 
participation in Kashmir's public life 
representatives of two of the three basic 
strands of political opinion present in 
Indian-controlled Kashmir. ‘Ibis applies 
especially to the pro-independence 
elements whose ideology enjoys mas.sive 
popular resonance in the most disturbed 
areas of Indian-controlled Kashmir. 

India has been prepared to accommodate 
some of these elements in the political 
processes it has unilaterally sponsored in 
Kashmir, but only on condition that the 
independentists renounce their political 
beliefs and platform and accept that the 
Kashmir problem is purely an internal 
affair of the Indian state. This amoums to 
demanding abject, virtually unconditional 
capitulation. It is not surprising that pro¬ 
independence politicians and groups have 
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not been able to accept these terms, and 
have consequently been relegated to the 
rather unfruitful role of ceaselessly 
repeating their own variant of maximalist, 
all-or-nothing rhetoric while languishing 
on the margins of Kashmir's politics. 
However, I believe that most of them 
would be willing and able to participate 
in developing a Delhi-Srinagar modus 
Vivendi which is but one dimension of a 
broader approach to Kashmi r, an approach 
which acknowledges the multiple, 
interlocking domestic and international 
aspects of the problem and has Pakistan's 
seal of approval. 

Sinn Fein’s political leadership, repre¬ 
sented above all by former top IRA com¬ 
manders Gerry Adams and Martin 
McGuinness, have not abandoned their 
ultimate political commitment to an united 
Ireland. However, realistically recognising 
the existenceof a whole slew of formidable 
internal and international constraints to 
the achievement of that objective, and the 
limitations of a strategy that emphasises 
unending armed struggle and is top heavy 
on rhetoric, they have chosen to be part 
of and woilc through a peace process which 
precludes any possibility of a full-fledged 
reunification of Ireland for at least another 
20 years (and perhaps not even then). But 
they could never have been expected to 
participate in that process if an entry ticket 
had been conditional on their renouncing 
their Core political beliefs and the ultimate 
goal of their struggle. The biggest les.son 
for Dimension U's Delhi-Srinagar track of 
Strand 1 of the northern Ireland peace 
process- which focuses on creating power- 
sharing institutions in Ulster ba.scd on 
parity representation of the nationalist and 
unionist communities and participation in 
running of those institutions by all major 
political parties on both sides of the 
communal divide - is that talks to re¬ 
constitute the governmental structures of 
Indian-controlled Kashmir must be as 
consensually oriented and inclusive as 
possible. This means that representatives 
of all three strands of political opinion in 
Indian-controlled Kashmir must be 
involved in that process. The political 
groups representing the smallest of the 
three segments, the pro-Pakistan stream, 
might in a curious way be the least 
troublesome since they are in the habit of 
falling in li ne with whatever Pakistan wants 
them to do and are also conscious of their 
limited popular base within Indian- 
conuolled Kashmir. Indeed, there is a 
powerful faction even within the most 
pro-Pakistaii group in India-controlled 
Kashmir - the Jama'at-I-Islami and its 
affiliated armed organisation, the Hizb- 
ul-Mujahedin-which genuinely wants an 
end to the present stalemate and would 
welcome a nev/ approach to the Kashmir 
problem. 


That process would logically lead 
eventually to a reinstitutionalisation of a 
multi-tiered political structure autonomous 
of New Delhi's authority in Indian- 
controlled Kashmir. But this will prove 
possible to achieve and viable to operate 
only if three core conditions are met; (l> 
Representatives of the independence 
option are on board: (2) The new arrange¬ 
ments win the assent of the second largest 
segment of popular optnion. the pro-India 
political elements and the social groups 
they represent; and (3) If the signincani 
differences in social comprtition and 
political aspiration between Indian- 
controlled Kashmir’s two major regions 
-Jammu, which has a pro-India majority, 
and the largely pro-independence Valley 

- are fully factored into the settlement. 

Such a longer-term rapprochement on 

substantive issues will, however, only be 
possible if facilitating conditions are 
created in the shuri to m^ium-term on the 
ground in the violence-ridden areas, 
through the implementation of measures 
promoting gradual normalisation of the 
day-to-day life of a traumatised society. 
In this, the Indian government would have 
to bear a large share of the initiative. Its 
responsibilities, once again similar to 
confidence-building measures currently 
under implementation in northern Ireland, 
can be grouped under three interrelated 
categories: human rights, policing 
arrangements, and political prisoners. 

Human rights: Following a more or less 
stable ceasefire, the Indian security 
pre.sence in Kashmir would need tobecome 
as unoffensive and unintrusive towards 
the civilian population as possible. This 
means that ‘crackdowns’ (cordun-and- 
search operations) and checkpoints should 
be kept to a bare minimum, and progres¬ 
sively be done away with altogether. The 
emergency powers of Indian security forces 
operating in Kashmirshould also be scaled 
down and gradually eliminated. Con¬ 
tinuing violations of human rights- ranging 
from minor infractions like verbal abuse 
and beatings to acts such as rape, torture, 
summary executions and custodial killings 

- must be strictly controlled and the 
perpetrators given speedy, exemplary and 
well-publicised punishment. A special 
human rights commission for Indian- 
controlled Kashmir, with representation 
from Indian, local Kashmiri a.nd inter- 
.national human rights activist groups, 
should be set up to monitor the behaviour 
of the security forces and investigate 
unre.solved past incidents of abuse such 
as the fate of ‘disappeared’ persons. A 
frank acknowledgement by the government 
of India that large-scale atrocities against 
civilians have b^n committed in Kashmir 
and that the government regrets this 
happened would also help soothe deep 
psychological v/ounds. 


Policing arrangements: Such M 
improvement in the human rights 
environment can he enabled and sustained 
only if existing policing arrangements in 
Indian-controlled Kashmir are radically 
restructured. To begin with, all units of 
the regular Indian army - many of which 
are actively engaged incounter-insurgency 
operations - should be redeployed away 
from population centres (including rural 
areas) and reoriented towards their 
traditional duticsof border security. Of the 
hundreds of thousands of Indian security 
personnel deployed in the troubled areas 
of Kashmir in the 1990s, the vast majority 
have been non-Muslims and non- 
Kashmiris from outside the province. As 
a result, the Indian security presence in 
these areas bears an uncomfortably strong 
re.semblance to a foreign occupation army 
(a somewhat similar .stumbling block to 
a permanent peace exists in northern 
Ireland, where the police force, the Royal 
Ulster Constabulary or RUC, is presently 
90 percent Prote.stant and viewed as bia.M:d 
anrJ ho.stile by most Catholics). Along 
with the redeployment of army troops, 
these other‘outside’ personnel-who m^c 
up the va.st bulk of counter-insurgency 
formations such as the Central Reserve 
Police Force (CRPF) and the Border 
Security force (BSF) - should be 
pnigressivciy removed from Ka>nmir. In 
parallel, responsibility for normal law- 
and-order maintenance should gradually 
revert to a rejuvenated Jammu and Ka.shmir 
police composed of local officers. 

Political prisoners: As in northern 
Ireland, the is.sue of political prisoners is 
an especially emotive and important one 
in Kashmir. There are currently some 
lhou.sands (estimates vary widely) of 
Kashmiris being held in Ii^ian jails and 
detention centres for political offenses, 
many without trial or indeed any due 
process of law under emergency regula¬ 
tions that should be gradually removed 
altogether from the statute l^ks. The 
Indian government should adopt the most 
generous policy regarding these detainees. 
Those in prison solely for holding or 
peacefully expressing pro-independence 
or pro-Pakistan views should be relea.sed 
immediately and unconditionally, and any 
charges again.st them dropped. Those 
charged for acts of violence not involving 
fatal attacks against civilians should also 
have their cases reviewed expeditiously 
and be favourably considered for the 
earliest pos.sible relca-sc. I'hose accused of 
egregious acts of violence against civilians 
should be brought to fair trial under due 
processes of law at the earliest possible 
date. Lenient and accelerated programmes 
of release should be rapidly implemented 
fur prisoners belonging to those groups 
which ceased armed activity and/or are 
observing an unequivocal ceasefire. 
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Conversely - following a similar reward- 
penalty scheme currently being imple¬ 
mented by the British and Irish govern¬ 
ments and the northern Ireland security 
authorities - prisoners belonging or 
affiliated to groups which have failed to 
put down the gun should not be released. 

Dimension ni: The Srinagar- 
Muzaffarabad Axis 

The great social diversity of Kashmir, 
and the sharply conflicting basic political 
allegiances of different sectors of its popu¬ 
lation, means that a single independent 
state of Kashmir encompassing pre-1947 
borders would most probably be unviable, 
even if India and Frisian were to allow 
it (which tiuy have no intenion of doing). 
However, that does not mean that what 
was the pre-1947 princely state should be 
condemned in perpetuity to the opposite 
extreme: which is being divided by an iron 
curtain, the single most heavily militarised 
border in the world. Indeed, along with 
the progressive normalisation of the overall 
framework of India-Pakistan relations and 
the gradual normalisation of life and 
politicson both sidesof the Kashmir border 
(Dimensions I and 11), possibilities should 
open up for not just demilitarising those 
800 meandering kilometres of trenches, 
bunkers and barbed wire, but making it 
much more porous than it has hitherto 
been - a linen curtain rather than a barrier 
of iron and steel. This would be the 
Srinagar-Muzaffarabad axis - Dimension 
in of the alternative approach to building 
peace in Kashmir and the subcontinent. 

Dimension III roughly corresponds to 
Strand II of the northern Ireland peace 
process, which is considered to be the 
most contentious element of that peace 
process’s three-track approach to peace¬ 
building. Under Strand II of the Good 
Friday Ag^eemen^ a noith-south mini¬ 
sterial council is to be established as the 
institutional expression of cross-border 
co-operation between Ulster and the 
Republic of Ireland. This north-south 
ministerial council - consisting of 
executive members or ministers from 
northern Ireland’s autonomous, power¬ 
sharing government and their counterparts 
from the Irish Republic’s sovereign 
government - is charged with gradually 
developing co-operation and eventually 
common policy on a range of issues of 
mutual concern. The issues listed include 
various aspects of agriculture, education, 
transport.environment, inland waterways, 
inland fisheries, tourism, social welfare, 
public health, urban and rural development, 
matters of a cultural nature, and imple¬ 
mentation of European Union (EU) pro¬ 
grammes. 

Nationalists regard the development of 
this cross-border ins.itution as absolutely 


t^ial to longer-term prospects of peace 
in Ireland, since it represents the agree¬ 
ment's major concession to their long¬ 
term agenda of unification with the Irish 
Republic. Unionists, on the other hand, 
are deeply paranoid about institutions of 
north-south co-operation, since they 
conjure up their worst fears of one day 
being submerged as a minority in an united 
Ireland. The Good Friday Agreonent tries 
to balance both sets of concerns. Strand 
II thus makes it mandatoiy for ministers 
from the northern Ireland autonomous, 
power-sharing government - unionist 
members as well as nationalists - to 
participate in the functioning and develop¬ 
ment of the north-south ministerial council. 
At the same time, the agreement is 
ambiguous on how much ’teeth’ the cross- 
border institutions will really have, in what 
might well be a deliberate attempt to allay 
the fears of unionists, who have in fact 
already adopted a strategy of stonewalling 
on the issue as much as possible. 

The establishment of a cross-border 
Jammu and Kashmir council for co¬ 
operation with representatives from in¬ 
clusive, elected and autonomous govern¬ 
ments from both sides of the line of control, 
would serve several crucial purposes. Rrst, 
it would serve as a mark of respect towards 
the historical integrity of the state (an issue 
of importance especially to indepen¬ 
dents and exemplify the replacement 
of Ihe iron curtain by a linen curtain, even 
while leaving the de facto sovereign 
jurisdictions on either side of the line of 
control intact. 

Dimension lU would also serve a second 
and even more important purpose. A basic 
aim of Pakistan’s Kashmir policy has 
always been to secure some sort of .say, 
however indirect - a foothold, if you will 
- in the affairs of the Indian-controlled 
two-thirds of Kashmir, especially the 
Valley. Regional institutions of cross- 
border co-operation, linking Srinagar to 
Muzaffarabad, would do precisely that - 
give the part of Kashmir which is under 
de facto Pakistani sovereignty an 
institutionalised role, even if limit^, in 
the part of Kashmir which is under de facto 
Indian sovereignty. However, since there 
is no such thing as a free lunch in politics, 
any such arrangement would necessarily 
involve a quid pro quo and be strictly 
reciprocal ir nature, giving Indian Kashmir 
an indirect, limited say in the affairs of 
the other Kashmir across the border. To 
begin with, the functions of the Jammu 
and Kashmir council for co-operation 
should probably be modest, providing 
primarily a forum for the exchange of 
information and consultation between 
popular representatives of the two 
Kashmirs on a limited range of issue 
including intra-regional trade and 


commerce, cross-border transportation, 
protection and presmation of the local 
environment, intra-iegional waterways, 
cultural matters, agriculture, and tourism. 
With time, the potential exists for 
institutions of cross-border co-operation 
to be gradually developed in more ro^t 
directions. 

Conclusion 

In 1931, the poet W B Ye^ wrote a 
famous lament to what seemed to be the 
inescapable fate, through all the twisn and 
turns of history, of his beloved Ireland, ft 
runs like this; 

Out of Ireland have we come 
Great hatred, little room 
Maimed us at the start 
I carry from my mother’s womb 
A fanatic heart. 

Ireland has obviously made a lot of 
progress since then, though not before 
costly, avoidable detours involving decades 
of violent confrontation, sectarian conflict, 
and political stalemate. It is within the 
realm of the possible that similar progress 
can in the foreseeable future be achieved 
in Kashmir. In the best case scenario - 
whichof course is itself ahighly optimistic 
assumption - the kind of multi¬ 
dimensional, interlocking approach I have 
outlined here has the potential to unfreeze 
a SO year stalemate. 

This approach takes full account of the 
unavoidable exigencies of realpolitik - 
the legitimate concern of the Pakistani and 
Indian states and their elites with basic 
issues of state sovereignty, national 
interests and security. The present de facto 
sovereign jurisdictions in Kashmir cannot 
and will not change in the foreseeable 
future. The borders drawn in blood through 
Jammu and Kashmir in 1947-48 arc here 
to stay - albeit, hopefully in a minimal 
form in the future - just as those even 
longer borders drawn in blood between 
India and Pdcistan at the same time are 
a permanent reality. However, it is still in 
the interests of both India and Pakistan to 
find a viable, durable way out of a conflict 
that saps so many resources, causes so 
much tension, and which neither country 
can ever hope to unequivocally ‘win’. 

At the same time, this approach offers 
to the frustrated, fractur^ and utterly 
demoralised independence movement in 
Kashmir the prospect of a genuine voice 
in the making of Kashmir’s future and a 
major role in the operation of its reconsti- 
tuivd institutions of governance. That, 
whatever its limitations, would not be 
romething insignificant. The alternative, 
in any case, is even less palatable for all 
sides involved - a dead end status quo 
built on obsolete assumptions and ridi¬ 
culous posturing which normalises conflict 
rather than peace. 



Convergence of Incomes across Indian States 

A Divergent View 
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This article examines the trends in interstate inequalities in the levels of income in India over the last 
three and a half decades. Contrary to the predictions of neoclassical growth theory that interstate differences 
in income levels tend to reduce as they approach the steady state equilibrium, our analysis shows widening 
interstate disparities. To understand the causes of this divergence, the article examines the determinants 
of interstate differences in growth rates and analyses the role of interstate transfers - explicit and invisible 
- in determining the geographical spread of investment and incomes. It finds that divergence in income 
levels has been mainly caused by the allocation of private investments which in turn, has been influenced 
by the inequitable spread of infrastructure. The inequitable nature of public expenditure spread across states 
is attributed to the inability of the intergovernmental transfer mechanism to adequately offset the fiscal 


disabilities of the poorer states as 

I 

Introduction 

A MAJOR objective of planned develop¬ 
mental strategy in India since indepen¬ 
dence has been to accelerate economic 
growth and achieve a balanced regional 
spread. During the colonial period, the 
structure of incentives, institutions and 
the spread of infrastructure were evolved 
predominantly to serve colonial interests 
[Bharadwaj 1982], and the planned allo¬ 
cation of resources in independent India 
was expected to rectify inter-regional 
disparities and imbalances in development 
caused by those distort ions. After 50 years 
of planned developmental experience, it 
is opportune to analyse the extent to which 
this objective has been achieved. 

There are important motivations for 
undertaking a study of the trends in inter¬ 
state inequalities in income levels. First, 
it has been shown that most of the poor 
are concentrated in potwer and slow grow¬ 
ing regions and therefore, analysis of in¬ 
terstate disparities is relevant to evolving 
an effective strategy to combat poverty. 
This is particularly true in an economy 
where the mobility of labour is less than 
perfect due to various institutional factors. 
Second, inter-regionul disparities have 
ramifications for the .stability of the fed¬ 
eral polity. More importantly, economic 
liberalisation enhances interstate competi¬ 
tion and potential gains from competitive 
federalism depend upon the competitive 
strength of competing jurisdictions.' 

The plan of the article is as follows. 
Section 11 briefly reviews relevant neo- 
i^lassical growth theory, examines the is.sue 
af convergence in per capita state domes¬ 
tic product (SDP) and tests ftir the con- 


well as regressive nature of the it 

vergence of incomes among the 14 major 
states in India for the period since the mid- 
1960s. In Section III, important factors 
affecting economic growth, particularly 
the role of private in vestment, are analysed. 
The interstate distribution of private in¬ 
vestment and its association with public 
spending are examined in Section IV. 
Section V examines the role of explicit 
and invisible transfers in determining 
interstate distribution of government ex¬ 
penditures and pi i vate investments in India. 
The major findings of the study arc 
summarised in the last section. 

II 

Incomes aemss Indian States 

(a) Growth and Converoence 

Much of the recent discussion on inter- 
country or intcr-rcgional differences in 
income levels is dune within the frame¬ 
work of neoclassical growth models of 
Ramsey (1928). Solow (1956), Swan 
(1956) Cass (1965), Koopmans (1965). 
These models demonstrate that in ckxsed 
economies with no differences in tech¬ 
nology and preferences, the growth rate 
in per capita incomes tends to be inversely 
related to the initial levels of per capita 
incomes. Barro and Sala-i-Martin deiive 
a log-linear approximation of the steady 
state model to arrive at the average 
growth rate with a Cobb-Douglas tech¬ 
nology a.s: 

irr.Log ly../yi,,.Tl= *i*+ ly.*/y,,i.Tl 

11-c-f^]/T +U., ...(1) 

where 

I indexes the economy, 
i indexes time, 

y„ denotes per capita income. 


isible interstate transfers. 

Xj* is the steady state growth rate of per. 
capita income, 

y,' is the steady state output per effective 
worker. 

yj, is the output per effective worker 
(number of workers adjusted to take 
account of the effect of technological 
progress), 

T is the length of time period, 

P represents the rate of convergence, and 
IJj, is the error term. 

The higher the value of the greater 
the responsiveness of the growth rate to 
the difference between y- and y. The 
theory implies that pure differences in the 
level of technology do not affect p. Thus 
P can be similar for economies that are 
very different in other respects. 

The model implies a form of conditional 
convergence and the speed of this conver¬ 
gence is mea.sured by p. Thus, for given 
steady state values of X|' and y,*, per capita 
income growth rate would be higher, the 
lower the starting level of per capita in¬ 
come (y, ,,.f). Convergence is conditional 
because yj is related y *, which may not 
be uniform across regions due to differ¬ 
ences in the savings rale or technology. 
However, most empirical studies assume 
away differences in .savings and technology 
and infer absolute convergence from the 
estimates of P IBarro and ,Sala-i-Mar1in 
1991, 1991a]. The principal force driving 
convergence in the neoclassical growth 
model is diminishing returns to reprodu¬ 
cible capital. Thus, economics with lower 
initial values of capital-labour ratios will 
have high marginal products of capital and 
therefore, lend to grow at higher rates 
(Evans and Karras 1996]. 

There is a related but alternative mea¬ 
sure of convergence, which essentially 
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Log Per Capua SDP across Indian States 1975-76 


offl^ dcmK»tk proihictinthe counlty Rnd 
are thetefore representative. The mount¬ 
ainous states north and north-eastern 
part of India which are considered ‘special 
category’ by the Planning CommissicMi 
and the snull state of Goa have been 
excluded from the analysis because of die 
significant differences in the structure of 
their economies from the rest of the states 
and therefore their steady state values of 
X* and y:* ate likely to be different. In 
most of these states, the only important 
source of income is government activity. 

There are two different sources of SDP 
estimates. The first is the comparable 
estimates made by the Central Statistical 
Oiganisation (CSO). However, this series 
is available only from to 1967-68 to 
198S-86 and that too only in current prices 
[Choudhury 1993]. The alternative is to 
use the estimates of SDP made by the 
statistical bureaus of each of the states 
which are compiled and published by the 
CSO. These data are not strictly comparable 


measures cross-sectional dispersion of per 
capita incomes across economies mea¬ 
sured as the standard deviation of the 
logarithm of per capita incomes, given by 
a. In general, positive values of P should 
reduce o as well, but this need not ncccs- 
.sarily happen if exogenous shocks alter 
the distribution of the error term p,Thus 
while P convergence measures the speed 
at which the poorer regions catch up with 
richer ones, a measures inter-regional 
inequality in per capita incomes at a given 
point of time. 

(b) CONVEROENCE OP INCOMES ACROSS 
Indian States 

We estimate the 0 convergence co¬ 
efficient from the following regression 
model; 

1/T.Log ly„/y,,,.T] 

= a - (Log (y,,.T) (1 -c-PT) (l/T) 

+ Xi -p Uj ' ...(2) 

where y„ refers to per capita SDP in the 
ith state at constant (1981) prices, y,,,.^ 
denotes per capita SDP in the ith state in 
the beginning of the interval, Xi is the 
vector of other variables to control for 
variations in the steady state values of x,* 
and y,*, and T is the length ofob.servation. 

To measure dispersion in per capita SDP 
across states, the standard deviation of the 
log of per capita SDP in the states, a, has 
been estimated for each of the years from 
1960-61 to 1994-95. 

Our analysis of convergence takes into 
account the 14 major states in the Indian 
union. These 14 major states account for 
93 percent of population and 91.5 percent 


Table I: Reukession Equations on Convergence (Defendent Variable: Ln (YJ Yy i)] 


Year 

Constant 

Initial Shore of 

Income Level Primary {Sector 
Ln (Xj i.i-) in Total SDP 

(Ag,,.T) 

Sectoral 
Share Index 
(Sr) 

R2 

F 

1965-94 

-0 1414 

0.0230* 



0.4410 

11.2572* 

(i) 

(-2 89.54) 

(3.3552) 





(ii) 

-0.1940 

0.0354* 

-0.07423* 


0.61 IS 

11.2292* 


(-4.2344) 

(4.6782) 

(-2..5027) 




(111) 

-0.218! 

0.0353* 


0.0162** 

0.6059 

10.9919* 


(-4.2295) 

(4.6242) 


(2.45.33) 



1970-94 

-0.1598 

0.0247* 



0.6974 

30.9539* 

(1) 

(-4.9373) 

(5 56.36) 





(ii) 

-0.1417 

0.0214* 

-0.0089** 


0.7683 

22..5479* 


(-4.7985) 

(5.1308) 

(2.1613) 




(iii) 

-0.1471 

0.0213* 


0.0345** 

0.7698 

22.7355* 


(-5.1033) 

(5.0840) 


(2.1855) 



1975-94 

-0.1493 

0.0237* 



0.7216 

34.6898* 

(1) 

(-5.0646) 

(5.8898) 





(Ii) 

-0.1300 

0.0202* 

-0.0091 


0.7642 

22.0669* 


(-4.4499) 

(4.8099) 

(-1.7805) 




(Iii) 

-0.13.56 

0.0198* 


0.0450® 

0.7737 

23.2242* 


(-4.9319) 

(4.7362) 


(1.9404) 



1980-94 

-0.1238 

0.0207** 



0.2883 

6.2658** 

(i) 

(-2.0257) 

(2..5032) 





(ii) 

-0.0944 

0.0147 

-0.1.8235 


0.4038 

5.4027 


(-1.6209) 

(1.7832) 

. (-1.8233) . 




(iii) 

-0.1213 

0.0136 


0.1674® 

0.4139 

S.S899® 


(-2.1861) 

(1.6109) 


(1.8894) 



1985-94 

-0.1176 

0.0202 



0.0878 

2.2516 

(1) 

(-1.1660) 

(1..5005) 





til) 

-0.0677 

0.0096 

-0.0.326** 


0.3155 

3.9957** 


(-0 7.502) 

(0.7619) 

(-2.2340) 




(iii) 

-0.1490 

0.0162 


0.2751 

0.0817 

1.6402 


(-1.4128) 

(1.1.507) 


(I.0I2I) 



1990-94 

-0.2942 

0.0425® 



0.1727 

3.7131® 

(1) 

(-1.7408) 

(1.9269) 





(ii) 

-0.2217 

00248 

-0.0642* 


0.4470 

6.2542** 


(1.5744) 

(1.2875) 

(-2.6369) 




(iii) 

-0.3170 

0.0428® 


0.2866 

0.1024 

1.7419 


(-1.5946) 

(1.8603) 


(0.2473) 




(The figures in parenihesis denote l-values of the regression coefficients). 
Notes: * Significant at I per cent level; ** Signifirani at 5 per cent level. 
Significant at 10 per cent level. 
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across states though the states follow a 
broadly uniform approach and methodo¬ 
logy. There are two arguments for using 
these figures. First, they are the only 
estimates available in a long time series. 
Second, a study by Das and Barua (1996) 
which estimate inequalities using both 
the series obtained almost identical results 
and therefore concluded, '‘...regional ac¬ 
counting variations arc only minor from the 
viewpoint of inequality measure” (p 372). 

It should also te noted that the concept 
of SDP only indicates the income origi¬ 
nating in different slates and does not 
represent total income accruing to them. 
Unfortunately, there are no estimates of 
net factor income accruing to a state from 
outside its boundaries, and therefore it is 
not possible to take these into account. 

The estimated regressions using equa¬ 
tion 2 (Table 1) reveal a number of inter¬ 
esting features of the interstate growth 
process in India since 1965. The mo.st 
important finding is that per capita SDP 
in the states in India have tended to di¬ 
verge rather than converge. These find¬ 
ings are contrary to the predictions of the 
neoclassical growth models and the em¬ 
pirical findings for cross sections of coun¬ 
tries as well as different states within the 
US.^ The basic equations regressing Log 

<yi/yii-T) “s"*- 

ficantly positive coefficients. Thus, growth 
of per capita SDP in the states in India 
is positively related to their initial levels. 
In other words, states with initially high 
per capita SDP tended to grow faster 
than those with lower per capita SDP. 
The equation was estimated for various 
sub-periods beginning 1965 and ending 
in 1994r95. The strong positive relation¬ 
ship between growth rate and initial level 
of incomes holds true until the period 
1980-95. In 1985-94, the relationship is 
not significant, but within it is significant 
in 1990-94 after economic liberalisation 
measures were introduced. The scatter 
diagram plotting growth rates of per capita 
SDP over the period 1965-94 against per 
capita SDP in 1965 clearly brings out the 


strong positive association between the 
two variables (Figures 1 to 3). The growth 
of incomes shows a positive slope from 
the initial level of incomes during both 
l%5-94 and 1975-94. After the introduc¬ 
tion of economic liberalisation, the greater 
market initiative seems to have strength¬ 
ened this positive relationship as may be 
seen from the steep increase in the positive 
slope during 1990-94 (Figure 3). 

These estimates, however tend to be 
unstable because the effects of exogenous 
shocks are not controlled.^ They may even 
have an omitted variable bias. Therefore, 
empirical studies on convergence include 
two additional variables, (i) share of pri¬ 
mary sector income (Agj,.|<) to control 
exogenous shocks caused oy fluctuations 
in agricultural output, and (ii) a standardised 
measure of sectoral composition (S„) to 
minimise interstate differences in the 
steady stale values Xj* and y ,*. The .sectoral 
variable included in the equation is mea¬ 
sured as; 

Si.=|w.j.,.T'°g(Vyii-T) -o) 

where, W. ,..j. is the weight of sector) in 
state i’s SDP at time t-T, and Vj, is the all- 
state average SDP in sector j in time t, 
expressed as a ratio of national population 
in time l. 

Our analysis shows that there is a high 
degree of correlation (> 0.9) between the 
two variables in all the time period.^ 


considered here. Therefore, in the regres¬ 
sions, to ensure accuracy of the regression 
coefficients, we have separately included 
the two variables together with the initial 
per capita SDP levels in equations 2 and 
3 respectively, for all of the time periods. 
However, the inclusion of these two 
variables does not alter the basic finding 
that per capita SDP across states in India 
has shown a positive trend over the years 
from 1965. The regression coefficient of 
yj is positive in each of the sub-periods 
even when these variables are included in 
the equation, though in the two sub-periods, 
1980-94 and 1985-94, it is not significant. 
The estimates of P derived from these 
regression equations (Table 2) are con¬ 
sistently negative and significant in the 
first three periods showing a divergent 
trend in incomes over the years. The 
coefficient though has a negative sign and 
is not significant for the periods 1980-95 
and 1985-95, but is significant again for 
1990-94 after economic Iiberali.sation was 
introduced. This underlines the impor¬ 
tance of augmenting the quality of infra¬ 
structure in the poorer states to enable 
them to reap the gains from liberalisation. 

This finding, which is contrary to the 
prediction of neoclassical growth theory 
casts doubts on the validity of the critical 
assumption of diminishing returns to re¬ 
producible capital. The positive associ¬ 
ation of growth rales with the initial level 
of incomes probably shows that, in an 
economy with large unutilised resources 
and a poor state of social and physical 
infrastructure, there will be increasing 
returns to reproducible capital in the 
initial stage of development followed by 
diminishing returns, resulting in an in¬ 
verted U relationship between economic 
growth and inter-regional inequality as 
traditionally assumed [Kuznets 1955; 
Myrdal 1957 and Williamson 1969]. 

The.se findings contradict those of a 
recent study by Cashin and ,Sahay (1996) 
which concludes that there has been 
convergence in real per capita SDP across 


Table 2: P Convtjioence Coeffkients 



Basic Equaticii 

Equation with 
Primary Sector Share 
in .SDP Included 

Equation with 
Sectoral index 
Included 

1965-94 

-0.02327* 

-0 03615* 

-0 03594* 

1970-94 

-0.02.501* 

-0.02163* 

-0.02153* 

1975-94 

-0.02399* 

-t) 02041* 

-0 02000* 

1980-94 

-0.02092** 

-0.01481 

-0.01369 

1985-94 

-0.02041 

-0.00965 

-0.01633 

1990-94 

-0.043439 

-0.02511 

-0.043749 


Notes: The estimates ore based on the regression estimates presented in Table 1 


* Significant at i per cent level. 
** Significant at 5 per cent level. 
9 Significant at 10 per cent level. 
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states in India during the pericx] 1961-91. 
A major reason for the differing results is 
that Cashin and Sahay include the special 
category hill states of A.ssam, Himachal 
Pradesh, Jammu and Kashmir, Manipur 
and Tripura as well as the union territory 
of Delhi. There are serious problems of 
comparability of income figures in these 
states and in some of them, much of the 
economic activity is determined by the 
government sector and the private sector 
hardly plays any significant role. It would 
be inappropriate to assume that produc¬ 
tion functions and therefore steady state 
values of incomes in these states would 
be identical to those of the major .states 
in India. Therefore, for the sake of com¬ 
parability we have taken only the 14 major 
states in the sample. 

Secondly, the convergence coefficients 
estimated by Cashin and Sahay are not 
significant in the basic equations or in the 
equations with primary .sector share. Even 
when an additional variable, the share of 
the manufacturing sector, is included the 
coefficient is not significant in two of the 
three sub-periods for which the equation 
was estimated. The authors then estimate 
a restricted combined regression with both 
agricultural sector and manufacturing 
sector shares included as independent 
variables in addition to the initial income 
levels, constraining the value of 3 to be 
identical across equations for various sub¬ 
periods. 

The trend in the dispersion of per capita 
SDP across states over the years from 
1965-66 to 1994-95 as measured by the 
standard deviation of per capita SDP (a) 
in this article is quite consistent with the 
finding on divergence in the per capita 
SDP during this period noted earlier. 
Figure 4 presenu the trends inoestimated 
for per capita SDP in the states and also 
for primary, .secondaiy and tertiaiy sec¬ 
tors. It is seen that the dispersion has 
shown a steady increase over the years 
from 0.2240 in 1965-66 to 0.3972 in 


1994-95 (Table 3). The analysis shows 
that dispersion in the incomes of the 
primary sector has been the major source 
of dispersion in per capita SDP. parti¬ 
cularly until 1990-91. Thco values for the 
primary sector increased from 0.177 in 
1965-66 to 0.377 in 1991-92 and fluctu¬ 
ated around that value thereafter. In con¬ 
trast, the a value for the secondary sector 
fluctuated around 0.48 throughout the 
period until 1990, but increased sharply 
thereafter in response to the better perfor¬ 
mances of advanced states after economic 
liberalisation was introduced. With much 
of the tertiary sector being influenced by 
income from government services, the o 
value for the sector does not show any 
consistent trend. This last finding is con¬ 
sistent with those of other studies analysing 
interstate disparities across states in India 
over varying time periods [Choudhury 
1993, Das and Bania 1996]. 

Ill 

Determinants of Growth 

The examination of the reasons for 
divergence or lack of convergence calls 
fora more systematic analysis of the factors 
determining economic growth of states in 
the Indian federal economy. In this section, 
we explore the important determinants of 
growth of per capita SDP across Indian 
states. 


Our analysis of con vevgence shows dis 
the initial income level which, to a latf 
extent reflects the initial capital stock i 
an Important factor determining the growtl 
rates. We can formulate the hypothesis oi 
the relationship between the level of in 
comes and their growth rates dependini 
on whetherthe return tocapital isassumei 
to be diminishing, constant or increasing 
In a diminishing return to capital scenario 
as assumed by neoclassical growth theo 
rists, the relationship will be negative. Ii 
the constant returns to capital assumed b; 
Lucas (1988) and Rebello (1990), growtl 
rate of per capita SDP is independent o 
the starting level. If increasing returns an 
assumed, the relationship will be positive 

We have estimated regressions to ex 
plain differences in the growth of pe 
capita SDP across .states at different tint 
periods starting from 1965-94. Averag 
annual growth rates for six different tim( 
periods (1965-94, 1970-94, 1975-94 
1980-94, 1985-94, 1990-94). estim^ei 
by regressing the logarithm of per capiti 
SDP on the time variable for each of thi 
states, are regressed on plausible variable 
affecting the growth ralc.>. The indepen 
dent variables included in the analysis an 
the initial level of per capita SDP, humai 
capital stock, share of state govemmen 
expenditure in SDP, private industria 
investment in the state and adoption o 
technological change in the agricultura 
sector. The literature emphasises the roll 
of human capital in determining economii 
growth (Romer 1990]. We have taken thi 
literacy rate in the initial year to represen 
human capital stock and the variable fo 
relevant years is estimated by extrapolat 
ing the inter-census data. 

The impact of government expenditun 
on the growth rale is estimated by takini 
the ratio of total state government expen 
diture to SDP(G/Y) averaged forthe perio< 
as the independent variable. However 
consistent and comparable data on govern 
ment expenditures for the states are avai I 
able only from 1974-75, .so the variabli 
has been used in the regressions fo 


Tabix .Si Dispersion in Per Capita SDP aikoss Indian States in Selected Years 


Years 


.Standard Deviation of Per Capita SDP 


Primary Sector 

Secondaiy Sector 

Tertiary Sector 

Total 

1965-66 

0.17708 

0.48218 

0.41033 

0.22400 

1970-71 

0.29309 

0.48051 

0.368.32 

0.24706 

1975-76 

0.27568 

0.47990 

0.38855 

0.27415 

1980-81 

0.32122 

0,49,551 

0.35529 

0.30016 

1985-86 

0.35092 

0.51051 

0..348I9 

0.32550 

1990-91 

0.35938 

0.49645 

0.35191 

0.34526 

1991-92 

0.3t630 

0 48770 

0.36048 

0.35257 

l992-9.t 

0.38226 

0.52861 

0.37295 

0.38486 

1993-94 

0.37651 

0.54.561 

0.388.37 

0.38644 

1994-95 

• 

0.37718 

0.56161 

0.40666 

0.39723 
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PIcuRB 5: Relatmnsiiip between Pee Cahta SDI* and Ra Carta Assistance bv Au. India 
Financial iNsmvnoNS across States - 1994-95 



1975-94, 1980-94, 1985-94 and 1990-94. 
It is difficult to predict the sign of the 
coefficient of this variable. While govern¬ 
ment consumption expenditure is expected 
to retard growth due to distoitionary effects 
of taxation, the investment expenditure is 
expected to improve private sector producti¬ 
vity, and hence accelerate growth. Also 
in the context of states, a significant part 
of a state's expenditure is financed through 
intergovernmental transfers, so the effect 
of expenditure on the economic growth of 
the state is indirect and may not be re¬ 
flected in the regression. Finally, a sizeable 
proportion of current expenditures of the 
states includes spending on hum.Tn capital 
which could have a positive rc.suit.^ 

An important factor determining the 
growth rate in a state is the private sector 
investment in manufacturing. There arc 
no reliable data on private sector invest¬ 
ments by states. We have taken the share 
of loans given by the all India financial 
institutions (AIFI) to SDP in different 
states as a proxy for private investments. 

Economic growth in many states during 
the 1970$ was driven by agricultural 
growth mainly due to the impact of the 
'green revolution', which is a combina¬ 
tion of the use of new varieties of .seeds, 
application of chemical fertilisers and 
expansion in irrigation facilities. The states 
which adopted the new technologies grew 
faster than those which did not or could 
not. To capture the effect of adoption of 
new technology in the agricultural sector, 
the consumption of fertil'.sers per hectare 
of .sown area (FERT) was employed as the 
variable.' In the post-1980 period, much 
of the growth has been in the manufac¬ 
turing and service sectors. 

The regression e.stimates of the deter¬ 
minants of economic growth across slates 
in India for the six time periods (Table 4) 
reveal a number of interesting features. 
First, in all three equations up to the .starting 
period of 1980, starting income level had 
a positive and significant impact on eco¬ 


nomic growth. Thus, until 1980, these 
results confirm the inference about diver¬ 
gence in economic growth in the previous 
.section. After 1980, the coefficient is 
positive but not .significant. 

Second, among other variables, the 
variable proxying private investment was 
the most important variable from the mid- 
I970.S. Thus, much of the differences in 
growth rates among the states is explained 
by the differences in private investment 
levels, particularly since 1980. 

Third, the literacy rate representing 
human capital shows a negative and signi- 
llcant coefficient in the first two equations 
(1965-94 and 1970-94), and is not signi¬ 
ficant in the next two (1975-94 and 
1980-94). There appears to be a transition 
in this relation as the coefficient shows a 
significant positive effect on the growth 
rales in the periods, 1985-94 and 1990-94. 
The negative coefficient of literacy is sur¬ 
prising though it must be noted that in the 
initial years the green revolution-led 
growth was concentrated in the northern 
.states such as Punjab and Haryana where 
the literacy rale was relatively low. The 
positive and significant effect in the 
periods since 1985 is consistent with the 
role of human resource development 
emphasised in the literature. 


The regression coefficient of other two 
variables included in the equation, G/Y 
and FERT do not show a consistent 
pattern. GfY has a positive sign but is not 
significant in any of the years. Inteiest- 
ingly, the regression coefficient of FERT 
is positive and significant at 10 per cent 
level only in the period beginning 1975 
when the impact of the green revolution 
was maximum. Thus neither differences 
in the level of state government expendi¬ 
ture nor technological advances in the 
agricultural sector seem to have played a 
consistent or significant role in explaining 
the differences in the growth of per capita 
SDP across major states in India. It is 
possible that the level of fertiliser use per 
hectare was not a good proxy for new 
technology. 

IV 

Reasons for Divergence 

(a) Privati-: Invh,stmf.nt and PiiBi.ir 
EXPENDiniRE 

llius. contrary to the predictions of 
ncucta.ssical growth literature, per capita 
incomes across Indian states have shown 
divergence over the years and interstate 
inequalities in per capita incomes have 
shown a .steady increase. This casts doubt 
on the validity of the basic assumptio.: of 
dimini.shing returns tocapital in the steady 
state growth models. The pattern of dis¬ 
tribution of investments across states would 
give us insights into whether the return 
to capital shows diminishing returns or 
follows the traditional inverted U-.shaped 
function in the Indian context. In part, the 
distribution of investments across states 
depends on the availability of infra.stnic- 
turc. While information on the .stock of 
public capital in different states is not 
available, per capita government expendi¬ 
ture may perhaps serve as the best proxy. 
If so, the distribution of government 
expenditure across states and its relation- 


Table 4: Determinants of Economic Growth in Indian States 
Dependent Variable: Average Annual Growth Rate of Per Capita SDP 


Year 

Constant 

LnY„ 

Ln Literacy 

Ln G/Y In AIFI 

LnFERT 


F 

1965-94 

2.0213 

0.001.57* 

-0.0269** 

0.0821 

-0.06567 

0.6149 

6.1884** 


(1.9712) 

(3.5.597) 

-(2.2936) 

(0,4469) 

-(1.7706) 



1970-94 

0.1266 

0.0012* 

-0.0160** 

0.2403® 

0 00.50** 

0.7963 

13.7087* 


(0..t642) 

(4.3765) 

-(2.4685) 

(1.8467) 

(2.3300) 



1975-94 

0.2641 

0.0084* 

-0.0092 

-0.0161 0 3372* 

0 (X)3'>® 

08128 

12.2893* 


(0.3457) 

(4.3852) 

-(1.6711) 

(0.5832) (3.0303) 

(1.9210) 



1980-94 

-1.7291 

-0.0065® 

0.0052 

0.0621 1.0741* 

0 (X)368 

0.7068 

7.2667 


-(0.9764) (1.8544) 

(0.4235) 

(0 9975) (4.3890) 

(0.7952) 



1985-94 

-4 4878 

-0.0015 

0.0.590** 

0.1074 0.4262** 

0.0048 

0.5046 

3.668S 


-(1.2497) (0.23.33) 

(2..3703) 

(0 87.50) (2.7791) 

(0 4765) 



1990-94 

-7.4329 

-0.0030 

0.4262* 

0.5640 0.4,595** 

0 0034 

0.6.540 

7.1417 


-(2.6113) (0.4183) 

(2.7791) 

(1.0612) (2.2061) 

(0.2199) 




Note: See Tablet. 
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Figure 6; RaATiONSHir between Government ExpcNWruRE and SOP across States - 1994*93 



Figure 7: Rei ationship between Lending by Au. India Financial (NSTmrrioNS (AIPl) and 
Government Expenditure across Statts - 1994-95 



Log Per Capita Government Expenditure 


ship with private investment can help us 
understand the reasons for divergence in 
incomes across Indian states. 

Table 5 presents the parameter estimates 
of equation regre.ssing per capita loans 
given by AIFls on per capita SDP across 
states for selected years. Tlie results in¬ 
dicate that the How of llnanciat assi.stancc 
is significantly higher in states having 
higher per capita SDP. In fact, the cniss- 
section elasticity of loans given with 
respect to per capita SDP is much higher 
than unity in all the years for which re¬ 
gressions were estimated and this indi¬ 
cates that the rate of increase in financial 
assistance is faster than that of per capita 
SDP. In other words, the results indicate 
that the volume of private investment 
increases with per capita SDP, and the rate 
of increase is more than proportionate. 
Further, it is also seen that the elasticity 
has shown a steady increase, particularly 
since 1985. Thu.s, in 1994-95, for every 
I percent additional pcrctipita SDP, states 
jbtained more than 2 percent higher AIFI 
issistance which is clearly brought out in 
figure 5. The higher flow of financial- 
issi.stance to more affluent states, and the 
iiore than proportionate distribution of 
he assi.stancc to them clearly shows that 
he distribution of private investment in 
ndia has been di.sproportionately in favour 
>f the better off states. This gives indirect 
tuppnn to the proposition that in the Indian 
context, there has been increasing returns 


to capital, and that this explains the phe¬ 
nomenon of divergence of per capita SDP 
across states noted earlier. 

What has been the role of state govern¬ 
ment expenditures in determining the 
growth patterns across states? Analysis in 
Section III showed that the share of govern¬ 
ment expenditure in SDP is not a signi¬ 
ficant variable in explaining differences 
in economic growth across states. How¬ 


ever. the pattern of [wblic expenditures 
can indirectly influence economic growth 
by influencing private investments. Public 
expenditure policy determines the avail¬ 
ability of social and physical infrastruc¬ 
ture which is an important factor in the 
location decisions for private investment. 
We have therefore regressed per capita 
assistance given by AlFIs on per capita 
government expenditures incurred by 
different states. The results presented in 
Table 5 show a positive and significant 
relationship. Thus per capitapri vate invest¬ 
ment as proxied by loans given by finan¬ 
cial institutions are significantly inHuenced 
by per capita government expenditures. 
The cross-section elasticity of per capita 
loans by financial institutions with respect 
to per capita expenditures is more than two 
in all the years for which estimates were 
made and it is as high as three in 1990-91. 
Thus, states with higher per capita public 
expenditures had larger private invest¬ 
ments, every 1 per cent higher public ex¬ 
penditures resulting in higher loan assis¬ 
tance by AIFI of more than 2 per cent 
(Figure 7). 

(b) Regional Policies 

Interestingly, in spite of centralised 
planning for four and a half decades and 
the emphasis placed on balanced regional 
development in every plan, the distribu¬ 
tion of private investment is clearly in 
favour of ncher states. This may be ex¬ 
plained in terms of institutional factors as 
well as public ptilicies relating to the 
di.stribution of resources and physical and 
social infrastructure facilities in different 


Table 5: Relationship between Loans by All India Finanoal Institutions, Public ExPENDiruRb 
AND State Domestic Product acros.^ States 


Dependent Conslani 

Variablc/Year 

Ln Per Capita 
Public Expenditure 

Ln Per Capita SDP 

R2 

F 

Ln Per Capita Assistance by All Indian Financial Institutions 

1980-81 -9..12479 -(3.1762) 2.1927* (4.2388) 

0.5662 

17.960 

I98.S-86 

-10 0423 -(3.0947) 

2.2184* (4.3.S44) 

- 

0,5802 

18.9611 

1990-91 

-16 1707 -(4 5100) 

3.03.30* (.S,8246) 

- 

0.7169 

33.9263 

I994-9.S 

-12.4846 -(2.8972) 

24631* (4.1431) 

- 

0.5549 

17.2093 

1980-81 

-9.40.30 -(3.1218) 

- 

1.6970* (4.1489) 

0.55.50 

17.21.34 

I98S-86 

-7 4681 -42.3831) 

- 

1.4568* (3.8908) 

0.4926 

13.6218 

1990-91 

-10.7400 -(2.3643) 

- 

1.8327* (3,4017) 

0.4484 

11.5717 

I994-9.S 

-12.29,‘iO -(2..3716) 

- 

2.0085* (3.6991) 

0.4938 

13.68.12 


Note\ See. Table I. 


Table 6. Relationship between Public Expenditure and Level of Incomes acro.ss .States 


Year 

Constant 

Ln Per Capita SDP 

r2 

F 

1975-76 

0.4379 (0 2908) 

0.6.544* (3.0698) 

0.3932 

9.4236 

1980-81 

0.6028 (0.7478) 

0.6824* (6.2332) 

0.7444 

.30.6824 

1984-85 

2.9933 (2.5971) 

0.4117* (2.8352) 

0.3512 

8.0383 

1990-91 

1.6482 (1.6742) 

0.6211* (5.3197) 

0.6774 

28.2988 

1994-95 

0..50I38 (0.5167) 

0.7669* (6.9260) 

0.7832 

47.9695 


Source'. Table I. 
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Rouhe; 8: Distwbution of Investment (Gross Block) in Central Enterprises 
ACROSS States - 1993-94 



states. Institutional factors determine the 
property rights and structure of incentives 
which in turn determine productivity in 
the economy. The system of tenurial 
relations in agriculture and a conducive 
environment for the operation of private 
enterprise in manufacturing and service 
sectors arc important institutional deter¬ 
minants of investment spread. A favour¬ 
able institutional environment results in 
establishment of two-way linkages bet¬ 
ween agriculture and industry, and 
states with strong two-way relationship 
will grow faster fKalirajan and Shand 
19%1. 

In a federal polity like India, regional 
policies and the distribution of central 
government expenditures have an impor¬ 
tant bearing on the pattern of regional 
growth bmh directly and through their 
effects on the distribution of private in- 
ve.stmenl. Unfortunately, information on 
statewise distribution of central govern¬ 
ment expenditure is not available. More¬ 
over, the distribution of the stock of central 


investment in public enterprises (gross 
block estimated at historical cost)does not 
follow any patiern. This shows that loca¬ 
tion of central public enterprises has not 
contributed much towards strengthening 
backward and forward linkages, contrary 
to the general impression. 

Nor have the pcx>rer states been able to 
reap full liencfits from investments in 
industries like steel and coal which are 
predominantly located within theirbound- 
aries due to pidicics like freight equali¬ 
sation. The transport subsidy given to 
equalise the prices of these basic inputs 
throughout the country has not only robbed 
the forward linkage benefits of locating 
the.se industries in poorer regions but has 
also led to allocative distortions. 

(c) Distribution of Statf, 
Govfknmfnt Expenditure 

While the investments in central enter¬ 
prises have not strengthened inter-sectoral 
linkages in poorer regions of the country, 
neither has the spread of infrastructure 


facilities created by state govemmeRt 
spending helped to improve pnxiuctivity 
in less developed .states. The distribution 
of per capita expenditure analy.sed by 
regressing per capita expenditures with 
per capita SDP in a log-linear equation 
presented in Table 6 (Figure 7) shows 
that richer states do indeed have signifi¬ 
cantly higher per capita expenditures. 
The income elasticity of expenditures 
declined from 0.65 in 1975-76 to 0.41 
in 1984-85, but increased to 0.62 in 
1990-91 and further to 0.77 in 1994-95. 
Fiscal adjustment undertaken since 1991 
seems to have accentuated inequalities in 
state per capita expenditures across .state 
governments. 


Tablf. 8; Per Capita Impuctt Transfers from 
States' Borrowing 

(R.t ui 19H/ prices) 



1980 

-81 

198.S 

-86 

1990 

-91 

1993 

.-94 

Gujarai 

41.38 

57.13 

67.12 

31.57 

Haryana 

5.S 84 

73.79 

66 8.3 

.50.62 

Maharashtra 

44 .S8 

.56.44 

58.90 

.37.89 

Punjab 

46 10 

72 16 

140 56 

103.82 


45.07 

60.53 

72 94 

46.54 

Andhra Pradesh 

42.87 

44 58 

.32.61 

27.93 

Karnataka 

40 00 

41.96 

36.41 

33.61 

Kerala ^ 

49,77 

49 12 

51.34 

51.04 

Tamil Nadu 

3.S 07 

43 73 

40.86 

29.02 

West Bengal 

4.S.03 

46. IS 

35.98 

35.8 


42 00 

44 93 

3787 

33.68 

Bihar 

31 .32 

4.3 79 

30.89 

31.93 

Madhya Pradesh 

29 32 

60 II 

38.51 

.32.17 

Orissa 

.‘>2.71 

.54..5.3 

49.60 

46.92 

Rajasthan 

52 34 

5.3 15 

55.76 

40.79 

Uttar Pradesh 

42 70 

51.84 

45.48 

41.28 


39 5H 

51.59 

42.23 

38./3 


42.13 

51.62 

47.50 

38.84 


Tabu; 7. InH-Rstati: Tax ExpoRiAnoN - t993-94 



House- 

State Govt Total 

Per Cent 

.Sales 

Pet Cent 

Eficclive 

Dilference 

Per Capita 

Per Capita 

Per Capita 


hold 

Con- 

(’on- 

oi Total 

Tax 

of Total 

Tax Kate 

between 

Tax Ex- 

Tax Ex- 

Tax Ex- 


Con- 

sumption sumption 

Con- 

Collce- 

Sales 


Consumption 

potted at 

potted at 

potted at 


sumption 

of ClHIlis 

sumption 

lions 

Tax 


Shares and 

25 Per Cent 

50 Per Cent 

100 Per Cent 









Tax Shares 

of Difference 

of Difference 

of Difference 

Gujarat 

18470.1 

475.2 

18945 4 

58 

2771 0 

9.9 

146 

42 

68 

137 

27,3 

Haryana 

8562.4 

208.6 

8770,9 

2.7 

768 5 

2.8 

8 8 

0.1 

(1.4 

07 

1.4 

Maharashtra 

37775.3 

770.7 

.38546.0 

11.7 

4740 8 

17.0 

12.3 

5.3 

4.4 

8.9 

17 7 

Punjab 

11617.6 

295.7 

11913.3 

3.6 

961 2 

.3.4 

8.1 

-0.2 

-0.6 

-1.2 

-2.4 

High Income States 

76425.4 

17.50.2 

T8175.6 

23 8 

9241 5 

33.2 

11.8 

9.4 

4.0 

8.0 

1.5.9 

Andhra Pradesh 

27198.2 

687.1 

27885 3 

K.5 

2.323 9 

8.3 

8,3 

-O.l 

-0.1 

-0 .3 

-0.6 

Karnataka 

17876.8 

175.7 

18052 5 

5.5 

2277 9 

8.2 

12 6 

27 

4 0 

8.1 

16 1 

Kerala 

I5I6I.4 

310.3 

1.5471.7 

4.7 

1.5,3.3 2 

5 5 

9.9 

08 

1.9 

.3 7 

7.4 

Tamil Nadu 

18.380.8 

706 2 

19087 0 

5.8 

3210 0 

II 5 

16.8 

5.7 

86 

17 7 

34 4 

West Bengal 

29138.0 

8.37.3 

29975.3 

9 1 

1813 1 

6.5 

6.0 

-2 6 

-2.5 

5 1 

-lO.l 

Middle Income States 107755.2 

27166 

110471 8 

3.3 6 1 

11158 1 

40 0 

10 I 

6 4 

1.7 

.3,4 

6.8 

Bihar 

26044.3 

.322.1 

26366,4 

8.0 

II.37.5 

4.1 

4.3 

-3 9 

■3 0 

-6 1 

-12.1 

Madhya Pradesh 

246.34 9 

.587.6 

25222.5 

7.7 

I2I4.I 

4.4 

4 8 

-3.3 

-3.3 

-6 6 

-13.2 

Orissa 

9754.6 

309.6 

l(K)64.2 

3.1 

514.S 

1.8 

5.1 

-1.2 

-2 6 

- 5.2 

-10.4 

Rajasthan 

24630.2 

.3.30.0 

24960.2 

7.6 

1053 1 

3.8 

4.2 

-.3.8 

-4.7 

-9.3 

-18,7 

Uttar Pradesh 

52705.7 

645 2 

.5.3350 8 

16.2 

.3552.6 

12.7 

6.7 

-.3.5 

-1.7 

-3.3 

-6.7 

Low Income .States 

1.37769.7 

2194,5 

139964.2 

42.6 

7476.6 

26 8 

5 .3 

-15.8 

-2.8 

-5.5 

-ll.l 

Ail Major States 

321950.3 

6661 2 

.328611.6 

100.0 27876.2 

100.0 

8 5 

0.0 

0,0 

0.0 

0.0 
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Fioure 9; Interest Suisidv iON States’ Borrowings 

ao 
18 
16 
M 

H « 
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(d) lNTERoovr.RNMi NTAi. TRANSFERS iHg to thc private scctot by long-term 
AND Horizontal Eqcity rcrinanctng institutions and assistance from 

the banking and financial institutions for 
Higher per capita expenditures in richer priority sector activities. While the first 
states arc caused mainly by their high two sources ofimplicittran.sfers affect the 
revenue capacity. Even when tax rates are ability of different state governments to 
identical, the stales with higher per capita undertake expenditures, the third alters 
incomes collect higher per capita taxes the rate of return and thereby, regional 
and are thus able to provide higher stan- allocation of private investments, 
dards of public services. In other words. Interstate tax exportation arises from the 

the states with tower per capita incomes levy of origin-based cascading-type sales 
will have to levy taxes at higher rates in taxation along with the taxation of inter- 
order to provide the standards of service state sale of g(X)ds. The sales taxes levied 
available in more aftiuent states. Such an by the states are predominantly on the 
argument for redistributive transfers has basis oforigin, at the stage of manufacture 
liecn made on the grounds of horizontal or import. The tax is levied on inputs, 
squity [Boadway and Flatters I9K2]. outputs and capital goods alike. As the tax 

The above analysis shows that inter- is fully shitted forward due to thc 

governmental transfers in India, although oligopolistic nature of the market, the levy 

they have had a significant redistributive of tax on interstate sales causes significant 
impact, were nevertheless not adequate to interstate tax exportation not only of the 
mable thc poorer states to provide equal tax on thc gtxrds sold in interstate sales, 
levels of public services at given tax rates, but also of the ca.scadcd taxes on inputs 

Fable 7 shows that central transfers have and capital goods. This results in the 
1 significant redistributive impact as seen exportation of the tax burden from more 
7y the negative income cla.sticity coefH- affluent producing states to thc con.sumers 

:icnts. Also, the degree of redistribution in poorer consuming states, 
was not very high in thc early 1980s. It 




Non-avaiiability of data on interstate 
trade makes it difficult to estimate inter¬ 
state tax exportation accurately. However, 
analysis presented in Table 8 shows that 
in states with above average per capita 
income tax shares are higher than con¬ 
sumption shares (household consumption 
plus state government purchase of gotxis). 
Of course, the entire difference cannot be 
attributed to interstate tax exportation. A 
part of the difference may also be due to 
highereffective tax rates in more advanced 
states. By making alternative assumptions 
that the difference in effective rates (share 
of sales tax collections in total consump¬ 
tion) is partly due to legitimate variations 
in effective rates and partly due to inter¬ 
state tax exportation, we have estimated 
thc amount of interstate tax exportation. 
Thus, when it is assumed that SO per cent 
of the difference is attributed to tax ex¬ 
portation, thc more affluent states col¬ 
lected more than Rs 2,100 crore from the 
consumers in states with less than average 
per capita income. Thus, the richer states 
collected almost 13 per cent of their sales 
taxes from the residents of poorer states 
and thc residents in poorer .states paid 19 
per cent of their .sales tax payment to the 
richer states. 

The second important .source of implicit 
intergovernmental transfer arises from 
subsidised lending to thc states. Loans 
from the central government alone com¬ 
prise almost 68 per cent of states’ liabili¬ 
ties, the bulk of which was given for plan 
purposesundertheGadgil formula. Market 
borrowings constitute another 22 per cent 
which is subscribed mainly by the bank¬ 
ing system to fulfil thc .statutory liquidity 
ratio (SLR) requirements.-'’ The extent and 
nature of intergovernmental transfers from 
this .source depend upon the pattern of 
interstate allocation of these loans and 


increased steadily until 1991-92, but 


Table VrlNcoMfe Elastktty w iNTEROovrRNMrNrAi. Transfers in Ini>i.v 


declined thcrealter. coinciding with thc 
fiscal adjustment programme undertaken 
by the ccntial government, Nevcithelcs.s, 
this redi.stribution achieved through iiitei- 
governmcntal transleis was not adequate 
;o offset the fi.scal disabilities ot poorer 
dates arising Irom their low revenue 
:apacities (Rao 1997|. 

(e) RfciREssivity of 

1mi»i,icit Inii-roovernmental Tran.siers 

A part of the problem lies in the inequit- 
ible transfer ol re.sourccs due to implicit 
ransfers. There are at lea.st three important 
iourccs of such transfers: (i) interstate lax 
ixporiation, (ii) subsidised lending to thc 
dates from the central government and the 
Tanking sy.stcm, and (rii) subsidised lend- 


Year 

Income Elasticity of 
Explicit Transfers 

Income EliLsticity of 
Implicit Transfers from 
.Stales' Borrowing 

Income Elasticity of 
Total Transfers 

1981-82 

-0 3855* 

0.2506*' 

-0.1704** 

1982-8.3 

0 4877* 

0 3149** 

-0.2085 

198 >-84 

-0 3817* 

0 3711** 

-0.1238 

1984-85 

-0 3754** 

0..39.5I** 

-1 4494 

198.5-86 

-0 4617** 

0 3073** 

-0.2241 

1986-87 

-0..50.56* 

05165 

-0 1863 

1987-88 

-0 6910* 

0 4845** 

-0.2901 @ 

1988-89 

-0 .5692* 

0 6481 

-0.17.52 

1989-90 

-0.8171* 

0.5641** 

-0.3242 

1990-91 

-0.7410* 

0 7348** 

-0 2726@ 

1991 92 

-0.8248* 

It 138 

-0.3201 

1992-93 

-0.0640* 

06188(91 

-0.2490 

199.3-94 

-0 6669* 

0.38.37 

-0 3975** 


\tiiey. Income e{^sitcilie.s are e.siimatcd by regressing per capita transfers acmss states on their per 
capitaSDP. '.Significant at I percent level. ** Significani at .5 percent level. ® Significant 
at 10 per cent level. 
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states. In the aggregate, these states, with 
just about 19 per cent of population, 
received 35 per cent of priority sector 
lending given to agriculture, small enter¬ 
prises and exports. Their share of assis¬ 
tance from AIFls was 43 per cent. In 
contrast, the low income states with 
almost 44 percent of population received 
about IS per cent of priority credit and 22 
per cent of assistance from AIFls. Thus 
the distribution of subsidised credit by 
the banking system and AIFls has con¬ 
ferred disproportionate benefits on more 
advanced states. 


V 


difference between the interest rate charged 
and the market rate of interest. Although 
in recent years there has been a significant 
increase in the rates of interest on states’ 
borrowings, as may be seen from Figure 9, 
they still remain significantly below the 
ma^et rate. In addition to these low average 
rates of interest (which are partly due to 
the periodic rescheduling of loans on the 
recommendation of the Finance Commis¬ 
sions), the central government also writes 
off loans from time to time. 

Table 8 presents the distribution of per 
capita intergovernmental transfers due to 
subsidised lending to the states. Clearly, 
per capita transfers in high income states 
were higher than both middle and low 
income states. In 1993-94 the average per 
capita transfer received by the low income 
states was almost 18 per cent lower than 
that of the high income states. The differ¬ 
ence was greatest in 1990-91 when the per 
capita transfers received by the low in¬ 
come states were 43 per cent lower. 

The regressive nature of the implicit 
transfers due to states’ .subsidised borrow¬ 
ing from the central government and the 
banking system is brought out in the cross- 
section income elasticities presented in 
Table 9. The progressivity of explicit 
central transfers is brought out by the 
negative and significant elasticity coeffi¬ 
cients throughout the period from 1981-82. 
In contrast, elasticity coefficients of im¬ 
plicit transfers had positive and signifi¬ 
cant coefficients right through the period 
indicating the regressive nature of these 
transfers. When implicit transfers are added 
to the explicit transfers, the progressivity 
of the transfer system is significantly 
reduced. Although the coefficients are 
negative, the absolute value of the co¬ 
efficient is substantially reduced and the 
coefficients are not significant in most of 
the years. 

Figure 10 brings out the effect of im¬ 
plicit transfers due to interstate tax expor¬ 
tation and subsidised lending to states in 


1994. It is clear that the progressi ve impact 
of the intergovernmental transfer system 
is considerably reduced when the effects 
of these two are taken into account. 

The two sources of implicit transfers 
discussed above affect the ability of the 
states to raise revenues and thereby die 
standards of social and economic services 
provided by them. In contrast, subsidised 
lending by the banking system and re¬ 
financing facilities provided by the AIFls 
at subsidised rates to the private .sector 
affect interstate resource transfers by al¬ 
tering the pattern of private investments. 

Table 10 presents the distribution of 
priority sector credit and the financial 
assistance given by the AIFls. The distri¬ 
butions of both sources of lending are 
disproportionately in favour of high income 


Concluding Remarks 

Our analysis shows that pattern of eco¬ 
nomic growth in India since the mid-1960s 
does not conform to the predictions of 
neo-classical growth theory. Per capita 
incomes across states over the period have 
shown divergence, and interstate dispari¬ 
ties have been accentuated. The increases 
in divergence and dispersion have been 
much sharper in the initial years of 
liberalisation. 

The analysis of the determinants of 
differences in growth rates among 7*ates 
confirms the divergence. The states with 
high initial levels of incomes grew faster 
than those with lower incomes leading to 
divergence in per capita incomes over 
time. It is also seen that the pattern of 
private investment is a major determinant 


Table 10: Interstate Redistribution THROuaM Credit PoLinES 

(Per cetiO 

Population Share in Bank Credii March 31, 1994 Share in API 
Tola! (1995) Priority Sector Total Assistance 1994-95 


A High Income Slates 

I8.t 

35.4 

29.4 

42.8 

I Goa 

U.l 

0.3 

0.3 

0.7 

2 Gujarat 

4.9 

4.9 

5.4 

1.3.2 

5 Haryana 

2.0 

1.5 

2.8 

2.6 

4 Maharashtra 

9.4 

25.3 

IS.g 

23.5 

5 Punjab 

2.4 

3.3 

5.1 

2.8 

B Middle Income States 

30.9 

33.4 

37.3 

29.7 

1 Andhra Pradesh 

7.8 

6.8 

8.9 

7.5 

2 Karnataka 

5.3 

6.0 

6.8 

6.1 

.t Kerala 

3.4 

3.4 

4.3 

20 

4 Tamil Nadu 

6.4 

10.3 

II 1 

9.3 

5 West Bengal 

8.0 

69 

6.2 

4.8 

C Low income States 

43.6 

14.4 

24.2 

21.9 

1 Bihar 

10.3 

2.3 

4.1 

2.1 

2 Madhya Pradesh 

7.9 

3.2 

4.9 

5.2 

3 Orissa 

3.7 

1.3 

2.2 

23 

4 Rajasthan 

5.3 

2 1 

3.3 

44 

5 Uttar Piadesh 

16.4 

5.5 

9.7 

7.9 

D Special Category States 

5.4 

1.9 

28 

2.2 

E Union Territories 

1.4 

14.9 

6.4 

3.4 

All StaiM 

100.0 

100.0 

100.0 

100.0 


Notes- •• Unallocated 4.9 per cent, n- negligible. 

Source: (I) Repon on Currency and Finance, 1994-95, Reserve Bank of India. 

(2) Public Enterprise Survey, Ministry of Industiy, Goverament of India. 
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ot economic growth. Human capital 
variable represented by literacy rate 
also is a signiricant determinant .since the 
1980s. 

The regional pattern of investment 
allocation in any country depends upon 
resources, institutions and policies. Our 
analysis shows that social and economic 
infrastructure as represented by public 
expenditures has a critical role in deter¬ 
mining interstate allocation of private 
investment. The divergence in growth rates 
thus, is largely explained by the skewed 
distribution of public expenditures caus¬ 
ing larger flows of investments to more 
affluent regions in the country. 

While the regional policies of central 
and state governments and public expen¬ 
diture policies of the .state governments 
play important roles in ensuring a balanced 
spread of infrastructure, the di.stribution 
of central investments in public enter¬ 
prises does not show any favourable bias 
towards less developed states. At the same 
time, per capita public expenditure is found 
to be significantly higher in states with 
higher per capita incomes. 

The significant positive association 
between per capita expenditures and per 
capita SDP brings to the fore the role of 
intergovernmental transfers in equalising 
the standards of social and economic 
services. While the phenomenon has to be 
partly attributed to the inability of the 
formal intergovernmental transfer mecha¬ 
nism to adequately offset the fiscal dis¬ 
abilities of poorer states, it must be noted 
that the informal channels of transfer too 
have played an important role, both by 
augmenting the revenues of relatively 
better off states and in channelling larger 
flow of investments to them. In this paper, 
we have identified three major sources of 
such implicit transfers. First, the prevail¬ 
ing system of sales taxation has facilitated 
the richer states to export a significant 
portion of their tax burden to the residents 
of poorer states. Second, subsidised lend¬ 
ing to the states from central government 
as well as from the banking system has led 
to regressive intergovernmental transfers. 
Finally, subsidised lending by-the banks 
for financing priority credit and refinanc¬ 
ing facilities given by AlFIs have helped 
the richer states to gain greater access to 
investible funds at subsidised rates. 

Our analysis has shown that the diver¬ 
gence in per capita incomes has increased, 
particularly since 1991, when economic 
liberalisation measures were initiated. This 
is not surprising because, with liberali¬ 
sation of industrial policy, the flow of 
private investment has been mainly based 
on the relative rates of return on capital 


in different states, in this scenario, the 
more advanced states withieiatively better 
infrastructure, trained human resources and 
accessibility to markets have been able to 
exploit the opportunities better than the 
backward states. 

The study offers important lessons for 
development strategy. Unless significant 
affirmative measures are ttdeen to correct 
imbalances in the spread of infrastructure 
through regional policies and inter¬ 
governmental transfers, divergence in 
incomes across states will continue to 
widen with both economic and political 
ramifications. There is also an urgent need 
to rationalise the tax system to minimise 
free-riding through exportation of the tax 
burden to non-residents. It is also impor¬ 
tant to understand properly the implic¬ 
ations of and implicit transfers involved 
in subsidised lending to state governments, 
and the intergovernmental transfer mecha¬ 
nism should be designed to take account 
of these implicit transfers. 

Notes 

1 Breton (19%) argues that competitive equality 
and cost-bcnelit appropriability of jurisdictions 
ate important contributory factors for the 
stability of horizontal intergovernmental 
competition. 

2 For a comprehensive review of these studies 
-see, Barro and Sola-i-Martin 1995 (Chs 10 
and 11). 

3 The conditional convergence hypothesis 
assumes a single steady state equilibrium. But, 
os discussed by Calor (1996), an economic 
system may be characterised by multiple steady 
state equilibria and may thus lead to ‘club 
convergence’ even in neoclassical growth 
models that exhibit diminishing marginal 
productivity of capital and constant returns to 
scale. A testing of club convergence hypothesis 
with these data will be attempted in asubsequeni 
study. 

4 We have also estimated regressions by 
employing the ratio of expenditures on social 
and economic services to SDP, and the ratio 
of capital expenditure to SDP. However, as 
these equations did not provide any additional 
insights, they are not reported here. 

5 At present, the SLR stipulation requires the 
commercial banks to keep 25 percent of their 
demand and time liabilities in eligible assets 
like central and state government bonds. 
Financial sector reforms brought down the 
SLR from 38.5 per cent in 1991-92 to 25 per 
cent in .9%-97. 
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DISCUSSION 


Science, Knowledge and Society 

Sundar Sanikkai 


THERE are many issues, some convergent 
and others divergent, in the stand taken 
in the introduction and two articles by 
Sokol and Meera Nanda (EPW, April 18, 
1998). As the introduction makes explicit, 
this collection is aimed at “initiating a 
critical reassessment of the culttiralist 
critiques of modem .science among Indian 
intellectuals”. These three articles take a 
strong position against relativist epistemo¬ 
logies and in favourof scientific epistemo¬ 
logy. The target of these attacks is the 
postmodern discourse. Making ‘Sokol’s 
affair’ the catalytic point, they condemn 
the postmodern and postcolonial discourse 
by stating, “if they can be made to support 
a purely nonsensical thesis, one cannot but 
wonder how sound they are..." and also 
“to wonder, at the very minimum, if these 
theories are not missing something 
important about the nature of scientific 
knowledge?” (Nanda p 919). 

Their arguments also go beyond being 
merely a critique of postmodernism. Both 
Sokol (1998) and Nanda (1998) would 
like to prioritise scientific knowledge as 
opposed to other knowledge systems, 
primarily in order to liberate the ‘oppres¬ 
sed* in India (and presumably in other 
societies) and also to guard societies against 
‘fascism* which apparently arises in 
societies not sufficiently ‘scientific’ in 
nature. Of course, this tendency to valorise 
science as an agent of emancipation is 
nothing new, and many scientists and 
commentators of science have long held 
this position. Sokol’s and Nanda’s 
responses differ in their epistemological 
and ideological leanings towards authentic 
scientific knowledge and the belief in the 
Left as an agent of emancipation of the 
oppressed. 

Although Sokol’s concern is against 
relativism it is also directed against the 
intellectual trend in American universities 
and the American Left. 1 shall not discuss 
his article in detail like I shall do with 
Nanda’s but only point out that too much 
has been made of too little as far as his 
‘affair’ is concerned. Primarily, the fact 
that he managed to publish what he con- 
sidersa fraudulent piece which extensively 
used the language and style of post¬ 
modernism has been seen as an indictment 
of postmodernism itself. The flaws in 
making such a conc)u.sion are very clear. 


at least for those who do not have 
ideological positions at stake. 

Even in scientific literature, tiiere have 
been many examples of fraudulent papers 
(and many limes papers filled with mist^es 
but which get published because they 
conform to the received discourse), which 
have been published. Most times these 
papers get published for the same reasons 
which made the editors of Social Text 
publish Sokol. But unlike him and his 
friends nobexiy would like to claim that 
these cases prove the duplicity of the 
discourse itself. And frankly, if you place 
his piece within the tradition of post¬ 
modernism there is nothing to even raise 
a gasp about. For what does it matter if 
Sokol thought he was pulling a fast one 
- his text transcended his intentions the 
moment it was brought into the public 
domain. As an author of that piece, he has 
no copyright over its meanings including 
that of ‘fraudulence’. 

Sokol seems to believe that ‘sloppy 
thinking’ which docs not distinguish ’truth’ 
and ‘claims of truth’ lies at the root of the 
confused postmodernist notions of truth. 
“What I’m saying is that it’s crucial to 
distinguish between the concept of ‘truth’ 
and the concept of ‘claim of truth’...” 
(Sokol 916). He believes that it is this 
confusion which pervades ail alternate 
theories of truth. 1 find it hard to believe 
that Sokol does not realise that it is exactly 
this distinction which is the bone of 
contention: How do ‘claims of truth’ 
become ‘truth’? Science claims to have a 
methodology which makes this transition 
possible. The critique of science, rephrased 
for Sokol, is merely the questioning of the 
primacy of this particular methodology. 
’There seems to be no ‘obvious’ way to 
believe that a truth which has been 
established from a claim of truth can only 
be done within the scientific enterprise. 
Most human activities always involve a 
similar kind of adjudication. 

On the other hand, Nanda’s thoughtful 
and coherent paper situates the problem 
in the Indian context, primarily for two 
reasons; one, the pregect of emancipation 
through the agency of the Left and two. 
her conviction that alternative 
epistemologies tend to consolidate Hindu 
cultuialism which she sees as a fascist 
movement. To stake these positions she 


argues forcefully for the primacy of 
scientific knowledge and method. Her 
elaborate defence of this position 
allows me to intervene at many places. I 
shall focus on some, in my view, facile 
categories which allow hertoestablishhcr 
claims. 

Let me summarise my own position 
here. Nanda would like to base her argu¬ 
ments against relativism through recourse 
to scientific epistemology. But nowhere 
in her paper does she succeed in’proving’ 
that alternative epistemologies are un¬ 
tenable: she merely keeps reiterating her 
belief that such alternative epistemologies 
do not ni into her political and personal 
agenda. The arguments against alternative 
epistemologies (especially those in 
‘opposition’ or distanced from the 
scientific one) are untenable if based bn 
epistemological arguments, per se. The 
reasons ha ve to do with confu sing domains 
of applicability, conflating different 
‘objects’ of discourse, insufficient under¬ 
standing of the link between epistemology 
and social behaviour, incoherent po.sitf<'ns 
of epistemology and action and so on. 
The state o‘t the Left and their claims as 
agents of emancipation, the resurgence of 
Hindu fascism, etc, are not problems in 
the epistemological domain. Linking them 
with epistemological concerns is a project 
which stretches its resources beyond their 
capacity. 

I do not believe that comparison of 
different ‘epistemologies’ is possible in 
an ‘objective’ way. There is a need for a 
qualitative shift fromposteriori epistemo¬ 
logies to a priori categories of social and 
individual existen-c. Traditional and 
alternative systems of knowledge are just 
that - systems and not stray statements 
taken out of their systemic context.* To 
imply, as Nanda does, that explanation 
from science regarding crops is more 
desirable than the explanation of a peasant 
woman (920) is to be blind to the notion 
of lived experience. Even seen through 
categories of science, lived experience is 
empirical, perhaps more empirical than 
much of science. But this does not imply 
that science and tradition have to be 
mutually exclusive strategies - when they 
both shed their ideological masks, th^ 
can grow together. 

We do not live by knowledge alone. Of 
course, one may tend to look at every act 
of ours through an epistemological prism 
but this is exactly the reason why diere 
IS so much posturing on both sides. Stak¬ 
ing for the authenticity of lived expoi- 


Economic and Political Weeklv March 27. tow 


ence should not be seen entirely as an 
epistemological project. 

Domain Problem 

There are many overarching concepts in 
Nanda’s paper which by their very 
unification of diverse elements make 
possible her conclusions. Let me list some 
of them; science, India, Left, truth, 
knowledge, modernisation, oppressed, 
culture, reality, fascism, and so on. Many 
of these ‘unified concepts' are predicated 
on her homogeneous view of ‘science’, 
‘scientiHc knowledge’, ‘scientific temper’, 
and so on. I am perfectly willing to buy 
the argument, if she holds it, that science 
stands for sciences and the unification of 
plural sciences into one ‘science’ is to 
f^Bcilitate communication and removing 
needless qualification. I am in much 
sympathy with this communication praxis 
but am afraid that this first step already 
hides structures which will que.stion the 
conclusions reached later. If these 
structures are exposed at every step, I see 
no easy way out for her as far as her 
conclusions are concerned. 

To expose the multiplicity inherent in 
science, I shall first address the ‘domain 
problem*. I would like to view this in two 
parts: domain of application and domain 
of action. Epistemology is concerned wi th 
the domain of application, that is the set 
of statements over which epistemological 
structures can be brought to bear. This 
does not constitute ‘science’ in full. There 
is al.so a domain of action where science 
converts epistemological statements into 
principles and agencies of action. Many 
times it is not easy to find a simple link 
between these two domains for the reason 
that technology plays the surrogate to 
science in this programme. Neglecting to 
hot only mention technology but also 
not explicate it is pan of Nanda’s view 
of science as an homogeneous entity 
whose different activities are linked 
together through its own canons. One docs 
not need a sociology of science to realise 
one cannot hold such a nice picture of 
science. 

Let us see the problem of confiating 
domains in Nanda’s project. Her basic 
view of science is this: it is a project which 
allows us to generate a set of culturally 
neutral, valid statements about the world. 
Nanda’s comment about its “ability to tell 
us something that is valid across culture.s” 
(916), is merely an assertion. The state- 
ments of science tell us something about 
particular things. These things, as we well 
know, bclongto the ‘natural’ world, in the 
sense that they are mute towards what is 
said about them I am sure Nanda 


tppreciates this well known point but her 
disinclination to qualify this allows her 
to validate across domains which are 
not part of the scientific project. Scientific 
epistemology is about nature and the 
role it would like to play in understand¬ 
ing individual and social activity of 
humans should be carefully examined 
before assuming its validity in these 
domains. As we know quite well, epistemo¬ 
logical structures cannot be easily carried 
over from one incompatible domain to 
another. 

Consider these quotes from Nanda; 
“scientific knowledge...served as a 
vanatage point for critical evaluation of 
our social context" (916) and “the neces¬ 
sity of a scientific world view for the 
advancement of equality and justice for 
all in our country” (919). How does an 
epistemology related to ‘things’ get 
transformed into an epistemology of social 
action unless society and its human 
constituents are to be seen as ‘things’? 


Even granted that, at this level of approx! 
mation, one could ‘objectify’ society am 
its peoples and generate some kind a 
scientific knowledge about them and thei 
social interactions, how does it allow fo 
the link to social change which is not: 
product of ‘thing’, per se. Things do no 
act. That is, it is not epistemology whici 
is the ordering force for social relation 
and cause for its inequalities. This is i 
most important point which she neglect 
to understand. 

Tire domain problem is importan 
because Nanda continuously reject 
traditional systems of knowledge becausi 
they do not fit the scientific criteria fo 
knowledge. This too is well known - 
science functions by exclusivity, b; 
definition. As has happened innumerabli 
times, non-science has been kept out o 
science but this does not imply a negatioi 
of epistemology. Let me clarify further 

“If there is anything that is absolutisei 
by scientific reasoning, which the critic 
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ridicule as big R-Reason, it is this demand 
for a scnitiny-by-doubt, a demand that we 
subject our beliefs to tests not under the 
control of these same beliefs” (Nanda918). 
This is surely a tali claim, even for scientific 
reasoning. Let us say I believe i n electrons. 
How do I subject this belief to ‘tests not 
under the control of these same beliefs’? 
I don’t know how. nor do the scientists. 
To test my belief in the existence of 
electron, Ibegin with concepts likecharge, 
mass, etc. Then I design experiments whose 
outputs 1 interpret within the space of 
these beliefs I hold about the electron. 
Thi s is the case with a majority of scientific 
claims about the things. Beliefs do not 
get justified in a vacuum. They are intrin¬ 
sically linked with the nature of beliefs 
itself. 

This insensitivity to the domain of 
application continues in her paper, 
“...believe that dispassionate striving for 
the ideal of objective truth ... is the best 
epistemology for the left” (919). Down the 
line, she places ‘cultural introspection' 
implicitly on par with scientific metho¬ 
dology as a way to combat that “rising 
cultural and religious chauvinism” (919). 
Relentlessly she continues with the same 
mistake. Science is “capable of empirically 
testing the effects of social bias” and 
scientific knowledge puts “increasing 
distance between its theories and the social 
context from which they admittedly arise” 
(919), and so on. In the closing parts of 
her paper she compounds the mistake 
irretrievably. “The historic rolcof scientific 
ideas has been to replace metaphysics with 
physics, to demolish the closed, hie¬ 
rarchical world and reveal the pre-social 
equality of all human beings, and to free 
the mind from fear of gods and djinn.s” 
(922). Phew! This really puts the pre.ssurc 
on science and seeks a status to science 
which it itselfis fast recognising asdilTicult 
to attain. It is really being more Roman 
than the Roman.s themselves or more 
appropriately in the context of Nanda’s 
attack on the Indian intellectuals, more 
American than... 

The problem with the last statement 
exemplifies the problem with her other 
.statements: “Replaces metaphy.sics with 
physics” - a non-starter, especially in the 
context qf modem physics. Whai science 
effectively docs is to be blind to the shadow 
of metaphysics clinging to the statements 
in it. Everything in physics is metaphysics 
~ causality, properties, laws, relations, 
qualia, states, etc. What she views as 
replacement is what some of us would 
consider as forced exclusion. 

At a micro level this also means that 
.since science, in her view, will demolish 


caste structures then the practitioners of 
science would first and at an individual 
level not follow caste hierarchies. At a 
macro level science as a tool for emanci¬ 
pation implies that scientists are agents of 
emancipation or at least lead their lives 
according to the tenets of science. I do not 
even have to argue against this absurd 
view. Scientists, for long and surely in the 
future, make a distinction between doing 
science and living science. That is because 
they understand something which Nanda 
apparently docs not. Domains of applic¬ 
ability are very different. Their families 
and chi idren are not objects which become 
mathematical symbols ready for mani¬ 
pulation nor can they find universal laws 
which their spouses and colleagues obey. 
Not that they expect thisl Just because one 
believes in the efficacy of scientific 
methodology which allows us to make 
claims about electrons does not imply in 
the efficacy of these methodologies to 
make claims about Ram or Rahim. 

Now if Nanda wants to claim that 
although the transformation of scientific 
methodology from domain of objects into 
domain of pei'plc is done at a macro and 
not individual level, then she has toexplain 
how such a thing happens across a sea of 
incompatibility. Of course, 1 do accept 
that science has had an impact on society 
and sometimes for social emancipation. 
ITiis is possible because .science could 
function as an imposed ideology and for 
rca.sons which arc not necessarily scientific 
in character. More importantly. Nanda's 
view neglects the fact that the action of 
science on societies is not a .singular 
cause. Changes in societies arc a product 
of many cau.scs, .some which have to do 
with science, technology and modernis¬ 
ation. There arc many other factors besides 
these. 

There is a way in which science has 
manifc.sted it.self in society and culture. 
This is through technology. It is not a 
surpri.se that Nanda ignores technology. 
This is not surprising because people who 
have an ideological stake in creating a 
particular image of .science have routinely 
done this. The mo.st charitable view 
one can take here is that Nanda means 
.science and technology when she refers to 
science. But m this conflation of meanings, 
there is the genesis of the problem, that 
which illuminates her ideological per¬ 
spective. 

There is a good reason why technology 
is not explicitly invqkcd by those who talk 
only in terms of science. It is because 
technology, many if not most times, docs 
not pay obeisance to the scientific canons 
of behaviour. It plays to rational, scientific 


epistemology. It is technology whidi 
predominantly mediates between scientiric 
epistemology and societies. But empha¬ 
sising technology as an agent of science 
will cause unnecessary problems /or 
Nanda’s conclusions. I do not intend to 
take the view that technology is not based 
on scientific knowledge. But 1 also do not 
intend to take the simplistic view that 
technology is a direct by-product of 
scientific epistemology. Not only have 
technologies, in their own right, con¬ 
tributed to the furtherance of scientific 
knowledge but also have not adhered to 
the 'scientific temper' in their own 
fotmations. Technologies are mes.sy. Many 
times they are not products of rational 
step-by-step process. They are also not 
amenable to control like scientific objects, 
numbers, functions, and so on. 

Subsuming technology within science 
is to silence its truancy in order to exhibit 
science as a rational method. Even if one 
acknowledges technology to be ‘quasi¬ 
science’ there still remains the quc.stion 
of agency. How dtres technology stand for 
science in forming social beliefs? Is there 
a nice picture for us here? Science is 
objective and rational, technology is a by- 
prcxluct of .science and so is objective and 
rational; technology brings about change 
in societies which therefore make societies 
objective and rational. Some argument 
like this underlies the belief that scientific 
epistemology can entai I social change. But 
how is this link possible? 

Let me grant, keeping my earlier 
scepticism aside, that technology does 
embody .scientific objectivity and ration¬ 
ality. Now how does one transform the 
objective and the rational present iniiide 
machines and products to objectivity and 
rationality in individual and siKieties? How 
does one transfer methodologies and 
world views through commodities of 
use? How is it that wc become more ca.ste 
con.scious, or sec the evils of sati (or 
even become a leftist) through techno¬ 
logy or through canons of science as 
applied to objects like electrons? How can 
Nanda argue for their link and the 
possibility of transmis.sion of ‘scientific 
values' while being fully within the 
scientific discour.se? 

Nanda is betrayed by science itself, that 
which she .so much wants to save from 
other predators. Science cannot handle the 
burden put on it by her .". icm e docs not 
have to make ihr:-'' iUong claim<>. Ca.ste 
.sirut uo '. :e not demolished by each one 
of us taking an oath to have the scientific 
temper. That is not only to reduce sociology 
and 'politictilogy' toa few methodological 
do’s 'ind don’ts but also to reduce the rich 
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upestiy ot science to an outdated scientitic 
temper. 

Scientific and Ci/lturai. Chauvinism 

"The need for a critical introspection 
was never more acute than it is today, 
when we are faced with the rising cultural 
and religious chauvinism" (Nanda, 919). 
Nanda is clear about the need to come 
together, at least the leftists, in the defence 
of science, in order to combat the rising 
cultural chauvinism. Sokol's article, the 
EPW theme note and Nanda's paper 
continuously stress the point that post¬ 
modernism has not only contributed to 
this disturbing trend but also has helped 
to validate cultural and religious chau¬ 
vinism. 

There is something worrisome in this 
position. That somehow in the cultural 
dynamics of our .societies, cultural and 
postmodernist discourses have suddenly 
been formed almost as if in a vacuum. 
There arc many reasons to be wary of such 
a simplistic ‘Big Bang Theory' of 
postmodernism and cultural chauvinism. 
I shall mention only one rea.son centrally 
relevant to this claim: if before the 
postmixlernists and postcolonialists (early 
1980s according to Nanda) there was an 
acceptance of a general spirit of scientific 
temper, at lea.st by the intellectuals, why 
was there a sudden shift voiced by people 
like Nandy. Vandana Shiva, and .so on? 
The easiest answer is that they followed 
the current fad at that time in the west and 
many Indian intellectuals jumped on the 
rolling wagon. But this is purely an 
argument of denigration, whether in part 
true or not. Tounderstand the sudden shift 
in India (and earlier among their western 
counterparts) is to understand scientific 
chauvinism and see cultural chauvinism 
as a rcspon.se to it. 

This is the heart of the problem. Scientific 
discourse has been reduced to very 
convenient, neatly packaged epistemo¬ 
logical sachets with elements like 
objectivity, rationality, and so on. With 
state backing, especially following the 
Nehruvian vision, these catchwords have 
developed their own momentum and 
threaten to intrude into all areas of the 
society. This would even have been 
welcome if not for (heir highly exclusivi.st 
strategy. The worrisome part in this is that 
the exclusivity is not a by-product of the 
scientific methodology but arises from 
personal or group agendas. Already the 
nature of the scientific discourse is highly 
exclusivi.st and to compound it individuals 
and groups appropriate the catch-terms of 
this discourse for their own ideological 
ends. It is not at ail difficult to sec if this 


‘ IS so: anetnnognpnic study ot me sciemitic 
. community throughout the world, 
including India, would generate multiple 
meanings for science, objectivity, ration¬ 
ality. and so on! Science coupled with an 
ideological fervour reminiscent of 
Nanda's, has built a new Indian society 
and in building this, through primacy of 
neatly packaged epistemological picture, 
has attempted to keep all non-science out 
of its purview. By r^ucing all epistemo¬ 
logies into one epistemology (that of 
science), it has negated the epistemo¬ 
logical foundations of other systems of 
knowledge.^ 

Thus cultural chauvinism did not ari.se 
in a vacuum where a set of people aping 
the west or given to anti-scientific temper 
(real temper, this!) suddenly decided to 
revolt against the epistemology inherent 
in .science. Cultural chauvinism is a direct 
response to scientific chauvinism. Nanda's 
language in her paper is a good example 
of ihis chauvinism. To say that not only 
is there a cohe.sive epistemology of science 
but also that it is a privileged one and 
adding to it statements like ‘against gods 
and djinns...’ is an extreme example of 
chauvinism. Not to expect a response to 
this chauvinism would not be scientific 
at all! 

There is another historical route towards 
addressing the concerns of chauvinism 
and their ‘link' with postmodernism and/ 
or denial of the primacy of .scientific 
epistemology. This is to do with the fact 
that fascism has been prevalent in many 
forms inourmodemsocictie.s, muchbefore 
po.stmodemism came on the scene. In 
fact, many fascist societies were .strong 
.scientific and technological societies. It 
may even be argued that science and 
technology has contributed much more to 
the growth of fascist societies than any 
other ideological system. It is also not an 
accident that the communists have used 
science and technology as an important 
component of their ideology, for there is 
something intrinsic in science and 
technology which makes it very u.scr- 
fricndly for fascism, especially since the 
notion of 'control' lies at the head of 
scientific epistemology. It is very simplistic 
to make a one-to-one connection between 
postmodernism and fascism especially 
while claiming that scientific temper will 
help eradicate it without first seeing 
what has been obvious to the whole 
world: that fascist communities have 
had very strong links with science and 
technology. 

Nanda also makes a fundamental mistake 
in conflating issuesof rcligitm and .science. 
I shall not go into this debate in detail 


except to make three snoit poifttt. {t) As 
mentioned before, scientists themselves 
(and many of them good scientists at that) 
have learnt to differentiae between being 
religious and being scientific because they 
understand, however vaguely, boundaries 
of the discourse and domains of appli¬ 
cation. 

(2) The link between science and 
religious chauvinism is once again at odds 
with each other. Fascism has routinely 
manifested itself in societies which are 
strongly scientific in character as well as 
in societies which are strongly reli^ous 
in character. This means that to understand 
fascism is to understand ideology and not 
epistemology. 

(3) The link between postmodernism 
and growth of religious chauvinism is 
completely misplaced, especially in the 
Indian context. There has been an 
increasing growth of religiosity, which of 
course is not equivalent with religious 
chauvinism, during the last decade or so. 
At lea.st in parts of the south, I do not see 
a link between this growth and the political 
or philosophical discourses in mainstream 
India. The reason for this growth is 
obviously multi-causal including the 
changing patterns of the families, changing 
economic and social values, and so on. 
The growth in rcligio.sity is not a product 
of some kind of epistemological stand 
ari.sing from the postmtxlem discourse. 
Although increasing religiosity may 
increa.se religious chauvinism, there are 
also a host of other rea.sons including the 
dynamics of growth of communities and 
the political voices which arise in such a 
growth. To ignore these complexities and 
to posit a solution through some kind of 
acceptance of scientific epistemology is 
not only naive but is by itself also fascist 
in nature! The growth of religiosity during 
the last decade is a strong argument that 
this is the lived response toall the products 
of modernisation and not an explicit 
reflection of postmoderaity. Confusing 
religiosity with Hinduism or religious (or 
cultural) fascism is to make a serious 
category mistake. 

In a section titled ‘Modem Science 
without Apologies’, Nanda argues against 
constructivist theories of scientific 
knowledge and also against the claim that 
there is no hierarchy among epistemolo¬ 
gical systems. What should be validly 
accepted as knowledge is the scientific 
one. As I argued in the last section it is 
precisely this lack of ‘apology' in staking 
claims of legitimacy that creates and 
stimulates chauvinism of various kinds. It 
is important for science to be able to find 
a self-articulation of its boundaries of 
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discoufse. ineiecannot Descience wiOtout 
apology; especidiy in tlwse days when 
science wants to have a say in all 
disciplines. 

Why do Sokol, Nanda and a host of 
others target the postmodernist discourse? 
What is it within the voice of po.st- 
* modernism that distuiiis them so much 
that they take it seriously in ordertodismiss 
it? I find it hard to understand that Sokol's 
‘proof seriously impinges on the sub¬ 
stantive nature of post-modernism. Nanda 
continuously attacks postmodernism and 
postcolonialism because she sees them 
primarily as questioning the primacy of 
scientificepistemology. In contrast, Sokol. 
Nanda and others of their kind would like 
all of us to accept the ‘universal truths’ 
of science and its story about the natural 
world. But it is not surprising that nowhere 
in her paper can Nanda show, in the 
scientifically rigorous manner which she 
privileges, that scientific epistemology and 
the story of reality as written by science 
are true independentof the epistemological 
system one is in. 

Herein lies the mystery behind the fact 
that much has been written about the danger 
of relativism, especially to do with 
knowledge claims, but very little has been 
done to concretely ‘prove’ the ‘superiority’ 
of scientific epistemology by using 
.science’s own systems of justification. 
Unable to find the structures of justification 
which can justify their belief about the 
primacy of the scientific epistemology, 
the proponents of science take recourse to 
claims of fascism which relativism (and 
postmodernism in general) suppo.scdly 
engenders. There is an important les.son 
which we should have learnt well from 
many previous debates between competing 
systems. This is that when one side charges 
the other with inciting fa.scism you know 
they have already lost the debate. This 
charge of fascism and anarchy has been 
the last attack when other ‘reasonable’ 
tools fail. All that Nanda does is to 
continuously insi.st that alternative episte¬ 
mologies cannot be on par with scientific 
epistemology; that science has its own 
special methods to take care of removing 
subjective elements in it, and so on. But 
nowhere is it possible lor her to exhibit 
convincingly within the scientific tradi¬ 
tion or otherwise why we should take 
her insi.stence at face value. And at the end 
of her paper when she runs out of steam 
after repeating this same assertion, she 
resorts to a picture of science as .saving 
us from ‘gods and djinns’ and post¬ 
modernism as leading to cultural fascism. 
I diink the moment she restores to this 
charge she has lost her case. 


But there is something substantial in her 
concern about the danger of proliferating 
systems of knowledge, ail or many of 
which may be as valid as scientific 
knowledge. Science, in her view, seems 
to have the right epistemology and has a 
lesson for all of us about running our life 
or our society. She does not want to give 
equal weight to different knowledge 
systems - one which talks about ghosts 
and the other about electrons. Her concern 
about the constructivist theories of 
knowledge are also germane but her 
tone betrays her lack of constructive 
engagement with these positions. I 
think this question is still very open but 
all that I am convinced of is that it is not 
epistemologically possible to compare 
different epistemological systems. I also 
believe that she and Sokol arc mistaken 
about the connection between post¬ 
modernism and science. 

Is there any relevance of postmodernism 
to science? At the level of practice there 
is obviously very little postmodernism can 
contribute to .science. But this has to do 
with the nature of di.scour.se itself and does 
not reflect particularly on the po.stmodern 
discourse. Many scientists ^lievc that 
philosophy of science, for example, has 
contributed little or nothing to progress in 
science. 1'he central relevance of post¬ 
modernism towards understanding science 
lies in the fact that postmodernism makes 
us rcfiect on .science not merely in terms 
of its own praxis hut also in terms of 
discourse formation. Postmodernism is 
a means of opening up discourses and it 
is through this that its impact in under¬ 
standing science will be .seen. We can then 
situate the problem regarding scientific 
epistemology versus other epistemologies 
in a proper discursive structure. 

The first fall out of doing this is an 
awareness that science is more than neatly 
packaged epistemology. You do not need 
.social constructivists to tell you that 
progress in .science has rarely worked on 
the basis of its idealised scientific episte¬ 
mology, including ideas of rationality, and 
so on. More important, focusing on this 
idealised image of epistemology closes 
our vision to other important, perhaps 
equally important, structures which go to 
constitute science. Knowledge is under¬ 
stood as justified (true) belief. This pre¬ 
valent vicubot knowledge m.akes com¬ 
paring d’<^^fcrent epistemologies a genuine 
problem. Because justification is itself a 
normative term, different sy.stems of 
justification only embody different norms. 
And the fight between the different systems 
of knowledge end up being quarrels about 
whose norms one should accept. At this 


level of argument the scientific realist like 
Nanda cannot stay within epistemology 
and still argue for the primacy of scientific 
knowledge. The argumentative point at 
which she cannot sustain this occurs the 
moment she invokes fascism to rebut the 
critics of science. 

If science is not just epistemology what 
else is it? In fact I would aruge that even 
before epistemological que.stions arise, 
there are other structures which make 
justification possible. Prominent among 
this is the ontological structure. The 
ontology of science commits one to a 
plethora of entities, real and abstract, 
objects in the world and theoretical entities. 
Much of epistemology in science is 
intrinsically linked with an inherent 
ontology. Many, if not most, of these 
entities are not open to .scientific epi¬ 
stemology in the way Nanda’s arguments 
seem to imply. There is very little of the 
scientific temper which will make one 
believe in these entities. There is fiist a 
sphere of ontology which, many times, is 
pre-cpistemological! This strong com¬ 
mitment to a particular kind of ontology 
distinguishes .science from othcractivities, 
notably humanities. Acting as ifepistemo- 
logy is the foremo.st and mot important 
member of the scientific activity is to 
ignore a fundamental aspect of science. 

There is yet another problem, even if 
one sticks to epistemology. It is a myth 
that scientific epistemology has to do 
entirely with objectivity, rationality, and 
so on. Uiok at the kipds of epistemological 
structures present in scientific episte¬ 
mology. The justification for different 
kindsof beliefs manifest indifferent ways. 
For example, there can be foundationalist 
theories of knowledge whose assumptions 
are that there are a set of beliefs which 
do not have to be justified and on which 
other beliefs are based upon. There are 
also a priori and intuitionist theories of 
knowledge which are intrinsic to scientific 
epistemology. For example, the question 
about how we can have knowledge about 
abstract mathematical objects have been 
answered by saying that such knowledge 
is possible because we know intuitively 
about these objects. 7'his position that the 
truths of mathematics arc open to us (or 
at Ica.st to ‘good’ mathematicians) 
intuitively hasbeen held by veiy prominent 
mathematicians like Godsl. Hilbert and a 
ho.st of others. Other kii'ds of iiuuitivc 
knowledge have a!‘.o been strongly privi- 
legev! in .scientific epistemology. But when 
one accepts these a priori and intuitive 
categories of knowing then one also has 
to allow for different kinds of intuitive 
knowing. 
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One immediate response, essentially in 
Older tocontrol the proliferation of intuitive 
knowledge, is to claim that even if otw has 
intuitive knowledge it becomes a part of 
science only after it is open to verification, 
and so on. This is a picture which is only 
partly right. Many more intuitive truths 
may have to be jettisoned compared to 
others which have been incorporated into 
science. But this too is not as simple a 
conjecture. The case of mathematical troth, 
not open to verification other than self- 
consistency and obeying identity con¬ 
ditions, is aclassic example. Equivalently, 
even in ‘knowledge' claims about our 
lives there is always a tension between 
intuitive knowledge and its acceptance. 

So, my main argument is that epistemo¬ 
logy in science is not as simple and 
straightforward a creature as Nanda and 
Sokol make it out to be. This should be 
factored in any discussion of .science 
especially when contrasting it to other 
systems of knowledge. There is a lesson 
in both the strong scientific position 
regarding the primacy of scientific 
knowledge and the sometimes muddled 
arguments of the social constructivists. 
This is a simple les.son: You cannot 
compare and hierarchise different systems 
of knowledge ba.sed on epistemology 
alone. This has repeatedly failed because 
you cannot be in one epistemological 
system which can address the different 
systems of knowledge and can thus help 
to prioritise and validate these systems. 
You always run into the problem of 
incompatibility and differing norms of 
justification. 11tis does not mean that 
different claims of knowledge cannot be 
judged in a way which accommodates 
these different systems of knowing. All 
I am saying is that crowing about scienti lie 
epistemology is not going to do the required 
trick. 

Rcducingsocial interactions and beliefs 
to a set of epistemological statements also 
docsdisscrvicc to the complexity of society. 
It is not epistemology or its agent that lies 
at the root of social problems. A host of 
factors, including economic mobility, 
urbanisation, power structures, insti¬ 
tutionalisation, and so on, play leading 
roles in creating and sustaining various 
beliefs. The situation is quite analogous 
to that in science. The main difference 
being that in science beliefs are open to 
change depending on the development of 
theoretical and experimental .sophi¬ 
stication. To believe that social beliefs do 
not change is to overkxik the obvious. 
Social beliefs also work in similar ways; 
their time scale of change may he much 
longer but they are always open to change. 


And when tb^ are not, -h is not due to 
somebody holding an epistemdoghally 
inferior position but due to power structures 
which make indtvidualsorgroupscontinire 
to hold onto certain positions. So invoking 
epistemology and prioritising scientific 
epistemology is to shift the focus and 
thereby negate the possibility of action 
and emancipation. The fight against 
oppression of women and the oppressed 
classes is not to be done at the level of 
epistemology but at the level of demolish¬ 
ing existing power structures. It may be 
believed that powerstroctures lieon a base 
of knowledge but this is to oversimplify 
the issue. 

Conclusion 

The three papers in EPW try to argue 
that po.stmodemism is essentially a flawed 
discourse and appeal to us to see the 
‘obvious’ power of scientific epistemo¬ 
logy. Nanda goes further and claims that 
postmodernism and postcoionialism 
generate and consolidate fascist tendencies 
in our society. She claims this by arguing 
against alternate epistemologies as on 
par with the .scientific one and critiquing 
the .social constructivist theories of 
knowledge. She also believes that a society 
which ba.sc.s itself on scientific episte¬ 
mology will eradicate oppression and 
irrational beliefs in gods and djinns. Her 
vision for our .society seems to be that if 
we all accept the epistemology of science 
then our society will be a far better place 
to live in. 

The flaws in these positions have been 
.set out in detail. In particular, the problem 
of trying to u.se scientific methodology 
across inapplicable domains and the 
question concerning the link between 
scientific epistemology and social action 
were highlighted. I have also argued that 
there arc no such'ncat pictures of episte¬ 
mology available to us. including in 
science. Science is not a homogeneous 
creature. Epistemology is just one part of 
.scientific activity. Science is also distin¬ 
guished by an ontological domain which 
is a I.SO of importance in any cross-systemic 
understanding of knowledge systems. 

Arguments regarding the superiority of 
one epistemological system over another 
without ftndingacommonepi.stcmological 
basis are do^'med to failure. Tlicy invariably 
take recourse to ideological, positions in 
orderto uphold one epistemological system 
over another, like the repeated charge of 
fascism in Nanda’s paper. To effectively 
understand this debate is to begin at the 
level of discourse formation, both for 
.science and non-science. This will dilute 
the excessive importance given to 


eiistsinology, Tliia wilt (tBuw jSbr 
common pitints of agreemeitt and (Sa- 
agreement. There is enough ammunition 
in such a discursive study to critique naive 
social constructivist positions even as it 
^lows ways toenter the scientificdiscoune 
in order to loosen its hold on itself. This 
is possible only through postmodernism 
because as a discourse it is the one which 
has found voices to speak about discourses, 
including a self-reflectivity which is 
Veiy important. Both Sokol and Nanda 
trivialise postmodernism, essentially 
equating it with certain strains of sociid 
constructivism, in order to re-stake their 
leftist agenda. All that they say could have 
been said from the vantage point of the 
leftist ideology without invoking the 
superiority of the scientific epistemology 
at all. 

Notes 

(I thank Dhanwomi Nayokfor her critical response 
to this piece and for continued discussions on this 
subject.] 

1 Unfortunately, almost all the examples given 
by Sokol and Nanda are statements taken out 
of their .systemic context. Their arguments 
also use another technique: to choose the most 
exaggerated statements of a di.scourse to 
condemn the discourse itself. This is alsu a 
worrisome way of arguing Since their position 
is to show the ‘emptiness’ of postmodernism 
vis-a-vis science, we must look to see whether 
we would like to understand science only 
through hyperbolic statements. All discourses, 
including the scientific one, use hyper¬ 
boles, metaphors and ample use of universal 
quantifiers. So one must tread with care 
when choosing certain provocative state¬ 
ments to pass a judgment on the discourse 
itself for it may rebound with as much 
ferocity. 

2 Thanks to the inculcation of science and 
state support, the ‘best' students in India, at 
least a disproportionate amount of them, 
have shifted to studying science subjects. The 
impact of this shift is felt by teachers in 
humanities today. Their constant refrain has 
been: ‘we get so few good students in 
humanities'. Unfortunately for Nanda, even 
though the quantum of scientific temper must 
have increased the social problems have not 
correspondingly decreased. The only way out 
of this dilemma is to invoke a new ghost - that 
of postmodcmi.sm. 
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Competitive Populism and Subsidies 

An examination of tlw nature of subsidies in Tamil Nadu and the causes 
and consequences of their growth brings out how the competitive populism 
of political parties has led to a distortion of the subsidy system in India. Besides 
the statistics, qualitative evidence too shows that the subsidy system 
in Tamil Nadu is wasteful, corrupt, tegtessive and counterproductive. 811 

Dalit Strategy in UP 

After establishing its monopoly over dalit votes, especially among the 
numerically large jatavs and pasis, the Bahujan Samiy Pa^ is trying to 
turn the electoral arithmetic in UP in its favour by wooing the upper 
castes who are no longer in direct conflict with the dalits because of 
the structural changes in the rural areas. 822 

Union Budget and Industry 

A close examination of the union budget for 1999-2000 suggests that the 
budget’s impact on industrial growth during the yen' will be more 
through ite proposals which nine indirectly to the industrial sector as a 
whole or to specific sub-sectors than through measures more directly 
calculated to stimulate industry. 8^ 

Serbian Hegemony and Yugoslav Break-Up 

The tenacity of ethnicity and finely differentiated versions of South Slav 
nationalism, sharpened by frequent foreign domination of the region in 
the past, defeated Tito’s federative design as well as international efforts, 
through threats of withholding of credits and non-recognition of 
secessionist republics, to save Yugoslavia from Balkanisation. Serbian 
domination of state power, unwarranted by population size or economic 
strength, has provoked assertion of non-Serbian ethnic iitentities. 833 
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Study of non-Bengali writing in 
Bengal exposes the bias in the way 
Ipe Bengali ’bhadralok’ have 
implicitly set the norms for other 
communities, such as the Calcutta 
marwaris, whose lives are shaped by 
ideologies quite differem from those 
that matter to their socially-distant 
Bengali neighbours. 804 


Rights Denied 

The beginning of the Kashmir 
problem as well as its aggravation 
over the years can be traced to the 
denial to the people of the state of 
civil liberties and democratic rights 


Banking Refonns 

The flip side of banking sector 
reforms has been the over-em{^asis 
on profits and the neglect of the 
distributive role of banks. 797 


BJP Games 

Even as storms gather around them, 
the ostriches in the BJP-led 
government bury their heads in the 
sands. Worse, they make clear their 
utterty cynical attitude towards 
governance. 790 


Resilient Microfinanee 

The impact of the 1998 floods, the 
worst ever to hit die couiuiy, on 
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including the right to freedom speech, 
to protest and form opposition 
parties and to vote and form a 
government of their choice. 794 

K<ds Dispossessed 

Evicted from thrii ancestral 
lands by the British and in the 
post-independence period 
swindled by government officials 
and local politicians, the Kols of 
Miizapur district of UP, once a 
self-suff)cient tribe, are being pushed 
into a situation of peip^ual 
dependency. 798 


Baigladesh’s critical microfinanee 
sector needs to be analysed at 
three levels; the client and the 
household, the individual 
microfinanee provider and the 
overa ll microfinanee industry. 80i 

National Income 

An explanatory note on the 
methodology of the CSO’s new 
national income estimates and tables 
presenting the new data series, 
together with the comparable earlier 
estimates to bring out the 
significance of the revisions. 841 







LETTERS TO EDITOR 'f 


Bihar: Emerging Forces 

YOUR correspondent's editorial comment 
(February 6-12>expressing a need forunirted 
retaliation against the Ranvir Sena (RS) 
by the naxalite groups is to be appreciated, 
llie comment that the earlier “landlord 
armies...had to beat a hasty retreat in the 
face of the armed resistance of the naxalite 
groups”, is also well taken. Yet, the ap¬ 
proach that ‘internecine clashes’ arc a major 
causefortheriseoftheRSdisplays alack of 
knowledge of the ground realities in Bihar. 
Some facts may help give a clear picture. 

First, the two remaining naxalite groups 
in the region - the erstwhile Party Unity 
(PU, now PWG) and MCC - have been 
attempting to strike back in their own 
ways. After Narayanpur, the PWG struck 
twice at some chief RS rowdies, while the 
MCC .struck with a ma.ss massacre of 
bhumihars. The ex-naxalite group. Libera¬ 
tion, ha.s been relatively quiet. After the 
Arwal massacre, the Liberation and PU, 
during 1985-86, jointly organised mass 
protest campaigns. But when the Libera¬ 
tion drifted into pariiamentari.sm it backed 
out of the anti-Arwal f'ront in a bid to gain 
parliamentary respectability. Later, the rise 
of the RS, which had made Bhojpur its 
breeding ground, was facilitated by the 
inertia of the Liberation group. For two 
years, 1994 to 1996, de.«pitc the killings 
of Liberation supporters, there was no 
effective counter to the RS's growth. This 
emboldened the Sena further which, from 
the end of 1996, began spreading to 
neighbouring Jehanabad, the centre of PU's 
activity. After one or two RS actions the 
PU immediately hit back. Besides a big 
campaign against the RS (which was 
viciously attacked by the police), through¬ 
out 1997 the PU eliminated 22 RS ele¬ 
ments in four separate actions. In 1998, 
too, it kept up the pressure. But the RS, 
relatively secure in Bhojpur, used that as 
a launching pad for lurther attacks. 

What needs to be appreciated here is that 
the RS is qualitatively different from the 
“earlier landlord armies". The two cannot 
be compared. While the earlier formations 
were caste-based and amateurish, the RS 
has the support of most ca.ste landlords, 
has strong political backing, and has been 
equipped with vast funds and sophisti¬ 
cated weaponiy. They have been trained 
by local army officers, who took leave for 
the purpose. They are a ruthless, cruel and 
large (relative to the earlier formations) 
mercenary force. It is not that easy to fight 
it. The earlier senas were smashed, even 
though, at that time, the naxalites were 
divided. Quite naturally, to take on such 


a ruthless force (backed fully by the state 
machinery). Liberation's non-retaliatory 
parliamentary tactics have been rather 
insufficient. Though the PU/PWG and 
MCC have been striking back, the defeat 
of the Sena may take quite some time. So, 
the prime factor for the rise of the Sena 
is state backing, and the inter-naxalite 
cla.shcs can only be secondary. That, the 
latter exists, is ncH disputed. It is, in fact, 
very unfortunate: but is secondary to the 
issue under discussion. The PU, it ap¬ 
pears, has time and again tried to resolve 
the problem, but the MCC has continued 
its aggressive posture killing a large 
number of PU .supporters. Hopefully, the 
present merger with the PWG may help 
settle the issue, as the PWG has experi¬ 
ence in settling similar conflicts in AP 
over a decade ago. Yet, the battle with the 
landlord/govemment mafia is necessarily 
a long drawn-out one. 
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Kamani Experiment 

E A RAMASWAMY’S In-depth analy¬ 
sis of workers’ co-operatives (January 30) 
is a subject that has much wider applica¬ 
tion in India. He has rightly pointed out 
that in the initial euphoria, woikers guided 
(misguided?) by their leaders, to seek short¬ 
term gains, form co-operatives to manage 
an organisation, as in the case of Kamani. 
That management is a science with its 
complex functions and responsibilities is 
not at all understood when such co¬ 
operatives arc formed. Without going 
much further into the details of woikers’ 
co-operatives (of which I am a strong 
supporter), the main purpose of this letter 


is to draw a comparison of the attitude p 
non-govemmental organisatims (NOOil 
which have similar approach to man^giq 
their organisations. 

In over IS years of my assodadon wR! 
NGOs in India, I have come to realise thi 
as long as hinds are given as grants Ir 
the government or donor agendes, ib 
organisations set up for achieving sodo 
economic benefits, function effi^vel) 
After ail, there is a limit to grants extendei 
by the government or donor agendet 
Grants, of course, initially cause som 
social changes, but economic succes 
which ensures sustainability and long-tern 
social development calls for applicatioi 
of management concepts. Economic sue 
cess, undoubtedly, requires risks to b 
taken. Also, the draision-making, the cor 
of managcmentpractices, cannot be vestei 
with an unwieldy group. The line o 
command is essential and accountabilit; 
at every level of production is impoitani 
However dedicated the individuds ma; 
be, if everyone attempts to impose hts/he 
concepts, objective management is ini 
possible. Above all, groups owing alle 
giance to political parties attempt to tak 
control of the organisation, which mean 
that the objectives of the organisation wil 
be subservient. With the phenomena 
grovlh of socio-economic problems boll 
in urban and rural areas,* NGOs have ai 
important role to play. It is all right h 
depend upon grants only for welfan 
activities such as public health and edu 
cation, but .socio-economic projects mus 
be approached with a different attitude h 
ensure economic sustainability and con 
sequently a long-term social development 

K S Ramamurth' 

Tamil Nadu 
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Tax Reform Debacle 


T he efforts which have been going on for the last five 
years to refoim the diverse systems of sales taxation 
operating in the different states and to replace them with a 
Value Added Tax(VAT) have been dealt a mortal blow. 
Maharashtra, the only state which had dared to go the whole 
hog towards introduction of VAT, has abandoned the reform 
path and decided to return to the beaten track of a sales tax 
laced with a turnover tax and a surcharge on ‘gross tax’. 

Moves to replace the states’ sales taxes and switch over to 
VAT were initiated in 1994 as part of the economic reforms 
launched in 1991. The system of sales taxation that had 
.^evolved over the years was perceived to be a major impedi- 
■nent to efficiency in resource use and to the growth of a 
national common market which is among India’s greatest 
potential economic strengths. With over 20 different legisla¬ 
tions each following its own pattern and with a multiplicity of 
levies and rates and little co-ordination, our sales tax system 
had earned the dubious distinction of being the most complex 
and irrational in the world. Revenuewise also the system had 
ceased to be productive, as buoyancy had dropped below 
unity in practically all slates, thanks to the internecine rate 
wars and competitive bids on the part of all the states to attract 
trade and industry to their respective territories through gener¬ 
ous tax holidays. In a protected market and with the bounty of 
a central law that'gave them the power to tax interstate sales 
- something not permitted in mature federations such as the 
US and Canada - the states have got into the habit of exporting 
H their taxes and obtaining a good part of their revenue by taxi ng 
residents of other stales and thereby encroaching on each 
other’s tax space, negating the federal principle. 

The only way to remove these inefficiencies and distortions 
and bring some rationality in the states’ taxation was to move 
towards a VAT such as im been in vogue in many countries, 
including in federations and economic unions, whereby the 
tax incidence falls on consumption instead of production and 
tax revenue goes to the unit where the taxed goods arc finally 
consumed, the point of destination. Based on a model drawn 
up in consultation with state tax administrators and taking 
account of the deliberations of a committee of chief ministers 
and fihance ministers, a tentative programme of reform was 
drawn up over 1995 and 1996, first to harmonise the states’ 
sales tax systems and eventually to move to VAT. Although 
the much-needed abolition of the tax on interstate sales was 
virtually shelved, for fear of immediate revenue loss, the rest 
of reform programme would, if implemented, stiH mark a 
significant improvement over the debilitating system that had 
been operating so long. However, in the absence of a binding 


agreement the programme did not really get off the ground, 
though there was some move to reduce the number of tax rates 
in several stales. Some went through the motions of intro¬ 
ducing VAT by selecting a few commodities for taxing the 
value added in trading, but abandoned the effort as unfruitful, 
the principal examples being Kerala and Tamil Nadu. 

Maharashtra was the only state that made a serious attempt 
to replace its sales tax with VAT. Beginning in 1995 with a 
high threshold, it inserted two new sections in the existing law 
that almost transformed its sales tax into a full-fledged VAT, 
subject of course to the limitations that any state would face 
when going it alone. Initially it operated both the methods 
used in VAT, the credit metht^ for inputs used in industry uid 
the subtraction method for traders. The aim was to move 
eventually to the standard credit method along with a wide 
base, easing nut the tax holidays and other concessions. 
Though revenue suffered a setback in the initial years, the 
state government courageously persisted indu^|ry clearly 
benefited. Manufacturing cost in several indastries, particu¬ 
larly automobiles, registered a significant decline. Opposition 
to the change was also contained as the high threshold helped 
to keep down the number of dealers coming within the tax net 
to less than 10,000 initially and possibly not mote than 50,000 
or at the most 1.00,000 even withthe gradual lowering of the 
threshold. After the inevitable teething troubles Maharashtra 
seemed well set to act as a model for the other states. 

Scrapping of the VAT by the Maharashtra finance minister 
in his budget for the current year has thus come as a shock and 
a serious setback to the effort that has been going on to 
introduce a less distortionary trade tax system in the country. 
The grounds advanced by the state finance minister for the 
government’s decision mentioned the difficulties taxpayers 
were experiencing in complying with the requirements of the 
new system and the unhappy experience of Kerala and Tamil 
Nadu. While in Kerala and Tamil Nadu VAT is little better 
than a caricature of what it is meant to be, the reference to 
traders’ difficulties is baffling since one of the strengths of 
Maharashtra’s VAT lay in the care that had been taken, 
through a high exemption limit, to keep out small- and even 
medium-sized traders. Revenue stagnation, on the other hand, 
may have been a real problem. But how much that had to do 
with the shortcomings of the tax and to what extent it was a 
reflection of the recession in the Indian economy is a moot 
point. Undeniably, the state did face handicaps in recouping 
the revenue forgone through the tax credits by unilaterally 
adjusting upward the rates on final products because of 
competitive rate-cutting by neighbouring states and the 
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leitrictiam on tte kwn) of oue on Icauec tfut oAwi oobm up ht many floMi 


calM ‘deciwod foods* flowing from tfer* 
rale embedded in the Central Sides Tu 
Act. a central enactment. It is not known 
whether any request had been made by the 
Maharashtra government to the centra for 
help in getting the restrictions removed or 
for assistance in tiding over the adjust¬ 
ment period. From all appearances, the 
centre remained a disinterested spectator. 
Be that as it may, the development will 
gladden the hearts of those who ha ve been 
opposed to VAT, regarding it as an impo¬ 
sition from the centre. The demand will 
now be made more insistently for the 
‘consignment tax’ without which, it has 
been claimed, the states' tax revenues have 
been suffering grievously. But that would 
be the final blow against a national com¬ 
mon market in the country. 

To those working towards a rational tax 
system to prepare the country for the iww 
millennium, the debacle in Maharashtra 
cannot but be a matter of deep disappoint¬ 
ment. The emergence of VAT as a major 
instrument of taxation has been the most 
significant development in the evolution 
of ux stnictures across the world in the last 
SO years. VAT now operates as the main 
consumption tax in some I OS industrial 
and developing countries. It is not just 
fashion that has set this trend. VAT scores 
over other forms of indirect taxation in 
many important ways. A well-designed 
VAT is a reliable revenue raiser entailing 
less cost than its rivals. It has the merit of 
neutrality in the matterof economic choices 
such as location and form and methcxl of 
doing business and thus encourages effi¬ 
ciency. What is more, it strengthens 
domestic industry in competing globally 
by minimising the possibility of cascading 
inherent in turnover-type sales taxes and 
freeing exports from taxes levied at earlier 
stages of production and sale while ex¬ 
tending equal treatment to imports and 
iocai products. In other words, it has attri¬ 
butes that are important in an increasingly 
integrating, competitive world. It is not for 
nothing that the European Union requires 
adoption of destination-type VAT as a 
precondition for membership, even though 
this means some surrender of fiscal auto¬ 
nomy on the part of sovereign nations. 

All this notwithstanding, it is not al¬ 
together surprising that the Maharashtra 
government has chosen to go back on 
what little progress liad been made in the 
direction of fiscal reform. Policy-making 
in this country is finally in the hands of 
people who rarely have the time or inclina¬ 
tion to acquire the degree of understand¬ 
ing needed to cope with the technical 


. jncludliitgtaxatioa An important fretor in 
the present debacle has been the centre’s 
passivity. It is now idiundantiy clear that it 
is not possible for VAT to operate siwcess- 
fiiily at the sub-national level without the 
active involvement of the centre. But where 
is the time for the central government and 
its officials dealing with tax policy to 
involve themselves constructively in what 
goesoninlhestates?Whystirupahornefs 
nest by poking a finger in an area that the 
states regard as their presave? So while 
sove/eign nations in other parts of the 
world come together to harmonise their 
tax systems and agree todesist from taxing 
citizens of other nations to reap the advan¬ 
tages of larger common markets, we in 
India revel in clinging to our old ways, 
however damaging they may be to tire 
present and future generations. The fact of 
the matter is that, the limited vision of the 
regime currently inoffice in the state apart, 
Maharashtra did not get the support it 
deserved from the centre in its bold 
endeavour. But who cares? 

POLITICS 

Preparing for ttie InevitaUe 

THE BJP national executive committee 
meeting at Goa looks like adress rehearsal 
for the electoral propaganda that the party 
might have to launch if it loses power at 
the centre and has to face another round 
of polls in the near future. 

The main objective of the resolutions 
adopted at the meeting is to isolate the 
Congress and the opposition and warn its 
own unreliable allies of the consequences 
they will have to face if they desert the 
BJP. The BJP hopes that the three *B’s 
- the (nuclear) Bomb, the Bus (journey 
to Pakistan) and the Budget - will help 
it to win a popular mandate. In order to 
counter the opposition charges of admin¬ 
istrative irregularity on the issue of the 
ex-naval chiefs dismissal, it is raising the 
bogey of national .security in order to defend 
its opposition to a parliamentary probe 
into the matter. As for the allegations of 
financial wrongdoing levelled by Mohan. 
Guniswamy, it hopes to put the opposi¬ 
tion, and the Congress in particular, on the 
defensive oy resurrecting the Bofors issue. 
The BJP is also making the most of the 
Congress opposition to the imposition of 
president’s rule in Bihar and projecting 
the Congress as an anti-dalit party, thereby 
hoping to gain the votes of the depressed 
castes. Regarding the immediate threat 
posed by Jayalalitha, the BJP is working 


Old t ainfrgy CD 0^ Btf 

(lifceKanshiRam’sBSI^iiitiieLokSAiia. 
This explains home minister Advanfs 
claim that “even if the ruling coalition is 
reduced to a minority, it will continue to 
rule the country", and the prime minister’s 
bravado at the Gaya meeting that he wtli 
confident of ’managing the numbers'. 

But despite the brave face being put up 
by BJP stalwarts. Uiings are not all that 
hunky-dory in their own backyard. While, 
they may have succeeded in cajoling 
disgruntled allies like Mamata Banerjee, 
they are facing threats from their own 
party people and comrades in the Sangh 
’parivar' have already shattered the mj^ 
about the BJP being a highly disciplined 
party. Close on the heels of the resignation 
of one-time BJP ideologue Guruswamy 
and his allegations of corruption against 
the finance minister has erupted another 
crisis. In Uttar Pradesh, following die 
resignation of a minister from the BJP 
government in the state, a large group of 
BJP legislators have raised the banner of 
revolt against chief minister Kalyan Sin^ 
and demanded his resignation. And, al-' 
though the ’swadeshi’ lobby did not make 
much noise at the Goa meeting, it is still 
quite active in its campaign against the econo¬ 
mic policies of the government Besides, 
those members of the BJP who are active 
in the RSS, VHP. Bajrang Dai and similar 
outfits are on the war path determined to 
build the Ram Janmabhrximi temple. 

The BJP is increasingly becoming 
a schizophrenic organisation split into 
factions which are divided by personal 
loyalties, ego clashes, power hunger, dif¬ 
ferent perceptions of tactics and conflicts 
on the economic perspective. How are the 
BJP leaders going to resolve these grow¬ 
ing internal contradictions? The Goa' 
meeting of its national executive failed to 
address this critical question and ended up 
instead as an exercise in chalking out a 
fire-fighting programme to cling to power 
aslongaspossible,andanelect»ral strategy 
to face the voters when this becomes 
necessary. 

MEDICAL EDUCATION 

Extreme Close-up 

THE MBBS marks scandal, as the news¬ 
papers are dubbing it, in Mumbai Univer¬ 
sity is now at a stage when the fiindamai- 
tal is^s which have been raised will be 
all but forgotten. The governor, also the 
chancellcH’ of the university, has issued a - 
show-cause notice to the vice-chancellor. 
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Sneii«lattDeAinulcli,atidiigfbraiiex|ria- 
ntdoo for the a%vaid of some eight grace 
Diaries to students in the paper on pleven- 
dVealldBocialllledicine(PSM)afle^decla- 
ration of the resoits. As may be recalled, 
the 64 students of the final MBBS course 
(hid petitioned the vice-chancellor to award 
grace marks in the PSM paper, which they 
claimed had been a difficult one, so that 
they could secure passing marks in that 
paper. The petition was granted, but later 
investigations have posed several issues; 
that according to mlevant statutes grace 
marks cannot be granted after the results 
of the examination concerned have been 
declared; that if the paper was ‘difficult’ 
the students ought to have petitioned the 
right authorities immediately after the 
examination and not after the results had 
been declared; and, most importantly, that 
the ‘difficult’ paperdoesnotappearto have 
contained any question which may be 
construed as being beyond the compre¬ 
hension of an MBBS student. 

The issue has since snowballed, with the 
Maharashtra Medical Council appointing 
independent inquiry and holding the 
act of the vice-chancellor untenable and 
contravening of the .statutes. The result 
has been to bring about a confrontation 
- with students protesting and the issue 
being raised in the state a.s.<icmbly - which 
does not portend well for medical educa¬ 
tion in the city. The governor’s show- 
cause notice is the culmination of all these 
developments. And now the Akhil 
Bharatiya Vidyulhi Parishad has claimed 
that the governor’s notice to the vice- 
chancellor amounts to interference in the 
autonomy of the university. 

It is indeed a pity that so much attention 
should have been focused on this issue 
when there are so many other urgent matteis 
pertaining to higher education in the city 
and the state which need to be resolved. 
It should be clear to the government now 
that creating an independent university of 
health sciences to which ail medical col¬ 
leges in the state will be affiliated will 
involve more than just the passing of 
legislation. Not only will the relative res¬ 
ponsibilities and authority of the state 
medical council need ta be defined more 
clearl}t, but the problems of affiliating to 
the university of far-flung colleges should 
be evident. At another level, many recent 
reports have brought out that fraudulent 
d^ree-holders are practising as doctors. 
This is evidence of laxity on the part of 
the medical council. It should be noted 
that the state medical council has until 
recently been a moribund body doing little 
to eithtf monitor medical practice or to 


enforce legislation with regard to the 
quality of education in medi^ colleges. 
That it has become so active on the issue 
of the marks scandal is commendable, but 
rather surprising. The logical follow-up 
should be for it to set up a review of the 
process by which a student it declared as 
having graduated - that is, the process of 
evaluation in the medical education sys¬ 
tem. But there seems to be little indication 
of any such move. 

Unfortunately, and perhaps inevitably, 
the MBBS marks scandal while it has 
exposed deficiencies in the system has 
also become an issue which is being taken 
up in the corridors of political power rather 
than evoke institutional/academic con¬ 
cerns. With the show-cause notice, the 
issue has now been relegated to merely 
a matter of interpretation of a rule. 

All-INDIA RADIO 

More of the Same 

A correspondent writes: 

THE winds of liberalisation have blown 
nothing new in the All-India Radio net¬ 
work, judging from the report of the stand¬ 
ing committee of parliament on commu¬ 
nications on the working of AIR. AIR 
routinely falls short of its targets. It gives 
lack of funds as one of the reasons for 
this. Yet, during the Eighth Plan, it 
utilised only Rs 6S7 crore of the allocation 
of Rs 83S crore. In 1997-98 as well only 
62 per cent of allocated funds were 
spent. In spite of this, the parliamentary 
committee approves of the proposal to 
levy a licence fee on stereo radio to raise 
revenue. 

Non-availability of staff is another rea¬ 
son cited. AIR’S training centres are in bad 
shape: some of them without buildings or 
staffi without any studio or technical 
equipment and without hostels. Two large 
centres, though commissioned, are not 
functioning for want of teaching staff. 
AIR does nothing to aksess the utility of 
training imparted to its staff. But it has 
invited the Thomson Foundation of the 
UK to run a training programme for its 
staff. 

Undaunted by these problems, AIR 
thinks big. Where a private entrepreneur 
may start with one station, and having 
ma^ a success of it, learning from mis¬ 
takes, take up the next one, AIR took up 
23 radio stations in the north-east«m states. 
Only five of these have been completed. 
Seven were dropped/deferred due to 
financial constraints and 11 are delayed. 
But worse, the five complied stations 


have not been commissioned - one dtac 
to law and order problems and four ihie 
to delay in staff selection. 

The parliamentary committee worries 
that this will exacotwte‘Ihe feeling among 
the people of north-east that they are being 
neglected”. But perhaps the north- 
easterners. like most Indians, know that 
bungling is a way of life at govemmoit 
organisations and thM they have received 
no more than their share of ‘sarkari’ in¬ 
efficiency. 

AIR also thinks big when it comes to 
promoting new talent Normally new talent 
would be trained and then used to improve 
existing stations, and old experienced 
hands would be used to make a new channel 
successful. Not so at the AIR. It has an 
entire new channel, the Yuva (Youth) 
Channel, purportedly to encourage new 
talent Is it possible that AlR's other 
chaiuiels are saturated with talent? It is not 
surprising, then, that in the Eighth Plan 
funds sanctioned for commissioned 
programmes were not utilised and had to 
be surrendered. 

AIR’S idea of talent and quality of 
programming iruy be gauged from the 
nature of its programnne advisoiy commit¬ 
tees. Their composition requires that there 
be at least one member representing 16 
listed distiipline/interest groups ammig 
which one finds ‘(xv) Humour’. Its idea 
of listeners is equally cheerless. Ustenen 
are not a market, not intelligent people 
with their own views and choices. ’Iliey 
are boieficiaries. ’The committee says of 
FM transmitters that people ‘‘falling within 
this range are benefited by them”. Can we 
visualisethese people, ears cocked, mouths 
agape, waiting for benefits to fall frcrni 
the AIR? 

The parliamentary committee is ambiva¬ 
lent about FM channels. It does not like 
that pnvate broadcasters are allowed to 
‘‘propagate pop and western music that 
has nothing to do with Indian ethos/ 
culture”. It recommends that guidelines 
should be framed for private broadcasters. 
But since FM channels can earn revenues 
up to Rs 30,000 to Rs 35,000 per hour, 
it wants more FM stations to be commis¬ 
sioned. ’This is the familiar idea that the 
private sector should make profits so that 
the government sector can both earn rev¬ 
enue and disapprove of the activity which 
generated that revenue. 

Talk of liberalisation notwithstandiitg, 
AIR remains bureaucratic and unimagi¬ 
native. And the elected representatives of 
the people serving on the standing com¬ 
mittee of parliament do not recommend 
any different. 
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AMleipnanc i ftmha fiU in hMenN rmcf, nia hnwe MNtnd invening m nipee-denom l nnted debt. In March chme they baugM debt aecuridea wcMh S3d.3 mai, am htviiqi 
been net idlen to the tune of SI75 nm in the whole of 1998. Renewed imetett by Fib inlhee^y market ai well led to inveattneM amih S9t.tm la MntobiaSnat 
diauncatmeat of $163 mo in the whob of 1998. Theac combined with repotted ineieaaei in PDI ang ii w n e d foreigii ewnney aaaeu by $828 ma in Match. 

Macroeccmomic Indicators 
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Prieci (1981-82 s 100) 


AU Commoditiea 
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Non-Food Articlea 
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Inductnal Woiteia (1982° 100) 

Urban Non-Man'Einp <l9M4-8Ss|00) 

Agri Lab (I986-873IQ0I (Link fadur 5.89) 


Money and Banking (Rs crore) h 
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Over 

Month 
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MniM 7 Supply (Mj) 

Cunency with Public 
Depusii with Banks 
Net Bank Credit to Govt 
Bank Credit lo CommI Sector 
Net Foreign Exchange Asseta 
Reserve Money (March 19) 

Net RBI Credit to Cemie 
RBI Credit to Bks/Coimn Sector 
Scheduled Commcicial Banks (March 12) 
Depoaita 
Advances 

Non-Food Advances 
Invesimems (for .SLR purposes) 
Commeraal Investments 
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Over Month 


Over Year 
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supply would be 16.4 per cent and 13.4 per cent respectively. Likewise, bonk deposits without RIBs grew by 16.7 per cent and 12.4 per cem, respectively. 
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1995-96 

1994-95 


Expoib; Rs croie 
US$mn 
Impoitt; Rs crore 
US S mn 

Non-POL’ US S mn 
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US $ mn 
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-2133 -32729 -20.367 -25268 

-.502 -7780 -5536 -6799 


March 26. Match 27. March 31._ Var 


11881701.7) 
33470t5..3) 
1.389200 3.2) 
39132(6.7) 
29096(-0.2) 
-20102 
-5663 


10635.3(28.6) 
31797(20.8) 
122678(36.3) 
36678(28 0) 
291.52(28.3) 
-16.325 
-4881 


8267408.3) 

2633008.4) 
89971(23.1) 
28654(22.9) 
22727(29.5) 
-7297 
-2324 


Foreign Exchange 

Reserves (excluding gold) 

1999 

1998 

1998 

Month 

Ago 

Year 

Ago 

Fiscal Year .So Far 
1998-99 1997-98 

Ril CTikrc 

1211.50 

100042 

102511 

3054 

21108 

18639 

19667 

S mn 

28615 

2.5367 

25976 

828 

3248 

26.39 

2998 


1997-98 1996-97 199.5-96 1994-93 1993-94 


2)649 -7.302 
324.3 -3690 


Mxt’i' (i) Supetsoripi numeral driwies month lo which figure tebles. r g. superscript I stands for January, (ii) Figures in brockels are percentage varialions over the speciBed 
01 over tiie coi sparable penod of the previous jeat na. nol available neg: negligihfe * unchanged 
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Money Market Rates of Interest 
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COMPANIES 


gPiyRMcatthg^MJrttoli 




BASF INDIA 

Growth in Slugggteh Maricet 

AFTER witnessing a sluggish perfor* 
mance in 1996-97, BASF India, a teading 
chemicals multinational, performed well 
in 1997-9!S. Atatime when most businesses 
faltered as far as profitability was 
concerned, this subsidiary of the German 
puit BASF AG managed to notch up a 
11.7 per cent increase in net sales and a 
4.4 per cent rise in its bottomline over the 
previous year. While the company’s 
operating profit improved by 4.9 per cent 
over the same period, a steep increase in 
depreciation provision (up 43.1 per cent) 
was offset by a fall in interest charges 
(down 35 8 per cent). With earnings per 
share rising from Rs 10 to Rs 10.5, the 
company decided to raise the dividend 
rate from 30 per cent last year to 35 per 
cent. Book value moved up from Rs 100.4 
per share to Rs 107 per share. The 
company's stock presently quotes at 
Rs 180 on the Bombay Stock Exchange, 
discounting its 1997-98 earnings by a 
comfortable 17.2 times. Encouraged by its 
performance, BASF India has decided to 
issue bonus shares in the nnio of one 
equity share for every two shares held by 
capitdising a sum of Rs 8.05 crore out of 
the amount standing to the credit of the 
company’s share premium account. 

BASF India is a well diversified 
chemicals company with a major presence 
in leather chemicals, crop protection 
chemicals, plastics, and colours and 
dispersions. It also has a chemical busi¬ 
ness providing technical advisory service 
fee. The company produces as well as 
markets expandable polystyrene, tanning 
agents, leather chemicals, and auxiliaries, 
pesticides, oil and well chemicals. While 
about 40 per cent of turnover consists of 
leather chemicals, 27 per cent comes from 
crop protection chemicals, while a further 
20 per cent is brought in by colours and 
dispersions, and the balance from plastics. 

A dark cloud on the horizon, however, 
has bera the company’s i^tics business 
which was adversely affected due to 
depressed domesticmailietandavailability 
of cheap imports. 

BASF India has decided to shelve the 
implemeirtation of the Rs 20 million 
Caibendazim FL project due to adverse 
market conditions. The funds which had 
been earmariced for this project will 
reportedly be deployed for future capital 


expenditure prog mi mne s . Hie company 
had raised Rs 57.S crore by way of a fights 
issue in the ratio of2:S at a price of Rs 125 
per share to part finance the expansitms 
and new projects at its plaids in Mangalore 
and Thane. Of the Rs 81 crore capital 
expenditure programnw planned during 
the issue, the company has successfully 
completed the colours and dispersion 
projects in Thane and Mangalore respec¬ 
tively. With the commissioning of its new 
pluits, BASF India plans to give a thrust 
to exports. 

For the first quarter of 1998-99, BASF 
India has furtherimproved its performance. 
While net sales improved by 17 per cent 
over the corresponding period last year, 
operating profit was higher by 16 per cent 
and net profit increased by 20 per cent 
over the same period. 

GUJARAT ALKAUES & CHEMICALS 
(GACL) 

Market Misjudged 

Fluctuating commodity cycles and 
downslide in the chlor alkali sector saw 
Gujarat Alkalies ft Chemicals (GACL) 
perform poorly in 1997-98. Ironically, two 
years ago, the company was at its peak. 
Encouraged by its p^ormance, it decided 
to undertake capacity additions to take 
advantage of healthy price trends. 
Unfortunately, offtake from key user- 
industries .such as paper, chemicals and 
fertilisers turned poor and supply soon 
outstripped demand by nearly 40 per cent 
Naiuraily.theexcess supply inthe industry 
soon led to a fall in capacity utilisation 
of the sector from 78 per cent in 1995-96 
to 60 per cent in 1997-98. Domestic price 
of caustic soda too fell sharply over the 
same period and the company’s sales and 
profits were adversely affected. The 
mismatch in demand-supply forced GACL 
to delay the commisrioning of its 350 
tonnes per day (tpd) caustic soda unit. 
Though the company does enjoy an edge 
over other competitorsbecause ofitseneigy 
efficient membranecell technology as also 
the power back-up it has from the captive 
power unit only a revivid in demand for 
caustic soda can help it tide over trying 
circumstances. 

While the company’s net sales in 
1997-98 declined by 17.6 per cent over 
1996-97, operating profit fell drastically 
by 43.4 per cent. A fall in non-operating 
profit (down 45.8 per cent) uid a steep 


increase in depreciation (up 16.7 per oent) 
led to a Airiher fall of 97.6 per cent in 
the company’s bottomlkw which was 
virtually wiped out The company skipped 
divider^. ^ 

With power always being a mqjor input 
in the caustic soda indusuy, GACL has 
done well to set up a captive power unit 
The company is supplied more than SOper 
cent of its power requirements for its 
Vadodara complex o an economical rate 
from Gujarat Industries Power Company, 
which itself was promoted by GACL 
Further GACL’s 90 MW captive co¬ 
generation power plant at Dabg which 
had been put into trial production in the 
open cycle mode from Novenfeer 1997 
will mtdce available reliable power at an 
economical cost. In fact the company has 
also finalised arrangements with the 
Gujarat Electricity Board for wheeling of 
power from Dahej to its Vadodaracomplex. 
When the wheeling commences, the 
Vadodara complex will also have the 
benefit of low cost captive power genera¬ 
tion and will become self-reliant for its 
power requirements. 

Meanwhile, the company’s 350 *pd 
caustic soda unit, which was reportedly 
intentionally delayed due to market 
conditions, has been completed and trial 
production commenced in February 1998. 
The caustic-chlorine plant is expected to 
meet the total requirement of hythochloric 
acid for its phosphoric acid unit and will 
further help to cater to the demand for 
caustic soda and chlorine from nearby 
industries and for exports. 

The company' s equity share is presently 
quoted at around Rs 20 on the bourses. 

GUJARAT STATE FERTTUSERS AND 
CHEMICALS (GSFC) 

Rescued by Diversification 

Commoicing operations around three and 
ahalf decades ago, GujamtStateFeillliserB 
and C2iemicals (GSPC) managed to tide 
over the fluctuatingfortunesofthefertiHser 
industry by diversifying into the allied 
segments of petrochemicalsandchemicals. 
The diversification is what helped the 
company hedge against the frequent ptdicy 
changes that the sensitive fertiliserindustry 
issusceptibleto. Infect, today thecompaiiy 
draws more than half of its annual safes 
from non-fertiliser areas. The company’s 
product portfolio iiKludes petroproducts 
andcheniicals hfcecaprolactum, melamine 
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J (Kslakh) 


BASF GACL GSFC 

^hMocial Ipdleatm -- -- - - 



March 

1998 

Manb 

1997 

March 

1998 

March 

1997 

March 

1998 

March 

1997 

JiMomc/apiiroprUlloiia 

1 Net tales 

25868 

2315.3 

30740 

37285 

187964 

176010 

2 Value itf production 

26320 

23880 

.31092 

.37142 

179787 

I83I60 

3 Other lucome 

299 

447 

748 

578 

4729 

4228 

4 Total income 

3 Raw materials/stoies and 

26619 

24327 

31840 

37720 

I84SI6 

187.388 

spares consumed 

-12452 

10500 

7945 

8352 

92574 

92601 

6 O^r manuAicluiing expenses 

2189 

3052 

12272 

12527 

24408 

21650 

7 Remuneraiiun to employees 

2258 

1872 

2502 

2629 

13472 

12422 

8 Other expenses 

4542 

3967 

2579 

2650 

18234 

18724 

9 Operating pro/U 

5178 

4936 

6542 

II562 

35828 

41991 

10 Inteiest 

1403 

2185 

3067 

2945 

11593 

1.3689 

It Gross profit 

3806 

3148 

3597 

8842 

26135 

28226 

12 Depreciation 

1902 

1.329 

3472 

2975 

7263 

6529 

13 Profit before tax 

1890 

1814 

125 

5867 

18872 

21697 

14 Tax provision 

202 

197 

NA 

770 

1877 

.3082 

15 Profit after tax 

1688 

1617 

125 

5097 

16995 

I86IS 

16 Dividends 

620 

449 

NA 

1443 

.39.50 

345.3 

17 Retained profit 

LInbilitics/assets 

1068 

1168 

125 

3654 

13045 

15162 

18 Paid-up capital 

1610 

1610 

37.50 

37.50 

7971 

7808 

19 Reserves and surplus 

1.5835 

14772 

.39144 

.39032 

128605 

114094 

20 Long-term loans 

8047 

6327 

77204 

.5.3216 

107376 

109205 

21 .Short-term loans 

2614 

2697 

14064 

11497 

20228 

27925 

i’2 Of which bank borrowings 

2114 

2697 

7501 

6547 

20228 

27355 

23 Gross fixed assets 

24201 

20931 

138772 

115834 

264299 

240571 

24 Accumulated depreciation 

6807 

5046 

20074 

16607 

61171 

54003 

25 Inventones 

7068 

6113 

2965 

2749 

47186 

54426 

26 Total assets/liabilities 
Miscellaneous iiems 

34061 

30180 

1438.36 

117475 

3.30280 

.320226 

27 Excise duty 

.35.54 

3380 

4660 

6069 

11967 

13297 

28 Gross value added 

7455 

7409 

8965 

14230 

50581 

52963 

29 Total foreign exchange income 

4867 

278.3 

2776 

.3699 

21.30 

1257 

30 Total foreign exchange outgo SI 13 

Key flimneiat and performance ratios 

31 Turnover ratio 

5292 

1.558 

1.306 

77214 

94805 

(sales to total assets) (%) 

75.95 

76.72 

21.37 

31.74 

.56 91 

54.96 

32 .Sales to total net assets (%) 

33 Gross value added to 

92.04 

91.13 

22.91 

.34 69 

71.15 

67.95 

gross fixed as.scts (%) 

.34 Retam on investment 

.30.80 

35.40 

6.46 

12.28 

19.14 

22.02 

(gross profit to total assets) (%) 
.35 Cross profit to sates 

11.17 

10.43 

2..50 

7 53 

7.91 

8.81 

V (gross margin) (%) 

14.71 

13.60 

11.70 

23 71 

13.90 

16.04 

36 Operating profit to sales (%) 

20.02 

21.32 

21.28 

.31.01 

19 06 

23 86 

37 Profit before tax to sales (%) 

38 Tax provision to 

7.3t 

7.83 

041 

15.74 

10.04 

12.33 

profit before tax (9) 

39 Profit after tax to net worth 

10.69 

10.86 

NA 

13.12 

9.95 

14 20 

(return on equity) (%) 

9.68 

9.87 

0.29 

11.91 

12 44 

15 27 

40 Dividend (%) 

.35.00 

30.00 

NA 

35 00 

45.00 

45.00 

41 Earning per share (Rs) 

10.48 

10.04 

0 33 

13 .59 

21.32 

23.84 

42 Book value per shore (Rs) 

106.98 

100.35 

114.38 

114.09 

171..34 

1.56 12 

43 P/E ratio 

44 Debt-equity ratio 

17.17 

NA 

60.00 

NA 

1.83 

NA 

(adjusted for revaluation) (%) 

45 Short-term bank borrowings 

46.72 

.39.16 

179.99 

124.39 

78.62 

89.58 

to iqventuries (%) 

46 Sundry creditors to 

29.91 

44.12 

252 98 

238 16 

42.87 

50.26 

sundry debtors (%) 

47 Total remuneration to employees 

64.87 

62.3.3 

1.35 ..58 

124 73 

1.53.62 

159.85 

to value added (%) 

48 Total remuneration to employees 

30.29 

25.27 

27.91 

18.48 

26.63 

23.45 

to value of production (%) 

8.58 

7.84 

8.05 

7.08 

b-7.49 

6.78 

49 Gross fixed assets fomiation (%) 

15.62 

IS.IO 

19.80 

51 45 

^ 4.86 
#13.30 

19.32 

^ 50 Growth in inventories (%) 

15.62 

18.22 

7.86 

7.51 

12.75 


NA: means not available. 


and polymers, besides niuogenous and 
phosphatic fertilisers. The company 
manages to draw maximum returns by 
concentrating commodities which are on 
the uptrend. 

Restricted operations at its Ferti* 
lisemagar units following a closure order 
passed by the Gujarat High Couit in suo 
motu proceedings affected the company’s 
performance in 1997-98. Capacity uti¬ 
lisation of the company's fertiliser plants 
was lower at 91 per cent as compared to 
110 per cent achieved in the previous year. 
Similarly, production of caprolactum 
declined f^rom63.901 tonnesin the previous 
year to 59,501 tonnes, representing a fail 
of 7 per cent. However, with the com¬ 
missioning of the melamine expansion 
plant, production of melamine during the 
year improved to 6,315 mts against 5,440 
mts in the previous year. GSFC was 
reportedly at loggerheads with the Gujarat 
State Industrial Development Corporation 
(GIDC) over the price of 120 hectares'of 
land proposed to be acquired by GSFC at 
Dahej. In fact, GSFC. in its annual report 
for 1997-98, openly blames GIDC for 
demanding a high price for the land, 
whereas GIDC when approached claimed 
that the price was far from high. GSFC 
had propu.sed to acquire the land at Dahej, 
a fast growing industrial centre in south 
Gujarat in Bharuch district, in 1995-96. 
The company had stated in its annual 
report earlier that considering the con- 
.straints of further space at its Fertiliser- 
nagar plant, it planned to acquire land 
through GIDC for further expansion as 
also keeping in mind the future growth 
potential. 

Meanwhile, during the first quarter of 
1998-99, .shutdown of plants for annual 
maintenance and closure of the SikkaDAP 
plant from June 9. 1998 on account of a 
cyclone resulted in lower production. The 
Sikka plant, however, was retailed from 
July 17, 1998 and the damage to the 
company’s property is not substantial and 
was reportedly fully insured along with 
loss of profit cover. Turnover for the quarter 
was Rs 435 crore as compared to Rs 484 
crore in the corresponding period of the 
previous year, representing a fall of 10 per 
cent. This was mainly because of the lower 
production of DAP fcrtili.ser. Further, the 
union government reduced the ad hoc 
subsidy on di-ammoniunt phosphate by 
Rs 250 per tonne to Rs 3,500 per tonne 
and on ammonium phosphate sulphate by 
Rs 108 per tonne to Rs 1,630 per tonne 
from October 1997. To make matters 
worse, there have been substantial 
increases in the input cost of DAP. 
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COMMENTARY 


Kashmir Problem Thrives on Denial 
of Human and Democratic Rights 

balnJPiiri 

Looking back objectively, one can trace the beginning of the Kashmir 
problem and its aggravation to the denial to the people of the state of 
civil liberties, of democratic and human rights including the right to 
freedom of speech, of the right to protest and form an opposition 
party, of the right to vote and to elect a government of their choice. 


I VALUED an o|^rtunity, first of its 
kind, to interact with army oflicers on the 
issueof human ri^ts at aseminarrH^anised 
by IS Corps at Jammu on December 21, 
1998. bindicated the degreeof imponance 
that the subject as also the maturity that 
the army had acquired. It reaffirm^ the 
army’s commitment that violations of 
human rights was not a part of a deliberate 
policy of the army. 

It would have bran more useful if the 
occasion was used for a thorough and 
frank debate on the type of violations, 
reasons thereof and measures to minimise 
them. But the organisers seemed more 
keen to use the seminar to answer the 
charges of Pakistan and the militants or 
their overground outfits. 

That the state of human rights is very 
bad in Pakistan is neither a news for me 
nor any matter of consolation. Those who 
vaxed eloquent at the seminar to prove that 
India’s record of human rights is better 
than that of its western neighbour did their 
country no honour. Nor are the excesses 
of militants a valid alibi forsimilarexcesses 
of the army. For one is in revolt against 
the nation, its government, laws and 
constitution while the other has vowed to 
protect them. 

Those who presented the case of the 
army or those who sought to glorify its 
role presumed that the human rights issue 
was “uiother game plan of the proxy war 
waged by Pakistan to defame India and 
its forces”. This amounts to either an 
unwarranted attack on Indian human rights 
activists and theirpatriotism or recognition 
of only those activists who arc part of 
Pakistan’s propaganda machinery. 

That Pakistan has given arms and training 
to Kashmiri militants and is now sending 
non-Kashmiri militants who do commit 
excesses was more credibly exposed by 
interiMtional human rights oiganisatirms 
like Airmesty and Asia Watch as also 
Indian human rights groups than by all tire 
government propaganda. Their role should 
therefore be welcome; also for improving 
the performanceofthe security forces. Those 


who write off all of them as an adjunct of 
Pakistan’s proxy war are, in fact, trying to 
give Pakistan a monopoly of sympathy for 
the victims of human rights violations which 
are inevitably committed in varying degrees 
by both sides in the proxy war. If some of 
die victims look to Indian human rights 
activists for sympathy and rcdressal, is not 
that a national gain? 

True, some of the reports of Indian human 
rights organisations have been quoted by 
Pakistan in international fora. But so would 
be the case with the judgments of courts, 
findings of the national and state human 
rights commissions and reports in the press. 
Should all these institutions be abolished? 
And isit the case of the government of India 
that no violations of human rights have 
ever been committed by its security 
forces? Would it carry better conviction? 
In fact all that is expected of the government 
is to prove its earnestness in checking them. 

For this purpose an active human rights 
movement in Jammu and Kashmir state 
is as much a national asset as any other 
institution mentioned above. It is not that 
the militants always take kindly to the 
work of human rights activists who are 
exposed to risks from both sides. While 
Jalil Andrabi was allegedly killed by the 
•security forces, many people in Kashmir 
accuse the militants of killing Hirday Nath 
Wanchoo, A A Guru and Abdul Ahad. 
Those who killed them damaged their own 
cause. Looking back objectively, one can 
trace the beginning of the Kashmir problem 
and its growth to its present dimensions 
to the denial to the people of the state of 
ci\il liberties, democratic and human rights 
including the right to freedom of speech, 
right to prote.st and form an opposition 
party, rig'-tto vote and toelecl a government 
of their choice - which have been taken 
forgrantedintherestofthecountry. When¬ 
ever these rights were restored, Kashmir 
became as much a part of the country, 
emotionally and politically, as any other 
part. The greatest triumph of India after 
independence was the willing accession 
of the Muslim majority state of Jammu 


andKashmirtobidtatn 1947aslhenattoad 
leaders had supported the democratic 
straggle of die people against its ruler. 

Today it has besirome the biggest problem 
of the country. Soon after accession of the 
state to India, Sheikh Abdullah, who was 
the hero of Kadimiri natirmalisin, widi 
unprecedented popular support, came to 
power. But he cannot be credited widi 
tolerance of dissent and commitment to 
democratic values. He ruled in a consti¬ 
tutional vacuum in which government 
officers could become leaders of the 
National Conference (NC) and vice versa. 

The first fissures in the monolithic 
politics of Kashmir and the leadership of 
the regimented NC occurred when Ghulam 
Mohi-ud-Din Qaira parted company with 
Sheikh Abdullah in 1948.1 ple^d with 
Nehru that his loyalty to the country need 
not be routed through Abdullah and that 
his democratic right to oppose the state 
government should be recognised. Nehru 
dismissed my suggestion with the plea that 
nothing should be done to weaken the 
Sheikh. Qarra and his group remained 
under persecution. In sheer desperation he 
rai.sed the first pro-Pakistan voice in 
Ka.shmir in June 19S3 which disturbed the 
equilibrium of Abdullah who in order to 
steal the new thunder of the challenge to 
his authority started making anti-centre 
noises. His differences with the centre 
gradually were enlarged due tootherfactors 
also, leading to his dismissal and arrest 
in August 19S3. 

In the election to the state constituent 
assembly, the National Conference led by 
the Sheikh won alt the 75 seats. While 
nobody dared file a nomination paper 
against the NC in Kashmir, in Jammu 
region nomination papers of opposition 
candidates were rejected. Again it was the 
only state where government officerscould 
become office-bearers of the ruling patty 
and vice versa. In such a regimented set¬ 
up, secession became the only outlet of 
popular discontent. 

Similarly I pleaded with Nehra that a 
pro-India party, by providing a proper 
channel to anti-govemment sentimmts 
which developed after Abdullah’s arrest, 
would prevent them from becoming anti- 
India. For this purpose I proposed to 
organise the state branch of the Praja 
Socialist Patty. Nehra again dismissed the 
idea as he would not like to weaken Bakshi 
Ghulam Mohammad despite all his fnilts. 
When we arrived in Srinagar to formally 
inaugurate the party in November 1954, 
party president Asoka Mehta along with 
all of us were physically beaten and bundled 
out of the valley. 
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In 1938 0M Sadiq led hU leftists group 
outoftheNCtoftmnapro-Indiaoi^xKition 
Dcawcratic National Conference. But the 
national leaders and the press we^ again 
alarmed over what they called "disunity 
in the raidcsof nationalist values”. The two 
i parties were thus pressurised to reunite in 
^ 1961. The entire national media hailed 
that as a triumph of the national interest. 
In 1967 Bakshi Ghulam Mohammad 
revived the NC when the ruling national 
official group led by Sadiq had converted 
it into the Pradesh Congress Committee. 
Nomination papers of its candidates in 38 
constituencies vreie rejected. A number of 
duplicate ballot prqrers were in circulation 
which I personally presented to the chief 
election commissioner. He simply argued 
that Bakshi also used to do that. In fact 
the election to the state assembly were 
neverfair. That Sheikh Abdullah won cent 
per cent seats in the first elections in 19S1 
does no credit to his popularity and to his 
stature as a great leader. However, when¬ 
ever the opposition party was tolerated 
and people had the right to protest and 
choose their government freely anti-India 
sentiment got sublimated. 

After Sheikh Abdullah’s mtum to power, 
he acquired real moral and political 
legitimacy when his party defeated the main 
opposition, the Janata Party, in the taitest 
first ever election in 1977 when people of 
the state for the first time recognised the 
potentialities of being Indian citi/i^ns. The 
fact that they could elect a government of 
their choice and could defeat even the party 
in power at the centre gave an enormous 
sense of confidence to the peopIcofKashmir 
in being Indian citizens. 

It was a similarex perience in i 983 when 
Farooq Abdullah led his party to victory 
against the Congress Party which had by 
now become the ruling party at the centre. 
The beginning of the present phase of the 
Kashmir problem can be traced to his 
dismissal in 1984 and his rein.statement 
in 1986 when he agreed to form a govern¬ 
ment in coalition with the Congress Party. 
It was the biggest blow to the self-respect 
and dignity that the people of the state had 
acquired. It blocked all secular outlets for 
protest. The manipulation in the elections 
of 1987 further blocked democratic 
avenuesofprotesu.Havingbeen frustrated 
in expressing their discontent through the 
ballot many Kashmiri youth took to the 
method of the bullet. 

The moral of the above experience is 
that in the case of Kashmir, loyalty to India 
and loyalty to the government of India 
have always been treated as synonymous. 
& was due to this policy that the secessionist 
movement stut^ after 1987. And the way 
the movement was sought to be checked 
added fuel to fire. In June 1988 a demon¬ 


stration held in Srim^ to protest against 
the sudden and steep rise in power tariff 
was fired upon killing three peraons. The 
demand for an enquiry into the firing was 
rejected as it was condemned as anti- 
natimal. Soon it became an all-Kashmir 
protest which turned violent. 

Spoardic terrorist acts started thereafter. 
In die early hours of January 20, 1990 
Srinagar city was cordoned off for a whole¬ 
sale and ruthless search of every household. 
It provoked widespread protest The pro¬ 
testing processionists were allowed tocome 
from different parts of the city to a place 
called Gow Kadal where they were fired 
upon which resulted in the killing of 35 
persons, the highest number of persons 
ever killed in a day in Kashmir till that 
day. While no gain from the operation was 
clamied, it triggered off a mass insurgency. 

How counter-productive ruthless actions 
of this type are is indicated by the way the 
funeral procession of Moulvi Farooq was 
fired upon. Though according to popular 
perception he had been killed by militants, 
the firing in a narrow lane of Srinagar 
which killed over 60 mourners merely 
succeeded in diverting popular wrath from 
the militants to the Iiidian government. 

A number of such incidents can be 
quoted. Whenever people became disillu¬ 
sioned and angry with Pakistan their senti¬ 


ments were submerged by some tactkM 
act of the security forces. The success of 
the security forces in getting the seige of 
Hazratbal lifted brought appreciation for 
the goverment of India fnm all over the 
world. But soon after the killing of SO 
persons at Bijbihera 1^ the BSF did more 
damage to tlw goodwill that India had 
earned. In 1998 when militanu killed 26 
Kashmiri Pandits at Wandhama, every 
Mulsim was visibly shocked. Next day the 
killing of seven Muslim youth in Kislitwar 
by the security forces was exploited 
by Pakistan to give a call for a 'bandh' 
throughout Kashmir and Pakistan and 
thus to submerge the sense of shock of 
Kashmiri Muslims by a wider Muslim 
protest. Theseriesof mass killing ofHindus 
in the Jammu region had similarly loaded 
the Muslim population with a sense of 
guilt, but the killing of 19 Muslims in 
Surankote allegedly by the army reduced 
their guilt and thus in a way facilitated the 
task of the militants to extend their 
activities. 

It can be proven with abundant empirical 
evidence that independent monitoring of 
human rights violations serves the national 
interest best, prevents further alienation of 
the people, prevents defaming of India 
abroad and helps in improving the 
discipline of the security forces. 
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Fun and Gaines for BJP 

ArvindNDas 


Even as storms gather around them, the ostriches in the BJP-ied 
government bury their heads in the sands. Worse, they make clear 
their utterly cynical attitude towards governance. 


DAYS before JayaialitKacaused a political 
eanhquake in Delhi, the Vajpayee 
government celebrated its existence 
extravagantly. It had some reason to 
celebrate. The last time Atal Behan 
Viypayee headed a government, it lasted 
in power for a mere 13 days; this time it 
had completed a yearin ofricc. It is another 
matter how that feat was accomplished but 
the likes of the enthusiastic Pramod 
Mahajan were not concerned about that. 
Theirs was not to examine how; theirs is 
but to try and wow! And that is what the 
government tried to d(> as it unleashed one 
spectacle attci another in a fit of self- 
congratulation. If symbnli.sm overtook 
substance, that did not bother the pnme 
mini.stct and his drumbeaters. 

In fact, it was not coincidental that just 
when the BJP-led government was 
gleefully patting itself on the hack the 
country it.self experienced adifferent order 
of events. The very day that Pramod 
Mahajan ordered the initiation of the fun 
and games and had Doordarshan launch 
a Spoils Channel, 37 people were 
murdered in Bihar in the gruesome game 
of death that has been played there. The 
utter incompetence of the Vajpayee 
government in handling Bihar was 
exposed mercilessly but the enactment of 
the massacre precisely when the prime 
minister was using the idiot box to address 
the nation did not dull the celebrations. 

The spirit ol the celebrants was also not 
curbed by the fact that for days on end 
the sordid Bhagwat and Guruswamy 
episodes had been laid out betore the 
nation and parliament had been so rocked 
by these that it had transacted no business 
at all. Nor did it bother those who deter¬ 
mine the contours of the Vajpayee 
government that the picture it presents to 
the public is one of abject surrender to 
unreasonable allies, succumbing to all 
ve.sted interests, making the worst possible 
compromises merely to survive a little 
longer in office. The incompetence of the 
government has been demonstrated 
repeatedly. Now not only is its ideological 
inconsistency apparent but ‘insiders’ like 
Mohan Guruswamy have started revealing 
its lack of privity too. 

Look at the charges made by the erstwhile 
economic advisor to the roll back finance 
minister. Yashwant Sinha. Look carefully 
at three specific allegations' those relating 


to fixing the price of Enron power, those 
regarding the proposed sale by the Unit 
Trust of India of FTC shares to British 
American Tobacco (BAT) and thn.se 
concerninggiving up management control 
overMaiuti Udyog to Suzuki. Whatstands 
out in the first case is sheer incompetence 
or worse in negotiating a higher power 
purchase rate with Enron than the rate 
which even Pakistan was able to get. In 
the second, what is obvious is the desire 
to please the foreign peddlers of tobacco 
by handing over a major Indian company 
to them in a situation where there can be 
no invocation whatsoever of public interest 
of any .sort. In the third instance too the 
willingne.ss and even eagerne.ss to 
surrender the very crown jewels of Indian 
indu.stry is apparent. In all these cases, the 
hollowness of the claim of the BJP of 
propagating ‘swadeshi’ has been ade¬ 
quately exposed by the party’s own 
handpicked in-house economist and 
publicist. Indeed. Guruswamy has 
demonstrated that the Bharatiya Janata 
Party (BJP) speaks with the proverbial 
forked tongue: it hisses both ‘swadeshi’ 
and globalisation simultaneously. The 
problem for the BJP is compounded by 
the fact that it has to combine loyalty to 
finance and industrial capital with a petty 
bourgeois social base. Thus, while on the 
one side, its leaders have no choice but 
to play footsie with multinational 
companies, they also have to project to 
their traditional supporters that they have 
not given up their old prejudices. 

This involves walking on the political 
razor's edge. The Sangh ‘parivar’ has tried 
to achieve this by splitting itself up into 
.several organisations, each with a slightly 
different orientation. Thus, while the parent 
body, the Rashlriya Swayamsevak Sangh 
(RSS) thrives on projecting values of 
'discipline' and ‘nationalism’ to the rmifas- 
sil youth, the Vishwa Hindu Parishad 
(VHP) battens on unabashed bigotry, 
inciting communal passions for the RSS 
.storm-tro.<pers to step in along with the 
uncontrollahlclumpen elements who form 
the Bajrang Dal. Meanwhile, even as new 
converts to the BJP ideology like finance 
minister Yashwant Sinha and power 
minister Rangarajan Kumaramangalamtiy 
to project the party as an united entity in 
parliament and elsewhere, according to 
Mohan Guruswamy, the faction-ridden 


patty Itself cuddlea up to various visaiad 
interests. 

It is the deep factiotialiain v^klrin the 
BJP that has manifested hsdf evemhuing 
the ‘birthday bash* of the governmeoL & 
was surely not coincidental thtt both pMty 
president Kushabhau Thakre and the 
‘Number 2 Sardar Patel', home ministe^ 
L K Advani, kept away from Pramod 
Mahajan’s fun and games. It was also not 
coincidental that Sushma Swaraj, who has 
been replaced by Pramod Mahajan in die 
ministry of information and bro^asting, 
not only absented herself from the showbiz 
extravagan'za put up in Hauz Khas but 
even apologised to her constituents for the 
‘mess’ ma^ by Mahajan. And, of coarse, 
even as the prime minister and his Sancho 
Panza were deep imo celebratingtheir feat 
of survival, the deep fissures in the party’s 
UP unit were becoming apparent to ril. 

In the government too there is no 
assurance of stability. The Chautala Lok 
Dal has already withdrawn from the 
coalition.The Biharstateunitofthe Samata 
Party has split and the patty’s MPs are 
unlikely to be immune from the effect of 
the split. The humiliating exit of Gurchaiiui 
Singh Tohra from the Shiromani Akali 
Dal is not likely to be ignored by the SAD 
MPs loyal to him. And can the BJP really 
assume the continued support of the 
mercurial Mamata and Jayalalitha? 

The fact that parliament went imo amid- 
sessinn recess when the BJP launched its 
fun and games must have provided some 
comfort to its managers for things had 
started turning too hot for it just when the 
party was beginning its celebrations. The 
attitude of the Congress in the Lok Sabha 
and the Rajya Sabha had clearly started 
indicating thatSoniaGandhi was no longer 
content with playing the role of the 
‘constructive opposition*. Indeed, Atal 
Bchari Vajpayee acknowledged as much 
when he said that the Congress has begun 
to act as the “destructive opposition”. The 
Guruswamy and Bhagwat issues have 
come so handy to the Congress to gain 
political advantage that it is unlikely to left 
the opportunity pass. Even the schedule 
of parliament agreed on before the recess 
m^cs it clear that the Guruswamy and 
Bhagwat matters will continue to rock 
both the houses when they reconvene later 
this month. 

But then even as storms gather about 
them, the ostriches in the government buiy 
their heads in the sands. Worse, they make 
clear their utterly cynical attitude towards 
governance. They ignore people dying in 
Bihar because that is ‘normal’ but how 
long can they afford to take no notice of 
the crime wave in the capital? It is not clear 
that the BJP and its allies have even realised 
that governance is different from giving 
people a song and dance routine. 
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•B anking Sector Rrfonns 
The Other Side of the Coin 

PNJosU 


ffhe flip-side of banking sector reforms has been the overemphasis on 
profits and virtual neglect of the distributive role of the bat^. Now, 
only strong and high net worth companies within the organised sector 
are capable of raising funds at a considerable lower rate of interest, 
while the credit disbursal to small borrowers has sharply declined. 


FOLLOWING the recommendations of 
the Narasimham Committee (1991), a 
seriesof refonns, including a move towards 
inienwtional accounting standards, viz, 
income recognition, asset classification, 
provisioning and capital adequacy, were 
introduced since 1992-93. Considerable 
attempt has been made to impart 
transparency to the balance .sheets of banks. 
A good deal of uniformity in computation 
has helped to compare meaningfully 
perfcnmanceof different banks. Inevitably, 
progress of the reforms in the banidng 
sector has been assessed in relation to the 
^-nesaures initiated during last five-six 
years. There has not been any attempt to 
look at the flip-side of reforms. In fact, 
there is a deliberate attempt to gloss over 
the dark side of the reforms, concentrate 
on the positive aspects and harp on the 
achievements. 

Itiscustomary in all asse.ssmentexercises 
to consciously neglect the dark side of 
performance. Nonetheless, it needs to be 
emphasised that utter neglect of the 
repercussions of the policy ultimately 
results in a self-defeating exercise. The 
victory won often turns out to be a pyrrhic 
victory. The society pays a heavy cost 
for achieving the results. It is neces¬ 
sary. therefore, to look at the other side 

'Of the coin and initiate steps in right 
earnest to rectify the deficiencies at the 
right time. 

The authorities have a natural tendency, 
strongly supported by acolytes, to move 
towards the objective with mis.sionary zeal. 
They have no patience to listen to the 
criticism while all prai.se for the reforms 
is not only welcomed but is solicited. It 
may be recalled that after the nationali¬ 
sation of 14 banks ip July 1969, the 
overriding objective was to take banking 
to the ‘masses’. The resounding voice of 
the slogan from “class banking to mass 
banking’ rent the air with full vigour. A 
feeble voice in those days about ‘recovery 
or profitability’ was totally brushed 
aside. None had the time to listen to these 
terminologies in the early seventies. 

^ Similarly, today none has the time to listen 
to the slogan of “mass banking" and 
therefore, social aspect of banking has lost 


its glitter. While the facade of priority 
sector lending continues, the fact that 
lending beyond Rs 2S.000 is subject to 
commercial rate of interest is proof enough 
of the dilapidated condition of the social 
lending concept. It is interesting to see that 
the refonns introduced since 1992-93 in 
the banking system have had a heavy toll 
of small borrowers. It is a fact, which has 
remained obscure, that between end-Maich 
1992 and cnd-March 1996 the number of 
borrowal accounts has declined sharply 
fiom 65.9 million to 56.7 million, i e, by 
more than 9 million It is pertinent to note 
that during the four preceding years, i e, 
between March 1989 and March 1992 the 
numberof borrowal accounts had increased 
sharply from 52.1 million to 65.9 million, 
i e, by 13.8 million The increasing trend 
of credit disbursal to a large number of 
small borrowers arrested with the 
introduction of hanking sector reforms 
and the spread of banking credit facilities 
was not only halted but the number of 
small borrowers getting financial facilities 
sharply declined during the five-year period 
ending March 1996. 

Unfoitunately, beyond March 1996, data 
in re.spcct of borrowal accounts are not 
available. It is more than certain that the 
number mu.st have further declined since 
March 1996. This clearly establishes the 
fact that the social content of Indian 
commercial banking has been given a 
decent burial. Thanks to the reforms! 

It is possible to surmise that the decline 
in the number of borrowal accounts in 
the banking system could be due to two 
factors: (i) neglect of small borrowers, and 
(ii) write-offs in small accounts where the 
Deposit Insurance and Credit Guarantee 
Corporation of India (DICGCJclai ms were 
received. 

(i) Neglect of small borrowers: The 
banking sector reforms strongly empha¬ 
sised the importance of profit. It is 
well known that the operational costs of 
managinga large numberof smailborrowal 
accounts are high and the rate of interest 
on such small accounts is low. The threat 
of account becoming non-performing 
looms large. Therefore, obviously, there 
is a natural urge among the bankers to 


avoid increasing exposure to the small 
sector. ThisreducesitenundierofbonDwal 
accounts. 

(ii) Write-off in small accounts where 
DICGC claims were received: The 
overriding importance under the refonns, 
of reducing the NPA ratio, compelled tl« 
hanks to have a second look at the large 
number of accounts where .some recoveiy 
was effected through the receipt of funds 
from the DICGC. In a number of accounts 
the DICGC reimbursed the banks at the 
cost of its health, to the extent of 50-60 
per cent of the outstanding balances. Under 
the reforms package, full provisioning was 
needed for the remaining balance in the 
borrowal accounts. Instead of making full 
provision which necessarily has to be after 
tax, the banks preferred to write off the 
remaining balance in such accounts and 
therefore the numberof borrowal accounts 
vanished from the banks' ledgers. This 
trend must have been accentuated after 
Marsh 1996, when full provisioning as in 
the case of larger accounts was introduixd 
as against the percentage provisioning in 
the case of small accounts. 

An almost unintended impact of the 
reforms has gone virtually unnoticed. Tlie 
compulsion on banks to reduce their non¬ 
performing assets ratio has given rise to 
munificent benefits to wilful defaulters. 
Narasimh'am Committee report (11) has 
emphasised that the net NPA ratio of banks 
should be brought down below 5 per cent 
by year 2000 and it should be brought 
down below 3 per cent by 2002. (Banks 
having international exposures should 
bring down their net NPA below 3 percent 
by 2000 and to zero per cent by 2002.) 
In the ab.sence of proper atmosphere for 
recovery of bank loans in the form of 
efficient legal system, effective debt 
recovery tribunals (DRTs). fear of severe 
punishment for cheque bouncing, social 
.stigma for wilful default.s, etc, banks, being 
forced to reduce NPA, had no alternative 
but to make compromises with wilful 
defaulters. This led to settlements of debts 
and compromises of loans at a hign social 

II’able Bohrowal Accounts in TMt 
Bankino Industry 

(in 000s) 


Year 

No of 
Borrowal 
Accounts 

Von once 
Nool 
Accounts 

Per 

Cent 

March 1989 

.52113 



March 1990 

53851 

+ 1738 

3..34 

March 1991 

61946 

+ 8095 

13 03 

March 1992 

65862 

4 3916 

6.32 

March 1993 

62116 

-3746 

-5.69 

March 1994 

59651 

-2465 

-397 

March 1995 

.58097 

- 15.54 

-2.61 

March I99r> 

56672 

- 1425 

-2.45 


Source. Basic Stainui af Reium, Volumes 18 to 


2.S, published by RBI. 
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cost. The defaulter was the gainer, banktog 
system was the loser. 

The reforms have also unwittingly led 
to mis-allocation of funds among different 
segments of society. The small sector, 
particularly weaker sections, is graduidiy 
being eas^ out, despite tall claims of 
schematic lending. Even within the 
organised sector, it is the strong and high 
net worth companies which are raising 
funds at a considerable lower rate of 
interest. Strong and efficient banking is 
identified with profits. Prima facie, it 
sounds logical. But, profit ha.s become the 
“be all and end all" of banking today and 
banks are becoming averse to lending. 
Even though SLR has been reduced to 25 
per cent, investments are increasing at a 
faster rate in government securities, in 
Commercial Paper, NCDs. bonds, 
debentures, etc. Income, and not sectoral 
distribution of credit, has become the 
obitession with bankers. This has led to 
mis-allocation of funds. Financial 
discipline is at a discount. The corporates 
are exploiting the situation. Credit 
di.scipline is evaded by floating NCDs and 
preferential shares at lower rates much 
below the PLR. Banks subscribe to the.se 
instruments at rates lower than PLR, since 
PLR di.scipline docs not apply to invest¬ 
ment return. The corporates thus get funds 
at rates lower than PLR without the has.sel 
of adhering to current ratio, stock state¬ 
ments, QIS, etc. It is interesting to see that 
banks identified as the most efficient in 
the nationali.scd banking sector at the end 
of March 1998, had channeli.sed higher 
percentage of incremental resources 
towards investments than credit. Thus, the 
distnbutive aspect of banks’ funds is 
getting distorted. Distributive justice is 
thrown to the winds. The ‘fear psychosis’ 
has been bandied about as the reason for 
lending fatigue. Equally, if not more, 
important rca.son for lending fatigue is the 
overemphasis on ‘profit’. 

ll is impoitani to note that it is possible 
to make profit through policy diktat in a 
single activity of banking and show good 
results. R)r instance, in 1997-98. YTM was 
reduced from 13.56 per cent in March 1997 
to 12.15 per cent in March 1998. This 
helped banks considerably to shore up 
profits. Some banks made huge profit by 
trading in government securities and the 
amount was used for provisioning, write^ 
off. etc. It is debateabie whether .stray profit 
in one or two banking activities could be 
interpreted as'sound and efficient banking’. 

Yet, another impact of the banking sector 
reform, which has escaped attention is the 
substantial expansion of foreign banks in 
the country. At the end of June 1991 there 
were 24 foreign banks operating in India 
with a branch network of 140. At the end 


of June 1998, the number of foreign banks 
has substantially increased to 42 and their 
branch network also has gone up to 182. 
During 1997-98 alone, the total assets of 
foreign banks in India have increased by 
more than Rs 10,000 crore. It is learnt 
under the World Trade Organisation 
(WTO) Agreement a minitiuim of 12 licen¬ 
ces every year have to be i.ssued to foreign 
banks or their branches. ’This will ensure 
fa.st spread of foreign banks’ operations 
in the country. Gradually, these banks are 
spreading their tentacles to the suburbs of 
the ‘metros’, and to the commercially 
significant semi-urban centres. The long¬ 
term implications of this aspect ofireforms 
needs to be studied in depth. In China, 
which is quoted as a fast liberalising Asian 
giant, there are severe limiutions on the 
operations of foreign banks in the country. 
In a number of areas in China, foreign 
banks’ operations an* limited to funds 
acquired from abroad. Perhaps, a review 
of our policy has become imminent. 


It is undeniably triK that ijBeiniroductitM 
of refonns process has paved the wiyr foi 
building a strong and efficient banking 
system. Its importance against the back(fao|: 
of recent happenings in the south-easi 
Asian countries cannot be overemphasised 
There can be no two opinions on the con¬ 
tinuation of the reforms. And yet, du 
‘otherside’ ofbankingsectorreformnam- 
ted above partly explain the predicameni 
faced by the Indian banking system. Theii 
low profitability is not merely due to the 
visible deficiencies in terms of low pro¬ 
ductivity. over-staffing, structural rigidi¬ 
ties, etc. They, no doubt, have impingec 
on the profitability of the banks. But the 
issues narrated above have in a disguisec 
manner reduced the financial muscle 
considerably. Their competitiveness is ai 
stake because of the delicate financial 
health. Aims and the larger objectives ol 
commercial banking in India appear tc 
have gone haywire. These is.sues have 
gone unnoticed. It is the time we wake up! 


UTTAR PRADESH 

Kols of Korawal 

From Sufficiency to Impoverishment 

Kripa Shankar 


Evicted from their ancestral land by the Britishers and swindled by 
government officials and local politicians in the post-independence 
period, the kols of Uttar Pradesh, once a self-sufficient tribe, are 
being pushed into perpetual state of dependency. 


KOL tribe inhabits largely the Vindhya 
range in Uttar Pradesh (UP) and Madhya 
Pradesh (MP). In MP kols are recognised 
as scheduled tribe but not so in UP where 
they arc included among the scheduled 
castes. Since time immemorial the kols 
subsi.slcd largely on forest produce along 
with some crop husbandry. Extensive 
deforestation during the British rule 
disrupted their traditional support system 
and introduction of zamindari alienated 
them from the land. Their traditional 
con.munity organisations were dismant¬ 
led and a hostile bureaucracy was super¬ 
imposed. They found them.scives under 
a very ho.stilc surrounding. Their access 
to forest was restricted and forest wealth 
was Itself declining fast. The landlords 
were now masters of the land and in 
places where tribals were practising some 
agriculture after clearing the forest they 
would be forced to vacate as the landlords 
would appropriate such agricultural land 
claiming it be their own. The tribals 
would have no records to substantiate 
their claim on land and then retreat further 


into the forest, clear some land foi 
agriculture only to be dispossessed again 
after .some time. This is how agriculture 
spread in this area which simultaneously 
resulted in the alienation of their land. 
Many would then be forced to work as 
bonded agricultural labourers as the 
landlords could carry on agriculture only 
with the help of the kol labourers. They 
lived the life of a chattel although it was 
moderated by a patron-client relationship. 
As their dependence was total, sexual 
exploitation and humiliation was the ordei 
of the day. 

Then came independence, abolition ol 
zamindari and other land reform measures, 
initiation of planning and a developmental 
process along with elections based onadull 
suffrage. 

How the post-independence develop¬ 
ment process has unfolded and affected 
the life and living of the kols is the subject 
matter of this study which was confined 
to a cluster of 10 hamlets predominantly 
inhabited by the kols in a largely inacces¬ 
sible area known as Korawal of Hallia 
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blodc in MiiziqKir district of UP on the 
border of MP. 

Eviction from Land 

Korawal part is upland, and on account 
of no roads and bridges over rivulets, used 
to be completely cut off during the rainy 
season. It was only last year that a bridge 
was constructed on river Kahejua. Now, 
the western part is no longer cut off during 
the rainy season though other parts still 
remain inaccessible. Theblockheadquarter 
is at a distance of 20 kilometres from the 
study area and district headquarter is 75 
kilometres. Only a few decades back it 
was a dense forest. At the time of zamindari 
abolition the raja of Vijyapur, who was 
going to be deprived of his estate, settled 
all such far-off land with his relatives, 
hangers-on and others who could approach 
him. The kols were nowhere in the picture. 
They did not know that the land was being 
settled or the fact that zamindari was being 
abolished. Even if they had known of it, 
it would not have mattered for they neither 
had any money nor could dare approach 
the raja. 

In the post-independence period, in the 
name of development a .so-called develop¬ 
mental bureaucracy descended in the area. 
The block headquarter was established in 
Hallia. This bureaucracy found a fertile 
ground in the tribal area.s as many things 
could be done only on paper and money 
appropriated. Primary schools were 
established where teachers would hardly 
come to school. The gramsevak would 
only do paper work and embezzle the 
amount. Two co-operative credit societies 
were later on established which only 
specialised in giving fake loans. They have 
now been liquidated but the tribals, who 
never took any loan, arc sli II being harassed 
and forced to repay the loans. 

A medium-sized earthen dam, 7 kms in 
length was constructed on river Adva in 
this block in late sixties. The upland of 
Korawal region, being at a higher altitude 
remained unat tected by the dam’s ini gation 
facility. But the northern part did witness 
growth of agriculture in the wake of 
creation of irrigation facilities where high- 
yielding wheat and rice crops replaced the 
traditional kixlo and sawan. The influx of 
outsiders in the irrigated part became more 
prraKHinced as land productivity increased. 
Those who had acquired land from the raja 
of Vijyapur began to settle here and 
engaged the kol tribals as their ‘halwahas’. 
The outsiders were from upper castes and 
were powerful persons with close links 
with the revenue bureaucracy. The lekhpai 
would be always at their beck and call. 
The construction of Adva dam had also 
brought in contractors and others, who 
acquired land. 


Incidentally, seven, mainly tribal, 
villages were submenpd. V/hiie land- 
owners got compensation, the tfibals were 
asked to move in the forest. Very few got 
any compensation. In nuuiy places where 
the tribals had settled and started some 
agriculture, the gram panchayats being 
dominated by landed elements transferred 
such areas to the forest department with 
the design that eventually the tribals would 
be displaced. The forest department is 
now tiying to do so. Notices have been 
served and on few occasions attempts were 
made to physically ouiit the tribals. These 
attempts faced resistance, yet the battle 
continues even to this date. Last year the 
oustees in village Surajgarh organised a 
dharna for two days at the district court 
against the high-handedness of the forest 
officials. 

Distribution of gram samaj land (GS), 
initiated in mid-seventies, was of great 
.significance forthe tribals. In the beginning 
they did not know that such a programme 
had been initiated. The powerful 
landowners, as a matter of fact, succeeded 
in getting such land distributed in favour 
of their kith and kin. So was the case with 
the lekhpals. The latter found a golden 
opportunity to acquire land through fake 
distribution of GS landtotribalscontiguous 
to each other which later on could be 
developed as a mini farm. In the study 
areas there are two such lekhpals owning 
a farm and house each. As land was plenty. 
a fair number of tribals were also given 
land who could pay the lekhpai the money 
the latter demanded. But the tribals had 
their turn last. The better pan of the GS 
land invariably went to those who were 
not eligible for it. and were in fact outsiders. 
The landowners had already been 
encroaching on the GS land as there was 
no one to object to it. The law stipulated 
that in such cases the village pradhan 
should institute a ca.se against the tres- 
pa.ssers. As the pradhans themselves came 
from landed gentry, they would not oppose 
.such encroachment as it meant inviting 
hostility which may affect their election 
prospects. Besides, they will have to attend 
to the court matters for which no travelling 
allowance is admi.s.sible. The net result 
was that all such encroachments we'e 
overlooked.' 

Distribution of GS land has been a 
continuing pnKe.ss as all governments 
promise it. Last time when the Bahujan 
Samaj Party formed its government, land 
distribution was again im the priority. Since 
there is now comparatively more awareness 
among the poor, blatant wholesale mis¬ 
appropriation of GS land is not possible. 
But this docs not mean that ineligible 
persons were kept at bay. Land value has 
increased and those with money are 


prepared to pay the lekhpai any amount 
he demands. As a result, the outsiders 
again got the larger and better part of the 
GS land. The lel^pals have also devised 
more refined and sophisticated methods 
to circumvent the rules. While preparing 
the ‘patrawali’, the lekhpai abstains from 
giving any serial number to the list of 
benericiaries in whose favour the land 
management committee resolves to 
distribute the land. Some space is left at 
the beginning or at the end and middle of 
the page. After the resolution is adopted 
and the members have signed the papers, 
the lekhpai inserts the names of those who 
have bribed him. The sub-divisional 
magistrate naturally approves it as he finds 
everything in order. Iliis is done where 
the pradhan is not in league with the idehpa! 
but if the two combine, there is no end 
to the mischief. In the latest round, 
knowledgeable persons reported that at 
least one-third of the land was distributed 
to persons who were not eligible for it. 
The lekhpals now have greater opportunity 
to mint money. Landless people will flock 
to him and he will collect money with an 
assurance that he would give land. Then 
one fine morning he will get himself 
transferred. The new lekhpai will repeat 
the same story. Tribals have borrowed 
money to ingratiate him only to be cheated 
in most'of the cases. But since land is in 
plenty, many kols have got the GS land 
and in our study area about 31 per cent 
of the kol households have been provided 
land under this programme over the years. 
More than one-fifth (22 per cent) of the 
land held by such households consists of 
the GS land. There still remains sufficient 
GS land in every village which has not 
been distributed. The lekhpai and the 
pradhan have a vested interest in keeping 
GS jand undistributed as the former can 
use the bait of distributing the land on the 
eve of next panchayal elections and the 
lattcrcan extract more money as the number 
of claimants increase and land value rises. 

Pattern of land ownership among 626 
kol households surveyed showed that 27 
per cent of the households were absolutely 
landless. Another 3 per cent of the house¬ 
holds had an average holding of 0.25 ha. 
Next 10 per cent of the households had 
an average holding of 0.46 ha. Thus, 40 
per cent of the househoid.s comprised of 
landless and semi-landless with holdings 
of less than half hectare. The average size 
of all the holdings was 1.08 ha, and 
generally, the land was of inferior quality. 
There were eight big upper caste land- 
owners in the study area who held 807 ha 
of land, which happens to be 20 per cent 
higher than what is held by 626 kol 
hou.seholds. ITie average size of big land 
holdings was mote than KX) ha, and the 
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largest one being 186 ha of land, lie 
ceiling on diy land in UP is 18 ha. ThiH. 
more than 10 times the ceiling land can 
be easily held in this area. 

The Real Bemepiciaues 

Integrated Rural Development Pro¬ 
gramme (IRDP) likewise became an 
instrament for personal aggrandisement 
on the part of large landowners and the 
gram vikas adhikari (GVA), more so in 
the initial phase. The tribals and other poor 
were unaware of IRDP in the beginning. 
Landowners would take the thumb 
impression of their halwaha.s, ie bonded 
agricultural labourers, on the plea that the 
government had started a .scheme to assist 
them. Nothing would be made available 
to them and the entire money would be 
appropriated by the landowners, the GVA 
and the bank functionaries. There are cases 
where landowners have renovated their 
houses, puicha-sed motor cycles and other 
consumer durables through this device. In 
a glaring case, a tractor was purchased by 
a big landowner through this device. In 
the beginning no recovery notices would 
be served. Later came the loan waiver 
scheme. Under this scheme, photographs 
have to be affixed and the amount is given 
in form of cheque. Hence, gross misuse 
of (he scheme is not possible; but a cut 
of 20 per cent is common in IRDP scheme 
loans. 

A tribe of ‘dalals’ has appeared on the 
scene. They induce the poor to take loan 
from IRDP and they complete all the 
formalities. They induce the would-be 
beneficiary with the allurement that the 
loan would be written off and (hat they 
will see to it that notices are not served. 
In most cases, the beneficiaries get only 
half the loan amount while the re.st is 
divided among the dalal, the GVA and the 
bank functionary. In such cases no 
productive work is launched while the 
amount generally goes into meeting 
consumption needs. 

With the tribals getting scared due to 
recovery proceedings, the dalals loo have 
changed their tactics. Tliey assure the 
would-be beneficiary that loan amount 
will be immediately deposited so that 
question of recovery does not ari.se. In one 
village some 30 applications were 
submitted. Usually half of the money was 
given to beneficiaries. But now notices for 
full amount arc being .served. 

In the study area we located 94 IRDP 
beneficiaries and 4 others who had taken 
loan from the Land Development Bank for 
purchase of pump sets. There were 12 
IRDP beneficiaries who purchased pump 
sets which, except in two cases, were well 
functioning. The four beneficiaries who 
purchased goats, appeared to be doing 


well. Two beneficiaries purchased bullocks 
and their asset was intact. One beneridaiy 
who started a barber’s shop was also doing 
well. Two beneficiaries opened grocery 
shops while one startedacloth shop. None 
could survive beyond a year. Ihose who 
had pump sets from Land Development 
Bank were also doing well. 

Deprivation and Immiseration 

Only 8 per cent of adult kol males were 
literate and 2 per cent of adult females 
could be said to be literate. The primary 
schools do not function as the teachers do 
not come to school. A voluntary organ¬ 
isation in this area is active in the field 
of primary education and is running 
informal schools with local co-operation. 
In such villages 43 per cent of the boys 
and 25 per cent of girls in the age group 
of 6-14 were found to be attending these 
informal schools. Incidentally, in many 
cases the.se informal schools run by the 
voluntary organisation arc held in 
government primary school buildings. The 
government teachers are happy that the 
schools are not deserted so that no one can 
detect their truancy. 

Males constituted 57 per cent while 
females constituted 43 per cent of the kol 
population. There were more males than 
females in all the age group except in the 
age group of 55 and above where there 
were more females than males. 

Occupational pattern of the males in the 
age group of 15-55 showed that 38 per 
cent were cultivators, another 50 per cent 
were casual agricultural labourers, 8 per 
cent were engaged in carpet weaving, while 
the rest were in miscellaneous activities 
or were unemployed. Among females, 
cultivators formed 51 per cent of the 
workforce followed by casual agricultural 
labour (28 per cent). Migration did not 
exi.st in this region a generation ago. Now, 
18 per cent of males in the age group of 
15-55 annually migrated for .some days of 
work. 

The prevailing wage rat£ for agricultural 
labourers in the villages is 3 kgs of wheat 
or 6 kgs of paddy. The migrants get I8|her 
wages ranging from Rs 25-40. Wages in 
kind is fast becoming obsolete. 

Average yield of wheat was 8 quintals 
per ha on unirrigated fields and 20 quintals 
un irrigated fields. The yield of paddy was 
23 quintals and 45 quintals, respectively. 
Value v)f agricultural produce per hectare 
is round Rs 4,000. including by-products. 

A few generations back the kols appear 
lo have had greater food security and better 
forest produce. Hunting and fishing were 
the favourite past-time. Every household 
wtHild keep a number of milch cattle, 
mostly cows, as feeding them was no 
problem. Buttermilk, too, was abundant. 


Over the years, forests have been 
denuded and the kols keep cows now not 
so much for milk but to use tlwir dried 
dung as fuel. The cows are invariably 
rickety and those lactating give an average 
yield of half litre of milk a day. Very few 
households manage to consume milk or 
milk products. Mahua trees were abundatlS 
in the past. The poor were free to collet 
mahua flowers which besides being 
intoxicants, supplemented the diet. Eveiy 
halwaha was also given a mahua tree as 
usufruct along with the ‘kolia’, i e, a small 
piece of land whose produce was to be 
exclusively consumed by him. 

Foodgrain production has increased in 
the past decades but per capita per day 
production of the same was found to be 
414 grams among the kol households, 
much lower than the requirement given 
that the diet almost exclusively consists 
of cereals. There is great shortage of pulses 
in an average diet. On an average a kol 
household consumes pulses for about 24 
days in a year. For the rest of the year, 
bread or rice is taken with some seasonal 
home grown vegetable, potato, ‘chatney’ 
or simply with salt and chillies in lean 
seasons. In such times, food is cooked 
only once a day. A situation of semi¬ 
starvation generally prevails iq July and 
August, and again in December and Jmuary 
for majority ot the households. 

With a view lo have an idea of under¬ 
nourishment among children we took the 
height and weight of 301 male children 
and 175 female children randomly in the 
age group of I to 8 years in the study arra 
and compared it with the standard height 
and wei^i. It was found that 92.7 per cent 
of the male children were undcr-weight 
and the percentage for the same was 93.7 
among female children. This wa.s more 
pronounced among lower age-groups 
both among male and female children. As 
regards height, it was found that 81.7 per 
cent of the male children and 80 per cent 
of the female children were below standard 
height. 

Average housebold income of kol 
households was around Rs 10,000. Only 
three per cent of such households had 
income of more than Rs 16,000 which in 
fact is the cut-off point for poverty line. 
Crop husbandry accounted for54 percent 
of the household income, followed by 
income from casual labour (20 per cent). 
Sharecropping accounted for 12 per cent 
of the income. Carpet woric accounted for 
another 8 percent of the income. The share 
of forest produce in the household income 
was 6 per cent. 

Carpet weaving and migration have been 
the two factors for modest diversification 
of the economy. With the tbimeralmost 
stagnating, out-migration isthe only option 
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lOf sarvivu. iniensive waiersneo 
developiBent holds great promise for this 
area as it will regenerate land, water and 
forest resources while providing job within 
the rural area itself. But budget for 
watershed is minuscule. Development of 
piggery and poultry can be a big income 
4i;enerating source for kol households. But 
taboo against piggeiy is so strong that no 
one can think of it. The taboo against 
poultry farming is not that strong but the 
extension agencies have done nothing to 
popularise poulliy farming among such 
households. Incidentally, supply of eggs 
to Mirzapur and elsewhere in eastern UP 
is mainly from Hyderabad. 


POOR people in Bangiadc.sh have had 
access to microfinance services through 
various informal sources, including the 
moneylender, informal credit and savings 
co-operatives, rotating credit associations, 
religious institutions, etc. Formal co¬ 
operatives have also been in existence for 
several decades. However, these sources 
could not meet the growing financial needs 
of the poor. In the 1970s, several players 
piloted organised interventions to mediate 
financial services as a means to alleviate 
poverty. The most famous of these 
interventions is the Grameen Bank. Over 
the last two dccade.s, microcredit providers 
have worked to use microfinance provision 
as an effective instrument towards 
improving the economic well being of 
families. Microfinance has contributed, 
indirectly, to building the self-esteem and 
self-reliance of the poor, giving them the 
confidence and the economic means to 
move them out of poverty into survival 
and beyond. Many institutions are now 
integrating microcredit into their ongoing 
social development programmes such as 
health, nutrition and education, so that 
clients of such programmes can absorb 
non-financial inputs more effectively. 

Of the 7.S million poor people served 
by non-governmental institutions in 
Bangladesh, Grameen Bank serves 2.36 
million, Bangladesh Rural Advancement 


Note 

1 At the time of zamindori abolition about 24 
lakh ha of GS land was vested with the gram 
sabha in UP. Mongoldeva Visharad committee 
which was set up by UP government to look, 
into land distribution was constrained to find 
that by l97Uonly4hikhhaofGSIaiidiemiiined 
with the gram sabhas. The government had no 
explanation for ii. Obviously, this land was 
encroached upon by powerful elements. The 
landowners would sometimes lake to more 
subtle methods. They would bribe the revenue 
clerks at the lower level who would moke entry 
in the okt village records that such and such 
OS land was given to the panicular person by 
the zamindar. In such cases they wouM become 
the de jure owners of the land. 


Committee (BRAC) 2.02 million, Proshika 
Manobik Unnayan Kendra (Proshika) 
7,40,(X)0 and the Association for Social 
Advancement (ASA) 7,10,000. These 
institutions and others arc supported by 
international donors and a range of 
international NGOs. The World Bank sup¬ 
ports the qua.si-govemmental second-tier 
institution, Palli Karma-Sahayak Founda¬ 
tion (PKSF) that on-Icnds to NGOs 
providing microfinance .services. The 
Asian Development Bank (ADB) supports 
government sponsored-microfinance 
programmes which also have .significant 
outreach. 

Impact of thh. Floods 

While floods have plagued Bangladesh 
for centuries, the 1998 floods have been 
recorded as the worst to hit Bangladesh 
ever. According to a World Bank report.' 
during the period of June to September 
1998 more than two-thtrds of the country 
was affected, with more than 1,00,000 
square kilometres of land uiKler water.^ 
Significant los.s of life resulted from flash 
flooding, drowning, waterborne-diseases, 
starvation, snake bites and related 
accidents. Agriculture and horticulture 
which account for about SO per cent of 
the country’s GDP, encountered heavy 
I 0 S.SCS - 36 per cent in rice production, 27 
per cent in vegetable production, and 7 per 


cent in jute production, these being tin 
primary products of the country. 

The livestock, poultry and fisheriet 
sectors were also hard hit, with losses oi 
over 2,(X).000 large and small livestoci 
and 4,20.(X)0 poultry heads. Over4S,(X)C 
hectares of fisheries sector were affarted 
with I 0 .SSCS estimated at US $32 million. 
These sectors which had been growing a) 
an average annual rate of 8 per cent will 
likely shrink to an annual growth rate ol 
not more than 3-4 per cent as a result ol 
the flood. 

Apart from the loss of lives and liveli¬ 
hoods, the flood had a major impact or 
the infrastructure of the country, will 
damages to IS,0(K) kilometres of toads 
14,000 schools, hundreds of bridges aiK 
culverts, and nearly half a million homes 
The floods also resulted in food shortage! 
and an increase in food prices. Preliminat) 
cstimatessuggestthalthecountiy’s annual 
foodgrain import cost will go up to a 
staggering US $930million in 1999, whicii 
is almost a thiee-fold increase from the pre- 
viousyear. The shoitageof ftxid combined 
with di.stribution difficulties and hoarding, 
have resulted in a rise in fond price inflation 
which was recorded at 10.8 per cent in 
September, up from 8 per cent in July 1998. 

in summary, in le.ss than three months, 
the flood cau.sed direct damages totalling 
almiLSt an estimated US $2 billion, equiva¬ 
lent to 8.6 per cent of the country’sGDP,^ 

Impact on Micrornancti Sector 

The impact of the floods can only be 
understood by analysing it at three levels 
- at the level of the client and the household, 
at the level of individual microfinance 
providers (institutions), and at the level ol 
the overall microfinance industry. 

Many of the poor households that were 
affected by the flood have one or two 
members who arc clients of organised 
microfinance providers. A majority of the 
outstanding loans were for inve.stmcnts in 
livestock, petty trading, paddy stocking, 
home improvements and sharecropping. 
Some clients had used some of the loan 
monies for medical treatment, the paying 
off of other more expensive loans, 
children’s education or simply for usual 
consumption purposes during the 
traditional lean period. The loss of homes 
in addition to leaving families without 
.shelter, also meant the loss of productive 
assets, including tools. In many cases, the 
house was also the workplace and storage 
place for graxis and raw materials. Asset 
and income losses during the floods, for 
.such clients, were disastrous, leading to 
extreme dcprc$.SKm and sometimes suicide. 

Grameen Bank reported the following 
stoiy about a man from Selimbad village 
who was not a Grameen Bank member. 


Microfinance Survives Bangladesh 
Floods 

Nina Nayar 
M Emrul Hasan Faisal 


White floods have plagued Bangladesh for centuries, the 1998 floods 
have been recorded as the worst to hit Bangladesh ever. The impact 
pf the floods on Bangladesh’s critical microfinance sector needs to he 
analysed at three levels: at the level of the client and the household, 
at the level of the individual microfinance providers and at the level 
of the overall microfinance industry. 
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Md Jalu Sheikh worked as * duly labouril' 
making bamboo stools. Me a iaigili 
family with five sons and four daughters, 
but lived comfortably. A ntarried daughter 
and her family lived with him. During the 
flood the houK was inundated and ruined. 
Tlw 13 member family took shelter on a 
nearby highway. They had no source of 
income, nowhere to borrow from, and 
little or nothing to eat. Jalu could not bear 
the sight of his childern starve and 
attempted suicide, but friends and family 
found him in time.^ 

Miciorinance providers were affected 
in many ways, including; 

- loss of income through repayment of 
interest. 

- shortfalls in cash fur new loaas due to 
delayed repayments, drop in savings, 
and withdrawals of savings, 

- unavailability of grant or loan capital 
during the crisis, 

- client drop outs from groups, 

- erosion of their capital base, 

- difficulty in paying hack institutional 
loans (borrowings for loan fund), and 

- problem.s in meeting operating expenses. 
The results of the Credit and Develop¬ 
ment Forum (CDF)-South Asian Network 
of Micro Finance Initiatives (SANMFl) 
rapid as.sessment^ found that more than 60 
per cent of the branch operations of NGOs 
providing microfinance services were 
affected, with operations having ceased for 
over 60 days. As field operations had to be 
ceased for weeks, many small organisations 
that had lent out most of their loan capital. 
consi.sting primarily or solely of members’ 
savings were almost wiped out. 

Repayments were also going to be 
adveisely affected with projections for the 
Hood period estimated at about 60 percent 
whereas in June the repayment for the 
sector was 92 per cent. The loss of interest 
income was estimated at S4 per cent 
whereas in June it was only 5 percent. The 
shoitfall in cash for new loans increa.sed 
from 18 per cent in June to an estimated 
53 per cent in September. Although port¬ 
folio at ri.sk could not be calculated for 
the sector as a whole, based on the figures 
for BRAC (20 per cent of total portfolio). 
Prashika (30 per cent) and Gramecn Bank 
(50 per cent), the figure could be as much 
as 30 per cent, i e, US $5 million at risk 
for these three institutions alone. 

Impact on Grameen Bank 

Grameen Bank, the country's largest 
non-govemmcntal microfinance service 
provider,^ reported that 58 per cent of its 
centres were affected by the flood or which 
42 percent wcie declared ‘disaster’ centres. 
For Grameen Bank,^ the 1998 flood was 
an opportunity lodemonstratcthccffeclive- 


ness of tite micro-credit system in helping 
the poor to get back on their feet. Grameen 
Bank claims that it is institutionally 
equipped to cope with disasters. During 
the peak period of the 1998 flood. Grameen 
Bank suspended repayment collection and 
savings mobilisation in those Grameen 
Bank centres that were declared ‘disaster’ 
centres. It then established the needs of 
its members by having bank workers 
conduct evaluations - whether they 
required ca.sh to purchase food, medicine, 
clothing, and materials to re-build homes. 
Cash and assistance in kind were provided 
on the basis of the evaluations. Also, mem¬ 
bers were permitted to withdraw up to 100 
per cent from the Group Fund Savings. 
The Centre Disaster Fund and Centre 
Welfare Fund were expanded to meet the 
needsofthosemostseriouslyaffectcd. These 
funds were provided as interest free loans. 

Grameen Bank also provided relief aid 
to its members in severely affected areas 
by distributing drinking water, oral-saline, 
alum and water purification tablets. In 
order to prevent and contain health prob¬ 
lems during the post-flood period, the 
Bank formed medical teams hiring local 
diKtors to provide treatment and medicine 
to members and families. Grameen Bank 
workers easured weekly contacts with all 
members to maintain morale. Bank workers 
went by boat to all members’ houses in 
areas where centre meetings could not be 
held. In worst affected areas, ca.sh con¬ 
sumption loans were immediately provided 
to those in need and repayments were 
rescheduled on a case by case basis. 

Grameen Bank set up a Disaster Miti¬ 
gation Task Force at the Bank Headquarters 
to collect information from the field. The 
information was compiled, analysed and 
disseminated by Headquarters to the dif¬ 
ferent /.ones with the objective of inform¬ 
ing policies for present and future flood 
management. Zonal Managers were con¬ 
vened to develop rehabilitation .strategies, 
including discussions on new loan pro¬ 
ducts, housing rehabilitation and agri¬ 
cultural rehabilitation programmes. 

Reports showed that 157,0(X) (7 percent 
of total active membership) had to seek 
shelter as their homes had been lost or 
scriou.sly damaged. Bank workers moti¬ 
vated members to return to their homes, 
and informed them of the Grameen Bank's 
Housing Rehabilitation Programme. For 
those wh” required loan assistance for 
repairs. Grameen Bank provided supple¬ 
mentary loans to those who were already 
receiving housing loans as well as new 
housing loares. For those whose homes 
had been destroyed fresh housing loans 
were issued, with a flexibility to .start 
repayments in January 1999. Since most 


Oramben Bank memben are invotvad t 
the agricultural sector, Grameen Ban 
supported the revitalisation of the ^ 
cultural sector as soon as the floods ha 
receded, by distributing half a miUio 
vegetable seed packets procured Bom th 
Grameen Krishi Foundation. 

As the flood wtters receded and th 
situation began to normalise, the Ban 
began to resume its normal activities sue 
as centre meetings, collection of savingr 
and gradually the repayment of loam 
Members continue to receive medical Uea) 
ment. with a focus on children. Gramee 
has also secured the supportoftheGovm 
ment Livestock Department to provide 
vaccination programme for cattle, pouitr 
and ducks. Rehabilitation programme 
such as tubewell repair and maintenance 
sanitation drives and encouragement o 
vegetable cultivation have also bee; 
initiated. Grameen Bank estimated the 
it would be on the road to recovery b 
December 1998. 

Grameen Bank has reported that as 
result of this flood, the Gramecn BanI 
disaster fund has been totally depleted 
'Fhe Bank has declared that it will nee 
as much as US $100 million'* to ensur 
full recovery.^ The Bank claims that it i 
not sourcing grants, but will be .scekin; 
low cost funds from local and Internationa 
sources. The Bangladesh Bank has com 
mitted about US$46 million to Grameei 
Bank. The Bank has also appealed to PKSI 
for assistance. 

Impact on Microhnance Industry 

The microfinance industry includes . 
wide range of service providers includinj 
specialised poverty lending institution 
(Grameen Bank), NGOs (ASA. BRAC 
Proshika BURO Tangail, Shakti Founda 
lion), co-operative banks, international am 
local government .supported micrDfinanci 
projects, and private organisations provid 
ing microflnance services to the poor. Al 
these microflnanceprovideis, big and small 
were affected by the floods. All of then 
reported significant losses of capital at thi 
institutional level and reported heavy lossc 
at the level of ihdr clients’ households. 

The most critical need for the industr 
was capital for making fresh loans for th< 
rehabilitation of the loan programme, ii 
order to jump start their clients, and ge 
them back on track. Whilst during thi 
1988 floods, grant monies were not difficui 
to procure, this time there was a shoitfal 
of grants in the market. The delays ii 
making a formal announcement of a dis 
aster situation did not help. Nonetheless 
donors, government and non-govemmenta 
agencies came together to take action. 

Given the drop in donor flows withii 
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Bangbded), NOOs were finding itdiificuh 
to find the necessary external support. 
Despite the gravity of Bangladesh’s 
disaster situation, dom>rs found it difficu It 
to respond in a satisfactory way given 
competing claims for flood relief from 
East Asia, assistance to negate the financial 
.tlrisis in South East Asia, and increasing 
claims from Africa and Eastern Europe. 
In the period after the floods, the Central 
American disa.ster added to competing 
claims. 

In this highly competitive environment 
for donor support for relief and 
rehabilitation aid, the larger NGOs, such 
as BRAC, Proshika, and Grameen Bank 
were able to secure some amount of 
assistance, although not the entire amount. 
These NGOs also have disaster funds and 
reserves they can draw upon. It was under¬ 
stood that even if the larger and more 
established NGOs were not able to fund¬ 
raise fortheirentire claims, these organisa¬ 
tions would be safe because the donors 
who have supported them over the years 
would ensure that these organisations did 
not go under. 

However, the situation was particularly 
. ifficult for .small- and medium-sized 
NGOs as they have fewer donor relations. 
Most grass roots NGOs face constraints 
in fund raising as they arc not ba.sed in 
Dhaka, lack access and lack the ability to 
draft complicated application.', expected 
by donors. They also do not have the 
image of larger orDhaka based institutions. 
It was clear that the development com¬ 
munity did not have much choice, but to 
contribute to the rehabilitation of the micro- 
finance sector, partly in order to prevent 
a crisis of confidence in the sector. 

It can be argued that since the top 20 
NGOs account for as much as 85 per cent 
of total outreach and volume of micro- 
t finance, the small- and niedium-si/cd 
NGOs are of little consequence. Yet in 
absolute terms, the remaining 15 per cent 
account for at the very least one million 
poor families. There is a social respon¬ 
sibility to these poor for the safety of their 
savings, the future of their families and 
also to the NGOs that provide essential 
services to these poor. 

AcnON WITHIN THE SECTOR 

Despite the gravity of the situation, there 
was general agreement within the micro- 
finance sector that it would work together 
to ensure that the government did not 
advocate for loan forgiveness. It would 
insist on maintaining discipline in existing 
microfinance programmes. There would 
be efforts made to assess the true extent 
of losses to assess damage and need for 
hail out and then make provisions for 


capitalisation depending on size and 
nature of institution. There would be a 
genuine effort to identify ‘good’ oigani- 
sationsfrom ‘bad’ with an effort to capita¬ 
lise ‘good’ organisations. 

Long-term actions would include an 
action to turn ‘disaster’ into opportunity, 
byconSolidatingthe industry and focusing 
on minimum standards for MFls. The 
industry would develop and agree on mini¬ 
mum donor and government standards for 
supporting microf^nance initiatives. There 
would be efforts made to develop a 
coliercnt sector strategy to address disasters 
in the future. 

Given the need for greater information 
to inform appropriate action, a number of 
donors, NGOs and academic institutions, 
initiated rapid a.s.sessmcnts conducted on 
the impact of the flood. One such initiative 
was the CDF. and SANMFI joint study 
supported by the Ux:al Consultative Group 
Sub-group of Donors for Microfinance. 

The CDF-SANMFI study found that the 
microfinance sccturin Bangladesh has the 
commitment and the capacity to heal itself 
and move forward. Performance in the 
sector was reasonably sound prior to the 
flood and until the time when operations 
ceased. Unlike previous experiences where 
the government called for global 
moratoriums and loan forgiveness, this 
time microfinance providers across the 
sector, including the commercial banks 
and govemment agencies advocated sound 
policies for the post-ficxxl rehabilitation 
period. Most NGOs advocated for no loan 
forgiveness and moratoriums only in 
selective cases, with no more than one 
month. Rescheduling would be only on a 
case-by-case basis for no more than one 
year. Acknowledging potential defaults 
due to the .situation faced by their clients, 
the NGOs anticipated potential write offs, 
but committed themselves to making 
signitlcant efforts to help their clients 
recover and in turn recover the loans. 

Once the waters receded from theirareas 
of operations, MRs quickly resumed field 
operations resfionding to clients’ requests 
for new loans to revitalise their home 
economies. However, such responsiveness 
towards progress and rehabilitation 
depended largely on the availability of 
fresh funds for the sector. The real need 
within the sector was to meet the financing 
requirements of clients before the next 
agricultural season. Fresh loans from the 
MR sector would enable clients to re¬ 
establish economic activities quickly 
thereby reducing arrears and default. Loans 
from the sector would also reduce 
dependency on moneylenders wIkj would 
otherwise be the sole source of working 
capital. 


there was no absolute figure for die 
funds required for capitalising the sector, 
it was estimated that theNGOs collectively, 
excluding Grameen Bank, would require 
as much as US $100 million. There was 
also strong sentiment that donors should 
consider the establi.shment of a separate 
‘Disaster Fund'. The governance of such 
a fund would have to ensure the interests 
of the smaller and medium sized MRs. 

IxxiKiNG Beyond itie Crises 

CDF as the national level netwoik for 
microfinance practitioners would facilitate 
the interests of the sector as a whole, 
emphasising the needs and interests of 
smaller NGOs. CDF would also assist in 
scttingperformancestandardsamong these 
smaller organisations and woric with the 
microfinance industiy to develc^ better 
disaster mitigation strategies. CDF and 
SANMR will be conducting a follow-up 
needs asse.ssmcni which will be published 
in May 1999. The .study will also attempt 
to create a rationale for a Di.sa.ster Fund 
for the microfinance sectorin Bangladesh, 
as well as the appropriate modalities for 
disbursement and replenishment. 

Notes 

1 The World Bank Economic Update (November. 
1998) cilcd in The Financial Express, Dhaka 
‘WB Pf^dicls Slow Growth in All Sectois of 
Economy This Fiscal*, November 18. 1998, 
pI and 12. 

2 Paper presented by Dipal Barua, general 
manager, Grameen Bank, cnlilled 'The 
Grameen Strategy to Combat the Flood of 
1998*. Gclobcr 1998. 

1 UNDP Bangladesh Assessment, 1999. 

4 Reported by Md Abdul Khair, zxmal manager, 
Grameen Bank on September 21,1998 Disirict: 
Kajshuhi. Volunteer translator Bitaiie Islam. 
The Poverty Research Unit of Grameen Bank 
co-ordinated an effotl involving all the major 
NGOs to record over 2,(XX) coses of flood 
viciims Irom all over H.-ingladcsh. 

5 These riguie.s are based on estimates reponed 
by NGOs dunng the peak pcnotl of the flood 
in September 1998 SANMFI, CDF and the 
MFls 'vill work to update ond verify these 
figures over the next year as the sector 
rehabilitates itself. 

6 There are other governmental programmes 
including the Bangladesh Rural Dcveiopinenl 
Bank (BRDB) programme that have a larger 
cummulative outreach. 

7 All information on Grameen Bank is from the 
paperentilled The Grameen SlrnicgyloCombut 
the Flood of 1998* hy Dipal Barua, general 
manager. OranKcn Hank, ftclobcr 1998. 

8 Reports from Grameen Bank, interviews with 
Grameen Hank pesonnel. World Bank 
asses.snieiu and PKSF as.sessmenl. 

9 In asseiismems conducted by CDFand SANMR 
in September 1998as well as a study conducted 
by the World Bank and PKSF, it was estimated 
that the other N(30s in the microfinance sector 
would collectively require less than US$100 
for rehabilitation 


Economic and Political Weekly April 3, 1999 


803 



PERSPECTIVES | __ 

Hindi Literature a$ a Political Space 

Marwari Women’s Fiction in Calcutta 

Anne Hardgrove 

By looking at non-Bengali writing in Bengal, this article attempts to 
confront the bias in the way that the Bengali 'bhadralok' have 
implicitly set the norms for other communities, like the Calcutta 
marwaris, whose lives are shaped by ideologies quite different than 
their socially-distant Bengali neighbours. 


THIS article addresses the topic of Con¬ 
structing Femininities in Bengal by exam¬ 
ining the interplay between the production 
of sentiments, feminism and history in two 
short stories of theCalcutta marwari writer 
Aika Saraogi. In analysing the production 
of sentiments and their use of feminism 
and history, I attempt to examine the re¬ 
lationship between ethnography and lit¬ 
erature, and consider how works of fiction 
can be a productive site to illuminate 
objects of anthropological analysis.' It is 
worthy of mention here that Saraogi comes 
from the marwari community of Bengal, 
a community of traders and industrialists 
often defined as the 'others’ of the less 
business-minded Bengali bhadralok. By 
looking at non-Bengali writing, I attempt 
to confront the bias in the way that the 
Bengali bhadralok have implicitly set the 
norms for other communities, like the 
Calcutta marwaris, whose lives were 
shaped by ideologies actually quite dif¬ 
ferent than their socially-distant Bengali 
neighbours. 

Even though literature arguably engages 
in aestheticising experience, it has the 
advantage of highlighting, spotlighting, 
and even exaggerating sentiment as a key 
component of the narrative. As such, lit¬ 
erature can make sentiments the object of 
analysis for the anthropologist. Literature 
documents the work of sentintents, while 
out of necessity magnifying them, and 
thus makes them visible to the reader. I'he 
sentiments cxprc.ssed here are not neces¬ 
sarily invented ones, for their effective¬ 
ness comes from their quality of being 
shared by the author and the reader. The 
intersubjective hermeneutic between the 
author and the reader is what makes such 
sentiments documentsdrie. 

It is in tius sense that I take short stories, 
novels and fiction in general to be defen¬ 
sible primary texts for ethnographic con¬ 
sideration. I am not making an argument 
about the readership of the stories, and 


whether or not Stuaogi’s work has had a 
prescriptive effect on the lives of north 
Indian and Bengali women.^ I am more 
interested here in the way that the rela¬ 
tionship of marwari women to the past is 
revealed in the stories as the main 
character’s sentiment expressed towards 
older family members. This approach 
therefore puts aside questions of reader- 
ship and the overall social impact that 
Saraogi’s stories might have on a larger 
reading public. 

The two short stories are published in 
a collection entitled Kahani ke Talash 
Mein (Tn Search of a Story’).-^ The first 
story, entitled ’Lai Mitti ka Sardak’ (‘The 
Red Dirt Road’jdiscusses a woman named 
Vandana’s experience in taking .short trip 
away from her hu.sband and children, when 
she accompanies a female friend to a 
Bengali resort in Santiniketan. Vandana, 
the protagonist, lies restlessly in bed early 
one morning, unable to sleep because of 
the nervous thoughts circulating in her 
head. Vandana contemplates the guilt 
she feels by tcmptunrily leaving her fam¬ 
ily to go off with a friend. Conversatioas 
.she had with her .son before departing 
for the station replayed themselves in her 
mind; •' 

“Mommy, didgrandmothcrevcrleave you 
like this, the way that you are leaving me'?’’ 
Surprised at this unexpected question, she 
fell silent. 

Suresh.hcrhusband.quipped. “YourMom 
is mettem, pal!!’’ Was there some irrita¬ 
tion behind the way that Suresh was jok¬ 
ing around? 

“No Bittu. No one can become modern 
by putting on airs. And sec. when you 
grow Up. (hen you will do a lot of things 
which 1 have never done. In this way 
everything keeps changing all of the time. 
I am not like Grandma, and in the same 
way you arc not like me." Vandana said 
this in a confident tone without any ex¬ 
pression on her face. 


'i \ \ ' ■ 

In thispoignant vignette, Saraogi demon- 
sutttes the way that differoit generations 
of a single family can encounter moder¬ 
nity. Vandana’s son points to the stan¬ 
ds^ of the past in expressing his emo¬ 
tions. asking if grandmexherhad everdone 
this to her. Vandana's husband, on die 
other hand, tries to make a joke out of het 
modernity which will placate the son but 
perhaps add to the guilt that Vandana is 
meant to be feeling. Against these familial 
claims on her, Vandana must find a way 
to negotiate the guilt that her son and 
husband place on her for leaving them, if 
only for a couple of days. In her clever 
respon.se about “everything changing all 
of the time”, Vandana points out the way 
that the reproduction of gender roles never 
remains as constant throughout hi^orical 
time. Instead, the definition of ai^ropriate 
behaviour for kinship roles is always 
generationally relational to the seemingly 
personal experience of modernity. 

But the emotional pain felt in die ex¬ 
perience of expressing resistance to triuli^ 
tion is one that steyed with Vandana 
throughout her adult years. A second 
excerpt from the same story, also a flash¬ 
back memory, relates back to Vandana’s 
teenage days and documents the family’s 
management of the so-called ‘pollution’ 
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tBsociaini witit Mboo of womcD'i 
Mn^raatibn. Viodina, tier her 

lister, her gnndmotheraiid her fa^ were 
iittinf around in the Uviiy room, relaxing 
uid talking. Vandana's mother whispered 
o her, 

"Look, for two days don’t sit on the bed 
and don’t touch anything. Spread out the 
mat and sit on it,.aiid at nigiH take out the 
blue silk sheet and sleep on it. You un¬ 
derstand, don’t you, just as your older 
sister does, huhT’ Mom whispered in her 
ear very responsibly. Vandana thought 
about the secret of tte mat and the blue 
sheet many times, but without knowing 
everything she could not reach any deci¬ 
sion. When she asked her older sister 
about it she became very irritated. As soon 
as their mother went away Vandana 
dimbed into the lap of her sister and went 
to sleep on the b^. 

(Vandana said] “I will not sit on the mat, 
nor will I sleep on this sheet, and when 
I touch you, you will become polluted 
yourself. Now what will you do?”Grandma 
sat quietly and ran her fingers through 
Vandana’s hair. 

[Her father said to the grandmother] 
‘‘Mother, what is this, aren’t you going to 
explain it to her? What are you doing? She 
is touching everything.” Vandana became 
very startled at hearing her father's words. 
Does he want things to be like this? 
"Now, she is only a girl, slowly she will 
begin to understand, son.” Grandmother 
ignored her son’s rebuke. Months and 
months passed like this. But in spite of 
the displeasure of her mother and father, 
she stood firmly on her decision, with the 
support of her grandmother. 

In the end her older sister also protested, 
“What is this? Different rules for her and 
different rules for me.” At first Vandana’s 
protest was successful, then it became 
clear that her weaker position had intel¬ 
ligence as its only weapon, and this was 
a very unstable base. Vandana eventually 
became so insulted that she lost her stub¬ 
bornness and afterwards she just always 
went along with her father's will. 

One can easily read this account as 
/andana’s expression of feminist resis- 
ance to her father’s patriarchal insistence 
in the secret of the mat and the blue sheet, 
'limbing onto her sister’s lap, sleeping on 
he bed. announcing loudly that she will 
ntentionally touch things and pollute 
ithers during her period are part of 
/andana’s understandable guerilla tactics 
o foist change onto her family. What is 
nore surprising about the story is 
/andana’s intergenerational source of 
lilies. The sister, after ail. takes her time 
n coming to Vandana's defence, let alone 
idopting these strategies for herself, 
dother and father represent the patriar- 


didslUttsquo. WhileniiiniivherfiBgeru 
Ihfough Vandana's hair, the grandmother 
is the one to support and defi^ her in the 
preaent, interestingly enough, and does 
not necessarily champion tradition in the 
threateningfaceof modernity. Adtnittedly; 
the gnuidmotiKr’s alliance with moder¬ 
nity may not be permanent, and she 
do« not claim that Vandana will always 
be this way. "Slowly she will understand, 
son.” 

This intergeneration component sug¬ 
gests new ways to think abwt the rela¬ 
tionship between the foiling of Indian 
feminisms and the construction of the past. 
The nuclear family has been chancterised 
as modem and fundamentally progres¬ 
sive, in its presumption of newness and 
breaking ties with the past. Yet the femi¬ 
nism articulated in the stories does not 
form a revolutionary breidc with the past. 
Instead, Saraogi’s story highlights how 
sentiment itself holds together the present 
and the past; in the finin of solidarity 
between the grand-daughter and grand¬ 
mother. This alliance with the past, rather 
than a struggle against it, creates an af¬ 
fective relationship to the past which is 
expressed as practices of emotive affect, 
with the grandmother “tunning her fingers 
through her hair”. The figure of the grand¬ 
mother represents the affect of kinship 
inherent in constructing an emotive present 
in relationship to a lived past. 

The second story, called ‘Ek Vrat Ka 
Katha’ (‘The Tale of a Fast’) narrates a 
woman named Amita’s practices of ritual 
fasting, known in Hindi as ‘vraf (literally, 
vow). This particular fasting day was call^ 
‘bachwaras’, a day when Hindu women 
would fast for the well-being of their sons. 
Ainita, the main character, recognised the 
importance that her mother-in-law placed 
on keeping the fasts, .so she followed the 
rituals just to keep her mother-in-law 
happy. But Amita’s habit of feeling hun¬ 
gry as soon as she got up always caused 
her trouble on the days of faiiting, and she 
would sometimes forget about the fast and 
mistakenly have something to eat. Her 
mother-in-iaw tried to quell her habit of 
eating right when she got up. The mother- 
in-law told Ainita that it was the duty of 
women not to cat before men, and that she 
should eat only after all of the male 
members of the household had eaten. Amita 
had hardened herself from such unspoken 
disapproval from the very begyining and 
never waited for her husband to eat before 
her. She could not imagine living life the 
way that her mother and mother-in-law 
had done, being incapable, she felt, of 
raising any objection. How could they 
tolerate so much? 


Thtf bachworu* day Amitt fought widi 
her brother-in-law, with whom she gen¬ 
erally shared a close joking relationship, 
about not making him a hot breakfast 
ulien all of the women were fasting and 
could only eat cold rod (chapatis). Amita 
jokingly told him that he should just have 
the cold roti. and he became very upset. 
After Amita angrily told him to grow up 
if he couldn't take a joke, the brother-in- 
law stormed off without eating breakfast. 
I now quote from dw final paragraph of 
the story.' 

Saying this Amita looked over to her sister- 
in-law and her mother-in-law for support. 
She thought that her mother-in-law would 
scold him for getting so angiy about such 
a small matter, but who knew how many 
untold complaints were written on her 
expressionless face. She thought that her 
mother-in-law was reliving someoldcvent 
in her mind. The sister-in-law put her head 
down and kept on eating. In Amita's 
loneliness her heart felt as dry and (leavy 
as the flour in the rotis. 

One of the points that Saraogi is midcing 
here is to show the loneliness of Amita 
which results from her resistance to the 
codes of womanly behaviour which both 
her mother-in-law and her sister-in-law 
promoted. The sister-in-law, after ail, was 
jealou.s>Qf the close joking relationship 
which Amita shared with her husband. 
Her mother-in-law and her sister-in-law 
do not join her in a sisterly alliance against 
patriarchal norms. Instead Amita’S' 
behaviour at least temporarily alienates 
her from everyone else in the family. For 
Amita, the experience of negotiating 
modernity became a prison sentence of 
emotional isolation. 

I do not relate these two stories to suggest 
that Saraogi’s community milieu is more 
patriarchal and oppre.ssive than the aver¬ 
age family in Bengal. What is interesting 
about her approach, however, is in how 
Saraogi depicts the pnxiuction of renti- 
ment in conjunction with an engagement 
with both feminist values and history. 
Rather than attempting to promote speci¬ 
fic changes in women’s lifestyles, Saraogi 
attempts to articulate the emotional tur- 
mml of a young woman who seeks to 
make .subtle but significant change.s in the 
practices of their domestic lives. By 
portraying an engagement of micro-prac¬ 
tices of feminist ‘social reform’ within the 
intimate site of the household, Saraogi 
sensitively captures the nuances of emo¬ 
tional di.stance, and deep resentment, which 
go along with the challenges to patriarchal 
familial authority. 

The two stories that 1 examine here 
confront themes of the empowering uses 


Economic and Political Weekly April .1i, 1999 


805 



VI uiw ffmen »• iv«||«ii|^ 

relationships, while also examining Uie 
predicaments implicit in the changhkg 
values found in modem conjugal relation¬ 
ships. At the same time that tlwse storks 
question the relevance of male viewpoints 
in reflecting women’s experience, they 
also raise questions about the predica¬ 
ments of modem feminism for women 
living in kinship networks and family life. 
The stories do not just sentimentalise the 
inteigeneraiional relationshfp. They docu- 
ment a complex set of intcrgenerational 
and gendered relationships. The impor¬ 
tance of relying on the suppon of the 
grandmother, and in the second story the 
mother-in-iaw, allows the practice of 
everyday feminism to have a relation¬ 
ship of positive effect with the pa.st, and 
can draw upon it tor strength. In this 
sense, tradition is not so separate from 
modernity. 

There isacritiqucof patriarchy in Saraogi 
and many other women's writing, focus¬ 
ing on sentiments of her character’s hurt 
and disappointment in their internal life. 
For Saraogi, social reform, orsocial change, 
does not necessarily imply revolutionary 


ivnUkiM wtnr wmwmuMjf j w— »»■> iMf ftwtt m 

the march to the modem. Them are more 
subtle tropes employed here, of compro¬ 
mise, hurting, accommodatitm, and resis¬ 
tance, and not just revolutionaty acts, which 
■determine how social arenas -such as the 
family - are changed. I do not claim that 
this aspect of Saraogi’s work is necessar¬ 
ily unique. But what I find paiticulm'ly 
suggestive, however, is the way that the 
accommodation of change does not be¬ 
long to merely the youngest generation 
who throws out the past. The generations 
effecting change are linked with the past, 
in the figure of the grandmother, who 
despite being old is not irrelevant in the 
formation of the new. 

Within Saraogi's stories, we can see the 
work of sentiments as practised in kinship, 
breaking down the distinction between 
mrxiemity and tradition. This production 
of sentiment. I argue, is fundamentally 
concerned with articulating the presence 
of the past in effecting .social change. Hie 
conversion of (he past into memories of 
affect in these stories pluralise.s feminism 
in that it .seeks to effect gendered and 
patriarchal practices without necessarily 
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iDm wqy that this writiiig allowaiutohoM 
onto thb past is empowning in that it 
serves as a source of sustenance for ef¬ 
fecting change for the present. 

Notes 

t Kirin NaragfM (1994) has been intpirarionai* 
m this regard. 

2 Harish Trivedi (1998) has contended that 
Saraogi’s work, like moat writers, is esaentinlly 
wntten for literary critics, and IS not necessarily 
meant for a much larger and imagined reading 
public. 

3 I might odd here ihM the translations ftom the 
Hindi originals are my own. done in 
consultation with the author. 
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' bivestment in Agriculture and the 
Globalisation Syndrome 

N A Mi^aindar 

Studies in Agricultural Investments and Rnrai Savinp by B D Dhawan: 
Commonwealth Publishers, New Delhi, 1998; pp 236, Rs 423. 


IN the cunenteuphoriaabout liberalisation 
and globalisation of the Indian economy, 
the agricultural sector has taken a back¬ 
seat. Orhave lOsuccessivegood monsoons 
made poHcy-makers complacent about 
agricultural growth prospects and food 
security? The Economic Survey 1995-96 
was distinctly upbeat about the outlook for 
foodgrains production: “Rice and wheat 
are emerging as major export products. 
Quantitative ceiling and minimum export 
price in respect of rice have been abolished. 
To further enhance exports Food Corpora¬ 
tion of India has been permitted to export/ 
sell for export 3 million tonnes of Tine/ 
superfine varieties of rice. Export of wheat 
up to 2.S million tonnes in case of non- 
durum wheat and 0.5 million tonnes in 
case of durum wheat has also been permit¬ 
ted” (p 41). This illusion of surplus in 
1995-96 was shattered by the end of 1996 
itself and we had to import 2 million tonnes 
of wheat on an emergency basis. Even the 
logistics of importing such a large quantity 
in a short span of time were formidable. 
Public sector investment in agriculture in 
real terms declined from Rs 1,796 crore 
(at 1980-81 prices) to Rs 1,154 crore in 
1990-91 and this decline continued for the 
tMXt three years. Simultaneously, public 
sector banks coruistcntly defaulted on the 
priority »ctor credit target of 40 per cent 
of net bank credit as also on the sub-target 
of credit to agriculture of 18 per cent. The 
share of priority sector advances declined 
from 41 per cent before 1990-91 to some 
37 per cent in 1995-96. The Reserve Bank 
of India not only winked at these defaults 
but also put the overhauling of the mori¬ 
bund rural credit delivery sy.stem on the 
back- burner. The neglect of the agricultural 
.sectorby policy-makers wastbuscompicte. 

It is against this background that B D 
Dhawan’s colleaion of eight research 
papers included in this volume needs to 
be appreciated. We need many more 
Ohawans to din into the ears of policy- 
nukers the critical importance of the 
agricultural sector to the growth of the 
Indian economy, notwithstanding the 
globalisation sy^rome. 

Dhawan marshals statistical data to 
prove that the annual rate of growth of 


fixed investment in agriculture - thm is, 
investment in agriculturateit^hinery, farm 
implements, irrigation works, land 
im|»Dvements, etc - in teal terms was 
negative during the 1980s, in contrast to 
a positive rate of 5 to 6 per cent recorded 
during the earlier period. More disturbing 
is the finding that fixed farm investment 
by the public sector declined at the rate 
of 3 per cent per year during the 1980s, 
in sharp contrast to the growth rate of 7 
per cent recorded during the 1970s. 
Preliminary estimates forthe 1990s indicate 
that this downward slide has been arrested 
but there are no signs of an upward swing. 

The main theme of Dhawan's papers is 
that in agriculture public investment 
stimulates private investment. In fact canal 
irrigation and private capital formation in 
agrirultuie are well correlated (r = 0.65). 
More specifically, the elasticity of private 
fixed capital formation in agriculture with 
respect to canal irrigated areas is of the 
order of 0.25. The bulk of public invest¬ 
ments in Indian agriculture are for the 
purpose of development of the irrigation 
infrastructure. Since nearly three-fourths 
of the irrigated area is devoid to production 
of foodgrains by farmers, public invest¬ 
ments in irrigation arc determined, inter 
alia, by the government's concern about 
food security. 

The perception of governments - both 
the centre and the states - about food 
security must now change. More recent 
studies have warned about the impending 
rice crisis in Asia. The world rice market 
is relatively small and hence even if India 
has adequate foreign exchange, it may not 
be able to import the quantities of rice 
required in times of crop failures. In addi¬ 
tion to food security considerations, there 
are several macro-economic reasons why 
the agricultural sector should continue to 
receive priority in the future strategies of 
growth. The ratio of dependence on agri- 
culhire has not dec lined, although the share 
of agriculture in GDP has declined from 
some 60 per cent in the 1950s to about 
30 per cent in the 1990s. Moreover, a 4 
per cent growth in the agricultural sector 
alone can facilitate the attainment and 
sustainability of a 7 per cent growth in 


overall GDP. It would have greatly 
enhanced the value of Dhawan's snidy 
if these macro parameters were also oi- 
compassed in his competent research 
papers. In any case one hopes that this 
study will have a salutary impact on policy¬ 
makers. 

^ In terms of determinants of public invest¬ 

ment in agriculture, Dhawan emphasises 
three factors. First, net borrowings of the 
state; second, financial surpluses emerging 
in the revenue account of state budgets; 
and third, relative share of the agricultural 
sector in total fixed capital formation in 
the Indian economy on public account. 
The third factor reflects, according to 
Dhawan, government ‘preference’ foragri- 
cultural investment vis-a vis investment 
in other sectors. The reviewer, for one, 
would demur. Whatever may have been 
the empirical evidence, in the post-'1991 
phase it is governance, both at the govern¬ 
ment and banks/financial institutions 
levels, that has affected the flow of resour¬ 
ces to the rural sector. I have dwelt with 
this theme at length in this journal {Econo¬ 
mic and Political Weekly, November 21, 
1998). Even in March 1998, advances by 
public .sector banks were less than 16 per 
cent of net bank credit, as against the target 
of 18 per cent. There is a mountain of 
liquidity accumulating with the banking 
system but the mindset of bankers is 
preventing its flow tothe agricultural .sector 
even up to the targeted level. A more 
conspicuous example, directly relevant for 
the present purpo.se, is the Rural Infra¬ 
structure Development Fund (RIDF) which 
wascon.stilutcdaiNABARD in April 1995 
with a corpus of Ks 2.(kXt crore for giving 
loans to state governments and state-owned 
corporations for quick completion of 
ongoing projects relating to medium and 
mihor irrigation, soil conservation, water¬ 
shed management, andotherformsof rural 
infrastructure. Subsequently, RIDF B 
and RIDF III were established during 
1996-97 and 1997-98, each with a corpus 
of Rs 2,500 crore. The union budget for 
1998-99 made an enhanced allocation of 
Rs 3,000 crore for RIDF IV. While thus 
ample re.sources are available what is the 
record of their utilisation? The data pro¬ 
vided by the Reserve Bank of India show 
that the performance in respect of utilisa¬ 
tion is dismal; for instance, in 1996-97 
utilisation was lower than 50 per cent and 
in 1997-98 utilisation slipped even lower 
to only 10 per cent. Could there be a better 
example of lack of governance, both at the 
state governments and the institutions 
levels? Projects arc languishingniAbecause 
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oflackoftesources^i^Mbutbectnsei^-' be congratulated for produetng tliia 
our ineptitude in making optimal use of . scholarly treatise which (Hovides valuable 
available resources. insights into the |mx«sses of saving and 

Be. that as it may, Dhawm deserves to investment in the farm sector. 

UP Politics through Marxist Lens 

Anirudh Deshpande 

Quest for Power Oppositional Movements and Post-Congress Ptditics in Uttar 
Pradedi by Zoya Hasan; OUP, Delhi, 1998; pp 280, Rs 445 (hardback edition). 


THERE are certain trans-historical 
generalisations which are necessary for 
the construction of social science. For 
instance, the model of dialectical 
materialism suggests that historical change 
is predicated upon social contradiction. 
The struggle for power and hegemony is 
central to this holistic formulation. 
Historical materialism also asserts that a 
mode of production changes primarily 
because of the contradiction between its 
relations and forces of production. Hence, 
from the Marxist viewpoint, social 
contradiction, systemic change and 
questions of power comprise a staple for 
the social sciences. It is ea.sy to locate 
Hasan’s synthesis of political .science, 
political economy and history in the Marxist 
tradition. But why choose a 'cow belt’ 
state to test the Marxist theory of class- 
ca.ste struggle in India? The answer to this 
underlines the specificity of the author’s 
project. Uttar Pradesh (UP) cannot he 
ignored by any serious discussion of Indian 
politics because the magnitude of “poll tical 
changes in UP have profoundly affected 
political discourse on a national scale” 
(p218). UP has obviously been selected 
for the following reasons. Firstly, because 
it was the epicentre of centrist politics till 
the I97()s, and the decline of the Congress 
in it symbolises the nationwide decline of 
centrism. This eclipse, despite the recently 
held September Panchmarhi conclave, 
appears more than transient. Secondly, the 
social manifestation of economic change, 
and its translation into a class-caste power 
struggle, is well documented and clearly 
visible in UP. And finally, at lca.st in the 
short run. hindutva has apparently 
triumphed over Mandal in UP. In the long 
run what happens to the Sangh parivar- 
BJP nexus in UP could well decide the 
future of hindutva in the rest ot the country. 

The book comprises six chapters 
including an elegant introduction and a 
concluding note called, ‘Interpreting 
Political Change'. The ‘Introduction* 
contextualises the author’s problematic by 
claiming that hitherto political scientist.s 
have generally paid less attention to the 
‘non-institutional processes’ like class, 
caste or community in their analyses of 
social change. However, to account for 


these categories and the ‘non-party 
movements’ in IncUa political scientists 
are advised to understiuid the segmentary 
character of Indian society and its politics 
based on social cleavages. This is crucial 
for political science primarily because the 
Indian state, the subject of Indian political 
scientists, assists the politics of differences. 
This happens because the state, by virtue 
of being an organisation of the ruling elite, 
‘‘can more easily deal with the demands 
for more resources or jobs raised by non- 
cla.ss ethnic politics, than the structural 
changes implicit in the demands made by 
radical class movements” (p 3). But this 
“drama of social and political change in 
contemporary UF’ is not merely about 
political science or the changes itecessary 
to make it sociologically dynamic. It deals 
with the cardinal concerns of political 
science by offering the reader an enjoyable 
and sensible mix of politics, economics, 
sociology and history. 

The ‘Introduction’ points towards all 
this by focusing sharply on the salient 
features of UP’s contemporary history. Our 
attention is drawn to (a) the decline and 
decimation of the Congress in UP, (b) the 
changing nature of the state and 
oppositional movements in UP and the 
emergence of hindutva a$ a major political 
force and (c) the problems of the 
intermediate castes like the jats, lower 
ca.stcs like the OBCs and the dalits and 
their conflict with the brahmanieal order 
supported by the right wing Congress 
leaders. Beside this, the class-caste i)ature 
of UP politics is defined with reference to 
the near absence of an urban bourgeoisie 
in the state. Politics in UP, we are told, 
is dominated by a well spread, narrow 
minded and largely Hindi speaking lower 
middle class which dominates the small 
towns and cities of this economically 
backward state. These factors combined 
with t he emphasis on uneven development, 
industrial and educational backwardness 
and the broad failure of the relations of 
production and power to accommodate the 
growth of new .socio-political forces in UP 
introduce a promising Marxist model. 
However, the comprehensive Introduction 
docs not answer two important questions. 
The first is about the BJP. We do not know 
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of die Indian state or gain peniwr and vvofk 
within it. 'Ttie second is about the peoy 
bourgeois natuieofcommunalismin bicha. 
This is problematic because the BJP and 
its allies have also come to power in indus¬ 
trially more advanced states like Malut- 
rashira and Giuarat. What role has bigi 
business played intheemergencoof majori- 
tarian communal dliances in then states? 

Chapter one, ‘Social Conflict and 
Political Discontent: The Hi^iic Decline 
of the Congress’, maps the central 
problematic of the book. Right from 1947 
the Congress contained the secular-liberal, 
socialist and conservative-Hindu strains 
and historians would argue that these 
contradictions werealegacy of die freedom 
movement. It is well known that in UP the 
upper caste dominatedconservative-Hindu 
grouptriumphedatthecostoftheCongress 
centrists and socialists. This led to the 
dilution of the Nehruvian project in UP, 
the ultimate ghettoisation of Muslims, the 
practical neglect of the dalits and the 
dominance of ‘status quoist’ leaders like 
G B Pant, Sampumanand and C B Gupta 
over the party apparatus. In Hasan’s view 
this happened largely because of the 
communal effect of the partition and the 
transformation of the Congress from a 
party of movementtoapaity of government. 
This meant that democratic dissent, 
reflective of non-conservative ideology and 
.social groups, could find political ex¬ 
pression in UP only outside the Congre.ss 
Party. Asaconsequence.by 1967.anumber 
of anti-Congress forces had appeared on 
the political scene in UP to .seriously 
challenge the upper castes who were ruling 
the state in the name of Congress centrism. 
But why could the secular and left inclined 
Nehru not anticipate and pre-empt the 
domination of the UP Congress by the 
Hindu reactionaries given the fact that the 
Congre.ss was a highly centralised patty 
and Nehru’s pre.stigc in it was immense? 

The upper caste Congress leadership, in 
general, failed to comprehend the growing 
importance of the socio-economic forces 
which were producing these anti-Congress 
formations in UP. The 1947-67 period was 
characterised by the growth of a new rural 
elite comprising the middle castes like the 
jats led by Charan Singh and the better 
known OBCs often organi.scd by the Lohia 
siKialists. Ibese castes, often as long 
standing tenants of ihcTeudal and absentee 
landlords, owed their rise to the first stage 
of land reforms called zamindari abolition. 
On the other hand, discontent kept rising 
unchecked in the urban petty bourgeoisie, 
as a consequence of insufficient indus¬ 
trialisation, soaring prices and unemploy¬ 
ment. But the Congress leattership tried 
to deal with these developments by 
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obndnuously relying on a coaKtion of 
brahmins. Muslims and scheduled castes. 
By the end of the 19608 the upper caste- 
classes were coming under trenundous 
pressure from the newly ascendant groups 
on all the socio-political fronts. This 
^happened despite the left-populist 
^measures taken by Indira Gandhi in 1969 
like the nationalisation of banks and 
abolition of the privy purses. In the 
meantime, the party became authoritarian 
and over-centralised under Nehru’s 
daughter and hence incapable of coming 
to grips with the new ground realities in 
UP. Ilie failure of the Congress to evolve 
a KHAM (kshatriya, harijan, adivasi plu.s 
Muslim)^pestrategyinUP was predicated 
upon the unchanging nature of the party 
in UP under the central leadership of the 
Nehru-Gandhi family. This assertion will 
help revise the opinion, prevalent among 
sections of the left and some old Con¬ 
gressmen, that the patty’s slide in UP 
began after Indira Gandhi assumed control 
over it in the late 1960s. 

While the socio-economic conditions 
in the 1960s in UP, as in the rc.st of the 
V country, deteriorated, their political mani¬ 
festations assumed alarming proportions 
in the 1970s and the 1980s. Certainly, at 
the subaltern levels of society, change was 
occurring although the [Kilitical class and 
acorpulcnt administration were insensitive 
to it. In the rural areas the dalits were 
becoming more assertive and the upper 
and backward castes were trying their best 
to suppress them. Asthe movement forthe 
abolition of begar and minimum wages 
grew, violence erupted in the countryside 
on a large .scale. Communal violence also 
escalated as the ruling classes tried to 
di veit popular attention from the real causes 
of discontent. In the 1970s a Muslim entre¬ 
preneurial class, helped by the Gulf boom, 
began to make its presence (ell in the 
townsof UP. This directly threatened Hindu 
trading interests and their traditional links 
with the Muslim artisans. The consequence 
was a sharp increase in communalism and 
communal riots. But the government, 
instead of addressing the real issues in tlie 
state, made matters worse by using the 
highly partisan PAC to teach the Muslims 
a lesson. Thingsdid not changeeven during 
thedaysof a so-called modernist like Rajiv 
Gandhi who received a massive mandate 
in 1984. indeed much before the ri-se of 
Mulayam Singh Yadav, violence had 
'‘become a way of life” in India’s most 
populous and agrarian state. These cla.ss, 
caste and communal conflicts were caused 
and nourished by the extreme economic 
backwardness of the state and the mono¬ 
poly exercised over state power by the 
upper caste elite. The.se crucial historical 
indicators find painstaking statistical 


corroboration and em{drical dooomenu- 
tion in Hasan’s sumptuous narrative 
which debunks the long-held ‘savama’ 
myth that the administrative decay in UP 
was caused by the policy of reservation. 
Finally, the stunning defeat of the Congress 
in 1989 exposed the short-sightedness “of 
running with the hare and hunting with 
the hounds”. 

In the 1970s and the 1980s as the 
Congress decline continued virtually 
unchecked, oppositional politics were 
being forged firstly by those social groups 
which developed a close relationship with 
the proce.Hs of land reform in the state. 
Many of these groups wanted a larger 
share of state power for obvious reasons 
but found their way blocked by the 
Congress inclined upper-caste/upper-class 
elite. Which swial segments comprised 
these groups? What were the issues on 
which they organi.sed anti-Congress 
political movements? And what was the 
consequence of the.se movements? These 
impoitant questionsof Indian social history 
are answered in chapter three and four of 
the book. Chaptci three, ‘AgrarianChange 
and Rural Unrest: Farmers in the Forefront’, 
critically surveys the land reform process 
in UP and theemergcnceofthcjatpeasantiy 
asa significant section of the rural “surplu.s 
producers”, i e, the "agrarian bourgeoisie” 
enjoying subsidies, tax concessions and 
the benefits of the green revolution. 

The Congress tried to counter the 
growing influence of these peasant 
proprietors by tiying to marshal the support 
of the rural poor but the failure ol 
distributing surplus land put paid to these 
half-hearted attempts. Since the Congress 
leaders were often the worst enemies of 
land reform, the party ultimately became 
unpopular among the peasants as well as 
the rural poor including the maiginal 
peasants and landless labourers. In short, 
by the late 1970s. as a consequence of 
zamindari abolition and the green 
revolution, apowerful rural bloc dominated 
by the middle and backward castes had 
emerged in large parts of UP. Led by men 
like Charan Singh in the late 1960s and 
1970s and Mahcndra Singh Tikait in the 
1980s, these ‘surplus producers” of 
western UP gradually demolished the 
Congress in UP. However, the battle for 
power between the Congress and the 
farmers was a matter of class and caste 
realities as well as hegemonistic percep¬ 
tions. 'fhe author has highlighted this fact 
by carrying out an appmpriateclass analysis 
of the pea.sant proprietor bloc. Although 
agriculture had not suffered in UP under 
Congress rule, and iropically the farmers 
had been produced largely by the Con¬ 
gress policies, it was advantageous fur 
the new rural elite to paint it in dark 


shades. The perception thtt the Congress 
was pro-urban, pro-industry, anti-rural Bid 
stood for India vis-n-visBharat, wascrucial 
to the consolidation of the rural bourgeoisie 
as an influential pressure group at the 
centre and in several states. But actually 
the farmers movement was deeply “class 
driven” and sensitive to caste issues which 
characterise the agrarian relations of 
production in India. That is why Tikait’s 
movement, which excluded the landless 
rural poor, ultimately .swung in favour of 
the BJP against the temporary coalition of 
socialjustice and risingdalit consciousness 
forged by leaders like V P Singh, Mulayam 
Singh Yadav and Kanshi Ram. 

While the farmers were articulating their 
desire for power in western UP, in central 
and eastern UP, the OBCs (yadavs, kurmis, 
keoris and lodhs) and dalits began to assert 
themselves as important electoral and 
pressure groups. According to Hasan, 
backward caste and dalit mobility was 
predicated upon their social reform 
movements of the pre-independence period. 
But surely the second world war helped 
many OBC tenants by raising food and 
milk prices, and similar trends, mentioned 
elsewhere in the volume, continued after 
independence due to increasing population 
and urbanisation. Nonutticicssby the 1960s 
and I97()s an elite among the OBCs had 
already c.rystalli.sed. The story of the 
“combination of democracy and demo¬ 
graphy” IS narrated in a remarkable over¬ 
view of the politicisation of caste inchapter 
four aptly titled ‘OBCs and Competitive 
Mobilisation: Recasting the Political 
Order’. Ttieie arc some generalisations in 
this chapter about the caste-class system 
in UP worth noticing and the limitations 
of caste politics appear in the Marxist 
language of development economics. 
"Theories of social justice”, we are told, 
"never involve redistribution of ownership 
of the means of production and private 
wealth or progressive taxation. ..caste pride 
and .self-respect cannot go very far without 
roads and dcvelopment...(and) in the 
absence of an alternative class politics or 
regional politics, the denting of uppei 
caste dominance does not denote the 
victory of .subordinate castes and classes” 
(p 163-65). 

Understanding the caste-class structure 
and upper caste domination in UP is 
important to grasp the complex nature of 
OBC and dalit politics in the state. There 
arc 42 percent OBCs, 21 percent .scheduled 
ca.ste.s, 16 per cent Muslims and 20 per 
cent upper castes in UP’s population. But 
despite this break up, the upper castes 
form a cohesive ‘a.shrar class against a 
large majority of the internally divided 
‘razil’ class. These intra-OBC divisions 
have helped the BJP carry a substantial 
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section of the backwud castes ftom ^ 
Mandal to mandir platform in the wal# 
of the Congress decline. In 1947 the 
equation was as follows. The upper castes 
formed the Sharif, uppwciassaiid educated 
elite whereas the lower castes comprised 
the razil. labouring, largely uneducated 
and tenaitt groups. In the 40 years since 
independence, the “hegemonic hold of the 
upper castes was more dr less broken" in 
UP as a vocal section of the backward 
castes and dalits successfully raised the 
level of reservations in government jobs. 
But why was Mandal so obviously high- 
li^ed in UP? ITiat is so because in an 
industrially backward state like UP the 
bureaucracy is an employment and privi¬ 
lege generating machine, and government 
jobscompnse tlic best avenue foragrowing 
army of OBC graduatc.s. It is rightly pointed 
out by the author that the purpose of 
reservation is a reduction in the traditional 
upper caste control of the state which is 
the chief vehicle of power, connections, 
upward mobility and ultimate hegemony 
in Indian society. However, re.servation 
can also be viewed in the light of the 
changing nature of the ruling class de.spite 
the violence it has periodically provoked. 
It is also an attempt by the ruling class 
to perpetuate and broaden itself, and 
prolong bourgeois democracy, by co-opting 
pontentially rebellious groups. 


ladwrxwtext ofthedii^tmreview^ 
idwve how can the rim of the hindutva 
forces in UP be finally explained and nar> 
rated? Chapter five, *Ayo^a Movemeiit 
and the Politics of Communal Com¬ 
promise; The Struggle to Control Uttar 
Pradesh’ and the concluding note do 
precisely this. Firstly, the decline of the 
Congress and its long-term policy of prag¬ 
matic communalism proved dMisive in 
shifting upper caste-class loyahies to the 
programmatic communalism of the BJP. 
Secondly, the simultaneous rise of the 
OBCs. dalits and their potential alliance 
with the Muslims threamned the mythical 
unity of Hindu society favoured by the 
savama castes led by the numerically and 
socially powerful brahnuns in UP. This 
provoked a strong rearguard action among 
thecohesive upper castes of UP who, unlike 
their brethren in south India, chose to fight 
in the political baUlefield under the saffron 
standard. But the roots of Hindu-Muslim 
communalism in UP are deeper and go 
behind the explosive mandir-masjid days 
tothe unfortunate Hindi-Urdu controversy 
raised by a narrow minded and provinci^ 
intelligentsia and fanned by a Hindi- 
chauvinist regional press. Hiis enhanced 
communal consciousness, distorted 
history, artificially divided the composite 
Hindustani languageandcultureand, sadly 
enough, completed the agenda of partition 


“Mitmicid and prrimod ouq^ncttpitr In 
India fras|ied 1^ dwi.eomi»up4 ftnepa in 
the 1980 b and 1990a witt “sitociBc 
project of captufiol attite pMKdr and 
remaking 1nm» polftkiiJ^ and idao- 
logically” (p 189). 

Contemporary UP, like the rest eflndia,i 
is passing through a transidon reflected in 
its politics of caste and daas uialysed by 
Hasan’s well-msearched book. This kind 
of politics uses parliamentary democracy 
togoodeffect but simultaneously itspoten- 
tial to usher in progressive soda! change 
is limited. Its terms of reference appear 
self-limiting. The future, in the context of 
a fractured mandate produced by aptditics 
of difference, seems predicated upon the 
ability of adversaries to exploit the dif¬ 
ferences in the opposition’s alliance. For 
quite some time die polidcai pendulum 
will swing from one codidon to another 
as alliances are constituted and recon¬ 
stituted. At the moment the Corniest is 
a spent force and its future in UP appears 
uncertain. There are important schisms in 
the hindutva and anti-hindutva polidcai 
formations although temporarily the BJP 
has an edge over its rivals. However, if the 
state does not industrialise soon, the BJP 
might suffer the same fate as the Congress 
and new political equations might arise in 
future. 


Jh 

.O 
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SPECIAL ARTICLES 


State Government Subsidies 

The Case of Ihmil Nadu 

S Ambiraian 

Competitive populism of political parties has led to a distortion of the subsidy system in India. This article 
examines the nature, causes and consequences of the growth of subsidies in Tamil Nadu. Any study of subsidies 
has to take into account the political economy of their .structure andfunctioning. Besides statistics, there is qualitative 
evidence to show that the subsidy system in Tamil Nadu is wasteful, corrupt, regressive and counter-productive. 
The two major political parties are locked in an unhealthy Nash equilibrium of in^cient populism. 


Valavan aayinuin alavu aiindu azhinhu, 
unit. 

(Though you are as wealthy as the Cholas, 
spend to the extent of your income.) 

- Avvaiyar in Konratventhan 

I 

Introduction 

THE subject of subsidies has become 
^ highly controversial in recent years. During 
the present era of iibcralisatior., globali¬ 
sation, privatisation and economic retorms 
where the main policy thm.st seems to be 
to downsize the role of government in 
the functioning of the economy, one need 
not he surprised at the attention given to 
the subsidy is.sue. While superficially 
‘subsidy’ appears simple enough, any 
analysis of its philosophy, politics, econo¬ 
mics and measurement bristles with dii- 
ficulties. In the literature of public fi¬ 
nance, the study of subsidies occupies a 
significant place because it is part of the 
key area of public expenditure analysis. 

It is agreed that a prime function of 
government is to collect taxes in order to 
spend on public or collective gmxls that 
are made available to all, and indeed no 
one could be excluded from receiving the 
benefits from them. There are other areas 
where government needs to use the tools 
of taxation and expenditure. Both equity 
and efficiency considerations require state 
intervention. While the former aims at 
redistributing wealth and income to bring 
about an equitable economic society, the 
latter relates to the need for preventing 
distortions that emerge as a result of ex- 
terruilities. Externalities arise as a conse¬ 
quence of the divergence between social 
and private costs at benefits. Government 
takes action by imposing appropriate taxes 
or subsidies to equalise private and social 
valuations. In an ideal society where all 
costs and benefits can be internalised by 
the economic agents and where an ideal 
distribution of income is present, neither 


taxes nor subsidies need be present. But 
it is not so in real life situations. By inter¬ 
fering in the market, taxes and sub.sidies 
tend to distort the way resources are al¬ 
located. Subsidies, depending upon 
whether they arc lor positive or negative 
reasons, induce people to produce (and 
consume) mure or less of those goods and 
services. Thus a positive subsidy induces 
people to consume services that are valued 
at less than their cost - and hence it is 
inefficient. If however, there were posi¬ 
tive cxlcmalidcs a.ssociated with thc.se 
.subsidi.scd goods and services, the sub¬ 
sidy has the eflect of enhancing efficiency. 

The standard neo-classical static eco¬ 
nomic theory as given in our micro-eco¬ 
nomics textbooks is clear. A.ssume that the 
demand for a particular type of service is 
(Figure I). Assume that it is supplied 
at a price of P|,. This measures the mar¬ 
ginal social cost of producing those .ser¬ 
vices and we are assuming that the mar¬ 
ginal social cost is constant. Equilibrium 
.supply IS Q|. The government decides to 
provide a subsidy of s per cent to the 
producers which makes the new price 
(1 -s)P,, and the supply curve becomes S',,. 
Naturally, the quantity consumed goes up 
as a result of reduced price to Qj. It has 
thus increased the consumption of the 
services. But what about efficiency? 

Originally the consumers’ surplus was 
mno. With subsidy it is mqu. Consumers 
of the .services get nouq more surplus. The 
cost at which (his benefit is secured 
clear. The cost of the subsidy regime is 
the quantity of the services utilised, qu 
multiplied by the .subsidy price per unit 
nq or rectangle nvuq. Thus the cost of the 
subsidy exceeds the benefit - an excess 
burden ovu caused by the difference 
between nvuq and nouq. 

We are assuming th^ the funds for 
subsidy are raisedthrough lump sum taxes. 
If that is not the case, there will be even 
more ofan excess burden We also assume 


that all the benefits accrue to the recipient: 
with nil administrative costs. 

Economic inefficiency arises becausi 
the subsidy regime masks the value peopli 
assign to particular level of consumption 
To the right of Q,, although people deri vi 
utility from consuming more, its value ii 
less than P,, the marginal cost to society 
providing it. In short, inefficiency is in 
creased because the subsidy encourage! 
people to utilise more of the subsidiser 
services that are now valued at less thar 
their cost. Two interesting consideration! 
follow; (a) the marginal rate of substitu¬ 
tion (MRS) after subsidy depends or 
(l-s)P,^ while the marginal rate of trans¬ 
formation (MRT) in production depends 
on P,,. Thus when MRS is not equal to 
MRT allocation of resources cannot b< 
efficient. But of course if there is a positive 
externality associated, a subsidy will 
enhance efficiency. And (b) the same 
increase in welfare could be generated by 
a direct grant to the needy because less 
money could raise them to the same utility 
level as the rest, in other words why 
subsidise people consuming Q, who were 
earlier happy to pay the pnee of P,,? 

Subsidies are of three kinds; (a) those 
that help in increasing production oi 
consumption of goods and services, e g 
education, food; (b) those that help tc 
increa.se the use of particular factors oi 
production, c g, fertiliser; and (c) those 
that are special purpose subsidies to achieve 
some broad social objective, c g, expor 
subiiidies. There are also negative-tax type 
of subsidies provided basically to desist 
from undertaking certain kinds ofprottuc- 
(ive activity as for example the subsidies 
given tothc American farm scctortocurtail 
production with the intention of maintain¬ 
ing prices at a higher level. Subsidies 
could be explicit with an actual flow oi 
funds from the government to the private 
sector; or they could be hidden where the 
flow can only be imputed as in the case 
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Aoim I: NBO-cuMMc«i^9KAiK Analvsb or Sowor 
Frioe per unit of lervtoe 



of special tax concessions or loan guar¬ 
antees. In many instances, a subsidy may 
not flow from the public to the private 
sector, but from one section of private 
sector to another. This form of cross 
subsidisation occurs when some consum¬ 
ers are charged higher prices to enable 
other consumers to pay lower prices. There 
are many situations when unintended 
subsidies exist because of the sheer mis<‘ 
management of public resources that re¬ 
sults in a flow of resources from the public 
to the private sector. Subsidies are not 
given for a consirteration although it is 
conditioned on some particular economic 
performance such as to grow more oil¬ 
seeds or consume more educational ser¬ 
vices. Hence it is necessary to distinguish 
them from welfare payments like old-age 
pension or medical care for the destitute. 

The classification of goods from the 
pcrspeiuvc of subsidies is not without 
problem and it is doubtful whether one 
can entuely avoid subicetive value judg¬ 
ments in evaluating which goods produce 
externalities and which do not. For ex¬ 
ample, in a discussion paper issued by the 
ministry of finance, government of India, 
'Government Subsidies in India' (May 
1997), gotxis and services are classified 
as public, merit and non-merit which is 
straightforward. However, the externality 
condition the paper assigns to particular 
items included in each of these categories 
can be questioned. When a statement such 
ns "Education beyond the elementary level 
falls outside the ambit of merit category" 
it cannot be anything other than the subjec¬ 
tive evaluation of the author of the paper. 


II 

Statistics 

A significant feature of Indian public 
finance since India became independent 
is its pro-active nature. From the begin¬ 
ning, there existed a consensus that the 
government will actively use its fiscal 
tools to improve the efficiency and equity 
of the Indian economic system. With tire 
steady expansion of the economic acti¬ 
vities of the government, the part played 
by subsidies also widened. During the 
period since 1971 explicit subsidies pro¬ 
vided for by the central government have 
gone up by no less than 120 times. The 
total sum of explicit subsidies has gone 
up from Rs 140 crore in 1971-72 to Rs 
19,644 crore in 1997-98 (RE). Although 
there is some consolation that as a pro¬ 
portion of GDP, it has fallen (from 2.3 per 
cent in 1990-91 to around 1.4 per cent in 
1997-9$), in absolute numbers the growth 
has been quite substantial. Bulk of this has 
been in the areas of food, fertiliser, rail¬ 
ways and interest payments. While the 
average growth rate of this increase is 
approximately 20 per cent in current 
nipees, in real terms (at 1980-81 prices) 
it is around 10 per cent per annum. Even 
during the 199C)s when the government of 
India undertook to reform the Indian 
economy, the amount spent on subsidies 
not only did not abate, but actually reg¬ 
istered a substantia] increase. The state 
governments too have been liberal in their 
subsidy regime during this period though 
the experiences of the states differ. The 
state governments on the whole spend a 


ig^t^ taiytf pNfnitiaii 01^ 
onsnbudtosbeci^AceonfiiiglodaBC^ 
stltutionofIndia,devek>pineMal and social 
welfare activities are vnMied with the state 
govemments. A great many of the goods 
and services produced for stimulating die 
development of the stale economy wiU not. 
be forthcoming via the unrestricted marttet^ 
mechanism because of die presence of 
externalities. While a certain proportion of 
these goods and services are purely ‘public’ 
in nature, a large part of diem fall under 
the ‘merit’ and ‘non-merit’ caregory. In diis 
article, an attempt will be made to examine 
the nature, causes, and consequences of 
the growth of sulmidies in Tamil Nadu. 

‘Subsidies* are an economic category 
and though we can define it precisely for 
analytical purposes, computation of the 
actual subsidies is difficult under the most 
easy circum-stances where the processes 
of public finances are transparent. Sute 
finances in India are not cmly complicated 
but also opaque. The statistical systems 
are primitive, and one cannot easily fathom 
the rea.sons for the way certain accounts 
are kept. Even when data is made avail¬ 
able, it is difficult to make sense of them. 
The problems get compounded when an 
attempt is made to examine their evolutimi 
over time using time series, or to make 
a comparison spatially with other states 
in India or other countries. Historical 
reasons, political compulsions, adminis¬ 
trative exigencies not to mention sheer 
statistical incompetence make a study of 
subsidies a baffling and tentative exercise. 
Despite all these caveats, Tamil Nadu is 
perhaps marginally better than other states 
because at least gross data is made avail¬ 
able and the department of evaluation and 
applied research has been reworking the 
state finance statistics to provide an eco¬ 
nomic and functional classification. 

A most significant aspect of Tamil Nadu 
public finance is the phenomenal increase 


Tabu I: Subsidies in Final Net Outlays 

(R* cmre) 


1960-65 

5.09 

1965-70 

28.36 

1970-75 

54.34 

1975-80 

54.41 

1980-85 

387.53 

1985-86 

146.21 

1986-87 

182.60 

1987-88 

501.34 

1988-89 

468.59 

1989-90 

734.73 

1990-91 

706.34 

1991-92 

2848.12 

1992-93 

1986.99 

1993-94 (RE) 

1158.51 

1994-95 (BE) 

1138.88 


Notes- RE - revised estimaies: 


BE - budgel estimates. 
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J Jtyoltf itha 


Sound Economic 

Policies 

Inefficient Populist 

Poheies 


Sound Economic 

Retention of vote by both 

Overwhelming victory for 

■£ 

Policies 

i Jayalnlitha nnd 

J Jayalalitha 

1 


M Korunanidhi 

Possibility of loss for M Karunanidhi 

1 

Inefficient Populist 

Overwhelming victory for 

Retention of vole for both 

K 

Policies 

M Kaninanidhi and 

J Jayalalitha and M Karananidhi 

z 


Possilniity of loss for 




J Jayalalitha 

(Nash equilibrium) 


penses im;urred in the MGR nutritious 
noon meals scheme except the subsidy 
element embedded in the TNCSC are not 
captured in the above subsidy figure. There 
is a very strong subsidy element in the 
provisioning for education, water supply, 
health and hygiene services because of the 
costs incurred and recoveries made. The 
losses on account of both departmental 
commercial undertakings and the non- 
departmental public corporations do noL 
fully come into the subsidy calculations 


in the proportion of subsidies in the budget 
during the 1980s and 1990s. Even during 
the earlier period, subsidies tended to 
follow the election cycle, but after 1980s, 
itisacrmtinuousandrelentlessrise.Table 1 
represent what is defined as subsidies and 
not the actual extent of subsidies in terms 
of what an economist will understand by 
that term. 

Hie subsidies cover numerous areas in 
economic, social and general services. 
They cover a wide range of beneficiaries 
- agriculturists, capitalists, consumers, 
policemen, school-going children, de¬ 
pressed castes, rural poor and so on. As 
we can sec the subsidies have been in¬ 
creasing rather steeply, and there is hardly 
any doubt that once the final accounts 
appear for the years 1993-94 onwards, we 
would witness much higher ilgurcs. 

Over the period subsidies as a propor¬ 
tion of total current expenditure have also 
has been increasing. From around 7.61 per 
cent in 1983-84. the share went up to 38.09 
per cent in 1991-92 and .settled down to 
27.95 per cent in the next year. Though 
it seemed to show a decrease in the next 
two years, the correct magnitude will be 
known only when the final accounts tor 
tho.se years arc available. The trend is 
unmistakable. Subsidy as a proportion ol 
total current expenditure was 12.96 per 
cent during 1980-90 period and it has gone 
up to 22.96 per cent during the 1990-95 
quinquennium. 

Even more than the increase in direct 
subsidies, indirect subsidies also .show 
substantial and unhealthy incrca.scs dur¬ 
ing the last two decades. The extent of the 
indirect and hidden subsidies in the various 
governmental activities can be .seen in the 
low level of non-tax revenues (Ttdilc 2). 

In general, the Tamil Nadu government 
enterprises function in .such a manner that 
they absorb more than they deliver. To 
give the instance of receipts in respect of 
dividends from cnlerpri.ses, they averaged 
a mere Rs 1.37 crore |>cr annum during 
1980-85. Even sub.scqucntly, despite 
substantial invcsitncnis. the growth has 
been meagre as can be sv'cn from Table 3. 


The situation is still worse if we take 
the departmental enterprises producing 
tradeable goods and services under the 
heads of irrigation, road tran.sport, forest, 
chincona plantations, milk supply 
schemes, printing press and agricultural 
engineering (Table 4). 

There is thus ample evidence that the 
component of subsidies has been increas¬ 
ing enormously, and on the whole the 
items under the head of ‘economic .ser¬ 
vices’ such as agriculture, forestry, fish¬ 
ing, mining, manufacturing, construction, 
electricity, water supply, transport and 
communications, receive the bulk of sub¬ 
sidies. The bulk of what remains go to 
‘social and community services* that in¬ 
cludes education, health, etc, (Table 5). 

As we pointed out earlier, these figures 
represent subsidies as defined by the 
department of evaluation and applied 
research which contains; (a) grams on 
current account made to private indu.stries 
cither as direct payments for the pnxluccrs 
or as differentials between the selling and 
buying prices of public sector trading 
organisations; (b) grants made to public 
sector corporations to compensate for 
losses as a consequence of government 
policy to maintain a stable price level; 
(c) rebates on the sale of handloom cloth, 
loss on the sale of fertilisers, improved 
seeds. pc.sticidcs and agricultural imple¬ 
ments; (d) grants to co-operative .societies 
to make gtnid their los.scs for them to 
continue in operation; and (e) lo.ss in 
irrigation services. 

What these figures do not include is 
considerable. In thcirdefinition, it is stated 
clearly that current grants to private non¬ 
profit organisations, service hou.seholas 
and IcKal hmlics arc treated as ‘transfers’ 
and excluded from subsidies. Though 
technically transfers, lump sum gifts made 
to marriageable girlsofccrtainca.stesunder 
Moovalur Rainamritam Atnmaiyar 
Scheme arc really subsidies to acquire 
husbands. .Surely when non-profit 
organisations and local bodies supply 
goods and services below their actual cost, 
they are sub.iidies. Similarly, all the ex¬ 


Tarlf. 2: Non-tax Revenues of Tamh. Nadu 

(Rf crorr) 


I980-8.S (annual average) 

179.85 

I984-8.S 

216 73 

1985-86 

239.30 

1986-87 

252.95 

1987-88 

296.09 

1988-89 

334,55 

1989-90 

392.93 

1990-91 

381.44* 

1991-92 

1118 46 

1992-9.1 

612.79 

1991-94 

70.3 87 

1994-95 

772,66 

1995-96 

858.45 

1996-97 

885.45 

Afotf * Sudden increase in interest payments. 

TABtii 1 DivmFNDS PROM Enierprises 


(fts crore) 

198.5-86 ' 

2.18 

1986-87 

2.26 

1987-88 

2.39 

1988-89 

2.74 

1989-90 

1.26 

1990-91 

3..S3 

1991-92 

13.16 

1992-91 

17.69 

1993-94 

14.41 

1994-95 

7.86 

1995-96 

28.38 

1996 97 

22.20 

1997-98 (RE) 

19.95 

1998-99 (BE) 

18.22 

Nnics. RE - revised estimates. 


BE - budget estimates 


Tabi I! 4. Receipts, ExPENomiRES and Subsidy in 


DfFARTMCNIAI. ENIERFRISIr. 

[fts crore) 


Year Receipts Expenditure Subsidy 


1983-84 

27.61 

62 15 

34.54 

1984-85 

35.12 

72 96 

37 84 

1985-86 

37.02 

82 47 

45.45 

1986-87 

40 78 

99 02 

58.24 

1987-88 

45 71 

107 24 

61.51 

1988-89 

47 27 

115.28 

68 01 

1989-90 

61 63 

128.70 

67.07 

1990 91 

58,04 

150 03 

88.31 

1991 92 

60 98 

165 44 

104 46 

1992-93 

63 5.1 

1X0 27 

116 74 

1993-94 

65 39 

191 33 

I25.94IRE) 

1994 95 

69.49 

197 41 

I27.92(BE) 


Notey RE - revised esliiniucs; 


RE budget estimates 


Economic and Political Weekly April 3, 1999 


813 



because of ttie co$nplicated natune 
accounting adopted by all agencies. One 
main reason for such undeiestimation is 
the interest differential. The government 
lends capital, especially to the Tamil Nadu 
electricity board, public sectorenterprises, 
statutory bodies, local bodies, co-opera* 
tive societies, cultivators and government 
servants, at far lower rates than what is 
prevailing in the open market. 

If we manage to take all these implicit 
subsidies into account, the subsidy figure 
will be far higher. Precise calculation of 
this figure is almost impossible with the 
sort of data availability and deficiencies 
that the analyst faces in such an exercise. 
It is possible to get another picture if we 
look at the difference between the total 
current co.sts and the gross recoveries 
effected as stated in the annual budget 
accounts. An attempt is made to look at 
the recovery rates (Table 6) in areas that 
could be classified a.s either merit goods 
or other services that public policy deter¬ 
mines to be producing external economies 
and thus needing .some support from the 
public funds.* 

The recovery rates substantially over¬ 
state the real subsidy outgo bccau.se a few 
items in the list provide a high rate of 
recovery such as 'forestry and wildlife’, 
‘non-ferrous metals’, ’crop husbandry', 
and even 'interest payments’ in certain 
years. If we dcconipo.se the above gross 
figures into 'merit goods' 'non-merit 
gtxids' as the discussion paper of the 
mini.stry of finance, ‘Government Sub¬ 
sidies in India' (May 1997) docs, and also 
omitting what is called ‘surplus sectors: 
economic .services’, the recovery rate will 
dipsubslantially. However, even the seem¬ 
ingly steady recovery rate does conceal 
the steep increase in subsidies which can 
be observed if we take a few of the most 
important subsidy schemes (Table 7). 

While there are many .sectors that ac¬ 
count for this substantial incrca.se in the 
subsidy clement, the two areas that are of 
key importance arc tcxxl and power. The 
way they have moved over time indicate 
many of the basic problems that beset the 
state finances. 

Food: Hiis is probably the mo.st vulner¬ 
able area of Tamil Nadu government’s 
subsidy ptilicy. Throughout the 1980s and 
1990s, subsidy under this head has been 
rising and often very sharply.^ The TN 
Civil Supplies Corporation (formed in 1972 
and converted into a public limited com¬ 
pany three years later) is vested with the 
following functions; (I) acting as a whole- 
.sale agent of the government to procure 
and distribute all commodities - rice, 
wheat, sugar and edible oil - with the 


exception of kerosene; (2) nmniag retail 
outlets; (3) taking detivery of central pool 
allocations of rationed items from time to 
time; (4) supplying commodities to the 
various welfare schemes sudi as nutri¬ 
tious noon meal scheme in schools, Sri 
Lankan refugees, foodgrains for SC. ST, 
BC, MBC ho.stels; and (S) Making open 
market purchases. 

The public distribution system (PDS) is 
a mammoth operation because it has under 
its control 24,905 fair price shops. The 
rules arc framed precisely to help consum¬ 
ers such as for example there should be 
one shop for at least SCK) family cards. This 
could be reduced to 500cards unctercertain 
circumstances. Furthcrthereisaiule saying 
that “no cardholder is required to travel 
more than 2 kilometres”. Again there are 
part time shops and mobile vans to cater 
to particular customers. For alt this, it 
received Rs 1.81 crore subsidy in 1980-81 
and this has grown to Rs 1,000 crore in 
1997-98 as Table 8 shows. 

The reason for this phenomenal rise is 
simple. The cost of procuring rice is much 
higher than the price at which it is sold. 
This differential has been growing steadily 
as Table 9 demonstrates. From hardly 
Rs 0.40 per kilo in 1979-80, it has reached 
Rs 6.35 la.st year. The quantum of subsidy 
depends not only upon this price differ¬ 
entia) but also upon the type of rice sup¬ 
plied, the method of obtaining it and the 
total distribution under the public distri¬ 
bution system. ‘Common’ variety is 
cheaper than ‘A’ and naturally poorer 
people prefer the common variety. There 
is supply from the central pool account to 
which must be added costs involved in 
transport, storage, rate of interest, which 
is the cost price forTNCSC. There is also 
parallel procurement locally (to meet the 
shortfall from the central pool allocation) 
where there arc costs of purchase, milling, 
storage and so on. The government of 
India Fixes the support price which is 
accepted by the state government though 
in order to provide an incentive for the 


'ninll NMii larmera lo (hdihcp mtoter 
subsidies is ^ven whicb are vtriotBiy 
called ‘incentives’ (1991-93.1996,1997), 
'transport charges’ (1995) and ‘incidentai 
charges’(1997,1998) ranging from Rs 10 
per quint^ in 1996 to Rs 50 in 1997. The 
offtake has grown from 1.35 tonnes in 
1979-80 to 22.19 tonnes in 1996-97. It 
must be remembered that ros coverage 
is 83 per cent of the population in Tamil 
Nadu as against the national average of 
36 per cent 


Table 6: Recovery Rates 

(Jtf UMu) 


Year Expenditure 

Receipts 

Per Cent of 
Recovery 

1977-78 


18.41 

1987-88 27.S940.79 

24657.4.3 

8.9 

1988-89 304719.78 

28421.44 

9.33 

1989-90 .381090.83 

32000.7 

8.4 

1990-91 4.SI876.45 

.30.324.09 

6.7 

1991-92 7.30126.12 

102905.1 

14.09 

1992-93 -685864.37 

51810.6 

7.55 

1993-94 702820.17 

61600.37 

8.76 

1994-95 775018.74 

65775.7 

8.49 

1995-96 858312.44 

71821.39 

8.37 

1996-97 993134.05 

74701.43 

7..52 

1997-98 109815.3.68 

80948.01 

7..37 

Tabu: 7: Subsidy Details of Somf Hfads 

{Rs lakhs) 


Annual 

Annual 


Average 

Average 


1980-91 

1991-95 

Tariff compensation 
for supply of power 

at concessional rates 

7975 

9.3010 

Reimbursement to 

TN Civil Supplies 

Corporation for PDS 

6542 

514.59 

Assistance to central 
co-operative banks 
towards waiver or 

refund of interest 

2503 

4636 

MGR Nutritious 

Noonineal Scheme 

2.303 


Rebate on sale of 

handloom cloth 

1918 

57.34 

Production incentive to 

Cauveiy delta farmers 

for supply of paddy 

1555 

.3082 


Table S: Break-up of Subsidies 


{Rs crore) 


Year 

General Services 

Social and Com¬ 
munity Services 

Economic Services Others 

Total 

1983-84 

1.97 

10.15 

91 06 


103.18 

1984-85 

2.43 

17 

187.15 


206.58 

1985-86 

3.24 

45.77 

97.2 


146.21 

1986-87 

2.75 

24.4 

155.45 


182 6 

1987-88 

2.61 

52.45 

446.28 


501..34 

1988-89 

2.74 

85.07 

30.78 


468.59 

1989-90 

2 77 

.305.14 

426.5 

0.31 

734.72 

1990-91 

2.4 

346.3 

357.5 


706.35 

1991-92 

2.09 

408.13 

2430.94 

6.96 

2848.12 

1992-93 

2.24 

744.6.3 

1231.44 

8.68 

1986.99 

I993-94RE 

2.48 

579.04 

575.37 

1.61 

1158.5 
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PtMk $Ktor Vndertakings: AnothN’ 
afpect of the Tamil Nadu economy where 
there is a substantial presence of subsidy 
is the way the 67 public sector under¬ 
takings (PSUs) are bdng managed. There 
is the Tamil Nadu Newsprint and Papers 
Limited, which is a deemed government 
-Company, and 18 co-operative spinning 
mills. We have earlier referred to the 
meagre income in re.spect of ‘dividends 
from enterprises’, but even that conceals 
the teal burden on tlw exchequer. These 
undertakings are involved in passenger 
and odier uanspoit, mining, numufactuting, 
trading, developmental finance, agri¬ 
culture, construction, and other mis¬ 
cellaneous and/or developmental activities. 
As on March 31. 1998, these 67 PSUs 
have around 1.61 lakh employees and a 
share capital of Rs 1.059.74 crore. and 
have borrowed Rs 4,204.50 crore with 
inve.stment totalling Rs 5,272.90 crore.-’ 
It becomes clear when we examine their 
functioning that they are a drain on Tamil 
Nadu finances for share capital, loans and 
subsidies (Table 10). 

, When the annual budgetary provisions 
7 or the .state PSUs are seen, we see nothing 
but a constant flow of funds from the 
exchequer to these entities for a variety 
of reasons such as 'loans', ‘share capital’ 
‘share capital assistance to maintain ade¬ 
quacy ratio’, ‘reimbursement of bus fares’. 
to repay advances’, ‘conversion of out¬ 
standing loan, ‘sales tax subsidy’ or other 
subsidy. To give the example of TANSI, 
during the 1991-95 period, it has received 
cither as sales tax subsidy, or for write off 
of loans a total sum of Rs 1,872.97 lakh. 
This is in addition to the write-off of 50 
per cent accumulated interest charges 
amounting to Rs 730 lakh. The loan 
liability to the state stands at Rs 3.416.88 
1 lakh. The story is not very different in the 
ca.se of the 18 co-operative mills in which 
the TN government holds 93 per cent of 
the share capital. The accumulated losses 
as on March 31,! 997 were around Rs 221 
crore. 

Power. There can hardly be any doubt 
that power is a basic essential for efficient 
functioning of the economy. Though it is 
c.ssentially a ‘private’ good, there are 
significant externalities associated with it. 
and governments deem it necessary to 
give support to its production in one way 
or another with considerable financial 
involvement through subsidising. In Tamil 
Nadu, government's presence in the en¬ 
ergy - electricity - sector is enormous. 
The TNEB as the main, if not the only, 
provider of electricity in the state is the 
I largest public enterprise in Tamil Nadu, 
and this has always been operating in the 


l«d requiring heavy subsidies. According 
to the Electricity (Supply) Act as amended 
in' 1985, the TNEB should earn at least 
3 per cent on its net fixed assets after 
making provision for depreciidion aiKl 
interest payments. This ratio averaged 
around I per cent in I96()s and (hopped 
to -2.8 per cent in the next ebeade. Sub¬ 
sequently in the first half of the 1980s. it 
was -21.7 per cent.^ In the 1990s. though 
TNEB has been able to meet its current 
costs out of current revenues, its cordin- 
ued operation requires substantial infu¬ 
sion of government subsidies to meet 
interest charges, depreciation provi.sion 
and expansion of capacity. 

As can be seen from Table 11, the fi¬ 
nances of TNEB are not rosy, and the 
subsidy received is quite substantial. If a 
different kind of computation is tried, the 
figures could look worse. For example, 
not only are interest rates generally low 
for TNEB like other government under¬ 
takings, in terms of the statutes, loans 
(apart from ways and means advances) 
received from the government need not be 
repaid apart from interest charges. If 
depreciation were calculated on replace¬ 
ment basis instead of the bixrk value 
method adopted at present, the deficits 
could be larger. 

There are other areas where subsidisation 
is considerable and diffuse. Private sector 
industry receives subsidy in numerous 
ways such as backward area concession, 
investment subsidies related to fixed in¬ 
vestments. sales tax exemption for speci¬ 
fied number of years, and so on. 
Concessional tariffs on electricity are 
provided to industric.s set up in backward 
districts. More recently red carpet treat¬ 


ment is accorded to PDl no doubt involv¬ 
ing considerable indirect subsidies. While 
subsidies benefit particular industrial units, 
computation of their total impact on the 
exclKquer is beset with both measurement 
and data adequacy problems. The same is 
the case with irrigation subsidies. As can 
be seen in Appendix A the recovery rate 
under the heads, ‘major and medium’, 
‘minor’, and ‘command area development’ 
is extremely modest. 

As has often been pointed out, notwith¬ 
standing the strictures of Irrigation Com¬ 
mission (1972) and National Commission 
on Agriculture (1976) against subsidising 
irrigation, in Tamil Nadu, direct and in- 
direci subsidies to irrigation are very steep.^ 
The agricultural sector as such receives 
not only price subsidy and irrigation 
subsidy as we have already seen. It re¬ 
ceives an enormous subsidy for power 

Tabu-. 8; Subsidy tci TN Civil SurreiES 
COBIXIHATION 


(R.t erttte) 

1980-81 

1.81 

1981-82 

2.3.99 

l982-8.t 

51.68 

1983-84 

79.IX)‘ 

1984-85 

83 90 

1985-86 

79.00 

1986-87 

65.00 

1987-88 

117.61 

1988-89 

184.53 

198.9-90 

208.79 

1990-91 

219.31 

1991-92 

.332.24 

1992-93 

351.68 

1993-94 

400.00 

1994-95 

450.tX) 

1995-96 

800.00 

1996-97 

1000.00 

1997-98 

1000.00 


TABlf. 9; PRHV AND Oh-take PUS Rut 


(Rupres) 


Year 

Open Market Price* 

PUS Price 

Oiffcrence 

Total Offtake# 
(Lakhs of Tonnes) 

1979-80 

2.<K) 

1.60 

0.40 

1.35 

1980-81 

2 90 

1 ;5 

1.15 

6.71 

1981-82 

271 

1.75 

0.96 

6.29 1.70) 

1982-83 

3.71 

! 75 

1.96 

6 75 (3 55) 

1983-84 

3.12 

1 75 

1.37 

6.98 (3 (X)) 

1984 85 

3.38 

1.75 

1 63 

11.04 ( 5 25) 

198.5-86 

3..52 

1.75 

1 77 

9 24 (7.05) 

1986-87 

3.75 

1 75 

2 00 

11 87 (6..30) 

1987-88 

4.17 

1.75 

2.42 

1.3 03 (7..30) 

1988-89 

4.54 

2.00 

2.,54 

14 57 (6.(8)) 

1989-90 

4.37 

200 

2.37 

12.33 (7 .37) 

1990-91 

4,90 

2.00 

2.90 

17.31 (9 20) 

1991-92 

5.67 

2 00 

3 67 

14 70 (8.29) 

1992-93 

6.81 

2.50 

4 31 

14 30 (8-50) 

1993-94 

6.84 

3..S0 

3.34 

12 80 (11.42) 

1994-95 

8.34 

2.00 

6.3.5 

15 04 (14 55) 

1995-96 

9.15 

2.00 

7 17 

24 13 (18.14) 

1996-97 

8.35 

2.00 

6.3.5 

22 19 (14.30) 


Noiex: * Price for boiled rice, common variety. 
# Allotmcnl from central pool. 
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consumed. The effective subsidy fiir 
agricultural consumers in Tamil Nadb 
defined as the difference between average 
unit cost of power and average unit of 
revenue realised is substantial as Table 12 
indicates. In general, the Tamil Nadu 
agricultural sector has been well pam¬ 
pered by subsidies and this is not confined 
to the 1990s. Ashok Gulati has computed 
that input subsidies (power, irrigation, 
fertiliser and credit) as a percentage of 
state domestic product in agriculture over 
1980-81 to 1986-87 was highest in India 
at 31.7 per cent whereas the all-India 
average was only 17 per cent.* 

Besides these, there are a number of 
other fields such as education, health, 
public utilities, welfare of weaker sec¬ 
tions, transport, and so on where govern¬ 
ment is deeply involved financially with 
very low recovery rate resulting in sub- 
•stantiai subsidi.sation. 

The long and short of it is that the 
‘subsidy' clement in Tamil Nadu public 
finances has been growing quite substan¬ 
tially. Whether it is direct or indirect or 
whether it is a proportion of the total 
public expenditure, the result .seems to be 
the .same. While the gross budgetary 
subsidy as a ratio of the net state domestic 
product has fallen from 15.2.S per cent in 
1990-91 to 13.89 per cent in 1996-97, 
during the same period, per capita subsidy 
has gone up from around Rs 750 to 
approximately Rs 1.550. There are no 
signs that this rising trend is on the wane. 

Ill 

Impact 

The question of subsidies in India in 
general andTamil Nadu in particular raises 
many issues. Economic theoretic justifi¬ 
cations of sub.sidies as in the textbooks 
mention only efficiency and equity con¬ 
siderations. The Constitution of India also 
lays down that governments should pro¬ 
vide certain services at low or no co.st. But 
in order for these objectives to be realised 
through subsidies, the requirement is a 
totally apolitical and honest system of 
admini.stration which seems to be an 
impossibility. Any study of subsidies as 
they actually exist has of nccc.ssity to take 
intoaccount the political economy of their 
structure and functioning (Appendix D). 
Who wields power over public resources? 
How do they utilise the power, and for 
whom, are relevant questions. It is also 
necessary to raise the question of how 
effectively the subsidies are able to achieve 
the .stated objectives. 

There is ample qualitative evidence to 
.show that the subsidy system in Tamil 
Nadu is wasteful, corrupt, regressive, and 


counterprodiictive. Some of the big ele* 
ments of the subsidy system are epitomes 
of inefficiency. Take for example tite 
gargantuan fo^ subsidy. From tlw time 
the items are procured to the time they 
are delivered to the consumer, one can 
witness the enormous mismanagement 
that results in the wanton destruction of 
scarce resources. The Hindu reported on 
October 28, 1998 that “A huge stock pf 
about I5,(X)0 tonnes of rice is virtually 
rotting in nine depots of the Pood Corpora¬ 
tion of India (PCI) in Tamil Nadu region 
for the la.st few months”. As they could not 
dispose of the stock, it will be sold “as 
cattle-feed after two years as, by that time, 
it would become unfit for human con¬ 
sumption”. Obviously better co-ordination 
between the centre and state could prevent 
this kind of wastage, but in our public 
sector ethos, this is an impossibility. 

Another area where policy leads to 
wastage is in the power sector. When 
agriculturists arc given free power, they 
tend to overuse it by retaining antiquated 
power-guzzling equipment. Corruption in 
public sector is widely known and every 
.senior officer one talks to provide numer¬ 
ous instances of how leakages occur in the 
system.^ Numerous regulations exist to 
prevent corruption. Just to maintain the 
Essential Commodities Act of 1955, the 
state has issued many control orders some 
of which arc Tamil Nadu Kerosene (Regu¬ 
lation of Trade) Order 1973; Pulses, Edible 
Oilseeds and l^ible Oil (Storage Control) 
Order 1977; TN Essential Commodities 
(Display of Stocks, Prices and Mainte¬ 
nance of Accounts) Order 1977; TN 
Scheduled Articles (Prescription of Stan¬ 
dards) Order 1977; Tamil Nadu Sugar 
(Regulation andTrade) Order 1981 -.Tamil 
Nadu Paddy (Restriction of Movement) 
Order 1982; Tamil Nadu Scheduled Com- 


inoditks (Kegularion oS Dit^buHpn by 
Card System) Ordn 1982. And these are 
sought to be inqtlemented by the staff of 
civil supplies ^ consumer protection 
department and civil supplies wing of OD 
of the police department. But as the Latin 
poet Juvenal questioned: (}uit custodjet 
ipsoscustodes?(Whoisto guard the guai^ 
themselves?) 

The regressivity of the system becomes 
clear in analysing numerous elements of 
the subsidy system. Our system commits 
what Giovanni AndreaComiaand Frances 
Stewart term as F-mistake (failing to reach 
the targeted population) and E-mistake 
(intervention reaches predominantly the 
non-targeted population).^ Looking at the 
all-India as well as inter-regional picture 
in particular states, the distribution of 
subsidies seems to be substantially regres¬ 
sive.^ By and large, irrigation md power 
subsidies are accounted for by the large 
farmers and they are able to increase the 
productivity of their farming operations. 
They u.se free power to energise pumpsets 
and .sell groundwater to the poorer farmers 
who are not in a position to take advamage 
of these subsidies. In a number of areas . 
such as higher education, medical facili¬ 
ties, and so on, wide ranging subsidies 
benefit everyone without discriminating 
in terms of their wealth or income status. 

There is also the added problem of 
identification of the actual beneficiary in 
a subsidy regime. The target may be the 
needy and one could even observe the 
intended target actually receiving the 
benefit. But that does not necessarily mean 
that he was actually the beneficiary be¬ 
cause very often the immediate recipient 
of the subsidy may not be the ultimate 
gainer. As T C A Anant has shown, the 
subsidies given to urban transportation 
benefit more the real estate owners via 


TablI: 10; Finantes of TN PSUs 

(Rs crore) 


Indicalors 

1992-93 

1993-94 

1994-95 

1995-96 

1996-97 

Number of PSUs 

62 

64 

67 

67 

67 

1 Total investinent excluding; re.serves 

2.S29..S6 

3026.93 

39.56.13 

4666.80 

4810.52 

2 Long-term loans 

1897.34 

2395 67 

.3313.67 

3994.17 

4336.67 

y Capital employed 

2291.95 

2711.22 

3439.14 

4224.17 

4156.30 

4 Net worth 

260.89 

152.80 

338.81 

1%.79 

-58.20 

S Operating income 

4147.17 

4.303 74 

.5621.92 

6552.34 

7547.75 

6 Total (gros.'i) income 

4389 50 

4942.65 

.5912.90 

6928.79 

7858.01 

7 Tol ‘ expenses 

42.56.55 

4455.89 

.5.550.88 

6614.17 

7772.73 

8 Oro.ss (6-7) margin 

132.95 

486 76 

362.02 

314 62 

85.28 

9 Deprecialion 


252.09 

162.12 

207.64 

187.70 

to Gross profit (8-9) 

189 64 

234.67 

199.90 

106.98 

-102.42 

i 1 Inieresi 

164.46 

171.85 

171.47 

209.46 

151.23 

12 Tax 

4.24 

8.58 

6.11 

10.34 

17.07 

13 Net pFufit after tax and inieiest 

20.94 

54.24 

22.32 

-112.82 

-270.72 

14 Accumulated profil/loss 

-374.61 

-406.67 

-483,49 

-728.59 

-1042.38 

I .S Return on inve.stment per cent 

0.52 

1.32 

0.47 

-2.04 

-4.91 
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higher property prices and employers 
through lower cost of obtaining labour 
than the commuters as such.'" In tMs 
process often the relatively more affluent 
comer all the advantages of subsidy. 

The same is the case with n>S (benefits 
urban areas more than rural areas) and 
MGR nutritious noon meals schemes. 
Srinivasa Narayanaswamy, president of 
the Federation ofConsumerOrganisations 
of Tamil Nadu estimated that out of 17S 
lakh tonnes of foodgrains distributed 
through the PDS in Tamil Nadu only 75 
lakh tonnes reached the ratal poor the rest 
went to high and middle classes in urban 
centres. A K Venkat Subramaniam who 
had occupied the post of commissioner of 
civil supplies in Tamil Nadu not long ago 
was even more blunt: "PDS is not serving 
the poor...PDS is tailored to meet the needs 
of the organised salaried sector' ." In a 
study of the rice subsidy scheme in our 
neighbour state, Andhra Pradesh, it has 
been found by R Radhakrishna et ai that 
for every rupee transferred to apoor person, 
.1.6 rupees reached the non-poor and 1.8 
rupees were spent on administration.'^ 
The power sector is a case of cross¬ 
subsidisation where the manufacturing 
sector bears a disproportionate burden of 
the electricity charges whereas agricultural 
sector gets power free and the household 
.sector at a less-than co.st rate. Obviously 
this type of disincentive is bound to have 
adepressing impact on the industrial .sector. 

A legitimate criticism of the system is 
that it subsidises incompetence and mis¬ 
management. Take for example the ca.se 
of TANSI about which we have already 
mentioned. It receives considerable amount 
of help from the government. It would 
have teen an even bigger drain had not 
the government been its sole customer. If 
no purchase preference or price preference 
is given this incompetent organisation 
would not have been able to compete on 
a commercial basis to supply items like 
utensils for Sri Lankan re^gees and for 
the midday meals .scheme or ballot boxes. 

Not that some benefits do not accrue to 
the intended beneficiaries, hut it tends to 
be minuscule compared to the resources 
expended. The general poverty and igno¬ 
rance of the population tolerate the system 
knowing full well the prevailing corrup¬ 
tion bwaase some benefit is better than 
no benefits. When the poor woman gets 
50 per cent of the promised Rs 5,000 for 
the Moovalur Ramamritam Ammaiyar 
wedding gift for marriageable age scheme 
after the party functionaries and .street- 
level bureaucrats had thelrcut, she is happy 
to be richer by Rs 2,500. Similarly when 
the poor consumer gels only 75 per cent 


of the n>S rice, he feels happy that even 
at that price U is cheaper than the market 
price. Who cares if thePDS outlet persons 
pocket the difference? 

A large part of the subsidy system is 
really counterproductive ^cause by 
wasteful use of funds, it denies resources 
for legitimate and needed developmental 
purposes. The two crucial figures of the 
fiscal health of Tamil Nadu show how 
little the state has by way of funds for 
productive investment. Per capita deficit 
as per 1997-98 budget estimates is 
Rs 250.59and per capita gross fiscal deficit 
is Rs 503.59. In shoit. what the Vadilal 
Dagii Committee stated in its Report of 
the Committee on Controls and Subsidies 
as early as May 1979 has come out to be 
absolutely true; “The possibility of their 
misuse or sub-optimal use and their con¬ 
tinuance indefinitely - as a result of the 
pressure of vested interests - are their 
greatest di.sadvantage. As a result, subsi¬ 
dies could generate complacency and 
inefficiency, and lead to a general raising 
of the cost structure” (p 114). One need 
only to juxtapose what Arnold Harbcrger 
said in his presidential address to the 
American Economic Association. Accord¬ 
ing to him ultimately after everything else 
in the growth proce.s.s is accounted for, the 
underlying key is 'real cost reduction’ in 
all sectors of economic activity; “It has 
long been my song that there are at least 
I Of) I ways to reduce costs and that most 
of them are actually followed in one 
part or other of any modern complex 
economy”. His conclusion is that every 
single policy prescription that has a bear¬ 
ing on real cost reduction should be pursued 
relentlessly.'-’ 

I have not considered some other con- 
.sequences of the subsidy system for want 
of adequate data. For example, it would 
be interesting to analyse the impact of the 
subsidy system on the allocation of the 
individual's resources that could have 
major macro consequences. A study of the 
highly praised Sri Lankan subsidy system 
concludes that in “rural areas the average 
value of the reduction in earnings owing 


to the reduction in the level of work effort 
in response to receiving the rice ration 
corresponded to around one-third of the 
value of the subsidy”.’* Careful re.search 
may reveal similar results and suggest 
desirable policy directions. 

Having said all this, there is the question 
why we persist in a subsidy system which 
has developed all these undesirable char¬ 
acteristics. Considering that Tamil Nadu 
administration is supposed to be compe¬ 
tent and its political class intelligent, one 
would have thought that the more respon¬ 
sible members would have seriously con¬ 
sidered basic issues relating to the role of 
the state in these areas, extent of subsidi¬ 
sation required, and alternative methods 
of delivering the goods and services. Even 
’targeting’ which has considerable sup¬ 
port among the Tamil Nadu policy-mak¬ 
ers has not been discussed sufficiently as 
a practical policy. Though Amartya Sen 
has fielded powerful arguments'-' against 
targeting, it may .still be a useful policy 
framework for Tamil Nadu subsidy .sys¬ 
tem. Similarly other techniques like food 
stamps and location vouchers could be 
tried at least on an experimental basis.'^ 

Indeed the Tamil Nadu Planning Com¬ 
mission has reflected on these issues and 
has come out with specific policy pre¬ 
scriptions, In a volume entitled “Discus¬ 
sion Papers, Ninth Five-Year Plan, Tamil 
Nadu 1997-2002” prepared by the State 
Planning Commission, there are a number 
of sugge.stions that could be accepted by 
our political parties unanimously. It says 
lor example clearly that “in each major 


Tabu- 12: Poweb .Siib.sioy KiR AomcuuniRAt. 
.SWTOR 

(Rs crorel 


Year 

Effective Subsidy for 
Agricultural Sector 

I9V0-9I 

456.21 

1991-92 

459.61 

1992-93 

642 52 

199.3-94 (RE) 

768.06 

1994-9.S (BE) 

914.60 


Notes: RE - revised eslimales: 


BE - budget esiimaies. 


Table 11: Finances of TNEB 


(Rs croret 


Year 

Gross 

Revenue 

Current 

Expenditure 

Operating 

Surplus 

Interest 

Depreciation .Surplus 

1989-90 

1068.79 

1302.8 

-2.34.01 

207 03 

80 

-521.04 

1990-91 

1447.86 

1537 33 

-89 47 

226.96 

94.05 

-410.48 

1991-92 

1677.01 

1496.91 

180 1 

168 45 

108 79 

-97.14 

1992-93 

2118.24 

1961.18 

1.57 06 

270.49 

118 53 

-231.96 

1993-94 

2634.35 

2.500.1 

1.34 25 

300.3 

135.51 

-301.56 

1994-95 

3.508.29 

2996.28 

512.01 

340.5 

17.3,82 

-2.31 

1995-96 

4128.27 

.3604.5 

523.77 

379 81 

220 69 

-76.74 

1996-97 

4490,49 

4009.62 

480 87 

422 27 

315 II 

-256.51 
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sector of investment** attempts shouldilie 
made “to improve efficiency of resound 
use, conservation of rcstxirces”. Ttwie is 
a section called ‘Policy Imperatives* in 
this document which is a marvel of com* 
pression and says everything that needs 
to be said about the policy direction that 
the state should take to cut down real costs 
in our productive pnxess and improve 
efficiency of the economic agents. 

With unerring precision, the document 
points to the need for improving govern¬ 
ance; “simplify ttu; administrative rules, 
regulations and procedures which will 
reduce delay, administration and transac¬ 
tions cost of doing business. At present, 
these costs arise in getting various licences, 
getting land, water supply, road and 
other facilities”. Such anenablingenviron¬ 
ment. according to the document, is better 
than the “present policy of giving various 
fiscal and other concessions which drain 
the revenue of the government”. It also 
suggests that the government policy 
should clearly define the role of the state 
in “economic matters and commercial 
activities”. Neither state ownership nor 
regulation of any economic activity should 
he undertaken without proper jastification 
on the basis of “market failures due to 
externalities, economies of scale, public 
goods and sunk investments...and com¬ 
parative co.st of public and private agen¬ 
cies”. 

Their position on infrastructural invest¬ 
ment is faultless. Given the inadequacy of 
public funds, it is essential to encourage 
private funds to enter infrastructure sec¬ 
tor. As investments in this sector involve 
large sums and lengthy gestation periods, 
the government .should clearly “spell out 
long-term pricing policies” and the “pric¬ 
ing policies should be de-politicised .so 
that the decisions on the extent and the 
timing of the price revisions can be left 
to independent expert regulatory bodies”. 
Tire planners are not unmindful of the 
‘equity and social goals' and icnce do not 
oppose .subsidy per se. They argue that 
subsidy .should not lead to undue ineffi¬ 
ciency: “As far as possible, even for the 
subsidised .sectors, the prices must have 
lower bounds, i e. operating co.st per unit 
of output, or unit variable cost. There must 
also be an upper limit to the price of the 
cross-Nubsi Using category". They also 
suggest that ultimately sitbsidies should 
be rationalised and eventually phased out 
because they lead to too many undesirable 
consequences .such as wastage of .scarce 
resources, excess consumption and 
undependable supply. 

One of the earliest enquiries dune about 
.subsidies in India suggested as early as 
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May 1979 numeroua measures to gMard 
against subsidies deteriorating into waste¬ 
ful measures. It suggested among other 
things that a subsidy should not be valid 
for more than three years and if it is to 
be extended a review of the costs and 
benefits of the subsidy should be placed 
before the legisiatuie. The target groups 
should be identified and benefits assur^ 
to them. The report made it clear that the 
subsidies should be overt so that costs and 
benefits thereof could be easily identi¬ 
fied.'* 

There are other considerations as well 
because the overall impact of government 
subsidy policy could be different in dif¬ 
ferent sectors. While one sector may sulTer 
from inefficiency and poor delivery to get 
the full benefit, other secKxrs may suffer 
from a net loss in the total bargain. Look¬ 
ing at the all-India picture, Ashok Gulati 
and Anil Sharma point out that Indian 
agriculture is not ‘net subsidi.sed* but 'net 
taxed'. Their argument is that high pro¬ 
tection to industry and an overvalued rupee 
has discriminated against agriculture. As 
“subsidies on key inputs have lost their 
rationale”, they are “now crowding-out 
productive investments, damaging envi¬ 
ronment, accentuating inequity and pro¬ 
moting inefficient cropping pattern”. What 
they .suggest for India as a whole is ap¬ 
plicable to Tamil Nadu as well and essen¬ 
tially the remedy lies in a comprehensive 
package of reforms involving improving 
the institutional structures and market 
organisation.*’ 

IV 

Explanation 

The reasons why a perfectly good con¬ 
cept like subsidy has been turned into an 
unproductive incubus in its application 
are varied. Subsidy is a system of inter¬ 
connected institutions and when (he inner 
mechanisms decay due to the subversion 
of norms and rules, the system is bound 
to fail to deliver the original objectives. 
The two key institutions in this context 
are the political and bureaucratic struc¬ 
tures. Both of them are behaving in a 
pervcise manner albeit in a rational way. 
One can cite 'path dependency', 'asym¬ 
metric information', 'principal-agency 
issue’, and ‘multiple objectives’ causing 
this result. The institution of subsidy 
functions by interaction between numerous 
economic agents situated both vertically 
and horizontally. 

In the vertically organised bureaucracy 
controlled by the chief minister and other 
ministers, the objectives of the top layer 
may be very different from those posi¬ 
tioned lower down the hierarchy and this 


'has serious repercussions on thmctespec- 
tive behaviour. The politician mt^ genu¬ 
inely want to improve the equity and 
efficiency of the system in onter to ^ die 
approbation of the voters, but people lower 
down the administrative hierarchy are not 
likely to benefit by voter satisfaction am^ 
hence prefer immediate rewards through 
corrupt practices. This agency problem is 
cmifounded by unclear but conflicting 
multiple objectives, entertained by the 
leadership. Policies are arrived at as result 
of some or all of the following: (a) what 
should be done is determined on the basis 
of serious advice from experts; (b) The top 
policy-maker’s perception of how the 
economy and society to function; (c)desire 
to win the affection of the people so that 
in dictatorships it will prevent rebellion 
and in democracies it will fetch them votes; 
and (d) unstated intention to siphon off 
public resources into one's own. or one's 
relatives, political friends, or belonging to 
one’s own political party. Quite apart from 
the contradiction we can notice in the 
above, there arc other possibilities of 
conflict when there could be dichotomous 
objectives like ‘equity' and 'growth'. 

'Path dependency' explains many of the 
unfavourable con.sequence$ of the entire 
subsidy system. Once something gets 
started, it is imp<xs.sible to veer off the 
course. No one in the power structure 
dares to touch the benefits provided.^" So 
schemes started to benefit particular groups 
can never be removed because of the 
pressures and vested interests that gather 
around that policy even though conditions 
have undergone changes. Take for ex¬ 
ample the shift from monopoly procure¬ 
ment to parallel procurement in the 
Cauvery ikita region. Originally in order 
to assuage the feelings of the Cauvery 
delta fanners regarding the government 
monopoly procurement, an incentive was 
given. Even though the monofioly pro¬ 
curement policy was changed the incen¬ 
tive was not removed and it has continued 
with a new nomenclature called ‘inciden¬ 
tal charges*. 

In the final analysis it is clear that a new 
kind of political system has emerged and 
that is not conducive to increasing admin¬ 
istrative efficiency. What we have is not 
a democracy as defined by the philoso¬ 
phers of the enlightenment, and French 
Revolution, and liberals like John Stuart 
Mill. Similarly our bureaucracy is not as 
classically defined by Max Weber. Both 
of them have been debauched so tho¬ 
roughly that they resemble formally 
without .substance the originals. This is 
especially so when we see the Tamil Nadu 
political system where the politicians use 
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the rhetoric of liberal democracy biit 
behave like monarchy; of old. Accordii% 
to Tamil Nadu politicians any means - fair 
or foul - is acceptable to topple tlwir 
opponents. If wrong economic policies 
will help achieve it. so be it Our chief 
ministers behave like the kings and queens 
of old opening their treasuries for helping 
the poor and those whom they consider 
deserving. CHir politicians prefer what 1 
would like to term as the 'rishigarba' (in¬ 
stantaneous birth characteristic of the sages 
of yore) model of legislation. In other 
wo^s, the political master suddenly gets 
an idea that he think.s will be excellent, 
and that is it. Something is cobbled to¬ 
gether in the middle of the night by in¬ 
different bureaucrats who neither know 
nor care to understand the details or rami¬ 
fications or the consequences of this bright 
conception. 

Every budget announces newer and 
newer ill-thoughtout schemes allegedly 
forimproving the well being of the people. 
Invariably they are targeted towards vo¬ 
ciferous groups. In 1997-98 budget were 
announced 4,00() hou.ses free for fesher- 
men and in 1998-99 subsidised fibreglass 
catamarans for 100 fishermen. Alsu were 
nationalised works of eminent scholars of 
the past like Kalki Krishnamurti, Thiru Vi 
K Kaiayanasundara Mudaliar, author of 
film lyrics Elangovan, etc. which will go 
towards the benefit of their heirs. Such 
largesse is not limited to the annual bud¬ 
get. Any time is a good time to act for our 
modem day ‘Paarl Vallalgal’. On a single 
day, November 26, 1998, Dinamani re¬ 
ported that 28,824 dwellings for police 
personnel are to get 20 units of electricity 
per month free of cost; and the Hindu 
informed us that temples, mosques, 
churches and other places of worship with 
an annual income of less than Rs 1,000 
would be given free electric power limited 
to one bulb. Once such policies are 
initiated, they can never be withdrawn. A 
former member of the State Planning Com¬ 
mission told me of a conversation he had 
with the chief minister. The expert sug¬ 
gested the withdrawal of power subsidy 
to the agriculturist only to get the angry 
retort; “Do you want me to be defeated 
in the next election?” 

This has resulted in a kind of unhealthy 
Nash equilibrium in I'amil Nadu politics 
leading toeconumic inefficiency and social 
mismie (Figure 2). The two major parties 
and their supreme leaders Karunanidhi 
and Jayalalitha in whose hands the fate of 
Tamil Nadu's economy lies arc caught in 
a prisoner's dilemma which illustrates 
the divergence between individual and 
collective rationality. Imagine two bur¬ 


glars are caught with gold. Unless one nf 
them confesses they cannot be convicted 
utd they could be imprisoned for posses¬ 
sion of stolen gold. The choices before 
each of them - now kept separate - are; 
(a) if both admit to the crime, they will 
get two-years in prison: (b) if both deny 
the crime, they will get six-months in 
prison for possession of stolen gold; and 
(c) if only one of them confesses, he will 
be freed and his evidence will send the 
other to a six-year prison sentence. In this 
game of outthinking the other what should 
they do? Invariably both of them will 
confess because that is the safest. Why? 
If the other confesses, confession results 
in a two-year prison life and not confess¬ 
ing will get six years. If the other does not 
confess, keeping mum will get six months 
but confessing will get him freedom. 

If we substitute ‘inefficient and wrong 
economic policies for short-term political 
ends’ for ‘confessing’, and ‘efficient and 
well thought out policies for the long-term 
benefit of the state’ for ‘keeping silent’, 
we can see the situation clearly. 

What this game associated with the 
eminent mathematician A W Tucker 
concludes is that there is a sharp diver¬ 
gence between individual and collective 
rationality. In a sense, this is what the 
philosopher Immanuel Kant said, wrong 
conduct is self-contradictory. Thus if 
everybody were a thief, there would be 
nothing to burgle, and to be a thief ceases 
to be profitable although it is obvious that 
such a society cannot be civilised or 
prosperous. But short-term political gains, 
immediate financial gratification and 
widely prevalent apathy and ignorance 


hidicate thtt Tamil Nadu has a w^ 
to achieve equity and efficiency in its 
economic system in general and in the 
administration of subsidies in particular. 
Unless the Haibeigei^' condition of a 
political consensus concerning the broad 
outlines of the right kind of economic 
policies is met. the future of Tamil Nadu’s 
economy cannot be anything but bleak. 

Appendix B 

When one is far away from any problem, 
his analysis of it and solutions suggested 
arc basi^ on ^atistics, hearsay, attitudes, 
assumptions and so on that he imbibed 
during the period of his education. Invari¬ 
ably due to a desire to keep oneself 
uninfluenced by value judgments, econo¬ 
mists in particular place much faith in 
statistics. This raises an important consid¬ 
eration that I have been concerned with 
for a long time. Whether Marx’s dictum 
about religion being an opium of the 
ignorant masses is correct or not, it would 
appear that statistical tables are the opium 
of the economists. They always complain 
of the inferior quality of this available 
opium but never really worry about the 
quality of the stuff they consume. It al¬ 
ways gives them the necessary ‘kick’ to 
forget the hard reality which they are 
supposed to explain and remedy. Can 
.statistics capture the full reality of the grim 
.situatiun?Thr subsidies question isapri me 
example how purely axiomatic and/or sta¬ 
tistical approaches lead to a total misun¬ 
derstanding of the consequences. After 
spending a few weeks studying the ques¬ 
tion through statistical tables and govern¬ 
ment reports from the comfort of well 
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appointed ottice space in Madras, l spent 
a couple of weeks wandering around my 
native district and these ate what I heard, 
'^ir. i am a very poor man and the surgeon 
was wonderful When I went to thank him 
and wanted to give a small token sum for 
saving my life, he drove me away saying 
that if he wanted to take money from me, 
be would have asked me to be admitted 
in tus private clinic. As a government 
doctor, he said he did his duty. Dr 
Avudruappan is 24ct gold. But the days 
I spent in the “High Ground Hospital” 
were very bad. For shaving me prior to 
the operation, I had to give Rs 40 to the 
hospital barber. Another Rs 50 for the 
bearer who brought me from the operation 
theatre lest 1 was dropped with a thud in 
the bed. Every time I had to have an 
enema, a minimum of Rs 25 for the nurse. 
Sir the government thinks it is giving us 
free medical treatment, but it is not free 
for poor folk like me.” 

“It is the same every day sir. The ‘saar’ 
will come by the 9.30 bus. Settle down 
and do some gossip with the other 'saar'. 
He will shout at us for some time and .settle 
down in his chair. By 12.30 he will cat 
and take a nap. We eat the food prepared 
by the acchi. At 2.00 he will wake up and 
have a conversation with people around 
and we are left to play on our own. He 
will take 3.45 bu.s and go away”. 

“The ration shop never opens on a regular 
basis. Rarely things come and we have to 
stand for long hours. Whenever we get 
anything, it is always at least 20 per cent 
less than what we are supposed to get. 
When we question we are asked to go to 
junction (Tirunelveti) and complain to the 
officers. Is it possible for us? So we accept 
whatever we are given. They sell all the 
ravai to the town hotels". 

“Yes sir. It was great. It will still be a help 
during my daughter's wedding. 1 got 
Rs2,.500 odd net from the Moovalaur 
Ramamritam Ammaiyar wedding .scheme. 

I had to spend a lot of time and money 
but still I was better off. Out of Rs 5,000 
announced, after all my expenses, at least 
1 got half of it.” 

The first three statements are crude 
translations of the expressive and beau¬ 
tiful Tamil spoken only in southern Pandya 
:ountiy and the fourth from a suburb of 
Frichy. I have summarised the much longer 
jescriptions of the goings on. All my 
informants are poor and they belong to 
naidu, thevar, dalit and mutthuraja castes 
respectively. Is there anything common in 
all these four statements? They represent 
the end result of subsidy policies con¬ 
sciously adopted by the government sup¬ 
posedly to increase the well-being of the 
:ommon people. What do they signify for 
3ur economy and polity? 


Notes 

(I am grateful to K R Palanidurai, full time 
member of the Stale Pianning Commission of 
Tanul Nadu, for his help in the prqwralion of 
this article. He provided not only hard to get 
statistical data but also valuable insigtos into the 
administration of the subsidy regime in Tamil 
bhidu. An earlier version of ibis article was 
presented to a seminar on ‘govetninent subsidies 
in India’ held at the Institute of Social and 
Economic Change, Bangalore on November 10 
1998.] 
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recovery rate figure for 1^7-78 is from M 
Govinda Rao and Sudipto Mundie. ‘An 
Analysis of Changes in Stale Government 
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government made a prophetic statement os 
early as 1969: "But once people ore used tq 
a free or subsidised service, it is only al grave 
political risk that the subsidy clemem could 
he withdrawn. In fact the more wiilesprend 
such services ore the greater is the political 
risk involved in the discontinuance of 
subsidies". Cited in p 22 of Jose Sebastian, 
'issues Relating to Subsidies in Kerala: A 
Politico-Socin-Econoinic Perspective’, 
paper read at the ln.stiiute of Social and 
Economic Change. Bangalore on Novendier 
10 1998 

21 .See Harberger's paper cited earlier. 
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Dalits ahd the BSP in Uttar Pradesh 

Issues and ChaUenges 

Pradeep Kumar , 

A/ter establishing its monopoly over dalit votes, especially the numerically strong jatavs and pasis, the 
BSP is attempting to turn the electoral arithmetic in Uttar Pradesh in its favour by wooing the upper castes 
who are no longer in direct conflict with the dalits in view of the structural changes in rural India. The 
BSP undoubtedly has instilled self-respect among the UP dalits through its strategy of single-mindedly 
pursuing electoral power. Yet, its neglect till now of well-thought out programmatic content, besides its 
loose hold over other dalit castes and MBCs, can prove a hindrance to evolving a more inclusivist agenda 
for the future. 


THE word dalit was never a familiar word 
forthe lowercastes in Uttar Pradesh before 
the BSP popularised it in last one and a 
half decades or so. A better understood 
word was 'harijan' or simply ‘scheduled 
castes’ in view of their categorisation by 
the Indian Constitution for purposes of 
protective discrimination, etc. The shift 
from harijan to dalit was not without 
purpose. A fierce debate took place be¬ 
tween the detractors of Gandhi and his 
supporters about the alleged motives of 
the former behind the popularisation of 
the word for the lowest of the low castes 
of the Hindu society. The term harijan was 
indeed used by Narsinh Mehta, a poet 
saint and reformer of Gujarat (17th cen¬ 
tury) which was later popularised by 
Gandhi in the 20th century. Incidentally, 
the term was also used for the children of 
the devdasis, the temple prostitutes, who 
were also technically the children of the 
gods (harijans). but were looked down 
upon in the society for their tow socio¬ 
economic status. TTic debate continued in 
Indian media and academic circles fur a 
long time in the 1990s when Kanshi Ram 
and Mayawati took exception to the use 
of the term for those whom now the BSP 
called ‘dalits’. 

The BSP duo went a step further and 
imputed motives to Gandhi, using almost 
derisive, if not abusive language, for him 
which made the Gandliians retort in a big 
way. Gandhi was pitted against B R 
Ambedkar, E V R Naicker (Periyar) and 
Shahu Maharaj (of Kolhapur) by the BSP. 
Mayawati during her chief ministership 
celebrated Periyar and Ambedkar melas 
(festivities) in a big way in UP, and when 
she was carving out, districts after districts 
in the state, she named quite a few after 
these ‘lowcaste’ leaders-namely,Gautam 
Buddha. Ambedkar, Shahu Maharaj, Sant 
Ravidas, Mahamaya (Buddha's mother), 
Jyotiba Phuley, etc - none of whom (ex¬ 
cept Ravidas) actually had much to do 


with UP. Interestingly, many of these 
names (except Ravidas and Ambedkar) 
were perhaps not even known to many in 
the state. 

While the academics indulged in an 
unending debate about Gandhi’s possible 
motives in using the term harijan, the BSP 
raised yet another issue of Gandhi being 
addressed as the ‘Father of the Nation’. 
All this debate which at one time became 
quite acrimonious was carried out not 
without purpose. The BSP was actually 
interested in asserting that the low castes, 
now termed dalits in UP. were in no mood 
to accept the patronage of the caste Hin¬ 
dus. Any reference therefore to Gandhi’s 
goodwill/sympathetic gestures towards the 
harijans only infuriated the dalit leaders. 
Even the term scheduled castes, 
popularised by the constitutional provi¬ 
sions fur re.servation.s, which had become 
a commonly understood nomenclature for 
these castes, was dropped in preference 
for dalits. This was nature for the kind 
of politics that the BSP was looking 
forward to. The terms like ‘bahujan samaj’, 
harijan, scheduled castes, etc. denoted only 
social and admini.strati ve identities of these 
lower castes, and smacked of either pa¬ 
tronage or affirmative action on the part 
of the state. In short, these were too ‘soft’ 
to be used in a political battle for assertion. 
The academics only fell in the trap and 
endlessly debated the history and genesis 
of these words, while the BSP succeeded 
in galvanising a very large section of the 
dalits to its political programme which 
prcci.sely meant nothing more than voting 
for the BSP candidates in the vidhan sabha 
and the Lok Sabha elections. 

Unlike the earlier incarnations of dalit 
politics, the BSP hardly talks about any 
serious social or educational blueprint. Its 
firm belief seems to be to take control from 
above, by jumping into the electoral fray 
which alone is a key to power in an elec¬ 
toral democracy. This accounts for Kanshi 


Ram’s sole concentration on transfers of 
the IAS officers in UP during Mayawati’s 
stint as chief minister, and this also partly 
explains the absence of any serious aca¬ 
demic or intellectual discourse on dalit 
politics or Hindu order a la Phuley, 
Ambedkar or Periyar 

Rl.SE OF THE BSP 

The BSP began as an outfit of the 
government employees under the banner 
BAMCEF, i e, Backward and Minority 
Communities Employees’ Federation in 
1978 as the brainchild of Kanshi Ram. It 
gradually developed into a political party 
when its activists’ wing, Oalit Shoshit 
Samaj Sangharsha Samiti (DS-4). estab¬ 
lished in 1982, finally gave way to the 
BSP. It is true that this party originally 
claimed to mobilise the minorities (read 
the Muslims) in addition to all the non- 
‘dwija’ castes (the term ‘bahujan’ pre¬ 
cisely implied the numerical majority of 
the non-dwija castes), but at no point of 
its growth could it ever seriously make a 
dent in the backward caste votes, the OBCs. 
Even the Muslim support was never 
sutistically proved, and in fact a section 
of the Muslims actually got annoyed 
by its leader Mayawati, at one point of 
time, accusing her of accusing them of 
disloyalty. 

However it had a breakthrough in the 
three vidhan sabha by-elections in UP in 
1987 when the BSP got 26.3 per cent of 
the valid votes. The party was successful 
in drastically reducing the winning mar¬ 
gins of the Lok Dal (from 21.93 to 0.70 
per cent compared to the previous elec¬ 
tions), and the BJP (from 9.86 to 0.20 per 
cent). It was in Hardwar Lok Sabha by- 
election that the Janata Party stalwart Ram 
Bilas Paswan lost his security deposit. 
Even Jagjivan Ram’s daughter, Meira 
Kumar, could win the Bijnore Lok Sabha 
seat on Congress(I) ticket by a thin margin 
of only 3.000 votes, even as the BSP 
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cMHUdau^ m these constituencies scored 
26 per cent and 18 per cent votes respec¬ 
tive. 

In the 1989 Lok Sabha elections, the 
patty wm three Lok Sabha seats with 2.4 
per cent all-India votes from the 235 Lok 
Sabha constituencies where it fielded its 
candidates. It therefore emerged as the 
sixlhaH-Indiaparty in termsof votes polled, 
next to the CPI with 2.67 per cent. Unlike 
the other Ambedkarite groups which were 
eventually marginalise in the natitmal 
politics, the BSP continued its electoral 
gains [Kumar 1990] and successfully got 
recognised as a national party by the 
Election Commission of India in 1997, 
ironically on the eveol'the 12th Lok Sabha 
elections when its supremo Kanshi Ram 
lost his seat from Saharanpur in UP, and 
its tally in the Lok Sabha was reduced 
from six to merely five. A glance at party’s 
performance from 1989 to 1998 elections 
in UP shows the grounds that it has broken 
in last few years (Table I). 

In the UP vidhan sabha, the party has 
increased its tally con.siderably from 13 
in 1989 to 66 in 1993 which has for the 
time being stabilised around this Tigure as 
the party retained almost the same figure 
(67) in 1996 assembly elections in the 
state. Its vote share also remained almost 
static between 1996 Lok Sabha elections 
(20.6 per cent) and 1998 elections (20.7 
per cent) 

Shift in the Si'PPort Base 

Important to note, however, is the fact 
that the BSP has almost mtmopolised the 
dalit votes in general, and ilie chamar 
Oatav) votes in particular, in UP. An 
analysis of the 1996(Lok Sabha) elections 
in the state shows this very clearly. The 
BSP secured less than 3 per cent of upper 
caste votes. 4.3 per cent of yadav votes, 
between IS and 20 per cent of the peasant, 
artisan and other backward castes votes, 
nearly 25 per cent of koeri votes but it got 

45.7 per cent of pasi votes, and a very high 

73.8 per cent of the chamar votes. Its tally 
among the dalit votes in general was 60.6 
per cent, which was fairly high. Thus, 
except the koeris, nootherb^kward castes 
had any particular closeness to the BSP. 
The latter's monopoly of chamar votes is 
matched by the SP-JD’scontiol over yadav 
and Muslim votes which was 72.7 and 
about 71-73 per cent respectively, or the 
BJP's hold over the upper castes like 
brahmin (64.9 per cent), kshatriya (66.7 
per cent), vaishya (72.1 per cent), other 
high castes (66.7 per cent) (Table 2). 

It will be interesting to take a compara¬ 
tive look at the performance of the BSP 
and some other political parties among the 


various caste-class groups in the last two 
Lok Sabha elections in UP. As is revealed 
from Tables 3 and 4. the hold of the BSP 
on the SC votes is on decline; it came 
down from 59.2 per cent in 1996 to 50.5 
per cent in 1998. The BJP. on the other 
hand, increased its share of the dalit votes 
from 10 per cent to 18.4 per cent in the 
same period. As a corollaiy of this, dalits 
constituted only 64.5 per cent of the total 
BSP votes in 1998 as against the 19% 
elections when almost 80 per cent of the 
BSP votes came from this caste group 
alone. It was the BJP which in fact in- 
crca.sed its share of the dalit votes from 
6.5 percent in 1996 to lOpercentin 1998. 
While there has been negligible change 
in the OBC support of the BSP. it has 
ironically gained ground among the upper 
ca.stes. While only 3.6 per cent of the 
BSP’s voters in 1996 came from these 
castes, this percentage went up to 10.2 in 
1998 even though it remained quite insig¬ 
nificant (4.1 per cent) when calculated as 
a part ot the total upper caste votes. 

It would be worthwhile to examine if 
this shift from dalit up upper ca.ste support 
base was also reflected in the class com¬ 
position of its voters. Tables 5 and 6 
indicate that while 44.7 per cent of the 
BSP’s total votes in 1996 came from the 
very poor .sections of the society, this 


percentage drastically declined to 23 jl. ii| 
1998. As a naturd consequence of tC^ 
the percenuge support from among 1^^ 
middle and the upper classes incTMSedi' 
which was more revealing in case ot thd; 
support from the upper classes who con*. 
stituted7.1 per cent of the total BSP votes 
in 1998 as against only 1.2 per cent bi' 
1996. Thus, while in 1996 ite BSP cor¬ 
nered the largest percentage (35.7) of the 
very poor voters, in 1998 it was replaced 
by the SP and the BJP in this respect which 
polled 28.9 and 25.9 per cent of tlw very 
poor category of votes, leaving the BSP 
the poor third with only 19.4 percent votes 
in this category. Similarly, in the category 
of poor voters, the BSP’s score (19.4 per 
cent) was lower than that of the BJP (33.5 
per cent) and the SP (20.8 per cent) in 
1998, even as it had scored the maximum 
in this category in 1996 along with the 
BJP, each of which polled as many as 24.3 
per cent of the poor votes. On the other 
hand, the BSP's share in the upper class 
votes improved from 1.6 per cent in 1996 
to 8.5 per cent in 1998. 

The comparative analysis of the two 
Lok Sabha elections may relate to too 
short a period to look for some tangible 
and sustainable trends in the shift in the 
party support base. However, it may be 
partly ^ascribed to the BSP’s increasing 


Table I: PF-RFOUMArcc of BSP in UP 


Years 

1989 


1991 

1993 


1996 


1998 

Legislature VS 

LS 

VS 

LS 

VS 

VS 


LS 

LS 

Seats 13 

2 

12 

1 

66 

67 


6 

5 

Votes (per cent) 9.4 

9.9 

9,3 

8.7 

III 


20.6 

20.7 

Note: IS - Lok Sabha; VS 

- Vidhan Sabha. 







Table 2: Who Vciteo Whom; 1996 (Lok Sabha ELfct-rioN, Castewise Detailed Analysis, 



Uttar Pradesh) 






Caste 

INC 


BJP 

JO+SP 


BSP 


INOT) 

Brahmin 

96 


64.9 

5.3 




4.3 

Kshatriya 

5.0 


66.7 

6.3 


- 


8.0 

Vaishya 

4.4 


72 1 

5.9 


2.9 


1.S 

Other high castes 

2.6 


66.7 

9.0 


2.9 


1.5 

Non-OBC peasant 

11.3 


17.0 

34.0 


1.9 



Yadav 

8.6 


7.2 

72.7 


4.3 



Kurmi 

- 


48.3 

24.1 


- 


- 

Koeri 

12.9 


.34.1 

24.7 


24.7 


• 

Pal gateria 

- 


54.9 

13.7 


11.8 


- 

OBC 1 peasant 

4.2 


52.1 

167 


16.7 


* 

OBC II artisan 

9.6 


39.5 

21 9 


14 9 


1.5 

OBC III others 

4.4 


35.3 

17.6 


20 6 



Chamar 

4.7 


7 5 

5.6 


73.8 


2.2 

Pasi 

8.7 


2.2 

30.4 


45.7 


1.0 

SC others 

II.S 


11.5 

67 


60 6 


- 

Muslim status NA 

6.7 


- 

73.3 


- 


- ' 

Muslim low 

7.5 


- 

72,0 


6.5 



Muslim high 

4.6 


3 1 

70.8 


.3.1 


- 

Miscellaneous categories 

7.7 


23.1 

23.1 


2.3.1 



Total 

7.0 


33.5 

26 5 


17.6 


2.1 


Note: Kest voleJ for olher small parties or independenu. 
Source: CSD.S Datta Unit. 
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realisation that mete rdiance on the dailt 
votes (only a section of whom has been 
successfully mobilised by tiwparty) would 
iK)t turn the electoral arithmetic in its 
favour. This has made it broaden its sup¬ 
port base by making attempts to woo the 
upper castes, many of whom are no longer 
in direct conflict with the dalits in view 
of the structural changes in the rural India 
wtete the *neo-exploiters’ of the dalits 
happen to be the landowning OBCs; the 
little progress made by the party in the 
OBC vote bank may be precisely for this 
very reason. The decline in dalit support 
for the BSP may also be partly on account 
of the alienation of some sections of the 
dalits from the BSP in view of its increas¬ 
ing identification (discus.sed earlier) with 
only a few sub-castes of the dalits. Con¬ 
sequently, while the chamars and the pa.sis 
tend to monopolise the BSP’s electoral 
base, the other sub-castes such as the 
balmikis, the shilpkars, and the artisan 
castes tend to vote for the alternative 
formations like the BJP, which has also 
succeeded in mobilising a sizeable section 
of the dalit voters. 

The BSP's strategy of broadening its 
base by making inroads into the upper 
caste votes is not new. Even in the vidhan 
sabha elections held in Scptember-Octo- 
ber 1996, it had entered into a pre-election 
alliance with the INC with the proclaimed 
objective of getting the support of the 
upper castes, who in the BSP supremo’.s 
political scheme were to vote for the INC 
candidates. The then Congress pre.sidcnt, 
Sitaram Kesari, was specifically ‘advised’ 
by Kanshi Ram to give tickets to upper 
caste candidates. Whether the shift evi¬ 
dent in the 1998 Lok Sabha elections 
actually reflected the outcome of this 
strat^, or was only an aberration on 
account of technical faults in the survey 
data, will be known only after it is sub¬ 
stantiated by elections to be held in near 
future. 


Mubilisaiion i-kom Above 

What has happened over the years is a 
considerable rise in the political conscious¬ 
ness of the dalits in some north Indian 
states. This has been translated into the 
support for the BSP. which unlike the 
earlier Amedkarite groups is a militant 
party, not in the ideological of program¬ 
matic sense but in the political sense of 
the term. While the earlier dalit outfits like 
the Dalit Panthers spent time and energy 
on issues like reinterpretation of the re¬ 
ligious texts, resulting in the publication 
of di.stinct dalit literature tiom below, 
the BSP’s only strategy has been to 
attack iLs opponents in as militantly and 


aggressively transparent a language as 
possible. 

It has spared no effort in being abso¬ 
lutely crude and unconventional in its 
electioneering, and has restrained fnmi 
‘wasting’ energy on efforts aimed at 
revolutionising the dalit social conscious¬ 
ness. The project of Ambnikar villages in 
UP which began in Mulayam Singh 
Yadav’s chief ministership and was car¬ 
ried forward during Mayawati’s tenure, is 
no doubt aimed at .socio-economic 
upliflment of the dalit population. But 
much of this amounts essentially to “so¬ 
cial engineering from above’’ [Pai 1997], 
Kanshi Ram actually targeted the rela¬ 
tively educated sections among the 
dalits, particularly from the bureaucracy, 
from where began his original outfit 
BAMCEF. 

The relatively fair representation of the 
dalits in bureaucracy, thanks to the res¬ 
ervation policy, made him concentrate on 
ths.se bureaucrats during his party’s rule 
in Lucknow when a major ta.sk of his 
party’s chief minister Mayawati was to 
order a reshuffle in UP bureaucracy to 
ensure the ‘right’ kind of bureaucrats in 
the sensitive and important positions. Thus, 
the dalit bureaucrats became ‘agents’ of 
social change. Holding of Periyar mela in 
Lucknow, installation of a very large 
number of statues of Ambcdkar (15,(XX> 
according to one estimate), renaming of 


tdmost every new district after a sqppos- 
edly dalit h^. extension and exphnrion 
of the Ambedkar village scheme, naming 
of roads, libraries and parks tfter the 
‘dalit heroes’ created a political fervour 
and sensitised the dalit masses on these 
issues. 

Though all this was done purely cm the 
political plane, yet this ‘mobilisation from 
above’ had its desired consequences. In 
the absence of any seriously Aought out 
ideological content, this strategy l^ame 
a good substitute for a dalit idrology in 
the state, and paid rich political dividends 
at the time of elections. This strategy of 
the party has “generated in parts of UP, 
a socio-cultural process of ‘Ambedkari- 
sation’, i e. a tremendous growth in the 
consciousness among dalits about the 
life and ideas of Ambedkar” (Pai 1997]. 
It was reminiscent ofM G Ramachandran’s 
useof term ‘Annaism’ (ref CN Annadurai) 
to describe his AIADMK’s party-ideol¬ 
ogy, without ever defining what it actually 
meant. Indira Gandhi’s ‘garibi hatao’ 
slogan also aimed at ‘radicalism’ sans any 
concrete action programme. This strategy 
of the BSP has created “enclaves of 
development benefiting the rising en¬ 
trepreneurial groups among the forward 
rather than the really poor dalits and BCs, 
creating greater social fragmentation, 
jealousy, caste tensions and alienation” 
(Pai 1997]. 


Tabu t PBRiOHMANn of BSP anu Somf. Orem Partifs by Castt- (UP Lok Sabha Eifctions. 1996) 


Ca.sie Groups 

INC 

BJP 

JD 

SP 

BSP 

Others 

Row Total 

SC 

9.4 

10 0 

3.2 

7.1 

59.2 


21.7 


29 3 

6.5 

10 4 

8 1 

72.9 

« 


ST 

- 

25 0 

- 

- 

50.0 

• 

0.3 



0.2 

• 

- 

0.8 

• 


OBC 

60 

29 3 

72 

35 5 

98 

« 

40.7 


35 4 

.35 6 

43 8 

75.5 

22 7 

* 


Upper 

6.6 

52 0 

83 

8.5 

1.7 

• 

37.3 


.35 4 

57 7 

45 8 

16.5 

36 

• 


Total 

70 

33 6 

67 

192 

17.6 

m 

100.0 

Noies * Rest voted for other miscellaneous parties. 





All figures in this and and subsequent tables are in percentages and relate to votes polled 

Sou ice Data used 

in these and other tables 

in this article is taken from the post poll surveys 

conducted by the CSDS. Delhi The outhor was associated with this data collection at various 

Stages 








Tabu 4; Performancf of BSP and Some Dthfr Parties by Caste (UP Lok Sabha Elections: 1998) 

Caste Groups 

INC 

BJP 

JD 

SP 

BSP 

Others 

Row Total 

SC 

8.0 

184 

- 

9.0 

50 5 

14 2 

19.6 


21 5 

10 0 


7.4 

64.5 

16.0 


.ST 

- 

30 0 

- 

40.0 

10.0 

20.0 

0.9 



0 8 


1.6 

06 

It 


OBC 

6.8 

30 6 

07 

30.4 

9.2 

22.3 

41.0 


38 0 

35.0 

100 

52.5 

24.7 

52.7 


Upper 

77 

.50 7 

- 

23.8 

4.1 

13.7 

38.4 


40 5 

.54 2 

- 

38.5 

10.2 

30.3 


Total 

7 3 

.36 0 

0.3 

23 8 

15.3 

17.4 

100.0 


Sourer) Same as m Table 3. 
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BMddesf^ ttifrChMMirsliave been tbe 
majOT beneficiafies of the paity’s strategy 
of relying on bureaucrats for implemen¬ 
tation of party programme from above. 
This is natural in view of the jalavs 
(chamus) being the most powerful group 
in the daiit bureaucracy of the state where, 
thanks to job quotas and self-efforts, these 
have become neo-brahmins among the 
dalits. The kureel/jatavs holding class I 
jobs compare favourably with the brahmin, 
kayastha and vaishya communities in UP 
[Pai 1997]. 

Another major drawback of this strategy 
has been that it relies very heavily on the 
state machinery, which may be alright but 
for the fact that it is rendered absolutely 
useless when the patty is out of power. 
Much of the gains made during the party's 
reign could be easily frittered away by the 
rival political patties even if it is politi¬ 
cally not expedient for any ruling party 
to reverse the process. It is evident in the 
Ambcdkar viliages-schcme which was 
initiated in 1991 during Mulayam Singh's 
chief ministership, but taken up by all the 
subsequent political formations in the state 
capital. It is however doubtful if a non- 
dalit mainstream party would show the 
same zeal even as it may formally accept 
the .scheme. 

Finally, the party strategy of enclave 
development is not aimed at 'revolu¬ 
tionising' the dalits. As is often argued, 
any attempt at broadbasing a community 
ironically retards the process of the mak¬ 
ing of a revolutionary consciousness 
(Nadkami 1997]. But then a revolution 
has never been on the party's agenda, and 
its greatest emphasis although has been 
on the quick dividends from the assertion 
of a daiit political identity, entirely 
epitomised in the BSP seats in the legis¬ 
latures. 

BSP's TtrHNOLOfiicAL Rationality 

Whatever the limitations of the BSP 
strategy, it has successfully begun a po¬ 
litical movement among the dalits in UP 
who were looking foiward to a political 
party in view of the vacuum created by 
the almost total collapse of the Congress 
Party in terms of its possibility of forming 
the government in UP. It may be men¬ 
tioned here that while the Congress de¬ 
cline is far from complete at the national 
level where it continues to be the second 
large.st party after the BJP, it has almost 
disappeared from UP. The party secured 
only five seats with barely 8 percent votes 
in 1996 Lok Sabha elections, and has 
drawn a blank in the 1998 Lok Sabha 
elections. In the vidhan sabha poll held 
in September-October 1996, which the 


Ctmgress contested in dUance with the 
'BSP, the former's seat shais went down 
to 33 which ina way forced the somewhat 
politically impatient BSP to drop its 
political ally in favour of the BJP from 
whom it 'grabbed' chief ministership for 
its leader Mayawati for the first half of the 
year. 

It is important to note that the BSP's 
succeiis lies not in its electoral victories 
alone, but more so initscapacity tobargain. 
Kanshi Ram's strategy of militant daiit 
assertion forced a patty like the Congress 
to give almost 300 out of425 vidhan sabha 
seats to its 'junior' partner, the BSP (UP 
vidhan sabha poll 1996), so much so that 
in a press conference, widely televised, 
the party supremo of the BSP asserted in 
the presence of the Congress leaders that 
the BSP had deliberately chosen a 'weak' 
paitner like the Congress in view of the 
'dependence' of such a partner on BSP. 

In a way the BSP's focus on acquiring 
political power, more particularly ite chief 
ministership, by ail means, actually aimed 
not so much at introducing social engi¬ 
neering from above (as some analysts 
would have us believe) as in.spiring the 
dalits by putting a daiit at the helm of 
affairs. It is important to remember, the 
real problem in the rural areas is not so 
much of the unavailability of resources as 
it is about the 'inaccessibility'. The issues 
like 'begar' (forced labour) and high 
incidence of illiteracy among the dalits 
and some of MBCs can be uken care of, 
not merely by greater allocation of funds 


for these purposes. These are esseittiaUyi 
questions which are linked to the greater 
issue of political empowerment.' 

Similarly, the public humiliation meted 
out to the upper castes in general, amf 
some senior bureaucrats in particular, was 
not a result of the BSP leader's short 
temperament. It meant the "daiit power to 
tame uppercastc establishment”. This may 
sound very short-lived to a rationalist, and 
the party leaders may be accused of taking 
short cut routes, but this does help to 
inspire its voters. 

Kanshi Ram's assertions in public that 
his party is not for 'stability' but for 'in¬ 
stability', his candid acceptance that his 
party was somewhat opportunistic and 
wanted its own chief minister by entering 
into any alliance which made that possible 
in UP, ail point to this strategy of political 
assertion. To argue that the party's aim is 
to destabilise the system, when everyone 
else is talking about stability, sounds quite 
revolutionary, even (hough this is not 
followed by any programme for the dalits. 

TheBSP'ssirategy has undergone some 
change ever since it flirted with the main¬ 
stream parties like the BJP and the Con¬ 
gress. It shared power with the former in 
1995 and 1997. and had a pre-election 
alliance with tlie latter in 1996, which later 
broke down when the Congress failed to 
muster Enough support for the BSP chief 
minister in UP. Besides these alliances, 
the party had earlier entered successfully 
into an alliance with the SP. Most of these 
alliances, even though .strange on a cur- 


Tari£ 5; PERFoRMANt-fe <)F BSP AND SoMF OTHER PARTIES BY CXass (UP LoK Sabha EtEcnoNS: 1996) 


Performance 

INC 

BJP 

JD 

SP 

BSP 

Others 

Row Total 

Very poor 

10.1 

18.2 

68 

15 6 

35.7 

• 

21.8 

31.0 

11.7 

22.8 

17 5 

44.7 



Poor 

7.4 

24.3 

74 

20.7 

24 3 

« 

23.9 


25.0 

17.2 

27 2 

25.5 

33.3 



Middle 

5 8 

41 7 

46 

22.1 

8.7 

* 

41.3 


34.0 

51 2 

29 3 

47.1 

70 7 



Upper 

5.4 

51,4 

10 3 

14.6 

1.6 

* 

13.1 

10.0 

19.9 

20 7 

V.9 

1.2 



Total 

7.1 

33.7 

6.5 

19.4 

17,4 


100.0 


Nntt: * Rest voted for other iniscetlaneous parties. 
Source- Same as in Table 3 


Table 6; Performawt of BSP and Some (Xiiier Parties by CXass (UP Lok Sabha Eu^ctions; 1998) 


Performance 

INC 

BJP 

JD 

SP 

BSP 

Others 

Row Total 

Very poor 

3.0 

25.9 

- 

28.9 

19.4 

22.9 

19.7 

8.0 

14.2 

- 

23 5 

25.2 

2(* i 


Poor 

9.3 

33.5 

0.3 

20.8 

194 

16 6 

34.8 


44.0 

.32.5 

33 3 

30 0 

41 5 

V T 


Middle 

8.4 

39.1 

0 6 

25 7 

1*'-/ 

15.5 

32.8 


37 3 

35.8 

66 /■ 

».» r 

23,2 

29 7 


Upper 

6.2 

49.2 

- 

22 .t 

8 5 

13 8 

12.7 

10.7 

17.5 

- 

II 7 

7.1 

10 3 


Total 

7.3 

35.8 

0 3 

24 2 

152 

17.1 

iOO.O 


Source: Same as in Table 3. 
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uny took, lud an element of 'nuntili 
democracy*. Kanshi Ram had eyed di^ 
non-dalit votes, like the backward castet 
and the upper castes, to compensate for 
the party’s numerical handicap. He had 
hop^ that Mulayam Singh Yadav’s SP 
would fetch powerful backward caste votes 
which were needed despite dalit’s antipa^ 
thy to most of these castes. Later, he toyed 
with an idea of getting upper ca.ste support 
by joining the Congress alliance. The 
Congress had by then (19%) been reduced 
to small pockets of the upper castes in UP, 
and Kanshi Ram even reportedly advised 
the Congress chief. Sitaram Kesari, to 
field some upper caste leaders on Con¬ 
gress ticket so as to compensate for the 
BSP’s lack of support among these castes. 
Thus, ‘technological rationality’ rather 
than any ideology was the party's clear 
choice. This did not always pay dividends, 
is quite another matter. 

11% BSP did not resort to alliance game 
without reason. The party has of late 
realised that it was not capable of garner¬ 
ing sufficient support from the backward 
castes which have no love Inst for the 
dalits. In fact, the backward-dalit antago¬ 
nism in rural India, discussed earlier in this 
paper, does not allow the party to broaden 
its base. Thcthevar-pallarclashes inTamil 
Nadu, the kurmi-chamar antagonism in 
UP, are very well known. The class in¬ 
terests of the backwards who happen to 
be neo-brahmins after land reforms and 
green revolution, tend to clash with the 
dalits many of whom continue to be land¬ 
less in rural India. In (act when the party 
came close to the 'manuvadi BJP’, it was 
hoped that (he alliance would be more 
workable than the SP-BSP alliance, as the 
antagonism between the upper castes and 
the dalits is no longer as sharp as it is 
between the backwards and the dalits, in 
view of the changed landownership 
patterns in the last two or three decades. 
It did not work well, is another story but 
still the BSP-SP rivalry continues to be 
somewhat more serious than BSP-BiP 
rivalry. 

The powerful backward ca.stc of the 
kurmis was earlier mobilised by the BSP 
but soon it was reali-sed by the two that 
the economically and numerically power¬ 
ful kurmis would not be comfortable in 
an essentially dalit dominated formation. 
The splits in the BSP in 199.5, and walk 
out of Ram Lakhan Verma (an a.spirant for 
chief mini.stcr’s post) symbolised the kurmi 
revolt in the BSP {Pioneer, November 6. 
1995, Delhi edition). The Kurmi 
Mahasabha was sufficiently active during 
these days and the newly formed, even 
though eventually marginalised, Apna Dal, 


RMiked the afienatkm of ll» knitnif 
the dalit leadership of the BSP. It was t^s 
challenge which perhaps forced the BSP 
to lode for greater support from among 
the potential friends of die party. Omse- 
quentiy. a large number of rallies were 
organised to mobilise the nishads, the pasts 
(traditionally engaged in swine husbandry, 
numerically second powerful dalit sub- 
ca.ste after the chamars), the dhobis, the 
khatris, the kewats. the kushwahas (the 
traditional vegetable growing caste, vari¬ 
ously known as the sainis, the mauryas, 
the malis, the shakyas, etc). This was a 
must to dilute the party’s image essen¬ 
tially being that of a chamar political outfit 
{Pioneer, April 9, 1994). The efforts of 
the party to revive and reconstruct the 
legacy of Maharaj Lakhan Pasi, a ruler of 
Lucknow around 1100 AO and who aip- 
po.sedly gave his name to Lucknow, were 
aimed at catering to the second dominant 
group among the dalits. The function 
organised at Maharaj Bijii Pasi’s fort 
(Lucknow) wa.s to boost up the caste morale 
by giving the community a sense of pride 
in its history. 

CONt'LaSION 

These strategics of the dalit elite have 
paid rich dividend.^ to the party in view 
of the emergence of a relatively economi¬ 
cally well off and politically autonomous 
elite among the dalits. The various em¬ 
powerment .schemes and reformative mea¬ 
sures taken up by the state over the years 
for amelioration of the poor, have actually 
brought the dalit ca.stes out of the electoral 
passivity which characterised their 
behaviour till the 19S()s and the I96()s of 
this century. Lack of development and 
education among the.se castes had earlier 
kept them as vote banks of various main¬ 
stream parties where they could only be 
used as a junior partner of a broad Muslim- 
brahmin-SC alliance. Even the backward 
ca.stcs were initially part of this larger 
group. But the various constituents of this 
conglomeration particularly after the dis¬ 
memberment of the Congress dominant 
system got disengaged and the dalit elite 
emerged as an independent force in UP 
politics in the eighties. 

The greate.si challenge before the BSP 
remains to unite, if not 'homogenise' the 
dalits. As isevident from datil-dalii clashes 
in .several parts of the contrary, 'dalit' is 
a.s much an artiricially constructed cat¬ 
egory as 'backward'. In UP atone tlicrc 
arc .sinnc 66 castes^ li.stcd as dalits. and 
the chamars. the pasis, the halmikis, arc 
only .some of the relatively numerous ones. 
The distribution of henetiis of different 
guvemmentui reform programmes, has 


inevei# tiropfittd 

among the datitt. Often in leggne with 
some powoftil backwmd castes which 
were infhieiRiai in guiding the govern- 
ment officials in identifying the 'poor' in 
the villages, some sub-castes benefited 
more tlun others. 

The BSP will also have to wwk hard 
in the meanwhile for forging a political 
unity (even if it solely relies on electoral 
politics) of all the groups that have some¬ 
how remained either immobilised, or are 
still looking for a political patty which 
could articulate 'primarily' their interests. 
These include the hitherto neglected dalH 
castes such as balmikis, doms, khatiks, 
kols, kanjars, nats, kalabazs and badhiks, 
etc, besides, some of the MBCs and the 
scheduled tribes, many of whom are 
extremely backward in all respects, also 
are in need of attention. This combinatitMi, 
if pursued vigorously, will inflate the 
numerical .support base of the BSP in 
addition to making its agenda look more 
rational and inciusivist. 

Notes 

1 In a very perceptive study of the musahars (an 
extremely poor sub-cosie of dalits) in a 
Chazipur village of cast Uttar Pradesh, 
PSainath, a writer-journalist observed that 
the Kanshi Rain-Mayawaii phenomenor ha.s 
helped improve the situation with regard to 
forced labour (begar). The awakening among 
these musahars has iiuulc it possible for some 
of them to stand up to those who have been 
fmcing them to do ‘tree labour'. See P Sainath. 
The Hindu, April 5. 1998. 

2 The scheduled castes in UP, among others 
include such sub-castes as agaria. badhik, 
bahelia, balmiki, dhanuk, dhobi, dom, dusadh. 
gwal, kolabaz, kanjar, banmonush. han-sphor, 
bawaria shilpkor, jatav, sansiya nat masahar, 
kol. khatik, etc. 
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19!I9-2IIUU Budget and ttie Industrial Sector 

JCSan^tesara 

The examimtion of the budget proposals for 1999-2000for their impact, short and long term, on industrial 
growth. Also discussed are the larger questions of GDP growth, fiscal deficit and whether the budget 
comprises a move towards pushing reforms. 


I 

Introduction 

HOW would the various proposals of the 
union budget for 1999-2000 affect indus¬ 
trial growth during that year? This article 
is addressed largely to this question. As 
the {sincipal purpose of thew proposals 
is to augment industrial growth, we begin 
in Section U with the experience of the 
recent past in this area. Owing to space 
constraints the article focuses on the main 
proposals. The wide variety of these pro¬ 
posals suggests that dividing them 
into the following four groups would be 
meaningful: 

(1) Proposals which relate directly to the 
industrial sector as a whole: 

(2) Those which relate directly to specific 
sectors of industry: 

(3) Tliose which relate indirectly to the 
industrial sector as a whole or to 
specific sub-sectors; and 

(4) lliose which seek to initiate reviews 
and diiicussions for possible follow¬ 
up action. 

The first thrra groups of proposals would 
have impact on industrial production in 
1999-2000 and in the later years as well. 
As for the fourth group, it is unlikely to 
have any impact in 1999-2000 but may 
have .some relevance for later years. Sec¬ 
tions in to VI deal with these proposals. 

As a secondary purpo.se, this article com¬ 
ments on the widely discussed numbers 
on CDP growth and fiscal deficit emerg¬ 
ing from the budget, and on the question 
ofwhctherthisisareform-pushing budget. 
Section VII is devoted to these issues. The 
last section is compo.sed of a summary. 

II 

Industrial Growth 

Table 1 gives the statistics of GDP 
growth (aggregate and by three sectors) 
for the five years ended 1998-1999. GDP 
growth for the first three years was a little 
under 8 per cent. It slowed down to S per 
cent in 1997-98 but recovered to 5.8 per 
cent in 1998-99. 

Growth in agriculture and allied activi¬ 
ties fluctuated wittely over these years, 
ranging fiom minus 1 per cent in 1997-98 to 
over 5 per cent in 1994-95 and 1998-99. 
The rates of growth of industry and ser¬ 


vices were at their lowest in 1998-99:4.7 
per cent and 6.7 per cent, respectively. 

One must read meaning in these statis¬ 
tics with a lot of care. First, the rise in 
aggregate GDP growth in 1998-99 fibm 
the 1997-98 level is wholly due to very 
high growth of agriculture and allied 
activities in the former year. Second, the 
growth data for 1994-95 and 1995-96 arc 
actual, but those for 1996-97,1997-98 and 
1998-99 are respectively provisional, quick 
and advance estimates and therefore sub¬ 
ject eventually to change - which may 
result in different numbers. Thrid, growth 
numbers arc based on 1993-94 prices, 
whereas the earlier base year for the purpose 
of prices was 1980-81. This new series 
e.stimates GDP levels about 9 per cent 
higher on an average than the old series. 
The higher estimates have arisen princi¬ 
pally because the previous series Icfi some 
existing economic activities out of ac¬ 
count and estimated the working popula¬ 
tion at a lower level. This means that part 
of the increase in GDP is purely stati.stical 
- accounted for by better recording. 

Let us now look at the indu.strial pro¬ 
duction growth statistics in detail fcKUsing 
on 1997-98 and 1998-99. Since the 
1998-99 statistics are available only for 
nine months (April-Dcccmber), the 
1997-98 .statistics are al.so presented like¬ 
wise. The growth rates arc based on the 
index of industrial production (IIP) - 
1993-94= 100. Table 2 deals with the three 
principal sectors of the IIP. Table 3 with 
use-based clas.sification of industries 
and Table 4 with 17 broad indu.str)' 
groups. These tables are from Economic 
Surx’ey. 1998-99 (pp96, 100 and 100 in 
that order). 

It will be seen from Table 2 that indus¬ 
trial growth (general) slowed down to 3.5 
per cent in 1998-99 from 6.7 per cent in 

1997- 98. Electricity growth was higher in 

1998- 99 than in 1997-98 (6.6 and 6.5 per 
cent) but the growth rates for mining/ 
quarrying and manufacturing were lower 
(-1.1 per cent and 5.5 per cent in the 
former and 3.7 per cent and 6 9 per cent 
in the latter). 

Coming to the use-based classification 
of industries, growth in capital goods was 
higher in 1998-99 than in 1997-98 (9.8 
and 6.7 per cent), hut lower in the other 


three sectors by a wide margin (basic good) 
1.4 and 6.8 per cent: intermediate goodi 

4.7 and 9 per cent; and consumer good) 

2.8 and 4.6 per cent). 

Table 3 on the 17 manufacturing grouf 
shows that growth was higher in 1998-9 
than in 1997-98 in seven groups. In th 
case of the food products ami otiwr mam 
facturing industries groups decline ha 
turned into positive growth. Each of thes 
seven groups recorded a high growth rah 

0.1 the other hand 10 groups recorde 
lower growth rates in 1998-99 than i 
1997-98. In the wood and wood product 
group the negative growth of 1997-98 wt 
aggravated in 1998-99, In four groli|: 
(cotton textiles, textile products, basi 
metals, and machinery and equipmen 
there was a shift from positive growth i 
1997-98 to negative growth in 1998-91 
In almost every one of the 10 groups th 
deterioration was sharp. 

The weight of these 17 groups in th 
IIP is 79.h. The seven groups which ex 
perienced higher growth accounted for 
total weight of 27.9 and the 10 group 
which had lower growth for one of 51.: 
(35 per cent and 65 per cent, respectively] 

To .sum up: these statistics highlight th 
general slowdown of industrial growtf 
The signals are loud and clear whethe 
one uses GDP data or any of three sets o 
IIP data. 

Ill 

Taxation 

The first group of proposals relates ti 
taxation, direct and indirect (excise art 
customs duties). 

Direct Taxes 

The two main proposals on direct tax< 
relate to the imposition of a surcharge < 
10 per cent on the tax on indi vidual/Hind 
undivided family incomes of Rs 60,00 
or more and on corporate income tax 
Thus, the 20 per cent and 30 per cent ta: 
brackets on the former become 22 and 3‘, 
per cent, the 35 per cent corporate ta: 
bracket becomes 38.5 per cent. Togethe 
with other provisions on incenlives/con 
cessions this is expected to yield a ne 
revenue of Rs 3,100 crore. 

This is the first time since the economi 
reforms were initiated in 1991 that la; 
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BOiHfunbie, and for lyiiculturat tAputa 
produced by the industrial sector: 
fertilisen. insecticides, pesticides, cement, 
tractors, power, Mc. 

Growth of construction activity such as 
that for residential, commercial and indus¬ 
trial putposes increases the demand for 
steel, cement, furniture and fixtures, wood 
and metal luoducts, etc. Growth of tnfra- 
struclure increases the supply of power, 
tran^xxt communications, etc, to indus- 
(ly, which in mm transmits growth im¬ 
pulses to the industries which cater to the 
hiput needs of infiastnicture. Improve- 
m«its in the capital market.,and related 
areas enhance die availability of finance 
at competitive rates to indust^, and make 
fora more efficient allocation of resources. 

Aoaicui.TuaE 

The outlay on agriculture has been raised 
by a substantial 36 per ceiti. Irrigation 
charges are proposed to be rationalised, 
storage and marketing facilities to be 
improved. Food processing and related 
industries have been placed in the priority 
Kst of industries. Regional rural banks 
will be strengthened. The corpus of the 
rural infrastructure development fund is 
being raised from Rs 3,000 crore to 
Rs 3,S00 crore. 

HutlSING 

A number of proposals seek to increase 
the flow of credit to the housing .sector. 
These relate to changes in the laws for 
foreclosure and transfer of property, the 
(tevelopment of primary and .secondary 
markets for housing, the strengthening of 
housing finance companies, the easing of 
bankrulesforhousingflnance.elc.The bud¬ 
get has also proposed a number of incen¬ 
tives/concessions for individual borrow¬ 
ers, housing companies and businesses/ 
industrialisis buying/building houses. Special 
attention is being paid to the provision of 
shelter to the shelterless in rural areas. 

InFUASTRI'CIURE 

The budget has proposed a number of 
incentives/concessions for promoting in¬ 
frastructure development. The transmis¬ 
sion and distribution of power will be 
eligible for fiscal incentives. The Income 
Tax Act will be amended to provide for 
a uniform maximum period of IS years 
within which units can avail of the tax 
concessions. To accelerate industrial 
growth in the north-eastern region it is 
proposed to introduce a ten-year tax 
holiday for all industries located in growth 
centres, for specified industries and for 
industrial infrastructure development 
corporations. 


Caiwal Market Aim SttbAtiD Amm 

It is here that the teidget is most elo¬ 
quent. It is proposed to go in for strategic 
disinvestment in public sector undettak- 
ings. The budget for revenue from this 
source in 1999-2000 is Rs 10,000 crore. 
It is also proposed to make the voluntary 
retirement schemes of these undertakings 
more appealing to the workers. It is pro¬ 
posed to amend the Income Tax Act to 
facilitate mergers/de-mergm. Income in 
the hands of investors in the Unit Trust 
of India (UTI) and other mutual funds is 
exempted from tax. The US-64 scheme of 
Un and other mutual-fund schemes with 
more than SO per cent investment inequity 
are exempt from income tax. The kmg- 
term capital gains tax for resident Indians 
is reduced from 20 to 10 per cent. The 
Gold Deposit Scheme is to introduced. 
Income from interest uncter this scheme 
is exempt from income tax. Nor is wealth 
tax or capital gains tax applicable. 

A few days after the budget, the Re.serve 
Bank of India reduced the bank rate by 
a percentage point to 8 per cent, the repo 
rate to 6 per cent from 8 per cent and the 
cash reserve ratio (CRR) to I0.S per cent 
from 11 percent. Reductions inprime lend¬ 
ing rates and other lending rates in varying 
measures by banks followed this move. 

The stock market upsurge (hat followed 
the budget is attributable largely to the 
budget proposals relating to customs 
duties, the sunrise industries and the 
activities reviewed in this section, more 
particularly in the capital market area. The 
upsurge was aided by the interest reduc- 


ydli» 'thribiiMitidlty .it’'id& 

upsurge diinible? b to tHnunied ty the 
likely growth ofindttiiiy and overall gross 
domestic product (Ca>P) in 1999-30Q0? 
Our discussiMU in Sectkms 01 U> VH 
suggest only modest industrial growth erf 
6.7 per cent and a snuUi ovwi^ growth 
of 6 per cent in 1999-2000. conqMnd to 
growth rates <rf 4.7 per cent and SA per 
cent respectively, in 1998-99. The up¬ 
surge is thus bound to abate evrotual^. 

Two awkward questions pertaining to 
the budget proposals dealt with in tins 
section ne: if growth does not pick lq;^ 
would the government be able to raise 
enough revenue, through taxation in par¬ 
ticular to spend on these programmes as 
budgeted for? For that matter, wouM the 
necessary spending be feasible evoi if 
growth does pick up? Considw, for ex¬ 
ample, the recent experience vis-a-vis the 
outlays on agriculture and allied activities. 
Even though the 1999-2000 Centml Plan 
for agriculture and allied activities has a 
budget of Rs 3,736 crore, representing a 
36 per cent increase over the 1998-99 
revised outlay of Rs 2,777 crore, it is less 
than the budgeted outlay of Rs 3,864 crore 
for that year; and although the budget 
outlays on rural development and irriga¬ 
tion and flood control for 1999-2000 are 
slightly larger than the revi.sed outlays for 
1998-99, they are less than the budget 
outlays for that year. 

Next, the problems in housing are many 
and varied. The existing Urban Land 
Ceiling Act and ncm-impiemenlation or 
tardy implementation of the Rent Control 
Act, despite clearance by the Supreme 


Tabu- 4; Growth Rates or Inousteial PRouucnuN by Bboau Gboup of MAMUFAcniRiNO. 
1-997-98 - 1998-99 (Anui.-DECEMBER) 


(Ptr ceiuf 


Two-digit Croups (Weight) 

1997-98 

1998-99 

A Where growth was higher in 1998-99 than in 1997-98 



1 Food products (9.1) 

-2.0 

2.8 

2 Paper and paper products, and printing, publishing 



and allied industries 

5.4 

16.0 

3 Leather and leather products and fur products (1.1) 

2.8 

5.0 

4 Rubber, plastic, petroleum and coal products (S.7) 

4.0 

10.6 

5 Metal products and parts, except machinery and equipment (2.8) 

3.8 

22.9 

6 Transport equipment and parts (4.0) 

3.8 

20.9 

7 Other manufacturing industries (2.6) 

-2.3 

10.1 

B Where growth was lower in 1998-99 than in 1997-98 



I Beverages, tobacco and related products (2.4) 

17.3 

13.8 

2 Cotton textiles (5.5) 

5.4 

-9.9 

3 Woo<l. silk and man-made Tibivs, textiles (2.3) 

21.6 

1.6 

4 Manufacture of jute and other veg fibre, textile excluding cotton 

(0.6) 21.3 

-5.'4 

5 Textile producte (including wearing apparel) 2.5 

8.6 

-3.1 

6 Wood, wood products, furniture and fixture (2.7) 

-3.1 

-3.3 

7 Basic chemicals and chemical products (excluding products of 



petroleum (14.0) 

I4.S 

5.5 

8 Non-meialtic mineral products (4.4) 

13.2 

1.4 

9 Basic metals and alloys industries (7.5) 

3.4 

-3.0 

10 Machinery and equipment other than transport equipment (9.6) 

6.9 

-3.3 


For explanaiiont and source, see (ext in Section II. 
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incMMBtf ^tt^qpiy. Piit^bec^ o^ 
dm MKt pii^ beoHue of economic 
slowdown Of die leeent^ut. a fairiy leise 
mnnbel'of houses of vwiyiaf sizes fit for 
occnpuion «e known to have remained 
unoocupied lor long, especially in big 
cities. This points to conOkkraUe excess 
capacity. A fictor of larger ifflpmt relates 
to growth of income and employment: if 
it is not lut enough further construction 
acdvity would be impeded by relatively 
low dmand fbr residential, commercial, 
and industrial accommodation. 

Third, industry’s demand for funds 
(short4enn as well as long-term) has of 
late been constrained by stack in ^ustry. 
So baidu have generally been flush with 
fiiiKta. Partof the disbursements by banks 
and financial institutions is known to have 
been effected to facilitate repayment of 
old dues. And although industrialists have 
been tobbyti^ for low interest rates, it is 
a moot point whether such slight changes 
as am nude off and on can make a material 
difreieiM:e tothe pace of industrial growth. 
If industrial growth does not pick up 
substamially. the increased liquidity would 
increase the interest costs of banks, lead¬ 
ing eventually to lower deposit rates. This 
may affect tlw flow of savings adversely. 
Attention may be drawn to recent data in 
thiscontext.lhesavingsstatisticsfor I Wg- 
99and 1999-2000 are not availabie.Those 
for 1997-98 shows a decline in relation 
to the previous two years. Gross domestic 
savings as a percentage of GDP at current 
market prices were 24 percent and 24.4 per 
cent in 1995-96 and 1996-97, respectively. 
They declined to 23.1 per cent in 1997-98. 
The decline cmtuaced the private sector 
as well as the public sector. 

These considerations moderate the hope 
that dte activities discussed in this section 
would make a miyor contributirm to over¬ 
all industrial growth. But surely, one can 
hope for a moderate contribution? 

The contribution of industry (mining 
and quarrying, manufacturing, electricity, 
gas and water supply, and construction) 
to CXM* went up by 4.7 per cent in 1998-99. 
The disctission in this section prompts the 
guess that the proposals discussed with 
add a little more than 1 percentage point 
and the discussion of the proposals of the 
previous two sections the guess that they 
willaddalittle less than I percentage point 
in 1999-2000 to the growth rale of 4.7 per 
cent of the previous year. On the basis of 
these guesses, GI^ growth of industry 
would be around 6.7 per cent, say. 7 per cent 
in 1 999-2000. We have therefore assumed 
7 per cent industrial growdi in our (fiscussion 
on ovmll QDP growth in Section VH. 


yi 

Spsdfwovlt 

We now bdte up ^ prcqiosah which 
sedt to review and examine the existing 
procedures and policies with a view to 
making them simpler and more in tune 
whh changing times and international 
practices. The government wiii get some 
of this work done through fo nnat commit¬ 
tees and some in house. 

Some initiatives in this r^ard may be 
mentioned. Acommittee will beappointed 
to review the Monopolies and Restrictive 
Trade Practices Act, and suggest a taw 
relating to competition. Two committees 
will be appointed to review thednig policy 
and identify the support required by the 
pharmaceutical industry. An expendiUire 
reform commission and a national statis¬ 
tical commission will be constituted. 

The Industries (Development and Regu¬ 
lation) Act will be reviewed. In prepara¬ 
tion for the next budget, a system of zero- 
based budgeting will be initialed. Govem- 
mentexpenditurc on salaries will be pruned 
by abolishing some posts. A discussion 
paper on reforms will be prepared. 

As a result of these and other initiatives, 
revenue and fiscal deficit will decline in 
the future. The revenue and fiscal deficits 
for 1999-2000 are estimated at 2.7 per cent 
and 4 percent, respectively. It is suggested 
that at the recent rates of reduction the 
revenue deficit will be eliminated in four 
years and the fiscal deficit brought down 
to below 2 per cent. 

It will take months or even years for 
concrete measures that will make impact 
on growth to emerge. Time will be con¬ 
sumed at various stages: appointment oi 
committees, location of office, recruit¬ 
ment of staff, the submission of reports, 
consideration of the recommendations 
by the government, follow-up in the 
shape of laws, rules and regulations, 
strengthening of existing agencies, creat¬ 
ing new ones where needed, and so on. 
The impact of the work on the hard numbers 
of production can be felt only after a 
fairly long lag. most certainly not in 
1999-2000. Secondly, some work has only 
symbolic value. Thirdly, the government 
often has second thoughts or develops 
cold feet during the work period, so that 
the work is halted or abandoned in mid¬ 
stream. Fourth, some proposals remain on 
paper fbr long, ultimately lobe buried quietly. 

These thoughts are based on haid facts. 
Considerftrst, the Industrial RelationsBill, 
which tinugh it was cleared by the Cabinet 
seven years ago, has yet to become law. 
Note next that the abolition of four secre¬ 
tary-level posts announced by the finance 


minister has only symbolic vdue in tilt 
context of the Pay Commissiem’s recent 
mendMion that the number of irevemmeh 
employees be reduced by 30 per cent;ttit 
the MiAarashtra govenanrent had initiaiei 
zero-based budgreing during the mi<| 
seventies but the successor govemmMt 
abandoned it; and that the pn^sal fbrtta 
setting up of asset reconstruction compa 
nies by banks with a large volume of non' 
performing assets still exists only on paper 

All in all, even when these reviews mk 
reports culminate in the adoption of con 
Crete measures their impact on productioi 
could be felt only idler 1999-2000. It must 
however, be said in fairness, that the propo 
salsdiscussedinthissectionprovidea b^ 
for the hope of reforms in the medium lerm 

VII 

Larger Concerns 

The larger concerns considered hen 
relate to tte GDP growth and fiscal defici 
numbers of the budget and to the questioi 
whether this is a reform-pushing budget 

GDP OaowTH 

The budget has pegged rBalOD*’growtt 
at 7 per cent on the assumptions of maike 
price growth of 12 per cent and inflatiolB 
of S per cent. In terms of goals, the 7 pet 
cent figure makes sense: the Ninth l^ve- 
Year Plan (begun 1997-98) has a targel 
of 6.5 per cent; the average growth of the 
first two years was 5.4 per cent; reid reach- 
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iiV the Plan target trf 6.S per cetrt wObiiit.' 
Amfbfc call for »i average annualgrowth 
of tiighay more than 7 per ceitf during the' 
laat three years of the Plan period But 
considering the experience of1998*99and 
die potential of the 1999-2000 budget pro* 
posah, 7 per cent seems to be a tall order. 

TherateofGDPgrowdiin 1998-99 was 
3.8 per cent, congiosed of 3.3 per cent 
agricultuie, 4.7 per cent for industry and 
6.7 per cent for services. It would be too 
much to hope that agriculture growth in 
1999*2000 could come close to that Og- 
ttte. After all. the 5.3 per cent growth was 
on a negative base (minus I per cent) in 

1997- 98. A high growth rate on a low base 
is understandable, but fast growth on a 
high base occurs rarely. Also, agricultural 
growth is subject to wide year-to-year 
fluctuations; it will be noticed from T^le I 
that agricultural growth was high in 
1994-95 (3.4 per cent), fell in 1993-96 
(0.2 per cent), went up in 19%-97 (9.4 
per cent), declined again in 1997-98 (-1 
per cent) and rose in 1998-99 (5.3 per 
cent). Thus, only low growth is to be 
expected in 1999-2000, and our guess is 
that it will be about 3 per cent. Industrial 
growth in 1998-99 was 4.7 per cent. As 
already noted, we envisage an increase to 
7 percent in 1999-20(X). Growth in service 
was 6.7 per cent in 1998-99. We put it at 
7J per cent for 1999-2000. This higher 
rate is warranted, among other things, by 
the consideration that the government and 
the organised sector as a whole will have 
to yield to the demands for increased wages 
and salaries of their workers, who have 
been agitating in various ways for some 
time. Thus, our guesses for agriculture, 
industry and services are 3, 7 and 7.5 per 
cent. Given the respective weights in the 
nP of 30, 30,40, we get an overall GDP 
growth of 6 per cent for 1999-2000. This 
is admittedly a very rough exeroise having 
only indicative value. 

If the actual number turns out to be 
around 6 per cent, the year 1999-2000 
would be more or less on a par with 19%-99. 
Incidentally, this would necessitate GDP 
growth at the rate of nearly 8 per cent 
during last two years of the Plan if the 
Ninth Plan target of 6.5 percent is to be hit. 

PiSTAL Dehctt 

We may recall that the budget for 

1998- 99 had estimated the Hscal deficit 
at 5.6 per cent of GDP. We are now advised 
that it would be 6.5 per cent. These num¬ 
bers represent GDP growth reckoned at 
1980-81 prices, and they include all small 
savings schemes. 

The budget has estimated the fiscal 
deficit for 1999-2000 at 4 per cent. This 


is wortoed out from QIV tfotMh ooiil- 
puted at 1993*94 prices. Tliis new series 
estimate is about 9 per cent, hij^io; than 
the old series (1980-81 price) estimate. 
Secondly, a system of transferring 73 pm 
cent of the net small saving collections to 
states/union territories from the Public 
Account will now be introduced. These 
two changes have had tiie effect of inflat¬ 
ing the denominator (GDP) and deflating 
apartof the numerator(expenditure). Thus 
we have a more presentable number of 4 
per cent for the 1999-2000 fiscal deficit. 

What is the credilnlity of this number? 
Past experience suggests that the actual 
fiscal deficits fm almost all the years since 
1991-92 have exceeded the budget esti¬ 
mates. It would seem that finance minis¬ 
ters are prone to play some tricks in budget- 
making; a larger number than warranted 
for revenue and a smaller number for ex¬ 
penditure in the numerator, and a larger 
number for GDP in the denominator. This 
trick has almost always been exposed by 
the time the year runs out. Going by the 
past experience, one may guess that the 
year will end with a fiscal deficit of 5 per 
cent or thereabouts. 

Reforms 

On the question of reforms, theit is 
absence of focus in the budget. Some of 
the proposals roll back reforms. Some 
push them. Some are reform-neutral. And 
some others are reform-promising. The 
increa.se in customs duties and the sur¬ 
charge on income tax belong to the first 
category. The simplification of the pro¬ 
cedures for tax compliance and the 
rationalisation of the indirect tax structure 
belong to the second category. The exci.se 
duty proposals, revenue-neutral in total¬ 
ity, and the retention of subsidies belong 
to the third category. The reform-prom¬ 
ising category is dealt with in Section VI. 

On balance, it would seem that this bud¬ 
get does not have much by way of reforms 
such as would have an impact on GDP 
growth in 1999-2000. On the other hand, 
there is a lot of spadework for reforms to 
be initiated in 1S>99'2000. As suggested 
in Section VI, however, the impact of this 
work may be felt only after 1999-2(XX). In 
a word, this is not a refenm-pushing budget, 
but a budget that provides hope for a 
modicum of reform in the medium term. 

VIII 

Concluding Renuriis 

Our discussion led us to conclude that 
the I999-2(K)0 budget proposals which 
related indirectly to the industrial sector 
as a whole or to specific sub-sectors would 
have a moderate impact on industrial 


labwhidtwe rodlw ic tiyj dii^fotite^ 

titiea woidd have ■ relatively innor impact 

On the bant of *guesatihireies* rtf the 
respective impactt of die diflbient sets of 
proposida. we arrived at the tentative 
conclusion that GDP growth of iiKhutiy 
in 1999-2000 would be 7 per cem. 

Out discussion also covered the larger 
question of GDPpowth, fiscal deficit and 
reforms. Whereas the budget estinudes an 
overall GDP growth in I9^*2000of7per 
cent, our guesstimate was 6 percent, only 
marginally high«’thandiefigunforl998- 
99. It led us to the implication that GK* 
would have to rise at an averi^e rate of 
8 per cent during the last two years (2(X)0- 
01 and 2001-02) of the Ninth Plui. 

Whereas the budget estimates the fiscal 
deficit for 1999-2000 at 4 per cent, our 
tentative estiinate is S per cent. We base 
this estirtuie on our expectation that GDP 
growth will fall short of the corresponding 
budget estimate and, partly as a result of 
this, the revenue deficit will be larger than 
estimated in the budget. 

Our discussion also led us to the con¬ 
clusion that this budget does not push 
reforms but holds out the promise of 
reforms in the medium term. 
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TUie S^iiian Hegemony, Ethnic Heterogeneify 

and Yugoslav Break-Up 

Dawa Ntarbu 


Despite serious attempts at rectification, the federative system of Yugoslavia, as was nurtured by its first 
premier Josip Broz Tito in the post-second world war period, exploded by 1990-91. The tenacity of ethnicity 
and finely differentiated versions of south Slav nationalism, sharpened by frequent foreign imperial domi¬ 
nations of the region in *he past, defeated Tito’s design as welt as international efforts to save Yugoslavia 
from Balkanisation. Instead of integrating the eight ethnic groups comprising Yugoslavia into a single nation, 
certain political and economic dynamics of the federal system tended to unintentionally reinforce ethnic 
nationalism within each federal unit, especially the larger and more assertive ones. The Serbian domination 
of the state power structure, unwarranted by population size or economic strength, provoked the assertion 
of non-serbian ethnic identities. If the Croats and the Slovenes succeeded in achieving a state and an economy 
of their own within the parameters bf a nation, the Bosnian Muslims and the Kosovo Albanians became 
victims of the Serbian repression unleashed against them. 


PERHAPS more than the west Slavs, south 
Slavs constitute one of the most delayed 
cases of nation-formation in western his¬ 
tory. Extreme ethnic heterogeneity 
characterised the artificial composition of 
the former. Yugoslavia held together not 
by conunonly accepted 'gevens' of nation¬ 
hood but by coercive ideology Tito’s 
personality and sheer force when neces¬ 
sary. 

'Ihe south Slavs’ delay in nation-forma¬ 
tion may be pnmanly due to their geo¬ 
strategic location within the European 
international system. They were situated 
at the crossroads of empires, international 
politics and war. which disrupted the 
historical processes, and distorted the 
politico-cultural patterns of nation-forma¬ 
tion in the Bdkans. During 395- 14S3 AD, 
they were under the Roman empire; dur¬ 
ing 1389-1918. under the Ottoman em¬ 
pire; between 1815-1918, under the 
Austro-Hungarian empire. With the col¬ 
lapse of the Austro-Hungarian and Otto¬ 
man empires in the course of the first 
world war. “the allies at Versailles de¬ 
cided on the creation of an independent 
south Slav state’’.' In other words, it was 
not so much of the will of the south Slavs 
but an international political intervention 
that created the fust Yugoslav state in 
1918. 

A similar pattern of external interven¬ 
tions influenced even the formation of 
cultural identities ol the south Slavs. 
Yug(»lav literally meansthe ‘southSlavs’, 
“series of tribes, that migrated into the 
BaDcui regiiHi from the north-east begin¬ 
ning in the seventh century’’.^ Through the 
Middfe Ages a number of medieval petty 
icingdoms evolved in the region with no 
definite boundaries, which often over¬ 
lapped each other. Mort well known of 


them were Serbian, Croatian and Bulgarian 
kingdoms They remained largely unaf¬ 
fected by world religions until they en¬ 
countered imperialism which introduced 
world religions in the area. “Those south 
Slavs living within the Austro-Hungarian 
empire (that is. most Slovenes and Croats) 
tended to adopt Roman Catholicism while 
those south Slavs living within the Otto¬ 
man empire tended to adopt eastern or¬ 
thodox religion (that is most Serbs) or 
Islam”.^ Once they adopted world reli¬ 
gions, each of the significant .south Slavs 
began to define and differentiate then 
ethnic identities along e.ssentially cultural 
lines.’' as so evident since 1990 in the 
Balkans. 

The south Slavs’ geo-stratcgic location 
within the international system has the 
following implications to their delayed 
nation-formation Frequent external inter¬ 
ventions such as the Roman, Austnaii, 
Austro-Hunganan. allies and axis one.s, 
tended to disrupt and distort the historical 
patterns of national development in the 
region. My assumption is that once an 
idea-system is invented in or introduced 
into any society, it needs few centuries to 
woilc out its eficct on various vital spheres 
of social life.'*' Ihe consolidation of po¬ 
litical and social .structures, the formation 
of national identity and territorial bound¬ 
ary, etc. requires hcstoncal time to root 
themselves in specific soils and societies. 
This had. unfortunately, not been the 
history of south Slavs, whose histoncal 
development had been continually inter¬ 
rupted by external interventions from 395 
AD to 1918 AD. The result had been 
etiinic fragmentation, not national con¬ 
solidation except dunng Tito’s rule. 

The other function of historical impe¬ 
rialism in the Balkaas had been this; while 


frequent external interventions tended to 
deprive the south Slavs of indigenous 
devefopment, they were enough to inten¬ 
sify ethno-historic memories and sharpen 
their sense of separate identities. The 
otherness of foreign imperial dominations 
tended to sharpen ethnic boundaries and 
solidify ethnic identities. This was par¬ 
ticularly tnieofthedominantethnic groups 
such as Serbs, Croats, Slovenes, as we 
shall see. 

For all 1500 years (395-1918 AD) the 
dominant historical experience of the south 
Slavs had been not autochthonous devel¬ 
opment; it was series of imperialisms which 
sketched ethnic boundaries of various 
domains and which shaped the core com¬ 
ponents of ethnic identities. For example, 
the Balkans were the dividing line be¬ 
tween the eastern and western halves of 
the Roman empire. On the eastern half of 
the Roman empire were the “lands that 
became Serbia centuries later and the 
western side had the precursor of modem 
Croatia, Slovenia and Bosnia’’.^ Cultur¬ 
ally. those south Slavs living within the 
Austni-Hunganan empire, namely, most 
Slovenes and Croats, tended to adopt 
Roman Catholicism, while those under 
the Ottoman empire (most Serbs) tended 
to adopt (he eastern orthodox religion or 
Islam.' 

If the cultural and political fallout of 
imperialism largely defined mo.<>t of the 
identities and boundaries in the Balkans, 
ethnic struggles against such imperialisms 
tended to crystallise and solidify (heir 
identities This was particularly true of 
Serb* All,, uominatcd the south Slav’s 
chequered history up to the modem pe- 
nod. The Serbian hegemony has been one 
of the main causes of .south .Slav’s brief 
periods of federal unity as well as of the 
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current etimic conflicts in the region. ;- 

The Serbian hegemony owed itself nofe 
to econmnic or demographic reasons.* In’ 
the absence of material evidence, we are 
left to speculate along historic^ lines with 
sociological imagination: assertive iden» 
tity, ethnic cohesion, organisational abil* 
ity and general resourcefulness accumu¬ 
lated over centuries in the heart of the 
Balkans that might have accounted for the 
Seibian hegemony or leadership. Neither 
dieir population size (38 percent) nor their 
economic strength supported their claim 
to hegemony. It was based on social- 
cultural factors. 

Of ail the ethnic groups in the Balkans, 
seibs were the first to offer an organised 
and sustained resistance against the Turks. 
In particular the Serbian uprising against 
the Turkish overlords in 1804 and 1815 
“created the framework for the growth of 
the Seibian state”.^ Serbia continued to 
expand southward into Kosovo and 
Mecedonia in three waves (1831-33,1878 
and 1912-13), thereby creating some basis 
for Serbian, if not south Slavic, unification. 

The opportunity came after first world 
war when the allies at Versailles decided 
to create an independent south Slav state. 
It was called the kingdom of the Serbs, 
Croats and Slovenes, and held together 
rather precariously until 1929 by the 
Serbian leadership. As its title suggested, 
the kingdom recognised only three ethnic 
groups: Mecedonians, Bosnians, 
Montenegros and others were not 
recognised as .separate ethnic groups. Yet, 
this motley of ethnic groups “was built on 
the theory of one-nation state comprising 
three south Slavic tribes’’ Serbs, Croats 
and Slovenes. Actually, Yugoslavia be¬ 
tween the world wars was really a ‘Greater 
Serbia’.'* 

After the failure of the first attempt at 
south Slav unification through a multi¬ 
party parliamentary democracy (1918-28). 
the kingdom of Yugoslavia was estab¬ 
lished in 1929; it lasted until 1941. Again 
a Serbian king ruled “a unitary .state in 
which the administrative sub-units were 
given geographic rattier than ethnic names. 
In this and other ways, the regime at¬ 
tempted to foster a ‘Yugoslav nationality' 
in place of the ethnic identities that had 
so much undermined the previous consti¬ 
tutional order”.In the process, the crae 
institutions of the pre-war Serbian state 
such as the monarchy, army, bureaucracy, 
church were extended to and impost 
upon Croatia. Slovenia, Bosnia, 
Herzegovina, Kosovo and Macedonia. 

The Serbian historical tendency todomi- 
nate the Balkan politics and their implicit 


cuum |o aouin 9»vic. uPKieisiBp nw oem 
challenged by perlbqw the hM nwit 
oigantsed and assertive eflmic gtotip, 
Croats. To thu extern the Yogosiav Ids- 
tory in the 20th century has been 
characterised by Serbo-Croatitm rivafay 
and conflict, evident to this day hi Bosnia. 

However, some Crotf pol^ians and 
intelligreitsia ad vociued, pt^south, Slavic 
ideas in the 1830s. But, when such itteals 
took the shape of Seibian hegemony, most 
of them became disillusioned and increas¬ 
ingly turned to Croat nationalism. The 
Croat nationalists of the interwar period 
dreamt of the resurrection of a ‘Greater 
Croatia’ which would incorporate Croatia 
proper, most of Bosnia-Herzegovina and 
Dalmatia.'-^ 

In 1934, Seibian king Alexander and his 
foreign minister were assassinated in 
France by Macedonian and Croat nation¬ 
alists. Earlier in 1928 the Croatian leader, 
Stephen Radic and other activists were 
assassinated by a pan-Serb Montenegrin. 
After the proclamation of royal dictator¬ 
ship in 1929, extreme Croatian national¬ 
ists went underground and founded Ustasa, 
a fascist group that would co-operate with 
Hitler for the sake of Croatia’s indepen¬ 
dence. In 1941 when the nazis invaded 
Yugoslavia, they installed Nedic in Serbia 
and declared Croatia independent under 
the Usiasas. The UsUisas tegan to exter¬ 
minate the Serbs from Croatia, by killing 
one-third, expelling one-third and force¬ 
fully converting the rest to Catholicism. 
Serb insurgents organised themselves as 
‘Chetniks’ (led by Draza Mihailovic) and 
started attacks against the Croats and 
Muslims. 

Such violent incidents made a deep 
imprint upon the Serbs. ‘The memories 
of the .second world war have also gen¬ 
erated animosity between the Serbs and 
the Croats. Due to thtUstasa atrocities., .all 
the Croats are painted as fa.scists’'.'^ But 
Pranjo Tudjman; the Croatian president in 
1990 defended the fa.scist state of Ustasas 
asa“legitiinate manifestation of the histori¬ 
cal a.spirations of the Croatian people”.'^ 

In order to understand objectively Tito’s 
Yugoslav federation, we should review it 
in the perspective of previous attempts at 
south Slav unification. The first last^ 10 
years: it was the only attempt to establish 
democTacy in the Balkans, during which 
three national elections were held, and 17 
cabinets changed hands. Ethnically-based 
party politics and the .Serbian dominance 
wrecked the constitutional order. The 
second attempt lasted for 11 years. As a 
reactive response to the previous consti- 
tutirmal anarchy and crisis, it was a Serbian 
royal dictatorship. The second world war. 


gt^avHt. !b 1^t 46, Yuffodmifai wu 
tmoiied, thii time m e Leaiititf fedeml 
rqxiUic. It wMledby JosipBtQz'ntoend 
lasted fat 4S years, the longest period of 
unification in the histoiy of soc^ IBavs. 

Seen from such apersfMSptive, we shotild 
ask not only wdiy 'Tito’s fedention ftnied 
in 1990 bm alto why it lasted the knyest 
in the Balkans where BaUcaaisation » 
endemic. The role human agency in the 
historical process Is usually tlighied in 
social science itiscourse. But eAsb- 
lishment and existeoce of YUgodavia for 
more than four decades cannot be acutely 
understood without reference to Tito’s 
charismsticquaUtiesandhisotganisationsi 
ability. A ch^smatic leaderemerges when 
a right roan meets the right moment of 
crisis which he tackles with dramatic 
success. Tito did just that. Under his able 
leadership, “the communis on the whole 
proved to be patriotic, well-organised, and 
politically and miKtariiy mwe successful, 
in the liberation struggle and in die cjvil 
war than opponents".^'Out of such heroic 
deeds, a powerful national myth was born: 
“that Tito (a Croat) had led the multi¬ 
ethnic partisans as their numbers and units 
eventually spread throughout Yugoslavia 
and as ttey achieved liberation from the 
occupying forces, thus proving that the 
south Slavs could collaborate .succe.ssfully 
as Yugoslavs”.'* 

•Tito's international stature was enhaiKed 
by two factors. As he challenged the Soviet 
monolithic power and fought huid for 
Yugoslavia’s right to follow its own road 
to socialism, he won western encourage¬ 
ment and acclaim during the height of the 
cold war. Secondly, his leadership in the 
non-aligned movement generated much 
third world admiration for him personally 
and popular support for his country. Thus, 
a Yugoslav defector in the late sixties 
ilbted that "It was Tito’s power which 


risma began to waiK and as ethnic prob¬ 
lems intensified by early .seventies, he 
increasingly resorted to coercive means. 
Progressively his dream of Yugoslav 
nationality turned into a Balkan night¬ 
mare. 

Although Tito appeared during his life¬ 
time as a deviant Leninist, yet he shared 
several fundamental features of Leninism 
especially his belief in the ‘sociitiist fed¬ 
eration’ as a final solution to the nation¬ 
ality question. In this regard he envisaged 
the Leninist conception of federation as 
an instrument to transform various ethnic 
groups into asingle Yugoslav nation. Since 


raaiaieainrougnanapermeaiea xugosta^ 
life in its entirety’’.^^ But a.s Tito's cha- 
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ft ioi^ tteiek he eitvtea(«d 
flHfenttioii baaed on 'ed^equiyh^’. But 
his tmuitiaial management became an 
existential history of unequais which 
wrecked his sydsm. Tito was more ex¬ 
plicit about his ultimate Yugoslav goal 
when he said, 'T would like to live to see 
the day when Yugoslavia would become 
amalgamatedintoafifmcommunity, when 
she would no longer be a formal commu¬ 
nity but acommunity of a single Yugoslav 
natioa’’.^ bi reirotpect, it appears that he 
was probably the first and the last believ¬ 
ing Yugoslav. His utopia, partly inspired 
by pan-south Slav nationalism and partly 
by the Leninist vision, was overtaken by 
the sheer tenacity of ethnicity. 

Tito’s socialist federation was largely 
based on the Soviet quasi-federal system, 
with minor modifications. Sensitive to the 
ethnic divisions within the Balkans, he 
established a federation of six republics 
- Slovenia, Croatia, Serbia, Bosnia- 
Herzegovina, Montenegro and Macedonia. 
Each of them was granted regional au¬ 
tonomy wiUiin a single state which re¬ 
tained foreign affairs, defence and some 
joint economic concerns under its sover¬ 
eign junsdiction But this federal structure 
ensured neither inter-ethnic coexistence 
nor prepared the various ethnic groups for 
the ‘final’ amalgamation into a single 
Yugoslav nation. Each ethnic grouptravel- 
led invisibly but surely more or less along 
the historical grooves dug deep for cen¬ 
turies by separate ethnicity, becoming ever 
conscious of its ethnic identity as material 
stakes increased. The tragedy wa.s that, 
like tl» Soviets and Czechoslovaks, the 
Yugoslav communists believed that their 
socialist “revolution resolved theNatitmal 
Question in Yugoslavia once and for all’’.^' 
Such an idealistic belief in Marxian utopia 
blinded the communists in Yugoslavia 
(like elsewhere) to the social reality of 
ethnicity and finely differentiated versions 
of neo-nationahsm. The fact was, as Gary 
Bertsch observed in 1977, “Yugoslavia is 
a country with six republics, five peoples, 
four languages, three religions, two alpha¬ 
bets, and one Yugoslav - Tito” 

What then went wrong with the Yugoslav 
federation? It was not due to a lack of good 
intentions and partial popular support 
especially during the initial stages. Nor 
was there a lack of effort to correct the 
system in the 1970s. The war generated 
waves of pan-south Slav feelings and Tito 
remained tilltheendaconvinced Yugoslav, 
even though he was a Croat. The 1946 
Constitutiondidnol exaggerate much when 
it described the new federation as “a 
community of peoples equal in rights. 


who im the badi of laiMBiamiiiatton, 
including the right of seebtsion, have 
expressed their will to live togethesr in a 
federative state”.^* As for corrective 
changes in the federal system. Tito and 
his associates proved to be more respon¬ 
sive than the Soviet countei|»ns. New 
constitutions and constitutional laws were 
made in 1946, 1953, 1963 and 1974, 
borrowing heavily from the Swiss and 
American constitutions.^^ In 1974 Tito 
gave up his life-term presidency, uid was 
replaced by an eight-pmon collective 
presidency, with each of the eight rep¬ 
resenting one of the eight federal units. 
The federal assembly was also composed 
of delegates from each of the eight units 
- six republics and two autonomous 
regions. 

Despite such serious attempts at recti¬ 
fication, the federative system exploded 
by 1990-91. The reasons me, as current 
history indicates, fundamentally due to 
the tenacity of ethnicity and finely differ¬ 
entiated versions of south-Slav mUional- 
ism. The irony was that, instead of inte¬ 
grating the eight ethnic groups into asingle 
Yugoslav nation, certain political and 
economic dynamics of the federal .system 
tended to unintentionally reinforce 
ethnicity and ethnic nationalism within 
each federal unit, especially the larger and 
more assertive units. 1 refer to the Serbian 
domination of the state power structure at 
the federal level, unwarranted by popu¬ 
lation si/e or economic strength, which 
provoked the assertion of non-Serbian 
ethnic identities As the Serbians contin¬ 
ued to dominate, if nut monopolised, the 
federal power structure, each non-Serbian 
republic and autonomous region was com¬ 
pelled to fend for itself, using whatever 
resources granted to the republics and 
regions. In particular the 1974 Constitu¬ 
tion granted each republic maximum 
autonomy in solving local problems and 
developing strengths. ‘The resuh was that 
the republics began to develop indepen¬ 
dent economies.”^^ As each republic 
pursued independent economic policy, it 
indirectly encouraged an ethnically-based 
autonomous devc loptnent in almost all the 
‘federal’ units This meant each republic 
and province developed its own separate, 
if nut nationalistic, economy, institutions 
and local elites who began to advocate 
ethnic nationalism 

Yet while the ConslituticHt recognised 
the autonomy of each nation (republic) 
exceirt foreign affairs and defence, the 
expression of nationalism was severely 
and squarely prohibited as a matter of 
ideolt^y and policy. For several decades 
the public articulation of ethnic national- 


isot wu sunMessed. So were Tnmeioiii 
other manifestations of national feeUi^ 
and Identity, such as the use of nafireial 
names for institutions, some songs, writ¬ 
ings by some famous authors, vistni 
symbols, national flags, etc”.^^ Thus, 
by 1981 only S per cent of the 22.4 mlUioa 
people considered themselves as 
Yugoslavs.*’ Probably, from mid-forties 
to iate-sixties Yugoslavia was held to¬ 
gether by a combination of Tito's cha¬ 
risma and partisan solidarity; after that, by 
‘federal’ coercion and seitriui supremacy. 

The Serbian hegemony among soufo 
Slavs has been, as we have observed earlier, 
a historical tendency. This hegemony has 
two functions: in times of crisis it provided 
leadership but in limes of peace it gen¬ 
erated anti-serbian resentment. Even dur¬ 
ing the inter-war period, the Serbian domi¬ 
nance in the state power structure was 
clear and well documented. Despite the 
CroiUian repuution for military prowe», 
on the eve of first worid war, out of I6S 
Yugoisav generals, 161 were serbs wKile 
Croats and Slovenes had two each. Simi¬ 
larly, the Serbs dominated the state appa¬ 
ratus; office of the Premier, 13 out of 13; 
royal ctnirt, 30 out of 31; ministry of 
interior, 113 out of 127; ministry of for¬ 
eign affairs, 180 out of 219; ministiy of 
education^ ISO out of 156; ministry of 
justice, 116 out of 137; transport ministry, 
15 out of 26; State Mortgage Bank. 196 
out of 200.** 

It is interesting to note that even Tito, 
a Croat, and his imerventionist iderriogy 
preifiised upon eUinic equality ctnild not 
check the Serbian historical tendency for 
hegemony. To be sure, the Serbian rep¬ 
resentation in Tito’s Yugoslav state power 
structure was less than that of the Inter¬ 
war period but still in comparistm to their 
total population, the Scito were rather 
over-represented. *nie Serbs, though form¬ 
ing only 39.7 percentof the total Yugoslav 
population, held 66.6 per cent of all 
positions of power in the federal organs 
of ^vemnwnt. *’ Ahhou^ the Commu¬ 
nist Party (the League of Communists of 
Yugoslavia. LCY) may be considered a 
model of equitable ethnic representation, 
the Serbs arcagainclearly over-represented. 
They constituted 49.4 per cent of the total 
LCY membership The trend was simi¬ 
lar in the republic.^ loo. In 1968 Serba 
formed 26 per cent of the Croatian Com¬ 
munist Party when they formed only 15 
per cent of the population in Croatia. In 
197! S, *' ,'I i.muted 46 per cert of ril 
generals and 6U.S per cent of all officers. 
In 1991 Census, the Serbs who formed 
39.7 per cent of the population, provided 
60 per cent of the officers. 
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In ihim the Seibian faefemoi^ wil: 
e«abliihed ‘In the entire federal patt^^ 
police and militafy apparatus, in the cli^ 
aetvioe,dipk)niacy.centralbaid!ing‘','I1ieit' 
political hegemony in the crucial sectonk 
of the state enabled the seibs “getting 
expensive systems of subsidies and vet> 
eran positions, allocating federal appro¬ 
priations and central bat^ credits, secur¬ 
ing lucrative contracts with foreign state- 
osimed enterprises, obtaining foreira aid, 
and better paid positions abroad”/' 

Federalism could be misleading. It does 
OM mean the absence of a centralised state. 
Even if we agree that tte state exists even 
in a federal system monopolising core 
areas of national power such as defence, 
foreign offices, macro-economy, it does 
not mean, as the Yugoslav case clearly 
illustrates, that there is a proportionhte 
representation of all ethnic groups of the 
fe^ration in the state apparatus. The-state 
even in a federal system is progressively 
eduiicised as the Yugoslav and other cases 
confirm. 

Such privileges and power that the serbs 
enjoyed and abused were justified by 
Belgrade in terms of Serbian state nation¬ 
alism; south Slavic solidarity and serious 
threats to Yugoslavia’s very existence. 
The fact is that it was not external inter¬ 
vention this time that blew up Yugolsavia, 
it was an internally and consistently gen¬ 
erated political contradiction thatexploded 
Tito’s federal system, despite his best 
efforts. I refer to the Serbian-dominated 
state power structure at Belgrade and its 
lack of congruence with the multi-ethnic 
character of the Yugolsav social system. 
This contradiction generated ethnic na¬ 
tionalisms that opposed Serbian domina¬ 
tion. In the ultimate analysis fif there is 
such thing in the Balkan case), it is the 
tenacity and resilience of ethnicity as a 
'volksgeisf (not the dialectics of history) 
that defied Tito’s rational design and 
opposed Serbian domination. 

In 1990 Yugoslavia could possibly still 
have survived ”if it were quickly re¬ 
organised into an association of sovereign 
republics”.^^ In mid-1990 this was a 
Slovenian proposal; later, a joint 
Slovenian-Croatian proposal; and later 
sti 11, a separate Croatian t^ft. Much earlier 
they tri^ for substantive changes but the 
Serbian-dominated Communist Party pre¬ 
vented any serious political reforms. Till 
the end the Serbian elites and ordinary 
Serbs “never undeistood and intimately 
accepted the principle of equality” among 
all the nations and nationalities in Yugo¬ 
slavia.^^ Instead, the grievances of serbs 
living outside Serbia were highlighted by 
the Serbian mass media to justify territorial 


e]q>aiisiimaiid|piiMMddet^^tfMt»t^ 
in die Balkans. 

Such actions have had a vicioitt demon¬ 
stration effect on other ethnic groups who 
would react and retaltate in a similar 
manner and measure as so evident today 
in Bosnia. For the fact is that almost all 
the edinic groups are so scattered and 
mixed throughout the former Yugoslavia 
that even each of the former republics 
could claim at the most a majority but not 
absolute majority within its ethno-home- 
land. For example, the serb populatkm in 
the Republic of Sertria was as follows: 
Serbia proper, 8S per cent; the Autono¬ 
mous province of Vojvodina, S4 per cent 
and 19 per cent Hungarians; the autono¬ 
mous province of Kosovo, 77 per cent 
Albanians and 13 per cent Serbs. The only 
republic with no substantial mimxrity ethnic 
group was Slovenia with 91 per cent 
Slovenes. Otherwise Croatia had 12 per 
cent Serb minority; Montenegro, 13 per 
cent Muslims and 6 per cent Albanians; 
Macedonia, 20 per cent Albanians and S 
per cent Turks. Bosnia and Herzegovina 
had by 1981 more mixed population than 
Vojvodina and Kosovo: 40 per cent 
Muslims, 32 percent Serbs and 18 percent 
Croats. Hence, the most bloody ethnic 
conflict is going on in Bosnia. 

Not only in Bo.<inia but throughout the 
Balkans each of the significant ethnic 
groups began to assert its ethnic identity, 
mobilise its ethnic constituency through 
nationalistic appeals and finally fought for 
its independence. 

Slovenes perceive themseleves to be 
central Europeans, not Balkans. They had 
a million years of culture contact with and 
influence from Italian and German speak¬ 
ing neighbours. Slovenes are Roman 
Catholics, and have their own language 
which became the core component of 
Slovene identity. They are the most ho¬ 
mogeneous nation in the Balkans. Being 
relatively richer than other regions, littie 
Slovenia used to make the biggest con¬ 
tribution to the federal budget in Yugo¬ 
slavia.-^^ It is then little wonder that 
Slovenia was the first to declare its inde¬ 
pendence on July 2, 1990. In plebiscite 
on sovereignty and independence, 88.S 
per cent of Slovenes favoured indepen¬ 
dence. 

Croats are also Roman Catholics, and 
their line of cultural differentiation has 
been language-based one. In 1967 they 
fought for the recognition of Croatian 
with Latin alphabets asdistinct from Serbo- 
Croatian. Their historical memories of 
independence during the second world 
war despite fascist a.ssociations, are strong 
among the Croats. The Croat coat-of-arms 


foaebt iappottpi tadqNndeni‘ittfo of 
Croatia in (he IMOs. la 1971 TBp Bad to 
ptwge the Croatian nationalists, ilowever, 
1^ April 1990 their party led hy 
Tttdjman came to power, winntng two- 
thinls of the Croatian auenfoly seaia. The 
Crotfiaa natioiialist octivltieB fMsrturbed 
the Serbs in Cro^a and Serbia, especially 
when dual script toad rigns were tom 
down even in Serbian dominated areas. 
Croatian Serbs were thsarmed and asked 
to sign loyalty oaths to Croatia. The Sertw- 
Croatian conflict b^an in early 1990. 

We have earKpr traced the dotntnam 
rote played by the serbs in Balkan history 
and politics. 'Their sense of nationalism is 
root^ in the historic tradition pf Serbia 
as “the torch bearer of Slavism against the 
Turks”.^^ The idea of Yugoslavia as such 
had been essentially Seritian, based upon 
linguistic and cultural affinities between 
Serbs and Montenegrins including those 
Serb speaking groups in Bosnia and 
Herzegovina. Hence, the Serbs resented 
the ‘loss’ ofKosovoand Vojvodina.carved 
out of Serbia as autonomous provinces by 
the 1974 Constitution. Serbs attach deep 
emotive significance to Kosovo and 
Vojvodina which constitutes the histori¬ 
cal dimension of their national identity, 
‘TIk battle of Kosovo was never fin¬ 
ished. It is as if the Serbian people have 
waged only one battle - by widening (he 
Kosovo charnel house, by aiding wailing 
upon wailing, by counting new martyrs to 
the maityrs of Kosovo... Ko.sovo is the 
costliest Seibian word. It was paid by the 
blood of the whole people... Here the 
conscience of the Serb people was split 
into the period before and after Kosovo. 
Kosovo is the Seibianised story of the 
flood - the Serbian New Testament.”^ 
It is in this sense that the early mani¬ 
festations of ethnic nationalism and con¬ 
flict in Yugoslavia as such may be traced 
to the Kosovo street protests of 1981. In 
that year the Albanian demonstrations 
shook Kosovo. In reaction, Serbs began 
a campaign against Tito’s constitution of 
1974 which .sanctioned the “dismember¬ 
ment” of Serbia. Seibian intellectuals in 
1986 accused Tito of pursuing a consis¬ 
tent policy of discrimination against the 
Serbs and Serbia.’^ In 1986 Slobodan 
Milosovic became the communist head of 
Serbia and soon gained reputation as the 
protector of the Serbs in Kosovo. As a 
staunch Seibian nationalist, Milosovic may 
be considered one of the causes of the 
bloody ethnic conflict in Yugoslavia. He 
despatched the Yugoslav army to Slovenia 
when the latter declared its indepaxtence 
on July 25,1991. Afier the army’s wilh- 


836 


Economic and IHditical Weekly April 3.1999 



dMWiil^SIo^ 

began. A f^*acale acfbian campaign of 
(error against mm-Sertrian socid groups 
(deportation, genocide and ethnic cleans¬ 
ing) - began. 

Tnditionaliy f&)sovo has been dieethno- 
bomeland of Albanians. Most Albanians 
are Muslims and their language is of the 
Indo-European origin. They deeply re¬ 
sented Serbian hegemony both in Kosovo 
and Belgrade; it is one of the dynamics 
of Albanian Islamic nationalism. Pbliow- 
ing Tito's death in 1981, the Albanians 
revolted; their slogan was **We are Alba¬ 
nians not Yugoslavs!” During the period 
1981'85, some 3,344 Albanians were 
imprisoned for nationalist activities.^* 
After the Albanian riot of 1990, Serbian 
repression and Albanian resentment in¬ 
tensified almost in equal proportion. 
Between 1988 and 1990 some S,000 
Albanian officers in the Kosovo admin¬ 
istration were purged.^^ In July 1990 
Milosevic dismissed Kosovo’s parliament, 
banned most of the Albanian language 
mass media. These repressive mea.sures 
compelled the Albanian Muslims to declare 
their independence in September 1990. 

The Serbs also have had close cultural 
ties with Vojvodina. During the Turkish 
occupation of Serbia and the second world 
war, Serb refugees in Vojvodina kept their 
national culture alive. Moreover, Serbs 
constituted 54 per cent of the Vojvodinan 
population with 19 per cent ethnic Hun¬ 
garians. The Hungarian minority often 
argued that their culture and media were 
serbianised. Moreover. Milosovic's 
Serbian ethnocentricity and pro-Serbian 
policy led to the further increased u.sc of 
Serbian language and alphabet in 
Vojvodina, which naturally caused appre¬ 
hensions in the minds of Hungarians, 
Slovaks and others. The Hungarians 
formed the Democratic Union of Hungar¬ 
ians in Vojvodina, which fights for their 
ethnic interests. 

Macedonians speak a language between 
Serbian and Bulgarian. They are orthtxlox 
Christians. Tito recognised their nation¬ 
hood based on distinct language, history 
and culture. He even established a sepa¬ 
rate Macedonian Orthodox Church. But 
Bulgaria perceives the south Slav inhab¬ 
itants of Macedonia as Bulgarians. The 
recent resurgence of Serbian nationalism 
led to the founding of pro-Bulgarian Demo¬ 
cratic Party of Macedonian National Unity 
similar to Internal Macedonian Revolu¬ 
tionary Orguiisation which during the 
inter-war period, agitated for Macedonia's 
union with Bulgaria. In 1992 the 
Macedonians voted in a plebiscite (Sep¬ 
tember 1991) for sovereignty. 


What Is happettinf itt Bosnia- 
Herzegovina reflects the enlaiged picture 
of ethnic conflicts that have engulfed the 
Balkans since 1990. It is ”a country where 
the three worlds meet... Islam. Orthodoxy 
and Catholicism, the east, Byzance (Byz¬ 
antine) and Europe”*® lived and now 
conflict with each other. The Muslims 
were recognised as a nation in 1968, after 
25 years of debate and hesitation. As inter¬ 
ethnic tensions built up and ethnic con¬ 
flicts began, the Muslims tended to in¬ 
creasingly emphasise their religion which 
they believe constitutes the core of their 
ethnic identity.*' In November 1990 free 
elections, the Maslim Party of Democratic 
Action won 86 seats in the240seat National 
Assembly; the Serbian Democratic Party, 
72 seats; and the Croatian Democratic 
Party, 44 .scats. In March 1992 a referen¬ 
dum was held on the question: “Are you 
in favour of a sovereign and independent 
Bo.snia-Herzegovina. a state of equal 
citizens and nations of Muslims, Serbs, 
Croats and others who live in it?*^ 
Although the Serbs boycotted tiw referen¬ 
dum. 99.4 per cent of the participants 
voted in favour. But the Serbian army 
almost immediately intervened, deploy¬ 
ing nearly 95.000 troops. By 1993 the setb 
forces have established control over 70 
per cent and the Croats over IS per cent 
of the Bosnian territory. With no co- 
ethnicists in the vicinity, the Bosnian 
Muslims are tlie clear losers in this multi¬ 
pronged ethnic struggle for identity and 
territory in the Balkans. 

The Balkans are more of a breeding 
gn>und for ethnic heterogeneity than south 
.Slavic unity. More than tlie we.st or east 
Slavs, the south Slavs are particularly an 
instructive case for the study of ethnicity 
within a context of multiple identities. 
Like other Slavs in west and east, south 
slavsseem to share several commonalities 
such as race, culture, language. However, 
a deeper analysis reveals that such com¬ 
monalities fade into the background; what 
is foregrounded are specific ethno-cul- 
tures, ethno-histories, ethno-languagcs 
which finely diflcrentiale, both subjec¬ 
tively and objectively, each of the sex 
ethnic groups in ‘Yugoslavia’. It is atypical 
case of ethnic formation and assertion: the 
centrality of marginalities. Basic common¬ 
alities which might unite are ignored; minor 
differences which form the substratum of 
ethnic identity arc empha.sised such as 
language, culture and histCMy. Thus, the 
Bosnian Muslims tend to empha.sise re¬ 
ligion as the core of their ethnic identity; 
the Slovenes Croats and Macedonians, their 
languages; the .setbs, their history. Given 
a number of ethnic variables, one that 


most idwiplydifliBientiaies ethnic 
generalised others around it, is nifi^ 
emphasised and projected as the defiafnf 
characteristic of the ethnic group in quea- 
tion. 

If one generalisation is possibte idKMit 
smith Slavic identities, it may be this: As 
the Serbo-Croatian rivalry indicates die 
Serbian and Croatian identities are most 
differentiated from each other on the baslB 
of religion and language. Others may be 
considered subcategories of these two 
basic categories of ethnic differentiation 
among the south Slavs except the Muslims. 
Croats »k1 Slovenes in the north are largely 
Roman Catholics and both use Roman 
alphabets. However, their speech and 
writing system slightly differ. Ethnicity 
makes even dialects into independent 
languages. On the whole, the Serbs. 
Macedonians. Mmiienegrins, Bosnians, 
and other minorities differ fundamentally 
from Croats and Slovenes The Serbs, 
Macedonians and Montenegrins foHow 
the Eastern Orthodox Christianity, vvhile 
the Bo.snians are mostly Muslims. Most of 
the southern ethnic groups use theirCyrillic 
characters except the Macedonians. 

Even these two basic categories, based 
on the north-south divide, do not exhaust 
the process of ethnic differentiation. When 
ethnicityris politicised and ethnic identi¬ 
ties are asserted, what determines are the 
specific local or ethnic versions of rdi- 
gion, language and history which consti¬ 
tute or reconstitute differentiated ethnic 
identities. In the sense ethno-culture, ethno- 
language and ethno-history represent the 
specific and particular ethnic experiences 
of religion, language and history over a 
long perirxl of time within an ethno-honw- 
land - by a particular ethnic group. In 
other words, what is important is Ant 
ItK-alisation of religion, language and 
history which sum up significant collec¬ 
tive or social experiences of a particular 
ethnic group and therefore, constitute its 
own ethnic identity. For examples, the 
Serbs follow the eastern (Russian) ortho¬ 
dox religion but it is not the Russian 
Orthodox Church that they accept; they 
have the Serbian Orthodox (Church. It may 
be assumed that since the Montenegrins 
are religiously and linguistically closely 
related to the Serbs, they might have ac¬ 
cepted the Serbian Orthodox Church, “hi 
fact, the Montenegrins are opposed to the 
renewed activities of the Serbian Ortho¬ 
dox Church and recently there have been 
calls for the re-establishment of the 
Montenegrin Orthodox Church.”*^ 

Therefore, the fundamental featuie ol 
ethnic nationalism is the painful and pride- 
building process of reclaiming sociiil 
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selfhood in the vital sectors of public Kfe. 
And ethnic conflict, which engulfed the. 
Balkans, is an armed struggle for identity 
and territory in ethnically mixed areas, ft 
is sustained by co-ethnicists dominant in 
compact territories. This is what makes it 
truly ethnic conflict. 

In the end we cannot overemphasise the 
fact it was the veracity and tenacity of 
ethnicity, the progre.ssive assertion of 
ethnic identities and the societal articula¬ 
tion of ethnic nationalisms that defeated 
Tito's rational design and international 
efforts to save Yugoslavia from Balkani- 
sation. Tito’s various efforts to reform the 
Balkaitising federation in the 1970s have 
already been ertumerated earlier. 

In conclusion we mention the various 
international attempts to keep the 'rational 
design’ intact. The European Union and 
the US exerted pressures and made threats 
of withholding new credits and non-rec¬ 
ognition of .secessionist republics. The 
former in particular made promises of 
fresh loans and associate membership if 
it (Yugoslavia) stopped balkanising. 
Gorbachev’s and later Russian attempts at 
mediation all failed. 

Even economic failure during the last 
45 years can be only the second cause,^ 
not the first which is clearly ethnicity. It 
appears that rational de.signs in the Balkans 
had almost always thwarted by non- 
rational factors such as ethnicity and ethnic 
nationalism. To that extent the history of 
south Slavs, especially the modem period, 
is not a history of regional integration, no 
matter how “rational”; it is a progressive 
unfolding of ethnic identities that de¬ 
manded that the state and economy be 
established within the parameters of a 
nation (or an ethnic group). In Yugoslavia 
Leninism faced perhaps the severest 
test of its transnational credentials and 
rational designs. 
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DISCUSSION 


Economic Development and Political 
Democracy 

DhanmaiUiri Sathe 


DEEPAK NAYYAR in his article ‘Eco¬ 
nomic Devek^ment and Poitticai Demo- 
cncy: Economics and Politics in Inde¬ 
pendent India' (£PW. December S-II, 
1998) has traced the interactions between 
economics and politics in independent 
India. With rega^ to the current context 
he states that “the need for conflict 
resolution is greater than ever before. But 
the task has become more difficult”. In this 
note we have made an attempt to ictentify 
and discuss some of the issues which are 
likely to be important in a liberalising 
India, or for that matter any developing 
and liberalising economy. 

Most of the developing economies were 
following a planned path of growth and 
over a period of time most of them have 
moved towards a more market-oriented 
system. This pattern can be seen in 
economies like South Korea, China, 
Mexico, Brazil, Pakistan and India, along 
with erstwhile USSR and eastern Europe. 
In India, as in many of the developing 
economies, three issues seem to he 
emerging in the liberalising period. 

The first is that of the incentive structure 
and the resultant efficiency. Though effi- 
eicncy has always been perceived as 
important, its single-minded pursuit has 
itecome an important pan of the current 
agenda. 

The planning process in India did not 
fully deliver what it was supposed to 
Jeliver. On the one hand, it did not raise 
ihe size of the cake available in enough 
measure; on the other, the distribution of 
Jie cake was also not egalitarian (more on 
It later). While the Second and Third Plan 
showed high rates of growth, after that the 
xonomy started doing badly. The decade 
>f the seventies was a period when the 
state did not have enough to invest nor was 
he private sector allowed to expand. The 
renefits from the planning process, which 
were substantial till 1970. started petering 
rut after that. This situation came about 
argely because the public sector was not 
giving adequate returns, that is, the 
ifficiency criterion was totally ignored, 
fhis phase continued till tire mid-eighties 
when Riyiv Gandhi became prime minister, 
rtiough it was not rrecepted in explicit 
erms that the time to make an ideological 


shift had come, the processof liberalisation 
was under way in a surreptitious manner 
after Rajiv Gandhi came to power. This 
period can be called that of ‘economic 
adventurism’, when external and internal 
public spending went out of control. The 
high level of public .spending was financed 
out of external and internal borrowing. 
This was the way out which the government 
found, becau.se after all for how long can 
you tax the people heavily, get moderate 
rates of growth adn totally ignore the 
productivity or efficiency criterion? The 
inevitable consequence of excess spending 
was the crisis of 1991, which made Ihe 
need forextemal and internal liberalisation 
very urgent. The crisis made it easy for 
the government to ‘sell’ liberalisation to 
its people, and the process of liberalisation 
was accepted as a necessity - something 
which had to be done for the sheer survival 
of the economy. 

Liberalisation means that the ’market’ 
gets a central place and that the prices are 
right. That is, the relative .scarcities in the 
economy must he reflected in the prices 
and not to be suppressed by governmental 
control. In the same vein, the crux of the 
market economy is that economic agents 
who are more efficient .should get higher 
rewards. Higher rewards, in turn, act as 
an incentive tor the economic agents to 
produce more and to become more 
efficient. Thus there is clearly a positive' 
relationship between the incentive structure 
and the generation of wealth in the 
economy. Acceptance of this has important 
implications for the Indian economy, polity 
and the society. 

Indian society has been and continues 
to be a hierarchical and caste conscious 
society. The 50 yean, of democracy have 
not made any dent in this fundamental 
nature of the society. Thus the new work 
ethos being sought to be introduced in the 
still largely feudal and semi-feudal society 
will have important social implications. 
For example, the concept of efficiency and 
the social stratification on the basis of 
caste are bound to clash. The acceptance 
of the primacy of the individuid as against 
the tribe orthe caste will lead to intra-caste 
or tribe anxieties. A proper incentive 
structure which is so very essential for the 


market-mechanism to operate {Hopeii^ 
could be socially disruptive. For example, 
some sectioas in the Indian economy, like 
the software professionals, management 
graduates working for the MNCs. etc. have 
been getting remuneration which is 
exorbitant and totally out of line with that 
being earned in the rest of the sections. 
This misalignment, which is the crux of 
the ituuket mechanism, would lead to 
differential patterns of consumption in 
society and is bound to have a negative 
impact on the rest of the society. 

The second issue is that of social sectoi 
development and social security. As an 
economy moves towards a more libera¬ 
lised, competitive regime, imnrediately the 
question of those who may not survive the 
competition becomes pertinent. It is here 
that political democracy can and should 
play a crucial role. In India, in the fifUes, 
the fact that the country had a democracy 
did not lead to any redistribution of assets, 
like land. This was largely a result of the 
nature of the Congress Party, which put 
democracy firmly in place but was reluctant 
to make any dent in the vested interests 
structure. This stands in contrast with the 
experiences of China. South Korea and 
Taiwan who, for different reasons, had 
redistributed landholdings before the 
commencement of the developmental 
process. This has meant that when they 
started with the process of liberalisation 
later on, their asset distribution was ihudi 
more egalitarian than what it is now in 
India. And here we must also inclucte the 
distribution of education and health 
services, ie. investment in the human 
resources which allows people to compete 
in a far belter way, which again is much 
better in these economies as compared to 
India. 

In India, what we see is that a highly 
skewed income distribution was not 
rectified by the planning process and the 
movementtowardsthemarketisveiy likely 
to worsen the situation. The market 
mechanismdocs not take careof eveiybody 
even in the developed economies. While 
the point is well taken that competition 
needs to be encouraged in economies like 
India, the point of dispute is what happens 
to the poor. This is the difference between 
different political parties in India, because 
either explicitly or implicitly they have all 
accepted the process of liberaiistion. 

In the pre-liberalisation period, 
especially since the early seventies, the 
safety net for the poor consisted of die 
various poverty alleviation programmes. 
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A tremendous level of co-option of did 
'left behind’ was achieved at a politictii 
level via these ‘schemes’. Right now the 
safety net for the poor and the unorganised 
in India has become very weak. The poor 
have to fend for themselves come what 
may. In reality, they are at the mercy of 
nature, the market and the government. In 
this kind of a situation, those sectors of 
the economy where labour is surplus, 
unskilled and uneducated will not be able 
to face competition. This does not mean 
that they are incapable of efficiency. 
Rather, it means that they need some kind 
of positive discrimination at an economic 
level before they can face competition. 
People who are in a hurry to liberalise are 
in effect asking certain sections of the 
population to make sacrifices for the others. 
Besides the moral question of why must 
one section of the population sacrifice for 
other sections, at the praaical level it may 
not even work. Historically, many short¬ 
term sacrifices have been forced out of 
people for the sake of a glorious future. 
In most of these cases, the glorious future 
never did come; in fact economic con¬ 
ditions always worsened. Politically, it is 
essential that stability in the economy is 
maintained so that the liberalisation process 
may continue. This means that the basic 
needs of the left behind, the have-nots arc 
satisfied. If the entire society wants the 
process of ‘creative destruction’ to 
continue unabated, the losers will have to 
be compensated. 

But the real problem here is that the 
Indian government is bankrupt. The more 
it tries to provide for the poor, the more 
it would be undermining the move towards 
the market, i c, efficiency. The left behind 
sections will have to pul up political fights 
to get more and more of the available cake. 
Here the role of political and non-political 
activist organi.sations becomes crucial. It 
is not going to be an easy task for these 
organisations to extract more from the 
government. The ruling party, on the other 
hand, since it would like to be re-elected, 
will have to increase ‘efficiency’ in the 
use of funds allocated for social sector 
development. In short, up till now 
governments have been saying what they 
have been doing for the poor, how much 
of resources have been allocated for this 
purpose; now they will have to see that 
the resources actually reach the poor. Hius, 
how much of the cake the poor actually 
get will depend, to a large extent, on how 
vocal and organised they themselves get 
and what kind of pressure they exert on 
the political system. It can be mentioned 
here that, it is a very positive development 
that politics itself is becoming more 


compettitve. Hud is, (he hegemony on the 
Congress Party is coming under threat >■ 
a process which has been under way now 
forsometimeand was very much observed 
when Rajiv Gandhi could not get the 
required majority and chose to sit in the 
opposition in 1989. Political parties, which 
are operating in a highly competitive 
environment, may have to find dynamic 
and innovative ways of developing social 
security systems which actually help the 
poor and not just announce populist 
schemes like free electricity, etc. What 
Digvijay Singh has done in Madhya 
Pradesh in the last five years is a case in 
point. However, it also needs to be 
mentioned that sensitivity to the needs of 
the poor is not a distinguishing feature of 
a democracy - totalitarian regimes also 
need to be sensitive about it and at times 
have been, in reality, more sensitive about 
it, as the case of China illustrates. Thus, 
whether the poorer sections in India will 
be marginalised or will be helped in first 
becoming economically strong and then 
exposed to competition, how much social 
security they will get, areall largely political 
questions. 

The third issue is that of ‘freedom*. The 
demands for a greater say in the political 
proceiis of countries have been increasing 
in most of Africa and Latin America as 
also in South Korea and China. The 
Ticnanmen Square episode in China and 
the student unre.st in South Korea point 
towards this burning desire for freedom. 
What is the nature of this freedom which 
people want? One could call it political- 
cultural freedom. It is not only in the 
political field that people want autonomy. 
It is a well known fact that in totalitarian 
regimes, people feel alienated from their 
surroundings. Even when the basic needs 
of the people are taken care of. the 
aspirations of the people have no outlet. 
In some of these countries, it is observed 
that there is a shift from totalitarian regimes 
to democracy and back again. This process 
has been under way for acouple of decades 
in Pakistan, Bangladesh, Nigeriaand most 
of Latin America. It is usually the failure 
of democracy to give stability and a clean 
governance that has led to the rise of 
totalitarian regimes. However, a positive 
fall-out of the procc.ss of globalisation is 
going to be greater and greater demand for 
autonom> by the people. This happened 
even in China islfiin a decade of the 
beginning of the economic liberalisation 
process. Though the demands of the 
students were not much, the Tienanmcn 
Square movement was nithiessly crushed 
by those in powers. The purpose was to 
send a me.ssage that no change would be 
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countiy. The same thing was repeated in 
South Korea. However, in Aimrediepeople 
from these countries m gdng to ask for 
more and more autonomy Mid the political 
regimes will find it increasingly difiicuh 
to crush these movements. India, in tiiis 
sense, is different from most of the other 
develo{nng countries. Though democracy 
was imposed in India from the tcqi. it 
seems to have taken strong roots in the 
lari 50 years. In India what we are likely 
to have is more and more of democracy 
for the people who were earlier exetcising 
theirri^tsmoreinatokenmanner. Besides 
this, more and more groups and lobbies 
would be formed who would be flercely 
fighting to get what they desire out of the 
politico-economic and the social system. 
Thus issues like release of the film ‘Fire’, 
cricket test match with Pakistan and 
conversions would be strongly contested. 

Thus, on the one hand, as the incentive 
system for the efficient improves, social 
security for the left-out also has to improve. 
*niis wouldcontributeagreatdeal towards 
the maintenance of political stability, 
though it would not assure it. This tension, 
in fact, comes out very much in the state¬ 
ments and the manner in which Chandra- 
babu Naidu is going about developing 
Andhra Pradesh. In a recent interview he 
has said that he does not spend any money 
on information technology and industry, 
mo.st of the money there is private capital. 
According to him, “I am spending real 
money only in rural areas”. 

Thus India, like many other similar 
economies, will have to balance between 
incentives, social security and political- 
cultural freedomif theequilibriumbetween 
the economy and polity has to be estab¬ 
lished. What gets precedence at a point 
of time would largely be a pragmatic 
question. Thus on each and eveiy issue 
^cre would be intense bargaining and 
.some agreement would be reached only 
to be breached as soon as the ground 
realities change. The divergent historical 
evolutions of different countries will play 
an important role in this process. What 
will be the role of Ideology in all this? 
Ideology predetermines for us the ‘good 
things’ of life and drives us to achieve 
them. However, it appears that pr^matism 
would be the name of the game. 
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SPECIAL STATISTICS - 23 


New Series of National Accounts Statistics 


I 

Introduction 

THIS note is a sequel to tfie comprehen¬ 
sive volume on National Accounts Statis¬ 
tics of India: 1950-51 to 1996-97 (Octo¬ 
ber 1998) published recently by us. Thai 
publication brought together a continuous 
set of time-series for the entire 47-year 
period 1950-51 to 1996-97, based on the 
Central Statistical Organisation's annual 
estimates of various national accounts 
aggregates and components with 1980-81 
as the base year. This old base-year series 
has come to an end and the CSO has now 
replaced it by the revised .series of national 
accounts with 1993-94 as the new base 
year. This is in conformity with the de¬ 
cision taken some years ago that as far as 
possible the various index numbers and 
such other economic statistics will have 
a common base period. Earlier, the CSO 
had brought forward the base year of its 
index numbers of industrial production 
from 1980-81 to the same 1993-94. But, 
the index numbers of agricultural produc¬ 
tion, brought out by the Directorate of 
Economics and Statistics. Department of 
Agriculture and Co-operation (Govern¬ 
ment of India), still suffer the old ba.se of 
triennium ending 1981-82. So arc the index 
numbers of wholesale prices, which also 
still cany the same 1981-82 as the base 
period. Reportedly, the revisions of these 
stati.stics were taken up some years ago but 
they have not as yet seen the Hght of day. 

Insofar as the national accounts statis¬ 
tics are concerned, the CSO has revealed 
that its base year would henceforth be 
revised every five years to capture the 
rapidly changing structural features of the 
economy. Earlier, the CSO was depend¬ 
ing on the population census figures to 
estimate the size of the workforce which, 
when multiplied by the estimated value 
added per worker, gave GDP originating 
in segments of the various unorganised 
sectors. Therefore, the base year generally 
coincided with the decennial census pe- 
riods.namely, 1970-71,1980-81,etc. But, 
the CSO has now begun adopting the 
workforce estimates os revealed by the 
quinquennium rounds of employment and 
unemployment surveys of tte National 
Sample Survey Organisation (NSSO) as 
they are considered as more accurate, which 
also makes it possible to shift the ba.se 
periodeveiy five years [Kulshre^thal 999). 


EPW Research Foundation 

Apparently, as per the recommenda¬ 
tions of the three expert groups on agri¬ 
culture, industry and services sectors, 
appointed by the CSO in March 1998 
(whose reports were submitted in April 
1998) and the deliberations of the Advi¬ 
sory Committee on National Accounts 
Statistics, many improvements have 
been incorporated in the new scries 
[Kulshreshtha and Kolli 1999). As ex¬ 
plained in Section II, the government 
officials have also identified a number of 
data gaps and suspected the possible 
underestimation of GDP and related es¬ 
timates. Bcside.s. there have been inten¬ 
sive deliberations, in many official and 
professional fora, on the proposed adop¬ 
tion by India of various recommendations 
of the 1993 SNA fSee a series of papers 
in The Journal of Income and Wealth,July 
1996 and Kulshreshtha, et al, 1998 and 
1999; see also Roy Chuudhury 1996).* 
Due to some sophisticated data require¬ 
ments, these SNA recommendations such 
as those concerning the production bound¬ 
ary, assets boundary and in.stitutiona) sector 
accounts can be implemented only in 
pha.ses.^ 

For the present, we have limited infor¬ 
mation on the nature of revisions effected 
in the method of estimation and coverage 
of indu.stries and sectors in the new series 
of national accounts. Likewise, as a first 
shot the revised estimates have been 
published only for a few of the past years 
starting with the ba.se year 1993-94. The 
CSO has promised to bring out both a 
brochure on the revisions and a publica¬ 
tion presenting longer time-series for the 
pa.st years based on the revised methods 
and procedures. Tins note and the accom¬ 
panying statistical tables present the avail¬ 
able information on the nature of revisions 
and the new data scries. To bring out the 
importance of the revisions, an attempt is 
made to present the carlierestimates based 
on the 1980-81 series alongside the revised 
series for the period 1993-94 to 1996-97. 
The new series is available generally up 
to 1997-98, and in some respects, based 
on quick estimates up to 1998-99. 

II 

Reported Underestinuition of GDP 

In recent months, M D Asthana as 
secretary, department of .statistics (Gol), 
has been exposing, through media cover¬ 
age and seminar papers and discussions, 


the perceived data gaps including non¬ 
inclusion and undercoverage of products 
and proposing that GDP was considerably 
underestimated.^ In a recent paper, he has 
identified five major sources of under¬ 
estimation of GDP from the agricultural 
sector; 

(i) Non-inclusion of production of flori¬ 
culture, mushrooms and other high 
valued crops; 

(ii) Underestimation of production in the 
case of fruits and vegetables (as evi¬ 
denced by onions export), isabgol, 
guar seeds, black pepper, tea, coHee, 
meat and other livestock products; 

(iii) Non-coverage of area under 3rd.an(i 
4th crops in some states since Gitdwari 
is not undertaken there; 

(iv) Undere.stimationofan:aunderdiffer- 
ent crops as brought out by the scheme 
of improvement of crop statistics 
(ICS); and 

(v) Use of price data supplied by the 
statqs [Asthana 1998a). 

Asthana has cited therein products like 
cashewnuts, coffee, black pepper and 
isabgol. in which the report^ value of 
production - some even in terms of quan¬ 
tity - has been less than that of exports, 
and also in which the prices used for the 
valuation of agriculhiral commodities have 
been much less than expoit prices. What 
is more, it is also shown in his paper, based 
on discrepancies noticed os between the 
estimates of all-India crop area reported 
by the entries of state primary workers 
under the ICS and those revealed by its 
supervisory checks, that there has b^ a 
distinct trend of under-reporting of area 
for ail the 10 major crops (ibid), bi the 
latest press release issued on February 12, 
1999. the department of statistics (Gol] 
has summed the situation regarding agri¬ 
cultural statistics thus: 

With reference to the agricultural statis¬ 
tical system in general, there have beer 
problems on the quality of estimates. Ii 
iseslimated that area enumeration in respecl 
of about 40 per cent of the land undei 
major agricultural crops is unscieittlfic 
Die old established order was abolished 
in some states without creating a new OM 
in its place. Productivity measurements it 
crops, based on crop cutting experiments 
are in poor shape and leave much to fas 
desired. Previously, the NSSO used U 
bring out estimates on selected eropa 
but the practice was discontinued afte; 
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NSSO estimates) converged. Them is i 
need to restart independent estimation of 
agriculture production, in the light 
present quality of agriculture estimates 
(DOS 1999]. 

As for the industrial sector, while the 
data in respect of the registered manufac¬ 
turing is considered as fairly accurate, it 
is the estimates for the unorganised manu¬ 
facturing which have been the bugbear for 
the national income estimators, with the 
informaticHi regarding this sector remain¬ 
ing “the weakest in terms of reliability and 
timeliness, necessitating a range of as¬ 
sumptions when preparing GDPestimates” 
(MinhasandRoyChoudhury 1998]. In the 
latest DOS press release referred to above, 
the weaknesses in the official data in respect 
of the unregistered manufacturing sec"^<r 
are further highlighted in the following 
words; 

Since estimates of this sector (unorganised 
manufacturing sector) are based on work¬ 
force estimates, the change is only with 
reference to introduction of new workforce 
estimates, ba.sed on NSSO surveys and 
population census, as explained above. In 
fact, in the revised series, this sector’.s 
estimates are less than those presented in 
the previous series. An alternative set of 
estimates of small-scale industries, avail¬ 
able from the office of the DC(SSI), show 
that the share of unorganised sector is 
about 60 per cent of total manufacturing 
sector. Since the department is not using 
the figures of DC (SSI), the contribution 
of unorganised sector, ba.sed on the cur¬ 
rent methodology, is only about 31 per 
cent of the total sector. This still shows 
that we are not able to capture the con¬ 
tribution of unorganised sector fully. It is 
our constant endeavour to include all 
sector's contribution to the GDP realisti¬ 
cally [DOS 1999]. 

As is known, based on the census frame 
provided by the Economic Censuses (three 
having been conducted so far in 1977, 
1980 and 1990 and the fourth was done 
in 1997). the follow-up surveys have been 
conducted by the CSO on 'directory 
manufacturing establishments’ (DMEs, 
employing 6-10 persons if using power 
and 6-20 persons without power) and by 
the NSSO on ‘non-directory manufactur¬ 
ing establishments' (NDMEs, employing 
less than 6 persons with at least one hired 
worker) and own-account manufacturing 
e’nterprises’ (O AMEs, i e, household enter¬ 
prises not employing hired workers). These 
have been done to derive the benchmark 
estimates of value added pei worker, which 
are carried forward for other years by 
certain physical indicators. Of the three 
follow-up surveys done so far, namely, 
in 1978-79. 1984-85 and 1989-90, the 
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survey were not considefed reliable fortlm 
purpose. The results of the 1984-85 sur¬ 
vey were found satisfactory and they have 
been used hitherto continuously for the 
purpose. We do not as yet know the fate 
of the 1989-90 survey results. 

Likewise, with regard to the estimation 
of income originating in the unorganised 
services sector, the CSO officials have 
questioned the quality of data thrown up 
by the ‘Enterprise Surveys* (directory 
trading, non-directory trading and trading 
establishments, for instance) on value 
added per worker and by the population 
censuses on the size of workforce 
[Kuishreshtha and Singh 1998]. Instead, 
they have suggested (a) the adoption of 
workforce estimates from the NSSO’s 
quinquennial surveys on employment and 
unemployment, and (b) introduction of 
some corrections to the estimates of value 
added per worker (VAPW) as revealed by 
the ‘Enterprise Surveys’. In the meantime, 
the DOS launched a survey of enterprises 
in the month of August 1998 with a view 
to improving the quality of estimates on 
value added per worker in the unorganised 
segment of both manufacturing and 
services sectors. The survey, to be carried 
out in four sub-rounds until June 1999, 
aims to capture VAPW estimates of 
unorganised sector of all economic activi¬ 
ties at one point of time, which are not 
pre.scntly avail^Ie. Also, forthe first time, 
value added estimates are sought to be 
attempted through both production and 
income approaches [sec Kuishreshtha and 
Ghosh 1999]. 


Gxflw.wr IWI? at 

ifE Revised EsTMATOt 

ImUcations are that some of the sugges¬ 
tions contained in the above statements 
have already been implemented, and some 
by their very nature can be cmrected only 
in the long run [KulshieslOha and Kolii ^ 
1999]. In Section III below, we have 
indicated the nature of revisions on which 
the CSO has gone on record as having 
been introduced. As we review the revised 
data in Section IV, we will also have 
occasions to pinpoint the nEure of revi¬ 
sions that have occurred in the estimates 
of GDP and other national account aggre¬ 
gates as a result of these and possibly other 
changes introduced in the methodology 
and compilation procedures. 

UI 

Revisions in the Methodology 
and Coverage 

As stated above, the details of revisions 
effected in the new series are known in 
brief and they are listed in Statement A. 
These revisions can be divided into five 
broad categories. First, as cited earlier, the 
estimations of income from unregistered 
manufacturing and service activities have 
been done on the basis of the new woilc- 
force estimates produced by the N.SSO 
.surveys on employment-unemployment 
instead of the estimates derived from the 
population censuses. Second, several new 
pr^ucts have been included in the revised 
series. They encompass four major sec¬ 
tors; agricultural and allied activities 
(several horticultural and floricultural 


Statement A; Improvements incorporate!} in the New Series of National Accounts 
Agriculture and Allied Acliviiies 

(1) inclusion of several horticultural and floricultural crops. 

(2) Inclusion of production of crops in the foreyard/backyard. 

(3) Improvement in the coverage of fuelwood captured fiom consumption approach. 

(4) Improvement in the coverage of marine fish: relating to deep sea fishing and separate evaluation 
of prawns and shrimps. 

Mining and Manufacturing 

(5) Inclusit>n of the activities of private cool mines and coni washeries 

(6) Improvement in coverage to lake into account the activities lelating to repair of locomotives 
and other rail equipment in totality. 

(7) Estimation of income from unicgisleied manufseturing activities on the basis of the new working 
force estimates based on the NSS Employment Survey results instead of the population census. 

(8) Use of quick estimates of Annual Survey of Industries for 1996-97 and IW7-98. 

Banking and insurance 

(9) Improvement in the indicator for constant price estimates of banking. 

(10) Improvement in the methodology in the estimation of product from life Insurance. 

(11) Inc.'jsion of services of Employees Provident Fund Organisation. 

(12) Allocation of imputed banking charges to industries and final users in lolaliiy. 

Otker Services 

(I?,) Estimation of income from unorganised service activities on the basis of the new working 
force estimates based on the NSS Employment Survey results instead of the pqpulation census. 

(14) Inclusion of private communication services. 

(15) Inclusion of private activities under TV and Radio. 

(16) Capturing the activities of tailoring separately. 

(17) Capturing the activities of high value (soflwar;, consultancy, etc) business services scpanlely. 
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cfoitw lAfiliopt In the fbrejhud tnd back- 
yaid); mining (private coal mines and coat 
washeries); liking and finance (employ¬ 
ees* PF organisttion); public sovices in 
quasi-govemment b^ies (research and 
scientific institutions); and other services 
(lotteiy sales services, private communi¬ 
cation services and private activities un¬ 
der television and radio such as c^le 
operators and priviUe TV channels). Third, 
improvement has been effected in the 
coverage of existing products like 
fuelwood captured from consumption ap¬ 
proach, marine fish in the area of deep- 
sea fishing and separate evaluation of 
prawns and shrimps, activities relating to 
repair of locomotives and other rai 1 equip¬ 
ment to be covered in totality, and cap- 
niring the activities of tailoring and high- 
value business services (software, 
consultancy, etc), separately. The fourth 
set of changes relates to methodological 
improvements in applying a new indicator 
for constant price estimates for banking 
and estimating value added from life 
insurance, as also in allocation of imputed 
banking changes to industries and final 
users in totality. In the existing system of 
estimation, these imputed bank charges 
have been partly treated as intermediate 
coasumption of industries and partly as 
the final consumption of government and 
the households. Finally, there is a major 
change in the use of the data generated 
from the Annual Survey of Industries 
(ASI). Hitherto, there has been a time-lag 
of about three years in the publication of 
the summary results of ASI; hence, for the 
years for which ASI results were not 
available, the indu.strywisc estimates of 
output and GVA were being prepared on 
the basis of relevant indices of industrial 
production and wholesale prices and 
these were subsequently revised when 
the ASI became available. From now on 
the key results of ASI will be released 
with a lag of only about 9 to 10 months 
{Asthana 1998b]. Accordingly, the latest 
revision of national accounts has taken 
into account the quick estimates of the 
ASI for as late a period as 1996-97 and 
1997-98. Besides, incidentally, in con¬ 
trast to the past practice of releasing 
only summary results every year and 
detailed results once in five years, the 
department of statistics (GOI) will hcnce- 
forth.release detailed results of ASI every 
year (ibid). 

Apart from the above changes, .some 
fresh data sources have also been tapped 
by the CSO for the new .series. For in¬ 
stance, in agriculture, estimates of current 
repairs, maintenance of fixed assets and 
other operational costs are now based on 
the latest 1991-92 results of the All-India 
Debt and Investment Survey (AIDIS) 


IV 

Comparison wttii Old Soria 

Tables I to 12 accompanying this note 
present all the available national accounts 
data based on the revised series for the 
period 1993-94 to 1998-99. Along with 
the revised series, we have also presented 
the old series for U»e period 1W3-94 to 
1996-97. There were the advance esti¬ 
mates for 1997-98 as per the old series but 
the same are not presented here as such 
advance estimates are only forafew items, 
which are produced before the closure of 
the relevant financial year and which are 
based on anticipated levels of agricultural 
and industrial production, budget estimates 
of government expenditure and perfor¬ 
mance of key sectors as available.^ 

As may be seen from Table 1, estimates 
of different variants of national income 
(GDP, GNP, NDP and MNP) stand revised 
upwards by about 9 to 12 percent, whereas 
the estimates of private final consumption 
expenditure (PFCE) have moved up higher 
by about 14 to 21 per cent in different 
years and those of domestic saving and 
capital formation the least by about 3 to 
4 per cent each. This has happened be¬ 
cause a majority of the new items of 
economic activity now covered essentially 
relate to private consumption such as, 
foreyard and backyard pr^uction, flori¬ 
culture, certain horticultural crops, deep- 
sea fishing and prawns, private commu¬ 
nication services relating to television and 
radio broadcasting and tailoring services. 
Significantly, even in absolute terms, the 
upward revision in PFCE at current prices 
rangingfmmRs68.3l2croietoRs 151.364 
crore has been higher than that in GDP 
at market prices ranging from Rs 66,203 
crore to Rs 132,875 crore. For 1993-94 
for which by now almost all firm data are 
available, the upward revision has been 
of the order of Rs 66,203 crore or 9 per 
cent for GDP and Rs 68,312 crore or 13.7 


per cent for PPC^ In r^ard lo dommit 
saving and capital formation, new it^ 
covered have hardly had any direct effea 
on their estimation and the meagre rtrid- 
sions noticed in their absolute numberi 
may have arisen from what may be called 
‘scale effects’ origiqating in higher num- 
ben of GDP and from the ongoing practica 
of updating data sources. In respect ol 
capital formation, however, the reviaed 
estimates have turned out to be higher by 
about 9 to 14 per cent than the old e^i- 
mates for two years 1993-94 and I994-9S 
the reasons for which cannot be discemed 
until fulierdetaiisof the revisions ateknown 

Data presented in Tables 2 to 4 show 
that in sectoral GDP. some of the larges' 
revisions, in (Hoportionate terms, havi 
occurred in service sectors, essentially at 
a result of the inclusion of four new itemi 
of communication and high-value busi¬ 
ness services (see Statement A).The revi¬ 
sions have been over 33 percent in respeci 
of ‘real estate, ownership of d welliiigs anc 
business services’. To what extent the use 
of NSSO data on workforce has affected 
the estimation of income from unorganisec 
services is difficult to gauge in the absence 
of details. [For the list of service categoriet 
for which the application of NSSO work¬ 
force is relevant, see CSO 1989:168-69]. 
A distinct dovmward revision of around 
10 to IV per cent has taken place undei 
‘unregititered manufacturing’ possibly as 
a result of the application of the N^O 
data on workforce instead of the popula¬ 
tion census data as hitherto. 

Amongst agriculture and allied prod¬ 
ucts. a substantial revision of over one- 
third has been under ‘fishing’ following 
the inclusion of deep-sea fishing and 
separate valuation of prawns and shrimps. 
Incorporation of the new items of horti¬ 
cultural and floricultural crops and pro¬ 
duction of foreyard and backyard ert^ 
has helped to raise the size of value add^ 
from ‘agriculture’ by about 8 to 13 per cent 


Statement B- Compound Growth Ratos 

(In per cent per annum. 


Industry 

New Series 
(1994-95 to 1997-98) 

Old Series 
(1994-95 to 1997-98 

1 Agriculture. for<:slry and fishing 

3.5 

2.1 

t.l Agriculture* 

4.9 

3.4 

2 Industry 

9.1 

9.1 

2.1 Mining and quarrying 

5.1 

4.5 

2.2 Manufacturing 

iO.O 

98 

2..5 Electncity. gas and water supply 

7.1 

7 1 

^ Services 

8.3 

8.5 

3.1 Construction 

5.1 

62 

3.2 Trade, hotels and restaurants* 

12.0 

11.9 

3.3 T ransport, storage and communication* 

8.9 

8.4 

3.4 Financing, insurance, realestate and business services 7..5 

8.8 

3.5 Community, social and personal services 

7.8 

7.6 

4 Total gross domestic product at factor cost 

7.1 

6.9 


Nine: * Denotes compound growth rates of three years (1994-95 to 1996-97) as the cumpanbk 
sectoral data for 1997-98 us per the old scries are not available. 
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(alatseievisionof 2i per cent in 1996-9?;' 
inay have been an aberration became, in 
respect of the old series, the data relate, 
to quidc estimates. This feature is true of. 
many other sectors as well). 

GaowTH Rates Generally Unchanoed 

It is, however, noteworthy tiiat upward 
revisions in GDP or s^oral GI^ revi¬ 
sions have not resulted in any noticeable 
(or consistent) changes in growth rates; 
this is also admitted by the DOS in its press 
release cited above. The overall real GOP 
growth in 1994-9S was identical in both 
the series at 7.8 per cent, but in the next 
two years the revised GDP at 1993-94 
prices showed slightly higher growth at 
7.6 per cent and 7.8 per cent as compared 
with those shown by the old numbers at 
1980-81 prices at 7.2 percent anJ 7.5 ner 
cent, respectively. For 199'?-98, on the 
otlwr hand, the revised data snow a lower 
growth, though fractionally, at S per cent 
as compared with 5.1 per cent revealed by 
die old series. Thus, the compound growth 
rate in real GDP for the four-year period 
1994-95 to 1997-98 works out fractionally 
highettd7.I percent per annum in the new 
series as against 6.9 per cent per annum 
in the old series. This slightly higher growth 
in the revised real GDP is the combined 
result of (i) significantly improved growth 
rates in agricultural and allied activities 
(3.5 per cent as against 2.1 per cent), in 
mining and quarrying (5.1 per cent against 
4.5 per cent), and in manufacturing (10 
per cent against 9.8 per cent); and (ii) a 
slightly reduced trend growth in services, 
which in turn has been the combined effect 
of higher growth in all services sector 
items except construction and financing, 
insurance and real estate (.see Table 3; see 
also Statement B for a summary picture). 

In banking, the indicator for constant 
price estimates, hitherto the aggregate 
deposits deflated by the wholesale price 
index, has been replaced; it is also said 
that a new treatment is being given to the 
issue department of RBI. 


Incidentally, a MwpbeaDmenon-fiottBit 
in the industrial sector in recent yean, not 
necessarily in the new series, has been that 
the rate of growth as revealed by thevtdue 
added figures in real terms in respect of 
registered manufacturing is higher than 
the rate of growth shown by the index of 
industrial production. Hiisisbecausethere 
have been signs of better material input 
efficiency (probably also reflecting better 
capital and labour efRcieocy) in tte regi¬ 
stered manufacturing sector, which is 
indicated in a rising ratio of gross value 
added ingross value of output [see EPWRF 
1998:651. 

Chanoinc SecroRAL Composition 
OF GDP 

In the sectoral composition of GDP, 
there hasoccurredadistinctchange follow¬ 
ing the revision: for example, for 1996-97 
a sharp 2 percentage points reduction in 
the proportion of GDP originating in 
manufacturing from about 19.4 per cent 
to 17.4 per cent, which has been shared 
between the services sector (1 percentage 
point from 53.6 per cent to 54.6 per cent) 
and agriculture and allied activities 
(1 percentage point from 27 per cent to 28 
percent). These revisions further confirm 
what may be called the structural ‘stag¬ 
nation* of the Indian economy in that the 
share of the manufacturing sector in total 
GDP has remained less than 18 per cent 
that was attained in the late l97Cte. Since 
then some improvement has taken plM:e 
in infrastructure industries like mining 
and electricity, particularly the latter. 
Likewise, in the services sector, there has 
been a slight improvement in the share of 
physical infrastructure facilities, namely, 
transport, storage and communications, 
but the bulk of the increase has been 
captured by various other services in trade, 
hotels, finance and business services, and 
community, social and personal services. 
Overall, the long-term phenomeiKMi of a 
decline in the share of agriculture, stag¬ 
nation in (hat of industry and a rise in the 


abo Iqr thp bvted Mrie% 
upward ravislona in ibeesiiinaiM tS pri¬ 
vate sector activities, thie shara ^ pd^ 
sector has been eroded as a staristical 
consequence (TaUes 10 to 12). 

Downward Revisions in Savino and 
Investment Ratios 

The saving and capita] formation esti¬ 
mations in absolute terms do not seem to 
have been affected to any signifleant 
extent by the revision except fRobabiy for 
the ongoing practice of using mne leoent 
data. But, as a result of the upward revi¬ 
sion in the size of GDP, bo^ domestic 
saving and investment ratios have been 
placed lower by about I .Oto 1.5 percentage 
points in each of the past five to six years. 
For instance, for 1996-97, theearliersaving 
estimation of 26.1 per cent of GDP at 
current market prices has been slashed to 
24.4 per cent gross domestic capital 
formation from 27.3 per cent to 25.7 per 
cent. As a result of these revisions, the 
saving ratio has only limped forward by 
1.3 percentage points from 21.8 per cent 
in 1993-94 to 23.1 per cent in 1997-98 
and the gross Investment ratio by 2.4 
percentage points from 22.4 per cent to 
24.8 per cent (see Statement C and also 
Tables 6 and 7). 

Notes 

{Considerable assistance received in the 
preparation of this note and special statistics from 
Nandini Sengupta, Cheryl Mascarenhas and V P 
Prasanlh is gratefully acknowledged.] 

I That the data requirements for imptemeiuing 
the 1993 SNA would be quite large is evideni 
from the following summary statement on the 
subject: 

While the implementation of new IIN System 
of National Accounts, 1993 (SNA 1993] and 
the IMP’S Special Data Dissemination 
Standards (SODS) will mean collecting a large 
amount of additional data, the quoficy and 
coverage of data that presently goes into the 
compulations of GDP. need considerable 
improvement. 


STATCMErrr C ; Saving and Investment Ratios 

(per cent nf GDP at current market priceet 


Item 



New Series 




_Old Scries 



1997-98 

1996-97 

1995-96 

1994-95 

1993-94 

1996-97 

1995-96 1994-95 

1993-94 

1 Cross domestic saving 

23.1 

24.4 

24.1 

24.2 




25.6 

22.7 

1.1 Public sector 

I.U 

1.5 

1.9 

1.5 

0.5 



1.8 

0.6 

1.2 Private corporate sector 

3.8 

4.1 

4.8 

3.4 

3.4 



3.5 

3.6 

1.3 Household sector 

18.3 

.8 8 

17 4 

19.3 

17.9 

20.3 

18.8 

20.3 

18.5 

1.3.1 Pinanciai saving 

10.3 

9C 

8.2 

11.6 

10.8 

10.7 

8.6 

11.3 

11.7 

1.3.2 Saving in ftsfai assets 

8.0 

9,0 

9.3 

7.7 

7.1 

9.6 

10.3 

9.0 

6.8 

2 Gross capital fonnation (adjusted) (3'f4) 

24.8 

25.7 

25.8 

25.4 

22.4 

27.3 

27.1 

26.9 

23.3 

3 Cross capital formation (unadjusted) 

23.4 

2.3.1 

25.6 

22.9 

20.8 

25.2 

27.3 

2S.I 

21.3 

3.1 Public sector 

7.0 

6.7 

7.4 

8.5 

8.1 

7.4 

7.9 

9.0 

8.6 

3.2 Private coiporate sector 

8.4 

7.5 

9.0 

6.7 

5.6 

8.2 

9.1 

7.1 

5.9 

3.3 Houwhold sector 

8.0 

9.0 

9.3 

7.7 

7.1 

9.6 

10.3 

9.0 

6.8 

4 Errors and omissions 

1.4 

2.5 

0.2 

2.4 

16 

2.1 

-0.1 

1.8 

2.0 


iUd 

P"**f 
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.mamittitt'pnfmikn of 
» m ow> l # of «toa»t» IW ta Aetonfitmtaaii 
■ecwntioio wiich (he eeoieieqr Ine divided, 
nam^, (i) aoii<fiiwncM coipontiam. (U) 
fioaocial ciMporaiion, (iU) geoenl govem- 
meot. (tv) hooeeholds. and <v) non-profit 
insthwloM eerving booieholds. Sevenri sat- 
elliie accounts indnding the enviroameiiiai 
accouait have also been lecommended. The 
otfierk^ features oTSNA 1993 ate the etihuge- 
ment of pradoctioa and aaaets bouadories of 
the 1968 SNA. As per the extended production 
boundary the production of the houKhoIds for 
own-account consumption, illegol and under- 
(TOund production ate required to be reckoned 
with in die national accounting framework. 
Ihe main areas where the satellite accounting 
framewoik has been suggested relate to en¬ 
vironmental economic accounting, tourism 
accounting, extended production boundary 
(gender issues) [Asthaiia 1998a and 1998b. 
See also Kulslueshtha, Kolli and Singh 1998, 
and Kulshreshtha, Kumar and Singh 1999]. 
I The United Nations* Statistical Commission 
lecogniaes “the long and winding rood to the 
full 1993 SNA implementation”: it has 
recommended 6 milesiones or phases m this 
respect. (See SNA News and Notes, issue no 
4, Inly 1996. This newsletter, issued a.s a 
biannual information service of the Inter- 
Secretariat Working Group on National 
Accounts (ISWGNA). is prepared by Ihe 
.Statistics Division of the United Nations; it 
IS available on internet: hltp;//www.imf org^ 
external/pubs/ft/sna/dcfaull.him or http;// 
WWW .un.org/Dept$Amsd/sna/sna.htm) 

I See imerview given by Asthana to the Business 
Standard dated July 24, 1998. To quote him. 
Some of the figures arc so absurd that it is 
certain that the cmrect GDP is not captured. 
Now let me tell you why I think GDP is 
under-reported. Mind ymi, Ihe professional 
statisticians who work at the department 
have known this for a long time. The GDP 
is contributed to by three sectors. The service 
sector contributes to 42 per cent of GDP. 
But all of the IT sector is probably not 
reflected accurately in this. Similarly your 
cable man and the TV repmimon orany other 
service that has been in existence for 10 
years or less is not captured accurately. We 
do service sector surveys once in five years 
whereas other countries do it every quarter. 
The agiicultiire sector contributes to about 
24 per cent of the GDP. This is even worse 
represented. The crop calendar for the 
Department of Agriculture is .32 years old. 
Several products have been added since and 
if you go to the respective departments, each 
one state that India is one of Ihe top five 
producers of that product in the world. This 
list of what is not captured in the GDP 
inciudes dairy products, poultry, a Imge pait 
of maiine producu, vegetables, mushrooms, 
flowers. 

In the industrial sector, the large sector is 
fidriy accurate. But in the small sector we 
cannot even agree on the number of units 
across ministries. According to the depait- 
ment of small scale industries, (herd are 14 
to IS lakh units based on the 1987-88 census. 
According to (he cutiem update there are 60 
lakh units. According to excise records there 
ore 32 lakh units with a turnover of more 
than Rs 30 lakh. Onreconomic census, which 
includes household industries, puts the 
estimale at 140 lakh units (Asthana 1998]. 


A nme laiHeal view has baen abed by M R 
Sivaramon, India’s eancufivc tfindor at the 
Imeniatiaiial Monetary BMd who weM 

to the extent of stoliag that, ‘Tadia’a reid C08> 
is 60 to 100 per cent more than what is 
indicaieir* (see The Smdtj Tmes India. 
JulyS. 1998). In an academk response to these 
pronouncenients. die inferenoe that data gaps 
necessarily imply serioua underestimation of 
the overall GDP came In he riaeatioaed. Stating 
that Si varoman' s asaeitiona were based on “ill- 
informed casual empiriciam", Minbas. 
Tendulkar and Visaria (1998) argae that; 
The conclusion arises out of arianeder- 
standing about the concepts, methoda and 
procedures of estimating GDP. Some under- 
eshmaikm of GDP is possibie in aome of the 
unorganised activities, whose conbibution 
to GDP is estimated from repotted income/ 
earnings because there is a univenal tendency 
(in all countnes, not only India) among 
re.spondcms to income surveys to undeistate 
income. In addition, existing data cannot 
capture ceitain activities like petty services. 
However, their impoitance in GDP is limited. 
This IS because, while such activities loom 
large in terms of employmem and hence in 
any casual empiricism (^ the type favoured 
by Mr Sivaroinan), their contribution toGOP 
IS much smaller because of the very low 
productivity per woiker in such activities. 
Having been associated periodically with 
the work of the Central Statistical 
Organisation for more than two decades, we 
ore familiar with the methods and procedures 
of GDP estimation and their approximation 
to the basic concept of notion^ accounts. 
In our considered judgment, while conceding 
certain problems with GDP estimation, there 
is no basi.s for the allegation of a very large 
magnitude of undcrestiinatinn. Mr 
Sivaraman's statements are misleading, 
baseless and reflect lack of understanding 
about the data base of India's GDP. 

To which Sivaraman (1998b) responded and 
chose to chorgcihot “As most of our economists, 
all these years, have been devoting more 
attention to studying India's poverty rather 
than her achievements, their thinking has 
become warped and disoiiemed resulting in 
their seeing nothing but poverty in India”. 
Further, defending himself that his observation 
on the GDP of India was not casual but was 
based on discussions with economists and 
officials of the Central Statistical Organisation 
(CSO) and on his own observation in the field, 
Sivaraman enumerated six factors suggesting 
GOP underestimation' third crop sown in most 
parts is not taken into account; correct 
estimation is not done of horticulture, 
floriculture, farm forestry and piscicullure: 
gross underestimation of value addition in die 
small-scale sector: suppression of production 
in Ihe medium- and large-scale sector forexcise 
tax evasion purposes, value addition in the 
services sector a.s a whole is not bused on 
accurate reporting and, that ascribed to workers 
in medical and broltb services, legal services 
and business services is not in accordance with 
ground realities; and massive impart of gold 
is not accounted for in slalwlics. 

4 For the year 1997-98 in particular, there was 
an update of advance estimates in July 1998, 
(hat is, after the closure of that financial year. 
The sectoral growth rates revealed in this update 
have been incorporated in the compound 
growth rales presented in SutemeM B above. 
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N THE BANKING INDUSTRY, 
ANCHOR YOUR FAITH 
IN OUR SCHEMES 


Our Schemes for your prosperity 


• fixp:d Dp:posns • swechha deposits 

• STOCK INVEST DEPOSITS • KALPA- 
TARUVU • CASH CERTIFICATES • SULADH 
DEPOSITS • RECURRING DEPOSITS • STREE 
SAHAYA • KISAN MITRA • SAVINGS BANI^ 

• ABHAYA SAVINGS • KIDDY BANK • CURRENT 
DEPOSITS etc. 
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Your favourite MiP 

Now with tax-free 


riMiriiLr 


Assured Monthly Income of 10.75% p.a. and 
Annual Income & Cumulative options at 11.30% p.a. 


irri's Monthly income Plan 99 is the ideal investment opportunity for 
you twcause ft is safe, rewarding and tax-free. The plan is for 5 years. 
Look how It works for you. 

CHOOSE FROM THREE OPTIONS: 

ttoallilr liKoma Optloa: Assured Income @ 10.75% p.a. payable 
monthly for all 5 years. 

Annual Incoma Optton: Assured annual income @ 11.30% p.a. for 
all 5 years. 

CttmuMhn Option: Income will be cumulated @ 11.30% p.a. for 
all 5 years. 

All the three options have scope for capital appreciation. 

SECURITY: It Is guaranteed that the capital invested in the Plan will 
be protected on maturity. The returns assured under the Plan and the 
protection of the capital Invested on maturity are guaranteed by the 
Development Reserve Fund of the Trust. However, the guarantee does 
not extend to premature repurchases and the repurchase prices under 
such cases will be as per the prevailing NAV 
LIQUIDITY: Repurchase facility after 3 years at NAV-based pnce and 
listing on NSE under all three options. 



MINIMUM INVESTMENT: Rs. 10,000/- under Monthly Income and 
Annual Income options and Rs. 5,000/- under Cumulative option. No 
maximum limit. 

TAX BENEFITS: TiM tax exemption u/s 10(33) of the Income fix 
Act 1961*. 

Alto available, CapHal Gains Tax Exemption u/s 54 EA ef the 
Income Tax Act, 1961. 

REVIEW CLAUSE: The assurance of rate of return under the Plan is 
based on the income distribution tax rate of 11% (including surcharge) 
payable on the amount of income distributed under proposed section 
115R of Income Tax Act. 1961 and will be subject to adjustment becoming 
necessary consequent to change, if any, in rate of income distribution 
tax or any other changes announced from time to time in the tax laws 
having bearing on the income distribution. In the case of any downward 
revision in the rate of income distribution, the unitholders will be informed 
and have the option to repurchase the units at NAV related price even 
before completion of lock-in period of three years. 

‘ Su^iecl lo anaclnml ot the Finance BIIH999 



AH investments Hi mutual lunds and sscuiWea are sublect to the martial risks and the NAV ot flit Plan may go up or down deMndlng on Itie mthience ol market torcss on the Plan's porlfolla. Past 
perlDnnanca Ig not necessarily Indicative ol fuhire reiuills There is no guarantee at protection ol capital lor prainaliire repurchases and the repurchase pries Hr such cases wN depend on the NAV 
Monthly Income Plan 99 is only the name ot the Plan and does not in any manner HidicelB eflher the rtuaHty or the Plan, Hs lutuie prospects or returns Please read the otter document before Investing. 


For further details, contact your nearest Iffl Office 
or Chief Representative/Agent. 


UNIT TRUST OF INDIA 

For your better tomorrow 
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A NATIONAL BANK WITH 
INTERNATIONAL PRESENCE 



L_J A 


Five decades of relentless effort has never seemed Sensitive to the needs of its customers UCO Bank 

too long. For UCO Bank, limitation always proved has introduced the new age Personal Banking 

to be an opportunity to scale new heights. Beginning consisting of computerised banking services, 
in a modest scale UCO Bank has grown into 2000 holiday banking and evening counters. UCO Bank 
branches and extension counters. Expanding its has modernised its functioning imbibing the latest 
field of operation from financing to infrastructure technology for greater efficiency in corporate 
development. UCO Bank treaded its way on to banking. Cementing a bond has always been the 
newerpastures and reached international destinations bank's endeavour, 
of trade and commerce. 
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Time, IVuth and Play in Dangs 

Confronted with pasts imagined differently from history, historians and 
social scientists have resortisd to one of two strategies: by converting 
moral traditions into the equivalent of archival sources and then writing 
histcnies dial adhere to the norms of western professional histcwy writing; 
or by denying any signiftquit traffic between history and odier forms of 
conceiving pasts, suteuming the latter undgr the rubric of myth or, more " 
recently, memory. In Dangs in Gujarat, 'vadilcha goth’ or stories about 
ancestors are an engag<;ment with modernity and its paradigmatic trope, 
history. Examination of how this engagement refigures and exceeds 
modernist time and truth helps to foreground the subaltern factors of 
anomalous and hybrid histories which in Dangs produces a multiplicity 
of pasts quite different from the multiple histories which historians 
conceive of and increasingly call for. 897 

PDS and Real Consumption Levels 

Allocation of foodgrains under the Public Distribution System (PDS) has 
been very ad hoc, being fixed on some ’historical’ basis. The conceptual 
basis for the PDS is the notion of providing some quantity of cereals so 
as to make available at least a part of the minimum calorific requirement. 
Evaluation of the current policy of allocation on the basis of this notiop 
of subsidising real consumption through PDS. 919 

Time to Reconsider 

India’s political class, taking iLs lead from Jawaharlal Nehru, has from 
the beginning maintained that the border dispute and war with China was 
the result of China’s expansioni.sm culminating in a ’massive aggression’ 
which took India by surprise. Chinese account is contrary, charging India 
with intransigence and aggre.ssion and presenligg its own military action as 
reactive and pre-emptive. It is timely to reconsider, with the added perspective 
of 40 years and in the light of new material, the causes in the policies 
of two governments which led to the border dispute and war. 905 

Religion and Politics: India and the West 

Much of the Indian debate on secularism is built around what seem to be 
common sense assumptions about India and the west. But a closer look 
at the impact of Protestant Puritanism on the relationship between 
religion and politics in the US suggests that these assumptions are 
mistaken. Far from having fundamentally different experiences, there are 
some striking similarities between India and the US - similarities 
which draw attention to potential long-term dangers for India. 887 


Lost Opportunity 

The National Adult Education 
Programme and ihe Total Literacy 
Campaign failed to live up to their 
initi^ promise. COnuption undetmined 
Ihe former and a quick-fix approacli 
the latter. Further, dependence on the 
commitment of individual administrators 
rather than on system reform injured 
both. One upshot has been that an 
opportunity for the empowerment of 
women that unexpectedly presented 
itself has been squandered. 877 


Chipko at 25 

On the 25th anniversary of the 
Chipco movement, a tribute to the 
courageous activists who brought 
Chipco from a possible instrument of 
struggle to a trend-seuing achievement. 
Also an examination of media-created 
'messages’ to dispel some of the 
myths about the movement, in 
particular whether Chipco was about 
economics or deep ecology 
and whether it was feminist. 880 


Decisive Measures 

The experiences of 1998-99 show that in a 
fragile, structurally deficient environment, 
decisiwsiepstomadulatemaiketexpecQtiQns 
alone can restore a semblanceof discipline 
and stability in the financial sector. 868 


Credit Ptdicy 

Given the out|;wt, price and monetary 
trends, the credit policy to be announc^ 
later this month has to be decisively 
expansionary. Further, the issue is no longer 
that of the c(»t of credit, but of availability 
of credit and its distribution. 875 


State and Economy in Mexico 

The restructuring of the Mexican economy 
and the reorganisation of the state have 
changed the government’s relation ro 
the people, redefining responsibilities 
for creating opportunities and resolving 
social problems. Review of the impact 
of structural chsm^ on die wdl-b«^ 
of principal social groups and the 
government’s response to the pndhund 
problems of the neo-liberalism. ' 883 





LETTERS TO EDITOR 


Urdu Language and 
Education 

I READ with interest Ralph Russeii’s 
observations on the present scenario of 
Urdu language and education. His wise 
and apt suggestions regarding promotion 
of this neglected language, which is also 
a symbol of the diverse cultural entity of 
India, are well thought out and reflect an 
insider’s view, although Russell is an 
outsider, both technically and phy.sically. 
His concern for the problems of Urdu is 
laudable and compels us loo to take up this 
issue seriously. 

It is a fact that tlic institutions and 
academies that were established by the 
government to further and promote Urdu 
language (and that too because Urud was 
not accorded the status of a regional lan¬ 
guage in the Urdu heartland when the 
reorganisation of states took place on 
linguistic basis in 1956) have turned out 
to be organs of the government always 
harping on the policies of the government. 
It is unfortunate that most Urdu writers - 
without discrimination, prominent and 
obscure-seekassociatinn with these govern¬ 
ment or semi-government institutions to 
be a part of the power stnictuie. The mani¬ 
pulating Urduwallahs indulge in bullying 
and goading fellow UniuwaUahs,bat\mdly 
speak against any government policy that 
intentionally or unintentionally is doing 
barm to this language. Similarly, there is 
hardly a magazine or journal in Urdu which 
calls a spade a .spade, though there are 
Urdu newspapers whose main purpose is 
to blackmail the government of the day by 
threatening to turn Muslims against it. 

Russell has drawn our attention to a very 
important aspect which we need to pro¬ 
mote and propagate - i e, voluntary 
organisations should come forward and 
take up the role of providing facilities for 
Urud-leaming in order to preserve and 
spread Urdu culture Despite his best 
intentions to present a feasible way to 
solve the question of preservation of a 
language by denying or ignoring the role 
of state, Russell himself has become in¬ 
strumental in the hands of the pro¬ 
establishment Urud mafia. For example, 
the information about Anjuman-e Taraqqi-e 
Urdu (a pro-establishment oiganisation 
from the day of its inception during the 
British period) was provi^d to him by the 
former chancellor of Jamia Millia Islamia 
who had been a king’s man loyally com¬ 
mitted to the government Being a faithful 
civil servant who had been union home 
secretary and governor of several states 
dunng Indira Gandhi’s reign, he can be 
the best spokesman of the government. 


There is reason to believe that he has 
deliberately misinformed or withheld 
information about Anjuman-e Taraqqi-e 
Urdu by saying that this orgmiisation 
receives little grant from the government. 
Russell should reckon with the fact that 
the multi-storeyed building of Anjuman 
namely ‘Urdu Ghar’ was b^towed by the 
government in the prime locality of New 
Delhi and the huge rent that ‘Urdu Ghar* 
receives from various tenants is enough 
to run the institution smoothly. It will not 
be inappropriate to point out that there 
exists no spirit of public accountability in 
resist of management and expenditure 
of funds of this institution. In return for 
this benevolence showered by the Con¬ 
gress government the Anjuman was 
obliged to accommodate many prominent 
Urduwallahs loyal to the Congress Party 
who, in return to this favour, chose to elect 
only Congressmen as members, thus 
having monopolised Anjuman. 

At another place Russell has failed to 
judge correctly another civil servant. S R 
Faruqi’s statements because he is unaware 
of Faruqi’s background as an ardent 
supporter of Indira Gandhi’s notorious 
emergency rule. During the emeigency, 
for his proximity to Sanjay Gandhi, he 
formed a National Writers’ Forum and 
toured throughout India campaigning 
among Muslims for support for the 
emergency. He appealed to Urdu writers 
to join the forum and not to be persona 
non grata so as to avoid being put behind 
the bars. The interview given by S R 
Faruqi and quoted by Russell in his article 
was conducted after his retirement from 
the government and thus his pronounce¬ 
ments against government policies indi¬ 
cate his hypocrisy. How can he be relied 
upon? Furthermore, his elitism and anti- 
dalit stand is reflected by his declining the 


offer of thoriSSP government to becenne 
chairman of the UP Urdu Academy, uriUfe 
in the past he bad been accepting such 
bonon^ posts offoed by various Cem- 
gress governments. 

Really it is unfortunate Uiat most Urchi 
writers tmid to be pro-estaUishment seek¬ 
ing various benefits. To put it on record 
I would like to cite the example of AB 
Sardar Jafri, the standard-bearer of the 
Progressive Writers’ Association who 
recently has also received the Jnanpith 
Award. Ije was perhaps the only promi¬ 
nent writer in any vernacular luiguage 
who had written a poem entitled Hatf-e 
Haq (‘A Word in Favour of Justice*) 
praising the infamous rule of emergency 
and Sanjay Gandhi. 

Yet another place where Russell has 
been deceived by his lack of adequate 
knowledge of the background is where he 
mentions the Gujral Commission. Now it 
is useless to talk about the Gujral Com¬ 
mission and Its famous recommendatjons 
in favour of Urdu because it is as clear 
as broad daylight that they were never, 
meant to be implemented - but only to fool 
Urdu-speaking people. By recommend¬ 
ing for Urdu everything bkween heaven 
and earth, Gujral became the apple of the 
eyes of Muslims and it was the immense 
popularity thus gained that helped his 
a.scendance to the prime ministership. As 
PM he never gave any thought to imple¬ 
menting his own recommendations. Only 
when he was dethroned with the UF 
government losing its majority in the house 
did he aspire to become PM again by 
playing the Gujral Commission card. But 
to his bad luck, by the time Muslims had 
lost faith in him. I was surprised to see 
this historic joke finding space in EPW 
Ali Imran Zaidi, 

Dodhpur, Aligarh 
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Exports without Export Promotion 


T he latest amendment to the exim policy does make a 
contribution to improving the health of the economy, in 
spite rather than because of its policy instruments. As a 
hangover from dirigisme, Indian policy-makers continue to 
view exim policies primarily as means of promoting exports 
and earning/conserving foreign exchange. It is completely 
alien to the thought processes of the babus to see trade policy 
as a major determinant of allocative efficiency, the pace of 
economic growth and the ability of the growth that takes place 
to create jobs. Commerce minister Ramakrishna Hegdc has 
^ast his second exim policy in no different mould. 

His most notable proposal is to remove quantitative import 
restrictions on 894 items and reduce such restrictions on 
another 414 items, even if it has been presented in a defensive 
fashion, as one that will not boost the import bill. This 
dismantling of quantitative restrictions leaves, according to 
the government, the surprisingly small number of 667 items 
on the negative list of imports. Another major proposal is to 
convert ail Export Processing Zones into Free Trade Zones 
with effect from July 1. This has been hailed by industry, as 
if a few enclaves of freedom from the government would 
compensate for the irrationality of policy in general. Since all 
the trade unions have already, and rightly, raised objections to 
the proposal to free the Free Trade Zones from the regimen of 
labour legislation in the country, this is likely to join the list of 
proposals that,are disposed of rather than realised. Another 
initiative that has been received well is to take special note of 
export of services, and encourage them by specifying the level 
of export performance that fetches recognition as an export 
house and accompanying concessions at one-third the level 
required for merchandise exports. 

Other measures comprise rationalisation of procedure - 
exporters can avail of advance licence for a whole year, 
instead of supplicating before the DGFT every time they need 
to import something, an ombudsman at ports to sort out disputes 
with customs - and enhancement of concessions available to 
exporters - green cards, golden status for those who export 
designated volumes for designated periods, liberalised export 
promotion capital goods (EPCG) and Duty Entitlentent Pass¬ 
book (DEPB) schemes, sector-specific concessions for thrust 
Eueas like gems and jewellery, toys, drugs and textiles, harmoni¬ 
sation of the NFEP norms for EOUs and EPZs, liberalisation 
of value addition norms for export to Russia and administrative 
enhancement of the special import licence (SIL) {Memium. 

The variety of schemes with their own rules, procedures, 
certificates of compliance and resultant benefits make for a 
veritable maze. To make one’s way through this maze, it does 


not suffice that one excels in production and marketing. The 
chief quality called for is an ability to command mastery over 
rules and procedures or, more simply, over the goodwill of the 
babus who administer these schemes. The problem is not just 
that this raises the transaction costs of earning foreign exchange: 
rather, the problem is that such a regime converts exports into 
another .source of corruption and degradation of society. It is 
more profitable to milk the schemes meant for export promo^on 
than to export. It is not surprising that reports keep surfacing 
of export consignments lying unopened in Dubai godowns for 
years even as the exporter has not only brought home the 
payment for such exports but also claimed all the concessions 
for which the exports make him eligible. Money that had left 
our borders through illegal channels re-enters the country as 
legitimate, indeed honourable, tax-free export earnings that 
fetch additional subsidies. All that is required to be done is to 
package some junk as export consignments, bribe these over¬ 
invoiced exports’ way past official inspectors and arrange for 
the service of remitting the hard currency payment. 

Why is the country saddled with such a bizarre, costly way 
of earning foreign exchange? The explanation has to be traced 
to the original sin called export pessimism. India’s policy¬ 
makers took it for granted that a developing country like India 
could not effectively be part of an international division of 
labour. This meant that the country had to try and produce on 
its own everything that it required and conserve fmeign 
exchange at any cost. To encourage import substitution, the 
government offered domestic producers high levels of 
protection. To avoid ‘wastage’ of resources through 
‘unhealthy’ competition, the government also instituted 
licensing of prc^uction. Protection from international 
competition and abortion of domesticcompetition have ensured 
that the country could earn foreign exchange through either 
aid or special inducements to those producers whoconde^end 
to export. When domestic prices are higher than global prices, 
a producer has no incentive to try and sell abroad. Further, 
since his input costs (save that of labour) are also higher than 
abroad, he is not cost-competitive in global markets. Further, 
the absence of competition from within or without has reduced 
his product quality to a level that is unacceptable anywhere 
else. The only way he can sell his goods abroad is to flog them 
at a huge discount to the domestic price. This he would, only 
if (he government was prepared to compensate him for that 
discount through a variety of incentives. Thus incentives to 
promote exports is an integral part of high-cost import 
substitution. The self-defeating nature of such incentive 
manifests itself in many ways, including the alienation of state 
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governments from export promotion, as 
many incentives, like pre-einption of sales 
tax on goods going into export producdon, 
ate at the expense of the states. 

Hegde’s exim policy sees that certun 
policies such as inflexible labour practices, 
smaU-scale reservations and restrictions 
onexportof agricultural products constrain 
exports. But it falls farstort of appreciating 
the basic problem with the country’s 
strategy for exports. Therefore, its contri¬ 
bution to genuine restructuring of the 
economy to a situation where exports will 
take placeon the merit of Indian producers’ 
competitive strength is all the more 
remarkable. This contribution is the 
removal of quantitative restrictions at a 
faster pace than India had committed itself 
to within the framework of the World 
Trade Organisation. Which is just as well. 
A WTO dispute settlement panel has ruled, 
after the exim policy was announced, that 
India cannot justify any quantitative 
restrictions on imports on balance of 
payments grounds. The panel, however, 
concedes that India will need to phase out 
QR removals and has recommended that 
India negotiate the transition phase with 
theUS,thecountry that hadfiied the dispute. 
The present aggressive move on QRs will 
give India some leeway in negotiations 
with the US, apart from opening up the 
economy to greater international 
competition. The fact that QRs have been 
lifted on the import of many items that are 
reserved for the small sector within the 
country wi II pave the way for faster removal 
of such irrational reservations - after all, it 
makes no sense to keep Indian industry 
out of segments of the Indian market that 
ate accessible to foreign producers. 

The latest exim policy is thus likely to 
do more for export promotion than its 
predecessors, even if not quite in the 
manner intended by its authors. 

UTTAR PRADESH 

Caste IVissle in BJP 

HAVING managed to confine his political 
rivals in the state, Mulayam Singh Yadav 
and Mayawati, to their re.spective groves, 
Kalyan Singh, the BJP chief minister of 
UP has been facing more frequent trouble 
from his own party MLAs of late. The 
dissent within the party is taking the ap¬ 
pearance of a clash of interests between 
the forward and the backward castes. But 
actually Kalyan Singh, who happens to be 
the party’s only ma.scot from the numer¬ 
ously large backward castes, has been 
steadily expanding his influence with the 
help of his control over the government 
machinery, thus edging out his competi¬ 
tors within the party, who incirtentally 
happen to be from the upper castes, tte 
traditional base of the BJP. 


i/ Former state pt^ president KalraJ 
i^dira, minister for utban developmott 
lAlji Tandon and present state president 
Rajnath Singh are all wary of Kalyan 
Singh’s consolidation, lest it lead to the 
shrinkage of their own patronage. They 
are the ones who have an active interest 
in stoking uncertainty for Kalyan Singh. 
The frequent delegations of disgruntled 
legislators visiting the party’s headquar¬ 
ters in Delhi, the rounds of signature 
campaigns seeking Kalyan Singh’s re¬ 
moval from chief ministership, and the 
recent re.signation of (he mini.ster for family 
and child welfare,Devendra Singh Bhole, 
on (he eve of the party’s national executive 
meeting in Goa, cannot but be interpreted 
as attempts by an increasingly impatient 
lobby of upper caste leaders within the 
party to pressurise the central leadership 
to rein in Kalyan Singh. Even the sym¬ 
pathies of the larger sangh parivar were 
solicited in order to corner the chief 
minister when he axed education minister 
RavindraShukla for bungling the Saraswati 
Vandana issue. Sensing the uncertainty of 
the BJP-lcd coalition at the centre and its 
need for new allies to stay afloat, the upper 
ca.stc lobby in the state is manoeuvring to 
rope in the Bahujan Samaj Party in its 
toppling game. Yet, knowing well his 
strategic importance in getting the intensely 
contested backward caste votes for his 
party, Kalyan Singh seems confident that 
despite the propaganda against him, the 
party high command dare not encourage 
such dissidence, all the more so given the 
trying circumstances in which it finds itself 
at the centre. 

The attempt to make out a case that 
Kalyan Singh is working against upper 
caste, especially brahmin, interests is not 
going to work, for Kalyan Singh is also 
nurturing brahmins under his wings. When 
Rajendra Tiwari was removed from the 
Lucknow district presidentship at the 
behest of state party president Rajnath 
Singh, Kalyan Singh had him appointed 
as the chairman of the essential commodi¬ 
ties and food corporation. Similarly, Ram 
Kumar Shukla. who nursed a grievance 
for having been denied a ticket in the last 
assembly election by Laiji Tandon, was 
made chairman of the state consumer co¬ 
operative federation. Recently, whenBhole 
resigned as minister for family and child 
welfare in an attempt to turn the heat on 
Kalyan Singh, the latter replied by elevat¬ 
ing Kusum Rai, one of his loyalists, to the 
post of chairperson of the state social 
welfare board. 

Kalyan Singh on his pait has not been 
lacking in efforts to cut his opponents to 
size. He has shown alacrity in filing FlRs 
against three party MLAs in the forefront 
of the campaign demanding his ouster. He 
has been equally prompt in shielding 
Aditya Nath, a party MP, who has been 


aemised ifi flie 

niagistr^’s report as w«Cu m tte FO 
filed by the pt^ce of insttve^tg lo lit 
at aSamajwadi Party meetiqg leac^ t 
the death of one head constable. His 
publicised driveagainstUiecfimmalinafi 
in the state notwithstanding, Kalyan SinK 
is certainly not above prometing crimuit 
elements within his party owing allegianc 
to him, as is evident lirom extensio 
of additional security to die accused, on 
of Kalyan Singh’s close aittes, in Ih 
Brahma Dutt Tiwari's murder, case. Th 
result is the further entrenchment a 
gangsterism in politics in a state that ha 
witnessed a steady spurt in crime in recer 
years. 

CHILD TRAFFICKING 

Easy Options 

IT is useful that in the child traffickin, 
scandal in Andhra Pradesh, there are easil 
identifiable villains in the shape of thi 
heads of the organisations which trado 
in children. These persons bought ani 
sold children and made profits. This i 
easy to condemn. What is much m6r 
difficult to face is the culpability of pai 
ents who sold their children. True th 
parents are poor, mind-numbingly pooi 
and with little hope of betterment. But 
child’s rights must be acknowledged an 
protected above all other consideration! 
This must be borne in mind because 
according to the police, their main aim i 
to restore the children to their parents 

But then where will the children go i 
not to their parents? The state is unable 
nay unfit, to take care of the children. Thi 
was demonstrated in the case of the chil 
dren recovered from the adoption centre: 

When the police walked in to bust thi 
racket, their reputation preceded then 
and the staff who had looked after 
children ran away. These were employee 
and perhaps did not have as much to fea 
in a court case. But courts are far away, th 
police are close. It made sense to run. Th 
absence of the adoption centre staff mad 
the situation of the ’freed’ children worst 

The child and welfare departmen 
chipped in with its bit. It failed to delive 
provisions for the children after the adop 
tion centres ran out of basic necessitie: 
If it is procedures that held them up, wii 
these procedures be changed? If it wa 
dereliction of duty, will the officials re 
sponsible be punished? And why is Uier 
not an emergency arrangement which cai 
cut through the red tape? 

Chief minister Cha^a Babu Naidi 
‘helped’ the children by publicly admon 
ishing the doctins at the Niloufor Hoq>i^ 
and the doctors went on a tedeen rtrike% 
protest. Naidu calculated right - it is mon 
popular to sympathise vrith a mothe 


Od.A 


RrkUttrnl WM»lr1v Anril ID. 199 



• .^lpiyyw■|| yty*- ww, pwvy UI tm w-n» ■ 

. 4lM|R> uMersUnd Qie doctMt’ 
flipbiMAs. Tile dixtcHs aie educated, 
tkt aj^ perila^>s do not vote at all. 

Thm is almost no information on the 
people who bought the children excqA 
that they are foreigners willing to pay 
R^l lakh or more for a child. Do tiieir 
home countries investigate the manner in 
which these children are adopted? Is legal 
action possible against these buyers in 
their own countries?The US customs team 
vishinli India to find out if ‘indenture’ 
child l^xtiir exists in India will be better 
employed investigating the purchasers of 
third world children in its own country. 

CRIME 

The Unemployment Link 

WHILE grieving over the tragic death of 
five unemployed youth in Mumbai, there 
is a genuine apprehension that the main 
issues behind the ghastly tragedy will be 
conveniently glos^ over or may not even 
be touched upon. It seems that for some 
time now, a local thug in Mulund, a suburb 
of Mumbai, who also doubles as a political 
activist of a national patty, was involved 
in a court case against one of his tenants. 
Tiring of the legal processes or perhaps 
apprehending an adverse outcome of the 
case, he decided to substitute muscle power 
for the legal procedures. 

He went around and recruited over 50 
unemployed youth from a hutment colony, 
promising them jobs as watchmen or as 
security guards on a handsome pay. He 
gather^ them together in the early hours 
one day, got them to break open the locks 
on the shop of his contentious tenant and 
had started carting out the goods therein, 
confident perhaps that with his political 
clout, he would get away with taking the 
Jaw intohisownhands. But somehow things 
did not quite work out as per expectations. 
The police reached the spot after a while. 
In the melee that followed, the ‘security 
men’ recruited by t he politician ran helter- 
skelter and some of them fell into a nearby 
well. Five of them could not swim and 
drowned. All the five around 19-20, 
moderately educated and unemployed. 

The fact that all the young men were 
from a dalit community is not as signifi¬ 
cant as the fact that ail were unemployed 
and desperately in search of jobs. It is a 
telling commentary on the job situation 
in the city and the country that one 
neighbourhood in one suburb of Mumbai 
can throw up literally hundreds of jobless 

. youth desperate for a job. any kind of job, 
even one involving breaking into a shop 
in the early hours of the day, when hired 

; to do so by a local political heavy. Yet, 

* in the aflermmh of the tragic event, the 
fact that a criminal act was being perpe- 


■mmim wiunt HopNittj vy «uiti^nK 

wim political connections does not 
seem to have received as much attention 
as the caste of the victims. The fact that 
not only the person concerned but many 
others of the neighbourhood expected him 
to puli off the deed without a hitch, going 
to the extent of helping him in it, is a sad 
commentiuy on the state of law and order 
in the city. 

Even though the police were on the spot 
at the time of the crime, they were unable 
to apprehend the main suspect. In fact, 
even after two days, the whereabouts of 
the person were unknown to the police. 
It has to be faced that, of late, the record 
of Mumbai police while tracking persons 
with political connections has not been the 
best. Not too long ago, they were unable 
to locate an MLA who was suspected of 
perpetrating a fraud on the co-operative 
bank he headed; similarly an academic, 
who is politically active and who was 
accused of molesting a student, was also 
untraceable for some days. In both cases, 
the police could find out their where¬ 
abouts, by a strange coincidence, only 
after their applications for anticipatory 
bail could be moved in the court of law. 
What is noteworthy is that this inability 
of the police seems to be unaffected by 
the political colours of either the govern¬ 
ment in power or of the suspect. 

Much is made of young men being easily 
attracted to a life of crime. With the legiti¬ 
mate job market not able to absorb even 
a fraction of the job-seekers entering the 
market, a jobless youth, his re.spect for law 
deadened by what he sees around him 
every day, cannot be entirely blamed if 
he is ready to explore any avenue to make 
a living. 

While all this may be stating the obvi- 
■ ous, the effort may not be entirely worth¬ 
less when one secs the caste factor being 
played up in most of the reports of the 
tragic episode and in the reactions of 
politicians. Of course, in the prevalent 
political climate, any .serious action on the 
main issues is unlikely. More likely, the 
tragedy will be looked upon as yet another 
atrocity agaimst the dalits and aher a while 
quietly shelved. 

WAR AGAINST YUGOSLAVIA 

The Economic Factor 

A correspondent writes: 

THERE is no theoty of war which ignores 
the economic factors that ultimately lead 
nations to engage in war. One does not 
have to be a votary of tiie view that 
economic factors alone lead to wars to 
recognise the significant role that eco¬ 
nomic factors play even though the im¬ 
mediate causes may be non-economic. 


•- lUD Hpuiu nrntw wiatnoRUM roan 
Maynard Keynea. recognised the impor¬ 
tance of economic factors behind wars. 
That is why in his solution for capitalism 
to survive when aggregate demand tended 
to get depressed, he spoke of digging 
holes in tilling them, rather than resorting 
to war as a means of boosting aggregate 
demand. Right now there is high un¬ 
employment in practically all the EU coun¬ 
tries. The overall average unemployment 
rate is over 10 per cent, and in countries 
like Spain it is over 20 per cent. Still if 
from time to time nations prepare for and 
resort to war, the huge cost involved 
notwithstanding, it testifies to the influ¬ 
ence of the military-industrial complex in 
capitalist societies. 

It is under the pressure of the military- 
industrial complexes in these countries 
that in .spite of the end of the cold since 
1989, there is no let up in the military 
budgets of the US and other NATO coun¬ 
tries. That is why many people who 
expected that with the end of the cold 
war there would be enormous savings in 
the military budgets of the countries 
engaged in the cold war and that these 
savings will be diverted to the develop¬ 
ment of countries and sections of the 
people left behind in the race for econo¬ 
mic prosperity feel betrayed. New grounds 
were found by the developed countries to 
continue having sizeable military budgets 
in spite of the end of the cold war. It is 
this sort of thinking that lies behind the 
continuing military build-up in the NATO 
countries. 

It is also the same sort of reasoning that 
is behind the military actions taken under 
US leadership in ditierenl parts of the 
world. The military action against Yugo¬ 
slavia is the latest in that series. It is 
possible that after the military action 
against Iraq, which in a sen.se is still not 
over, the military action against Yugosla¬ 
via may well turn out to be the most 
expensive. Going by the enormous size of 
the air- and .sea-borne armada assembled 
for operations against Yugoslavia, there 
can be little doubt that when the costs of 
this operation arc put together, they will 
add up to an enormous amount. 

Of course, when one speaks of the cost 
of wars, one must take into account the 
destruction of lives and material that 
military action causes. Right now every 
morning one wakes up to hear of the 
destruction of infrastructure, including 
power plants, bridges and buildings in 
addition to the displacement of thousands 
of the civilian population. Ultimately the 
length of the war will be determined by 
the stamina of the warring parties. But tliie 
real winners will be the military-industrial 
complex, because for them the greater the 
destruction the larger will be the demands 
on them in the post-war era. 
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Hie developed markei economlei have condimed to dol^iiale world exiiom with a thaie of around 70 per cent in the 1990s wHh inm-oade nmaafH them Wa| ahoul ' 
72 per cent of their loialexpaiu. However, thie latter ihmhai come down ftom a high of 77.5 per cent in 1990 while their emorta to developing ctwitiee have fai ern aieif ’J 
to 24.2 per cent in 1995 from 19 6 per cent in 1990. LMIdng at devetcpii« Alia (cachiding wear Alia), the formation of dmarent trade group* ha* led'la 38.7 per cent 1 
of their exponi going to their own econoiniei in 1995 ai compared with 24 per cent in 1980: thii inereaie hai been at the coil of Europe. . ' ' ' 

Macroeconomic Indicators 


Index Nambcn of Wholesale 
Prices (1981-82 2 100) 


All Commodities 
Primary Articles 
Pood Articles 
Non-Food Articles 
Fuel, Power, Light and Lubricants 
Manufactured P^ucts 
Food Products 
Food Index (computed) 

All Commodities (Average Basis) 
(Apnl 4, 1998 - March 27. 1999) 


Cost of Living Indices 


Industnal Workers (1982=100) 

Urban Non-Man Emp (1984-85=100) 

Agn Lab (1986-87=100) (Link faclor 5 89) 
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'8.5 
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4.5 

4.5 

11.1 

6.3 

10.6 

100.00 

352.3 


6.9 

4.8 

6.9 

4.8 

4.8 

6.4 

7.8 

10.9 


Latest _ 

Month Over 


1997-98 1996-97 1995-96 1994-95 


Month Latest Previous 1998-99 1997-98 


.0* 

-1.2 

8.6 

9.1 

9.2 

8.8 

8.3 1 

.0^ 

-0.6 

8.6 

7.6 

9.0 

7.6 

7.2 1 

.0= 

-0.7 

8.8 

3.8 

9.2 

4.2 

3.8 1 


Money and BanMng (R.s crore) 


Money Supply (Mj) 

Currency with iSiblic 
Deposit with Banks 
Net Bank Credit to Govt 
Bank Cmdit to Comml Sector 
Net Faiei^ Exchange Assets 
Reserve Money (March 26) 

Net RBI Credit to Centre 
RBI Credit to Bks/Comm Sector 
Scheduled Commeicial Banks (March 26) 
Deposits 
Advances 

Non-Food Advances 
Investments (for SLR purposes) 
C^mmmcial Investments 


March 12. 
1999 


953723* 

173232 

777649* 

387732 

468669 

141801 


Over Month 


Over Year 



1997-98 1996-97 1995-96 


5006(1.1) 

890(0.6) 


245626 -2886(-l.2) 
148476 -4220(~2.8) 
1817.5 -1676(-8.4) 


48136(11.4) 

21229(17.6) 

3I0I6<14J) 

22543(17.9) 

.3.549(24.3) 


85142(15.0) 110036(19.4) 
.39060(13.5) 42000(14.6) 


960(KI.O) 149772(18.6)* 128333(1.5.5)* 10210.3(14.5) 123451(17.6) 

.3028(1.8) 23416(15.6) 28050(19.3) 17729(1.3.4) 13095(9.9) 

6825(0.9) I2.5940(19.3)* 101047(14.9)* 85142(15.0) 110036(19.4) 

I060(0..3) 60053(18.3) 57113(17.3) .390600 3.5) 42000(14.6) 

5006(1.1) 48136(11.4) 36479(8.4) 44225(11.8) 55883(14.9) 

890(0.6) 21229(17.6) 15231(12.0) 15075(14.3) 21072(20.0) 

886(-l.2) 3I0I6(14J) 19393(8 6) 14624(7.3) 26248(13.1) 

220(~2.8) 22543(17.9) 14860(11.1) 52.31(4.3) 12915(10.7) 

676(-8.4) .3.549(24.3) 289->(l8.9) 1373(10.4) 2029(15.3) 


44225(11.8) 

15075(14.3) 

14624(7.3) 

52.31(4.3) 

1373(10.4) 


55883(14.9) 

21072(20.0) 

26248(13.1) 

12915(10.7) 

2029(15.3) 


97841(16.2) 

13829(11.7) 

84162(17.5) 

30840(12.0) 

31659(9.2) 

2.3356(28.4) 

5527(2.8) 

19.34(1.6) 

-L55.57(-54.0) 


72581(13.7) 
17577(17.5) 
55042(12.9) 
35360(15.9) 
51925(17.7) 
3109(3.9) 
25176(14 9) 
19855(20.1) 
8747(43.6) 


Deposiu 7I727I* 22064(3.2) 111861(18.5)* 111861(18.5)* 99811(19.7) 99811(19.7) 

Advances 366003 139.56(4.0) 4)925(12.9) 41925(12.9) 4.5677(16.4) 4.5677(16.4) 

Non-Food Advances 349187 14476(4.3) .37594(12.1) 37.594(12.1) 40789(15.1) 40790(15.1) 

Investments (for SLR purposes) 254119 1.5.50(0.6) .35414(16.2) 35414(16.2) 28192(14.8) 28192(14.8) 

C^mmCTCial Investments 48072 624(1.3) 16028(50.6) 1616l(.50.6) 13560(73.4) 13673(70.4) 

@ Includes Rs 17,945 crore on account of proceeds from RlBs, since August 28, 19^; excluding them the ycar-on-year and the 1998 
supply would he 16.4 per cent and 13.4 per cent respectively. Likewise, bank deposits without RIBs grew by 15.5 per cent for both 
Senous inconsistencies are nouced m the latest matketing and banking data which we hope will stand conccied soon 


7I780(16..5) 46960(12.1) i 
24386(9,6) 42455(20.1) , 
26580(10.9) 44938(22.5) ' 
Z5731{I5.6) 15529(10.4) 
4412(29.4) 925(6.6) 

-99 fiscal year growth of money 
penods. 


Index Numbers et Industrial 
Prodiictian (1993-94=100) 


Weights 


December 

1998 


Fiscal Year So Far 
1998-99 1997-98 


1997-98 


Full Fiscal Year Averages _ 

1996-97 1995-96 1994-95 


General Index 

100.00 1 

Muling and (Quarrying 

10.47 i; 

Manufacturing 

79.36 1: 

Electricity 

10.17 1. 


I 139.2(3.5) 

134.5(6.7) 

137.6(6.6) 

129.0(5.5) 

122.3(12.8) 

108.4(8.4) 

> II7.3(-1.1) 

118.6(5.5) 

122.4(5.9) 

;i5.6(-2.0) 

117.9(9,6) 

107.6(7.6) 

I 142.6(3.7) 

137.5(6.9) 

140.5(6.7) 

131.8(6.7) 

123.5(13.8) 

108-5(8.5) 

1 135.8(6.6) 

127.4(6.0) 

130.0(6.7) 

121.9(3.9) 

117.3(8.1) 

108.5(8.5) 


Capital Market 


BSE Sensitive Index (1978-79=100) 
BSE-100 (1983-84=100) 

BSE-2(X) (1989-90=100) 

S and P CNX-50 (Nov 3 1995=1000) 
SkindiB GDR Index (Jan 2,1995=1000) 


Apnl 9, 
1999 


1999-2000 So Far 1998-99 
Trough Peak Trough Peak 


End of Fiscal Year 


.3441(-I7.9) 

3784 

4194(14 9) 

3441 

3686 

2783 

4281 

3740(-3.9) 

3891(1.5.8) 

3361(-0.2) 1 

I5II(-I7.4) 

16.39 

1828(15.8) 

1511 

1634 

1242 

1890' 

1651(-2.7) 

1697(15.9) 

I464(-5.S) 1 

347(-14.8) 

377 

407(15.3) 

.347 

376 

289 

429 

380(0.8) 

377(14.9) 

328(-5i» 

993(-16,4) 

1078 

1188(1.5.3) 

993 

1063 

812 

1213 

1078(-3.5) 

1117(15.4) 

968 ! 

600(-40,8) 

663 

1015 

600 

655 

515 

1015 

653(-^.5) 

940(1.1) 

930(-4A) 


Foreign Trade 


Exports.' Rs crore 
US$mn 
Imports; Rs crore 
US $ mn 

Non-POL: US $ mn 
Balance of Tk-ade: Rs crore 
USSmn 


R.S crore 
USSmn 


February 

1999 


Fiscal Year So Far 


Fiscal Year Averae 
lW-97 " 



123487 103213 125446 6942 22274 41 

29573 26134 29530 1702 3441 45 


702 22935 22137 21649 -7302 18402 

158 3554 3607 5243 -3690 5640 


Naur u) Superscript numeral denotes month to whidh flgure relates, e g, supetacript 2 stands for Febniary, (U) Figures in brackets are percentage variahoni over 
or over the cninparabic period of the previous year, na: not avaiuihte. neg; negligible * unchanged. 


ihespeeifled 
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,jOi|gM\Da|>i i iafioi» Wortd Deve- Developing Ooomrieshi DevdcyndMaitoEoDiionv Countries DevdopngCounDn 

loped Coaniri0aad Eosinn byRegioa andTemioriei 

_ Maifcet Tenitoriei Euiope — - - - - -- - OdicrDeve- 

in Per Eoononiy - Ennjpe Aattiditi. loping Aaa 

Bn$ Gent Countries Total OFGC Other Total U^R New America (other than 

' , (limner) Total EU USA Canada Japan Zealand west Asia) China 


Wortd 

1980 . 

2001 

100.0 

66.8 

25.2 

6.4 

18.8 

7.2 

3.1 

43.8 

37.2 

12.0 

2.5 

6.2 

1.2 

6.3 

8.7 

l.l 

1990 

3416 

100.0 

71.6 

22.8 

3.2 

19.5 

4.5 

2.2 

46.3 

39.7 

14.4 

3.2 

5.6 

1.3 

4.0 

12.7 

1.7 

1995 

4879 

100.0 

67.4 

28.4 

3.3 

25.0 

3.1 

1.5 

39.7 

37.6 

16.3 

3.4 

5.7 

1.4 

5.2 

17.6 

2.5 

Devdoped market 
economy countries 
1980 

1259 

100.0 

70.8 

2S.I 

7.9 

17.2 

3.4 

1.7 

51.6 

43.1 

9.8 

3.4 

3.2 

1.4 

6.1 

7.7 

l.l 

1990 

2445 

too.o 

77.5 

19.6 

3.3 

16.3 

2.0 

1.1 

54.2 

46.2 

12.6 

4.1 

4.2 

1.4 

3.9 

9.7 

0.9 

1995 

3349 

100.0 

72.0 

24.2 

3.2 

21.0 

2.6 

1.0 

47.3 

44.6 

13.8 

4.4 

3.9 

1.4 

5.4 

13.4 

1.5 

Devdoping countries 
and tenitories 

1980 587 

100.0 

68.4 

26.5 

3.9 

22!6 

3.9 

2.3 

31.7 

29.4 

19.8 

1.2 

14.0 

1.2 

7.6 

11.7 

fi.T 

1990 

789 

100.0 

61.2 

33.5 

3.4 

30.0 

3.5 

2.4 

24.6 

22.6 

22.9 

1.2 

II.O 

1.2 

4.1 

23.1 

3.3 

1995 

1362 

100.0 

57.9 

39.6 

3.8 

35.8 

1.7 

1.0 

20.2 

19.7 

23.9 

1.2 

10.7 

1.4 

5.1 

28.7 

5.0 

OPEC 

1980 

307 

100.0 

75.3 

22.8 

1.3 

21.5 

1.2 

0.3 

.37.2 

34.6 

18.4 

1.5 

17.3 

1.0 

8.4 

9.5 

0.1 

1990 

172 

100.0 

66.4 

27.6 

1.7 

25.8 

1.6 

0.4 

30.6 

29.3 

21.6 

0.7 

12.9 

0.7 

4.6 

15.2 

0.7 

1995 

206 

100.0 

66.6 

.30.4 

4.2 

26.2 

1.3 

0.3 

27.2 

26.8 

20.2 

0.6 

17.4 

l.l 

5.0 

17.3 

0.8 

Other developing countries 
and territories 

1980 280 

too.o 

60.7 

30.5 

6.7 

2.3.7 

69 

4.5 

25.7 

23.7 

21.3 

• 

1.0 

10.5 

1.5 

6.7 

14.2 

1.4 

1990 

617 

100.0 

.59.7 

35.1 

3.9 

31.2 

4.0 

3.0 

22.9 

20.8 

23.2 

1.4 

lO.S 

1.4 

4.0 

25.3 

4.0 

1995 

1157 

100.0 

56.4 

41.3 

3.8 

37.5 

1.8 

l.l 

19.0 

18.4 

24.5 

1.3 

9.5 

1.5 

5.1 

30.7 

5.7 

. Countries in Eastern Europe 

1980 155 100.0 

27.9 

20.9 

.3.2 

17.7 

50.7 

17.4 

25.6 

19.3 

0.9 

0.2 

l.l 

0.1 

3.3 

4.7 

2.7 

1990 

183 

1(X).0 

37.7 

19.3 

1.6 

17.7 

42.5 

15.4 

.34.0 

27.2 

1.5 

0.2 

2.0 

0.1 

4.7 

7.5 

4.9 

1995 

168 

100.0 

52.8 

19.4 

1.6 

17.9 

25.6 

15.7 

46.0 

43.3 

3.9 

0.3 

2.1 

0.1 

1.5 

11.0 

2.4 

US.SR (former) 

1980 

76 

100.0 

32.0 

25.8 

2.3 

23.5 

42.2 

0.0 

29.7 

22.6 

0.3 

0.1 

1.9 

0.0 

4.8 

6.0 

3.2 

1990 

104 

100.0 

41.3 

24.5 

0.9 

23.6 

,34.2 

0.0 

37.0 

31.0 

l.l 

0.1 

3.0 

0.1 

7.1 

lO.S 

7.2 

1995 

100 

100.0 

46.7 

21.6 

1.2 

20.4 

30.1 

19.8 

38.1 

35.9 

4.7 

0.2 

3.6 

0.1 

1.7 

13.9 

3.4 

Europe: developed market 
economy countries 

1980 802 

100.0 

76.7 

18.6 

7.5 

11.1 

3.9 

1 8 

67.4 

55.6 

5.5 

0.7 

1.0 

0.8 

3.2 

3.1 

0.4 

1990 

1578 

100.0 

83.2 

13.0 

.3.1 

9.9 

2.6 

1.2 

71.3 

60.3 

7.1 

0.9 

22 

0.8 

1.9 

4.4 

0.5 

1995 

2076 

100.0 

79.5 

1.5.3 

2.8 

12.4 

3.9 

1.3 

67.1 

63.2 

7.5 

0.8 

2.1 

0.8 

2.5 

6.7 

0.8 

European Union 
1980 

690 

100.0 

76.5 

19.2 

7.9 

11.4 

3.5 

1.6 

67.0 

55.8 

5.6 

0.7 

1.0 

> 0.8 

3.2 

3.1 

0.4 

1990 

1351 

100.0 

83.1 

13.3 

3.2 

lO.I 

2.2 

1.0 

71.2 

60.7 

7.1 

0.9 

2.1 

0.8 

1.9 

4.4 

0.5 

1995 

19.53 

100.0 

79.2 

15.7 

3.0 

12.7 

3.6 

1.2 

66.9 

63.0 

7.5 

0.7 

2.0 

0.8 

2.6 

6.6 

0.7 

United States 

1980 

217 

100.0 

.59.5 

.38.2 

8.1 

30.2 

1.8 

0.7 

30.0 

26.7 


15.7 

9.5 

2.1 

17.6 

12.6 

1.7 

1990 

374 

100.0 

64.7 

.34.0 

.3.6 

30.5 

l.l 

0.8 

27.7 

24.8 

.. 

20.9 

12.3 

2.5 

14.0 

15.5 

1.3 

, 1995 

584 

100.0 

58.1 

40.9 

.3.9 

37.0 

1.0 

06 

22.4 

21.1 

•• 

21.5 

10.6 

2.3 

18.4 

18.1 

1.6 

' 1980 

65 

100.0 

8.5.1 

11.7 

2.9 

8.8 

2.7 

2.0 

14.5 

13.2 

63.4 


5.7 

1.0 

5.1 

4.0 

l.l 

1990 

127 

100.0 

91.1 

8.0 

1.3 

6.7 

0.9 

0.8 

9.6 

8.1 

75.0 

.. 

5.5 

0.7 

1.8 

4.7 

l.l 

1995 

Japan 

1980 

191 

100.0 

92.7 

7.1 

1.3 

5.8 

0.2 

0.1 

6.1 

5.7 

81.7 


4.3 

0.5 

2.0 

4.0 

0.9 

130 

100.0 

47.5 

49.8 

14.2 

35.5 

2.8 

2.1 

16.5 

14.0 

24.5 

1.9 


3.1 

6.6 

28.1 

4.3 

1990 

287 

100.0 

59.3 

39.5 

4.7 

34.8 

1.2 

0.9 

21.8 

18.8 

31.7 

2.3 


2.8 

3.4 

31.1 

2.3 

1995 

443 

100.0 

52.3 

47.1 

4.8 

42.3 

0.8 

0.4 

17.8 

16.7 

29.5 

1.8 


2.5 

4.4 

37.5 

4J2 

Australia, New Zealand 
1980 27 

100.0 

58.2 

31.1 

6.8 

24.3 

5.7 

4.8 

16.2 

15.6 

10.5 

2.0 

22.7 

6.1 

1.3 

17.8 

3.8 

1990 

48 

100.0 

61.8 

35.3 

5.6 

29.7 

1.5 

1.0 

16.5 

14.3 

11.5 

1.6 

24.9 

7.0 

1.5 

25.8 

2.4 

1995 

67 

100.0 

56.0 

41.9 

4.9 

37.0 

0.6 

0.5 

13.3 

12.9 

8.2 

2.0 

23.8 

8.1 

1.7 

33.3 

3.6 

Developing America 

1980 108 

100.0 

64.4 

27.5 

3.3 

24.1 

6.5 

4.8 

24.2 

22.2 

32.3 

2.6 

4.2 

0.2 

21.3 

2.0 

0,7 

1990 ' 

134 

100.0 

70.2 

22.9 

3.1 

19.8 

47 

3.2 

24.0 

22.3 

38.4 

1.5 

5.3 

0.3 

15.1 

4.6 

0.9 

1995 

196 

100.0 

70.7 

28.0 

2.7 

25.3 

0.6 

0.3 

17.6 

16.6 

52.3 

1.6 

4.0 

0.3 

19.6 

6.2 

0.9 

Other developing Asia 
(other than west Asia) 
1980 162 

100.0 

59.8 

35.5 

7.0 

28.5 

3.8 

2.5 

16.9 

15.3 

18.9 

l.l 

20.1 

2,4 

2.5 

24.0 

1.7 

1990 

451 

100.0 

57.0 

39.3 

.3.2 

36.1 

2.5 

2.0 

17.2 

15.4 

22.0 

1.5 

14.3 

1.8 

1.6 

33.2 

5.4 

1995 

923 

100.0 

52.2 

45.7 

3.5 

42.2 

1.8 

1.3 

15.5 

14.9 

21.2 

1.3 

12.0 

1.7 

2.5 

38.7 

6.9 

China 

1980 

18 

100.0 

45.9 

46.7 

6.7 

400 

7.3 

1.3 

15.2 

13.8 

5.9 

0.7 

22.9 

1.3 

2.0 

33.1 


1990 

62 

100.0 

.34.3 

58.8 

2.3 

56.5 

5.1 

3.6 

9.9 

9.1 

8.3 

0.7 

14.5 

0.8 

1.2 

54 4 


1995 

163 

100.0 

51.8 

46.1 

2.8 

43.3 

2.1 

1.4 

13.4 

13.2 

18.1 

1.2 

17.2 

1.4 

2.1 

40.5 

•• 


For China, 1995 data relate to 1994. .. not available 

Source: UNCTAD Handbmtk »/Inumaimnal Trade and Development Statistics, 1995. 
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NAGARJUNA FERTIUSHIS 

Lower Production 

THE Hyderabad-based Nagarjuna 
Fertilisers once again witnessed a drop in 
its profitability in 1997-98. After its net 
profit dropped significantly in 1996-97, 
the company seems to have been unable 
to change the trend. In fact, while net sales 
had improved in the previous year, it 
actually diupped by 13.7 percent in 1997-98. 
It was all downhill from there. While 
operating profit declined by 30.3 per cent 
over the same period, net profit was lower 
by 24.3 percent. This despite a drastic fall 
in depreciation (down 92.2 per cent) and 
tax provision (down 63.7 percent). Though 
earnings per share declined from Rs 4.9 
to Rs 3.7, the company maintained the 
dividend rate at 18 per cent. 

The company attributes the fall in its 
himover to lower production during the 
year. With the re.strictions of the govern¬ 
ment on the offtake of urea to be limited 
to 1 IS percent of capacity, the company’s 
urea production dropped from 7.17 lakh 
tonnes in the previous year to 6.89 tonnes 
in 1996-97,representingadropof4per cent. 

Meanwhile the company’s expansion 
project for doubling its fertiliser manufac¬ 
turing facilities at Kakinada (Andhra 
Pradesh) was completed during the year 
within the estimate cost and began com¬ 
mercial production on March 19. 1998. 

The company issued 6,95,(X),000 war¬ 
rants to the promoters on preferential basis 
during the year. It claims that this was 
done to ensure stability and continued 
direction to the company. The promoters 
will be entitled to convert each warrant 
ofRs 1S.71 into one equity share of Rs 10 
within 18 months from the date of allot¬ 
ment of the warrants. The move will 
increase the promoters' stake from around 
29 per cent to 42 per cent of the enhanced 
capital. 

The company has now embarked on a 
diversification project in order to take 
advantage of synergy of operations. It is 
setting up a world class refinery conform¬ 
ing to international standards atCuddalore 
in Tamil Nadu through Pennar Refineries, 
along with the Tamil Nadu Industrial 
Development Coiporation. The project is 
esiimat^ to cost approximately Rs 3,200 
crore and is being set up with financial 
assistance from domestic and overseas 
financial institutions and banks. In addi¬ 
tion to this, Nagaijuna Fertilisers is also 
undertaking the implementation of a 1,000 
MW power plant at Mangalore. 


Meanwhite,thecompany’spoformance 
teems to have improved in 1998-99, For 
the first three quarters of the year the 
company has notched up an impressive 34 
per cent increase in net sales over the 
corresponding period of the previous year. 
Though interest (up 67 per cent) and 
depreciation (up 88 per cent) increased 
significantly, the company managed to 
improve its bottomline by 24 per cent over 
the same period from Rs 98.9S crore to 
Rs 122.8 crore. The warrants issued to the 
promoters earlier were converted into 
50,75,000 equity shares of Rs 10 each at 
apremiumofRs5.71 per share in Decem¬ 
ber 1998. 

The company’s stock presently quotes 
at around Rs 15 on the bourses, (hscount- 
ing its 1997-98 earnings by a mere 4.1 
times. 

GODFREY PHILLIPS INDIA 

Steady Growth 

Cigarette major Godfrey Phillips India is 
a part of the K K Modi group of companies 
while Phillips Morris of the US hold.s a 
36 per cent stake in the company. Godfrey 
Phillips is known for brands such as Four 
Square and Red & White in the premium 
segments and Cavenders in the popular 
lower segment. ITie company draws up to 
90 per cent of its turnover from cigarettes 
and the balance from tobacco and tea. Its 
blended tea is sold through the Tea City 
franchise. In addition the company also 
has a minor presence in real estate. In the 
cigarettes segment, however, the company 
is next only to ITC, and commands a 
market share of 15-17 P®*" 

The company has witnessed a steady 
growth over the years. Fbr the year 1997-98. 
the company notched up a 14.3 per cent 
increase in net sales. Operating profit 
improved by 22.5 per cent and with in¬ 
terest costs failing by 33.6 per cent, the 
company managed to post a 70.7 per cent 
increase in its bottomline during the year 
under review. With earnings per share 
improving from Rs 21.9 to Rs 37.4, the 
company decided to raise the dividend rate 
from70r.'n‘centtol00percent.Book value, 
meanwhile improved from Rs 96.6 per 
share to Rs 122.9 per share. The company 
share price currently rules around Rs 768 
on the bourses, di.scounting its 1997-98 
earnings by a comfortable 20.6 times. 

Sale of cigarettes by the company, in 
volume terms, rose from 12,962 million 
during the previous year to 13,100 million 
in 1997-98, which is an increase of 1 per 


cent In value terms, however, the rise wai 
much higher at 15 per cent 
The cigarette industry is fri^mented it 
line with the excise structure. The {He- 
mium segment comprises king-sized anc 
premium brand cigarettes wMIe the.p0{m- 
lar segment comjirises smidier sized ciga¬ 
rettes. The popular varieties account foi 
over 85 {>er cent of total sales. 

GOODLASS NEROLAC PAINTS 

Good Performance 

The second largest paints company in tlu 
country, Goodlass Neroiac Paints {>er 
formed well in 1997-98. While net salei 
increased by 7.3 per cent over the previow 
year, operating profit improved by 7.6 pei 
cent. A fall in interest (down 1.5 per cent) 
depreciation (down 14 per cent) and tai 


Castes and Tribes of India Series-4 

nyiMi Hill Ligvs 

vtttifWariis 

Compiled by AveUino Remedies 
Edited by AJay Dandekar 
Foreword by Rudolf C. Heredia 
A scholar and a priest have 
colloborated to bring together head 
and heart with a commitment to. and 
an empathy for Warlis. To moke the 
text more accessible and credible the 
Warlis legends, and myths are 
presented in English and Warli in the 
Roman as well as the Oevanagri 
scripts. 

As such, this collection represents an 
important contribution to 
ethnographic literature, on the 
Warlis, in particular and more 
generally as well. 

1998 IS9P. ISBN 81-7022-629-9 HBR.'i.25fl 
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2.61 
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5.48 
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Coniequendy, net profit was iiy 
28.7 per cent and eamings per dian rose 
from Rs 17.9 to Rs 20.4 over the satte 
period. 

Encouraged by its performance, the 
con^wny raised the dividend rate from 
60 per cent last year to 65 per cent 
Book value, meanwhile, increased from 
Rs 83.9 per share to Rs 9S.9 per rinue. 
The oon^any’s equity share presently 
quotes around lU 147 on the bourses, 
ihscounting its 19S>7>98 earnings by 7.3 
times. 

The conqHuiy is the market leader in 
industrial paints, which is die fastest 
growing segment within the industry. The 
paints indu^itselfisthvidediiitotwo ary- 
ments, namely, industrial and decorative 
While the deoDradve segment account! 
for 70 per cent of die market, industrial 
paints account fwdie balance 30 percent 
This ratio is expected to balance out tr 
50:50 in the next 5-10 years. 

Despite the hitler prodtability, om 
area where the company has not perfnniec 
wdl is organic arid inorganic ingments 
The company had set up a capacity tc 
manufacture 1,680 tonnes of inorgank 
pigments and 350 tonnes of organic pig¬ 
ments, which are inputs in the manid^ 
ture of paints. The cmnpany’s lealiaadoi 
from inorganic pigments fell by 14.6 pei 
cent wlute that from organic pigmeon 
declined by 4 per cent in 1997-98. Mgie 
over, captive consumption just accounter 
for 41 per cent of inorganic pigmeo 
production and 18 per cent of orgatik 
pigment production, bi a strategic deci 
sion, the company has now decid^ to shu 
down the organic and inorganic pigment 
unit and sell off the real estate. The (dan 
is built on 27 acres of land and die pro 
ceedscouldbe used to meet woridngcaptta 
requirements or redre some of its d^ 

The company joined the other big pain 
nuyorsintheinstaiushadesmarketfolloui 
ing the launch of Nerolac Colour Scapi 
an integrated colour matdiing systei 
deaghed to be a one-stop colour sbo| 
Ever since Jenson&Nichrdson’sInstacok 
in late 1996 and Berger Paints’ Coloi 
Bank, tinting machines have become th 
marketing device for ail paint major: 
Colour Scape will cost the dealer Rs 5.9 
lakh, compared with Asian Paint! 
Colour World which costs 6.5 laUi m 
J enson & Nicholson’s Instacobr wine 
costs Rs 8 lakh. 

Meanwhile, the cmnpany’s new mam 
factoring unit at Lote Parshuram i 
Maharashtra, for the manufactureof paint 
varnishes and enamels, commenced con 
mercial production on April 29, 19M 
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OFF THE SHELF 


Debt DeEauIters as Darlii^ of Society 

DNGhosh 


The debtor-creditor relationship is becoming increasingly complex 
and the promise to pay is fast losing its sanctity. 


A UNIQUE experimem in prison reform: 
Dubai has. it appears, decitted to establish 
a state-of-the-art business centre for 
prisoners who had once shot into limelight 
as market «avvy financial engineers but 
defaulted on their debt obligations. These 
jailed geniuses will be encouraged to run 
legal businesses from within prison walls; 
their creativity will not go rusty. Think of 
thebeneficiai fallout of this decision: why 
would then an evil genius take the risk of 
a death sentence for a few ounces of heroin 
when he can probably earn millions in the 
sanctuary of the jail premises? 

What a contrast to our conventional 
thinking on debt distress and imprison¬ 
ment! No religitm ha.s ever taken kindly 
to usury or to the temptation to borrow. 
For centuries societies have required 
debtors to honour their obligation or face 
imprisonment and accept life-long obliga¬ 
tion to repay. Charles Dickens weaves 
a poignant story in Little Dorrit on 
Marshalsca. the debtors' prison in 
Southwalk. Most of the prisons were like 
dungeons; even the Fleet Street prison, 
which was meant for debtors relatively 
more respectable in the social ladder, was 
called the grave of the living. Till the 17th 
century it was not uncommon to inflict 
barbaric punishment ondebtorsforfraudu- 
lent concealment or embezzlement: to use 
the words of Sir William Biack.stone, 
‘\inless it appeared that the inability of the 
bankrupt to pay his debts arose from some 
casual loss, he might upon conviction by 
indictment of such gross misconduct and 
negUgence. be set upon the pillory for two 
hours, and have one of his ears nailed to 
the same and cut ofT'. 

Fiom about the late 18th and ttebegining 
of the 19th century, social reformers had 
been agitating on humanitarian consider¬ 
ations for relieving distress of debtors; 
progressively the polity moved away 
from a system that locked up debtors and 
the bankrupt unless they paid every 

• HughButy-Kmg.T'ac Wont Poverty -A Hisbiry 

nf Debt and Debtors, Sutton Publishing, 1991. 


penny. The relief from draconian punish¬ 
ment helped encourage persons to borrow 
financial resources to exploit the new 
emerging opportunities in the industrial 
revolution era and help foster entrepre¬ 
neurial and creative activities. The Times 
noted in its editorial on July 19, 1844 
that the country was now set to progress 
from the age of barbuity to one of 
civilisation.* 

While supporting the prison reform 
movement, John Stunt Mill, while sup¬ 
porting the reform, expressed concern that 
in going into a violent reaction against the 
ancient severity, the reform measures might 
generate in debtors “a peculiar title to 
indulgence” in losingor squandering other 
people’s property. To quote Mill, ‘The 
indulgence of laws to those who have 
made themselves unable to pay their just 
debts is usually defended on the plea that 
the sole object of the insolvency law could 
be to get at his property and distribute it 
fairly among his creditors. ...It is the 
business of law to prevent wrongdoing 
and not simply to patch up the conse¬ 
quence when it has been committed; to 
take care that insolvency should not be a 
good pecuniary speculation; that men 
should not have the privilege of hazarding 
other peoples’ property wtthout their 
knowledge or consent, taking the profits 
of the enterprise ifsuccessfid and throw¬ 
ing the loss on the right^l owners if it 
fails” (emphasis added). 

Mill’s observations are something to 
ponder over, particularly by thore con¬ 
cerned with the health of our financial 
system. For centuries the debtor-creditor 
relationship had been based on the un¬ 
questioned acceptance of a promise to pay 
underlying the bill of exchange: Regarded 
as one of the most fundamental innova¬ 
tions in the evolution of the financial 
system, it has been the universally ac¬ 
cepted procedure for settlement for trade 
and otter transactions across different 
OMintries and trading centres. Debt has 
an embedded option, you can choose not 
to repay. That right dT choice is inherent 


in a mariwt economy, but those wiro 
exercise that chdoe nnut be made to pay 
for the consequences of that choice. 
Limited litfdlity and pmmisrive bank¬ 
ruptcy laws have led to a^nutof so-called 
innovative activities where borrowe^ 
creditor relatitniships get rewritten an the 
timeinacomplex setoflegAl and technical 
fine print. The creatitm of a legal facade 
as a protective shield has become an 
obsessive game by itself. In the mountains 
of debt that are being piled up, the issuers, 
investors and underwriters have to talk, 
write, and document in the finest of fine 
print, the rights of creditors and the 
obligations of debtors. Hie newly emerg¬ 
ing tribe of financial engineetSKSum-legal 
luminaries, functioning as advisors to 
debtors, know all the tricks of the trade 
to teach them how to walk away from 
the repayment obligation. The battle of 
wits between the debtors and creditors 
start from the beginning itself; debtors 
always on the look out for safe and 
honourable escape routes and in the end, 
when the chips are down, the enforcement 
of obligations becomes a nightmarish 
experience. 

What is happening ail around us is a 
matterof grave concern. The debtor-credi¬ 
tor relationship is becoming increasingly 
complex and intricate and in the evolving 
pattern the principle of promise to pay is 
fast losing its pristitu sanctity. One learns 
all too soon not to bat ui eyelid in deciding 
to walk ffom any repayment obligation. 
Owning large sums of money and not 
caring a damn is the accept^ way of 
making sure that the person is one of the 
top people in the social hierarchy. Thej^ 
are always ready with frivolous reasons 
for non-payment of dues, like Algernon 
in Oscar Wilde’s play The Importance of 
Being Earnest, “Pay it? How on earth 
am I going to do that? No gentleman ever 
has any money.” The nonchalance of 
debtors is becoming legendary. It is preva¬ 
lent in virtually every sector of our 
society. The vast majority of our people 
do not feel responsible to pay their dues. 
They expect the state to provide all kinds 
of services and believe that it is their 
birthright to have fiee access to these 
facilities. 

Debtors are emerging as the darlings of 
the economy. There is no place for debtors 
with weak hearts, those who raminare on 
possible social stigma uid its conse-, 
quences; file new world that is emmging 
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liiiMlve' v''iiieinit ipoup in ournbciiBiyi.fti^ edo- 
JMriodckMfle^ the notiB hoiminMn onciiom wHli the pott^ ciiw me (he^ 
^they aie in the pecking order. Ddttors 
’ Mid fiAHidil engineen hnve emerged as 


;d6ngenbd innttien. Nothin happens, to 
dwM shorn with aslmiKHnicsliy 
funds and create havoc for the 
system. Wiser idter die event, the actors 
and law-makers become engrossed in 
leatded discussions on bdbrmation flows 
and their asymmetries, r^ulatory slip¬ 
pages, disclosuie standards, trans|Huency 
and that but what recedes into the 
background is the stark fact that those 
who were primarily responsible for udcing 
risks and playing with high stakes, those 
who knew the consequences of their 
actions when the bubble was pricked, 
escape unhurt except for some passing 
inconvenience or unpalMable press com¬ 
ments. They shrug it off as a bad dream 
and bide their time to regroup themselves 
for launching, with more vigour than ever 
before, on another bout of innovative 
frenzy. 

/v We ail know too well that debtors have 

-'emerged as one of the most powerful 


most precious asset. Look M the way we 
taBcanddealwiththedijjlionimt^ 
..system. The expresaiim non-performing 
assets, for example, takes out the sting, 
shifting the focus of aocouniabilify onto 
tiw creators. With schemes of restructur¬ 
ing, rescheduling, reclassification and the 
whole array of innovMtve products com¬ 
ing under die umbrellaof securitised assets, 
the drama of coveting im debt defaults 
goes on all the time, ail across dw ffoancial 
system. While upgrading the quality of 
balance-sheets, it also simultaneously 
upgrades the respectability status ofimti- 
^ddual debtors or corporates ami covers up 
their deception games. 

The integrity of credit is the key to the 
smooth functioning of the economy and. 
economic actors ha ve to accept, as a trade¬ 
off for freedom and flexibility, a com¬ 
mitment to preserve it They Iwve to act 
responsibly and they can be made to do 
so if the political class behaves respon¬ 
sibly. Our polity has to continually devise 
mechanisms to ensure that the price for 


ntisusing cn^zidied foam the lesrHiicea ; 
of die society is irtiide prohibitivdy high 
and the punishment meted oiu is exem- 
idsiy. The rules in the baide of wits ate 
changing fast and our investigation and 
enforcement agencies have to match the 
sltills and agiii^ of the new emetgitv 
breed of'reckless flnancial engineers. 
Our polity must be willing and commitled 
to address itself to this task, but cleatly, 
as we look around us. this ranks low in 
our scheme of reform priorities. The 
recent debate and discussion on the nature 
of punishment for offences on money 
laundering is an eye-opener. Smitten 
perhaps by a boiu of political humanitari- 
anism the political class has opted for 
relaxation of the investigation and en¬ 
forcement mechanism. It would>sutprise 
none if they shed tears for those tmfor- 
tunate enough to be cauglU in the net and 
opt to emulate the Dubai example of a 
protective and comfortable sanctuary for 
debt defaulters and scamsters. Tike hint, 
financial engineers, be bold and put pnson 
reform at the top of your economic reform 
agenda. 


nCA9 IMT€Rli9HIP PROGRAniie 

Collective learning initiative for People-Centred Advocacy 



<»’ Are you young and fired by the Ideal of contributing towarda tiaep and mewiingfui change in aoclety? 


Do leeuee of eociai Juatiee, human righte and environment Impact you eo deeply that you wlah to apend 
your life advancing public interact and the rightc of the marginallaad? 


Would you like to get Involved In a creative learning proceaa that combine eoneepta, perapeetivec, 
experience and akllle for effective Peo|tic-Centrad Advocacy? 


r 


L ..^.Udunur answer Is ‘yes' to the above questions, you might be Interested In the Internship Programme of the National Centre 
I for Advocacy Studies (NCAS). 


NCAS Is a Social Change Resource Centre working with social action groups, public interest professionals and dtizsna from 
different parts of South Asia and parts of Asia and Africa. Starting August this year, NCAS Internship Programme, the 
ftrst-of-ite-kind, provides a wide-spectrum of advocaby learning and action to young people who would like to mMce a difierance 
with their lives and career. 


The inismehip programme comprises one year of rigorous multl-discipllnery learning under the guidance of experienced 
resource persona, followed by six months of placement with grass roots advocacy organisations. Selected candidetes wlU 
be given a monthly stipend of Rs. 4500/- and an annual contingency amount of Re. 6000/-. NCAS will help to find Job opportunities 
to aH those who complete the programme to its satisfaction. 


CencHdatss for the programme should be below the age of 25 and have a post-graduate qualification in any discipline OR 
an under-graduate qualification with at least two years working experience with social action groups. 

For more details, wrHa within 10 days, to the address given below. Please euperscribe ‘NCAS Internship Programme’ on 
your envelope and enclose a DO for Rs. 50/- for the prospectus and application, payable to the 'National Centre for Advocacy 
Studies’ at Pune. 


1 ?^ 


Ttw Dlrsetor, National Cantra for Advocacy Studiaa 
2, Santosh Apartments, Shselsvihw Colony, Peud Road, Puna 411 038, MAH. (INDIA). 

Tal./Fax: +4OU20-346460. Tat: 23S694. E-mall; <nca80vsnl.can>, <ncasOwmLoaln>. Webslte;hllp-y/aducaHon.vanl.com/heea 
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MONEY MARKET REVIEW 




Decisive Measures Ensure Stability 


In a fragile, structurally deficient environment, decbive steps taken to 
modulate market expectations alone can restore a semblance of 
discipline and stability in the financial sector. 


I 

1998>99: A Unique Experience 

THE financial year 1998-99 has ended 
widi some unique features in the money 
maricet experience, which have helped to 
negate the worst market fears nursed in 
the early part of the year. What has made 
this possible in itself provides an illumi¬ 
nating lesson, which is that in a fragile, 
structurally deficient environment, 
decisive steps taken to modulate market 
expectations alone can restore asemblance 
of discipline and stability in the financial 
sector. In earlier years, whether in regard 
to yield rales on sovereign papers, or on 
call money rates, or on the rupee's exhange 
rate determination, the policy signals were 
those of a free play for the market forces 
which had, very often with the slightest 
of provocations, resulted in dramatic 
disturbances and gyrations in rates of 
interest or in exchange rate of the rupee. 
During the past year or so the RBI has sent 
out firm signals of its ieadine.ss to take 
decisive steps to curb speculation and 
arbitration between markets and has in 
fact administered doses of such steps, the 
benefits of which have been reflected in 
the orderiy conditions that have prevailed 
in the financial maricets during the past 
year or so. 

Amongst the distinguishing features of 
the money nuirket trends in 1998-99, there 
was the unprecedented gross market 
borrowing by the central government of 
Rs 93,953 crore or net borrowing of 


Rs 62,903 crore. This was accomplished 
along with significant reductions in coupon 
rates and elongatim of maturity periods 
of securities. The instrument of success 
was the RBI’s willingness to accept initial 
devolvement or even‘|ni vate placement of 
government paper with the objective of 
their orderiy release to the market from 
time to time. Thus the RBI took on 
Rs 38,205 crore (or 4S.6 per cent) out of 
Rs 83,753 crore of the gross long- and 
medium-term borrowings; of the amount 
so subscribed by the RBI as much as 
Rs 26,384 crore (or 69 per cent) have 
already been sold to the market through 
open market operations (OMOs). 

It may be argued that such an achieve¬ 
ment was made possible because of the 
excess liquidity available in the system, 
but this was only partly true. First, in the 
past even when liquidity was excessive, 
market expectations were stimulated by 
the RBI’s policy stance of allowing the 
free play of market forces and hence the 
cut-off yield rates were allowed to remain 
high. Swondly and more significantly, the 
overall deposit growth of scheduled 
commercial banks during 1998-99 has not 
been higher than that in the previous year; 
it was Rs 1,11,861 crore or 18.5 per cent 
against Rs 99,811 crore or 19.7 per cent 
in 1997-98. This was inclusiveofRs 17,945 
crore as proceeds of Resurgent India Bonds 
(RIBs). In fact, excluding those RIB 
proceeds, deposit growth with banks in 
1998-99 were significantly lower both ift 
absqlute and relative terms: Rs 93,916 


crore or 1S.5 per cent against Rf 99,811 
crore or 19.7 per cent in the previous year. 
Ranks’ total assistance to the commarcud 
sectors remained at Rs 54,318 crore pi 
1S.8 per cent compared with Rs 53,882 
crore or 18.6 per cent 

The oth^ noteworthy achievement ol 
1998-99 have been the tight leash kept on 
the call money market through the policy 
of fixed-rate repos and that on arbitration 
between die money and fnex maikeh 
including strong measures relating tc 
rebooklng of cancelled contracts foi 
non-trade transactions and even trade 
transactions covering imports. 

Other Deveux^ients 

First, the RBI has kept unchanged the 
limit for ways and means advances 
(WMAs) in respect of the central govern¬ 
ment for the financial year 1999-2000 al 
the last year's levels of Rs 11,000 crore 
for the first half (April-September) and 
Rs 7,000 crore for the second hail 
(October-March) of the year. The govern¬ 
ment’s usb of 75 per cent of the limit will 
trigger a fresh floatation of market loans 
depending on market conditions. The 
interest rate on WMAs will be charged al 
the Bank rate (8 per cent at present) and 
that on overdraft at the Bank rate plus 
two percentage points. The government, 
however, will have to keep a minimum 
balance with the RBI of not less than 
Rs 100 crore against the previous Rs 5C 
crore on Fridays and not less than Rs 10 
crore on other days against the earlier Rs 4 
crore. TTie RBI will also not allow, as in 
the past, overdrafts beyond ten consecutive 
working days from April 1, 1999. 

Second, a technical committee set up to 
determine prudential guidelines for issue 
of guarantees by state governments has 
recommended, among other things, foui 


Tabus I Estimated Fuiw of Liquidity iisto the FInaikial Systi-m durino March 1999 ' 

' - {Rupees cron 


Week Ended 


26 



19 



12 



5 . 



Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

Inflow 

Outflow 

Net 

AiKbons and Redemptions 

14-day T-bUls 

500 

50 

450 

100 

300 

-200 

500 

500 

0 

100 

100 

0 

91-day T-bills 

364 

50 

314 

400 

too 

300 

425 

140 

285 

425 

78 

347 

364Hlay T-bills 

50 

440 

-390 

- 

- 

- 

0 

7.50 

-7.50 



- 

Government securities 


- 

- 



- 






- 

Coupon Payments 

777 

- 

777 

227 

- 

227 

383 

- 

383 

451 


451 

CRR Cut 

- 


• 

3400 


3400 

- 





- 

Advance Tax Payments 

- 

- 

- 

- 

5000 

-5000 

- 

- 




- 

Net Poieign AssA (Variation) 

1331 


1331 

1270 

- 

1270 

4 


4 

449 

• 

449 

Total 

3022 

540 

2482 

5397 

5400 

-3 

1312 

1390 

-78 

1425 

178 

12^ 

Memo Items 

Open Maiket Operetitnis (RBI) 

- 

260 

-260 

- 

60 

-60 

- 

2018 

-2018 


558 

-551* 

Repos by RBI 

- 

170 

-170 

25 

0 

25 

131 

121 

10 

1855 

1604 

251 


Note A negativr sign implies net outflow. - means nil. 
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parameters for fixing a ceiling on 
guaranteed amounts. The committee 
nas also recommended that guarantee 
fees should be charged and that a 
contingency fund for repayment of 
guarantees should also be created at 
the state level. It has suggested that tK> 
letters of comfort should be given by states; 
rather, in such cases, credit enhance¬ 
ments should be given through explicit 
guarantees. According to the technical 
committee, full details of all guarantees 
given by a state should be disclosed in the 
state budget. 

Thirdly, on March 31, the government 
announc^ that non-government provident 
funds, gratuity funds and superannuation 
funds will now be allowed to invest in 
pproved units of gilt funds. This 
will be within the limit of 2S per cent of 
their corpus allowed to be invested in 
government securities. From the balance, 
non-government PFs are allowed to invest 
IS percent in state government securities. 
40 per cent in PSU bonds, 

10 per cent in coqmrate bonds with 
trustee approval and another 10 per 
cent in any other paper. The move. will 


give a boost to the gilt funds and will also 
broadbase the government securities 
market. Kotak Mahindra Mutual Fund 
already has a money market mutual 
fund. 

Finally, the special liquidity support 
to banks that had raised Resurgent 
India Bonds (RIBs) money against their 
holdings of government paper at the 
Baidt rate for a limited period between 
September 1998 and March 1999 has 
come toanendon Aprils. A limit of about 
Rs 3.23S crore, thus got extinguished, 
though the amount of utilisation has been 
unduly meagre (Rs 4.S0 crore at the end 
of Febniary). 


n 

Call and Forex Market 

The overnight call money market 
experienced some unusual pressure. The 
fears of yet another tranche of government 
borrowingrcoming to the market any tinm 
during the mondi as the WMAs drawn 
from the RBI were already running above 
limit, the expected withdrawal of as much 
asRsS.OOOcrorethroughadvancetax pay¬ 
ments and the oil companies doing equity 
swap deal amongst themselves as part of 
the government’s disinvestment pro¬ 
gramme. brought about tightness in the 
money market. On top of these factors 


Table 2; Daily Quotations of Hiohs and Lows of Call Rates in Per Cent Per Annum: 
SiMFLE Statistical Characteristics 



All Pour 
Weeks 
of the 
Month 

Moieh 1999 
Week Ended 


All Four 
Weeks 
of the 
Month 


Febmaiy 1999 
Week Ended 

26* 

19 

12* 

5 

26* 

19 

12* 

5 

Simple Mean 

8.4 

7.7 

10.1 

8.2 

8.3 

9.0 

9.0 

9.1 

9.0 

9.1 

Standard Deviation 

1.4 

0.6 

0.8 

0.2 

0.5 

0.3 

05 

0.2 

0.3 

0.4 

CoefTicient of 

16.7 

8.0 

8.3 

1.8 

6.0 

3.8 

5.2 

2.0 

3.6 

3.8 


Variation (percentages) 

* Data for reporting Fridays (RF) are omitted. 
Table 3: Call Money Rates 


(Per cent per tmnum) 


Items 


March 1999 



February 1999 



26 (RF) 

19 

12(RF) 

5 

26 (RF) 

’ . 19 

I2(RP) 

5 

Weekly range 

.3.00-12.00 

7.60-11.25 

7.00-8.50 

7.50-9.35 

7.15-9,25 

8.7.5-9.50 

7.00-9.60 

8.63-9.40 

(7.00-9.00) 

(8.00-9.75) 

(7..50-1055) 

(7.00-9.35) 

(7.50-10.00) 

(8.65-15.50) 

(0.7.5-11.50) (7.00-17.00) 

Weekend (Friday) 

3.00-7.25 

8.90-10.75 

7.90-8.10 

8.15-8.75 

8.80-9.20 

8.90-9.25 

8.50-8.75 

8.90-9.05 

(7.75-8.25) 

(8.25-9.50) 

(6.50-9.50) 

(9.00-9.M) 

(8.75-9.25) 

(8.75-9.50) 

(1.00-5.00) (8.50.1U5) 

DPHI lending nies(raDge) 

5.75-10.23 

7.65-11.50 

7.50-8.65 

na 

7.50-10.00 

8.90-9.60 

na 

8.40-9.75 

(6.25-9.00) 

(7.90-9 75) 

(7.10-910) 

(8.75-9.35) 

(5.00-9.35) 

(8.75-14.75) 

(2.25-11.50) (k25-l6.00) 


Figures in parentheses represent weekly range during similar period last year. 
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were a very active OMOs* window of the 
RBI and a spate of holidays throughout 
the month. ITie result was that the callrate, 
which remained firm at above 8 per cent 
(tespite the reduction in the fixed repo rate 
to 6 per cent on March 1, further firmed 
up towards the third week of the month. 
ITie additional liquidity injected through 
half a percentage point reduction in CRR 
from March 13 or the substantial liquidity 
suppcut given to primary dealers did not 
reduce the call rate. From 8.10-8.50 per 
cent in the first half of the month, the 
overnight rates firmed up to 9.50 to 11.50 
per cent during the wedc March 15-19 


(Graph A), when banks preferred to avail 
of substantial export credit refinance. The 
rates, however, softened in the fourth week 
when dollar accruals by the RBI increased, 
injecting more rupees. Banks* borrowings 
from the RBI dipped from Rs 8,202 
crore as of March 19 to Rs 2,894 crore on 
March 26. Since the second fortnight had 
a number of holidays, the banks had 
covered their positions much before the 
reporting Friday (March 26). The demand 
being low, the call rates sliiqied to touch 
3 per cent on that day. However, on 
March 31 thequotationsofcall rates soared 
to 16 per cent due to limited supply of 


funds, as banks were unwilling to lend for 
year-end considerations. Reuters’ MIBOR 
touched 12.34 percent andNSE’sMIBOR 
12.97 per cent. The month of Match saw 
increased volatility in call rates as reflected 
in coefficient of variation for March 
working out 16.7 per cent as against 3.8 
per cent in February (Tables 2 and 3). 

Forex Market 

March was yet another month of rupee 
stability. As the budget did not signal any 
changes in forex policy, belying expec¬ 
tations, the market response to a drutic 
reducticm in the repo rate was muted and 


Table 4: Auctions of 14-Oay Treasury Baxs 

(AmatM in rupees crore) 


Date of 

Auction 

(1) 

Notified 

Amount 

(2) 

Bids Tendered 

Bids Accepted 

Subscription 
Devolved 
on RBI 
(Amount) 

(7) 

Cut-off 

Price 

(Rupees) 

(8) 

Cut-off 

Yield 

Rale 

(Percent) 

(9) 

Amount 
Outstanding 
on Ok Date 
of Issue 
(10) 

No 

(3) 

Face Value 
(Amount) 

(4) 

No 

(5) 

Face Value 
(Amount) 
(6) 

1998 










Mar6 

- 

3 

440.00 

2 

90.00 

106.00 

99.72 

7.30 

546.00 








[99.721 

[7.30] 


Mur 12 

- 

4 

20S.OO 

2 

140.00 

0.00 

99.72 

7.30 

336.00 








[99.72] 

n.30] 


Mar 20 . 

- 

4 

105.00 

3 

55.00 

50.00 

99.72 

7.30 

245.00 








[99.72] 

[7.30] 


Mar 27 

- 

3 

85.00 

3 

85.00 

50.00 

99.72 

7.30 

240.00 



(1) 

(200.00) 

(1) 

(200.00) 


[99.72] 

[7.30] 


1999 










Mar5 

100.00 

IS 

450.00 

6 

100.00 

0.00 

99.68 

8.35 

600.00 



0) 

(400.00) 

(1) 

(400.00) 

(0.00) 

[99.68] 

[8.35] 


Mar 12 

100.00 

12 

376.40 

I 

100.00 

0.00 

99.70 

7.82 

800.00 



(1) 

(200.00) 

(1) 

(200.00) 

(0.00) 

[99.70] 

17.82] 


Mar 19 

100.00 

to 

241.00 

0 

0.00 

50.00 

99.70 

7.82 

400.00 



(-) 

(0.00) 

(-) 

(0.00) 

(50.00) 

[99.70] 

[7.82] 


Mw26 

100.00 

6 

62.00 

0 

0.00 

50.00 

99.70 

7.82 

200.00 



(-) 

(0.00) 

(-) 

(0.00) 

(50.00) 

[99.70] 

[7.82] 



Figures in parentheses in cols 3 to 6 represent numbers and amounts of non-competitive bids which ore not included in the total. 
Figures in the square brackets under ci^ 8 and 9 represent weighted avenge price and respective yield. 

* Bracketed figuies in col 7, if any, relate to devolveiiient on primoiy dealen, exclusive of RBI. - No bid. 
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Period to Maturity in Ascending Order 

shortlived. ForaboutaweekuptoMarch 8, 
the tupee fell to Rs.42.S2/S5 against the 
earlier Rs.42.42/4S but thereafter recovered 
and remained at the previous level 
throughout the month. This has happened 
de.spite the US dollar firming up against 
all major currencies with the euro slipping 
to a new low below $1.0850. Some foreign 
^anks did resmt to arbitraging by borrowing 
^rom the call maricet, but the contrary 
forces of corporates selling dollars , or 
resorting to major import cancellations, 
banks unwinding their long po.sitions 
earlier built up in anticipation of a weak 
rupee policy, and increased flow of dollars 
following renewed net investment flows 
by FEls, and exporters encashing foreign 
exchange to boost their balance sheet, all 
combined to sustain the rupee strong 
(Graph B). 

Between February 26 and April 1, there 
has been a $1,788 million accrual to 


.mirittt these ftctors ke|rt forwMd pmmU 
under check except for the near first month 
(Graph C) as a result of the scramble for 
short-term coverings in Ite face of some 
conflicting policy sign^ (HI exchange rale 
management (at one pcdnt. the finance 
minister had shown a preference for a 5 
per cent depreciation of the rupee). 

m 

Primary Market 

Gilt-Edged Paper 

There was no fresh issue of dated security 
in the market during March despite tte 
government breachingthe WMA limits on 
several occasions (which are tolerated as 
overdrafts at 2 per cent penalty rates for 
10 days). The rates on treasury bills, 
however, were reduced after the RBI 
lowered the Bank rate and the repo rate 
on March I. In the auction held on March S 
for 14-day bills, the rate was lowered from 


9.39 per cent to 8.35 per cent and ftmher 
to 7.82 percent in idl die subsequent three 
auctions (Table 4). Likewise, the rate on 
91-day bills was cut from 9.54 per cent 
to 8.79 per cent and then to 8.75 per cent 
in the last three aucticms and that on 364- 
day bills from 10.62 per cent to 10.07 per 
cent during March (Tables 5 and 6). The 
first fortnight witnessed no devolvement 
either on RBI or on PDs. Due to squeeze 
on liquiihty. howevo-, the second fortnight 
saw some devolvemenu on PDs and RBI. 
The total amount raised during March 
through 14-day and 91-day bills was 
Rs 400 crore each and that through 
364-day bills Rs 1^00 crore. 

Bonds Market 

With the ensuing year-end, the issuers 
flooded the bond mai^et to complete their 
fund raising taigets. The rate cuts effected 
by the RBL on March 1 hardly had any 
impact on the primary bond yields offered. 


Table 6: Auctions op 364-Day Treasury Bbxs 

(Amount in rupees crore) 


Dote of Notified 
Auction Amount 

Bids Tendered 

Bids Accepted 

Subscription Chit-oiT 

Cut-olT Amount 
Yield Outsuuiding 
Rate ontheDste 
(Percent) ofissite 

No 

Face Value 
(Amount) 

No 

Face Value 
(Amount) 

on RBI 
(Amount) 

(Rupees) 

1998 

Mar II 

3 

100.00 

- 

- 

- 

- 

- 16314.00 

Mar 25 

1 

50.00 

1 

.50.00 

i 

92.61 

(92.61] 

7.98 16027.00 
[7.98] 

1999 

Mar 10 750.00 

61 

1565.00 

42 

750.00 

0.00 

(0.00) 

90.85 

[90.90] 

10.07 9500.00 
[10.01] 

Mar 24 750.00 

18 

580.00 

6 

165.00 

0.00 

(0.00) 

90.85 

[90.85] 

10.07 10200.00 
[10.07] 


.. not available - no bid. Figures in the square brackets represent weighted average price and the 
respective yield. Figures in brackets represent devolvement on Primary Dealers (PDs). 


reserves.Combinedwithatightcallmoney Table 5: Auctions of 91-Day Treasury Bills 


(Amount in rupees crore) 


Date of 

Atiat>''n 

(1) 

Notified 

Amount 

(2) 

Bids Tendered 

Bids Accepted 

Subscription 
Devolved 
on RBI 
(Amount) 
(7)» 

Cut-off Cut-off 
Price Yield 

(Rupees) Rate 

(Per Cent) 
(8) (9) 

Amount Outstanding 
on the Date of Issue 

No 

(3) 

Face Value 
(Amount) 
(4) 

No 

(5) 

Face Value 
(Amount) 
(6) 

Total 

(10) 

With RBI Outside RBI 
(II) (12) 

1998 












Mar 6 

100.00 

1 

25.00 

- 

- 

75.00 

98.20 

7.33 

2050.00 

766.00 

1284.00 



(1) 

(25.00) 

(1) 

(25.00) 

- 






Mar 12 

100.00 

3 

20.00 

- 

- 

55.00 

98.20 

7.33 

1850.00 

671.00 

1179.00 



(1) 

(25.00) 

(1) 

(25.00) 

(20.00) 






Mar 20 

100.00 

- 

- 

- 

- 

25.00 

98.20 

7.33 

1650.00 

602.00 

1048.00 



(1) 

(25.00) 

(1) 

(25.00) 

(50.00) 






Mar 27 

100.00 

- 

- 

- 

~ 

25.00 

98.20 

7.33 

1600.00 

652.00 

948.00 



(1) 

(25.00) 

(1) 

(25.00) 

(50.00) 






1999 












Mar5 

100.00 

16 

183.00 

5 

100.00 

0.00 

97.85 

8.79 

2165.35 

255.20 

1910.15 



(I) 

(40.00) 

(1) 

(40.00) 

(0.00) 

[97.85] 

[8.79] 




Mar 12 

100.00 

II 

137.00 

8 

100.00 

0.00 

97.86 

8.75 

1865.35 

255.20 

1610.15 



(0) 

(0.00) 

(0) 

(0.00) 

(0.00) 

[97.86] 

[8.75] 




Mar 19 

100.00 

10 

106.00 

> 

10.00 

40.00 

97.86 

8.75 

1.525.35 

228.70 

1296.65 



(0) 

(0.00) 

(0) 

(0.00) 

(50.00) 

[97.86] 

[8.75] 




Mar 26 

100.00 

7 

78.00 

3 

30.00 

32.00 

97.86 

8.75 

1500.45 

224.70 

1275.75 



(2) 

(25.10) 

(2) 

(25.10) 

(38.00) 

[97.86] 

[8.75] 





Figures in parentheses in cols 3 to 6 represent numbers and amounts of non-conqietitive bids which arc not included in the total. 
Figures in the square brackets under loIs 8 and 9 represent weighted average price and respective yield. 

* Bracketed figures in col 7, if any, relate to devolvement on primary dealers, exclusive of RBI. 
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State PSUs dominated the primtiy markm. :'' 


The month sawamarked successor state-i! 
PSUs. Ten such PSUs eollected Rs 1,792 
croK against the proposed amount of 
Rs 1,301 cnHe-anexcessofRs49lciiote. 
The bulk of Rs 1,S00 cron was collected 
by the Andhra Pradesh Transmission 
Corporation, the successor entity of 
lec^y unbuddled AP State Etectricity 
Board - an overwhelming response for an 
initial proposed amount of Rs 300 crore. 

The Karnataka Sute Financial Cor¬ 
poration (KSFC) placed its 4-year 13.Sper 
cent guaranteed bond in the private 
placement segment to raise Rs 200 crore. 
The issue carried an assured budgetary 
support from the govemmentof Karnataka 
with a letterof comfort specifying tripartite 
agreement among the state government, 
KSFC and the trustees of the issue. The 
iuue carrying a YTM of 13.96 per cent 
has already mopped up Rs 70 crc»e. Y« 
anotherissueofthe same state- Karnataka 
Neeravari Nigam (KNNL) - hit the market 
to collect Rs SO crore plus any over-sub¬ 
scription. This S-year guaranteed bond 
carrying LA+(so) rating offered 13 per 
cent rate of interest. Among the higher rate 
category, there was a S-year guaranteed 
bond offering 14.9 per cent annual coupon 
rate from UP State Yam Company. It 
proposes to raise Rs 3S crore but the 
response is not known. Studar Sarovar 
Narmada Nigam (SSNNL) entered the 
market with two options; (a) 4-year 10- 
month bond in the nature of promissory 
notes offering a coupon of 14.5 per cent 
payable semi-atuiually; and (b) 15 percent 
payable annually. The issue plans to raise 
Rs300crore which includes an unspecified 
greenshoe option. Hutti Gold Mines Co 
and Damodar Valley Corporation 
continued with their issues from the 
previous month. National Capital Region 
Planning Board (NCRPB) came out with 
two options of 7-year taxable and tax-free 
bonds. The former carried 13.5 per cent 
and the latter had an indicative band of 
9-9.75 per cent which was finally settled 
at 9.70 per cent coupon rate payable half- 
yearly. The tax-free bond proposed to raise 
Rs 60 crore against which it received a 
commitment of Rs 72 crore. Response to 
the taxable bond (Rs 150 crore) is not 
known. From the government of Punjab 
there were two issues, viz, 2-year 12.3 per 
cent bond from Punjab State Industrial 
Develo|nnent Corporation (PSIDC)aiming 
to Rs 23 crore and another issue from 
Punjab Roads and Bridges Development 
Bo^ which plans to collect Rs SO crore 
from the market. The payment of interest 
and the principal repayment for both the 


government. 

Amongst the centraimUs, SAIL, which 
was downgraded by CMsil, has finally 
managed to sail throui^ uid collected 
Rs lS0crotewithmuchdifficuity,de8pite 
offering a high coupon rale of 14.5 per 
cent and a yield (ff 15.03 per cent; this 
reflected the present woes of the steel 
industry. On the contrary, the tax-ffee 
7-year priority sector 11.5 per cent bond 
from Rural Electrificgtion Corporation 
(REC) managed to meet widi the targeted 
amount of Rs 170 crore. 

Among the peieraiiidly bonowir^ FIs. 
ICIO was the rally one to talre the lower 
interest rate signid; it hit the market on 
March 10 offering the regular instruments 
with roughly half a percentage point less 
yield and mopped up Rs450crore against 
the issue size of Rs 600 crrae (which had 
included Rs 300 crore greenshoe option). 
IDBI, which carried its issue ffom over 
the previous month, closed on March 15 
after collecting the targeted sum of 
Rs 1,500 crore. IFCI's 7-year and 4-year 
privately placed LAAA rated bonds 
offering 14.1 per cent and 13.4 per cent 
rates of coupon, respectively, mustered 
Rs 200crore,anexcessofRs50croieover 
the issue size of Rs 150 crore. The 4-yeBr 
bond carried a put option exercisable after 
2 years at 0.85 per cent discount. Thus, 
YTM works out to be 13 per cent when 
put option is exercised. SIDBI privately 
placed its 2009(9th Series) Bonds at 12.35 
per cent. The issue closed successfully on 


MIC ammivmji mm yMtiBUjuipgsyv w gB WM ' 

amount (ffRs SOcrore. NAB/Mkt>,NadoBtd 
Housing Bank (NHB) and Industrial 
InveAn|ent Bank India (OBI) were idso 
in the market There were two issues from 
NABARD in the ivivaie (dacement seg~ 
mem; (i) 7-year taxable priority sector 
2006 bond proposing to raise Rs 200 
crore at 11.25 per cem payable annuidly; 
(ii) 10-year SUk bond planning to coilem 
Rs 116.23 crore at 12.35 per cent coupon 


TABu8:ltBPoTsANSAcnoniN(3ovB»affiNTPAm 
(OnanTHANwimiwitBO-MAiiCH 1999 

(/tupem emrt) 


Repo Period 
in Number 
of Days 

Amount 

(Rupees 

Cmtt) 

Range of IntereM 
(PerC^ent 
per Annum) 

A Dated Secuilies 


1 

2296 

6.75-10.50 (7.80) 

2 

741 

7.75-11.20(9.11) 

3 

595 

7.40-10.25 (8.15) 

4 

425 

6.804.40 (7.47) 

5 

170 

8.75-10.25 (9.l» 

7 

60 

8.75-11.00 (9.83) 

a 

215 

8.50-11.00 (9.02) 

9 

65 

8.75-9.45 (9.02) 

10 

105 

8.50-11.00(929) 

II 

185 

8.50-10.25 (9.74) 

12 

40 

9.60-1025 (9.94) 

14 

1042 

8.50.11.00 (9.35) 

19 

25 

9.00 (9.00) 

All Issues 
1-19 

5964 

6.75-11.20 (8.47) 

B 91-Day TBs (AU Issues) 


1-14 

170 


C 364-Day TBs (AU Issues) 

8.55-8.75 (8.79) 

1-14 

96 

6.8S-10.3S (8.81) 


Hgiiiei in braden ate weigfated ovenie haoMt nfe. 


Take 7: Aucnoie ofRxbd-Ykld Reks bv RBI 

(Amount in rupees erme) 


Date of 

Auction 

(1) 

Niunber 

of 

Diqn 

(2) 

BidsTendoed 

Bids Accepted 

Fixed 
Cut-off 
Yield Rale 
(Percent) 
(7) 

Estimated 

Amount 

Out¬ 

standing 

No Psoe Value 
(Amount) 

(3) (4) 

No 

(5) 

Paoe Value 
(Amount) 
(6) 

01-Mar 

3 

1 150 

1 

150 

8 

1569 

03-Mar 

3 

1 23 

1 

23 

6 

1523 

04-Mar 

4 

No application received 


6 

23 

OS-Mar 

4 

1 12 

1 

12 

6 

35 

06-Mar 

4 

1 96 

1 

96 

6 

108 

08-Mar 

3 

No application received 


6 

108 

09-Mar 

3 

as 



6 

96 

lO-Mar 

3 

•• 



6 

0 

It-Mnr 

4 

ts 



6 

0 

12-Mar 

4 

1 25 

1 

25 

6 

25 

13-Mnr 

4 

No application received 


6 

25 

iS-Mar 

4 

*• 



6 

25 

t6-Mar 

4 

•• 



6 

0 

i7-Mar 

3 




6 

0 

19-Mai 

3 

te 



6 

0 

20-Mar 

3 

H 



6 

0 

22-Mar 

4 

as 



6 

0 

23-Mar 

3 

at 



6 

0 

24-Mar 

3 

as 



6 

0 

26-Mar 

4 

2 170 

2 

170 

6 

170' 

27-Mar 

3 

No application received 


6 

170 

30-Mar 

4 

aa 



6 

0 

3i-Mar 

3 

1 400 

1 

400 

6 

400 

Total 


8 876 

8 

876 
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i towwt TAm: .SiianoM>Y Mwwff OiBMWawi »rOovB>N>iifr P»iwt: RBI's SOL Data 

(Amount in rupees crore) ' '■ 


DttQ^ptkxii 


Wedk entfing MarcB 1999: Yield lo Maturity on Actual Trndini 
__19_12_ 

5 

Total for the Month 
of Match 1999 

AMT 

YTM 

CY 

AMT 

YTM 

CY 

AMT 

YTM 

CY 

AMT 

YTM 

CY AMT YTM 

CY 

1 Treaawy Bills 











. 




A 14-Day BsUa 

107.00 

7.54 


145.75 

8.03 


66.61 

7.63 


146.55 

8.46 

465.91 

7.99 


BRl-DayBiUs 

89.00 

2.99 


12015 

8.91 


154.50 

7.59 


195.75 

8.55 

559.40 

7.48 


C 364-Pay Bilh 

327.00 

9.46 


536.00 

9.47 


366.80 

9.47 


540.00 

9.49 

1769.80 

9.47 


2 OOl Paled Securitlea 















A Convened (fher Cent: Year) 














IZOO, 1999 

260.40 

11.20 

12.00 

464.43 

11.58 

IZOO 

187.45 

10.37 

11.99 

229.20 

10J7 

11.98 1141.48 

11.05 

11.99 

13.25.2000 

24.78 

10.88 

12.91 

2.00 

10.94 

12.95 

20.00 

10.65 

12.89 

10.00 

10.56 

1Z89 56.78 

10.74 

12.90 

11.75.2001 

90.00 

11.09 

11.59 

185.50 

11.14 

11.60 

261.00 

11.10 

11.59 

335.00 

11,35 

11.65 871.50 

11.20 

11.62 

12.50,2004 

396.18 

11.58 

12.09 

.. 

- 


644.49 

11.58 

12.09 

572.28 

11.74 

12.16 1612.95 

11.64 

12.11 

Sid>-iaial 

771.36 

11.37 

12.03 

651.93 

11.46 

11.891112.94 

11.25 

11.97 1146.48 

11.34 

11.98 3682.71 

11.34 

11.97 

B R^Ur (Per Colt: Year) 














13.40,1999 

5.00 

10.44 

13.13 

- 

- 

.. 

10.00 

10.08 

13.08 

15.00 

9.99 

13.07 30.00 

10.10 

13.08 

13.70,1999 

12.50 

9.97 

13.61 

25.00 

10.01 

13.60 

35..50 

10.13 

I3..59 

82.00 

9.97 

13.58 155.00 

10.01 

I3..59 

11.40,2000 

* 


- 

260.70 

10.88 

11.32 

686.75 

10.82 

11.31 

853.00 

11.04 

11.34 1800.45 

10.94 

11.33 

11.64,2000 

230.00 

10.80 

11.53 

11.00 

10.84 

I15i3 

75X10 

10.69 

11.51 

85.00 

10.96 

11.54 401.00 

10.81 

11.53 

12.60,2000 

.. 

• 



- 

• 

3aoo 

10.17 

12.35 

- 


- 30.00 

10.17 

12.35 

1335.2000 

45.83 

11.07 

13.32 

a. 


• 

0.01 

ia8i 

13.22 

5.00 

10.93 

13.23 50.84 

11.05 

13.31 

lass. 2001 

60.00 

11.06 

10.90 

40.00 

11.17 

10.92 

106.00 

11.07 

10.90 

35.00 

11.17 

10.92 241.00 

11.10 10.91 

11.47,2001 

50.00 

11.15 

1U9 

95.00 

11.23 

11.41 

5.00 

11.19 

11.40 

30.00 

11.23 

11.41 180.00 

11.20 

11.40 

11.55,2001 

417.80 

11.08 

11.45 

568.00 

11.13 

11.46 

412,35 

11.09 

11.45 

726.93 

11.27 

11.49 2125.08 

11.16 

11.87 

12.08.2001 

10.00 

11.11 

11.86 

40.00 

11.18 

11.87 


- 


- 

- 

- 50.00 

11.16 

11.87 

12.70,2001 

15.00 

11.06 

12.36 

5.00 

11.05 

12.35 

21.00 

11.11 

12.36 

- 

- 

- 41.00 

11.08 

12.86 

13.31,2001 


- 


10.00 

11.21 

IZ71 

5.00 

11.15 

12.69 

10.00 

11.25 

12.72 25.00 

11.21' 

12.71 

13.55,2001 

5.42 

11.16 

12.86 

35.00 

11.18 

12.86 

95.02 

11.21 

12.86 

25.00 

11.24 

12.87 160.44 

11.21 

12.86 

13.75.2001 




16.00 

11 13 

13.10 

110.00 

11.11 

13.09 

160.00 

11.35 

13.15 286.00 

11.24 

13.12 

11.00,2002 

10.00 

11.21 

11.06 

20.00 

11.24 

11.07 

5.00 

11.23 

11.07 

35.00 

11.45 

11.13 70.00 

11.34 

11.10 

11 15,2002 

161.00 

11.23 

11.18 

200.00 

11.28 

11.19 

Z35.00 

11.26 

11.18 

151.79 

-11.40 

11.23 747.79 

11.29 

11.19 

11.15.20020) 

10.00 

11.24 

11.05 


- 


65.00 

11.33 

11.08 


- 

- 75.00 

11.32 

11.08 

1135.2002(1) 

.. 

- 


50.00 

11.33 

11.48 

15.00 

I1J3 

11.48 

105.00 

11.37 

11.49 170.00 

11.35 

11.49 

11.68.2002 

65.00 

11.23 

11.54 

70.00 

11.25 

11.55 

132.00 

11.24 

11.54 

200.03 

11.32 

11.57 467.03 

11.28 

IIJS 

12.69,2002 

30.00 

11.19 

12.22 

25.00 

11.22 

12.23 

15.00 

11.22 

12.23 

18.00 

11.34 

12.26 88.00 

11.23 12.23 

12.75.2002 

85.00 

11.28 

12.26 

45.00 

11.26 

1Z25 

22.00 

11.32 

12.27 

2.03 

11.63 

12.37 1.54.03 

11.28 

12.26 

13.82,2002 

60.18 

II..33 

12.91 

5.00 

11.32 

12.91 

25.00 

11.25 

12.88 

7.00, 

11.38 

12.92 97.18 

11.31 

12.91 

11.10,2003 

19.00 

11.36 

11.19 

10.00 

11.38 

11.20 

17.50 

11.35 

11.19 

Z5.00 

11.40 

11.21 71.50 

11.37 

11.20 

11.75,2003 

- 


• 


* 


10.00 

11.40 

11.62 

40.00 

11.48 

11.65 .50.00 

11.47 

11.64 

11.78.2003 

45.05 

11.40 

11.64 

20.00 

11.45 

11.65 

145.00 

11.41 

11.63 

95.00 

11.48 

11.66 305.05 

11.43 

11.64 

11.50.2004 

80.20 

11.55 

11.53 

30.00 

11.59 

11.54 

51.00 

11.59 

11.54 

72.67 

11.70 

11.59 233.87 

11.61 

11.55 

11.7.5.2004 

5.00 

11.56 

11.67 



.. 

35.00 

11.61 

11.69 

70.00 

11.65 

11.71 110.00 

11.63 

11.70 

11.95,2004 

35.00 

11.56 

11.77 

70X10 

11.60 

11.79 

126.00 

11.56 

11.77 

85.00 

11.79 

11.88 316.00 

11.63 

11.81 

11.98,2004 

395.00 

11.58 

11.79 

282.50 

11.61 

11.81 

454.80 

11.64 

11.82 

- 

- 

- 1132.30 

11.61 

11.81 

12.59.2004 

50.00 

11..59 

12.13 

55.00 

11.60 

12.13 

95.50 

11.64 

12.15 

105.00 

11.67 

12.16 305.50 

11.63 

12.15 

11.19,2005 



- 




27.25 

11.68 

11.44 

- 

- 

- 27.25 

11.68 

11.44 

11.25 ,2005 

55.00 

11.66 

11.46 

5.00 

11.70 

11.48 

163.78 

11.71 

11.48 

6.40 

11.76 

11.51 229.48 

11.70 

11.48 

13.75.2005 

- 

- 


20.00 

11.76 

12.68 

40.00 

11.78 

12.68 

- 

- 

- 60.00 

11.77 

12.68 

14.00,2005 

13.45 

11.75 

12.77 

0.00 

11.47 

12.61 

33.75 

11.76 

12.76 

0.12 

11.98 

12.88 47..32 

11.76 

1Z77 

14.00,2005 INSTAL 

11.19 

11.77 

12.74 

17.61 

11.77 

12.74 

54.00 

11.79 

12.75 

5.00 

12.08 

12.90 87.80 

11.80 

12.75 

11.50,2006 

10.00 

11.75 

11.64 

25.00 

11.76 

11.65 

115.00 

11.78 

11.66 

19..50 

11.85 

11.70 I69..50 

11.78 

11.66 

II.7S.2006 

86.32 

11.74 

11.75 

50..57 

11.75 

11.75 

55.15 

11.76 

11.76 

20.12 

11.86 

11.82 212.16 

11.76 

11.76 

13.85,2006 INSTAL 

- 



15.00 

11.84 

12.64 

5.00 

11.88 

12 66 

5.00 

11.93 

12.69 25.00 

11.87 

12.66 

11.50,2007 

35.00 

11.90 

11.75 



- 

40.00 

11.89 

11.75 

5.00 

11.96 

11.79 80.00 

11.90 11.75 

11.90,2007 

48.00 

11.92 

11.85 

35.00 

11.92 

11.92 

- 

- 

- 

40.00 

11.95 

11.93 123.00 

11.93 

11.90 

13.05.2007 

9.68 

11.91 

12.34 

15.47 

11.94 

12.35 

32.17 

11.95 

12..36 

32.70 

11.97 

12.37 90.02 

11.95 

12.36 

11.50.2008 




15.00 

11.95 

11.80 

55.00 

11.96 

11.80 

- 

- 

- 70.00 

11.96 

11.80 

12.00,2008 

14.10 

11.99 

12.00 

0.60 

11.99 

12.00 

5.94 

11.97 

11.99 

1.28 

' 12.13 

12.09 21.92 

11.99 

12.00 

12.25,2008 

112.72 

11.99 

12.08 

108.26 

12.00 

12.09 

308.02 

12.00 

12.08 

- 

- 

- 529.00 

12.00 

12.08 

7.00,2009 

5.00 

12.09 

9.91 

20.00 

12.09 

9.91 

20.00 

12.08 

9.91 

- 

- 

- 45,00 

12.08 

9.91 

12.29,2010 

97.26 

12.15 

12.19 

25.49 

12.15 

12.19 

18.09 

12.16 

12.20 

- 

- 

- 140.84 

12.15 

12.19 

Sub-toal 

2470.36 

11.40 

11.75 2372.39 

11.63 4118.65 

11.36 

11.72 3244.63 

11.27 

11.68 

12m03 

11.34 

11.70 

C Zero Coupon Bonds 

132.00 

10.53 

7.90 

56.00 

10.19 

7.73 

314.65 

10.37 

7.94 

266..50 

10.62 

7.98 769.15 

10.47 

7.93 

(A+B-iC)* 

3373.72 

II .36 

11.66 3080.32 

11..34 

11.62 .5546.24 

11.28 

11.56 4657.61 

11.25 

11.5416657.89 

11.30 

11.58 

D RBI's Open Market 

Operations (Per Cent: 

Year) 












11.15,2002 

17.76 

11.22 

11.17 

- 


• 

— 

— 

— 

— 

- 

- 17.76 

11.22 

11.17 

11.98,2004 

147.25 

11.57 

11.79 

5.00 

)1..58 

11.79 

- 

- 


- 

- 

- 152.25 

11.57 

11.79 

, 13.(». 2007 





- 

• 

- 

- 

a. 

167.47 

12.16 

12.49 167.47 

12.16 

1Z49 

12.29,2010 







1484.27 

12.15 

12.20 

381.00 

12.15 

12.19 1865.27 

12.15 

IZ20 

12.40. 2013 

95.23 

1Z31 

12.33 

55.38 

12.31 

12.33 

533.23 

12.31 

12.33 

10.00 

12.31 

12.33 693 84 

12.31 

12.33 

Sub-total 

260.24 

11.82 

11.94 

60.38 

12.25 

12.28 2017.50 

12.19 

12.23 

558.47 

12 16 

12.29 2896.58 

12.15 

12.22 

(A-sB-sCs-P) 

36.33.96 

I1..39 

11.68 3140.70 

11.35 

11.63 7563.73 

11.53 

11.74 5216.08 

11.35 

11.6219554.47 

11.43 

11.68 

3 REPO 

1418.00 


1671.50 




1815.00 



1315.00 


6219.50 



4 Stale Govt Securities 

36.58 

12.21 

12.34 

12.29 

12..30 

12.38 

8.70 

12.31 

12.39 

13.49 

12.37 

12.54 71.06 

12.26 12.39 

Oraad total (1 to 4) 

5611.54 



5626.39 


9975.34 




7426.87 

28640.14 




(•) menu BO indiBi YTM ■ Yield to mituriiy »n pefceBtB|e pet MBuro CY = Cunenl yield w per cent per aonum » Yield rites of these aub-groups of t-bills end dated 
•ecuilliei hew been wed for the paphs. Securities with imall-size traosactioiu (Rs 20 crow or leu) and inflation linked bonds have been dropped from the above list but included 


in the respective totals. 

Notes. 1) Yields ve weighted yields, weighted by the amounts of each transaction 
2) Cuticm yield bu not been worked out for treasury bills. 
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rate. NHB too ofFered 12.33 per cent on ' 
its 10-year bond for Rs 2S crore, whereas 
nBI put ui indicative band on its 10-year 
‘on-tap’ SLR bond; the rate would be de¬ 
cided through the process of negotiation. 

Among the banks. Citibank hit the market 
with 13 per cent 7-year bond as private 
placement to raise Rs 22S crore. This is 
for the first time that a foreign bank is 
raising resources in the domestic market 
to hike its risk-weiglued capital adequacy 
ratio as per the RBI’s modification of its 
policy toaliowforeignbankstoraisecapital 
in the domestic market. Besides, there 
were other bank issues from Globa! Trust 
Bank, Bank of Baroda, United Western 
Bank, State Bank of Indore and Catholic 
Syrian Bank. The rates of interest for these 
issues ranged between 13.7 per cent and 
14.S per cent for the varying tenures of 
63 months to 121 months. In all tlwy 
proposed to collect up to Rs 804.7S crore. 
Amongst these. Bank of Baroda fetched 
as much as Rs 1,127 crore against Rs 600 
crore (Rs 400 plus Rs 200 crore of green- 
shoe) followed by United Western Bank 
Rs 120 crore (Rs 30 crore plus greenshoe 
option of Rs SO crore); Global Trust Bank 
raised Rs 67 crore against Rs 75 crore 
issue. 

Almost all the issues that closed in the 
previous month were successful in meeting 
their targeted amount. In fact, some issues 


like tho« ftom GMIDC and KSEB were 
over-subscribed. In a surprising develop¬ 
ment, however, the Bharat Electronics 
(BEL) opted to withdraw its issue from 
the market on account of very few takers. 
The issue was LAA rated anid offered 13 
per c«it rate of interest payable half-yearly. 
The coupon was the lowest in recent times 
for any PSU and hence the failure to press 
the issue. 

It was repotted that the uniongovemment 
has placed Rs 561 crore or 87 per cent of 
its debt holding in Nalco with banks and 
financial institutions. The issue was made 
through a six-year, 14.5 per cent non¬ 
convertible redeemable secured debentures 
payable aemi-annually. At 14.5 per cent, 
the paper became most sought after com¬ 
manding a premium of nearly Rs 3-5 in 
the market. The centre’s action was the 
last leg of its disinvestment programme 
in Nalco. ICICI offloaded its NPAs of 
DLF Cements worth Rs 130 crore to DLF 
Uni versal. Besides reducing ICICI’s NPA, 
the deal will also help Universal fetch a 
better price in the market. DLF Cement 
has been looking for a buyer. 

Other Instruments 

According to the data released by the 
RBI, there was considerable activity in the 
primary market for commercial paper but 
the yield rates were quite volatile. CPs 


reported dtning the first fotfoigIrt'Of the 
month were Rs 1,024crore against Rs 762 
crore in the previous fortnight. The latest 
. issues were done at interest rates ranging 
from 8.50 per cent to 13.25 per cent; the 
rates have softened at the short end. The 
total CP amount outstanding as on March 
IS, was Rs 5,149 crore against Rs 1,03() 
crore about a year ago. Hie CD market 
has been generally dull as the banks now 
enjoy considerable fteedom in ofliering 
interest rates on term deposits including 
offering differential rates based on the 
size of deposits. 

IV 

Secondary Market 

Gilt-Edged Paper 

The government securities market saw 
a zig-zag movement in prices during 
March. Initially on account of interest rate 
cuts, the prices surged .shaiply and the RBI 
had to intervene in the market by way ot 
capping the rise on five-year paper. With 
call rates tightening during mid-March, 
the security prices saw some softening as 
players unwound their positions togeneratc 
liquidity. Trading remained lacklustre and 
prices remained stable towards end of the 
month as players awaited placement of a 
fresh issue in the market and refrained 
from taking positions. The possible impact 
of year-end trading on the yield curve for 
the entire* 1998-99 also prevented traders 
from being active. The yield curve exhi¬ 
bited an unusually gentle upward slope 
(Graphs D and E). 

The RBI concentrated correcting the 
yield curve through its OMO prices. While 
it kept the long-term yields more or less 
constant at around 12.33 per cent, it 
significantly lowered the yields at the 
shorterandmediumend.TheRBIremained 
quite aggressive on its open market 
operations window during March. It did 
total sales worth Rs 2,897 crorc against 
Rs 2,590 crore in the previous month 
(Appendix Table). 

As a consequence of the tightness in the 
overnight call market, the RBI's fixed-rate 
repo generally received no application oi 
received one or two bids for amounts 
ranging from Rs 25 crore to Rs 400 crore 
during la^ge part of the month (Table 7). 
Repo transactions outside the RBI were 
al.so meagre (Table 8). When government 
securities are excluded the NSE com¬ 
mercial debt trade was meagre during 
March (Table 9). 

[V P Prasant, Rafiq L Ansari, Nandini Sengupu 
and Dipii Paiikh were actively involved in the 
preparation of this note]. 


Table 9: Opbiations of National Stock Exchamx (NSE) durind March 1999 - Actoal Traded Amount 

(Rupees crore) 


Desaiptors 


Week-ending March 


Total during 


26 

19 

12 

5 

Match 

February 

January 

1 Treasury Bills 

181.00 

405.00 

80.00 

174.00 

840.00 

816.08 

1063.93 

i) t4-day Bills 

- 

-- 

1.00 

4.00 

5.00 

2.00 

48.89 

ii) 91-day Bills 

45.00 

20.00 

10.00 

26..50 

101.50 

248 11 

2.58.25 

iii) 364-day Bills 

136.00 

355.00 

69.00 

143.50 

703.50 

560.97 

756.79 

iv)Repo 

- 

30.00 

- 


30.00 

5.00 

- 

2 Dated Securities 

40S8.I0 

3109,15 

2196.37 

2540.76 

11904.38 

5334.68 

8867.38 

A GOI Securities 

4052.94 

3102.50 

2189.49 

2525.39 

11870.32 

.5215.29 

8804.83 

i) Converted 

1158.94 

322.50 

398.49 

362.39 

2242.32 

874.24 

1377.15 

ii) Regular 

2682.00 

2427.00 

1636.00 

1881.00 

8626.00 

3671.00 

6037.00 

iii) Zero Coupon 

205.00 

270.00 

30.00 

98.00 

603.00 

498.00 

1022.51 

iv) Cop. indexed Bonds 

7.00 

- 

- 

5.00 

12.00 

25.05 

15 17 

v)GCB 

- 

- 

- 

- 

- 

- 

- 

vi)Repo 

- 

83.00 

125.00 

179.00 

387.00 

147.00 

353.00 

B State Govts. Stocks 

5.16 

6.65 

6.88 

15.38 

34.06 

119.39 

62.55 

3 PSU Bonds 

20.00 

27.00 

27.82 

52.00 

126.82 

16.5..50 

189.90 

i) Tax free 

20.00 

24.00 

14..50 

33.10 

91.60 

109.40 

67.23 

ii) Taxable 

0.00 

3.00 

13.32 

18.90 

35.22 

56.10 

122.67 

4 Commercial Papers 

10.00 

30.00 

25.00 

43.00 

108.00 

302.00 

314.00 

5 Certificates of Deposits 

25.00 

62.50 

0.00 

0.00 

87.5 

- 

- 

6 Debentures 

5.20 

32.00 

2.00 

46.65 

85.85 

67.68 

63.76 

7 Floating Rate Bonds 

0.00 

0.00 

0.00 

0.00 

0.00 

85.00 

337.00 

8 Others * 

121.00 

42 00 

107 00 

97.35 

.367.35 

441.14 

205.38 

Grand Total (volume) 

4420.30 

3707.65 

2438.19 

2953.76 

13519.90 

7212.08 

11041.35 

Average per working day 
a Government Paper (I-fZ) 847.82 

702.83 

379.40 

542.95 

606.88 

2.56.28 

354.69 

b Others (344F5F6F7-f8) 

36.24 

38.70 

26,97 

47.80 

32.76 

44.22 

39.64 


- No trading. GCB Government Compensation Bonds. * includes Non-Si.R Institutional Bonds, 
SLR Institutional Bonds, Bank Bonds, {4omissory Notes, Units of UTI. Company Notes and Zero 
Coupon PSU Bonds and others. 
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COMMENTARY 


Dynamic Credit Policy 

The Only Hope of Economic Revival 

tm 

tiPW Research Foundadon 

Against the background of output, price and monetary trends, credit 
policy has to be decisively expansionary. Further, after having 
achieved considerable reduction in interest rates in the recent period, 
the issue is no more one of the cost of credit; it is rather that of 
availability and supply of credit and its distribution. 


THE impending monetary and credit policy 
generally for 1999-20(K)and more specifi¬ 
cally for its first half, scheduled to be 
announced on April 20, is conceivably 
being formulated under unusual and ex¬ 
tremely challenging circumstances. First, 
the Indian economy is facing a severe 
shortage of demand in general and per¬ 
sistent sluggishness in industrial growth 
and investment in particular. Second, as 
I a result of an acute fiscal laxity and fiscal 
compression, which are primarily respon¬ 
sible for the crisis situation in the real 
economy as well as in the financial system 
today, the burden of economic revival has 
fallen disproportionately on monetary and 
credit policies. The repeated pressures that 
are being put on the Reserve Bank of India 
(RBI) for further reduciionofinte rest rates, 
for instance, are an example of how the 
government is endeavouring to cover up 
its own fiscal policy failures in reviving 
the industrial economy. Finally, when the 
RBI governor now wants to bring to bear 
some fresh perspectives on monetary 
policy fonnulation, showing some candid 
and Significant departure from the earlier 
policy stance, he is faced with stupendous 
structural, institutional and even organi¬ 
sational constraints within the banking 
and financial system in achieving the 
desired goals. 

In fairness, it must be admitted that the 
present RBI governor, immediately on 
assuming charge in November 1997, sent 
out clear signals on his desire to apply 
newer perspectives. On the one hand, he 
admitted that the analytical framework 
underlying monetary policy until then, 
which had accepted the stability of the 
money demand functions and monetary 
targeting as the cornerstone, required 
rethinking. On the other, simultaneously, 
the governor sought ut address the insti¬ 
tutional and structural constraints of the 
financial system. Apart from appointing 
three committees - two one-man commit¬ 


tees for studying credit delivery in agri¬ 
culture and small-scale industries and a 
working group on harmonising the regu¬ 
latory environment for banks and DFIs, 
the RBI had expressed its serious concern 
on slow offtake of credit and advised 
bankers “to step up the flow of credit by 
activating the functionaries at operative 
levels and to monitor the credit growth on 
a monthly basis. The bankers were ad¬ 
vised to convene meetings of regional and 
zonal heads and visit some of the branches 
to monitor the situation" (RBI press re¬ 
lease of December 6, 1997). 

The truth is that such an eclectic ap¬ 
proach to credit policy formulation and 
its administration, unlike in the case of 
strait-jacket monetary targeting exercises, 
is much harder to get it translated into 
definitive action programmes at the op¬ 
erational level. It requires two things: first, 
the broader developmental linkages have 
to be brought to bear on the deployment 
of monetary and credit policy instruments 
such as the link between credit, output and 
employment activities in different .sectors 
and regions; and second, an honest and 
efficient system of monitoring both the 
physical targets set and the qualitative 
changes aimed at, should be put in place. 
Again.st this yardstick, the steps so far 
taken by the RBI in the recent period seem 
to have fallen far short of the expectations; 
they seem to lack the drive, the thrust to 
galvanise the banking and financial sys¬ 
tem to fulfil its obligations and thus help 
achieve the objectives of monetary and 
credit policy, the most crucial one of which 
is to endeavour to provide adequate credit 
for production and investment purposes. 
A critical evaluation of performance of 
banks at their operational levels in regard 
to credit delivery is sure to drive home the 
point made here. Therefore, in the imme¬ 
diate context, the monetary and credit 
policy for 1999-2000 has to address a few 
crucial concerns. 


First, the fbcus on monetary targeting 
has deprived die banking system of de¬ 
finitive guideposts on the relative size of 
bank credit and its distribution. Just tlw 
time when many important countries were 
giving up monetary targeting and begin¬ 
ning to take a 'credit view’ of monetary 
policy, the Indian authorities began to 
embrace the outdated concept. Be that as 
it may, it would be very sqipropriate for 
the current situation in particularto restore 
the focus on credit and its distribution as 
an instrument of development. Second, 
ceitain elements of policy, particulariy 
those relating to capital adequacy norms, 
have hindered the growth of commercial 
credit in the recent period. Therefore, apart 
from the prescription of direct measures 
to accelerate credit delivery, it is neces¬ 
sary to introduce relaxations in some of 
those norms so that the banks are encour¬ 
aged to render such commercial credit. 
Finally', the RBI has a stake in establishing 
arrangements whereby social goals of 
policy and policies of a moral suasion 
nature are systematically and vigorously 
monitored and the results shared with the 
respective bank boards. 

Against the background of output, price 
and monetary trends, two broad principles 
should govern the monetary and credit 
policy formulation in the current context. 
First, the policy has to be decisively 
expansionary; the depressed economic 
activity on the one hand, and the preva¬ 
lence of moderate inflation, on the other, 
permit such an expansionary credit policy. 
Second, now after having achieved con¬ 
siderable reductions in interest rates in the 
recent period, the issue at present is no 
more one of the cost of credit; it is ratfter 
that of availability and supply of credit 
and its calibrated distribution. 

No Case f=OR Interest Rate 
Reduction 

Any forced reduction of interest rates 
at the banks’ level is sure to hurt their 
viability. Major banks have reduced their 
prime lending rates (PLRs) to 12 per cent, 
some ruling still at 13 per cent. Also, the 
spread has now been restricted to four 
percentage points. The RBI’s basic statis¬ 
tical returns (BSR)forMarch 1996showed 
that as much as over 60 per cent of total 
bank credit (above Rs 23,000 each) or 
over 45 per cent of aggregate bank ci^lt 
carried interest rates of 17 per cent and 
above. Such high incidence of interest 
rates on bank loans would not be prevalent 
anymore. 
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As for its compaiison widtiflflation me, 
il should be athnitted that in the Indian 
case the expected inflation rate is around 
8 per cent and not 5 per cent as prev^ng 
at present. For die manufacturing firms, 
interest rate is a tax deductible expendi¬ 
ture. The old aigument that to some extent, 
the level of interest cost should serve as 
some disciplining factor in the useof credit, 
is still valid. In the existing interest rate 
structure, what has contributed to some 
distortion is the charging of very high 
rates of interest on investment cr^it by 
term-financing institutions - higher than 
even the rates on working capital loans 
charged by banks. As indicated below, 
this requires correction at the FIs' end. The 
only other reduction called for relates to 
some downward adjustment in export 
credit 

Any other generalised reductions in the 
lending rates of banks would have their 
repercussions on their deposit rates which, 
at present ruling in the range of 9 per cent 
to 11.S0 per cent for different fixed de¬ 
posit maturities in different banks, cannot 
be consittered as high. As it is. with the 
blanket tax exemption on dividends earned 
on units of all mutual limds including the 
Un, a situation of severe competition has 
arisen for bank deposits, the growth of 
which has clearly decelerated in recent 
months. 

The Desired Measures 

First, the cash reserve ratio (CRR) has 
been accepted as one of the potent instru¬ 
ments of liquidity management, though 
the long-term goal of reducing it to more 
moderate levels deserves to be pursued, 
particularly when it is placing commercial 
banks in a disadvantageous position 
vis-a-vis the FIs. The potential liquidity 
situation during 1999-2000, would call 
for injecting additional liquidity through 
a further reduction in CRR. Such a reduc¬ 
tion of about one percentage point in 
two stages, half a percentage point 
each, to a level of 9.S per cent would 
release about Rs 7,000 crore of liquidity 
or Rs 3,SOO crore in each instalment. This 
could be done in May (in the midst of 
the peak food procurement credit) and in 
November-December next year to serve 
the possible busy season credit require¬ 
ments. 

Second, the banks are to be asked to 
achieve a gross non-food bank credit to 
deposit ratio of 60 per cent gradually by 
the end of March 2000. Including banks’ 
investments in capital and money market 
instruments (except equity shares), the 
ratio as of March 26, 1999 stood at about 
55 per cent, or in incremental terms it 


hoiked Old to 47.8 per cent for 1998-99. 
Apart from the norm of ctedit-dqiosit ratio, 
tire RBI should derive an estimate of 
desirable level of incremental credit for 
1999-2000, and if baidcs* deposit growtii 
falls shortof the requirenrent, some qiedal 
refinance window may be activated to 
supply liquidity supped to banks. 

Third, the importance of priority sector 
credit norm of 40 per cent has been stealth¬ 
ily diluted by including a number of new 
elements like indirect credit for agricul¬ 
ture; the banks have also been allowed to 
give the backlog as loans to SIDBI and 
NAB ARD. One of the harshest aspects of 
the present creditdelivery system has been 
the general neglect of small and priority 
sector borrowers. Prescription of sectoral 
norm for agriculture, small-scale industry 
and small borrowers does not amount to 
micro-level influencing; there are millions 
of such potential borrowers who deserve 
to be catered to by banks. It is the lacka¬ 
daisical monitoring of the RBI that has 
been responsible for a general neglect for 
small borrowers; this in turn was because 
under the influence of mainstream stiuc- 
tural adjustment programme, the central 
bank at that time had lost faith in the 
.system of directed credit. It is time that 
some vigour is introduced to the imple¬ 
mentation of R B Gupta (in agriculture) 
and S L Kapoor (small-scale industry) 
committee reports in letter and spirit. The 
same organisational vigour has to be 
introduced in the general credit delivery 
system so that bank personnel imbibe the 
genuineness of providing adequate bank 
credit to productive sectors - a promise 
the RBI keeps giving ad nauseam. The 
RBI has to be assured of organisational 
preparedness by banks for credit delivery 
as well as credit recovery. Some system¬ 
atic monitoring of such arrangements 
should not imply interference in the day- 
to-day functioning of banks; it is only to 
ensure that the credit policy goals are truly 
achieved in letter and spirit. 

Fourth, apart from the organisational 
issues, banks have been deterred from 
rendering commercial credit for two rea¬ 
sons: difflculties faced by manufacturing 
firms to fulfil their repayment obligations 
in a situation of depressed economic 
activity and increased rigours of risk- 
weightec capital norms. No doubt, 
a vicious circle has set in whereby de¬ 
pressed output and inve.stment activity has 
hurt cash flows of corporates, which in 
turn has made banks shy away from lend¬ 
ing to commercial units. In such a situ¬ 
ation, banks alone can break the vicious 
circle, and it is possible becau.se there is 
a continuum in the production and trading 


cycle Mid titeic ire iniits b tiie 
commercial loop whidi are ciqidhie of 
absoibing higher bank credit if bnnks con¬ 
sidered cofnmerdal lenctings as one of 
tiieir crudal oUigations, wkh of cowne 
apinopriate safeguards. Today, there is a 
blanket resistance to lending to corporates, 
particularly small and medium ones. With 
regard to the provisimiing of minimum 
capital to risk assets ratio (CRAR), the 
current environment, where die cretht flow 
is choked, calls for relaxation. The mini¬ 
mum that should be done is to postpone 
the implementation of the measures taken 
in October last; in particular the increase 
in the CRAR from 8 to 9 per cent for the 
year ending March 31,2000 deserves to 
be suspended as a signal to banks to 
promote improved credit delivery. 

Fifth, encouragement to credit expan¬ 
sion for priority sectors can also be done 
by opening a refinance and rediscount 
window for banks against such lendings. 
The special liquidity support given to banks 
against government securities worth about 
Rs 3,235 crore having been being extin¬ 
guished, a similar amount could be used 
for the above purpose. 

Sixth, a more potent instrument of in¬ 
jecting liquidity, albeit selectively, could 
be applied in the case of development 
finance institutions (DFIs) for on-lending 
term credit in favour of industrial invest¬ 
ment and infrastructural development. 
Each year the RBI could set aside about 
Rs 5,000 crore for this purpose. Infusion 
of such funds by the RBI in favour of 
the DFIs may help the latter from putting 
pressure on the capital market and 
pre-empting funds therefrom; this may 
facilitate the manufacturing firm.s to 
resort to equity issues and may thus 
help the revival of the primary capital 
market. 

Finally, on the interest rate front, two 
steps are required. First, the earlier facility 
of providing export credit refinance facil¬ 
ity at two percentage points less than the 
Bank rate deserves to be restored. In the 
post-budget announcement of the credit 
policy on March I, the RBI has said that 
the export credit refinance will be pro¬ 
vided to banks at the Bank rate (which is 
8 per cent now). Secondly, and more 
significantly, the RBI should intervene in 
the fixation of coupon rates on commer¬ 
cial bonds and introduce a ceiling at say 
about 12.5 to 13 per cent for banks and 
FIs and at about 14 per cent for manufac¬ 
turing Arms in the public and private 
sectors. Besides, all bond issues are re¬ 
quired to be compulsorily rated. These 
measures will have some positive impact 
on the capita) market. 
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4diUt Education: A Ihle of 
Empowerment Denied 

/imala Raraachandran 

the National Adult Education Programme and the Total Literacy 
Campaign (TLC) failed to live up to their initial promise. Corruption 
mdermined the former, a grants-in-aid scheme, and a quick-fix 
qfproach the latter, besides the stress on the commitment of 
ndividual administrators rather than on system reform that injured 
'wth. One upshot was that an opportunity for the empowerment of 
vomen that unexpectedly presented itself was squandered. 


fHE early fifties were euphoric days for 
ndia. We had confidence in the ^ture. 
n our people and in the capability of the 
iystem to deliver the goods. China was 
vorking wonders in the field of education. 
Ve were confident that we too could do 
veil. There was a feeling that adult lite- 
acy would happen in our country in due 
:ourse. Of course, it was not on the prio- 
ity list. The Nehru era focused on infra¬ 
structure development, the building of 
nstitutions of higher education and tech- 
lical education, and primary education, 
(lie Education Commission (1964-66) rai.sed 
he issue of adult literacy and called for 
liquidating iiliterKy’. advocating a selective 
Ls well as mass approach. But that did not 
ranslate into concrete programmes. 

It was not until after the emergency of 
he mid-seventies that the government 
iecided to initiate a nationwide programme 
or the -eradication of illiteracy. The 
National Adult Education Programme 
NAEP) was launchedon October 2,1978. 
Phe 1970s was an era of radical literacy 
novements which saw literacy as an 
smancipatory tool. 

In the immediate post-emergency pe- 
iod the NAEP created space for the in¬ 
volvement of non-govemmental organi¬ 
sations and social action groups in the 
iteracy movement. This was hailed as a 
irogressi ve step. The government was not 
seen as the primary vehicle for adult lit- 
:racy and empowerment at that time. The 
nogramme was motored by a scheme of 
grants to voluntary organisations. Gradu- 
illy, however, the government created 
idult education units with the mandate to 
on literacy clas.ses. Given the severe 
esource crunch, the government relied on 
)art-time instructors who were paid very 
nodest honorariums. It was argued that 
his was just a token effort designed to 
sneourage young rural men and women 
o teach adults in their own community. 

The intended goal was education, not 
ust literacy. Literacy was seen as a tool 


in a larger effort to create awareness. It 
was believed that this would give adults 
the confidence to reach out to information 
and knowledge, acquire new skills and 
walk with their heads held high. During 
the early years, the NAEP evoked a great 
deal of enthusiasm. -The voluntary sector 
was just emerging as a force to reckon 
with. These “non-party political forma¬ 
tions*' were hailed as hartiingers of social 
change - which the election-oriented 
political parties had ceased to be. Given 
the post-emergency scenario in India, the 
very presence of community-based social 
action groups and voluntary agencies was 
seen as a triumph for democracy. The 
deci.sive electoral verdict against Indira 
Gandhi in 1977 and the restoration of 
democratic processes thereafter seemed to 
signal the ^ginning of a new era. The 
post-emergency euphoria coupled with the 
recognition that the state alone could not 
deliver the goods in an iniquitous market- 
oriented society acted as a spur for new 
movements, organisations, activities and 
actors. Though Indira Gandhi returned to 
the helm in 1980 voluntary organisations 
had come to stay by then, as had the 
literacy programme. Something had 
changed between 1975 and 1979. 

What Went Wrong with NAEP 

The centrality of popular education in 
workers' struggles and radical movements 
had come to be accepted by the late sev¬ 
enties. Education for social justice and 
equality was the slogan of that era. extend¬ 
ing into the early eighties. Entrusting the 
task of adult education to the emerging 
voluntary scctorseemedtobealogical step. 
While this situation was sought to ^ 
exploited by opportunists with an eye on 
the roadily-available funds, it also set the 
stage for many genuine groups inspired 
by Paulo Freire and Ivan Illich to do re¬ 
markable work in participatory learning. 

Unfortunately, the N^P got discred¬ 
ited within i 0 years of its launching. Anil 


BonUa, the dreanusr who conceptualised 
the programme and nurtured it during die 
first few years, admitted this; “As it con¬ 
sciously tried to move away from being 
identified with the government pro¬ 
gramme. it provided for greater participa¬ 
tion of voluntary agencies...Inheient struc¬ 
tural deficiencies, coupled with inflexi¬ 
bilities of all kinds and at all levels - in the 
timing of the centres, in numbers enrolled, 
in the provision of funds, and in the 
bureaucratised, hierarchical attitudes-led 
to a situation where the NAEP, which had 
had a promising start became another 
ineffective government programme” 
[Bordia and Kaul 1992]. 

What were these ‘inherent structural 
deficiencies’? Systems set up for making 
grants and monitoring their use did not 
function well: corruption, misutilisation 
of funds (especially by influential people 
who set up voluntary organisations), 
grossly inadequate payments to literacy 
instructors and abysmal support structures 
eroded credibility. Evaluation showedthat 
many voluntary organisations did little. 
There were many cases of bogus organi¬ 
sations receiving funds, and in .some areas 
the programme became yet another patro¬ 
nage network of the powerful. There were 
examples of organisations that received 
enormous funds but made little impact on 
literacy'levels. While there were also 
examples of patlibreaking work, such 
success stories were few and far between. 

Having invested millions of rupees, the 
government decided to switch to a cam¬ 
paign mode in 1988 when the NAEP was 
wound up and the total literacy campaign 
(TI-C) launched. The emphasis changed 
from adult education to adult literacy. 

The decline of the NAEP sent out the 
signal that problems were inherent in 
government-sponsored, centrally-admin¬ 
istered grant-in-aid scheihes. Given the 
prevalent administrative culture, any grant- 
in-aid programme faces the danger of 
partisanship and politicisation. Creating ad¬ 
ministrative and financial systems that arc 
transparent and accountable, and sustain¬ 
able as well, is not easy. The difficultiei 
did not receive due attention. The admin- 
i.strators who designed the programme 
placed too much reliance on the capabili 
tiesofeommitted civil servants. The impor¬ 
tance of transparent systems for selectior 
of voluntary agencies, rules, regulation! 
and objective criteria for the evaluation ol 
progress was not adequately appreciated 

Outdated grant-in-aid procedure! 
.shrouded in bureaucratic secrecy, erratic 
financial flows and a tenckney to keep the 
voluntary agencies on tenterhooks vir-a- 
vis grants further compounded the prob- 
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lem. This system bred petty corruption. It 
was not uncommon for voluntary 
organisations to pay speed money toensure 
timely release of funds. The sad truth is 
that such phenomena are widespread in 
grant-in-aid schemes in the fields of edu¬ 
cation, women’s development, rural de¬ 
velopment, environment and so on. 

Nor can we place much reliance on 
administrators having activist inclinations 
and endowed with charisma. Such admini¬ 
strators make little effort to initiate reform 
within the system. Impatient with main¬ 
stream structures, they are given to by¬ 
passing the system and creating alterna¬ 
tive management stnictures. What they 
apparently fail to realise is that the main¬ 
stream administrative culture gradually 
eats into alternative structures. Such ad¬ 
ministrators refuse to acknowledge the 
inherent limitations of a charismatic leader 
model. Rarely looking beyond their 
tenures, they seem to ignore the preva¬ 
lence of cormption and mismanagement 
in .such system. The upshot of all this was 
that many social activists and organisations 
who had done good work through the 
NAEP gradually moved out of 'adult 
education' and went into participatory 
development. Most of them opted out of 
government schemes and started 
mobilising funds from donor agencies. 
Decline in the NAEP’s credibility had led 
to widespread disillusionment with the 
very concept of adult education. 

From Adult Education to Literacy 

As in the case of the NAEP. voluntary 
organisations, social action groups and 
village-based social animators were the 
mainstay of the TLC. But there was a 
difference. The literacy mission was po¬ 
sitioned as a time-bound campaign in¬ 
volving a wide range of actors as ‘part¬ 
ners' in social mobili.sation. The centre- 
based approach gave way to intcasivc 
time-bound literacy classes conducted by 
volunteers. 'Zillasaksharatasamitis' (dis¬ 
trict literacy societies) were created to 
bring together people from the adminis¬ 
tration. voluntary groups and national 
re.source agencies like the Bharat Cyan 
Vigyan Samitis (BGVS), an offshwrt of 
the communist movement in Kerala, as 
well as individual social activists. This 
structure was created to tran.sfer initiative 
to the community and generate a momen¬ 
tum tor literacy through creative environ- 
mcri-building. Jathas - processions for 
social mobilisation which use theatre, 
music and dance as tools - were to be the 
instrument of environment building. 

l.iteracy volunteers were recruited and 
trained. They were asked to run classes 


for six months - in which time the adult 
learners were expected to complete learn¬ 
ing the first primer. The scheme also pro¬ 
vided for post-literacy centres called Jana 
Shikshan Nilayam. The fulcrum around 
which the entire campaign was to revolve 
was the district collector - who was also 
the chairperson of the zilla saksharata 
samiti, a government-created autonomous 
society. It was hoped that this structure 
would foster genuine partnership between 
the district administration and social ac¬ 
tivists. community leaders, eminent people 
and of course ordinary citizens interested 
in working for the campaign. 

Civil servants were expected to initiate 
and lead a mass campaign. They were also 
expected to galvanise the entire adminis¬ 
tration to work in campaign mode. In 
short, they were asked to keep their bu¬ 
reaucratic training to one side and plunge 
into social activism. The legacy of the 
dispassionate and neutral civil servant was 
laid to rest. 

Like the NAEP, the literacy campaign 
was designed fur the exceptionally com¬ 
mitted or exceptionally ambitious civil 
.servant. It was beyond the reach of routiners 
howsoever competent. The Zilla Saksha¬ 
rata Samiti was to have a great deal of flexi¬ 
bility. It was expected to combine the out¬ 
reach and authority of the government with 
the flexibility of voluntary organisations. 
The 'empowered committee’ - the execu¬ 
tive committee - was to include represen¬ 
tatives of civil society. Funds were to be 
channelled directly from the union govern¬ 
ment. the state governments being bypassed. 


’When the country was plunged a 
communal cauldron during the early nine¬ 
ties, a social worker from Uttar ^adesh 
commented that the expenditure incurred 
on the literacy campaign, an election 
campaign and theRam Janmabhoomi cam¬ 
paign were not different from one another; 
who can tell how many organisations 
secretly fed and housed ‘kar sevaks*. The 
reality is that there was no foolproof system 
to monitor the environment-building stage 
of the TLC- The system hinged on the key 
administrators’ political proclivities. While 
the department of education (ministry of 
human resources development) appointed 
people with known secular credentials in 
decision-making bodies during the early 
years, Indian politics itself was changing 
colour in the mean time. Such criticism 
notwithstanding, the TLC did capture the 
imagination of many organisations, civil 
servants and ordinary people. 

Women responded in large numbers 
making the campaign a potential force for 
the inobilisationandempowermentof women. 
Such unexpected spin-offs emerged as the 
greatest validation of the campaign. In an 
otherwise bleak scenario, this aspect of the 
literacy campaign reopened the debate on 
education as a tool for women’s empow¬ 
erment and equality. The women’s move¬ 
ment. which had hitherto had an ambiva¬ 
lent stand'on adult education and literacy, 
took note of the mobilisation of women, 
particularly in Pudukottai district of Tamil 
Nadu and Ncllore di.strict of Andhra 
Pradesh - where it vvas unprecedented. 

In Nellore, a coastal district, the initial 
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successful, and many vromen came for¬ 
ward to participate in literacy classes. One 
seemingly unimportant chapter taught in 
the classes described the effect of alcohol¬ 
ism on the family and the efforts in some 
^rts of the country to fight the social evil, 
huiybe the time was just right or maybe 
the women of Nellore were quite fed up 
with the havoc alcohol has created in their 
lives, but this chapter galvanised them. 
Almost overnight, thousands of women came 
out of their homes, and the ‘anti-arrack’ 
movement of 1992 was bom. District offi- 
ciaisinvolvedinthe literacy campaign were 
not just sympathetic to the movement. 
They encouraged it. As the movement 
picked up momentum, the state govern¬ 
ment declared prohibition in April 1993. 

Changing government policy was a 
heady experience, and during one of the 
victory celebrations women discovered the 
magic formula of self-help groups. This 
discovery led to the birth of the savings 
movement. In just two years, nearly 6,000 
savings groups called ‘Podupulakshmi' 
y:ame up The government then decided to 
create a women's bank This was a mistake. 
Women who had got used to handling 
their own money and who had expenenced 
the power of decentralised decision-mak¬ 
ing were reluctant to hand over their savings 
to an impersonal banking system. The 
savings movement lo.st its momentum and 
gradually petered out. though many groups 
reportedly continue to function quietly 
In Pudukotlai, an impoverished di.stnct. 
the literacy campaign led to unprecedented 
mobilisation of rural women in 1992. The 
bicycle became the instru ment of empower¬ 
ment of women in this area. Thousands of 
women learnt to ride it Acquisition of the 
means for greater mobility alongside litfracy 
) skills was the distinguishing feature of the 
campaign as it developed in this district 
The women of Nellore and Pudukottai 
may not have mastered literacy skills, but 
the literacy campaign changed their lives. 
As Avik Ghosh observed in 1997; 

The...anil arrack movement launched by 
rural women in Nellore distnet became 
possible because the literacy centres pro¬ 
vided a torum lor women to meet, share 
experiences and discuss issues.. While it 
was never the national literacy mission’s 
intention to create confrontation between 
people and the administration, the facili- 
tative factors of a volunteer-based and 
loosely structured programme provided 
the space for people to think and act freely. 
The distnet officials and the literacy 
workers, on their part, facilitated and 
provided positive support to iheir 
cause...The TLC provid^. for the first 
time on such a large scale, a forum for 
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learning and sharing among volunteers 

(agents of change) and learners (those 

desirous of change). 

Large-scale campaigns impart dyna¬ 
mism and the will to change to their 
participants, and this was more than dem¬ 
onstrated in some districts in the context 
of the TLC. Literacy classes and the group 
discussions, experience-sharing, access to 
information and collective action associ¬ 
ated with them generated their own 
momentum. Evaluation reports and travel 
notesofthosewho visited tlwTl£ districts 
show that people belonging to traditionally 
disadvantaged groups like the scheduled 
caste.s and the scheduled tribes partici¬ 
pated in large numbers. Women jumped 
into the arena with great enthusiasm. 

It was too good to last. The literacy 
mission lost in 1993 the momentum it had 
gathered from 1989 to 1992. Campaign 
managers and administrators sitting in 
Delhi and in state headquarters had belied 
the hopes of thousands. It is now widely 
known that the literacy classes could not 
be sustained everywhere and that the 
continuing education programme was a 
non-starter. Shoddy planning, red tape and 
the unfortunate lack of continuity in the 
policies and practices of the government 
(as represented by senior officers) led to 
the demise ot an otherwise exciting pro¬ 
cess. Studies conducted in Birbhum, 
Bilaspurand Dumkadisti ictsby the Centre 
for Media Studies, New Delhi in 1998 
confirmed the worst fears of observers. 
Not much literacy happened, though people 
might have leaint to sign their names. But 
the campaign did lead to greater demand 
for primary education for children. 

The culture ol 'undo what my predeces¬ 
sor did’ attected the literacy campaign. 
Moreover it was realised that the cam¬ 
paign was floundenng in many districts. 
The government therefore launched ‘Op¬ 
eration Restoration’ in 1994. Twenty-five 
districts, most ot them in ‘resistant' states, 
were selected for special attention. It is 
difficult to make any categorical state¬ 
ment on the success ot Operation Resto¬ 
ration. The available evidence, anecdotal 
and patchy, docs not speak of any spec¬ 
tacular turnaround. 

The literacy mission demon.strated that 
given the right environment and the right 
stimulus the stale machinery could be gal¬ 
vanised into cieative action. It also demon¬ 
strated beyond doubt that people, especially 
women, are not apathetic to learning. 
Beyond a particular .stage in life they may 
find literacy skills difficult to acquire and 
retain, but enthusiasm for learning and 
acquiring knowledge docs exist. Women 
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they wanted to learn the three Rs but 
because thecampaignopenedawindow to 
the world outside. Women may not have 
learnt to read and write. Imt they certainly 
learnt to think, question themselves, speak 
their minds and work collectively. 

Missed Opportunities 

The literacy campai gn is a story of missed 
opportunities. Wherever the campaign 
made an impact, women came forward. 
Poor rural women got a glimpse of a brave 
new world. In Nellore women came out 
of their homes, made alliances, worked 
closely with the administration and tried 
to change government policy. This gen¬ 
erated greater awareness of social issues 
and encouraged the women to think stra¬ 
tegically. The anti-liquor movement gradu¬ 
ally gave place to the savings movement. 
Women formed groups to pool their sav¬ 
ings and tap the corpus thus created for 
consumption and production loans. It was 
e.stimat^ in April 1995 that there were 
6,600savings pools bnnging together more 
than 2 lakhs women. The groups had 
mobili.sed Rs 6 crore and gained access 
to Rs 3.75 crore through the Integrated 
Rural Development Programme (IRDP), 
and the Development of Women and 
Children in'Rural Areas. It was an excep¬ 
tional success story It spawned a move 
to initiate a movement called ‘People’s 
health in people's hands’. Th6 environ¬ 
ment could not have been more favourable. 

Here was a histone opportunity to use 
education as a tool for the generation and 
consolidation of people’s power. But it 
was not to be. Adult educators and cam¬ 
paign managers packed their bags and left 
They did not recognise the potential of a 
village-level institutional base for the 
promotion of life-long learning. The 
Andhra Pradesh government saw in the 
savings movement only an opportunity to 
build a women’s bar^. The confidence 
women in Nellore gained through the 
literacy campaign, the anti-arrack move¬ 
ment and the savings movement is still 
with them, but they have lost their col¬ 
lective strength. Women in Puddukottai, 
where cycling came to represent mobility 
and autonomy for women, narrate similar 
experiences. 

After one has talked to a wide range of 
actors involved in the literacy campaign, 
a di.sturbing picture emerges. There was 
no strategic thinking - cither in New Delhi 
or at the district level. Collectors, like 
most career civil servants, have a short 
time horizon. The literacy campaign gave 
them an opportunity to shoot into promi¬ 
nence, make a splash and then move on. 
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The painstaking prcKcss of nuitoiing i 
movement, helping ordinary people con¬ 
solidate their new-found identity and 
strength and building sustainable organi¬ 
sational structure is alien to theci vii service 
ethos. Unfortunately lor India's develop¬ 
ment administration the average administ¬ 
rator does not think beyond his ovm tenure 
of, say, three to five years. The adminis- 
trativecuituredoesnot encourage building 
on the achievements of predece-ssors. On 
the contrary a tendency to negate the contri¬ 
butions of predecessors has taken hold. 

The literacy campaign wa.s launched 
and justified as aquick-ftx movement for 
the“eradication"of illiteracy. It was never 
conceived as a spark that would Ignite a 
movement for lifelong learning. 

The country seems to have given up 
strategic planning during the early seven¬ 
ties. What it needs are programmes with 
a long-term vision, whether the goal be 
child survival, safe motherhood, adult 
literacy or universal primary education. 
Quick-fix campaigns can at best provide the 
initial momentum. Again what we need 


ON March 26,1999. a quarter of a century 
had passed since a group of women in the 
Reni forests of Garhwal Himalaya suc¬ 
ceeded in chasing away timber felling 
contractors. In course of time this event 
became a milestone in the evolution of the 
world famous Chipko movement. An 
impressive and useful bibliography on the 
literature around the movement has also 
developed since then. A number of activ¬ 
ists with remarkable philosophical rich¬ 
ness and social commitment have devoted 
their lives to this movement, which is one 
of the most written about in the world 
today. 

In spite ot the volumes of literature, or 
probably because of it, there appear some 
serious gaps in the public impressions and 
actual realities of the movement. Myths 
have often flouted realities, individuals 
with no links with the movements have 


u> do is recognise the inherent limitations 
of our system and design programmes and 
schemes that are not dependent on the 
individual commitment, values and pro¬ 
clivities of extraordinary civil servants. 
We need transparent processes and sys¬ 
tems which are open to semtiny by the 
public - to be administered by nin-of-the- 
mill civil servants who are accountable. 
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often been projected by the media as its 
leaders. Thus, .some widely accepted yet 
mistaken concepts have gained currency. 
There is a need to re-establish the realities 
about the movement and to honour the 
selfless hard work of the numerous less- 
known and unknown Chipko activi.sts. 

As a student of environmental activism, 
over the past 20 years, the author and his 
associates have travelled extensively 
through mountain villages in large parts 
of Garhwal and Kumaon Himalaya, where 
the Ohipko movement emerged. This 
article is written as a tribute to the numer¬ 
ous and largely unknown activists of the 
movement on the occasion of the 25th 
anniversary of the successful fore.st pro¬ 
tection action in Reni under the leadership 
of Gaura Devi, head of the local village 
women’s organisation. It is also aimed at 
a wider examination of the reliability of 


media created 'mesaages' and rfispelBfli 
some of the myths about the inovemer 
that have floated around for quite some 
time. The article addresses questions sucl 
as is Chipko a movement rooted in eco 
nomic conflicts over mountain forests c 
guided by ideas of deep ecology; is it 
social movement based on gender c<^ 
laborationora ’feminist movement’ base 
on gender conflicts: and has anyone in th 
Chipko movement actually hugged tree 
at the risk of her/his li fe and not for waitin; 
photographers. 

Documented evidence from the move 
ment sources does not indicate any influ 
ences of the brand of thinking known a 
'deep ecology’. Dependable histories 
account of this widely written abou 
movement is. surprisingly, scanty. Amoni 
the early writers on the history of th 
movement, Bandyopadhyay (1992) as wel 
as Guha (1989) have not indicated an; 
link with 'deep ecology’. On June 24 
1973, the first successful resistance ti 
forest felling at (he Mandal forests wa 
based on economics and aimed at obtain 
ing higher allotment of trees for felling ti 
the Dasholi Gram Swarajya Sang.' 
(DGSS). a local Gandhian organisation 
On March 26. 1974. the more vociferou 
yet non-violent resistance at the Ren 
forests was triggered off by the news o 
auction of some local forests for fcllinj 
to a sports-goods company from the plains 
The contract system for forest fcllinj 
allowed rich contractors from the plain 
to make large profits from fellings in th 
mountain forests. The basic theme of th 
movement os opposition to this practio 
is precisely expressed in the foilowinj 
lines from a famous poem by Raturi. thi 
folk-poet of the movement; 

Embrace the trees in the forests 

And save them from being felled! 

Save the treasure of our mountains 

From being looted away from usi! 

The movement had its beginning in th 
conflicts over mountain forests betweei 
the economic interests of the mountaii 
communities and the economies of th 
plains. However, this fundamental basi 
of the movement got substantially reducei 
when the contract system of felling wa 
stopped and the public sector Fores 
Development Corporation was established 
The fellings were undertaken with th 
help of local village co-operatives. 

Reference in the literature is frequent!; 
made to an environmental branch of th 
movement, which called for a total ban oi 
commercial fellings in the whole Garhwa 
and Kumaon Himalaya. This part of th 
movement is reported to have originate: 
in the Tehri-Garhwal region, particular!; 


Chipko Movement: Of Floated Myths 
and Flouted Realities 

Jayanta Bandyopadhyay 


On the 25th anniversary of the Chipko movement, this is a tribute to 
the courageous activists and men and women of determination who 
brought Chipko from a possible instrument of .struggle to a trend¬ 
setting achievement. Also an examination of media created ‘messages' 
to dispel some of the myths about the movement, in particular, the 
question was Chipko about economics or deep ecology and was it 
feminist. 
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ttusMenwai vaiiey region, ana is loenunea 
with the slogan; 

What do tte forests bear? 

Soil, water and pure turi! 

The slogan is an excellent and simple 
summarisation of the ecological impor* 
t^Stce of the mountain forests, especially 
in uie Himalayan context. Many academic 
analysts, including the present author, had 
unhesitatingly accepted the slogan, when 
first informed about it. However, with the 
passage of time, several questions on the 
representative character and origin of this 
slogan have emerged. Notwithstanding 
the significant role played by the women 
of Henwal valley region in the protection 
of mountain forests, many women in the 
Garhwal and Kumaon region do not find 
the slogan very realistic. Can the women 
in the mountain villages who spend sev¬ 
eral hours each day in the forests strug¬ 
gling to collect daily firewood and green 
fodder, ever forget to include them in the 
list of important forest products, they ask. 
The convoluted argument that firewood 
and green fodder can grow only when 
Inhere is soil, water and pure air, and hence 
they are secondary, appears too distant, 
theoretical and urban in the face of the 
hard struggle for survival in the rural 
mountain villages. 

Naturally, the slogan has impressed 
urban environmentali.Hts the world over 
but, for the women in the mountain vil¬ 
lages who struggle to keep the cooking- 
fire running and the domestic cattle well- 
fed at home, the slogan is an abstract one, 
at best a reflection of half-truth of their 
lives. This point indicates why the eco¬ 
logical message of the Chipko movement 
has impressed environmentalists in the 
urban areas and the countries of the north, 
much more than those in the mountainous 
hinterlands in the south. However, there 
is also a positive side to it. Much of the 
success of the movement in getting tacit 
political support lies in this capacity of the 
leadership of the movement to mobilise 
the vocal and urban environmentalists. 
Thus, in line with the distinction made by 
Guha (1989), the Chipko movement has 
the private face of a quintessential peasant 
movement and a public face of one of the 
most celebrated environmental movements 
of the world. Chipko has its roots in the 
hard economic struggle for survival, while 
its face has been tactically decorated by 
some 'deep ecological’ terms. 

In the early literature on Chipko no 
serious questions were raised about the 
movement being based on gender conflict. 
There was no lack of recognition of the 
fact that the issue of forests in the Garhwal 
and Kumaon Himalayatouches the women 


much more intensely than the men. ihe 
presence of large number of women in the 
forest action at Reni, and the large-scale 
participation of the village women have 
led to some analysts claiming that Chipko 
is a 'women’s movement’. Guha (1989) 
has answered the.se questions in a substan¬ 
tive manner showing the locationof Chipko 
in the tradition of social movements of the 
region. However, in spite of that, Shiva 
(1992), identified Chipko as 'a women’s 
movement’, though no activist woman 
from the movement has made any such 
claim. The acutely subjective nature of 
such claims and the confusions they 
generate can be explained by a closer look 
at the way the protest led by Gaura Devi 
in 1974 is seen from the ecofeminist view¬ 
point. As Guha (1989) describes, “Reni’s 
importance in the saga of Chipko andolan 
(movement) is two-fold. It was the first 
occasion on which women participated in 
any major way, this participation, more¬ 
over, coming in the absence of their own 
menfolk and DGSS activists.” 

Guha has elaborated on how the offi¬ 
cials made aclevermove toget the menfolk 
and the DGSS activists away from the 
villages around Reni forests, so that fell¬ 
ing could be undertaken without resis¬ 
tance. 'The forest officials were concerned 
about the resistance to forest felling by 
both men and women. As Gaura Devi, the 
woman leader of the forest action at Reni 
explained [Guha 1989]: “It was not a 
question of planned organisation of the 
women for the movement, rather it hap¬ 
pened spontaneously. Our men were out 
of the village so we had to come forward 
and protect the trees.” This clearly estab¬ 
lishes the nature of the movement as a joint 
struggle based on gender collaboration. 
Thus, while the men in the concerned 
villages were diverted by a clever official 
move, the women took up the mantle of 
resistance. 

Interestingly, Shiva’s (1992) deitcrip- 
tion of the same incidence, from an 
ecofeminist viewpoint merely says: “A 
group of village women led by one Gaura 
Devi hugged trees, challenging the brute 
power of hired sawyers, about to cut down 
the trees for a sports-goods company,” 
This statement suffers from reductionist 
drawbacks and distortion of facts. Due to 
the reductionist view, Shiva is unable to 
.see the Reni action in a holistic perspec¬ 
tive. Hius, the link between the steps taken 
by Gaura Devi and the contrived absence 
of the men in the village has been missed 
in her analysis. 

Referring to the contrived absence of 
the menfolk of the village, Guha (1989) 
describes the same incidence thus: “Gaura 


Devi quickly iwAilised the other house¬ 
wives and went to (he forest. Pleading 
with the labourers not to start the felling 
operations, the women initially met with 
abuse and threats. When die women re¬ 
fused to budge, the men were eventually 
forced to retire...As such, even at the level 
of participation Chipko can hardly be said 
to constitute a women’s movement.” 

Gaura Devi herself did not mentitm any 
incidence of having led the women to 
embrace trees, as has been projected by 
Shi va (1992). This is historically incotrect. 
In the ecofeminist literature on Chipko. 
the womeh of Garhwal and Kumaon have 
often been described as opponents of 
change and mere carriers of tradition. 
Similarly, the menfolk are described as 
rapacious agents of economic develop¬ 
ment and change. Realistic, holistic a^ 
painstaking research results by scholars in 
the same region have, fortunately, pro¬ 
vided a different picture [see for example 
Mehta 1996], More recently, such myths 
have been more effectively exploded by 
the leading roles played by the women of 
Garhwal and Kumaon in the popular 
movement demanding a new and develop¬ 
ment-oriented state in this mountain region. 

Notwithstanding sensationalist writings, 
the women activists of the Chipko move¬ 
ment havei^onsidered that the movement 
has strengthened itself from gender colla¬ 
boration against the inappropriate manage¬ 
ment practices for the mountain forests. 
Women have played significant roles in 
the movement, just as their male counter¬ 
parts. There is no reason for seeing the 
Chipko movement as based on gender 
conflicts. 

A common impression exists all over 
the world, except in the villages of Garhwal 
and Kumaon, that large number of people, 
especially women, have been embracing 
trees to prevent their felling. While the 
media has played an important role in 
spreading the positive message of the 
movement, some journalists have failed 
mi.serably to maintain minimum profes¬ 
sional standards and have created serious 
confusions at the international level on the 
above question. 

In a magazine Sanctuary, Shiva (1992) 
declared that 'one Gaura Devi' led a group 
of village women to hug trees. A number 
ofre.searchers haddiscu.ssedtheReni action 
with Gaura Devi. However, there is no 
documented support to the claim of Shiva. 
She was neither present at the spot in Reni. 
nor does she refer to any discussion with 
Gaura Devi. There has been a mediacreated 
confusion on the issue of who embraced 
tlic trees inChipknmovement. This has also 
disturbed the activists of the movement. 
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The spmding of tnutnfonnotton istakeft 
to comical heights by a Malaysian jour-. 
nalist Fong (1996) who, in an article in. 
The Star wrote; "Her (Vandana Shiva's) 
name is synonymous with the Chipko 
movement (Chipko means embrace) in 
India, an active anti-logging movement in 
the 70s and early 80s. To stem environ¬ 
mental destruction, Vandana (Shiva) led 
thousands of women to embrace (literally) 
the trees in the Himalayan mountains in 
their bid to stop logging activities.” In the 
characteristic style of sensationalist jour¬ 
nalism, Fong (1996) does not provide any 
date, place, forest area, or villages asso¬ 
ciated with the incident he reports. Nor 
does he mention one name out of the 
thousands of women that Shiva, report¬ 
edly, had led somewhere in the Himalayan 
mountains. The activists of the Chipko 
movement, though partly amused, wrote 
a letter of protest to the editor of The Star. 
"The interview is ba.sed on false claims 
of Vandana Shiva and has angered 
many ...The real activists are so simple that 
they do not know why Vandana Shiva is 
reportedly publishing wrong claims about 
Chipko in the foreign press. We should 
all stand up against this new green exploi¬ 
tation of the people’s simplicity and cour¬ 
age by clever, greedy and selfish persons 


like Vandana Shiva” flardharietal 199^. 

Contrary to all the unfounded gieeni^ 
journalistic attempts in the international 
media, to garner the glory of the Chipko 
movement, there has so far been only one 
reported instance of actual use of the 
method of embracing trees, and that too 
by a male activist. In the year 1977, Dhoom 
Singh Negi,acourageousand lesserknown 
Gandhian activist from the village Pipleth, 
successfully prevented felling by embrac¬ 
ing trees in the Salet forest area in the 
Garhwal Himalaya, as has been reported 
by Shiva and Bandyopadhyay (1986). In 
all other instances of Chipko movement, 
resistance was expressed in other non¬ 
violent forms. In most cases, the presence 
of a large number of angry villagers was 
enough to discourage the contractors from 
trying to fell trees. 

All photographs of ‘Chipko Actions’ 
represent enactments. When the only 
reported incidence of embracing trees to 
protect them from felling occurred in Salet 
forests in the Garhwal Himalaya, and 
human life was at risk, there was no 
photographer around in the remote moun¬ 
tain forests. 

Many courageous activisLs. men and 
women of determination, have brought 
‘Chipko* from the stage of a po.ssible 


iftstniment of stmggle to tihe Iftme Of a 
trend-setdng achievement. Individiudslike 
Dhoom Singh Negi are busy working in 
their small and remote Ifimalayiui villages 
for the cause of sustainable human devel¬ 
opment. On the occasion of the comple¬ 
tion of a quarter century since the moun¬ 
tain women's action at Reni forests in 
1974, this article is a tribute to all of them. 
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Welfare and Well-Being 
in Modem Mexico 

David Barkin 

* ^he restructuring of Mexican economy and the reorganisation of the 
state have changed the government’s relation to the people, 
redefining the responsibilities for creating opportunities and resolving 
social problems. This article reviews the impact of structural changes 
on the well-being of the principal social groups and the government's 
response to the profound problems of neoliberalism. 


THERE is ample recognition that the 
process of globalisation is causing grow¬ 
ing polarisation in all dimensions of social 
life: among regions, social classes and 
people. In spite of the unprecedented 
volumes of material production, inter¬ 
national trade, and international capital 
flows, in virtually every society a crisis 
of lack of gainful employment and declin¬ 
ing levels of individual welfare appear to 
be the unavoidable results of a new system 
V of globalised production. The rcstructur- 
^ ing of the Mexican economy and the 
reorganisation of the state during the past 
20 years dramatically changed the 
government’s relation to the people, re- 
defining the responsibilities for creating 
opportunities and resolving social prob¬ 
lems that arise as a result of the new 
order. In this short article. I offer a review 
of the impact of these structural changes 
on the well-being of the principal 
.social groups and the government’s res¬ 
ponse to the profound problems that 
have arisen. 

MiixiCAN Reforms 

The thoroughgoing package of economic 
and political reforms implemented during 
the I980.S created the conditions for 
Mexico’s full integration into the world 
economy. Its accession to the General 
Agreement on Tariffs and Trade (GATT) 
in 1986 was followed by an accelerated 
elimination of barriers to foreign com¬ 
merce, the precipitous negotiation of the 
North American Free Trade Agreement 
(NAFTA), and the removal of other de¬ 
terrents to foreign participation in the re¬ 
shaping of Mexican society and its 
economy. The results are evident to all 
observers, although there arc varying 
interpretations of their significance for 
individual welfare and the nation’s 
future. 

The country’s economic structure was 
iiKidiried dramatically. The long-standing 
programme of import substituting in¬ 
dustrialisation supported by a programme 


of ‘stabilising development’, was jetti¬ 
soned. The articulated system of 
interindustrial relations forged to supply 
basic consumer needs of a modernising 
population was dramatically unravelled. 
Instead, the Mexican government allowed 
an unrelenting succession of consumer 
goods imports to flood the mailcet. Ap¬ 
parently, this was meant to purchase 
political suppon from various social groups 
who did not fully understand the pro¬ 
gramme of international economic integ¬ 
ration. Small and intermediate sized firms 
found themselves unable to compete and 
even many larger companies were forced 
to lay off sizeable proportions of their 
labour force as part of their desperate 
struggle to become more competitive. In 
the process, export-oriented production 
reshaped the economy and even the spatial 
organisation of s(x;iety. 

This ncoliberal reorganisation was 
implemented by a new group of policy¬ 
makers. Their vi.sion of the state’s role in 
society led to a profound realignment of 
economic power, with private interests 
assuming responsibility for guiding the 
modernisation and evolution of the pro¬ 
ductive stmeture. In the new scheme of 
things, the professional managers were 
charged with creating an environment 
conducive to the smooth functioning of 
private capital, be it domestic or foreign. 
Mexico was integrating itself intothe world 
economy more rapidly and completely 
than otter countries, and was offering its 
rich array of natural resources, be they 
animal, vegetable or mineral, and its 
abundant supply of labour power, as in¬ 
puts to attract the world's corporations 
who would accelerate the rate of economic 
growth. 

Without evaluating the merits and ef¬ 
fectiveness of this strategy, it is clear that 
it brought about an intense process of 
social polarisation in Mexico, aselsewherc. 
This is evident from a summary exami¬ 
nation of: (I) the evolution of the labour 
force and salaries, (2) data about income 


tfidribuiion, and (3) other indicators of 
material well-being. 

Employment and wager. The 1982 cri¬ 
sis ushered in a recession that had disas¬ 
trous consequences and was further com¬ 
pounded by the sudden removal of import 
barriers that permitted a massive in^w 
of consumer goods. When combined with 
policies that forced peasant communities 
to abandon the planting of basic crops and 
the expansion of irrigated and mechanised 
production, the country faced a massive 
displacement of labour in traditional jobs. 
The manufacturing sector witnessed a 
22 per cent decline in its share of the 
labourforce in private establishments from 
1980 to 1993 [Rendon and Salas 1996] 
while real incomes in the peasant farming 
sector fell without a concomitant decline 
in the labour force (Lopez and Mendez 
l992].Tteexpansionofthc ‘maquiladora’ 
industry to more than one million employ¬ 
ees in 1 998 only partially compensate for 
the slow growth in industry and agricul¬ 
ture. The automobile industry also ex¬ 
panded rapidly. Employing about 1,50,000 
people by the end of the f990s. it re¬ 
sponded positively to the withdrawal of 
import barriers on parts sent merely for 
assembly. By 1993, before the most recent 
incFea.se the ‘maquila’, however, the ex¬ 
port platfosm had jumped from 6 to 20 per 
cent of the manufacturing labour force. 
Unfortunately, the expansion in these 
sectors cannot have the same multiplier 
effects as the jobs that were lostelsewhere, 
since purchases of inputs for the maquila 
are only about 2 per cent of the value of 
production, and the auto indastry is ac¬ 
tually running a balance of trade deficit 
bccau.se of the high proportion of im¬ 
ported parts in its products. Further com¬ 
pounding the problem was the wholesale 
destruction of small and medium-sized 
business, either because of massive im¬ 
ports with which they were unable to com¬ 
pete, or the lack of credit and the high 
financial costs for those who were able to 
obtain financing. 

The policies adopted to implement the 
new vision depres.sed real wages; an in¬ 
novative series of wage repression 
schemes, more recently institutionali.<ied 
in the form of ‘pactos’, or tripartite ‘agree¬ 
ments' guided the evolution of wages 
throughout the economy. Because of the 
lack of long-term aggregate series of 
reliable information about real earnings, 
a number of .scholars offer their own 
versions of the misfortune imposed upon 
Mexico's workers and their families. Since 
its peak in 1976. for example, the mini¬ 
mum wage has fallen 73 per cent to a 
historic low of 34 pesos a day (US $ 3.40), 
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about two-lhinls of the level when the 
concept was first introduced in 1934 
[Barkin 1990; Valle and Martinez 1996], 
Today it is so low as to be an irrelevant 
reference point, except for wages paid to 
day labourers of indigenous origin in 
agricultural regions, or in some of the 
maquiladora plants that are moving to 
Mexican villages far from the border to 
escape the increasing vigilance of regu- 
latoiy authorities and militancy of work' 
ers' organisations. 

Of course, most Mexican families could 
not survive such a drop in real incomes. 
Industrial incomes did not decline as 
drastically: workers’ real salaries fell ‘only’ 
SI percent, while employee wages were 
squeezed 27 per cent between 1976 and 
1996 [Valle and Martinez 1996], To offset 
these dramatic changes in pay scales, 
households throughout the social scale 
have adjusted by increasing the number 
of members they send into the labour 
force, even if this means bloating the 
ranks of the itinerant merchants and other 
poorly paid groups. The number of small 
(micro) businesses has virtually exploded 
as people desperately search for new ways 
to eke out a living.' In an attempt to draw 
a coherent aggregate picture of these 
developments, another scholar developed 
a measure of ’disposable income per 
male adult equivalent’*for the 1981-96 
period. His original calculation of a de¬ 
cline of 22 per cent rose to 30 per cent 
when adjusted for the dramatic deterio¬ 
ration in income distribution since imple¬ 
mentation of neoliberal policies of eco¬ 
nomic adjustment and restructuring 
[Boltvinik 1998J.2 

fneome distribution: Mexico’s inequi¬ 
table income distribution has provided 
fodder for ridicule and concern for de¬ 
cades, since the first studies of the issue 
in the sixties [Martinez 1960. l970:Tello 
1971]. The continuing improvement in 
material conditions and real incomes 
undoubtedly explained why. in the midst 
of increasing concentration of income and 
wealth through the sixties, (he Mexican 
people continued to support the regime 
Md its model of ‘stabilising growth' 
[Barkin 1974]. But with the end of 
generalised improvements in economic 
welfare in the 1970s, and a renewed in¬ 
crease in income concentration, the issue 
of social polarisation emerged, as did 
programmes to combat marginality and 
extreme poverty. 

Again, the paucity of reliable informa¬ 
tion led to creative attempts to describe 
the process. The offerings range from the 
pedestrian displays of monetary income 
by deciles to complex calculations of 


.'‘ material well-being on the basis of im¬ 
puted incomes from owner occupied 
' housing and household consumption of 
subsistence products and services; sum¬ 
mary indices, like the Gintcoefficiem could 
hardly do justice to the depths of the polari¬ 
sation process.-^ The data were never able 
to encompass the profound differences 
of a divided, regionally and ethnically 
segregated, occupationally segmented 
society. Regardless of how it was mea¬ 
sured, however, the distribution became 
more unequal, accelerating with the 
neoliberal approach to economic manage 
ment. 

The differences within the working 
classes are, themselves, quite striking. In 
1997, with about 20 percent of the working 
population earning less than one mini¬ 
mum salary and another 15 per cent with 
no income at all, the workers covered by 
industrywide union contracts averaged 1.8 
minimum salaries, manufacturing work¬ 
ers 4.6, construction workers 2.6, while 
the maquila workers averaged 3.1. Simi¬ 
larly, the president reported in his 1998 
state of the union message that while 
average real wages for workers covered 
by the social security system (IMSS) 
declined by 24 per cent in real terms 
between 1994 and 1997, particular indus¬ 
try groups experienced losses ranging from 
18 per cent to 41 per cent, with the least 
harmed being concentrated in the larger 
enterprises [Rendon 1999]. Clearly, re¬ 
cent employment trends, concentrating 
growth in the service sector’s smaller firms, 
only serve to heighten polarisation. 

Material well-being: A brief glimp.se of 
the magnitude of poverty is suffleient to 
reveal the depth of the problems facing 
Mexico today. The stage of stabilising 
development (1958-70), now discredited 
for its inward looking approach, culmi¬ 
nated a 35 year ‘miracle’ of high rates of 
economic growth and contributed to forg¬ 
ing the industrial labour force and middle 
classes. Using a composite measure of 
basic needs and a socially defined poverty 
limit, the fraction classified as poor fell 
from more than three-quarters of the 
population in 1963 to less than one-half 
in 1981. a glowing testimony to the ef¬ 
ficacy of import substitution in addressing 
some of Mexico’s pressing social prob¬ 
lems [Herriandcz Laos 1992]. In contrast, 
with the implementation of the neoliberal 
approach to macro-economic manage¬ 
ment following the crisis of 1982, the 
same methodology produces an alarming 
30 per cent increase in the magnitude of 
poverty by 1994, before the onset of the 
most recent economic crisis [Boltvinik 
1998]. 


OmoAt. Weltame PKdcntAMMnES 

In the face of these giowihg inequali¬ 
ties. the government developed a succes- 
'sion of welfare programmes to contain the 
diverse manifestations of social discon¬ 
tent. Unlike past epochs, however, when 
profligate public expenditures were used 
as a tool of social control and redistribu¬ 
tion, the new budgetary discipline has 
forced a profound change in the way the 
government responds to righteous demands 
from the growing ranks of the extremely 
poor. 

One-quarter century ago, tlw govern¬ 
ment created a Commission for the Mar¬ 
ginal Areas to signal its awareness of the 
problem. By creating community level 
organisations, it offered to provi^ sup¬ 
port for micro-businesses, attack the (Hob- 
lem of rural unemployment with an infra¬ 
structure construction programme, and 
broaden the options for coasumers and 
producers alike by subsidising local co¬ 
operatives or privately owned stores. Like 
other such programmes that would be 
implemented during the following decades 
all over Mexico, they proved ineffective 
in stemming the increase in poverty. Rather 
than breaking down structural barriers, 
most analysts agree that they maintained 
the poor ‘in their place’, enlisting them 
for the political machine that guaranteed 
electoral victories for the official party or 
occasionally for the opposition [Fox 1992; 
Fox and Moguel 1995: Haber 1992]. 
Regardless of the explanations for these 
failures, there is general agreement that 
they were expensive and generally ill- 
conceived mechani.sms for attacking the 
root causes of poverty. 

Today the watchword of social welfare 
programmes is ‘targeting’. Previously, as 
a last fling to build or reinforce a political 
constituency among the poor, the PRI 
integrated a highly visible programme of 
public work.s. social services, and political 
mobilisations. Tried under the flag of 
‘Solidarity’ during the Salinas de Gortari 
administration, it was judged a failure 
after its director, Luis Donaldo Coiosio 
emerged as the new presidential candidate 
and was assassinated. The panoply of 
subsidies and the institutional safety net 
for urban poor and peasants is now re¬ 
placed by a succession of programmes 
designed to reach the most vociferous of 
the poor or those who might favourably 
respond to these manifestations of public 
sector concern. 

The new approach, dictated by the dual 
imperatives of fiscal responsibility and 
use of market guidelines, confers greater 
responsibilities on the poor. As in other 
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(^)ttRtries tiHtt iwve loopu^ 
liiiode). tte (toor are no longer consiKteted 
to be passive victims of the system, to 
be extracted from theiir pKght by a gen¬ 
erous programme of public expenditures. 
There is widespread agreement that 
this approach simply will not work. The 
.^ovemmeitt now conceives its respmisi- 
biiity as identifying the poor as precisely 
as possible and offering succour so that 
they can strive as individuals to resolve 
their particular problems and (re)join 
society. 

To implement this approach, new do¬ 
mestic programmes have been designed 
to reinforce international commitments to 
facilitate the unfettered operation of glo¬ 
bal markets. In rural areas, price supports 
were rapidly withdrawn (except for a 
temporary extension in the case of com 
and beans^) to allow producers freer reign 
in making decisions about how best to 
raise output. In their place direct payments 
are now made to farmers (ProCampo) in 
recognition of their need for income supple¬ 
ments becau.se of the prevailing low levels 
of productivity and farmgate prices. Few 
remember (hat this change from crop to 
income supports was a commitment made 
during the NAFTA and the Uruguay Rouiui 
of trade negotiations. Similarly, the aid 
and public works approach to poverty 
reduction is now being replaced by direct 
payments to needy families with young 
children. The .services supplied through 
ihe PROGRESA label of modem .social 
welfare to a well-defined clientele are ex¬ 
pected to reinforce their own desire and 
ability to ‘invest in human capital’ and 
thus create a new productive labour force 
for the future. With these innovations, 
poor people are now receiving direct 
payments from the government in the 
form of cheques that tliey can cash to truly 
modernise their poverty and their relation¬ 
ship to the bureaucracy of poverty. No 
matter that the political machine that 
oversees the programmes’ implementa¬ 
tion has changed little and oft times delays 
the distribution of these cheques until 
just before crucial political contests or 
mobilisations. 

The new welfare system is founded on 
the same premises as those guiding the 
economy as a whole. If m^eis are freed 
from the institutional fetters that limit 
individual creativity and initiatives, then 
production will increase more rapidly and 
specialisation will promote a generalised 
improvement in welfare through global 
exchange. Similarly, if individuals are 
given the wherewithal to realise their full 
potential, then they too will succeed in 
pulling theiiLselves up from poverty much 


more effectively than iny ofiSefati anti- 
poverty pit^ramme might. Bodi sets of 
assumi^ons are baaed 'on the vision of 
competitive markets offering equal op- 
porbmities and similar maiket power to 
all participants. With unimpeded capital 
flows and limited labour inobility, how¬ 
ever, the pervasive inequalities that have 
deepened social chasms in Mexico can 
only become even more severe; it will 
become increasingly difficult to create 
opportunities for the poor to surmount the 
heritage of institutimial and cultural ob¬ 
stacles or for small- and medium-sized 
businesses to create the goods and ser¬ 
vices that will generate the jobs required 
for further growth. 

A new welfare programme cannot hope 
to compensate for the profound failings 
of the product! ve model. As long as public 
policy is designed to give free rein to inter¬ 
national capital flows and disparage the 
importance of consolidating an integrated 
pr^uctive structure at home, it is unlikely 
that Mexico will be able to generate tl» 
productive jobs and public resources that it 
needs to rebuild its economy and strengthen 
its society. The individualisation of pov¬ 
erty, through the modernised welfare 
system further complicates the task, divid¬ 
ing communities against themselves, as 
each person struggles in the hope of quali¬ 
fying for the new cash payments and 
political favours. Even more troublesome, 
by attempting to break down the tradi¬ 
tional ties of community governance and 
collective process of resource and ecosys¬ 
tem management, the structural adjust¬ 
ments of neoliberal production and social 
polarisation threaten the ability of the 
system to contain social discontent within 
bounds and to guarantee the planet’s abi lily 
to support human society. 

An Alternative Vision 

Ironically, even former president Sali¬ 
nas de Gortari now claims to understand 
this reality. After forging the institutions 
that plunged Mexico into the morass in 
which it presently finds itself, he now 
claims that “we need to fashion...a 
decentralised and participatory alliance 
between public actions and private initia¬ 
tive’’. Recognising that “the neoliberai 
version of the market economy may favour 
the interests of big international businesses 
and transactions’’ the erstwhile autocrat 
now recants, calling for a "deepening of 
democracy...an economy more open to 
diversity of practices and institutions...and, 
therefore better able to combine the two 
clashing and overlapping requirements of 
economic progress - co-operation and 
innovation” [Salinas de Gortari and 


Mangabein 19991 . this mtpamM ' 
of the new generatiem of blind apostles of 
the neoliberal catechism by the demigods 
of yesteryear serves as fair warning: we 
must be ever more vigilant and stead¬ 
fast in our defence of the fundamental 
values on which human society depends 
for its cohesion and on which the planet 
Earth depends in order to continire to. 
sustain us. 

Fortunately, many sensible and dedi¬ 
cated people in Mexico and elsewhere are 
actively resisting their incorporation into 
this neoliberai pattern of global integra¬ 
tion. In today’s world, it makes little sense 
for peasant communities to insist on 
struggling to eke out an existence. The 
logic of the market modemiseis would 
’reassign* these large segmentsofthepopu- 
lation to more socially desirable locations 
through the seemingly ’neutral’ workings 
of the marketplace. Instead, as much as 
one-third of Mexico’s population has 
chosen to attempt to shape an alternatiye 
route. These people are not the isolated 
country bumpkins of yesteryear, rather 
they are members of societies that have 
become quite socially adept at maintain¬ 
ing some degree of independence: they 
survive under conditions that are often 
described as being ‘infrahuman,’ manag¬ 
ing a complex array of resources, crossing 
frontiers as others might navigate a high¬ 
speed thoroughfare, negotiating in hostile 
institutional settings to find employmeiK, 
transferring funds and then often choosing 
to returntotheir ’backward’ communities. 
They clearly are tiying to implement their 
own plan for the future; every year they 
transfer from other parts of Mexico and 
from the US resources equivalent to more 
than 40 per cent of the value of rural 
production. It is incumbent upon us to 
determine whether their altemative vision 
might not offer better opportunities for us 
all, including those of us locked within 
the confines of the modem, glc^al economy 
[Barkin 1998a, 1998b]. 

For those of us committed to tite con¬ 
struction of an altemative model, respond¬ 
ing to the demands of the majority and the 
needs of the earth, the neoliberal prescrip¬ 
tions to macro-economic management only 
make our task more difficult. With a rich 
heritage of experiences from people around 
the world, it is possible to forge construc¬ 
tive responses that will improve the lot of 
those who are presently excluded, while 
improving conditions for many others who 
are now suffering the terrible consequences 
of globalisation; declining real wages and 
a deteriorating quality of life. We will be 
on much more solid footing by casting our 
lot with those who have steadfastly re- 
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sis(edthedrivetow«tlsgioba]isation.than ^ 
by respoiuling to the siren calls of latter - 
day repentants. 

Notes 

1 They increased at a rate of 11 per cent • year 
between 1988 and 1993, accounting for SO per 
cent of the increase in employment in fixed 
establishments, according to the economic 
censuses (Rendon 1999], The author goes on 
to point out, on the basis of the National 
Employment Surveys, that 70 per cent of these 
woricets are not salaried and accounted for 42 
per cent of alt the labour force in uiban areas 
with more than I.OO.OtX) people in 1996, 

2 This work is one product of a collaboration 
with M Desai and A K Sen (1992) to develop 
an ‘Index of Soaal Progress’ to measure the 
magnitude of the basket of opportunities 
available to the Mexican people. 

3 The size^le decline in the Cini coefficient 
from 0.5137 in 1994 to 0.4885 in 1996 
illustrates thecomplexiiy of these ineasurement 
problems. Real monetary incomes declined 
sharply during the period for all income 
groups, including the so-called middle classics 
and the self-employed, as well as the veiy rich; 
as a result, the apparent reduction in inequality 
was the re.sult of a larger decline in the incomes 
of the wealthy than an increase in the incomes 
of the poor In the process, the 1996 household 
survey revealed thateverv income group spent 
more than it received that year, in contrast to 
the findings from 1992. when only the poorc.si 
60 per cent of the population ovcrspcnl 
(Romano 1996. cited in Rendon 1999]. 

4 Even these payments are being abruptly 
truncated, as Nadal 11999) documents quite 
forcefully in his analysis of the environ¬ 
mental impacts of com pnxluction under the 
NAFTA. 
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PERSPECTIVES 


American Communalism and Indian 
Secularism 

jKeligion and Politics in India and the West 

Robin Archer 


Much of the Indian debate on secularism is built around what seem 
to be the common sense assumptions about India and the west. But a 
close look at the impact of Protestant Puritanism on the relationship 
between religion and politics in the US suggests that these 
assumptions are mistaken. Far from having fundamentally different 
experiences, there are some .striking similarities between India and the 
US: similarities which draw attention to potential long-term dangers 
for India. 


IN this paper I want to make a contribution 
to the debate on secularism and commun¬ 
alism which has been at the centre of 
Indian intellectual and political life for 
than a decade. My starting point is 
the observation that, cither explicitly or 
implicitly, many of the participants in this 
debate make use of a comparative 
framework which rests on certain 
apparently uncontroversial assumptions 
about India and the 'west'. In particular 
it is a.ssumcd (1) that western societies 
.share common bcl iefs about the appropriate 
relationship between religion and politics 
and that these beliefs have been 
institutionalised in common secular 
practices; and (2)thatthe fatcof secularism 
in India (and even the question of whether 
or not it is desirable) is best understood 
by highlighting fundamental differences 
tin the relationship between religion and 
politics in Indian and western societies. 
1 want to suggest that each of these 
a.s$umptions is mistaken. 

'I'he.sc assumptions lake a variety of more 
specific forms, but they arc widely made 
by both opponents and proponents of 
secularism. However, they play a parti¬ 
cularly prominent role in the woilcof 'anti¬ 
secularists' like T N Madan and Ashis 
Nandy. who have been at the centre of 
much of. the recent debate. And so, at 
certain points, my argument will focus 
more specifically on their work. 

Secularism in the West 

Let me begin with the first assumption, 
according to which a common set of secular 
beliefs and practices govern the relation¬ 
ship between religion and politics in the 
west. In fact, whatever other commonalities 


these societies may have, in this respect, 
they are marked by extraordinaiy diversity. 
Even if we look only at one small subset 
of western societies - those rooted in 
English cultural, political and economic 
traditions - we fi nd a full range of possible 
outcomes. The U.S has a secular state, but 
not a .seculari.scd society. Britain has a 
secularised society, but not a secular state. 
And only Australia has both a secular state 
and a secularised .society. Moreover, even 
where similar outcomes have been 
achieved in different western societies, 
these outcomes have often been reached 
by very different paths. Both the US and 
France have established secular states. 
But, in France, this was achieved by 
mobilising militant anti-religious 
movements, while, in the US, it was 
achieved without any such mobilisation. 
Likewise, both Britain and France have 
largely secularised societies. But, in France, 
.secularisation was accompanied by 
mas.si veconllictsbetwccn church and state, 
while in Britain, such conflicts were 
limited. 

The case of the US is especially 
interesting. For there, as in India, we can 
study what happens when a formally 
secular state presides over a deeply 
religious society: a .society from which 
religious issues continually emerge and 
seek to force thcm.selves into the political 
arena. Many of the major political conflicts 
which have shaped the US can only be 
understood once they are viewed in this 
light: the abolitionist struggle against 
slavery in the mid-l9ih century,, the 
prohibitionist struggle against the 
production and consumption of alcohol in 
the late 19th and early 20th centuries, the 


anti-abortioncrusade since the sixties, and 
even (though it is hardly in the same league) 
the struggle over the president’s sexual 
morality today. These were not the only 
impoitanl conflicts in American hisotry, 
but they were all defining conflicts that 
absorbed the energy and ingenuity of 
millions of activists and voters, and played 
a key role in defining their political 
loyalties. As we will see. each is a 
manifestation of a recurring struggle 
between the inheritors of a Puritan 
Protestant tradition, which seeks to ensure 
that the state uses its authority to make of 
the US a Godly society, and a 'secular' 
coalition, that rejects any government 
activity which seeks to promote a particular 
version of grxiliness. 

The US is also especially interesting 
because it was there that the concept of 
religious 'fundamentalism' was invented’. 
It was firat Wicd in the 1920s, not to refer 
to Islamic. Hindu or other foreign zealots, 
but to refer the home grown evangelical 
zealots, who were fighting secular 
humanism in all its forms, and especially 
in the classroom, where a mass movement 
of *fundamenta)i,sts' sought to ban 
Darwinian theories and replace them with 
the teaching of 'creation science’ based 
on the 'historical truth’ revealed in the 
Bible. Indeed the term 'fundamentalist' 
was invented by these zealots to describe 
thcm.selves (Marsden 1991]. 

Finally, the US is especially interesting 
becau.se, in the literature on Indian 
secularism, it has frequently been treated 
asihe paradigm case of a 'western' society, 
and as the paradigm embodiment of 
'modernity'. Consequently, it has. from 
the beginning, been used as the benchmaik 
for judging the extent to which independent 
India really is secular, and for assessing 
whether or not the establishment of a fully 
.secular state is either possible or desirable 
in Indian conditions [Smith 1963:8, 
Luthera 1964:11-13]. 

Puritan Legacy in the US 

In what follows, then, 1 want to focus 
on the US. 1 want to start by using the US 
ca.se to consider some of Ihe more .specific 
claims which have been ussed to underpin 
the a.ssumpiion that there has been a 
common western experience in matters 
pertaining to secularism. This assumption 
is often justified by referring to ideological 
or intellectual developments which me 
.said to he common to the west. In paitiailm, 
a common western experience in matters 
pertaining to secularism is said to stem 
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from either the Protestant Reformation. S’ 
the Enlightenment, or both [MadaA 
1997:275-76, Madan 1998:298.319 and 
Nandy 1998:325]. 

The US case presents a number of 
problems for this thesis. Although it has 
been usual, especially in the middle of the 
20th century, to view the US as having 
been bomliberaUHartz 1955].thecolonies 
which formed it were in fact founded well 
before the eighteenth century European 
Enlightenment. As a result, some of the 
basic enduring features of the political 
culture of the US were formed under the 
influence of pre-Enlightenment doctrines. 
It is certainly true, however, that, first and 
foremost among these, was a particular 
brand of Prote.stantism. 

The settlers whoestablishcd the northern 
colonies of New England in the 1630s, 
were religious radicals, who. when they 
seemed unable to prevail in England itself, 
sought to establish a new, model righteous 
society in America, based firmly on the 
principles of Puritan Protestantism. But 
their Protestantism was in no way con¬ 
ducive to secularism, or even to the toler¬ 
ance of religious dissent. On the contrary, 
the founders of New England colonies like 
Massachusetts were the Ayatollah 
Khomeneis of the early 17th century. 

What was the system of government, 
and what was the relationship between 
religion and politics, in the societies which 
the Puritans founded? The Puritan state 
was a minority ‘dictatorship of the holy' 
fMiller 1956a]. The Puritans believed in 
predestination - that God had already 
chosen those that would be saved. Those 
so cho.sen would know who they were 
becau.se they would have a personal 
religious experience, and only those who 
could publicly attc.st to having such an 
experience - never more than about onc- 
fifth of the population - could be full 
members of the official ‘Congregational’ 
church and hence of the state, and only 
they could elect their re ligious and political 
rulers. 

However, these rulers were not to act 
according to the wishes of those who 
elected them, but, rather, in accordance 
with the will of God. which, for most 
purposes, was thought to be revealed in 
the Bible. There were, of course, a number 
of disputes about just what an orthodox 
interpretation of the Bible revealed, but all 
agre^ that orthodox representtti the truth, 
from which no dissent could be allowed. 
Proponents ofdis.sent were fined, whipped, 
exiled, and eventually, if they persisted, 
hanged. In short, the l^ritan state was not 
just a dictatorship; it was an authoritarian 
theocracy. 


Hk idea that thereidiouldbeaseparation 
of church and state was completely alien 
to the Puritan tradition. On the contrary, 
the unity of religion and politics was 
axiomatic, indeed it was central to the veiy 
rationale forfounding these new societies. 

Though New England was the centre of 
American intellectual life, and the ideas 
developed there had an enduring impact 
on subsequent American thought, not all 
the colonies which later established the 
US were founded on Puritan principles. 
Southern colonies like Virginia were also 
hostile to any separation of church and 
state, but there it was the Anglican church 
(i e, the Church of England) that was 
established as the official state church. In 
the mid-Atlantic colonies, however, there 
was no established religion, in part, as in 
New Yoik, because the proponents of 
establishment were divided over which 
church to establish, and in part, as in 
Pennsylvania, because of the influence of 
Quakers, who. unlike the Puritans and 
Anglicans, were doctrinally committed to 
toleration. These exceptions aside, for a 
century or more, most American colonies, 
whether in the north or south, actually 
reduced the small amount of religious 
freedom that was then available in England 
[Murrin 1990]. 

How then, did the US, come to have a 
secularconstitution which institutionalised 
the separation of religion and politics? 
Three developments were important: the 
two ‘Great Awakenings', and the 
revolution. 

The two Great Awakenings were mass 
Protestant revival movements in which 
highly-emotional waves of religious 
frenzy, promoted by charismatic and often 
uneducated itinerant preachers, swept 
through the country. The first Great 
Awakening took place in the 1740s. The 
second rolled on through the first half of 
the 1800s. Thc.se movements altered the 
religious geography of the US. They 
democratised thel^ritan legacy, and spread 
it throughout the country, in a new pietistic 
and evangelical form [Miller 1956b, 
Murrin 1990, Hatch 1990]. The new 
pietistic and evangelical movements 
rejected the restrictive Puritan pre.scriptions 
that limited those chosen by God to an elite 
minority, and, instead, made the kind of 
perse .al religious experience which 
Puritanism called for, easily available to 
all: indeed, in the name of God, they 
demanded itof all. But they simultaneously 
carried forward the Puritan idea that the 
Bible revealed the will of God, and that 
government should act to reorganise 
society in accordance with that will. This 
combination of ideas proved to be a 


pbweffulmi)i,aiKlRlMsfntuined^ 
element of American culture to this day. 
Ideologically, then, die Great Awakenings 
were conducive to democracy. They were 
not, however, conducive to secularism. 

But the Great Awdtenings also had 
another effect. For didy left in thrar wake 
a multiplicity of sects ^ denominationsir 
and an inescapble religious piurdism: not 
just between ^ various colonies, but also 
with them, as Methodists, Baptists, 
-Presbyterians and others, split or displaced 
the previously dominant (Puritan) Con- 
gregationalists, Anglicans and (fakers 
[Murrin 1990:25-26]. This made it in¬ 
creasingly difficult for colonies (and later 
states) to sustain official preference for 
any one church. By 1833, even the Puritan 
redoubt of Massachusetts had dis¬ 
established its official Congregational 
Church. 

The emergence of an inescapable 
religious pluralism also had a decisive 
influence both on the framing of the new 
federal constitution of the US in the 1780s. 
and on the first amendment, passed soon 
afterwards, which stipulated that “Con¬ 
gress shall make no law respecting an- 
e.stabtishment of religion, or prohibiting ' 
the free exercise thereof. Here we begin 
to see Englightenment ideas influo-ncing 
American political thought. But while key 
individuals like Thomas Jefferson and 
James Madison were personally influenced 
by these ideas, it was not their personal 
preferences that were principally resspon- 
sible fur e.stablishing what Jefferson later 
described as “a wall of separation between 
church and state" [Murrin 1990:29, Pole 
1978:58, 1993:92]. For a-t we have seen, 
most Americans, whether adherents of the 
old Protestant churches or the new 
evangelical-pietistic ones, belonged to 
traditions that were, in principle, against 
such a separation. Rather, there were two 
other factors which were crucial to the 
emergence of a secular constitution. 

First, faced with a multiplicity of com¬ 
peting religious organisations, many 
denominations and sects were now more 
concerned that the authority of the slate 
might fall into hostile hands, than they 
were with the unlikely prospect that they 
could acquire exciu.sive control of it for 
themselves. A unified regime of church 
and state, which ensured that the whole 
community would live a more Godly life, 
was still considered optimal, but, if that 
were now impossible, a neutral state, that 
enabled one to live a Godly life oneself, 
was the next best thing, far better than 
being forced to live according to the 
edicts of some other religious group [Pole ^ 
1993].' 
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^ond, die fraroen of the consdtutibn 
saw, that given the passions which religion 
aroused, it would have to be excluded 
from the political arena, if their nation¬ 
building project were to stand any chance 
of success. By promising to l^p the 
^AHetal government out of religiousaffaiis, 
me sutes would be free to retain their 
own institutional arrangements: those 
that favoured establishment could retain 
that arrangement, as could those that 
favoured political neutrality towardsdiffe- 
rent churches. Only under these circum¬ 
stances would all states be likely to ratify 
the proposed constitution (Howe 196S: 
19-23, Wilson 1990]. 

In short, the US adopted a secular 
constitution “not because religion was 
unimportant to the colonists, but rather 
because it was too important” [Marsden 
1991: 86], Those, like Jefferson and 
Madison, who were influenced by 
Enlightenment ideas, supported the 
separation of religion and politics for fear 
that religion would corrupt politics. But 
a far more widespread reason for 
y;-:upporting this separation was the 
evangelical fearthat politics would corrupt 
religion (Howe 1965: 5-8]. 

Let me spell out two conclusions which 
emerge from this di$cu.ssion. 

First, the anti-seculari.sts (along with 
many other contributors to the Indian 
debate) make the specific claim that 
western secularism emerged as a result of 
either the Protestant Reformation, or the 
Enlightenment, or both. But the e.stab- 
lishment of a secular constitution in the 
US does not bear this out. A particular 
brand of Protestant ideology was indeed 
a strong influence, but it did not favour 
secularism. Enlightenment ideology did 
favour secularism, but key elements of 
' American political culture emerged before 
its influence was felt, and when that 
influence was felt, it was largely restricted 
to a section of the revolutionary elite. 

Second, the specific importanceclaimed 
for Protestantism and the Enlightenment 
is embedded in a more general claim: 
namely, that the values embedded in the 
dominant ideological or intellectual 
traditions of society, play an important 
roleinexplainingwhetherornot secularism 
can emerge and sustain itself. Thus, 
according to Madan (1997:261), “what 
exists empirically, but not ideologically, 
exists but weakly”. The US case shows 
that this, too, is misleading. Whatever 
their role in other western countries, it was 
not ideological traditions that gave rise to 
secular institutions in the US, and even 
less was it the classical commitments of 
high theological thought, as Madan 


O^8:303-t) seems to suggest. (Kgrester 
importance were more prosaic and 
pragmatic considerations, like the desire 
of sects and denominations to protect their 
separate organisations, and the need to 
maintain aconsensus ifthenation-building 
efforts, to which political elites gave 
priority, were to succeed. The political 
attitud^ of religious groups are profoundly 
affected by the context in which th^ find 
themselves.^ For many Protestant sects 
and denominations in the US. the need to 
coexist with a number of well-supported 
competitors, came to outweigh purely 
ideological considerations. 

A False Emphasis on Differences 

Let me turn now to the second a.ssump- 
tion which is present in much of the 
literature on secularism. According to this 
assumption, the prospects for secularism 
(and even its desirability) can be best 
understood by highlighting fundamental 
differences in the relationship between 
religion and politics in India and the west. 

But, at least with respect to the US, 
many of the differences that have been 
highlighted, either do not exist, or do not 
help to explain the development of 
secularism. A hierarchy of increasingly 
specific characteristics have been identified 
as constituting the key differencesbetween 
India and the west. 

First, it is said that India is different 
because the secularisation of society has 
been very limited, and secularisation must 
be widespread if a secularstate is to survive 
and prosper [Madan 1998:298]. But we 
have seen that the society over which the 
(atypically) Enlightenment-influenced 
Jefferson presided, was every bit as deeply 
religious as the society presided over by 
the (atypically) Enlightenment-influenced 
Nehru. Jefferson was, in a sense, a kind of 
American Nehru: influenced by the emer¬ 
ging thought of the French revolution, just 
as Nehru was by the emerging thought of 
English socialism. If Nehru’s secular con¬ 
stitution ‘imposed’ Enlightenment value.s 
on a religious society in India. Jefferson’s 
did so no less in the US. 

Second, even if secularisation is also 
limited in the US, it is said that India is 
different because of the particular kinds 
of religious belief that dominate there. In 
particular, intellectual traditions in die US 
were suffused with Protestant Christianity, 
which is said to be the only religious 
tradltionconducive to secularism. Indeed, 
according to some, secularism was a ‘gift 
of Christianity’ [Nandy 1998:325, Madan 
1998:298, 319]. But we have seen that, 
tlmugh Protestant beliefs do indeed course 
through the veins of the American body 


politic, this tradition was far from 
conducive to secularism. 

Third, even if Protestantism itself is 
irrelevant, it is said that India is different 
because classical Indian religious thougitt 
posits a "hierarchical relationship” in 
which politics is subordinated to religion 
[Madan 1998:303-7], and that Indians 
themselves have a ‘totalising’ religious 
worldview which makes it both undesirable 
and impossible for them to separate 
political from religious questions [Madan 
1997:209 and n3 and 1998:302,318]. But 
we have seen that a similar hierarchy is 
posited by classical Puritan religious 
thought, and that this also fostered a 
‘totalising’ worldview: one which 
“penetrates all partial and fragmentary 
worlds in which men participate” 
[Kleppner 1979:183-85], and in which 
“the unity of religion and politics was so 
axiomatic that very few men would even 
have grasped the idea that church and state 
could be distinct” [Miller 1956a: 142-43, 
148, Swierenga 1990: ISO-SI]. 

Some Important Similarities 

Here, however, I want to take the 
argument one step further. I want, not only 
to dispute the relevance of the differences 
which others have highlighted, but also to 
make the Stronger claim that there are 
actually striking similarities between India 
and the US. More paiticularly, I want to 
highlight similarities between contem¬ 
porary India, and the US in the second half 
of the 19th century. 1 want to suggest that 
consideration of these similarities might 
help to clarify some of the possible 
consequences of contemporary Indian 
developments. I do this somewhat 
tentatively - conscious of the scepticism 
which such a claim is likely to invoke. But 
at the very least I hope to convince you 
that a different kind of comparison with 
the US may be worth exploring further. 

There are a number of general structural 
similarities which contemporary India 
shares with the US in the mid -19th century. 
Both are continent-wide societies, with a 
predominantly rural population, a largely 
agrarian economy, a British legal system, 
a federal polity, a well-entrenched 
democracy, and a first-past-the-post 
electoral system. There are also similarities 
between the American party sy.stem that 
emerged in the mid-nineteenth century, 
and the party system that now seems to 
be emerging in India. It is these similarities 
which I want to discuss here. 

The electoral history of the US is 
punctuated by intense periods of 
’realignment’ in which the social bases of 
party support, and the issues around which 
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political conllict is centred, are redefin^i^ 
These periods arc followed by ionfibr 
periodsinwhichanew party system, ba^ 
on the new alignments that have emerged, 
and the party loyalties which they generate, 
is frozen in place - or, rather, becomes 
relatively immutable- for several decades. 

Here I want to focus on the 'third party 
systemwhich emerged in the 18S0s, from 
the developments that led to the American 
Civil War, and lasted until the depression 
of the 1890s. Prior to the Civil War the 
Democratic Party - the party of Jefferson 
- was thedomi nant foae in f^eral politics, 
bs dominant position had been strongly 
reinforced by reforms it initiated in the 
1820s and 1830s. which, amongst other 
things, removed the remaining property 
qualifications on white male voters. The 
realignment of the 18S0s ended the 
dominance of the Democrats and lead to 
the birth of a powerful new opponent - 
the Republican Party. 

TTie most important component of the 
new Republican Party were the pielistic 
and evangelical movements which grew 
out of the religious revival of the Second 
Great Awakening. As we have seen, these 
inheritors of the Puritan tradition had 
accepted the formal separation of church 
and state, but they remained committed to 
the task of moral regeneration and of 
establishing of Godly society in America. 
All around them they saw terrible sins, 
and, irrespective of theirdiffering sectarian 
and denominational affiliations, they 
rallied together to force the government 
to use its authority to uphold their notion 
of righteousness, and to enforce what they 
deemed to be a Godly way of life. These 
neo-Puritan social movements demanded 
that the government act to end a wide 
rangcof sinful practices in saloons, schools, 
in the de.sccnuion of the sabbath and 
elsewhere, but more than anything else 
they demanded an end to the truly 
abominable sin of slavery. 

A second important component of the 
new Republican Party were anti-Catholic 
nativist movements (like the ‘Know- 
Nothings'), which grew out of a backlash 
against mass(e.specially Irish) immigration, 
following the European famines of the 
1840s. These nativist movements - 
'nativist* in the sense that they were 
movements of those who were born in the 
US - party overlapped with the pielistic 
and evangelical movements. To the 
sectarian Protestant imagination (as indeed 
to many liberal humanists), Catholicism 
was not just another Christian 
denomination, it was an international, 
authoritarian conspiracy - perhaps even 
the work of the anti-Christ - which posed 


a threat to the Ainhrh»’« culture and 
values not unlike that which Communism 
was deemed to pose in the twentieth 
century. 

These two groups of movements - the 
pictistic movements for the abolition of 
slavery, saloons and other sins, and the 
anti-Catholic nativist movements - joined 
with a third component - the remains of 
what had, until then, been the main 
opposition Whig Party - found the 
Republican Party and dominate federal 
politics. 

Those who rejected the call for govern¬ 
ment intervention to uphold the cultural 
norms of particular religious and ethnic 
groups, coalesced around the Democratic 
Party. In the process they strengthened the 
salience of its identity as the party of 
secularism and (European)ethnic diversity. 
To Catholics and non-pietistic Protestants 
in the north, the core Democratic message 
was that it is not for the government to 
decide whether drinking alcohol, and 
variousothcr social and religious practices, 
arc immoral. Let each community follow 
its own values and its own values and its 
own way of life. Strange though it now 
sounds, the core Democratic message to 
the south was similar. It is not, they said, 
for the government to decide whether or 
not slavery (or. later, segregation) is 
immoral. Let each community follow its 
own values and its own way of life. Thus, 
in both the north and the south, the 
Democrats represented them.selves as the 
party of ‘personal liberty*, and of cultural 
and religious laissez-faire. Theiropponents 
characterised them as the party of ‘Rum, 
Romanism and Rebellion*. 

The Denux:ratic Party was not ‘secular* 
in the (French) sense that its supporters 
were hostile to institutionali.scd religion. 
On the contrary they were typically 
members of 'liturgical* religious com¬ 
munities, which placed special value on 
the formal ritual practices of hierarchically- 
organised churches. They thus rejected 
pietistic beliefs, which deprecated ritual 
and instead emphasised each individual's 
personal conversion experience, their 
personal moral behaviour, and their 
personal relationship with God. Catholics 
were paradigmatically liturgical, but so 
too were many Protestants, notably 
Anglic-ns and German Lutherans. These 
differences between iiturgicals and pietists 
fed into different attitudes towards politics. 
Liturgical churches believed that it was 
not for humans to foreshadow the work 
of God, by trying to create a kingdom of 
righteousness on earth. For this reason 
they were suspicious of pietistic efforts, 
which they tended to view as fanatical, and 


they wemespedWIy eieststtMtoeffoilsto 
draw the state intopietisttc monl crusades, 
since this challenged the partifflountcy of 
the moral authority, which they claimed 
for themselves, and sought to impose on 
their members. It was in this sense that 
the Democratic Party and its supporters 
were secular. The upheld the belief that 
the state should remain neutral in matters 
of religion, lifestyleand personal morality. 
vThe result of the realignment of the 
ISSOs, was a party .system in which each 
of the two main parties became a kind of 
'political church* .This does not mean that 
they represented any particular sect or 
denomination. On the contrary, both were 
composed of a complex coalition of dif¬ 
ferent social groups, each deFined. in part 
by ethnic origin (native, German, Irish, 
Swedish, etc), and in part by religious 
afTiliation (Methodist. Baptiiit. Anglican, 
Catholic, etc). Rather, the parties were 
political churches in the sense that they 
represented, and bound together, two 
distinct ethno-religious subcultures; a 
pietistic one represented by the Repub¬ 
licans, and a .secular one represented by 
the Demrwrais. For mo.st Americans, the 
act of voting was an expression of their 
identification with one or the other of 
these two subcultures.^ 

Here is a party system that looks similar 
to that which is emerging in contemporary 
India. During a decade of realignment, the 
old Congress-dominated party system has 
been displaced, and, as in similar periods 
in the US, there have been a number of 
short-lived ‘third party* successes. Now, 
however, the outcome of this process of 
realignment is becoming clearer. Respon¬ 
ding to the incentives generated by the 
first-past-the-post electoral system, 
political forces arc coalescing around two 
main parties. In their ideology, social base, 
and organisational infrastructure, these two 
parties share important similarities with 
the Republicans and the Democrats in the 
second half of the 19th century. 

The BJP, like the Republicans, has 
established itself as a 'communal* party 
of religious revival and assertion. And, 
like the Republicans, it has a social base 
in the dominant religious community 
(which ineachcase is organisationally and 
ideologically disparate), and an organi.s- 
ational infrastructure linked to highly- 
motivated extra-parliamentary mass 
movements. The (new. realigned) Con¬ 
gress, like the Democrats, is seeking to re¬ 
establish its credentials a ‘secular’ party 
of resistance to religious assertion. And, 
like the Democrats, it has a heterogeneous 
social base among groups, both inside and 
outside the majority community, which 
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reject the political demands of revivalism, 
and an organisational infrastructure based 
on political p^ront^; a legacy of its 
previously dominant position. 

As a result, the issues which provide the 
defining conflict of both party systems are 
r'^also similar. In each case, this conflict 
concerns whether or not the state should 
promote the values, practices and symbols 
of the dominant religious tradition. Like 
the Republicans, the BJP is committed to 
a programme of cultural homogenisation, 
through state enforcement of particular 
religious and moral norms. Like the 
Democrats, the Congress is recommitting 
itself to the defence of cultural diversity, 
through the maintenance of .state neutrality 
in questions of religious and personal 
morality. Even many of the specific issues 
through which this defining conflict is 
expressed are similar. Mobilisation against 
the largest religious minority, their 
supposed foreign loyalties (Muslims to 
Paki.stan, Catholics to Rome), prohibition 
of alcohol, support for schools run by 
minority communities, the spread of 
^ foreign languages, sexual morality, and 
the use of sacred texts in public .schools: 
all arc among the i.ssues which generate 
the most passionate di.sputes in bot h ca.se.s. 

In both cases the social tensions which 
tbe.se conflicts fo.stcr, result in recurrent 
outbreaks of communal violence, in which 
lives are lost, homes and places of worship 
are attacked, and the neutrality of the police 
is called into question. In the US. prior 
to the upsurge in labour unrest in the late 
19th century, the suppression of ethno¬ 
religious riots was the major peace-time 
activity of the armed forces [Reinders 
19771.“* 

Lono-T[-.rm Dangers 

What insights does this comparison 
provide for those seeking, either to 
influence future developments in India, or 
to understand their likely course'.' A few 
simple points are worth emphasising. 

First, the fear that the establishment and 
maintenance of a secular state will neccs- 
.sarily weaken religious beliefs and 
institutions, and the charge that pro-secular 
attitudes are neces.sarily anti-religious, are 
both completely misplaced. In the US. a 
long line of distinguished sociologists, 
from Tocqueville (1969) to Lipset (1996), 
have observed that quite the reverse is 
true. The long separation of religion and 
politics has fostered a continual process 
of renewal, which has enabled religious 
institutions and beliefs to flourish to an 
exceptional extent. 

Second, comparison with the US raises 
important questions about what criterion 


should be used forjudging whether or not 
s^ulaiism has been successfully insti¬ 
tutionalised. If religious acti vism in poll tics 
is seen as evidence that secularism has 
failed in India, then secularism must also 
be judged to have failed in the US. 

Third, comparison with the US highlights 
the importance of disaggregating cate¬ 
gories like Protestantism and Hindui.sm, 
if an adequate understanding of the political 
impact of religion is to be reached. Clearly 
caste communities frequently have 
radically different political loyalties. But 
it would also be interesting to explore 
whether Hindus committed to Bhakti and 
other 'personalist' traditions, havediffercnt 
political loyaltic.s to Hindus committed to 
more 'ritualist' traditions, just aspieti.stic 
and liturgical Protestants have different 
loyalties in the US. 

Here however I am more concerned to 
draw attention to some other, potential 
long-term consequences of current 
developments in India. The similarities 
between the party system now emerging 
in India and the American party system 
of the second half of the 19th century, 
suggest that consideration of the .sub¬ 
sequent history of the US may help to 
clarify some of the.se potential long-term 
consequences. Let me make it clear that 
I am not pursuing this comparison in 
the spirit of those American political 
scientists in the fifties, who sought to 
highlight the vinues of their system, and 
urged all and sundry to emulate it. Rather 
the comparison I am pursuing is more in 
the nature of a warning; a warning about 
some of the potential dangers of the kind 
of party system which is currently emerging 
in India. 

In no democracy is the party system a 
simple retlection of the multiple interests 
and issues which arc present in that society. 
For the party system also helps to pick out 
and strengthen the salience of some of 
these interc.sts and issues, and weaken the 
salienceof others. In short, the party sy.stem 
helps to c.stablish which interests and issues 
arc to be rccogiii.sed as politically impor¬ 
tant. By reinforcing the salience of ethno¬ 
religious interests, the US party system in 
the second half of the 19th century 
undermined the prospect forclass politics, 
by weakening the salience of economic 
interests and of distributive justice. Voters 
were, of course, concerned about their 
economic interests, but, by and large, when 
they went to the polls, taking their cue 
from the agenda set by the party system, 
they voted not for their class, but for their 
ethno-religious interests. 

This is one of the main reasons, why, 
even in the late 19th and early 20lh century, 


when the US had become oneof the leatfiiig 
capitalist economies in the world, it stiH 
failed to produce an eiectonilly important 
labour or socialist party. It also helps to 
explain why. to Ibis day, the US has weak 
unions, insecure workers, negligible 
interest in redistributive policies, and no 
real welfare state. 

Can these outcomes be avoided in India? 
It hardly needs to be said that no society 
is destined to simply follow a path already 
laid down by others. The enduring role of 
religion in the US is itself evidence of that. 
But the similarities between the American 
party system in the second half of the 19th 
century, and that now emerging in India, 
should give pause for thought: especially 
to those motivated by the ideals of the 
socialist tradition.^ 

Through the first third of the 20th 
century, when labour and socialist parties 
became major contenders for government 
in every advanced capitalist siKiety. in the 
quinte.ssentiaHy capitalist US, political 
controversy was focused on issues like the 
prohibition of alcohol, and on whether to 
teach Biblical or Darwinian science in 
schools [Marsden 199l].Notuntilaquatter 
of the labour force was thrown out work 
in the Great Depression of the thirties, did 
a social ^democratic tinge appear in 
American politics. Ruo.seveit responded 
to the depression with his ‘New Deal’ 
programme, which repositioned the 
Democrats as a semi-social Democratic 
Party, and forced a realignment of the 
party sy.stcm. But by the last third of this 
century, ethno-religious issues had 
reasserted themselves. The cadres of the 
Christian coalition arc now more important 
to the Republican Party, than union activists 
are to the Democrats, and issues like 
abortion and the sexual behaviour of the 
president dominate political space.^ 

My argument in this article is informed 
by a larger concern about the use of all- 
embracing concepts like ‘modernity’, and 
the ‘west’. These terms are frequently used 
to suggest that western societies share a 
common core of cultural characteristics, 
one of which is seculari.sm. But in the 
norms that govern their attitudes to religion 
and politics, we.stern stKietics share no 
such cultural core. In the.se matters, even 
a single, paradigm, western .society like 
the US has no common core of cultural 
norms. 

The anti-secularists arc right when they 
say that India has a political culture which 
is deeply influenced by religious traditions. 
But they arc wrong when they say that 
India does not have a .secular political 
culture. For, just like the US, it has both. 
Each country has two powerful political 
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lubcultuies, tied together by a mix of 
ideology and selfintcrest. One seeks to 
sub veit the religious neutrality of the state. 
The other seeks to maintain it. In complex 
democracies like Indiaondthe US, political 
culture is not monochromatic; it is com¬ 
posed of multiple competing traditions, of 
which these two are the most important. 

In both countries there is a constant 
political struggle to .see which of these 
traditiraiswill prevail. But inboth countries 
there is also a vital, often-ignored, meta¬ 
struggle about the salience of these 
traditions, and about whether or not they 
should continue to define the main terms 
of political conflict. 

Notes 

[I would like to thank Corpus Christ! College, 
Oxford, for sabbatical leave. theJawohorlal Nehru 
Univenity fora visiting fellowship, and the Hayier 
Fond of Oxford University for a research grant. 
Without the support of these institutions this 
article could not have been written. I would also 
especially like to thank Rajuev Bhoigavo. Ravinder 
Kumar nA Elisabeth Kogler for their help and 
support.] 

1 Madison, for example, appealed to precisely 
this fear, dunng the debate onreligious freedom 
in the Virginia legislature; “Who does not see", 
he argued, "that the same audiority which can 
establish Christianity, in exclusion of all other 
religions, may establish with the same ease any 
particular sect of Christians, in exclusion of 
all the odier sects” (Pole 1978:83]. 

2 The political behaviour of practising Catholics 
in the 20th century is a particularly striking 
example of this. Practising Catholics have 
typically supported right-wing or authoritarian 
parties in countries like France, Italy and 
Austria, where nominal Catholics ore in an 
ovetwhelmihg nujority, but in countries like 
the US, Britain and Australia, where nominal 
Catholics ore in a minanty, they have typically 
supported left-leaning parties. 

3 For the most influential treatment of these 
issues see Kleppnert 1970and 1979)and Jensen 
(1971). For shorter Versions of their arguments 
see Kleppner (1978 and 1981) and Jensen 
(1970). Pot a recent summary of the wider 
literature see Swierenga (1990). 

4 Theiearemanyothercomporativethemeswhich 
would be well worth exploring further. Here, 
however, there is no space to do more than 
indicate some of the issues that deserve more 
detailed comparison. These issues include: (I) 
The role of dalits and blacks; both highly 
oppressed groups, but within the dominant 
religion tradition. (2) The similar, vicious 
charicatures and stereotypes to which adherents 
of (he largest minority (rations - Muslim and 
Catholic - are subject. Both are deemed to be 
disloyal, uneducated, fast-breeding, poverty- 
ridden, potentiallyauthoritarian, votingfodder. 
(3) The centrality of struggles over education. 
And (4) political mobilisation in cities like 
New Yorit and Bombay, where large-scale, 
ethnically-di veise immigration (whether across 
land from ail the regions of India, or across 
sea from all the regions of Europe), was met 


by working class nolivitt, som-of-tbe-sotl 
agitation (whether of the Shiv Sena or the 
know-nodiing variant). 

5 Of course there are also important differences 
between these potty sytHms. Amongst the most 
important difTeietices in India are the impact 
of caste and regional politics, the sustained 
presence of a 'third party* left, and the diffuse 
ideological influence of the socialist tradition. 
Whether somecombinationoffactorslikelhese 
can enable India toavoidan American outcome, 
would be a worthwhile focus for further 
comparative inquiry. 

6 Fbrtheongoing.andinsome(especisincicasing, 
importance of religion in contemporary 
Americon elections see Kellstedt and Noll 
(1990) and Miller and Shanks (1996). 
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This book discusses about the 
social and cultural changes in the 
society. When social change is 
analysed through reforms it gives 
rise to certain nagging questions. 
Progress in this direction is quite 
slow. It is universal truth that the 
population of female is just half 
of the total population and any 
improvement in their position 
would necessarily affect the other 
half for the better. 
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REVIEWS 


Rural Labour in India: Role of State 
and Markets 

Jeemol Uimi 

Empowerii^ Rural Labour in India: Market, State and Mobilisation edited 
by R Radhaknshnan and Alakh N Shaima; Institute for Human Development, 
New Delhi, 1998; pp 440, Rs 450 (hard), Rs 195 (paper). 


IN the wake of liberalisation, globalisation 
and the dominance of the market, rural 
labour in India has been orphaned. This 
is not to say that in the pre-liberalisation 
period all attention was focused on them. 
If that had been the case rural labour 
in India would have been ‘empowered’ 
today and there would have been no need 
for this volume. The era of the dominance 
of the market is also reflected in the lack 
of interest in social science research on 
the theme. While the number of readers 
in society .seem to have come down, the 
remaining demand for non-fiction is 
mainly concentrated on textbooks, books 
on computers and management, parti¬ 
cularly with the focus on industry. In such 
a scenario, the Institute for Human 
Development has to be credited for its zeal 
to publish a volume focusing attention 
on the role of state and public action 
in empowering this forgotten sector of 
s(x:iety. 

Ihis book consi.st$ of 21 papers and an 
overview article. It is divided into three 
pans. The first pan consists of six papers 
which present a view of the changing 
realities of rural labour markets in India. 
The second pan consists of 10 papers 
reviewing various state interventions in 
this market. The third section, consisting 
of five papers, reviews instances of 
public action through unions, political 
panics and NGOs in the rural labour 
markets. 

The flrst chapter pnivides an analytical 
overview of the theorising on rural labour 
markets in developing countries. These 
theories have been largely preoccupied 
with wage determination. However, there 
is a large segment of the rural labour 
market whose conditions and behaviour 
cannot he analysed within the framework 
of wage-centred theories. The rural 
labour market consists of individuals who 
obtain various non-wage incomes and any 
theory has to incorporate the wider ques¬ 


tion of determinants of returns to labour, 
both wage and non-wage. It is forcefully 
argued that theoretical developments need 
to strike new ground beyond the bound¬ 
aries of mainstream economics incorpo¬ 
rating social institutions and the power 
structure. 

The papers by Bhalla and Sen present 
fa.scinating anaiy.ses of the changing re¬ 
alities in the rural labour market pre- and 
post-economic reforms. They argue that 
diversification of the workforce was the 
major factor behind rising real wages, and 
reducing poverty before 1991 and the 
reverse process has led to deteriorating 
conditions for rural labour after 1991. Sen 
argues that diversification into the non¬ 
farm sector was encouraged by massive 
public expenditure during that period. The 
informal sector is often treated as though 
it consists primarily of self-employed 
persons. Breman makes an interesting 
argument that there is considerable 
wage-dependency in the informal sec¬ 
tor, and this component is growing. The 
papers by Jha and Krishna! ah are based 
on micro-studies in Bihar and Andhra 
Pradesh where they study the function¬ 
ing of rural labour markets, through 
labour contracts. 

Hanumantha Rao argues that the eco¬ 
nomic reforms may have po.ssible back¬ 
lash effects on rural industries and em¬ 
ployment. This can occur through dis¬ 
placement of rural industries, ‘exit’ of 
inefficient enterprises, and rise in capital- 
intensity in the industrial and services 
sector. V M Rao argues that the relief- 
cum-support measures needed by the poor 
in the emerging context have to be dif¬ 
ferent from the earlier anti-poverty 
programmes. The objective would be to 
support potentially p^uctive and enter¬ 
prising pool people for a length of time 
needed to make them self-reliant. 

Dev reviews the existing social security 
programmes of the government for the 


rural poor and suggests strategies to m 
hance the effectiveness of the schemei 
using experiences from various states 
The working of most of these programmei 
is in fact far from satisfactory, excep 
for some schemes in Kerala. The othe 
papers in the second part analyse existin] 
state interventions such as minimun 
wages (G Parthasarathy), self-employmen 
programmes (Kurien and Rajee v) and run 
work programmes (Nayyar, Tethal an 
Hirway, Datt, Singh and Reddy am 
Swaminathan). Parthasarathy argues tha 
while fixing minimum wages, earnings o 
female members, seasonal unemployment 
provision for holidays and social securit; 
such as provision for sickness and edu 
cation of children should be included, li 
their paper, Kurien and Rajeev call lor i 
reconsideration of the universal neei 
relevance of the IRDP/JRY programmes 
These resources may be better utilised ii 
primary education and health to the poo 
which will generate significant non-fam 
employment. Similarly, Nayyar argue 
than while wage-employment programme 
are essehtial, they need to build up th' 
productive capacity of individuals an 
areas to generate larger employment oi 
a sustained basis. Datt cautions that whil 
targeted public work programmes are 
useful component of an overall pro-poo 
development strategy, they cannot substi 
lute for a sustained broadbased growt! 
process. Overall, there is agreemmit tht 
existing state interventions to provid 
employment to the rural poor are onl; 
fire-fighting measures and in the long 
run do not contribute much to sustaine 
development. 

The third part of the book makes intei 
esting reading. Various authors analys 
non-government initiatives to improv 
the sutus of rural labour. The tradition: 
method of unionisation has been studie 
for agricultural labourers (Gill) in varioii 
states, e g, Kerala (Kannan) and Andhi 
Pradesh (Reddy). Sharma and Kumr 
analyse historically pea.sant mobilisatio 
in Bihar under the extreme left groups 

The final chapter reviews the recet 
trend of growth of non-governmer 
organisations and their impact on the run 
labour market. Chandra and Reddy argu 
that while it is necessary to be caution 
about the tremendous spurt of NGO act 
vity and international funding for thdn 
their role in organising and mobiiisin 
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those who have been at the receiving end 
of the rural labour market has to be 
recognised. 

Overall, the volume presents a useful 
collection of articles for researchers, NGOs, 
students and teachers interested in the 
changing realities in the rural labour 
market. The impact of structural adjust¬ 
ment on the rural poor and need for state 
and private initiatives to improve, or at 
least protect, their interests are clearly 
focused on. In the final analysis state 
interventions devised so far fall short of 
helping the rural poor in a sustained 
manner. There is need to review the concept 


THIS book is ecofeminism as articulated 
by Ariel Sallch. who has made signiUcant 
interventions in debates on ecofeminism, 
deep ecology and .social ecology. By pro¬ 
posing a common framework that encom- 
pa.sses peace, gender, environment, social¬ 
ist perspectives based on materialist analy¬ 
sis and in.sights from critical theory. This 
is an ambitious project, given the range 
of perspectives and isttues she tackles in 
this book. Her ecofeminism is ciaimed as 
an embodied materialism that aviods the 
trap of esscntialism. 

In the first part she provides an overview 
of women and ccopolitics and argues that 
ecopolitics, however radical it may claim 
to be, is often insensitive to gender is.sucs. 
She places women as the class base for 
change. This, she argues, is not based on 
any inherent or essentialist view but on 
the current positioning of women, many 
of whom .she refers to as rc/sisters in the 
context of capitalist patriarchy and in¬ 
creasing influence of capitalism on aglobal 
scale. She is critical of liberal feminism 
and argues that mainstream feminism 
has not provided a radical critique of 
androcentric colonisation by the west. 
According to her '‘Women do indeed have 
radical chains: their social containment in 
a sexualiscd reproductive sphere is bol¬ 
stered by exclusion and haras.sment from 
male-controlled institutions... Anemanici- 
pation of the relational .sensibility of 
women and its reclamation by women will 
re1ea.se earth energies.” 


dP employment security for thfs segment 
of the population. New and innovative 
methods need to be devised. This volume 
points to the possibility of critically ex¬ 
amining existing non-government initia¬ 
tives in this direction. For a countiy of 
India's dimensions and diversity, ulti¬ 
mately only the government machinery 
can reach all sections of society. The 
replicability of NGO initiatives on a 
wider basis has to be reviewed in this 
context. There is no method for empower¬ 
ing the rural poor nationwide that can 
completely bypass the bureaucracy and 
government. 


In the first part she provides the basis 
of the ecofeminist analysis and ‘embodied 
materialism‘. She analyses the common 
.subjugation of women and Nature through 
western history, in both theory and prac¬ 
tice and domination of women as Nature. 
Drawing on the work of Sherry Ortner she 
argues that the core assumption of this 
domination is the man/woman=Naturc 
divide is furthered by instrumental rca.son. 
This dualistic logic negates both women 
and Nature and women are denied of any 
voice or agency. In other words this sub¬ 
ordination of women and Nature negates 
life and it is a ‘p.sychosexual fuse’. Based 
on this she builds up a critique of Marx 
and Marxism. Marxist critique also suffers 
from this fatal flaw in that both women, 
in their capacity as reproducing the con¬ 
ditions of production, and Nature, which 
sustains the very means of production, arc 
relegated to the background and arc not 
given the consideration they de.scrvc in the 
works of M arx. She docs not dismiss Marx 
altogether but only points out that these 
were the missing elements in his works 
although he was sensitive to the question 
of degradation of Nature. She argues that 
the fundamental contradiction in the capi¬ 
talist patriarchal system is the Nature- 
woman-man relationship. Capitalist patri¬ 
archy. according to her, only aggravates 
the domination of women and Nature and 
the global assault on Nature, women and 
indigenous communities has to be under¬ 
stood in this perspective. She negates 


the claims that development mil beaedit 
women. 

Next, she argues fltat ecofeminism goes 
beyond the second wave and liberal 
feminism. By building on socialism, 
feminism and ecology, it is possible to 
provide an interpretation of man-woman- 
Nature relationship that is sensitive to 
the concerns of women across continents 
for they face similar, if not identical, threats 
from capitalist patriarchy. The epistemo¬ 
logical framework of ecofeminism as 
advocated by her is explained in sub¬ 
sequent chapters. The disconnected 
objectivised prerspective of Nature as 
terra nullius and dualisms that haunt the 
paradigms which explain man-woman- 
Nature relationship are exemplified in 
diverse projects ranging from bio¬ 
prospecting. genetic engineering to map¬ 
ping the human genome. Such projects 
are being rcsi.sted by re/sisters, indigenous 
communities who provide alternative 
perspectives. An alternative epistemo¬ 
logy can be formulated from the life and 
struggles of indigenous communities, 
an epistemology that negates narrow 
specialisation, that tries to understand 
Nature as dead but through continuous 
interaction and awareness about the 
nexus between life. Nature and culture. 
This epistemology ba.sed on embodied 
materialism is an alternative to the 
techno.scientifc understanding of the en¬ 
vironmental crisis and development as the 
solution for this crisis. 

She calls for a reading of Marxist theory 
that favours abstraction grounded in prac¬ 
tice and analy.sis at several levels. She 
claims that a standpoint of non-identity 
which goes beyond the dualistic mode of 
thinking can be the basis for ecofeminist 
theory and praxis. In other words we have 
to rework the historically deleted identity 
with/in Nature. Such an exercise she claims 
is part and parcel of dialectic analysis and 
this is not another essentialist exercise. 
According to her, “Ecofeminist politics is 
a feminism as much as it offers an uncom¬ 
promising critique of capitalist patriarchal 
culture from a womanist perspective; it 
is a socialism because it honours the 
wretched of the eaith, it is ecology because 
it reintegrates humanity with Nature, it 
is a post-colonial discourse because it 
focuses on deconstructing Eurocentric 
domination". 

By taking on the various theoretical 
perspectives she has put forth an 
ecofeminist critique of Marxism, post¬ 
modernism, liberal feminism, etc. As a 


The Challenge of Ecofeminism 

K Ravi Srinivas 

Ecofeminism as Politics: Nature, Marx and the Postmodern by Ariel Salleh; 
Zed Books. London, 1997; pp xvi-h2()8, $ 22.5. £ 14.95 (paperback). 
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'critique hier woit is well argued and 
ampie examples ftom the grass roots re/ 
sisters and movements are provided 
throughout the book. But one is afraid that 
her work does not take her very far for 
she tends to s^neralise the material con- 
I ditionsofreproduction. and the reconcili¬ 
ation between universal viewpoint she 
advocates and essentialist assumptions 
is not worked out neatly. Further her epis¬ 
temology is a brilliant critique but does 
not provide us a solid theory or frame¬ 
work to combine a historical materialist 
perspective with a transdualistic under¬ 
standing of man-woman-Nature relation¬ 
ship. 

Perhaps pun of the problem is with her 
extensive use of man/womansNature as 
the underlying iogicof westemcivilisation. 
Whether this logic alone can be used, 
irrespective of the context and other .social 
conditions, as the major cause to explain 
domination of women as well as Nature 
is a question that one faces while reading 
her work. Zimmerman (1994) points out 
that Peggy Reeves offers an alternative 
account that challenges Sherry Oriner’s 


claim. Morover os Sylvia Bowerbank 
(1996) has pointed old claiming to apeak 
in the name of Nature or true Nature is 
problematic, even when such claims are 
made by women. 

The term capitalist partiarchy is used so 
frequently that it becomes a cliche. The 
author docs not examine in depth the 
relationship between patriarchy and other 
relations of production/reproduction. 
Non-western societies or cultures need 
not be looked at as ideals or as the alter¬ 
natives to western capitalist patriarchy for 
they may subscribe to the logic of man/ 
womansNaturc in one way or other. 
Throughout the book as one comes across 
uncritical comments or observations of 
various struggles, indigenous communi¬ 
ties, and some of them arc suggested as 
alternatives. But the issues arc more com¬ 
plex than what the author presumes. For 
instance she is critical of the usage of 
Geographic Information Systems (GIS) 
and warns again.st its use by multinational. 
But as articles in an issue of Cultural 
Survival pointed out the indigenous com¬ 
munities arc using information gathered 


by CIS as well as traditional, knowledjp 
to stake their claims and fight for thd 
rights. Although her critiques of deej 
ecology are well meaning it seems that sb 
fails to notice that deep ecology an 
ecofeminism need not necessarily B 
antagonistic. Recent interviews with Aril 
Naess (published in Alternatives. Capi 
talism. Nature, Socialism) confirm tidi 
Ecofeminism is not inconsirstent with goal 
of deep ecology. 

Nothwithstanding these observation 
this is a significant work and will furthc 
the debate between ccofeminists an 
others. It is an important contribution t 
the ecofeminirit discourse. 

References 

Bowerbank. Sytvia (1996); ‘Does Woman Spea 
for Nature? Towards a Genealogy c 
Ecological Feminisms’ in Nina Lykke, Roi 
Braidmti (eds). Between Mtmsters Gaddetsu 
and CyborKs, Zed Books, London. 
Zimmerman. Michael E (1994): Cuntestin 
Earth’s Future; Radical Ecalagy and Pas 
modernity. University of Califoniia Prea 
Berkeley. 



PRODUCING 

WORKERS 

The Politics of Gender, Class, 
and Culture in the Calcutta Jute Mills 
LEELA FERNANDES 

As the politicization of cultural identities - based on 
religion, ethnicity, gender, race - has come to play 
a central role in shaping relations between and among 
peoples, issues of difference raise unsettling questions 
about how identities overlap and group interests are 
represented. Using the jute mills of Calcutta as a case 
study, Leela Fernandes reveals that these 
interconnections play a fundamental role in shaping 
both the political actions of workers and the 
representation of their interests. Drawing on feminist 
theories and on the work of Qramsci, Foucault, Marx, 
and Weber, it provides a new perspective on the 
relationship between social identities and demonstrates 
that the attempt to reduce political activities to a single 
identity or interest is itself a political act. 

1999 • 220 pages • Rs 395 (cloth) 


THE MIGRATION OF 
KNOWLEDGE WORKERS 

Second-generation Effects 
of India’s Brain Drain 
BINOD KHADRIA 

This unusual book takes a positive approach and 
explores how a nation losing its valuable human 
resources to another one can make the best of the 
situation. To this end, the author analyses the 
migration of knowledge workers from India to the US/> 
over three decades and locates this phenomenon 
within the context of a civil society seeking to 
reconcile the dual loss of human capital and 
knowledge resources. Focusing primarily on the 
second generation of migrants, Binod Khadria 
proposes various ways in which to turn this apparent 
loss to the home country's advantage. Utilising a vast 
array of data combined with informal inten/iews and 
apposite illustrations, this book will encourage fresh 
thinking on the phenomenon of brain drain. 


1999 • 236 pages • Rs 350 (cloth) 


SAGE Publications India Pvt Ltd 

PbSl Box 4215, Now DrfW 110 0«. Tel; 648S884, 6444958,6453915; Fax; 91-11-6472426 ■ Sales Otiice Tel. 6463794, 6463820. Far 91-11-6217328 ■ Giour 
Floor, 59/5,Prince Baktiar Shah Road, Tollyounga, Calcutta 700 033 ■ 27, Malony Road. T Nagar, Madras 600 017, Tel 4345822 m 31. LB Stadlun 
Pos! Box 131, Hyderabad 500 001, Tel; 231447 



89 ! 


Economic and Political Weekly Apnl 10. 1999 




Mountains and Material Life 

> i' 

Tirthankar Roy 

Natural Premises: Ecology and Peasant Life in the Western Himidaya, 1800* 
1950 by Chetan Singh; Oxford University Press, E)elhi, 1 998; pp xx + 252, Rs 475. 


UNDOUBTEDLY the most fertile new 
area of historical scholarship in India in 
the nineties has been 'environmental his¬ 
tory' . The role of geography in economics 
: can be studied in broadly two ways. One 
is to write the history of. say, forests, rivers 
or ‘wastes’ as manifold productive re¬ 
sources. Another is to write the history of 
regions in which geography deeply influ¬ 
ences economics. Most of the recent 
publications in this Held are along the 
former line. A key question in this litera¬ 
ture is how colonialism affected economic 
opportunities via access to natural re¬ 
sources. 

Chetan Singh’s book on the western 
Himalaya in the colonial period asks the 
same que.stion. But it belongs in the latter 
kind of work. That is, the book is written 
from the perspective of a region in which 
‘the sheer presence of the Himalaya’ 
influenced the economy in an overwhelm¬ 
ing way. In this account the terrain, the 
natural resources and material life form 
closely connected elements. Politics 
matters insofar as it adapted to or shaped 
these connections. The book is centrally 
about these connections. In this respect 
the book is a singular contribution within 
the environment history literature. More 
than that, many of its conclusions have 
far-reaching significance. It is an excel¬ 
lent introduction to the economic history 
of a region on which few scholarly works 
exist. The nature of the interaction de¬ 
scribed here should apply in parts to a 
wide area of the mountains beyond west¬ 
ern Himalaya. The book challenges al¬ 
most every stylisation about peasant life 
that tends to arise from studying agricul¬ 
ture in the plains. The quality of schol¬ 
arship is impressive and bears the signs 
of a long and earnest commitment. And 
barring the rather heavy methodological 
paragraphs at the beginning and at the end, 
the book is written in a crisp and clear 
style. 

The seven chapters deal with political 
economy, agriculture, commons, pasto- 
ralism, forests, commerce, and society. 
Ecology is the primaiy link between these 
themes. 

The area of study is the present-day 
Himachal Pradesh. Local environment was 
a limiting factor in this region. So much 
so that a ‘typical Himachal village’ had 


always been rare (p 42). the mostcommon 
kind of settlenwnt being a ‘hamlet’ located 
close to terraced fields. Agriculture was 
a main activity only in the low-lying areas, 
but elsewhere, it was not only a relatively 
less important occupation, but also ex¬ 
tremely labour-intensive. The proportion 
of uncultivable land in total area was far 
higher in the hills compared to the plains, 
and increased steeply with elevation. 
Agriculture was combined with animal 
husbandry, pastoralism, mining, com¬ 
merce, and extraction of diverse resources 
from the forests. 

In the colonial period, the region was 
composed of a number of Indian states. 
Geography affected state formation by 
setting the ‘natural frontiers’ between them. 
The relationship between the states and 
their subjects depended on the kind of 
economic activities possible. The states 
needed toand were able todi versify sources 
of revenue. Natural resources, trade or 
livestock were no less, frequently more, 
important as sources of taxation than 
agriculture. But even with such diverse 
incomes, the states coukJ rarely become 
centres of power or wealth. While private 
property rights in land were not welt 
developed in the pre-colonial period, tra¬ 
ditional rights to u.se were quite strong, 
for land was neither wealth nor the only 
means of livelihood. For the same rea.son, 
hill society was characterised by a relative 
lack of social differentiation compared to 
the plains. 

The importance of livestock as an al¬ 
ternative to agriculture made wastes an 
important resource. Singh’s notion of waste 
as ’intermediate space’ reduces the dis¬ 
tance between forests and farms, often 
seen as alternative uses of land. The nature 
of wa.stes influenced the kind of livestock 
that were kept by the peasants, and the 
emcigence of pastoralism as an indepen¬ 
dent livelihood. Property rights in wastes 
underwent changes during British rule. 
There is a v' :w that ‘village communities’ 
had rights to use of wastes and forests in 
pre-colonial Himalayan regions, and that 
colonialism changed their use by destroy¬ 
ing these communities. By contrast, the 
book argues that such communities had 
been generally rare, and were created by 
the colonial state's attempt to define prop¬ 
erty rights in wastes. 


tW lutunl Itmhi io sdf-n^ctaa^ 
created opportunities for local awl kmg' 
distance transactiotis within the region. 
Two examples are grain and manure. 
Peasants in low-lying areas exported 
surplus grain, and depended on seasonal 
migration of flocks from alpine villages 
for manure. This picture of mobility and 
local commerce in a region where whreled 
transportation was almost non-existent is 
remarkable. Transactions in local neces¬ 
sities combined with extensive trans- 
regional trade passing through Himachal, 
the chief pitxfoct of long-distance trade 
being wool. Historians who have dealt 
with long-distance trade of cokmial India 
know that transfrontier trade remains an 
insufficiently researched area, despite 
being important for the economy of north 
India. Tte book helps to fill that gap. 

Colonialism, however, brought in its 
wake a different and a more penetrating 
form of commercialisation. Colonialism 
defined private property rights in land in 
common with the rest of India. More land 
was alienated in the late 19th century than. 
before. There also (^ned up new com¬ 
mercial opportunities of which the most 
important, and extensively written on. 
is the market for timber. While forests 
acquired commercial value, that very pro¬ 
cess encouraged conservation by the 
government. Competing claims on for¬ 
ests. such as those of the pastoralists, 
became peripheral, more so as timber 
overwhelmed all other customary sources 
of revenue. Together, the destruction of 
forests and conservation efforts that 
focused on the more profitable types of 
trees changed the very nature of the 
forests. 

On some aspects, the reader may wish 
for a longer discussion than is available 
in the book. Basically, the book’s scope 
has a certain ambiguity. It is not exclu¬ 
sively about peasant life’. Nor does it 
give a complete picture of the regional 
economy, which would require more 
detail on, say, artisanal industry and 
commerce. Such ambiguity, however, is 
inevitable and the book does a fairly 
balanced Job. The account is not always 
explicitly chronological. In particular, 
changes occurring in the later colonial 
period are discussed in specifle contexts, 
for example, timber extraction. This seems 
to leave some other types of change 
underexplored, migration being one ex¬ 
ample. 

But, unquestionably, this is a substan¬ 
tial and neatly written work in a new area. 
It should be read, not only by specialists, 
but also by anyone with an enduring 
interest in mountain inhabitants. 
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' _____ SPECTAL ARTICLES 

. ) 

Some Aporias of History 

Time, Truth and Play in Dangs, Gujarat 

Ajay Sharia 

Historians and social scientists confronted with pasts imagined differently from history have resorted to 
one of two strategies: converting oral traditions into the equivalent of archival sources and then writing 
histories that adhere to the norms of western professional history writing: or by denying any significant 
traffic between history and other froms of conceiving pasts, subsuming the latter under the rubrics of myth 
or more recently, memory. This articje argues that the Dangi’s ‘vadilcha goth' or tales about ancestors 
are an engagement with modernity and its paradigmatic trope, history. The subaltern practice of anomalous 
and hybrid histories, in the Dangs, produces a multiplicity ofpasts quite different from those multiple histories 


which historians conceive of and 

WITHIN days of commencing Tieldwork 
in Dangs in Gujarat, I realised that Dangis 
had a rich fund of 'vadilcha goth*, or 
stories about ancestors. These ‘goth’ often 
reached back into the 17th and ISlhcentury; 
they involved detailed accounts of the 
activities that the narrators’ ancestors were 
involved in. The question is: how is one 
to think of these stories about the past? 

The issues this question raises are more 
complex than might appear at first sight. 
The problem is posed by the emergence 
since the 18th century of an understanding 
of history which basically shapes the ways 
in which we think about pasts. Previously, 
as Reinhart Koselleck remarks, ‘histories 
had existed in the plural’. With the 
Enlightenment, history emerged as “a 
general concept which became the 
' condition of possible experience and 
possible expectation”. It “gained an 
enhanced degree of abstraction, allowing 
it to indicate a greater complexity, which 
capability has since made it ncces.sary for 
reality to be generally elaborated in a 
historical manner”* 

“Reality to be generally elaborated in a 
historical manner”: few remarks could be 
more appropriate. Consider simply how 
the oppressed and marginal - whether 
nations, women, lower castes, or other 
subaltern groups - have sought to give 
themselves a history, how often the call 
has resounded: **We must have a history”.^ 
To clifim a history, and to claim that this 
history is not simply something that can 
be added on to an already existing history 
but transforms the idea of history itself - 
this is a strategy that not only historians 
but subaltern groups have repeatedly 
resortedto. Notethatwhatisbeingclaimed 
here is not simply pasts (this would be 
unexceptionable, for everybody has pasts) 


increasingly call for. 

but history. The other pasts are subsumed 
variously under the rubrics of memory, 
myth or chronicle; they are what history 
may grow out of but is fundamentally 
different from; they arc at best the 
prehistory of history.-^ With modernity, as 
so many have said or implied, history 
emerges as a privileged form of being. 
Thus it is that one of the more serious 
charges that scholars can levy against each 
other is often that they are ‘historical’ (it 
is surely significant that there are no 
widespread parallel conceptions of being 
without sociology or anthropology, and 
that there are some sorts of parallels in 
politics and economics). 

1 do not wish to go into the questions 
of why history .should thus become a 
paradigmatic trope of modernity, or how 
the distinction between history and other 
pasts is maintained. Suffice to say fornow 
that these matters have to do with a variety 
of aspects of modernity; with .the 
significance accorded to agency, and how 
having history (making history) is one way 
to claim such agency; with the significance 
accorded to reason, and how history is 
always necessarily from the point of view 
of the rational subject; with the significance 
accorded to time as not merely a static 
backdrop but a dynamic element which 
itself a principle of transformation, and 
how history is precisely this kind of 
narrative about time. The point 1 am making 
is much more modest; it is that those of 
us dealing with the pasts of marginal or 
sulHiltem groups have necessarily had to 
engage with history in this modem sense. 
We can never be innocent of the modernist 
trope ofhistoiy.any more than the subaltern 
groups we write about can be. 

Sothequestioncouldnow be formulated 
more .sharply; how do we. and the subaltern 


groups we write about, engage witi 
history? When as historians and socia 
scientists, we have been confronted will 
pasts imagined differently from hi$tor:i 
(as, say, with many oral traditions) wi 
have usually resorted to one of tw< 
strategies. Such scholars as Jan Vansiiu 
(who in many senses put the study of ora 
traditions on a disciplinary footing) am 
his many brilliant students have proceedo 
by converting oral traditions into dv 
equivalent of archival sources, and thei 
writing histories that adhere to the norm 
of western professional history writing 
In the process, they have produced nove 
qnd exciting histories of regions am 
subjects, histories that would havi 
remained impossible if we had stuck t< 
written records. Politically too, ora 
history has been a way of contesting th 
colonial refusal to acknowledge that th 
colonised jiad any history. Yet thi 
strategy, though not only valuable be 
absolutely required in many contexts, doe 
almost self-confessedly ride roughshoi 
over the alternative historicities - th 
different ways of conceiving pasu 
presents and futures - that might b 
involved in oral traditions. For much on 
history in this genre, rather, oral tradition 
become a form of history, and the diffei 
ences between the two are minimised 
A second, intimately linked strategy 
resorted to by many oral historians, an 
almost an organising principle of th 
ethnographic method, involves denytn 
any significant traffic between histor 
and other forms of conceiving past! 
subsuming the latter under the rubrics c 
myth or, more recently, memory. It i 
salutary to recall that when Levi-Straut 
made the distinction between hot societit 
that have history and cold .societies thi 
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have myth, he sought implicitly to affirm 
myth over history. Bui so hegemonic was 
the notion that history was the desirable 
way of thinking of pasts that to describe 
any society as possessing simply a mythic 
" consciousness, as lacking history, seemed 
not merely inappropriate or wrong but 
, even politically conservative. 

I do not wish to adopt the historicist 
lacks that were taken to criticise Levi- 
Strauss, or that, in a related vein, have 
been taken in recent times to criticise 
anthropology’s practices of othering; I do 
not wish to claim that I espy history 
everywhere. What worries me is somc- 
thing else. It is that in this strategy both 
myth and memory are usually cast as that 
which is spatially orchronologically apart 
from history. Thus, scholars conven¬ 
tionally a.s.siime that oral traditions survive 
most vigorously in non-litcratc and 
'traditionar societies. With the emergence 
of a literate culture, oral traditions about 
the past areexpected to be slowly forgotten, 
to be replaced by a literate historical 
culture. It was in this spirit that Ashis 
Nandy once remarked that the majority of 
Indians still have a mode of thinking which 
is distinct from historySuch remarks 
often seem to presume an innocence from 
history. And even if it could-have been 
claimed in earlier centuries, alternative 
historicities today are not simply innnocent 
of history but emerge through an 
engagement with it. 

In this context. I would like to argue that 
vadiicha goth are not local traditions .still 
preserved bccauseof someDangi i.solation 
from the larger world. Rather, they are 
an engagement with modernity and its 
paradigmatic trope, history. By this, I do 
not mean that they arc anti-modern (as 
ParthaChatterjee has remarked acerbically, 
one can hardly choose to be modem or 
anti-modern, onecan only talk of strategies 
for coping with modernity);** rather, I refer 
to an engagement that exceeds the 
modrarnities which the colonial and post¬ 
colonial stale and elites have espoused. I 
would like to focus here on two crucial 
dimensions of this Dangi engagement; 
the ways in which it rcligurcs and exceeds 
modernist time and truth. In the poKcss, 
I hope to foreground the subaltern practice 
of anomalous and hybrid histories, which 
in Dangs produces a multiplicity of pasts 
quite different from those multiple 
histories which we, as historians, conceive 
of and increasingly call for. 

The Time OF Goth 

Dangs is an approximately 66G sq mile 
area that now forms a district in south¬ 
eastern Gujarat. It is inhabited largely by 


Bbits, koknts, ami varlis - communities 
tiiM the modem Indian government would 
classify as scheduled bibes, and that the 
British described as the wild, tribes. In the 
18th and 19th century, Dangs was ruled 
by several bhil chiefs. Though it never 
formally became part of British tenitory, 
its chiefs were subordinated to British 
power in the early 19th century. In the 
1840s, British power in the region was 
further consolidated when colonial 
officials secured a lease of Dangi forests. 
Since forests covered most of Dang.s, this 
effectively meant that the whole region 
came under British authority. As part of 
their efforts to produce more timber from 
Dangi forests, colonial officials prevented 
Dangis from using forests for subsistence, 
causing widespread and persistent local 
resentment. 

As used in Dangs, the word goth can 
be broadly translated as story, narrative or 
account, and is ubiquitous in everyday 
life, [fcing deployed to describe a range 
of narratives. People tell their goth to 
visiting officials, which is to say that they 
make a representation. They tell the goth 
of what they did during the day. And of 
course they tell goth of divine figures, of 
hunting, of ancestors, of former times. So 
goth in that sense can be the story or 
account of vinpally anything. 

Neverthcles.s, there are broad genres of 
goth. Stories of Dangi pa.sts arc often 
referred to interchangeably as ‘juni’ goth, 
'mohomi' goth or ‘puduncha’ goth - all 
phra.ses meaning 'stories of former times' 
or ‘old stories’. Within these juni goth 
there are at least two broad genres - the 
‘devdevina’ goth, or stories of gods and 
goddesses, and the vadiicha goth, or stories 
of ancestors. The bulk of the devdevina 
goth, literally ‘stories of the gods and 
goddesses’ tell of dealings between deities 
and spirits such as Vadudev, Bhutdev, 
Simariodev, Vaghdev, .Sitalamata, 
Kanasarimata or the many malevolent 
female spirits known as joganis. There 
are also goth of the two major popular 
epics of the subcontinent, the Ramayana 
and the Mahahharot. These epics, radically 
different from the textual versions of the 
plains, arc situated within Dangs. There 
is the village of Pandva, where the Pandav 
brothers visited; the village of Subir, where 
Shabiri BhiMn stayed when .she met Rama; 
and several other such places.^ Devdevina 
goth are .set in a very distinct time - that 
before the time of the humans. The goth 
are often about the making of the physical 
and geographical features of Dangs by 
god.s, goddesses and spirits. 

In contra.st, vadiicha goth is often used 
as a shorthand to refer to ail stories 


involving Ittuhuis. The wu'd'vadircaii 
mean both linear ancestor and, more 
broadly, elders, whether living or dead. 
The time of humans does often involve 
divine beings, and such stories are both 
vadiicha goth or devdevina goth. Some 
of the.se tell of ancestors' encounters or 
dealings with spirits, gods or goddesses; 
they arcabouthowDangs and other regions 
were made suitable for humans. They tell, 
fur example, of how humans were given 
com to cultivate with, how the *mabua’ 
liquor that Dangis drink was discovered 
first by Vadudev and then passed on to 
humans, how kingship was given to some 
Dangi chiefs, and so on. However, most 
vadi Icha goth have an entirely human ca.Ht. 
Some arc about the loss of forests to the 
fore.st department, or the coming of the 
British. Others are about the everyday 
lives of ancestors: of their migrations from 
village to village, their harassment by the 
British and the forc.st department, their 
modcsof livelihood, theiralarm at the first 
motori.sed vehicles, the prices they paid 
for goods, and of the disputes amongst 
bhil chiefs. 

Running through vadiicha goth is a very 
distinctive understanding of time. What I 
mean by this can be illustrated by 
contrasting it with the acknowledgcmen* 
of coeval ness, the preferred strategy in 
that cla.ssic. Time and the other. Fabian 
argues that imperialism and anthropology 
were both fundamentally based on the 
denial of cocvalness, that anthropologists 
placed the societies they studied in a time 
different from and before their own. In 
opposition to this, Fabian called for the 
acknowledgement of cocvalness, or a 
recognition of the shared historical time 
of anthropologi.sts and the societies they 
studied.** 

I do not wish to imply that Fabian was 
wrong in calling for such a strategy; it is 
certainly often required for .strategic and 
political rea.sons. But let us step back from 
that issue for a moment, and ask; what is 
the vision (broadly shared by a substantial 
section of the most radical and exciting 
social theorists of the eighties and emiy 
nineties) from within which the denial of 
cocvalness .seems such an imperialist act, 
and acknowledgement of cocvalness the 
most appropriate strategy again.st it? A 
deeply modernist one. in the very direct 
sense that modernity is about a particular 
kind ofrclationship with time. AsVattimo 
reminds us, "modernity is that era in which 
being modem... becomes the fundamemal 
value to which all other values refer". 
Modernity deHnes itself by claiming to be 
at the cutting edge of time, to be always 
contemporary, and to always be 
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' oveicoining itsdf (this after all is the 
' paradoxical sense in which one way to be 
modem now is to be post-modern).’ The 
acknowledgement of coevalness seized 
on this index, time, to claim modernity for 
the amhFopologist’s subject, and to attack 
the old imperialising strategy of denying 
modernity by denying coevalness. 

Time in vadilcha goth is subtly different 
from this. The two major epochs (this 
word is not entirely appropriate, as will 
become clearer below > within which most 
Dangis frame their pa.sts are ‘mogiai’ and 
‘mandini*. Roughly speaking, mogiai is 
the time when Dangis moved in the forests 
without restrictions, when they raided the 
plains to collect a due called *giras’, when 
they had a distinctive pattern of political 
authority. Mogiai, in this sense, informs 
radical politics in the Dangs today. 
Mandini is both an epoch, and an event 
that marks the end of mogiai. With 
mandini. often associated with the British 
subordination ofthc region. Dangi political 
authority was undermined and they could 
no longer move about as formerly, or raid 
surrounding plains. 

Now. mogiai could easily be glos.scd as 
the Dangi version of a romanlici.scd.goldcn 
age of freedom. But this would be an 
extremely reductive reading: the epochs 
of mogiai and mandini involve rather a 
forceful acknowledgement of cocvalne.ss. 
The notion of mandini .seizes on colonial 
and post-colonial state power and accords 
to it a revolutionary role in the shaping 
of contemporary Dangs. It creates a shared 
historical time with imperialism and 
colonialism, and points to the particular 
forms of domination involved in that time. 
Furthermore, the epochs mime the 
distinction between the pre-modem and 
the modern. In the truisms of western 
thought, for example, the modem is cast 
as a radical departure from history, as a 
revolutionary epoch - this is why all that 
preceded it can be lumped together as pre- 
modem. and before history. So uw with 
mandini which is similarly a revolutionary 
epoch, above all constituted by colonial 
and post-colonial sliite intervention. 

And mogiai, even if its etymological 
roots may be a reference to Mughal mle. 
ine veryday u.sage often refers to that w'hich 
precedes mandini. Subsumed within 
mogiai are several other epochs which had 
been important formerly. For example, 
there was the time of ‘gavali raj’, which 
may be a reference to the reign of the 
yadav kings of Devgiri (later Daula- 
tabad, near Aurangabad) who reigned 
from AD 1216-1312.'® Similarly, there 
is the epoch of ’Aurung-badshah', the 
term Dangis use to refer to what may be 


the Mu^ial emperor Aurrogzeb. There is 
also the period of what is known as the 
’kuplin-bahadurin\ which may be a 
reference to the Company Bahadur, as the 
British East India Company was sometimes 
called. But these epochs are not asso¬ 
ciated with any major events; they are 
invoked by narrators principally as part 
of a narration of epochs that demon.strates 
knowledge of vadilcha goth. In other 
words, the veracity of goth is not dependent 
on their being from these epochs; for this, 
it is sufficient for goth to be from mogiai. 

Even more to the point, mogiai and 
mandini do not stop with an acknow¬ 
ledgement of coevalness. These Dangi 
epochs arc subtly different from epochs 
or periods in the sense that professional 
historians use such terms. For the latter, 
an epoch or a period is marked by 
chronological contiguity and continuity: 
de.spilc some overlap, it could be broadly 
said that one epoch succeeds another. 
When Fabian insists on the acknow¬ 
ledgement of coevalness, what he means 
is that it should be recognised that the 
colonised share the same position in the 
linear time of mtxlcmity as the colonisers, 
a time after the pre-modern. Sometimes. 
Dangi narrators too talk similarly: thus, 
mogiai often is identified with the 
precoloniai and early colonial period, and 
mandini is associated with ‘gora raj' or 
British rule. But this is not the only way 
many Dangis talk. Quite as often, Dangi 
epochs traverse diverse chronological 
times, almost running parallel to each other. 
It is not unusual for events that occurred 
as recently as 20 years back - such as say 
incidents during hunts - to be part of 
mogiai. and tho.se that occurred 200 years 
back to be part of mandini. That is to 
say. mandini is nut only after mogiai but 
also along it, parallel to it. Indeed, in 
some very suggestive ways, mogiai is 
about what is extra-colonial. By extra- 
colonial. I obviously do not only mean 
pre-colonial - it is precisely that kind of 
chronological .separation that 1 am trying 
to avoid. What I mean is something that 
often includes the pre-colonial, but is in 
more important waysdcfined in opposition 
to the colonial and postcolonial. in 
opposition to the relations of domination 
over Dangs that surrounding plains areas 
have established. Thus, rather than being 
about an unsullied Dangi space, or an 
autonomous world or hidden transcript of 
subaltern groups, mogiai is about spaces 
and times created by traversing and 
exceeding colonialism and the relations 
of domination that it is associated with. 

Ranajit Guha has pointed to how much 
history writing is statist, which is to 


say that it “authorises (he dominaa 
values of the state to determine thi 
criteria of the historic”. Even storiei 
of resistance to this narrative an 
comprehensible within its terms: 

This is a level quite acceiisibie to statb 
discourse: it is never happier than whei 
its globalising and unifying tendency ii 
allowed to deal with the question in gros 
terms. It is a level of abstraction when 
all the many stories... are assimilated ti 
the story of the Raj. The effect of suci 
lumping is to oversimplify the contra 
dictions of power by reducing them to ai 
arbitrary singularity - the so-calle( 
principal contradiction, that between th 
coloniser and the colonised." 

Goth of mandini and mogiai can b 
thought of as sustained engagements wit] 
this statist narrative. Goth of mandini tel 
of the interventions of the British and tin 
post-colonial state - mandini, above all 
is about the initiatives of the ‘sarkar’. Bu 
they extensively displace that staris 
discourse, and focus instead on Dang 
refigurings of it. Goth of mogiai mov 
further beyond (he ‘arbitrary singularity 
of that di.scourse: they traverse mandin 
(rather than being always before it) ant 
create a multiplicity of local and regiona 
narratives that have little do with thi 
concerns of $tati.st power. Through thei 
reltguring of time by the initiatives of tht 
sarkar. through their exceeding of statis 
narratives, gothunderscorc the dominatioi 
that has marked (heir colonial and post 
colonial modernity, they render its intimac; 
into an exteriority. 

Tur. CoNSTrriiTivE Outside of Truth 

A similar engagement with modemit; 
is very much foregrounded in Dang 
concerns with establishing whethe 
vadilcha goth are ‘khari’, a word whid 
can for (he present be glossed as ‘true’ 
Maybe we can begin understanding khai 
goth or true stories through what is beyoni 
them, such as the many tall tales in Dangs. 
Often very whimsical, with a sting in the 
tail, they are about a range of themes - 
about the sexual peccadilloes of men and 
women and gods and goddesses, about 
heroic figures who successfully undertake 
daunting tasks, or about trick.ster.s who 
get out of the most difficult .situations. 
While tlicre is nospccific word designating 
these stories, they are recognised as a 
distinct genre. Most of all, they are 
considered as imaginary, in the sense of 
bearing very tangential relations to figures 
of the past or present. 

Thc.se .stories could be called false, but 
that is not a word many Dangis would 
voluntarily use to de.scribe them. Instead, 
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It may oe neipiui to-tmnic oi uieae |oui 
u above alUbout play. One wi^ to think 
of the playfulness of these goth Is to 
consider their ludic element Imaginary 
gothaieoften natrated at occasions known 
as 'tamashas*, usually held in the slack 
agricultural period before the monsoons. 
Large events where alcohol flows freely, 
tamashas, enacted increasingly by semi- 
professional performers and troupes from 
the neighbouring area of Khandesh, are 
sometimes spread across two or three 
evenings, and are attended by hundreds of 
men and women, many of whom walk 
over a day or two from distant villages to 
participate in it. Imaginary goth are also 
narrated at casual or spur-of-the-moment 
gatherings, when men and women are 
relaxing in the evenings. Such occasions 
are overwhelmingly preponderant in 
relation to the tamasha; they occur almo;:* 
every second or third evening in some 
comerof every village. On such occasions, 
some person with a particular iy good 
reputation as a ‘gothiya* or teller of tales 
may, under pressure from others, start off 
on a goth; slowly, others from surrounding 
huts may join in. And if there is mahua 
liquor to lubricate the telling and liste¬ 
ning, the occasion gains in gusto and 
vigour. 

The undenstanding of imaginary goth as 
playful is also evident in the way the Figure 
of the gothiya or storyteller is constructed 
for these goth. In ail genre of goth, of 
course, the gothiya is so central as to 
render meaningless those conventional 
oppositions which assign such oral 
traditions to a pre-authorial folk world, 
and contrast it to the culture of print and 
the emergence of the author. But the 
reasons for and manner in which the gothiya 
is accorded centrality vary. In imaginary 
goth especially, it is the narrative skill and 
style - the pauses, interjections, glosses, 
gc.sturcs, and sudden flurries of detail that 
narration involves-of the gothiya (usually 
though not necessarily, a man) which is 
valued: he makes the goth anew with each 
telling. 

Of course, several of the goth told on 
such occasions arc extremely contentious, 
and lead on to heated arguments. But 
nevertheless, the playfulness of these 
occasions allows goth a certain extricabilily 
from partisan, political or other conside¬ 
rations, and contentiousness rarely prevents 
goth from being told or performed. 

Such playfulness may tempt us to read 
the.se goth as marginal or inessential. That 
is to say, imaginary goth could seem as 
a relatively inessential form of lei.sure, a 
break from the more .serious work of 
everyday life which khari goth are about; 


, n couia seem inai h -is me wry 
. messentiality of imaginary goth that 
Refines the more implant khari gc^h. 
Even some Dangi readings may seem to 
support such an interpretation: on some 
occasions, imaginary goth have been 
described to me as 'emaja word which 
could be translated as ‘just like that’ or 
‘inconsequential’. 

Now, it would be easy enough to under¬ 
mine such an interpretation. Imaginary 
goth form part of everyday Dangi language, 
with casual references to characters from 
them abounding in casual conversation; 
and highly contentious arguments often 
take the form of contenders narrating to 
each other goth supporting the kind of 
values they valorise. As such, it could be 
argued that these goth posit, sustain, 
chal lenge, contest and perhaps even create 
values central to many l^gis. Yet. there 
is something dissatisfying about 
undermining, in this manner, the 
interpretation of imaginary goth as 
marginal. To show that imaginary goth 
al.w involve relations of power - surely 
this is no more than a predictable pre¬ 
liminary gesture in a context where we 
increasingly realise the ubiquity of 
relations of power? And here, preliminary 
to what? ’fo the point that imaginary goth 
are as central to Dangis, if in different 
ways, as khari goth? Here, centrality comes 
to signify an anodyne sameness (ironically, 
this is also the dominant way in which 
historicism today conceives difference), 
and any ascription of marginality to 
imaginary goth can only be understood as 
false consciousness or ideology. 

Perhaps it would be more .satisfying to 
work within the ascription of mai^inalily 
but against the grain of the way in which 
our habits tempt us to read marginality. 
Maybe we should consider another .sense 
in which imaginary goth are playful; their 
play in relation to the truth of khari goth. 
That is to say, because of their indepen¬ 
dence from time and place, they are 
considered to be beyond the clai ms to truth 
and falsity which khari goth involve. While 
khari goth are those that successfully 
su.siain a claim to refer to a particular time 
and space, these stories do not even ad vance 
that claim, whether successfully or 
unsuccessfully. In this sense, they are not 
the negation of khari goth but its 
con.stilutivc outside: they define what is 
outside the field of khari goth, cannot be 
judged by its criteria, and yet makes 
possible the very imagining of khari goth. 
It is precisely in this that their peculiar 
marginality resides; they are marginal not 
because they are inessential but rather 
because they come into visibility only at 


flic V*. 

it adequate to think that when queistiom 
of truth become iinpottant,lh6n khari goth 
predominate and playfuiorimagiaaiy goth 
become impossible: forms of playfubiess 
provide alsothelanguagein which vatfilcha 
goth exceed the tnith of history. To pursue 
these points, consider the enactment of 
khari goth. 

Tkinu OF Vadilcha Goth 

In contrast to imaginary goth, vadilcha 
goth posit an intimate connection with 
time and space; every narration of them 
constitutes a claim to tell what actually 
happened at some specific place in some 
specific time. They involve the claim to 
be khari goth, or true stories.'^ But estab¬ 
lishing most vadilcha goth as khari is a 
difficult task. This is not merely because 
they are highly fragmented and diverse, 
with virtually every locality, lineage or 
even individual having their own differem 
goth. It is also because of their inextric- 
ability. in the eyes of most Dangi.s, from 
practical, partisan, political, emotive, 
calculative or other considerations. 
Consider goth around the lineage of male 
descent. The lineage has since the early 
20th century been one of the crucial arenas 
within which Dangi politics is conducted. 
There arc currently 14 chiefs who are 
officially recognised by the Indian 
government as the descendants of the 
former rajas or kings of Dangs. Myriad 
others are recognised as their close kin, 
while yet others are recognised as 
descendants of lho.se who held land-grants 
or village headships under these rajas. 
Such recognition as descendants is not 
only an honour (tuibans and shawls are 
publicly bestowed on the rajas and their 
associates at a darbar held annually), but 
is often accompanied by a substantial 
political pension. 

In this context, to know and tell goth 
of the power wielded by one's ancestors 
is to make an implicit claim to some sort 
of power. Also, people often narrate goth 
designed to impugn claims of other 
lineage.s, claiming forexample that a person 
widely recognised as the male descendant 
of .some vadil is not the true descendant, 
or that the true raja or patil was not the 
specified vadil but someone else. Even 
lack of knowledge of goth takes on different 
implications depending on its relationship 
with claims to power. Officially or 
popularly recognised chiefs are not 
particularly disconcerted when they do 
not know goth; their authority is by now 
too secure in usual contexts for it tomatter, 
and lack of knowledge is easily ascribed 
to vagaries of transmission. But those 
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popularly recognised feel deeply worried 
when they do not know dieir vadilcha 
goth. Such is dte case with one lineage 
of Vasuma. The father of the present 
lineage head did not listen much to stories 
Jwhen he was young, and as a result the 
latter does not know the stories. Since the 
lineage now claims a share of Vasuma, 
he has expended considerable effort in 
meeting persons of related lineages who 
might know goth of his ancestors, plying 
them with them liquor and trying to prise 
stories about his lineage out from them - 
so far with little success. Had he known 
such goth, and were they persuasive, he 
might at least have seuur^ some popular 
acceptance of his claims (though of 
course this would not have secured him 
official recognition). For well told goth 
can actually create power. Haipat Lasu. 
a distant descendant of the Ghadvi chief 
Silput raja, has through his inventive 
retelling of vadilcha goth secured 
popular authority as a chief far beyond 
what either descent, alliances or official 
recognition would allow him to claim. 

Even where not .so directly connected 
to personal claims to power, vadilcha goth 
are still deeply political. Goth of how the 
British took over the forests, of how 
ancestors rebelled against colonial power, 
of raids on plains by ancestors, of 
oppressive state practices, or even of the 
plenitude of modes of subsistence during 
moglai question the legitimacy of the state. 
Goth of how koknis and bhils behaved 
with each other in former times, of how 
koknis brought agriculture to Dangs, of 
how a particular witch was dealt with - 
all of these arc involved in complex 
everyday politics. 

Becauseof this inextricabilityof vadilcha 
goth from practical, partisan, political or 
other considerations, they are (unlike 
equally contentious imaginary goth) rarely 
performed on occasions like the tamasha 
or the ‘thaali’. As events in which almost 
anybody can participate, these are scarcely 
desirable occasions for discussing such 
matters. More appropriate is everyday 
conversation. Old men and women, 
reduced to immobility by age. might often 
tell children and others the stories of their 
youth, and the stories they learned from 
their vadils. In evenings when friends get 
together and drink liquor, or during long 
afternoons when there are no pressing 
agricultural tasks, or while working with 
friends in the field, conversation may turn 
to vadilcha goth. What makes such 
occasions particularly appropriate is that, 
unlike the tamasha or thaali, they are not 
open to virtually anyone who might stray 


in. AS wrtn other everyday conversation, 
they involve spaces of intimacy withhiglhly 
flexible and contextual boundaries. When 
goth that are relatively unconientious are 
being told, such as those of how the British 
took over the forests, these spaces of 
intimacy have boundaries inclusiveenough 
to take in vinually every Dangi (though 
not necessarily persons like me). But 
when the truth of goth narrated is a more 
contentious matter, the spaces are quite 
restrictive; it is not unusual for narrators 
to segue out of one goth into another 
relatively inoffensive one when a new 
person joins the group. And when goth 
involve challenges to the authority of very 
powerful persons or lineages, they arc 
narrated almost secretively - often after 
nightfall, when only members of the 
narrators’ huts and those they have 
specifically invited are around. Such 
spaces of intimacy are themselves deeply 
political: they arc not based simply on 
friendships or blood-ties, but are also part 
of the effort to bui id alliances and persuade 
listeners that the narrator's goth is the 
most khari or true. 

Persi'asions of Truth 

Yet, persuading listeners about what is 
or is not a khari goth is as a task scarcely 
innocent of colonial and post-colonial 
power. There is the importance of ‘jod’. 
which can be translated asconjoining. The 
confluence of di ITerent accounts, especially 
accounts by narrators whose interests are 
believed to diverge, is the most self-evident 
form of jod. Amongst the most persuasive 
forms of jod is the claim to affirmation 
of the goth by the written documents of 
the sarkar or state. Because the sarkar 
constitutes Dangi realities in profoundly 
inescapable ways, it is thought of as 
enormously powerful, often even 
omniscient in its knowledge of Dangs - 
its records will contain a true account 
Bhil lineages who consider themselves 
dispossessed often assert that proof of 
their having held the gadi or .scat of power 
in formertimes will be found in the district 
records. The members of a dispossessed 
lineage of Ghadvi (one of the principal 
chieftancies in Dangs) went further in 
198K. Seeking to a.s.scrt a claim to the gadi 
of Ghadvi. they searched British records 
at the district headquarters at Ahuwa to 
find proof of their having formerly held 
the gadi. Meeting with little success, they 
ventured as far as Sakri in the old Khandesh 
district to find the records, again with no 
success. Now too, the insist that a 
photograph of their ancestor, the early 
19th centuiy Ghadvi chief Silput raja, can 
be found at Delhi. 


Equally signiflcani, in titis context, ia 
the association of writing and troth. As 
1 have argued at length elsewhere, in the 
course of the t9th and early 20th century, 
the centrality of writing to the exercise of 
colonial power was accompanied by a 
fetishisation of writing, especially that 
associated with the sarkar - hence, of 
course, theemphasison the written records 
of t he s vkarin establishing the khari nauue 
of a goth. But the aura of writing, with 
its connotations of power, extends further. 
Thus, some families in Dangs have written 
versions of their goth: this is thought to 
te.stify to their khari nature. In tiiese senses, 
truth is thought of through tropes that are 
fundamentally colonial.^* 

This is scarcely to suggest, of course, 
that the records of the sarkar are always 
treated as khari. When these records 
contradict claims of goth, they are likely 
to be disregarded; they are significant only 
to the degree that they are invoked b^ 
Dangi narrators, whether to affirm or 
conte.st the khari nature of any goth. 
Bc.sidc.s. other kinds of jod are very 
important too, and sustained efforts ate 
made to secure them. For example, in 
1994. a discussion was held between 
various descendants of a 19th century 
Kokni. Dqdaji Patil, where different 
versions of the ‘same’ goth (about how 
their ancestors moved from one village 
to another to eventually teach Dangs) 
were put together over two evenings to 
produce a khari account of their migra¬ 
tions. 

Also, narrative strategics other than jod 
are imponant too in making a goth seem 
khari. Narrators are sometimes believed 
to be telling khari goth when they 
demonstrates a command of detail. Detail 
in a goth is evocative, linking it up in as 
many directions as possible with other 
goth. By alluding to details from other 
goth already considered khari, the khari 
natu re of the narrrator' s goth is established 
by association. Indeed, there is almost a 
superfluity of detail, an extensive 
elaboration of details that do not really 
matter. By introducing abundant detail in 
this way. narrators demonstrate their 
knowledge, showing that what they tell is 
likely to be true. Goth thus abound in 
references to now-vanished villages, to 
trees that stood at the time and place of 
the goth, to the clothes the protagonists 
wore, or how they looked. 

Depth of recall is a another narrative 
strategy likely to make a goth seem mote 
khari. The further back that a narrator can 
take her or his account, or the longer the 
number of ancestors through whom a 
person can trace descent, the greater the 
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Creadon of such histories. Also, while 
th^ may be radical in terms of their 
challenges to the canons of history, there 
is nothing necessarily radical about them 
in terms of their commitment to a related 
politics of subaltern empowerment. In 
some cases, the surplus of hybrid histories 
springs from their fetishisation of history, 
as for example in Hindu fundamentalist 
constructions of the Babri masjid-Ram 
Janmabhoomi dispute.'* It is important 
to recognise this, for else we slip into 
claiming an (infra)Ktructural site for 
hybrid histories; we assume that they 
are always already empowering for 
subaltern groups. It is not because hybrid 
histories are new or are always em¬ 
powering to subaltern groups that they 
are fascinating: it is rather because 
subaltern struggles against domination 
will be about accentuating the hybridity 
of their histories; tliey will be about 
engaging with (challenging, affirming, 
ridiculing) that paradigmatic trope of 
modernity - history. 
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Sino-Indian Border Dispute Reconsidered 

Neville Maxwell 

The Nehru government sought to decide for itself where India’s borders with China should lie and then impose 
the alignments it had chosen on Beijing, refusing to negotiate them. That meant that unless Beijing surrendered 
to India’s territorial claims to Aksai Chin and areas north of the McMahon Line conflict was inevitable. China’s 
military action in 1962 was reactive and pre-emptive, and that India suffered 'unprovoked aggression’ is a self- 
serving myth. That there has been no settlement of the Sino-Indian borders is the consequence of Nehru's policies, 
to which successor governments, except Narasimha Rao’s. have strictly adhered. 


I 

*The Chinese Aggression of 1962*: 

India’s Grand Delusion 

IN his May 1998 letter to president Clinton 
the Indian prime minister A B Vajpayee 
justified his government’s nuclear tests by 
citing China’s ‘armed aggression against 
India in 1962’ and the unresolved Sino- 
Indian border dispute.' India’s political 
class, talcing its lead from Jawaharlal 
Nehru, has from the outset maintained that 
the dispute and border war were the result 
of China’s expansionism and. at the last, 
a ‘massive aggression' which took India 
by surprise and led consequently to the 
collapse of its army. China’s account is 
contrary, charging India with intransigence 
and irredentism and presenting its own 
military action as reactive and pre-emptive. 
It is timely to reconsider, with the added 
perspective of nearly 40 years and in the 
light of new material, the causes, in the 
policies of the two governments, which 
led to war and left (he border dispute 
unresolved. 

The Republic of India and the People’s 
Republic of China faced a common task 
when they came into cxi.stcnce in the middle 
of the century: completion of the conver¬ 
sion of their frontiers into boundaries. 
That was in fact among the first formal 
expressions of their new identity as modem 
states, as they moved to emulate and catch 
up with the states of Europe which in the 
preceding three centuries, in step with the 
emergence of nationalism and the ri.se of 
the nation-state, had pioneered the intro¬ 
duction of a new political institution, the 
boundary; a line agreed in diplomatic 
negotiations (delimitation), jointly marked 
out on the ground (ctemarcatiun), accu¬ 
rately represented on a map, and de.scribed 
in a treaty between two abutting sover¬ 
eignties which thus recognised the limits 
of their own and their neighbour's terri¬ 
tory .^Pre-modern states could exist within 
frontiers, which were not lines but areas, 
zones of transition between state powers: 
modem states need boundaries. 

So far as China was concerned when the 
PRC was established in 1949, the problem 


of the Sino-Indian frontiers represented 
an importam but small element of an im¬ 
mense task, negotiating or renegotiating 
to achieve agreed and accurately defined 
limits to sovereignty with about ten states, 
contiguous with China over tens of thou¬ 
sands of miles in often inaccessible ter¬ 
rain. Many .sectors of that vast periphery 
represented the high-tide marks of foreign 
encroachments on the Chinese Empire, 
and the ousted Nationalist (Guomintang) 
authority had bequeathed irredentist com¬ 
mitments to the recovery of such ‘lost 
lands’. Beijing's newmen recogni.sed that 
to lake up that bequest would be to pro¬ 
voke intractable quarrels with many of its 
neighbours, particularly and most danger¬ 
ously with the Soviet Union, inheritor of 
the vast far-eastern tracts of Chinese 
imperial territory annexed by tsari.st Russia 
under the imposed treaties of Aigun (1858) 
and Peking (I860) Accordingly they 
decided that the new China would settle 
Its boundaries on the alignments on which 
history had left them. Zhou Enlai used the 
occasion of the 1955 Atro-A.sian Confer¬ 
ence in Bandung to declare his govern¬ 
ment’s approach; 

With some of our neighbouring countries 
we have not yet finally fixed our border¬ 
line and wc are ready to do so...But before 
doing so, we arc willing to maintain the 
present situation by acknowledging that 
those parts of our border are parts which 
are undetermined Wc are ready to restrain 
our government and our people from 
crossing even one step across our border. 
If such things do happen, we should like 
to admit our mistake. As to the deter¬ 
mination of common borders which we are 
going to undertake with our neighbouring 
countries, wc shall use only peaceful means 
and we shall not permit any other kinds of 
method. In no case shall we change this.^ 
Later developments gave that declaration 
of policy much significance, and it there¬ 
fore deserves analysis. Zhou makes the 
first step towards boundary settlement a 
declaration that some sectors arc undeter¬ 
mined. wi'h their identification. Second 
comes a stand-still a^eement. rigorous 
mutual maintenance of the status quo 
coupled with readiness to admit and cor¬ 


rect error if trespass occurs. Third, he 
looks forward to future negotiations, and 
offers the assurance that China will use 
none but peaceful means in resolving 
territorial disputes. Finally, he issues s 
warning that China will not tolerate any 
other approach, implying that a neighbour's 
use of force would be met by force.* 

The succeeding half-century saw Chins 
implementing the policy laid down by 
Zhou for the most part consistently and 
scrupuIou.sly. and with marked, and now 
nearly complete, success. Boundary trea¬ 
ties were negotiated and sealed with Burma, 
Nepal. Pakistan, Afghanistan. Mongolia, 
Korea, and Laos. Negotiations are in train 
with Viet Nam and. to the extent that New 
Delhi will allow, with Bhutan; in the case 
of Russia and the central Asian states ol 
the former Soviet Union negotiations have 
been completed, and boundaries agreed 
subject to caveats on a few spec ified points 
on which disputes have bwn left unre¬ 
solved for settlement at some indefinite 
future date. In three instances ‘peaceful 
means’ were replaced by force of arms: 
with India, the USSR and Viet Nam. 

In the case of the Sino-Soviet borders. 
M0.SC0W initially refused to renegotiate 
the 19th century treaties by which the 
Tsars had annexed the great tracts of the 
Qing Empire which became Siberia and 
the Maritime Province, suspecting dial 
Beij ing’s insistenceon negotiation cloakK 
the intention to reclaim that territory 
Conflicting readings of the treaties whtef 
made the Amur/Heilungjiang and Ussuri 
Wu.ssuli Rivers the borders led to Sovie 
use of force to a.ssert the claim to exclusi v< 
rights over the entirety of the rivers and al 
the islands within them, and China* s rests 
tance took the neighbours to armed con 
diet in 1969, and the brink of nuclear war.' 

It was not until 1987 that, undci 
Gorbachov's leadership, the USSRagrew 
to renegotiate the Sino-Soviet borders aiK 
accepted the relevant principle of interna 
tional law - that, in the absence of ant 
treaty provision to the contrary, the navi 
gable nature of the border rivers mew 
that the line of separation of sovereigntie 
lay not on the Chinese bank, when 
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Moscow’s claims had put it, but along die 
thalweg (an imaginary line along the 
deepest pan of the main channel). The 
corollaty was that the riparian neighbours 
enjoyed equal rights in use of the rivers. 
Beijing responded {noniptly to Goibachev’ s 
reversal of his predecessors' position, 
negotiations were quickly opened and led 
in due course to a treaty giving the needed 
precise definition of the Sino-Soviet 
boundaries, on the eastern rivers and on 
China’s western border. In 1997 the heads 
of state of Russia and China, meeting in 
Beijing, proclaimed their border settle¬ 
ment as ’a model for resolving problems 
left over by history’ through negotiations 
based on equality, mutual understanding, 
and concessions.^ The Central Asian 
successor states to the USSR have also 
settled their boundaries with Beijing. 

In the case of Viet Nam, China, under 
Deng Xiaoping's leadenship. used n tri' :,> > 
boundary dispute, conretnir'j Jistances 
of no more than a few hundred metres, as 
the pretext for an attack intended to 'teach 
a lesson’ - the lesson being that China’s 
hegemony must be accepted. That breach 
stands as a malign but .solitary exception to 
China' sotherwise principled and pragmatic 
approach to the .settlement of boundaries. 

In comparison to the magnitude of 
China’s border problem, the task facing 
independent India when it emerged from 
the British raj in 1947 was minor. Exten¬ 
sive sectors of India's borders had already 
been transformed into boundaries by the 
departed imperial power. Where Pakistan 
had been .separated, international bound¬ 
aries had been laid by the Radcliffe 
Commission along what had been internal 
administrative divisions; the British, after 
wars and vexed negotiations, had agreed 
an Indo-Nepali boundary and demarcated 
it - tiiat is. marked it out on the ground 
- and largely achieved the same with the 
other Himalayan states, Sikkim and 
Bhutan.^ But the attempts of the Briti.sh 
governments in London and India to reach 
agreement with China to create Sino-In- 
dian boundaries had tailed.^ In the cast, 
where what became independent India’s 
North-East Frontier Agency (NEFA) 
marched with I'ibet, and in the west, where 
Ladakh, in the Indian-held pan of the state 
of Jammu and Kashmir, met Sinkiang and 
Tibet, there lay only frontiers - zones 
wherein the limits ot sovereignty were 
indeterminate but. at first, separated. The 
potential for conflict, and the need for 
negotiation, lay in the inevitable impinge¬ 
ment of the administrations of the two new 
states as those were extended into the 
frontier zones. 

When administrative contact was made, 
the absolute and conflictual differences 
between the approaches of Beijing and 


#few Ddhi immediately became apparent. 
.. To recapitulate: the Chinese approach, 
as outlined by Zhou Enlai at Bandung 
and implemented thereafter in practice, 
looked to the following steps: (1) identify 
and declare such sectors as required defi¬ 
nition with the neighbouring government; 
(2) agree jointly with the neighbour on 
maintenance of the status quo so that 
contact between forward patrols, with the 
risk of conflict and casualties, could be 
avoided; (3) negotiate to seek agreement 
on a mufually satisfactory boundary line, 
taking into account any relevant treaties, 
current positions, traditional movements 
and uses, etc; (4) establish a joint bound¬ 
ary commission to mark out the agreed line 
on the ground; (S) sea) the agreement in 
a new and comprehensive boundary treaty. 

Before similarly summarising the ele¬ 
ments of the approach evolved for India 
by Jawaharlal Nehru and his advisers in 
the first years after independence, it is 
relevant to consider the character and 
historical context of Indian nationalism, 
which had a powerful and pervasi ve effect 
on the Nehru government’s approach to 
the problem of .settlement of the Sino- 
Indian boundaries.^ 

In the 1950s and 1960s there appeared 
to be a clear distinction between two 
.separate currents in Indian nationalism, on 
the one hand secularist, on the other re¬ 
ligious, spccificaily Hindu; but tor both, 
the defining principle for their imagined 
India was territorial, creating a nexus 
between the two apparently opposing 
schools in the concept of ‘sacred geogra¬ 
phy'. The blcKidy partition of 1947 might 
have been expected to shake, even de¬ 
stroy, the idea that India’s territorial limits 
were historically fixed and ab.solute, but 
for Indian nationalists, both secular and 
Hindu, its effect was the contrary: any 
territorial challenge, internal or external, 
came to be fell as an attempted desecration 
of that sacred geography.'® 

The seedbed of Indian nationalism in 
both its variants had lain in the anglophone 
elite cloned by the British rulers in their 
own image, as that class grew through its 
developmental .stages - from servitorclass, 
through challenger movement, to inher¬ 
itance of power. The great debate through¬ 
out that epoch was over the historical 
identity of India before the establishment 
of the British raj. The ruling British view, 
most tamoii.<ly expres.scd by John Strachey 
in his 1888 book, India, was that “there 
is not, and never wa.s. an India, or even 
a country of India, possessing, according 
to European ideas, any sort of unity, 
physical, political, social or religious". In 
their efforts to fix borders for India the 
British did not see themselves as marking 
out an existing nation, but the opposite - 


erelong, and enlarging, a political end^ 
by defining its limits. And that entity was 
not a nation-sUtte but “an empire like other 
empires, an assemblage of diverse tetri* 
lories and peoples joined together by 
British military might, diplomacy and 
duplicity over many years and then mun- 
tained in being by means of the forcible 
application of British control over non- 
British peoples’’." 

As the nascent, polyglot elite grew into 
its challenger phase, however, finding 
themselves with that prime characteristic 
of national identity, a common language 
(albeit in this case a foreign one, English), 
so they began to conceive and present 
themselves as members and representa¬ 
tives of 'the people of India’, the mass 
whose existence as such Strachey and his 
contemporary compatriots had denied. 
Over the years the argument which Indian 
nationalists evolved to substantiate their 
demand for political power hardened into 
a faith, "the fervent belief that an Indian 
nation had existed through time - defined 
by culture, common experience, custom 
and geography”. That perception .served' 
as the attinidinal prism through which the 
Nehru government viewed the task of 
.settling the Sino-Indian borders. If India 
had ‘existed through time’, then it fol¬ 
lowed, in the perception of independent 
India’s llrst leaders, that its "traditional 
and customary boundaries had long ex¬ 
isted and had evolved naturally, since they 
were based on the activities of populations 
and cultures and on geographical features 
such as mountain ridges and watersheds”. 
Indeed, the “northern frontier [had] lain 
approximately where it now runs for nearly 
three thousand years". A corollary was 
that India’s “ ‘historical borders’ were 
necessarily linear", which is to say pre- 
ci.se. 

The broad lines of that theory may be 
traced in the Indian diplomatic argumen¬ 
tation to Beijing over the borders. But its 
most detailed elaboration came much later 
in a work of advocacy of the Indian 
approach disguised as scholarship, writ¬ 
ten by an Indian official who had been 
closely involved in his governmept's 
handling of tl le border dispute, T S Muity. 
Murty argues that a frontier, and the 
line of exact separation within a frontier 
(i e. the boundary), comes into existence 
Ihniugh natural human interaction, a ‘pro¬ 
cess of historic consolidation' or 
‘crystallisation’; and needs for validity 
recognition by only one of the two states 
concerned. Such ‘historic delimitation’ 
obviates the need for delimitation by 
diplomatic process, which Murty calls 
‘formalisation’ and belittles as a mere 
‘garnishing’ of the real boundary-forming 
process by historic gestation. To him 
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‘p(ri>Hc aimouncement* of an aJignment 
by the validating govemment will suffice 
to finalise a boundary, no ‘formalisauon’ 
then being necessary. 

From that ideological position adopted 
by the Indian govemment it followed that, 
unlike other states which found it neces¬ 
sary to negotiate agreement with 
neighbours as to the alignment of their 
common borders, India already possessed 
fixed borders with China, negotiation thus 
being otiose. The only necessity was for 
the Indian govemment to ‘discover* the 
exact alignment of the country’s borders 
with China through its own archival re¬ 
search, with consultation of histoiy and 
mythology and taking security interests 
into account. Once the appropriate align¬ 
ment had been decided upon it could be 
announced and depicted on maps. Indian 
posts would be set up “along the entire 
frontier ... especially in such places as 
might be considered disputed areas”, as 
Jawaharlal Nehru was to instmct his 
government; and the resulting manned 
boundary would “not be open to discu.s- 
sion with anybody" ” 

Thus India: (1) \wuuld insist that all 
sectors of its claimed border with China 
were already defined; (2) as soon as pos¬ 
sible would advance its state forces into 
the territory it claimed; (3) would refuse 
to enter into any agreement tor maintain¬ 
ing the status quo until ail territory clai med 
was under Indian control; (4) would at 
all stages refuse to submit its claimed 
boundary alignments to negotiation Each 
of those points was in absolute contradis¬ 
tinction to the Chine.se approach and in 
sum they amounted to an insistence that 
for India the definition and consolidation 
of boundaries with China would he a uni¬ 
lateral process. 

Such a one-sided pnrccdurc is nugatory 
in international law: 

An international boundary cannot be fixed 
solely by the administrative act of one ot 
the adjoining s'ates. At least two parties 
must be involved and their joint cflorts 
are necessary in ordei to erfectuate an 
acceptable division between their temto- 
ries. Therefore, if a state proceeds alone 
to survey and delimit its bordci areas, no 
jundical pnnciplc will apply the elfcc’s 
of .such unilateral action to another state 
which, being direetly interested, has not 
co-operated in any way in its execution 
or consented to accept its consequences. 
From the point of view of the non-par¬ 
ticipating state, the international bound¬ 
ary remains undefined. 

But so long as the border which India 
claimed to be pre-existing accorded to the 
perception held in Beijing, or was accept¬ 
able to the Chinese government, there 
should be no cause for conflict, although 


the Indian approach would rule out joint 
redefinition by diplomatic process. What 
would happen, however, if the boundary 
‘discovered’ by the Indian govemment 
conflicted with China’s understanding 
of the alignment of the traditional and 
historic frontier? And if aChinese presence 
were found to be within what India claimed 
to be its anciently-established limits, but 
was asserted by Beijing as expressing 
China’s own reading of history? Such a 
presence could only be regarded by India 
as adverse and illegitimate, and the tres¬ 
passers would be asked to withdraw and 
expected to comply. Refusal would el¬ 
evate the offence from trespass, to incur¬ 
sion, to aggression Once (he charge of 
‘aggression’ was made public, politicians 
and press would take it up and demand 
armed action to repel the aggressors. 
Failure to respond would open the govem¬ 
ment to logically valid charges of surren¬ 
der of national tcrriloiy - and therefore 
military action against China would be¬ 
come an unavoidable political necessity. 

Thus the package of linked policies 
evolved privily by Nehru and his advisers 
in the years immediately after India at¬ 
tained independence would, il consistently 
applied, promi.se to lead ineluctably to 
armed conflict on the Sino-lndian borders. 
The linst overt expression of India’.s policy 
for the con.solidation of its claimed border 
with China came in February 1951 when 
an Indian official party, escorted by a 
strong paramilitary column, marched into 
the Tibetan monastery centre of Tawang, 
proclaimed it to he Indian territory, and 
ousted the Tibetan administrators. In thus 
pre.scnting an annexationist fait accompli 
to the authorities in Lha.sa - as well as 
those recently e.stablished in Beijing - the 
Indian government was both continuing 
and moditying the policy towards the 
north-cast frontier applied by then British 
predecessors. 

The reassertion of Chinese authority in 
Tibet in the first decade of the 2(kh century 
- and its collapse in 1912 - led to an 
attempt by the British Indian government 
to replace the established and traditional 
limit oi Its administration in the north¬ 
east. which lay beneath the foothills ot the 
Assam Himalayas, with a 'scientific fron¬ 
tier’ that ran along the crest ot (he moun¬ 
tains. .some 60 miles to the north.'’ Such 
a frontier projection would in effect annex 
some 60.(KX) square milesof tcrritoiy which 
China regarded as its own. being an 
cxtcn.sinr< of Tibet, and which was de¬ 
picted as Chinese on British official maps 
as well as China’.s. Most of that great tract 
was unadministcrcd, occupied by tribal 
people who fiercely and effectively re¬ 
sisted intruders, whether from north or 
south; but a tapering salient of temtory 


at its western extremity, running down to 
the plains from the monastery centre of 
Tawang, was administered, by Tibet's 
ecclesiastical authority. 

Britain convened in Simla in 1913 a 
tripartite conference, including a Tibetan 
delegate and a representative of the Chi¬ 
nese central government, the ostensible 
purpose of which was to reform and regu¬ 
late relations between Lhasa and Beijing. 
Hie foreign secretary of the Indian gov¬ 
emment, ,Sir Henry McMahon, used the 
occasion, however, to arrange secret, 
bilateral negotiations in Delhi in March 
1914 in which the Tibetan representative 
was induced to accept the ^sired new 
border line. That line, which came to be 
named after the foreign secretary, was 
drawn on a map with an appropriate scale 
of eight miles to the inch, covering the 
sector from ju.st short of Laos to Bhutan 
(the British then included Burma as part 
of their Indian empire). That map was not 
shown, of course, to the Chinese repre- 
seniati ve at the conference. But McMahon 
tncked him intointtialling a different map, 
on a very small scale, which, while pur¬ 
porting to illustrate only a proposed di¬ 
vision of Tibet into Inner and Outer zones, 
also incorporated McMahon’s secretly- 
drawn alignment. 

McMahgn's actions at Simla exceeded 
his authority, and an American interna¬ 
tional lawyer and student of this history 
arraigns him for, among other sins, “lying 
at an international conference table and 
deliberately breaking a treaty between the 
United Kingdom and Russia”.^® 
McMahon's domineering chicanery was 
infructious, however. The Lhasa authori¬ 
ties repudiated their representative’s ac¬ 
tions; the Chinese govemment, suspect¬ 
ing what had gone on behind its 
representative’s back, declared that any 
agreement reached between Britain and 
the Tibetan authoniies would be illegiti¬ 
mate and null; in his report to London the 
Viceroy disowned McMahon’s dealings 
with the Tibetans; and the home govern¬ 
ment tacitly expressed severe disapproval, 
it appears, by transferring McMahon out 
of India. Thus the ‘McMahon Line' was 
stillborn It was left to another imperial 
frontiersman serving the British govern¬ 
ment in fndia. a man very much in the 
McMahon mould, to breath life into it a 
quarter of a century later 

In the mid-1930s Olaf Caroc. then a 
middling otiicial in New Delhi, disin- 
tened tnmi the archives the d(H:umenta- 
lion concerning McMahon’s abortive 
bolder advance, and persuaded the British 
govemment to begin pretending that the 
McMahon Line was India's legal bound¬ 
ary, legitimated by the formal assent of 
Tibet and China - Caroc arranged a dip- 
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loinauc Toigery to support tne taise asser- 
tion that the boundary had been agreed at 
the Simla conference.*^ Consequently in 
the 1940s some British maps began show¬ 
ing the McMahon Line as the boundary, 
qualified only with the wording, 
‘Undemarcated’ (that is. still awaiting 
agreement on its exact alignment and 
maricing out on the ground by joint pro¬ 
cess of the two neighbours). During the 
war and immediately after it the British 
began the task, difficult and dangerous 
(because of tribal hostility), of extending 
their administration towards their claimed 
border. Those forward movements imme¬ 
diately drew strong protests and demands 
for their withdrawal from the Chinese 
government, then Nationalist. Those pro¬ 
tests were repeated, redirected to the in¬ 
coming Indian authorities, in early 1947; 
and in 1949 the Nationaii.st government, 
although by then in extremis, siill deliv¬ 
ered in New Delhi a formal note again 
repudiating all documcntsemanating from 
the Simla Conference. 

By the time India became independent 
in August 1947 the British had made some 
progress towards making the McMahon 
Line good on the ground as India's north¬ 
east border, in defiance of China's pro¬ 
tests: and the successor government in 
New Delhi took up the task of completion. 

Against that hi.storical background the 
new government of independent India 
cannot be criticised for continuing an 
inherited policy, and maintaining the 
British claim to a boundary on the 
McMahon alignment, although the wis¬ 
dom of attempting to sustain and use 
Britain’s supportive falsehoods and forg¬ 
ery is questionable. On the other hand, 
Britain’s policy on the limits of its impe¬ 
rial possessions reflected great power, often 
indeed supremacy: and even so, the Brit- 
i.sh always .showed a politic awareness that 
It was advisable to take full account of a 
neighbour’s sensibilities when trying to 
fix borders, and that force exerted on the 
ground needed to be balanced by pragma¬ 
tism and diplomatic finesse. It is not easy 
to imagine a British government adopting 
such a provocatively obdurate tactic as 
Nehru was to apply in this instance: that 
if the new China questioned the legiti¬ 
macy of the McMahon Line, as had the 
old, India would simply refuse to discuss 
the subject. 

The forceful reassertion of Chinese 
central authority in Tibet that began in 
November 1950, .seen by many in India 
(and elsewhere) as an invasion, galvanised 
the Indian government into alarmed ac¬ 
tivity. (Dispatch of an Indian expedition¬ 
ary force to Lhasa, in the steps of 
Younghusband, to pre-empt or resist the 
PLA. was seriously considered,)^-’ The 


prospect or a uninese mtutaiy presence^ 
at least potentially hostile, along what the 
minister responsible forits defence, Sardar 
Patel, recognised to be the ‘undefined’ 
northern frontier^^ added a new dimen¬ 
sion to India’s perceived threat horizons. 
After urgent consultations, plans were laid 
for the rapid extension of administrative 
and defence arrangements in the north. On 
20 November 1950 Nehru proclaimed in 
the Indian parliament that the McMahon 
Line was India’s border with Tibet in the 
north-east, reiterating the Britiiih falsifi¬ 
cation about its having been “fixed by the 
Simla Convention of 1914”. He conceded 
that China’s maps showed a contrary border 
line, well to the south, and had dune so 
“for the last 30 years”; but, he went on, 
‘[Chinese] map or no map’, the McMahon 
Line was India’s boundary, “and we will 
not allow anybody to come across [it]”. 
That forthright declaration was the first 
public articulation of India’s unilateralist 
approach to the problem of boundary 
settlement. 

In annexing Tawang three months later 
the Nehru government exceeded its pre¬ 
decessors’ ambitions and intention. 
McMahon had drawn his line to bring 
Tawang into India, but even in Caroe’s 
time the government had second thoughts 
about that. To begin to take over the tribal 
tracts which China, although claiming 
them, had never administered, was one 
ihing-those comprised, in imperial terms, 
a no-man’s land; but to annex a tract which 
since they first contacted it the British had 
recognised as administered Tibetan/Chi- 
nese territory, was quite different. There¬ 
fore during the years of the second world 
war the Briti.sh engaged Lhasa in discus¬ 
sions looking to the re-drawing of 
McMahon’s alignment so as to leave 
Tawang, with its great monastery, to Tibet. 
They tried to present that proposal as a 
magnanimous conce.ssion, seeing it them¬ 
selves as a ‘sop’ which might induce Lhasa 
to accept the rest of the McMahon align¬ 
ment as the border. They failed. The Tibetan 
authorities would not bite.^-^ Indeed upon 
India's achieving independence Lhasa 
dispatched to New Delhi a formal request 
that the new post-imperial government 
withdraw all its predecessors' intrusions 
into the territory between the McMahon 
Line and the traditional border beneath the 
foothills. 

Lhasa vigorously protested India's sei¬ 
zure of Tawang. and again made clearthal 
Tibet regarded the McMahon Line as a 
chimera, without validity as a boundary. 
From Beijing, however, came no com¬ 
ment, although by then the PLA had 
established itself in Lhasa, its advance 
units cann<)t have been far from Tawang, 
and the Chine.se government appears to 


nwe recet vesapionqR reporu ortne mohut 
action.^ That silence was the first .i]^> 
cation that the new men in power in China 
were willing to accept MoMahort'sbound- 
ary alignment as he drew it, along with 
other distasteful bequests from die period 
of China’s prostration. Further evidence 
to that effect followed, again expressed in 
silence - and this appeared conclusively 
to confirm intended acquiescence. The 
People’s Republic might have been ex¬ 
pected to continue and intensify the pro¬ 
tests which its Nationalist predecessor had 
vigorously been issuing over the British 
and more recently Indian advances into 
NEFA; but in the event Beijing ignored 
the Indian government’s accelerated mili¬ 
tary and administrative thrusts up to the 
McMahon Line. (As will be seen, the 
Chinese did react, however, when Indian 
personnel pushed northward across the 
Line.) 

After India’s incorporation of Tawang 
the frontier fell quiet again, while the two 
neighbours built up their internal commu¬ 
nications, building roads, sending out 
patrols and survey teams, establishing posts 
- and thus moved closer to impingement. 
Diplomatically, the next event was the 
holding in 1954 of negotiations on trade 
and intercourse across the Tibetan sector 
of the Sino-Indian border, which looked 
among other matters to the terms of India’s 
surrender of various rights and privileges 
which the British had induced Lhasa to 
grant, including maintenance of armed 
personnel within Tibet. As the Indian 
government prepared for those negotia¬ 
tions its basic policy towards border con¬ 
solidation. which might be summarised as 
“lie low and say nothing about the borders 
but make good our claims”, was recon¬ 
sidered, but only to be confirmed. As a 
key participant in the discussions put it: 
The general view was that we should not 
allow China to take thi.s opportunity to 
rake up the whole issue [of the borders]. 
In any case. China was not going to 
recognise the McMahon Line which we 
considered to be our northern frontier and 
so there could not be any negotiations on 
that score. 

Therefore “it was decided that the 
question of the frontier woiiid not be 
allowed to be rai.sed, as in India’s view 
this wa.s well settled by custom, tradition 
and u.seagc. If the Chinese raised it, the 
Indian side would refuse to discuss it”.^* 
That decision was challenged within the 
government, at high level, but Nehru stood 
fast on the strategy he had chosen: that 
the subject of the borders should be left 
to China to raise, and if or when it did so, 
“We can plainly refuse to reopen the 
question and take our stand (on the po¬ 
sition Nehru had .stated in Parliament], 
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McMahoaLiae isoors, and them is nothing 
to disciiss' about it”.^ fo the event the 
Ctdnese aide in the negotiations did not 
bring up the question of borders eitl»r, 
although it did intimate that it considered 
that to be a subject to be discussed on 
i another occasion. 

The Agreement onTrade and Intercourse 
in Tibet which issued from the negotia¬ 
tions enshrined in its preamble the “Five 
Principles of Peaceful Co-existence”, the 
first of which was “Mutual respect for 
each other’s teiritorial integrity and sov¬ 
ereignty”; and the Indian government 
seized on that principle as foreclosing any 
future challenges from Beijing about its 
border claims. By that time it had com¬ 
pleted its secret and unilateral investiga¬ 
tions and decided upon the alignment of 
the borders with China. In July 1954Nehru 
circulated a memorandum on the Sino- 
Indian borders to ministries concerned, 
describing the Tibet treaty as “a new 
starting point of our relations with China 
and Tibet”. He went on: 

Both as flowing from our policy and as 
a consequence of our agreement with 
China, this frontier should be coasidered 
a firm and definite one, which is not open 
to discussion with anybody. A system of 
checkposts should be spread along this 
entire frontier. More especially, we should 
have checkposts in such places as might 
he considered disputed areas.^* 

That ‘ firm and definite’ border appeared 
in new maps issued at about this time by 
the officiai cartographer, the Survey of 
Iruiia, and it was very different from what 
had been shown in previous maps. Those 
generally had reflected the actual position, 
as stated by the home minister, Patel, that 
when India became independent the Sino- 
Indian frontier was undefined. As noted 
above, the McMahon Line had begun to 
be marked on British maps after 1940. 
replacing a border alignment which had 
matched that shown on Chinese maps, 
running along the foot of the hills; but then 
the McMahon Line was still qualified as 
‘Undemarcated’. The new maps showed 
it as a full and final international bound¬ 
ary, To the mortification and concern of 
their rulers, Bhutan and Si kldm were shown 
as included within India’s boundary. But 
it was in what became known as the western 
sector of the Sino-lndian border, where 
the state of Jammu and Kashmir marched 
with a comer of Sinkiang and with Tibet, 
that the greatest change appeared. There 
a new boundary line, categorical in depic¬ 
tion. looped up to the north-west from the 
Karakoram Pass to the Kuen Lun moun¬ 
tain range so as to include within India 
a tract of territory comprised for the most 
part of the Alcsai Chin plateau. 
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the western sector was unchanged since 
the Fewngn and Poiitical Department of 
the Govemnwnt of India, in its official 
publication of record, generally short- 
named as Aitchuon’s Treaties, stated in 
1931 that “Ihe northern as well as the 
eastern boundary of the Kashmir state is 
undefined”.^’ In the north-east the line 
India claimed as its boundary had at least 
a pseudo-diplomatic basis in McMahon’s 
1914 subterfuges, and a fairly precise car¬ 
tographic expression.^^ But the boundary 
now claimed in the western sector had no 
foundation other than that it had been 
proposed and considered as a possible 
claim-line - and rejected - within the 
British Indian administration, as had a 
number of alternative possible boundary 
alignments fur that sector, all markedly 
less advanced than the line chosen. As the 
outstanding Indian analyst of this history 
put it, “the Indian claim to Aksai Chin had 
no basis in treaty, usage or geography”.^^ 
It was not until fiveyears after the issuance 
o) the new maps that an officiai was sent 
to London to devil up a case for the Aksai 
Chin claim from the archives. He man¬ 
aged to do so, with the aid of a critical 
faKsificaiion, of which his government 
made much use.-^** 

If. as Nehru had ruled, nobody (which 
is to say. China) was to be allowed to 
question the wildly irredentist claim now 
cartographically advanced for Aksai Chin, 
then India’s border policy had become 
wholly inimical to Nehru’s often stated 
wish for India’s close and friendly rela¬ 
tions with China, and to that extent con- 
tradictoiy, even irrational. 

But how solid was Nehru’s often voiced 
aspiration for friendship with China? Much 
has been made of his repeated expressions 
of friendly and positive regard for China 
during this period of the 19S0s. when 
slogans about Sino-lndian brotheriiood 
were shouted by Indian crowds welcom¬ 
ing official visitors from China, and cer¬ 
tainly he made India an open and active 
supporter of the People’s Republic’s in¬ 
ternational interests at that time. Conse¬ 
quently there has been readiness to accept 
his and the wider Indian perception and 
portrayal of the 1962 border war as an act 
of perfidy by Beijing, a treacherous be¬ 
trayal by a friend. But an underside to 
Nehru’s approach to China, one marked 
by suspicion, animus, and territorial ac¬ 
quisitiveness, has been illuminated since 
that time. The light was shone not by a 
critic but by a man whose admiration for 
the prime minister was unqualified, even 
adulatory, and who was a close and in¬ 
fluential adviser through almost the whole 
of Nehru’s time in office - N B Mullik, 
director of the Intelligence Bureau (IB), 


wiuvii ill ivji was giv«i lesponnoiiuy 
for foreign as well as domestic inteiti-, 
gence. 

Mullik, who described himself as a 
Bengali-speaking Bihari (his name U 
Bengali and apparently he (bd not widi 
to be taken for a Bengali) served in the 
Indian Police Service (IPS) for more than 
a decade before India’s independence. IBs 
first contact with Nehru, in 1934, led to 
his receiving a nasty snub from the then 
Congress leader, who of course held a low 
opinion of all members of the IPS, espe¬ 
cially Indians thus acting as enforcers for 
the raj - and that rankled with Mullik for 
years.^^ But when, after independence, he 
joined the Intelligence Bureau, becoming 
director in 1950, the old slight was for¬ 
gotten, and as is clear in his most revealing 
trilogy Jlfy Years WirANeAnr, Mullik came 
to revere the prime minister, personally 
and as a statesman. Nehru, it is also clear, 
not only from Mullik’s account but from 
the influence, even power, the IB came 
to exercise on those aspects of govern¬ 
ment policy which Nehru dominated, 
responded with full trust in Mullik’s 
percipience and judgment. 

In Mullik’s account, when in 1952 1 m 
sought from Nehru guidance as to India’s 
strategic orientation, and. therefore the 
prime targets for the attentions of the IB, 
he was instructed that China must be 
counted a& one of 'two enemies’, the other 
being Pakistan. He was therefore told to 
lend all support to anti-Beijing Tibetan 
emigres, “to help tiMm in every ww 
possible and maintain their mol:^de”.™ 
Mullik was one of those who had urged 
dispatch of an Indian expeditionary force 
to forestall and oppose Chinese occupa¬ 
tion of Tibet, and he quickly built up 
supportive relations with the Dalai Lama’s 
brother and other members of the Tibetan 
oligarchy who had fled to India upon the 
arrival of the PLA in Uiasa. This must 
have brought him into co-operative con¬ 
tact with the CIA, whose agents were 
working from about 1956, with Indian - 
connivance at least, to foment the revolt 
in Tibet that broke out in 1959.^’ 

According to Mullik, Nehru foresaw 
that conflict with China over the borders 
was inevitable, and played for time. 
Therefore he maintained his posture of 
friendliness, which was also partly genu¬ 
ine, to lull China into a sense of security 
while India made good its border claims. 
Nehru went some way towards confinn- 
ing that interpretation himself, after the 
dispute became a public issue in India, in 
defending his tactics in Parliament. The 
government had been alive to the problem 
of the northern borders from 'the very first 
day’ (presumably, of its existence), he 
said. It was decided not to raise the issue 
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with China but rather to make it clear, in 
maps and statements, where India pla^ 
its borders: "Why should we go about 
asking China [and raising] this question 
when we felt sure about it? ...We felt we 
should hold by our position and that the 
lapse of time and events will confinn it, 
and by the time, perhaps, when the chal¬ 
lenge of it came [from China] we would 
be in a much stronger position to face it”.^^ 
Because border protection was the re¬ 
sponsibility of the home ministry, under 
which the IB operated, it was in giving 
effect to Nehru’s policy in that regard that 
MuIIik’s influence was most potent and 
extensive. Implementation of Nehru’s 
directive that a system of checkposts be 
established right along the border, and 
"more especially...in such places as might 
be considered disputed areas", was 
Mullik's responsibility, one which he said 
he ‘pursued,.. with single-minded effort' 
His account of that project merits quota¬ 
tion at length: 

In setting up the checkposts all along the 
frontier, as we then understood its loca¬ 
tion, we often came in conflict with both 
the Army Headquarters and the ministry 
of external affairs. We were often accused 
of going into disputed territory or tres¬ 
passing beyond our border though, except 
that some of our patrols did sometimes 
cross into Tibet or Sinkiang due to the 
faulty nature of the maps, we had located 
the checkposts within our claimed fron¬ 
tier. If we went too near the frontier, we 
would be accused of causing provoca¬ 
tions. We did not give in and our conten¬ 
tion was that as the responsibility for 
guarding the frontier had been given to 
us, we were free to open the posts wher¬ 
ever we thought they would serve us best.... 
Moreover, once we claimed a territory to 
be our own. we were free to go and open 
our post there, no matter whether the 
Chinese disputed our claims and raised 
protests. 

Mullik knew he was armoured against 
the army and external affairs by Nehru’s 
unwavering support. 

We were always quite confident that 
finally when the dispute [within the gov¬ 
ernment] was referred to the prime min¬ 
ister he would decide in our favour be¬ 
cause we were only carrying out the orders 
specifically given by him to me.... This 
is what happened on more than one oc¬ 
casion when the army headquarters or the 
external affairs ministry reported against 
us to the prime minister. The file came 
back with the note that as we had already 
opened the post we need not withdraw 
from it but we should be careful to see that 
we did not trespass into Chinese territoty.^* 
Sometimes, Mullik admitted, his patrols 
did encroach onto what he conceded to 


"Be Chinese territory, once 40 miles into' 
Sinkiang; but even on that occasion, when 
“the External Affairs Ministiy was very 
angry’’, the prime minister commented 
that die patrol party must have been led 
astray by faulty maps. “And so further 
trouble [for the IB] was averted.’’ 

But so difficult was the terrain for India 
in the western sector, so very far-flung its 
border claim there, that it was to be several 
years before Mullik could push his patrols 
into contact with theChinese in that sector. 
He succeeded at last in' October 1959, 
when a long-distance patrol he had spe¬ 
cially organised to set up a new post on 
‘the international frontier’, as Mullik called 
the Indian claim line, was intercepted by 
a Chinese force near the Kongka Pass. In 
the ensuing firefight the Indian patrol 
suffered - nine killed, with the survivors 
bei ng captured. That clash brought Nehru’s 
support for MuIIik’s actions under its 
severest strain. At a top-level meeting the 
IB was accused by the army and foreign 
office officials of acting as ‘aggressors 
and provocateurs’. The army insisted that 
no further movements of MuIIik’s armed 
police should take place along the fron¬ 
tiers without prior military clearance, “and 
the prime minister had to give in to the 
army’s demand”. The result, Mullik re¬ 
gretfully recalls, was that "the protection 
of the border was thereafter handed over 
to the army and all operations of armed 
police were made subject to prior approval 
of the army command’’.^^ In a bizarre 
inversion of actuality, typical of the de 
ceptions being spun by New Delhi in those 
days, the army’s assumption of responsi¬ 
bility for the borders was presented as 
evidence of the seriousness with which the 
government viewed the ‘Chinese threat’. 
In fact that it was a measure to protect 
China from the provocations Mullik, with 
Nehru's support, was bent on continuing 
and which, the army recognised at that 
time, must draw it into a conflict it could 
only lose. 

The inhibition on forward Indian patrols 
into Chinese-held territory was not to last 
long, as it turned out. Sweeping changes 
in an army headquarters corrupted by 
political interference and favouritism, with 
courtier-soldiers replacing old-guard pro¬ 
fessionals,’^* meant that by the summer of 
1961 the army itself had launched onto 
a ‘forward policy’ and was advancing 
troops into Chine.se-held territory in the 
western sector to implement India’s claims, 
regardless of Beijing’s protests and warn¬ 
ings and reckless of the PLA’s overwhelm¬ 
ing superiority in weaponry, numbers and 
logistics. The aim of this hare-brained 
scheme, misbegotten by military 
adventurism out of Gandhian satyagraha 
(soul force), was somehow to extrude the 


(2hftiese from Indian-claimed Akaai CUq 
- to make them leave without actually 
forcing them out. 

The rehearsal, or tuning up, for the 
collision for which Nehru had set the course 
had come in the middle sector of the 
frontier, as it came to be called, beginning 
with a mildly worded protest note from 
theChinesegovenunentin July 19S4about 
an intrusion by an armed Indian patrol 
What had happened in that sector, it 
appears, was that the Chinese, backing up 
the Tibetan position on the lie of the 
traditional border, had consolidated a 
‘scientific frontier’. That is, they claimed, 
and controlled, not only the mountain 
passes, but small trans-montaigne tracts 
as well Through 1954, 1955 and 1956 
there was patrol friction in the area, with 
continuing exchange of diplomatic pro¬ 
tests, untij discussions were opened be¬ 
tween the two governments. Those were 
infructuous. An ominous tone was struck 
by India in a note late in 1956 in which 
a Chinese armed presence on the Indian 
side of a pass claimed by New Delhi to 
mark the frontier - an assertion denied 
Beijing - was described as ‘aggression’ 
The border dispute proper surfaced when 
China publicised the completion of a 
motorable road across Aksai Chin, linking 
Sinkiang with western Tibet. The Chinese 
described that notable engineering feat in 
an article on the achievements of their first 
five-year plan in the July 1958 issue of 
China Pictorial, and showed it on a map. 
The road construction had been noted whi le 
it was in progress by the IB and Mullik 
had urged estiAlishment of army and aimed 
police posts to monitor or impede it. But, 
in Mullik’s account, at a meeting in Janu¬ 
ary 1959 he was overruled by the army, 
with the support of the ministiy of external 
affairs (MEA). The army’s view, expressed 
by the then chief. General Thimayya, was 
that the road did not constitute any stra¬ 
tegic threat to India and that the establish¬ 
ment of military posts in that area was 
beyond the army’s logistical capacity and 
that anyway it would be folly to try to 
engage China militarily in this area. The 
reasoning of the ministiy was that: 
this... territory was useless to India. Even 
if the Chinese did not encroach into it, 
India could not make any use of it. The 
boundary had not been demarcated and 
had been shifted more than once by the 
British. There was an old silk route (across 
it] which ... the Chinese had only im¬ 
proved [to make their road]. It would be 
pointless to pick quarrels over issues in 
which India had no means of enforcing 
her claims.^* 

An Indian patrol was dispatched tocheck 
the lie of the road when spring made that 
possible, however-and nrkhing was heard 
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ftcm it *iter tte end of August Then, on 
November 3, New Delhi was informed 
that the patrol had been detained, and its 
personnel deported. The Chinese asked 
for a guarantee that there would be no 
more such ‘unlawful intrusions’, and 
. warned that those were inconsistent with 
I friendly relations.^ 

The construction of the road and the 
arrest of the patrol demonstrated that the 
Aksai Chin was solidly under Chinese 
control and administration, and practically 
beyond India’s purview. But the official 
Indian maps issued from I9S4 showed the 
territory crossed by the road as unques¬ 
tionably Indian. Now the impasse to which 
Indian policy had from its inception in¬ 
exorably been directed was reached. Ei¬ 
ther the Indian government was going to 
have to resile from its absolutist and 
unilateral approach to border settlement, 
or the Chinese government would have to 
withdraw from what was for them a stra¬ 
tegically vital tract, which it considered 
to have long been Chinese territory. So 
an irresistable force, or anyway an 
unassuageable demand, had met an 
immoveable object. 

At about the same time as the reconnais¬ 
sance patrol was dispatched to investigate 
the road the ministry of external affairs, 
in reversal of the approach it had advo¬ 
cated a few months previously, sent a 
formal complaint to Beijing - not about 
the road itself but about the international 
borders shown in the map with the China 
Pictorial article about it. Those, the note 
pointed out, did not coincide with the 
border of India as shown on India's latest 
maps. (The little sketch map in the maga¬ 
zine pul China’s boundaries along the 
Karakoram range in the west and the edge 
of the Brahmaputra valley in the ca.st, as 
most maps issued in China had long shown 
them - and all now still do.) Nehru, this 
note of August 21, 19S8 recalled, had 
alluded to just such cartographic contra¬ 
dictions in discussion with Zhou Enlai 
when he visited China in 1954 and had 
been reassured that “current Chine.se maps 
were ba.sed on old maps’’ and that the 
People’s Republic “had had no time to 
correct them’’. But the PRC had now been 
in existence for ‘many years’, and India 
“tiustfed] that the corrections [would] be 
made soon”. The note concluded with an. 
offer, which seems deliberativciy offen¬ 
sive, to send a free copy of the latest Indian 
official miq> to guide Beijing’s cartogra¬ 
phers.^^ 

In the historical context and the political 
circumstances of the time, that note is 
astonishing. Its peremptory tone would 
still have been out of place if addressed 
to the ruler of Sikkim or Bhutan, and its 
political implications were huge. In effect. 


h required China, through changes in its 
maps, first, to ascribe ex post facto legiti¬ 
macy to McMahon’s covert dealings with 
the Tibetans, thus imputing to the latter 
treaty-making rights and by implication 
sovereignty; second, to concede that the 
Aksai Chin tract was Indian territoiy, and 
therefore that the Chinese administration 
and development there amounted to ‘un¬ 
lawful intiusion'. And it was scxrn to be 
proved that the position taken ih this note 
was by no means an opening bid calcu¬ 
lated to leave plenty of leeway for diplo¬ 
matic bargaining; the Indian government 
was advancing a non-negotiable demand. 

Beijing’s reply merely restated what 
Zhou had told Nehru: China’s maps of the 
day were based on those authoris^ by the 
natirmalist government and it would not 
be appropriate unilaterally to alter their 
depiction of boundaries. That must await 
surveys and the outcome of consultations 
with the countries concerned. In Decem¬ 
ber 1958 Nehru himself joined the ex¬ 
changes with a letter toZhou Enlai, opening 
a personal correspondence which was to 
parallel formal diplomatic exchanges 
through the mounting conflict. 

Nehru’s lone was cordial, though the 
inm fist showed in some pa.ssages through 
the velvet. Referring back to the maps 
which had been complained about, he 
feigned surpri.se. claiming that he “had not 
been aware at any lime previously that 
there was any frontier dispute between our 
two countries”. He recalled Zhou's assur¬ 
ance at their meeting in 1954 about repro¬ 
ductions of old pre-liberation maps, but 
said that the “continued issue of these 
incorrect maps” nine years afterthe PRC’s 
inauguration was 'embarrassing'. About 
the McMahon Line, Nehru reminded Zhou 
that they had discussed that .sector in 1956. 
in the context of boundary negotiations 
then in progress between Chinaand Burma, 
and that Zhou had assured him that China 
‘proposed to recognise this border with 
India’, as it was doing in the case of 
Burma. The nub of Nehru’s letter lay in 
this sentence: “There can be no question 
of these large parts of India [shown as 
within China on Chinese maps] being 
anything hut India and there is no dispute 
about them’'. 

Zhou replied promptly, in January 1959. 
In summary his points were: (1 )The Sino- 
Indian boundary had never been formally 
delimited. That is, no treaty or agreement 
on the boundary had ever been concluded 
between the Chinese central goveniment 
and a government of India. (2) “Border 
disputes [did] exist between China and 
India”, and therefore it was unavoidable 
that there would be discrepancies between 
their respective maps. (3) The Aksai Chin 
area was China’s and had “always been 


under Chinese jurisdicUon”. (4) ’The 
McMahon Line had no legitimacy as an 
international boundary but China was 
likely to accept that alignment at the 
appropriate time and circumstances, as it 
was doing in the negotiations with Burma. 
There, already, can be foreseen die outline 
of a possible settlement: China would 
legitimise the McMahon alignment as the 
boundary inlndia’snorth-east, while India 
waived or sharply modified its claim to 
Aksai Chin. But the path to that resolution 
could lie only through negotiations, for 
which, Zhou said. Beijing was now pre¬ 
paring. 

Noting the recent friction between pa¬ 
trols in parts of the border. Zhou con¬ 
cluded with the proposal that ‘as a pro¬ 
visional measure, die two sides tempo¬ 
rarily maintain the status quo, that is to 
say. each side keep for the time being to 
the border areas at present under its ju¬ 
risdiction and not go beyond them’. This 
was the measure that China saw as the 
essential preliminary to negotiations, 
which otherwise would be jeopardised or 
poisoned by public reactions to armed 
clashes in disputed areas. In Nehru’s view, 
however, to come to such an agreement 
would be to acquiesce in, even condone, 
China's ‘aggressive’ occupationoflndian 
territory, and thus tacitly legitimise it. ’The 
alternative was to retain the option to use 
force, when it became available, to assert 
India’s claims. (It was to be nearly 40 
years before an Indian government 
would have second thoughts about 
Nehru's position, and accept the Chinese 
proposal.) 

Outright rejection of Zhou's proposal 
by Nehru would have unwelcome con.se- 
qucnccs. however. It would amount to an 
implicit declaration that India would insist 
on advancing its forces into all territoiy 
it claimed; and while precisely that inten¬ 
tion was central to Nehru’s policy it would, 
if stated openly, expose a bellicosity at 
odds with India’s pacific international 
posture and reputation, as well as prompt¬ 
ing immediate defensive measures by 
China. I'hcrcfore in his reply in March 
Nehru prevaricated, introducing the casu¬ 
istry that more and more was to mark the 
Indian diplomatic argument. He wrote: 

I agree that the position as it was before 
the recent disputes arose should be re¬ 
spected by both sides and that neither side 
should try to take unilateral action in 
cxenrise ol what it conceives to be its right. 
Further, if any pussc.s$ion has been se¬ 
cured recently, the position should be 
rectified. 

Thus Nehru, while appearing, at a first 
reading, to accept Zhou’s proposal, in fact 
rejected it. His second sentence, contra- 
dicrory to the first since it looked to res- 
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tor^OD of whftt (he Jodian jt^edto 

be the acceptd>le status quo ante rather 
than the maintenance of the status quo 
which Zhou had proposed, fore-shadowed 
what befrae long would hi^n into Incfian 
insistence that (3hina must ‘vacate its 
ag^sion’ by withdrawing from Aksai 
Chin before dm could be negotiation. As 
Nehru put it in his next letter (26 Septem¬ 
ber 1959): “No discussion [between the 
two governments] can be fruitful unless 
the posts on the Indian side of the tradi¬ 
tional frontier now held by the Chinese 
forces are first evacuated by them 
There by, in effect stipulating that China 
would have to reverse its position, at least 
suspend its claims, and evacuate the ter¬ 
ritory claimed by India before negotia- 
dons could begin, Nehru blocked any 
possibility of a peaceful, negotiated ccso- 
ludon of the dispute. Ir the ncar-40 years 
since then, no successor government in 
India has been able - or has sought - to 
overcome that impediment. 

As had been the case in India’s refusal 
to come to a stand-still agreement along 
the border, this refusal, in effect, to submit 
the dispute to negotiation could not be 
openly stated, since India was known as 
an insistent advocate of peaceful negotia¬ 
tion. without any setting of pre-condi¬ 
tions, in all international disputes.^^ There¬ 
fore ca.suistry was invoked again, and the 
Indian refusal to negotiate was masked in 
the diplomatic exchanges, which were in 
effect encoded with semantic obfuscation 
to give the impression that the refusal was 
China’s.^^ Nehru was personally involved 
in the drafting of the most important of 
the diplomatic notes, memoranda and 
letters.^® 

The clash at the Kongka Pass, which 
caused an angry public outcry in India 
(much to Mullik’s satisfaction),-'^ * brought 
Zhou Enlai to urge an immediate summit 
meeting. Nehru stalled for some mondis 
but then agreed to receive Zhou Enlai in 
New Delhi in April (1960), making it clear 
domestically that the meeting was not for 
‘negotiations’ but only for ‘talks’. (He 
drew that distinction explicitly, and used 
it to fend off the critics who suspected he 
intended to sunbnder to what he had 
himself presented as ‘Chinese aggression'.) 
Zhou Enlai nevertheless came to the 
summit meeting optimistic because he had 
recently signed an agreement with Burma, 
resolving border problems older and far 
mote complex than those with India, and 
legitimising that section of the McMahon 
Line which covered the Sino-Burmese 
border.*^ 

At the summit meetings China’s pro¬ 
posal for settlement was made explicit for 
the first time: “reciprocal acceptance of 
present actualities in both sectors and 


pttsthutirmofabotmd^d^ttnss^ 

'n^s meant dut the Chinese woe prepared 
io formalise the McMahon aligning if 
the Indians dropped the cisdm to the whole 
of Aksai Chin and negotiated a mutually 
acceptable boundary in the western sector. 
An alignment proposed by the British to 
China in 1899, leaving the road well inside 
Chinese territory but providing for a 
marked advance for Indian possession, 
would hdve provided a good target for 
Indian negotiators. But Nehru’s position 
was adamant: no compromise, no stand¬ 
still agreement, no negotiations. Only 
China’s diplomatic surrender and a prom¬ 
ise to withdraw from Aksai Chin would 
have met the Indian demands. 

Steven Hoffmann, the American scholar 
whose linkage of India’s border policy to 
the nature of its elite's nationalism is cited 
above, offers an insight into the mindset 
of Nehru and his advisers when they 
received Zhou and the Chinese team. They- 
pci-ceived in the Chinese wish [to nego¬ 
tiate a boundary settlement] an attempt to 
denigrate the historical authenticity of the 
Indian nation. A true nation would not, 
in the Indian view, be asked to negotiate 
its historically evolved borders. That re¬ 
quest or demand could come only from 
a neighbour who (like India’s former 
British rulers) regarded the Indian nation 
as an artificial creation. 

Tlrus in Hoffmann’s analysis the more 
the Chine.se side pressed for negotiations 
the more affronted were the Indians at 
what they felt as an impugnment of their 
very national identity, and therefore the 
more determined theirrefusal. Hoffmann’s 
explanation derives from years of inter¬ 
views with those who were Nehru’s clos¬ 
est advi.sers at that time and, bizarre as it 
sounds, rings true. 

Diplomatic exchanges continued after 
the fai led summit, official teams of the two 
sides producingdetailedstatementsof their 
historical and geographical arguments. But 
the deadlock was now complete and the 
accelerating implementation of India’s 
‘forward policy’ in the summers of 1961 
and 1962, with consequent confrontations 
and, later, gunfire clashes, brought war 
steadily nearer. Nehru, while (in another 
context, that of India’s annexation of Goa) 
saying that his “whole .soul react[ed] 
again.st the thought of war’’, was phleg¬ 
matic, indeed insouciant, in openly dis¬ 
cussing the prospect of war with China. 
That confidence seems to have reflected 
the fact that his closest advisers, especially 
Mullik. were ready to the last to assure 
him that China would never use force 
against India, and that Beijing’s increas¬ 
ingly heated warnings were bluster and 
bluff. It also expressed, it seems, what a 
contemporary Indian observer called his 


country's. 

Nehni's vision of ii Sino^idiaa coall^ 
was ^K>calyptic. he thought of a war dtM 

in its intentdty and durat^ wo«fal.shi^ 
the world. His premise, that India and 
China were powms of equal strength and 
resolution, was to be belied ty India’s 
total and immedi^ colliq)Se undffl- the 
shock of China’s blows. 

Rationally, if the forward policy were 
left out of consideration, the belief that 
China would never attack India was well 
founded. Such action would, indeed, be 
most invidious for Beijing, and it was 
difficult then - as it is now - to see any 
possible strategic or political advantage 
that China could hope to draw from 
hostilities with India. But by the begin¬ 
ning of the 1960s the PRC had be^ to 
feel seriously threatened. The friendly 
strategic alliance with the USSR was 
breaking up; the nationalist rump on 
Taiwan, which American influence kept 
in China’s seat in the UN, was intensifying 
its armed forays against the mainland; in 
a programme that had begun in 1956^^ the 
CIA was continuing to-train, arm and 
transport rebel groups into Tibet, and 
trumpeting the cause of the Dalai Lama, 
by then in exile in India.^^ Not surpris¬ 
ingly the Chinese suspected the same 
influence was behind the military provo¬ 
cations which India was mounting (and 
certainly Mullik maintained close contact 
with the CIA station-head inNew Delhi. )^^ 
What else, they might have asked them¬ 
selves, could explain an Indian policy that 
could yield no material benefit to India but 
if continued must become at the least a 
worrying distraction for China’s defence 
forces? So a military response to close off 
the threat from India inevitably came under 
consideration in Beijing, and precaution¬ 
ary force deployments began to be made. 

By October 1962 the forward policy had 
created great tension in the western sector. 
Numerous small Indian army posts had 
been set up in Chinese- claimed and- 
controlled territory, and all hadbeenclosely 
confronted by the PLA, always in superior 
force. Armed clashes had occurred, the 
Chinese had suffered casualties. Beijing’s 
protests and warnings that China’s forces 
would be,forced to retaliate had become 
angry and explicit. Then the Indiw gov¬ 
ernment resolved the issue for the Chinesc- 
leadership, removing any doubt about its 
intentions. A note dated October 6 was 
read in Beijing as “finally categorically 
shut[ting] the door to negotiations’’. Then 
Nehru, speaking to journalists on Oct¬ 
ober 12, made a public declaration that 
the Indian army had been ordered to 'free 
our territory’, that is, to take the offensive 
to implement India's claims. Nehru's 
handling of the dispute had by that time 
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for (iliifi'iwiiaf ^ couW M govem- 
do but ord«r attack if, as he had said 
was die cate, Odha had ^Uberately in¬ 
vaded Indian tenitoty? His bravado 
aroused Jingoist jdbiiadon among the 
^lan poUdcal elms and satisfaction in 
< lie west, where the staternem was taken 
as an ultimatum, even a declaiatton of 
wai^-but horror amongthe commanders 
in the Geld whose troops would have to 
execute the Balaclava-Uke orders. 

Nehru’s comndtment referred to a con¬ 
frontation which had developed on the 
McMahon Uire - or rather, to be precise, 
on theChinese side of the McMahon Line. 
The map on which McMsdion had drawn 
his line was based on anelementary survey, 
anrhwhen in the 19S0s Indian administra¬ 
tors reached the frontier area they con¬ 
cluded that in certain sections McMahon 
should have placed it several miles further 
muth. Since die Chinese were carefully 
observing the line as McMahon had drawn 
it as the de facto border, calling it ‘the line 
of actual control’, it was cleady in India’s 
interest that nothing be done to disturb the 
•y situatirm in that sector. With every year 
that passed China’s observance of the 
McMahon Line served to strengthen 
India’s claim. Nevertheless, as soon as 
they were able to do so the Indians began 
setting up outposts in several sectors to 
the nonh of the McMahon Line as 
McMahon had drawn it, maintaining that 
it was their right to make such unilaterai 
‘corrections’. Since Beijing baulked at 
this ‘nibbling iUChinese tmitory’, as Deng 
Xiaoping later described it, the result was 
a protracted series of armed confronta¬ 
tions, beginning with a clash at Longju 
in August 19S9 and continuing to the 
present. 

The only strategically significant patch 
• of territory claimed by India north of the 
line as McMahon had drawn it iay at its 
western extremity, where an Indian posi¬ 
tion on the highest local feature. Thagla 
Ridge, would give the outpost overview 
of a Chinese base and communications. 
In June 1962 the Indian army, acting on 
orders originating from Mullik to occupy 
the Ridge, established a post on the Nan^a 
Chu, a mountain stream running along its 
foot - the crest was beyond the troops* 
logistical reach. In September the Chinese 
reacted just as they were doing in the 
western sector, confroiiting the new In¬ 
dian post with a superior containing force. 
The Indian government then proclaimed 
that it was the Chinese who had sent forces 
across the McMahon Line, and Nehru 
made his public vow to have them thrown 
back. 

The Indian army was struggling against 
agonising difnculties to get even lightly 


infancy to the arm - lA weapons 
and supplies had to be man-carried over 
steep ndges at altitudes letital to its 
unaccumatised and undeT'<«\ad troops: the 
PLA, t\s heavy weapons and sappWm. 
were transported by truck to just b^tnd 
Thagla Ridge and then mules across 
it To drive the Chinese off the ridge by 
assault was a military impossibiUty, even 
after the Indians had mantled to concen¬ 
trate a brigade of infantry - indeed any 
Indian cotwentration could easily be out¬ 
numbered by the Chinese. The divisional 
comnumder whose troops would have to 
obey the order and launch ahopeless attack 
recalled his reaction to hearing Nehru’s 
statement on the radio news: 

The statement hit me tike a bludgeon. I 
found it hard to believe that any respon¬ 
sible person let alone a statesman of in¬ 
ternational repute could publicly make 
such an irresponsible opm'ationai pro¬ 
nouncement.... The milit^ implications 
and the likely Chinese reaction were clear, 
at least to us up at the front. If Nehru had 
declared his intention to attack, then the 
Chinese were not going to wait to be 
attacked.*® 

On October 9 the Indian troops had 
made a tactical move preliminary to an 
assault on the ridge. That foolhardy sally 
was promptly driven back, but not before 
the Indians had inflicted heavy casualties 
on the Chine.se. A few days later another 
battalion struggled down onto the river¬ 
line to reinforce the Indians, bringing their 
number to about 2,500. The deployment 
of the Indian troops was as if for attack, 
not defence. Thus there were no grounds 
for doubt in Beijing that Nehru meant 
what he said, and that an Indian assault 
on the Chinese positions was imminent.^' 
Nor was there any doubt that such an 
assault could be repulsed, with massive 
losses among the attackers and minimal 
Chinese casualties. But Beijing must have 
appreciated that such a localised victory 
would only have worsened China’s prob¬ 
lem. The Indians’ defeat would have 
augmented their complaints of victimi¬ 
sation and charges of Chinese aggresision 

- which were being believed in the we-st 

- and determined them to fight again as 
soon as they were strong enough. Only a 
punitive blow on a far greater scale could 
be expected to deter India from continuing 
its attempts to make good its borderclaims 
by force. 

Before dawn on October 20 tite PLA 
launched a pre-emptive offensive, and the 
border war began.®^ The Indian troops 
beneath Thagla Ridge fought while their 
ammunition lasted, about 30 minutes, 
before they were overwhelmed, and the 
Chinese advance in the east continued 
until Tawiuig was re-occupied. The most 


advan^ Intfian ‘fbrwmd^ttcy’ posts fti 
the wenem sector were wiped dokf'' 
TtwClunesefoT(resthenpstt8ed,t^Zto^; 
Eriiat appeded pettsoiudVy lo NeVno. 
offered a ceaseftre and wiiMrewaf of fhA 
FLA to positions befund the McMahon 
Une, calling for Intfta, in return, to end 
iu forward probing and open negotiations 
“to seek a friendly settlement of the SinO' 
Indian boundary question’’. Nehru rejectee 
the offer instantly. Three weeks latn i 
second Chinese offensive took only thns 
days to crush all Indian resistance in th 
disputed areas, in both the western on 
eastern sectors. Panicking, Nehru appealo 
for American military intervention in term 
' so hysteric^ that the Indian ambassado 
delivering the message wept with humip 
ation.*^ 

The njA troops stopped their advano 
when they reached China’s claim lines 
Then China cteciared a unilateral ceasefir 
from November 22, and a month late 
withdrew its armed forces to positions 2 
kilometres behind the McMahon Line. 

Thus began and ended what prim 
minister Vajpayee described to presider 
Clinton as “China’s armed aggressioi 
against India”. The account and analysi 
above show that the border war of 196! 
was nothing of that kind. India created; 
border dispute, refused to negotiate it, an 
then attempted to make g(^ its claim 
by armed force. A military response wa 
imposed upon Beijing, and when it cam 
it was measured and appropriate. China’ 
reactive use of force was justified, stra 
tegically and politically, indeed India: 
policy had left Beijing no realistic Blt« 
native. As one Indian commentator put il 
“thecatchphraseoflChina’s] ’unprovoke 
aggression’ came to be p^l^ in th 
aftermath of the border war purely fo 
political reasons - it was a cold politiec 
gimmick to win sympathy....”^ But sine 
that misrepresentation served as balm fc 
the deeply wounded pride of the India 
political class it was immediately accepte 
as truth, and has been a cherished delusio 
in India ever since. Vajpayee showed i 
his letter to president Clinton that tli 
Indian government is still ready to see 
advantage from the old fiction. 

II 

Why the Dispute b Still Unresolvei 

China’s victory in the border war wj 
complete, India’s defeat absolute, but a 
acontinuation of diplomacy by other mean 
China’s punitive expedition was onl 
paitialiy, and temporarily, successful. Hi 
Indian army’s debacle led to a purge i 
headquarters. Only One or two of tli 
courtler-soidieR survived in thcircaieers:* 
the Indian army was returned to profei 
siona! command and the political inierfe 
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ence which had led it into the forwud 
poUcy and to debacle was ended. The 
borders fell quiet, there were no more 
challenging Indian probes in die western 
sector or across the McMahon Line - for 
25 years. But nothing changed in the 
government’s diplomatic approach. 
Nehru’s position was as adamant as ever 
and indeed now reinforced with an imag¬ 
ined sense of injury and betrayal as well 
as real humiliation. China’s a» of force 
had not accomplished conclusively and 
lastingly either of its two political objec¬ 
tives; to bring India to the negotiating 
table; and to show the Indians that pending 
such negotiations it would be futile and 
self-destructive to try to impose India’s 
territorial claims on China by force. 

Zhou, whose personal experience of 
dealing with Nehru had left him contemp¬ 
tuous and angry,^ took off the gloves in 
terminating the prime ministerial corre¬ 
spondence. in April 1963. He accused 
Nehni of taking “a dishonest approach, 
which shows that India has no intention 
whatever to hold negotiations”, and ended 
with itantpis: “If the Indian government, 
owing to its internal and external political 
requirements, is not prepared to hold 
negotiations for the time being, the Chinese 
government is willing to wait with pa¬ 
tience”. Thirty-six years later, it is still 
waiting. 

Beijing’s approach has not changed since 
Zhou Enlai flrst expressed it at the 1960 
summit meeting. One of its most explicit 
statements since then was given pithily in 
1981 by Deng Xiaoping, when he re¬ 
ceived a member of the Indian parliament; 
China has never asked for the return of 
all the territory illegally incorporated into 
India by the old colonialists. China sug¬ 
gested that both countries should make 
concessions, China in the ea.st sector and 
India in the west sector, on the basis of 
the actually controlled border line, so as 
to solve the Sino-Indian border question 
in a package plan.^*^ 

The position in which Nehru had im¬ 
paled his government has made reversal, 
even adjustment, very' difficult. His own 
and other politicians' rhetoric apart, dur¬ 
ing the border war parliament had passed 
a resolution binding the government - and 
its successors - to ‘recover’ all Indian- 
claimed territoiy occupied by China. The 
official maps issued so conHdently in 1954 
to illustrate the ‘firm and (tefinite’ - and 
non-negotiable - Indian borders can be 
cited to argue that any compromise settle¬ 
ment with Beijing would involve ceding 
Indian territory. The constitution does not 
give power of territorial cession to the 
executive. Thus it can be argued that a 
constitutional amendment would be re¬ 
quired before a treaty could be impie- 


mtlled, and in any conceivi^ pofidca] 
cireumstances that would be extremely 
difficult to obtain. So even if any Indian 
government were prepared to brave a 
poHHcai storm by opening negotiations 
with Beijing with a view to settling the 
borders, the attempt would still meet the 
roadblock erected by Nehru. 

Successor governments nevertheless 
stepped cautiously and slowly towards 
normalising relations with Beijing. Indira 
Gandhi, her father Nehiu’s nev-succes- 
sor, returned diplomatic representation to 
ambassadorial level in 1967. Under the 
Janata government in 1979 A B Vajpayee, 
then foreign minister, visited China, and 
after that visit low-level official discus¬ 
sions of the two governments’ positions 
on the borders were re-opened, only to 
strand immediately on the basic contra¬ 
diction - that what Beijing proposed to 
negotiate New Delhi held to be 
unnegotiable. Those meetings neverthe¬ 
less sputtered on. and by the mid-1980s 
relations were on a steady and improving 
ba$i.s. Then in 1987 the border dispute was 
suddenly revived in an acute form, and 
turned again towards the arbitrament of 
force, a second round of India’s China war. 

As in the early 1960s, a change in army 
headquarters had placed in top command 
another soldier with a ‘Napoleon com- 
plex’.^^ Earlier it had been Nehru's kins¬ 
man General Kaul, a lowly public rela¬ 
tions officer lifted by the prime minister's 
favour to the lofty and too-demanding 
office of chief of the general staff, then 
corps commander charged with sweeping 
the PLA out of the territory India claimed. 
In the 1980s it was General K Sundaiji, 
chief of army staff, another ambitious 
soldier and, again like Kaul, without 
combat experience in his record. He de¬ 
veloped an Indian Ludendorff plan, look¬ 
ing to a conflict that would enable India 
to deploy its military superiority to render 
Pakistan a ‘broken-backed state’. In 1986 
Operation Brasstacks, the largest Indian 
military exercise held up to then, was 
mounted on the border with Pakistan - 
with the aim, as one analyst put it, of 
‘‘creating a situation in which Pakistan 
would be compelled to attack”.*’ Sundaiji 
was denied the opportunity to put his plan 
into effect because the Pakistani govern¬ 
ment kept <ts head and refused to be 
provoked. He then turned his attention, 
and the army’s weight, against China in 
the McMahon Line sector. 

The situation in that eastern sector had 
become inflamed again by yet another 
outbreak ofwhatmaybecalled the ‘Longju 
syndrome’, after the site of the first armed 
clash on the borders: the Indians’ insis¬ 
tence on a right to move into areas north 
of the McMahon Line wherever their 


oppedittionofloealtopograpi^n^gsM^ 
McMahon had drawn it too firto the soufh 
(they have never found sectors sriieie he 
drew it too far north). As had been dem¬ 
onstrated since 1959 and ctushingly in 
October J962. China disallowed such 
unilateral adjustments and invariably 
confronted them. Nevertheless in 1985, 
when the spring thaw reopened the patrol¬ 
ling season for the Indians, a small detach¬ 
ment of the Special Services Bureau (SSB, 
established in 1963 as a border reconnais¬ 
sance and intelligence unit) was sent 
forward to establish an observation post 
above the Sumdarong Chu (river). The site 
gave the post an overview of Chinese 
military dispositions behindThaglaRidge; 
and so the new post was not only on the 
Chinese side of the map-mariced McMahon 
Line, it was in an area of special signifi¬ 
cance and sensitivity since it had beM the 
spark-point for the border war. In laying 
down the condidons for the PLA’s uni¬ 
lateral withdrawal in 1962 Beijing had 
specified that the triangular tract of ter¬ 
ritory between the map-marked McMahon 
Line, the Bhutan border and Thagla Ridge 
was to be kept de-militarised, and reserved 
the right, to ‘strike back’ if India moved 
into it. 

The Chinese did not react immediately 
to the establishment of the new post, 
however, and it went unchallenged until 
the onset of winter when the SSB detach¬ 
ment withdrew. Investigating the vacated 
site, the Chinese noted that work had been 
commenced to make this an all-year-round 
post: they demolished those structures and 
built their own. clearing a helipad. On the 
SSB’s return to resume the position in July 
1986 they found the Chinese securely 
installed there. Word of that Chinese 
anticipation quickly leaked into the Indian 
press, with official spokesmen as usual 
portraying it as an unprovoked intrusion 
into Indian territory; and on August 8 the 
Indian government formally accused China 
of having deliberately sent forces across 
the McMahon Line. The Chinese pre¬ 
emption of the Sumdarong Chu site and 
denial of it to India was seized on by 
General Sundaiji as a challenge which the 
army must take up, and a new exercise. 
Operation Falcon, was quickly organised 
on the basis of a regular map exercise. 
Operation Chequerboard, which had been 
scheduled for about that time. Operation 
Falcon was to confront China withadisplay 
of great ofiensive force on its border, as 
Brasstacks had with Pakistan. 

So on the winding down of Brasstacks 
at the beginning of 1987 the Indian army 
began heavy troop deployments from west 
to east and south to north. Just as a be¬ 
ginning, three infantry divisions, although 
stretched and fatigu^ from their role in 



n|Fi8ai«Bn, wen inovea across ifMMa mto 
^ McMahon L4ne sector. By ^pril 1987 
the Indian army had, in strength, taken 
up the positions beneadi Thagla Ridge in 
which itsbattalionshad been overwheimed 
at the outset of the bolder war. The Indians 
established two strong points threatening 
I, the Chinese post on tte Sumdarong Chu: 
Chinese foiees woe immediately deployed 
to coirfiont them in two opposing posts 
(Hily 7*10 metres away. The Indians 
made additional shallow advances 
across the McMahon Line at some seven 
widely separated points, bringing imme¬ 
diate Chinese responses and close-contact 
confrontations between the opposing 
troops. Thus Sundai^i threw down the 
gauntlet. 

By this time, after decades of intensive 
re-aiming and expansion, the Indian army 
was veiy different from the weakly-armed, 
ill-clothed force that had been painfully 
mustered in 1962 to drive the PLA out ot 
their commanding positions on Thagla 
Ridge and later, although in strong defen¬ 
sive positions, had crumbled without 
giving battle because of incompetent 
generalship. Not only were the Indian 
troops now well prepared and armed for 
warfare in this terrain, roadheads had been 
brought nearer the key frontier areas, and 
plenty of transport aircraft and combat 
helicopters were available to piovide 
supply and ground-attack support. At the 
peak of the exercise India had deployed 
12 divisions, with additional independent 
brigades, against the Chinese in the north¬ 
east. Ground support and fighter-bomber 
aircraft of the Indian Air Force (lAF) were 
brought into airfields in Assam and north 
Bengal: by one account from a reliable 
informant, five squadrons. 

General Sundaiji’s calculation wa.s that 
if the Chinese were drawn to respond as 
they had done in 1962 and used lightly- 
armed infantry to launch fost-moving, hard¬ 
hitting sweeps up to and around Indian 
positions, they could be stopped, sur¬ 
rounded and wiped out by supenor Indian 
forces striking from prepared defensive 
bases - a tactic Sundaiji called ‘encircle- 
ment/annihilation*.^° His strategy called 
also for limited counter-offensives into 
Tibet if the Chinese reacted in force, with 
the lAF in an infantry support role, ex¬ 
tending, if necessary to ensure control of 
the air, to raids on Chinese air force bases 
in Tibet. Sundaiji’s battle scenano seems 
to have taken Vim Nam's successful re¬ 
sistance to China’s invasion as exemplary; 
not long before he had led an Indian military 
delegation to Hanoi. 

Tito Chinese did not react as they had 
done in 1962, however. They heavily 
reinforced in Tibet, inducting field forces 
from Chengdu and Lanzhou, with fighter- 


tmmbeis and combat helicopters suited to 
operations ax high altitudes. The leader¬ 
ship in Bmjing was no doubt aw«e of the 
view expressed in official circles in New 
Deihi-tobe fair, on their eccentric fringes 
- that India should advance its frontier to 
the Tsangpo River,^' and therefore took 
no risks. In May. Beijing formally warned 
India of the senous consequences if it 
persisted in ‘aggression’. There were un- 
conRimedreportsat the time that the Indian 
army planned and prepared a divisional 
attack to clear the Chinese out of the 
Sumdurong Chu area; but twice, accord¬ 
ing to those reports, last-minute orders 
called off the attack.^^ Such an action 
would undoubtedly have re-ignited a full 
scale border war, perhaps something more; 
but in the absence of an;^hing but pinpricks 
Beijing declined to be provoked into 
retaliation. 

The Indian government’s presentation 
of the confrontation as another conse¬ 
quence of China’s aggressive encroach¬ 
ments onto indisputably Indian territory 
drowned out Beijing’s more truthful ac¬ 
count, as had happened in the run-up to 
the border war. But considering the ex¬ 
plosive potential of this confrontation 
surprisingly little attention was publicly 
paid to It internationally.'^^ Satellite ob¬ 
servation gave Washington a grandstand 
view of everything that was happening, 
however, and the administration watched 
developments closely, from about March 
1987. It appears that the Americans brought 
up the subject with the vice-chairman of 
the Chinese military commission. General 
Yang Shangkun, during his visit to the US 
in April, evoking the response that al¬ 
though China wanted a peaceful settle¬ 
ment It would have to react if India kept 
up Its aggressive probings along the fron¬ 
tier. That reminded Washinton’s officials 
of Deng Xiaoping’s vehement criticism of 
India during the Beijing visit of Caspar 
Weinberger, then defence secretary, in the 
previous October when, according to the 
well-informed Washington correspondent 
of {heFar Eastern Econonuc Review, Deng 
had “accused India ot nibbling at Chinese 
territory and said th-it China would have 
to ‘teach India a lesson’ if this practice 
did not stop’’. When secretary of state 
George Schulu went to Beqing in March 
1987 Deng repeated that warning about 
the potential consequences of India’s 
actions, and advised the administration to 
take into account theanxiety caused among 
India's neighbours by American plans to 
piovide India with high-technoiogy de¬ 
fence equipment.’^ 

The Americans did not like any of that 
at all Ixmg gone were those jubilant days 
when Washington’s highest hopes (and 
deepest plans?) were fulfilled in India’s 


great falling-out with China. Now such a 
conflict would be contrary toall the USA’i 
political and strategic interests, and it car 
safely be assumed that the Indian prioM 
minister Rajiv Gandhi was so infoinwd 
From Moscow Gorbachev had before thii 
made it clear that the USSR wished to sec 
good relations restored between New Delhi 
and Beijing, having himself taken the 
simple - but portentous - step needed tc 
begin the resolution of the equally embit¬ 
tered and apparently intracteble Sino- 
Soviet border disfaite. 

The confrontation eased widi remark 
able speed at tito end of the summer o 
1987, that anti-climax presumably reflect 
ing a belated assertion of authority by du 
Indian prime minister or cabinet, in re 
.sponse to American warnings. New Delh 
toned down its statements; and then ex¬ 
tended an olive branch by seeking at 
invitation for prime minister Riqiv Gandh 
to visit Beijing. 

Flt^ meetings between local command 
ers of the opposing forces along thi 
McMahon Line were arranged, leading u 
disengagement in some areas. The eye 
ball-to-eyeball confrontation of the f^i 
posts in the Thagla triangle continued 
however. Throughout the eastern sectoi 
the Indian army remained deployed ir 
force in forward positions, giving its troops 
so another general of the Sundaiji schmi 
was to opine in 1995, “moral ascendancy 
over the Chinese for the first time since 
their humiliation on these very mountain! 
in 1962’’.^-^ General Sundaiji’s tenure 
ended not long after this and he retired 
maintaining that the challenge he hac 
mounted, and Beijing’s passive response 
to It, had restored the morale the Indiai 
army had lost in 1962, ‘putting its tail ui 
again’.’*^ 

Rajiv Gandhi’s visit to Beijing in De 
cember 1988 did not lead to any break 
through but the ongoing discussions or 
the border were raised to a higher level 
Two years later prime minister Li Pen] 
leturnedRajiv Gandhi’s visit. Whileagaii 
there was little to show from that summi 
meeting so far as foe border dispute wa 
concerned, behind the scenes progress wa 
being made because foe Indian approaci 
nad changed after Gandhi’s visit, on tb 
official level if not yet politically. On- 
factor in .that change was probably foi 
aftermath of Sundaiji’s brinkmanship. Thi 
deployment of perhaps 60,000 troops li 
remote locations and extremely arduou 
conditions along foe border (some esti 
mates put the number at double that) pu 
a heavy strain on foe defence budget am 
was destructive to troop morale. Bu 
unilateral withdrawal of the bulk of tb 
forces deployed on the China borders 
even their significant thinning out, wouli 
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inevitaUy be assailed as ratieat and sur¬ 
render by the politicians, on the govern¬ 
ment as well as opposition side. If India’s 
strained and distorted mititary posture was 
to be corrected it would have to be done 
under tlw cover of an agreement with 
China providing for mubiality. 

Acceptance of Beijing’s 40-year-old 
standing offer to open negotiations aimed 
at delimiting the boundaries and then 
jointly demarcming them ccmtinued to be 
unthinkable in New Delhi. But if Nehru’s 
refusal to agree a stand-still on the borders 
could quietly be circumvented, some 
officials appear to have reasoned, the 
mmy's predicament could be resolved; 
aitd the line of actual control on the borders, 
if left undisturbed for decades or genera¬ 
tions, might ultimately come in tedia to 
beconsidoednegotiable. It was recognised 
however that an attempt to reach an agree¬ 
ment with Beijing that would allow mili¬ 
tary disengagement carried high domestic 
political risks, and so had to be approached 
warily and tentatively. So first the MEA 
sent up a trial ballcwn. 

In August/September 1991 the Chinese 
vice-foreign minister, Qi Huaiyuan, vis¬ 
ited New Delhi and held talks with offi¬ 
cials and then with the prime minister, 
VP Singh. After Qi’s departure Indian 
officials tipped off diplomatic correspon¬ 
dents that the meetings had produced a 
break-through - an agreement by which 
both sides would maintain the status quo 
along the Sino-Indian borders. The leak 
was displayed on the elite’s notice-board, 
the main English-language newspapers, 
on September iP’’ The implication such 
an agreement would carry inNehru’s terms, 
effective waiving of India’s claim to Aksai 
Chin, was not recalled: the news was 
received calmly by politicians and press, 
even with satisfaction. But in fact the 
claim that an agreement to maintain the 
status quo had been reached was false. All 
that had been agreed in the talks were 
measures to facilitate communication 
between the two confronting forces on 
the border.''^ But that the trial balloon 
attracted no hostile fire must have encour¬ 
aged the Indian officials who had floated 
it to press on, to try to enable the army 
to disengage, and to take a first step on the 
long road towards a boundary settlement. 

Those efforts gathered strength when 
P VNarasimhaRao,aformerforeign min¬ 
ister, became prime minister of a Congress 
government: he may have felt more free¬ 
dom of movement than his immediate 
predecessors because the Congress Party 
had in 1988 resolved that India should 
seek a settlement with China based on 
“mutual interest’’ and "acceptable to the 
peoples of both countries”.’’ Furthermore, 
J N Dixit, a widely experienced and activist 


(tipiahat, became foreign secretaty «ld 
ga#focos and fresh impetus to the feelers 
the jtlEA had been putting out to B^ing. 
By Tone 1993 a draft had been drawn up 
with the Chinese side. The prime minister 
approved it as the basis for Enal discus¬ 
sions to be held in Beijingduring a summit 
visit scheduled for September, but in the 
interim he and Dixit held a .series of 
meetings with political leaders in which 
they explained the reasons behind the 
government’s approach, and argued that 
an agreement would be in the national 
interest. Approval was obtained, even from 
opposition parties - and the insistence that 
there be no leaks during that process was 
respected for once.^ Consequently there 
was public surprise when, at the end of 
the meetings in Beijing, it was announced 
that on agreement had been signed “on 
the maintenance of peace and tranquillity 
along the line of actuid control in the 
India-China border areas’’. 

The agreement, on three pages and with 
only nine articles, is a model text, concise 
and clear. No-one familiar with the course 
of the Sino-Indian dispute could read it 
without reflecting how much conflict and 
destruction would have been avoided if 
in 1959 Nehru's government had agreed 
to Zhou Enlai' s urging of just such a stand¬ 
still agreement. For the Indian side the 
essential passage, one that could have 
liberated Nehru too. is the caveat that 
"references to the line of actual comrol... 
do not prejudice [the two sides'] respec¬ 
tive positions on the boundary question’’.* * 

In summaiy. the agreement provides 
that: 

- Neither side shall use or threaten force. 

- Both sides shall strictly respect and 
observe the line of actual control (LAC). 

- Force levels on the LAC shall be r^uced 
to “a minimum level compatible with... 
friendly and good neighbourly rela¬ 
tions....’’ 

- The parties shall work out. in a rein¬ 
forced joint working group, how to achieve 
those ends. 

Nara.simha Rao’s careful preparation of 
the political ground bore fruit, and there 
was no outcry in India against the agree¬ 
ment. Tliat in effect it demolished one of 
the twin pillars of Nehru’s border policy 
went unremarked. 

The agreement, which like that of 1954 
opened with an invoesaion of the ‘Five 
Principles’ of peaceful coexistence, looked 
to drawing the dangerous friction along 
the border out of the dispute and opening 
the way to a Sino-Indian detente, enabling 
incidentally a strategic re-deployment by 
the Indian army. But the rub lay in its 
implementation, which had to begin with 
agreement on the exact alignment of the 
LAC. Insistence by the Indian side on 


tetentktti of tite petty and 
meaningless tenitori^ acquisitions nunde 
during Sundaqi’s adventurist ex«cise 
meant that that became a vexed and pro¬ 
tracted process, still continuiiig. 

It was understood by both sides in the 
1993 summit negotiations which clinched 
the agreement that the first task thcHeaftn 
must be to disengage the dangoously 
proximate four posts mar the Sumchirong 
Chu. Th& opei^g Chinese position on 
that issue was that the Indians shopld 
withdraw first (thus making the Chinese 
posts, reactive in origin, superfluous, ami 
allowing their withdrawal). Bering’s u- 
gument was that all the posts were clearly 
north of McMahon’s line, and therefore 
outside disputed territory, in China proper. 
But to the Indian side Aere was no such 
thing as ‘disputed territory’, what India 
claimed to tte Indian, was Indian: and 
therefore there could be no question of the 
Indian forces initiating the disengagement 
from the four Sumdurong Chu posts. The 
Chinese must withdraw first, thus conced¬ 
ing that the territory concerned was In¬ 
dian. At a working group meeting in New 
Delhi in August 1995 a compromise was 
agreed - for mutual, simultaneous with¬ 
drawals.*’ 

The pronipt announcerhent of that agree¬ 
ment, hailed by the Indian foreign secre¬ 
tary, by now S^tnan Haider, as a ‘historic 
step’. was received by no means as calmly 
as on previous occasions. Words and good 
intentions were one thing in Indian pohti- 
cal opinion, withdrawal from even a patch 
of territory quite another. The agreement 
and the subsequent withdrawal of the two 
Indian outposts near Sumdurong Chu was 
strongly criticised by politicians and jour¬ 
nalists. Typical, though among the mild¬ 
est, was the complaint by a former fweign 
secretary, A P Venkateswaran, who saw 
in the agreement an instance of India 
“buckling under and conceding an advan¬ 
tage without ensuring a quid pro quo....’’** 
There have been no subsequent signifi- 
cant disengagements from advanced po¬ 
sitions, although there have been reports 
of substantial Indian troop movements 
away from the China border and towards 
Pakistan. 

In December 1996 a further agreement 
was signed, again in New Delhi, on “con¬ 
fidence-building iiuasures in the military 
field’’ along the LAC. In this the two sides 
bound themselves not to attack, and to 
take measures to reduce or limit their 
military forces in the border areas. Limits 
were set on the scale and location of miKtary 
exercises, and provision made for swift 
communication. Self-restraint was called 
for in the case of confrontations due to 
differences on tite location of the LAC. 
and the process of clarification and con- 
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IfriBatioa of ^ wu to tpeeded up. 
thoiegulBf meetiui^ tolhat end Oondnue, 
twt they have been deflected away from 
the original aim of a progressive strategic 
disengagement, without prejudice to basic 
border claims, back towards the nub of the 
diqiHite-which territory belongs to which 
I side? 

So it is that, as prime minister Vajpayee 
wrote in justifying his government’s 
nuclear tests to Presi^ntClinton, the Sino- 
Indian border dispute remains unresolved. 
Indeed it is as fu* from settlement, and 
even from negeniation, as ever. The recent 
public designation of China as India’s 
primary strategic enemy by ministers of 
.the Indian government indicates that tite 
intention of the Narasimha Rao adminis¬ 
tration to achieve pacification of the 
borders along the line of actual control 
does not sit with the approach of the oiling 
BJP party, and suggests that while it 
remains in power renewed confrontations 
may be expected on the border. So recon¬ 
sideration of the continuing Sino-Indian 
border dispute confirms, first, that it was 
not oidy entirely avoidable but was cre¬ 
ated through irrational policy-making on 
the part of the Indian government; second, 
that the failure to resolve it before the 
border war and in the decades since is the 
responsibility of India; third, that it was 
India’s policy which transposed a 
diplomaticaly deadlocked dispute to the 
field of war - and, if continued, might do 
so again. 

Seen in historical perspective the border 
war looks diminish^, even trivial. But the 
conflict had fa'-reaching and malign 
consequences not only for India and China 
but also for the international community. 
How differently world politics would have 
developed if Nehru had shown the wis¬ 
dom and political courage of U Nu of 
Burma and, like him, had negotiated a 
mutually satisfactory boundary settlement 
with Beijing and sealed it, about 19S9, 
with atreaty of friendship and non-aggres¬ 
sion. China would then have been spared 
the odium the conflict and Indian frame- 
up brought, and instead its international 
reputation would have been greatly en¬ 
hanced. Beijing’s assumption of Chin,i’s 
UN seat would probably have been brought 
forward by years. India would not have 
embarked on the intensive re-arniing which 
led Pakistan to venture the 1965 war. 
Sino-American relations might well have 
mended sooner, with likely effect on 
Washington’s approach to Vietnam. And 
of course one excuse for India's nuclear 
tests would not have existed - but then 
that is doubly bogus, the Hindu nationalist 
pany had been committed to India's ac¬ 
quiring nuclear weapons since soon after 
independence. 
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Real Consumption Levels and Public Distribution 

System in India 
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The policy of allocation of foodgrains under the Public Distribution System (PDS) has been very ad hoc 
in India with allocation being fixed on a ‘historical basis’. This paper uses four sets of pooled equations 
for predicting stable levels of per capita consumption of rice and wheat in physical terms in rural and urban 
India. Foodgrain demand and the own-price, cross price and income elasticities of demand are estimated 
for all states. A formula that is based on the concept ofsubsidising real consumption through PDS is proposed. 


I 

Introduction 

THE policy of allocation under the public 
distribution system (henceforth PDS) in 
India has been the subject of intense 
debate among economists as well as in 
policy circles. For instance, Parikh (1994) 
emphasised the implicit subsidy through 
PDS. So far, the principle of allocation has 
been somewhat ad hoc. It has been done 
on some ‘historical basis’ and is incre¬ 
mented, subject to availability, as per 
demands from states. The revamped PDS. 
that has been targeted toward the poor, is 
based on the notion of providing .some 
quantity of cereals so as to provide at least 
a part of the minimum calorific require¬ 
ment (20 kg/head/mensem). This forms 
the conceptual basis for the PDS. In this 
sense, the role of PDS is really one of sub¬ 
sidising real consumption. In the present 
paper we evaluate the current policy of 
allocation on the basis of this notion of 
providing a real consumption subsidy. 

State Level Cekeal Demand; 

Rural and Urban 

The National Sample Survey (hence¬ 
forth NSS) 4Sth Round (July 1989-June 

1990) , 47th Round (July 1991-Dccember 

1991) and 48th Round (January 1992- 
December 1992) contain data on average 
monthly per capita expenditure (weighted 
average Aat accounts for the distribution 
of expenditure amongst diflerent MPCE 
classes),, quantity and value of rice and 
wheat consumed per person in 30 days. 
We first estimated the own price elasticity 
of demand, the cross elasticity and the 
income elasticity non-parametrically. 
However, the data points were very few 
(three) so that the results were inefficient. 
Hence, we pooled the data and used 
appropriate dummies to capture state level 
diHeiences. 


NSS give data for IS states and three 
regions that combine smaller states and 
union territories. Thus, the sample size is 
18x3. The implicit price is obtained by 
dividing the value of expenditure by the 
quantity of rice or wheat purchased as 
the case may be. The average monthly 
per capita expenditure (MPCE) is 
deflated by the consumer price index 


(CPI) and taken to be an indicator of real 
income. 

n 

The Model 

The demand model used is a double-log 
function so that the estimation of elastici¬ 
ties becomes straightforward. 


Tarle I: Ratio of Actual Levels of Consumption to Predicted Levels 


State Urban _Rural State Urban Rural 



Rice 

Wheat 

Rice 

Wheat 


Rice 

k 

Wheat 

Rice 

Whetu 

Andhra Pradesh 




Orissa 





1990 

.942901 

1 02834 

1.05107 

1.06210 

1990 

.983694 

.999046 

1.04087 

.961591 

1991 

1.03408 

.9456,37 

.925379 

.986149 

1991 

1.03343 

1.02648 

.923012 

1.08148 

1992 

1.02561 

1.02834 

1.02812 

954754 

1992 

.983695 

.975134 

1.04087 

.961591 

Assam 





Punjab 





1990 

1.05893 

.977.547 

1.03004 

.834275 

1990 

1.09482 

.993625 

.992210 

.795706 

1991 

.998471 

1.04646 

.973630 

1.11431 

1991 

.91.5945 

1.04293 

1.00057 

.969423 

1992 

.945795 

977546 

.997135 

1.07569 

1992 

.997221 

.964985 

1.00727 

1.29638 

Bihar 





Rajasthan 




1990 

.974420 

.971906 

.949811 

.9.50054 

1990 

95.3958 

.973456 

.991628 

1,0.5593 

1991 

.960797 

1.05865 

1.03549 

.976398 

1991 

1.09886 

1.00253 

1.01695 

.896865 

1992 

1.06812 

.971908 

1.01676 

1.07802 

1992 

.953958 

1 02467 

.9916,31 

1.05593 

Gujarat 




Tamil Nadu 




1990 

924869 

1.04698 

.967438 

.695494 

1990 

1.09100 

1.00407 

1.07961 

.877765 

1991 

.971262 

1.02255 

1.06845 

.760171 

1991 

972043 

.991910 

.926004 

1.24578 

1992 

1.11323 

.934063 

.967439 

.75.3291 

1992 

942950 

1.00407 

1.00028 

.914495 

Haryanaj 




Uttar Pradesh 




1990 

.974459 

1.000.54 

.967767 

1.28893 

1990 

1.01485 

.961548 

1.01600 

.950297 

1991 

1.05311 

991070 

1.06772 

1.42805 

1991 

1.01119 

.994402 

.968747 

1.02142 

1992 

.974457 

1 (K)846 

.967766 

1.23419 

1992 

.974464 

1.04581 

1.01600 

1 03023 

Karnataka 




West Bengal 




1990 

.984333 

1.03016 

1.02375 

.837542 

1990 

1.02677 

1.04988 

.996916 

1.06356 

1991 

1.01150 

.942314 

.943506 

1.12240 

1991 

1.00681 

.978828 

1.00722 

1.03222 

1992 

l.(X)437 

l.O.tOIS 

1.03529 

1.06377 

1992 

.985780 

.977759 

1.01945 

.879013 

Kerala 





Noitb Eastern* 




1990 

1.04016 

1 03108 

1.01666 

.857468 

1990 

1.00756 

1.04487 

.973882 

1.10213 

1991 

.929,573 

.940622 

.967486 

1.07264 

1991 

.998467 

.915964 

960169 

I.00II4 

1992 

1.03423 

1.03108 

1.01666 

1.08724 

1992 

.994020 

1.04487 

1.06941 

.906302 

Madhya Pradesh 




North Western* 




1990 

.999228 

1.02280 

.964852 

.904532 

1990 

1.06062 

.922578 

1.02571 

.953138 

1991 

.978452 

.945979 

1.07418 

.971916 

1991 

.926846 

1.11089 

.950490 

1.10075 

1992 

1.02281 

1.03354 

.964852 

1.13749 

1992 

1.01726 

.975720 

1.02.571 

.953139 

Maharashtra 




Southern^ * 



. 

1990 

1.05798 

.992515 

.987120 

.92.3531 

1990 

9.52417 

.989558 

1.07044 

.890141 

1991 

.951487 

1.00459 

1.02627 

1.02409 

1991 

.980364 

1.02121 

.938158 

1.13748 

1992 

.993387 

1.00294 

.987118 

1.0.57.32 

1992 

1.07099 

.989559 

.995775 

.987637 


Nutts: I Arunachal, Manipur, Meghalaya Mizoram, Nagaland, Sikkim and Tripura. 

2 Jammu and Kastmir. Himachal Pradesh, Chandigarh and Delhi. 

3 Andaman and Nicobar, Dodm and NagarHaveii, Goa, Lokshdweep, Daman and Diu and Pondiclieay. 
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Log 

+}(+V2D(LogPY 
+ VjDcLogI + wT + state 
level intercept and trend 
dummies-t-e, ...(1) 

where 

® percapitaconsumptionofX{rice/ 
wheal) in a month, 

Ag s minimum consumption level, 
b] s partial own piice elasticity, 
bj ss partial cross elasticity (wrt substi¬ 
tute cereal Y), 

b 3 3s partial income elasticity (wrt (I) 
money income), 

D(- B dummy formajorconsuming states 
of the cereal, 

V| s= difference in B, formajor consum¬ 
ing states (compared to the national 
average), 

Vj B difference in Bj for major con¬ 
suming states (compared to na¬ 
tional average), 

Vj B difference in Bj for major con¬ 
suming states (compared to na¬ 
tional average). 

w B growth in minimum consumption 
level of rice or wheat, 

T = time trend, e, = error term, 
and 

Q^x = (Anti (Log Q x)*?** 

+Anti(LogQx)*P‘^)*12 (2) 
U B (superscript) urban, 

V B (superscript) rural, 

N = (superscript) national and 

P B population. 

The predicted value of Log Q can be 
obtain^ from (I). Its antilog gives the 
estimate of per capita per mensem demand 
fortheparticularcereai,riceorwheat, which 
when multiplied by either rural or urban 
population of India, gives the demand for 
the particular region. Equation (2) gives 
the total demand at the national level. 

Consumption in each state can be ob¬ 
tained by constructing individual equa¬ 
tions from the aggregate equation since 
the difference in intercept as well as the 
difference in slope for major consuming 
states are known. Four equations, pooling 
all states, were estimated: one each for 
each cereal and one each for each sector 
- rural and urban. 


Ill 

Stable Levels of Consumption 

To return to the theme of state level 
estimates, it would be appropriate to re¬ 
capitulate the key issues. At the state level, 
NSS data reflect the monthly per capita 
expenditure oncereals, amongst otherthings. 
We have used this rich source to estimate 
the true levels of consumption in different 
states. The methodology is to estimate 
demand equations of the type given by (1). 


'4l'' TAiul(;^AiU)a'Ka'£!aijsaL'D)M^.Ai'-S9r^ 
Oiwimdem viiUMeCM) 

.99523534 b«rWii-Wanon t.iB963593« 



LABEL 

LAb 

Coefndem 

Stand Ertw 

T-Sttfiade 

1 

LPUR 

0 

-1.818346 

.2i343il 

.i|.il6&)i8'"' 

2 

DPUR 

0 

1.486862 

.3469340 

4JMS7lt9 

3 

LPUW 

0 

1.667045 

.2855751 

3.837500 

4 

DPURW 

0 

-1.757236 

.3453680 

-5.088012 

5 

LMCPU 

0 

-.4066365 

.2446763 

-1.661937 

6 

DMCPUR 

0 

.8992904 

.2489522 

3.612301 

7 

Dl 

0 

.1669916 

.1013193 

1.648172 

8 

D2 

0 

.2383134 

.942096(HB - 01 

2.529608 

9 

D3 

0 

-.1198631 

.664S213E - 01 

-1.803751 

10 

D4 

0 

4.140785 

1.173220 

3.529419 

II 

D5 

0 

6.42024 

1.750725 

3.670494 

12 

D6 

0 

-.3132478 

.868»)IIE-01 

-3.607594 

13 

D7 

0 

.8084648E - 01 

.1039533 

-.7630391 

14 

D8 

0 

4.333984 

I.l1tf84 

3.856137 

15 

D9 

0 

4.322934 

1.1^593 

3.610284 

16 

DIO 

0 

4.992824 

1.785621 

2.796128 

17 

Dll 

0 

3.549187 

1.233424 

2.831594 

18 

Dt2 

0 

8.393379 

2.697835 

3.111154 

19 

DI3 

0 

.182IS69E - 01 

.8062248e - 01 

.2259380 

20 

D<4 

0 

4.210286 

1.166490 

3.609362 

21 

DtS 

0 

-.2466610E- 01 

.6362470E - 01 

-.3876811 

22 

016 

0 

.4092938 

.9429086E - 01 

4.340758 

23 

D17 

0 

4.202691 

1.219089 

3.4474.03 

24 

018 

0 

-.2081525 

.1144936 

-1.818026 

25 

D5T 

0 

-.1996336 

.597839E -01 

-3.342357 

26 

DIOT 

0 

-.16397.56 

.6268314E - 01 

-2.615945 

27 

D12T 

0 

-.1432150 

.S620439E • 01 

-2.5481 to 


* Zero Degree of Homogeneity; (1) Major Consuming Slates. F (I 27) = .6933930. Signifkanoe 

Uvel .4123174. (2) Ail India; F (1,28) b 25.22332 Significance Level .26094I4E4)4 

where 


LPUR B log of price of uiban rice, DPUR = log of price of urban rice * dummy for major rice 
consuming slate. 

LPUWb log of price of urban wheat, DPURW = log of price of urban wheat * dummy for major rice 
consuming states, LMCPU; log of monthly per capita expenditure (urban), OMCPUR b log uf 
monthly per enpUta expenditure (urban) *dummy fexr major rice consuming states, Dl.D18 ■* state 
intercept dummies, DIT,.., DI8T = state trend dummies. 

Some insignificant dummies are not reported. 

Table 2.2: Equation for Cereal Demand at State Level (Urban Wheat) 

Dependent variable log (Qd) 

RBAR»*2 99561760 Durbin-Watson 2.03.310633 


No 

LABEL 

LAG 

Coefficient 

Stand Error 

T-Staiistic 

1 

LPUW 

0 

-.6510694 

.2047921 

-3.179172 

2 

DPUW 

0 

.3810027 

.2767251 

1.376827 

3 

LPUR 

0 

-.9318726 

.3479890 

-2.677880 

4 

DPURW 

0 

1.094992 

.3961780 

2.763889 

5 

LMCPU 

0 

.5903437 

.1007577 

5.859046 

6 

DMCPUW 

0 

-.4391455 

.2198285 

-1.997673 

7 

Dl 

0 

-1.24107 



16 

DIO 

0 

.I487939E - 01 

.8I7S530E - 01 

.1819991 

17 

Dll 

0 

1.248782 

' .9980730 

1.251193 

18 

DI2 

0 

1.429722 

.9707075 

1.472866 

19 

Di3 

0 

7.304711 

2.097234 

-3.483021 

20 

D14 

0 

1.349886 

.9326095 

1.447429 

21 

D15 

0 

.2771742 

.9776661E - 01 

2 835060 

22 

DI6 

0 

-17.49890 

4.291542 

-4.077533 

23 

D17 

0 

1.120960 

.9770887 

1.147245 

24 

D18 

0 

-19.37951 

4.380118 

-4.424427 

25 

DIT 

0 

.1448980 

.7889854E - 01 

I.836SI0 

26 

D2T 

0 

.1591778 

.5828867E - 01 

2.730854 

27 

D3T 

0 

.2951175 

.7241454E - 01 

4.075390 

28 

D6T 

0 

.2385882 

.63I482SE - 01 

3.778224 

29 

D7T 

0 

.1502193 

.605347IE-01 

2.481539 

30 

DI31 

0 

.1629864 

.5597724E - 01 

2.911655 

31 

Di6T 

0 

.3509034 

.9180936B- 01 

3.822088 

32 

D18T 

0 

.3613406 

.8355039E - 01 

4.324823 


* Zcio Degree of Homogeneity: (I) Motor Consuming Stales. F (122) b . ] 887880 Significance Level 
.6681592. (2) All India; F (1.23) b 13.59030 Significance Level .I22I2I9E - 02 


where 

LPUW B log of price of urban wheat, DPLrw s log of price of urban wheat * dummy for major wheat 
consuming states. LPUR - log of price of urban rice (substitute grain). DPURW b log of price of 
urban rice * dummy for nutjor wheat consuming states, LMCPUb log of monlhly expenditure per 
capita (urban) DMCPUW b log of monthly expenditure per capita (utban) *dnmmy for majorwhimt 
consuming states. Di,... DIB b state intercept dummies. DIT,.., D 18 T b stole trend dummies. 
Some insignificant dummies are not reponed. 
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Ttit tnun intecett Ue». however, in 
esdniating ^ levels of consumption per 
c^)ita per month on the hypo^tical basis 
tint real income remains constant. To 
tlds end, the basic relationship between 
demand, income and price.s is used. 

In general, the demand function is 
4^ defined as 

O, = f(P,, P,. P^, 1) 

D, - demand for commodity x 
P^ = price of commodity x 

P, = price of substitutes 
Pg = price of complements 
I « money income 

The demand function is homogeneous 
of degree zero if the following relation 
holds: 

0D,/3P,)*P, + ODyap,)*?, 

+ ODy 3p^)*p^. + aoy ai*i = o 

Dividing throughout by D^, this relation¬ 
ship gets converted into an additive func¬ 
tion between all the elasticities of demand, 
namely, the own price elasticity, elasticity 
with respect to price of substitutes and/ 
or price of complements. This implies: 

. n, + Hs + T1, + 111 =0 
where 111 arc the respective elasticities. 
This can be tested using the standard F 
test. Such a test would reveal whether the 
assumption of the degree of homogeneity 
being zero is true. If the test validates this 
restriction, then the implication is that the 
levels of consumption remain constant if 
all prices increase along with an increase 
in the money income, such that real in¬ 
come remains constant. This is in keeping 
with Engel's law where the levels and 
patterns of real consumption depend upon 
real income. The advantage with verifying 
such a hypothesis of zero degree homo¬ 
geneity is that stable levels of consump¬ 
tion can then be predicted. In the subse¬ 
quent analysis of allocation and lifting 
from PDS. these .stable levels of consump¬ 
tion have been used as a basis for making 
compari.sons. The basic assumption in this 
study is that in the given three years the 
average real income is constant. There¬ 
fore, stable levels of coasumption can be 
estimated and can be compared with the 
actual levels of allocation and lifting. 

IV 

Consumption Level Estimation: 

Methodology 

Regression equations for the four data 
series relating to demand for superior 
cereals were estimated by using slope, 
intercept and trend dummies. One (inter¬ 
cept) dummy each for !8 major con.sum- 
ing states were used to pick up inter-state 
differences. Similarly, in the initial esti¬ 


mates, 18 trend dummies were also in¬ 
cluded. Apan from this; a dummy each 
for major wheat consuming and major rice 
consuming states was formed. This serves 
the purpose of identifying the difference 
between the coefficients at the all-India 
level and the coefficients for major con¬ 
suming States of cither rice or wheat. For 
a rigorous ie.sting of the zero degree 
homogeneity condition, own price, price 
of substitutes, price of complements and 
income need to be included as explanatory 
variables. 

Some of the trend variables were found 
to be insignificant in the initial estimation 
and were dropped. We also tried to incor¬ 
porate income inequalities. This was done 
in the light of the argument of Kumar, 
Rosegrant and Boulis (1994), who 
emphasised the significance of income 
inequalities in Ihc determination of con¬ 
sumer demand. Dummies were created for 
groups ol states amongst the sample 18, 
which happened to fall in the same quartile 


xAWgfi of montbVy per capita consumption 
expenditure. These dumnues were used to 
determine the differences in the coeffi¬ 
cients for these four groups in respect of 
the income variable. Once again, the results 
were not significantly different from the 
initial e.stimate.s. which look income as a 
gross variable. Neither were they illumi¬ 
nating in terms of different signs for hi^ 
as opposed to low income/expenditure 
classes. The final estimates therefore, were 
based on the original model in which con¬ 
sumption expenditure was taken in money 
terms and as a single variable. 

Decree of Homogeneity 

For verifying the hypothesis of the degree 
ofhomogeneity being zero, two tests were 
conducted. The first was a single linear 
restriction on all the .six coefficients of own 
price, price of substitutes and income, that 
is. Test I. (Major con.suming states) 
b, + b, + bj + b,* D^ 

+ bj* D^ + by D^ = 0 (i) 


Tabii; 2.3: Eoi'AnoN for CcRnAi. Dbmanu at Stats Level (Kurai. Rice) 
Dependent vanahle log (Qd) 

RBAR**2 ‘W7276I5 Durbin-Walson l.%7152.‘>8 


No 

LABEL 

LAG 

Coefficient 

Stand Error 

T-Slatistic 

1 

LPRR 

0 

-.540350! 

.21.34.59.3 

-2.5.31.396 

2 

DPRR 

0 

.1762175 

2470313 

.71.33406 

3 

DPRW 

0 

1.021419 

'2207203 

4,627663 

4 

DPRRW 

0 

1.129530 

2359691 

-4.786770 

5 

LMCPR 

0 

- 1237082 

.1878845 

-.6584269 

6 

DMCl'RR 

0 

.7487157 

.1924624 

3.890193 

7 

DI 

0 

- 1.593109 

69,3724.5E ■ 01 

-2.296457 

8 

D2 

0 

-16.52.3I8E-0I 

60.5.5217E - 01 

-.2728752 

9 

D3 

0 

-.3086767 

.60.34357E - 01 

-5,115321 

10 

174 

0 

2 352933 

1 0421.37 

2.257797 

II 

D5 

0 

4 068329 

1 071041 

3.798482 

12 

D6 

0 

- 9464693 

6054012E - 01 

-15.63375 

13 

D7 

0 

..3960253 

.9200284 

4304490 

14 

D8 

0 

4.764.389 

1.517449 

3.139736 

15 

D9 

0 

4 71.3486 

1 685534 

2 796434 

16 

DIO 

0 

1.47-3.588 

1..322708 

I.II4U69 

17 

Dll 

0 

,32.54105 

1.1.38745 

,2857623 

18 

Dt2 

0 

5.38223.3 

2.297166 

2-342989 

19 

D13 

0 

3070860 

.6I87693E - 01 

-4.962851 

20 

DI4 

0 

6 681980 

2.922762 

2.286187 

21 

D15 

0 

-.I.313062E-01 

.5.359597E - 01 

-.2449927 

22 

DI6 

0 

-.7742549H - 01 

6009I92E - 01 

-1.288451 

23 

DI7 

0 

9 677025 

2.390235 

4.048567 

24 

D18 

0 

-6760951 

.700909IE - 01 

-9.645973 

25 

D-IT 

0 

-.12.34694 

.741741 IE - 01 

-1 664589 

26 

D5T 

0 

-.2559189 

.8052051E - 01 

-3 178306 

27 

D7T 

0 

-4882721E-OI 

.4593834E - 01 

-1 062886 

28 

D8T 

0 

- 1196444 

.6956478E - 01 

-1.719899 

29 

D9T 

0 

-.1.359840 

72I16I2E - 01 

-1.88.5625 

30 

DIOT 

0 

-46I6920E 01 

4553586E - 01 

-1.013909 

31 

D12T 

0 

-.1867223 

6487494E - 01 

-2.878189 

32 

D14T 

0 

- 1201689 

.7516I36E - 01 

-1-598813 

3.3 

DI7T 

0 

-.1557205 

.,5440112E - 01 

-2.8t)2450 


* Zero Degree of Homogeneity: (1) Major Consuming Stales 

F (I 21) = 2.-372100. .Significance Uvel .1384.348 

(2) All India: F (1.22) = 1.126846 Significance Level .29<)9639 

where 

LPRR - log of price of rural rice, 

DPRW= log of price of rural wheat (substitute grain). 

DPRR = log of price of rural rice *duminy for major rice consuming states. 

DPRRW .•= log of lice of rural wheat'dummy for major rice con.summg states. 

LMCPR = log of monthly expenditure per capita (rural) 

DMCPR s log of monthly per capita expenditure (rural) *dummy for major nee consuming states 
DI. .. DI8 = stale intercept dummies, DIT... DI8T = .state trend dummies 
Some insignificant dummies are not reported 
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wiin aummy ur ror nee trurai ana uroan^ 
equations and dummy Dw for wheat 
(rural and urban) equations. 

The second test was a single linear restric¬ 
tion on only three of the six coefilcients 
of own price, price of substitute and in¬ 
come. i e. Test 2. 

(Ail India) 

b| + bj + b, = 0 (ii) 

V 

Results 

All pooled equations have high explana¬ 
tory power. The minimum is 0.98 which 
is in the case of rural wheat con.sumption. 
In ail other cases, it exceeds 0.99. Cor¬ 
rection!;, wherever needed, for serial cor¬ 
relation, were made. (Tables 2.1 to 2.4). 

Urban Rice 

The own elasticity bears the right sign 
at the all India level and is large (-1.81 
in Table 2.1). For the major rice ctmsum- 
ing states, the interaction dummy is signi¬ 
ficant and positive at 1.48. For them then, 
the own price elasticiiy is -.33 (given by 
-1.81 +1.48). This is expected behaviour. 
The price of the substitute cereal, wheat, 
bears the right sign at the all India level 
and IS highly clastic at +1.66. For the 
country as a whole, income elasticity is 
-0.40, but for the major consuming states, 
it is + 0.49 (given by 89 - .40). Mo.st of 
the intercepts are signillcant, with the sign 
varying in different cases. The only stales 
whiKse intercepts arc not signiticant are 
Kerala and Tamil Nadu. The noticeable 
factor is that there is a definite negative 
trend that is both .statistically significant 
and numerically weighty. This points to 
a decline in rice consumption in Haryana, 
Orissa and Rajasthan, at the rate of 19.9 
per cent. 16.4 jier cent and 14.3 per cent 
per annum respectively. The reverse trend 
can be seen in urban rice consumption. 
However, interestingly, these arc inde¬ 
pendent trends, because the states in Which 
the decline is apparent, do not match the 
states in which wheat consumption has 
been rising. A more detailed analysis of 
the changes in the real income levels and 
a sub-slate level study lor regional pat¬ 
terns may reveal a shift towards superior 
cereal .substitutc.s. Of the t wo te.sts, the null 
hypothesis of zero degree homogeneity is 
accepted only for the major consuming 
states (Table 2.1). 

Urban Wheat: 

Results forthis arc reported inTablc 2.2 
Wheat consumption in urban areas has an 
overall own price ela.sticily of -0.65. The 
corresponding elasticity for major con¬ 
suming areas is less bin nevertheless, bears 


tnangm sign, ana stands at -u.27 (given 
bji-.OS + .38). The difference, however, 
is significant only at the 10 percent level. 
At the national level, the price of rice as 
a substitute bears a negative sign and is 
significant, with its value being -0.93. 
The corresponding elasticity is 0.16 for 
the major consuming states(given by 1.09 
- .93). This means that rice is definitely 
a .substitute for wheat in consuming areas 
and. significantly, its price elasticity is 
low. llie income ela.sticity is positive, 
weighty (stands at around 0.6) and signifi¬ 
cant at the all India level. On the other 
hand, it is positive, significant but small 
for major consuming states at 0.15 (given 
by 0..59 - 0.44). ITie states that have an 
intercept insignificantly different from zero 
are Gujarat. Madhya Pradesh, Maharashtra, 
Ori.s.su and Punjab. The upward trend in 
Urban wheat con.sumption is apparent from 
the three significant trend variables relat¬ 
ing tc Tamil Nadu, the north-cast and 
southern .states. 

This is direct evidence of change in 
consumption patterns in major rice con¬ 
suming states. The gniwth rales arc al.so 
fairly high. It may he concluded that the 
total cereal intake in these states has 


mcreasea smee none amongjii mem ttgtire 
in the declining trend of rice consumption. 
The F-lest for verifying the restriction 
regarding degree of homogeneity follows 
the same pattern of being accept^ for the 
major consuming states and rejected at the 
all-India level (Table 2.2). 

Rural Rice 

The own price elasticity at the all-India 
level is -0.54 and significant. There is no 
significant difference between the elas¬ 
ticity of major consuming states and the 
all-India magnitude. Wheat price elastic¬ 
ity is positive and almost equal to unity. 
It is significant at both levels; but is 
marginally negative for the m^jor con¬ 
suming states. The income elasticity of 
demand, in general, is insignificant but 
bears a negative sign. This virtually means 
that rural rice consumption in major con¬ 
suming states has an income elasticity ot 
demand which is around 0.75, and is highly 
significant. The intercepts of Bihar, Kerala, 
Punjab West Bengal and the North-East 
arc not significant. There is an unmistak¬ 
able trend of decline in rural rice con¬ 
sumption. Significant falling trend rates 
arc observed in Gujarat, Haryana. Kerala, 


Taoi.I; 2 4' Eouation iok CiHt ai Or.MAM) At .Statt Lbvkl (Rural Whiiat) 
Cicpcnilenl vuriahle log (Qd) 

RBAR**2 9811212.1 Durbin-Walson 1.86064420 


No 

LABEL 

LAC! 

Cocfricienl 

Stand Erroi 

T-.Stati.stic 

1 

LPRW 

0 

- 1.4.33864 

24.31.46.3 

-.6.308146 

2 

DPRW 

0 

-1 062604 

.3647601 

-2.913161 

3 

LPRR 

0 

- 3168371 

3742343 

- 8466277 

4 

DPRWR 

0 

9064231 

.5309067 

1.707312 

.4 

LMCPR 

0 

.17.49491 

.1222791 

1 438914 

6 

DMCPRW 

0 

.2.431634 

.1573.396 

1.609026 

7 

Dl 

0 

-1 774171 

.2108778 

-8.413263 

8 

D2 

0 

-.7647052 

1840630 

-4 1.44585 

9 

D3 

0 

1.5436.44 

.18.30061 

8.4.34989 

lU 

D6 

0 

- .3()484(K) 

.1837375 

-1,659106 

II 

D7 

0 

-.3985479 

.1978089 

-2.014812 

12 

D8 

0 

1.310726 

.1424001 

.9204.426 

1.1 

D9 

0 

-68947.41 

,1401874 

-4,590765 

14 

DIO 

0 

-9 451778 

4.(X)I858 

-2.361847 

1.4 

Dll 

0 

.2375.407 

.1459446 

1 627677 

16 

DI2 

0 

-8.746721 

4.884085 

-1 790862 

17 

DI3 

0 

-1,294744 

.1878064 

-6.894035 

18 

Dl4 

0 

3.461427 

.1377201 

2.585989 

19 

DI4 

0 

■.3427966E-0I 

.162.481.4 

-2108460 

20 

DI6 

0 

-1.0262.4.4 

180846.3 

-8.992468 

21 

DI7 

0 

-12 14158 

6.773441 

-1.792502 

22 

DI8 

0 

.2924177 

.2132038 

1 .372010 

23 

DIOT 

0 

..306.4489 

.1377353 

2.225637 

24 

DI2T 

0 

.2576188 

.1.39.5737 

1.84.5755 

2.4 

DI7T 

u 

.239.4180 

.1.3.4.4442 

1.’’67084 


•Zero Degree of Honiugcniely Tesf (1) Major Consuming Stale.s F( 1,29) = .6364.S40 Significance 

Level 41l4t._2 (2) All India 

F(l,30)= I 06,M24 .Significance Level .110231.3 

where 

LPRW “ Log of price of rural wheat, 

Dt’RW - Log ol price of rural wheat *duniniy for major wheat consuming stale 
LPRR - Log of price of rural rice (substitute gram), 

DPRWR = Log of price of rural rice *duininy for major wheat consuming states, 

LMCPR = Log of monthly per capita expenditure (rural) 

DMCPRW = Log of monthly per capita expenditure (rural) *duiTiiny for major wheat consuming 
stales, 

Dl, ...1)18 s Slate intercept dummies, DIT.DI8T = Stale trend Dummies. Not all iasignificant 

dummies arc leportcd. 
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mmnyit rtauesn, wianamiitra, Uttar 
Pradesh. Rajasthan and the north-west. 
However, unlike the consumption of ur¬ 
ban rice, there is a noticeable substitution 
towards wheat consumption at least in 
states like Orissa, Rajasthan and the north¬ 
west. The degree of homogeneity is zero 
at the all-India level (Table 2.3). 

Ruml Wheat 

Rural wheat consumption is negatively 
related to own price at both levels but is 
significant only for major consuming 
states. Its value is -1.06. Rice as a sub¬ 
stitute bears a negative sign and is not 
significant at the all India level but is 
positive and stands at 0.9 (given by 0.0 
+0.9) for the major consuming states. 
Income in this case i.s not significant at 
the 5 per cent level hut is significant at 
the 10 per cent level for both the all India 
and the major consuming states. The 
elasticities are respectively 0.17 and 0.42 
(given by 0.17 + 0.25) The intercepts arc 
highly significant fni all slates except 
Madhya Pradesh and West Bengal. As 
|K>inted out, Orissa, Rajasthan and the 
north west show significant growth rates 
which arc respectively. 0.3,0.25 and 0.24. 
It must he kept in milid that these con¬ 
sumption levels are per capita measures. 
It is significant that, like rural rice, the 
demand for niral wheal al.so displays zero 
degree of homogeneity at both levels. This 
implies that in general (he consumption 
ot cereals in rural areas conforms to real 
income levels (Table 2.4). 

These demand etiuations were used to 
predict the .slableconsumption levels gen¬ 
erated on the hypothetical basis that i f real 
income remains constant the levels of 
demand too remain constant. This is an 
outcome ot the degree of homogeneity 
being zero, which has been verilled at 
almost all levels, and for both rural and 
urban areas. The predictive efficiency of 
the model and the specific equations has 
been tested on the basis of the ratio of 
actual levels of consumption to such 
predicted levels of hypothetical consump¬ 
tion. The results of this test show that the 
maximum deviation is in the ca.se of rural 
wheat consumption in Haryana,in 1991. 
where actual consiimptutn is 42 per cent 
above hypothetical consumption. This 
however appears to bc^ an outlier. In most 
cases, the ratio is very close to unity. On 
the lowcrside, the variation docs notexcecd 
20 per cent (for rural wheat in Punjab) in 
1990. It must be pointed out that in the 
other three series, generated by the model, 
other than rural wheat, the variation i.s 
much less. In general, it does not exceed 
6 per cent on either side. The deviations 


TA»ca3'.. StA»i£ pREeicmj Dsmamd k» Cereal at State Level 
(Pet Capita/Month) 


(to W I 


Stale Urban _Rural State _Urban Rural 



Rice 

Wheat 

Rice 

Wheat 


Rice 

Wheat 

Rice 

Wheal ; 

Andhra Pradesh 




Oriitsa 




\ 

1990 

10.849.S 

1.07941 

11 9687 

.225967 

1990 

M 9651 

2.45234 

14.9875 

.551170 i 

1991 

10.2410 

941165 

11.2162 

.223090 

1991 

109151 

2.28938 

17.0637 

,748972 . 

1992 

10 (KGS 

865470 

11.96.16 

.209478 

1992 

10.77.57 

2.58426 

14.8914 

935949 ! 

Assam 





Puiiiab 



! 

1990 

10 425f. 

1.12986 

13.0481 

.5873.36 

1990 

858.592 

8 40357 

.645025 

14,251.5 

1991 

II IK7I 

1 4.5251 

13.2802 

574.149 

199! 

1.32104 

8 05420 

839518 

II..3057 

1992 

10 7740 

1.17078 

12.6362 

.557782 

1992 

.782174 

8 31101 

1.09206 

8.17662 

Bihar 





Ra)asthan 




1990 

7.S()19n 

6 22488 

9.03338 

5.97861 

1990 

.587028 

10.1035 

.211773 

8,52328 i 

1991 

7.06705 

5 71485 

8.75914 

5.46908 

1991 

..591.523 

10.0246 

196666 

10.2914 

1992 

h 62844 

6 66710 

8.5.5662 

5.28749 

1992 

..524132 

9 77875 

201688 

10.1332 

Guiaral 




Tamil Nadu 




1990 

211784 

5 47289 

2.08799 

611206 

1990 

8.52427 

.766879 

9 35523 

341777 

1991 

2.04K88 

5 54495 

2 06842 

5 89.141 

1991 

9 28971 

.816606 

10,7127 

.345166 

1992 

2 2(Mmi 

5 40649 

2 17068 

5 17728 

1992 

9 50209 

.836595 

9.99721 

.328050 

Haryana 




Utlar Prude.sh 




1990 

1 02621 

9 02509 

1.04.164 

9.58162 

1990 

2.58165 

8 68.159 

3 86810 

10.3757 

1991 

.949566 

8 78848 

,974034 

8 45907 

1991 

2.68002 

8 44729 

4 18066 

9.20283 , 

1992 

995426 

K 44851 

721315 

9.56094 

1992 

2 50.(94 

8 43169 

3,8.3857 

8.93006 ■ 

Kunialaka 




West Bengal 




1990 

6.08514 

1 .56287 

4.81.564 

931297 

1990 

8 75560 

2.981.10 

14 0714 

1..32573 

1991 

6 .14701 

1 80407 

5 23579 

899859 

1991 

8 52I9.( 

3 03424 

13.4727 

1 162.54 

1992 

5.89435 

1 75702 

4.82956 

.846050 

1992 

8 73420 

2 75119 

13 3405 

1 13764 

Kerala 





North IIiLstem 




1990 

8 46982 

1 0.1775 

8.83281 

,897993 

1990 

13..(094 

727366 

1 3 9750 

235907 

1991 

9..14818 

1 18007 

9 76758 

885661 

1991 

13 5007 

753305 

14 0.392 

239727 

1992 

8 41209 

989255 

8 95084 

827781 

1992 

12 9273 

957060 

12.7173 

.220677 

Madhya Pradesh 




North Western 




1990 

1 7929’ 

7 10145 

6.1149.1 

<1 50060 

1990 

1.2.5282 

6 86121 

4 7.1816 

5.1.3042 ! 

1991 

1.68951) 

7 20946 

6 02.(18 

6 11164 

1991 

2 0823.1 

7 10240 

4 75544 

5 850.57 i 

1992 

.1 85211 

7 09215 

6 12221 

5 16269 

1992 

2 15284 

6.92822 

4 28970 

7.134.32 ; 

Maharashtia 




Southern 




1990 

.1 6t9()i 

4 61454 

2 94797 

2 60955 

1990 

8.0(1'170 

1 64720 

7 43619 

1.77500 ' 

1991 

.1 16.(47 

4 61878 

2.767.11 

2 73416 

1991 

8 ()582.( 

2 07597 

9 27.349 

1.85497 , 

1991 

1.11190 

1 50677 

2 8 (6.54 

2.26988 

1992 

6 72275 

1 77857 

9 1.(861 

1 72128 ,• 


7abi>4 .SiAiiLi PHriiicri-i) Oi.MANn KIR Okfai at .Siati, Lrvfii. 

(Per Month in Tomes) 


.Stale Urh.iii Rural Slulc Urban Rural 



Rue 

Wheal 

Rue 

Wheal 


Rice 

Wheal 

Riee 

Wheal 

Andhra Piadesh 




()nssa 





1990 

1940()6 

19(07 5 

214086 

4041.90 

1990 

50672 0 

10385,6 

61471.8 

2334.20 

1991 

18.(182 

1(.8(4 7 

216400 

1')9() 44 

1991 

46225 3 

9695 49 

7226’4 5 

3171 88 

1992 

178919 

15480 8 

21.(994 

3746 96 

1992 

45634 9 

10*144 ( 

61(Hi4 8 

3963 73 

Assam 





Punjab 





1990 

2.59(6 8 

((08 42 

12461 0 

1461 17 

1990 

5145 74 

5().1(i4 5 

1865 78 

85412 4 

1991 

27831 2 

1613 55 

(10(8 4 

1428 86 

1991 

7917 29 

48270 6 

50,31.42 

67757.6 , 

1992 

26803 “5 

3410 22 

314(63 

1.(87 65 

1992 

4687 74 

49809 8 

6544.96 

49004.3 ^ 

Bihar 





Raiasthan 




1990 

85169 2 

70(i7l 1 

102556 

67875 2 

1990 

5909.68 

103726 

2111 94 

8.5804 8 ! 

1991 

802.32 3 

64880 8 

99442 6 

62090 5 

1991 

59.54 93 

100919 

1979.86 

103605. ' 

1992 

75252 8 

756919 

97143.4 

6(K)28.9 

1992 

5276 .50 

98443 8 

2030 42 

102012 ; 

Guiaral 




Tamil Nadu 




1990 

32963 1 

77967 1 

29745.6 

89922 0 

1990 

l()2623 

14630,2 

178475 

f.520.28 * 

1991 

29188 5 

789917 

29466 8 

83957 9 

1991 

177225 

15578 9 

204373 

6584 94 

1992 

31.3.52 9 

77021 2 

3()92.( 6 

7.(755 8 

1992 

181277. 

15960.2 

190723 

6528 40 

Harvana 




Uilar Pradesh 




1990 

4161 02 

16(94 4 

4231 69 

.38851.0 

1990 

71268 8 

239718 

106782 

286431 

1991 

38.50 25 

(5615 0 

(949 46 

34299 4 

1991 

73984 4 

233195 

11.5411 

254053. 

1992 

4016 20 

(4256 5 

2932.86 

38767.2 

1992 

69123 6 

232820 

105967 

246522 

Karnataka 




West Bengal 




1990 

8461,3.(1 

2l7((i.l 

66974 9 

12952.3 

1990 

163796 

55773 0 

26(280 

24801 2 

1991 

88273 1 

25090 6 

72818 3 

12515.0 

1991 

159425 

56763 4 

252042 

21748,3 

1992 

819760 

244(6 1 

67168 5 

11766,7 

1992 

163196 

51468 2 

249569 

21282.5 

Kerala 





Ndrth Eastern 




1990 

65050.7 

7970 2 ( 

67838.6 

6896,85 

1990 

257012 

1404 70 

26988 7 

455.586 

1‘I9I 

71798 1 

906.1.28 

75017 9 

6802 15 

1991 

26072 7 

1454 79 

27112,6 

462.963 . 

1992 

64607 3 

7597.77 

68745.1 

63573(0 

1992 

24965 3 

1848 28 

24559 8 

426.174 

Madhva Pradesh 




North Western 




1990 

.58179 1 

112026 

93795 9 

99711 6 

1990 

352.44 9 

74.142.4 

51 (38.8 

55589 0 

1991 

,56592 6 

110585. 

92388 6 

93745 4 

1991 

22.562 4 

76955 8 

51526.0 

63392.0 

1992 

59087 2 

108785. 

96975..3 

82257 4 

199? 

2.(326 4 

75068 5 

46479 7 

77301.6 

Maharashtra 




Southern 




1900 

128879 

16(428 

104405. 

92419 5 

1990 

9281 4 

1910.87 

8626 51 

20.59.13 

1991 

112017 

1(1.1578 

98006 7 

96485 6 

1991 

9348.14 

2408.28 

107.57 9 

2151.90 

1992 

117294 

I596I1. 

100459 

80389.8 

1992 

7798.89 

206127 

10601.5 

1996 81 
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in general do not follow any pMtem. neither 
in favor nor against the major consuming 
stales. 


VI 

Evaluation of PDS: Allocation 
and Lifting 

Data for allocation and lifting was avail¬ 
able for a fairly long period. However, the 
limitation of demand data restricts the study 
of such an evaluation to the three years 
1990,1991 and 1992. The earlier exercise, 
apart from illuminating questions relating 
to consumption, serves the purpo.se of 
providing a hasi.s for evaluating the PDS. 

Monthly allocation and lifting data was 
averaged over the 36 months ot these three 
years. The data was available consistently 
for 25 Slates and six union terriltrries. The 
following indices were developed for 
purposes of comparison and evaluation. 

1 MPCC,= Monthly per capita consump¬ 
tion (in tonnes) of ilh state. 

2 R,„C = MPC'C, l\i^ =- Ratio of consump¬ 
tion of ith state to average consumption 
per capita. 

3 RjjC, = A, / MPre, = Ratio of allocation 
of ith state to il.s monthly consumption 
per capita. 

4 R|C, = L, / MPC'C, - Ratio of lifting of 
the ith slate to its monthly consumption 
per capita. 

5 R. A = R,C, /u., = Ratio of R.,C, to its 
own average. 

6 R,A = RjCj = Ratio of RjC, to its 
own average. 

7 D AC = R A / R,„C = Distortion index 
ot allocation ol ilh .state with respect to 
monthly consumption pattern. 

8 DiLC = R| A / RmC = Distortion index 
of lifting ot ilh stale with respect to 
monthly consumption pattern. 

While we admit that PDS has a rationale 

for .subsidising con.sumption, in its lunc- 
tioning. it should complement the con¬ 
sumption needs and paitems. The above 
predicted levels of per cjipita consumption 
represent stable levels based on tastes and 
.six.io-cultural needs. The data on which 
the.se estimates were made pertain to total 
expcndilua'on I'ood grams, irrespective of 
whether they arc purchased from the open 
market or PDS. liicrefore. both allocation 
and lifting would form a certain propor¬ 
tion of this level of con.sumption. Coiiclu- 
.sions drawn from implicit subsidies in 
money terms, in other studies, do not clari fy 
the basic role of PDS in respect of real con¬ 
sumption. The quantity data of allocation 
and ort-take can conveniently be juxtapo5scd 
with the quantitaii ve est i mates of per capita 
consumption. A rational policy of alloca¬ 
tion needs to be geared to these fundamen¬ 
tal consumption patterns. Any amount of 


Table 5. IrRiMAL Wheat.Demand andPDS'V.Acux^iMh/I^^ ' 


$ &iile/UT 

No 

Per Capita 
Consumption 
(In Tonnes) 
(1) 

Ratio of (I) 
to Average 

(2) 

Ratio of 
Allocation to ()) 

(3) 

RtttiO'bf 
Lifting tod) 

(4) 

i Andhro Pradesh 

0.00021 

0.06630671 

1.56145229 

0.78062670 

2 Arunachul Pradesh 

0,(K)023 

0.07262164 

30.5565091 

30,1178721 

3 Assam 

0.000.56 

0.17681790 

2.50291712 

2.01716088 

4 Bihar 

0.00557 

1 75870670 

0.07073750 

0.06418085 

5 Goa 

0.00178 

0.56202835 

10.790.3732 

8.14964336 

6 Gujarat 

0.1K)579 

1.82817088 

0.21422509 

0.17802539 

7 Haryana 

0.(X)991 

3.12904549 

0.09802384 

0.06515627 

8 Himachal Pradesh 

0,0060.3 

1.90.394998 

0.44276406 

0.27189455 

V Jammu and Kashmir 

0.00603 

1.90394998 

0.47506068 

0.32967779 

10 Karnataka 

■ 0.00088 

0.2778.5671 

0.74532711 

0.71128910 

1 i Kerala 

0.00086 

0.27154178 

1.55972616 

1.32376759 

12 Madhya Pradesh 

0.00599 

1.89132013 

0,15047675 

0.13482296 

1.3 Maharashtra 

0.(Xt252 

0 79568059 

0.36879388 

0.36070862 

14 Manipur 

0.0002.3 

0.07262164 

6.29782794 

5,54182563 

l.t Meghalaya 

0.00023 

0.07262164 

4.79749735 

4.49807907 

16 Mizoram 

0 00023 

0.07262164- 

18.5390770 

17.2293651 

17 Nagaland 

0.00023 

0 07262164 

39.7951446 

.34.8775411 

IX Orissa 

0.00074 

0.23365223 

0,76474774 

0.65t)4S056 

19 Punjab 

0.01124 

3 5489880.3 

0.141.3.5673 

0.08865714 

20 Rajasthan 

0.(H)964 

3.04379400 

0.13403101 

0 118.57773 

21 Sikkim 

0.00023 

().()7262I64 

111.212006 

56.9015155 

22 Tamil Nadu 

().(M)033 

0.10419626 

1.01.5665.54 

0.64646961 

2.3 Tripura 

0.(K)02.3 

0.07262164 

28.6469476 

13.2327872 

24 Ullai Pradesh 

0 0095 

2.99958952 

0.05420145 

0.04699178 

25 West Bengal 

0 0012 

0 37889551 

0 72098708 

0..S8116917 

26 Andaman and Nicobar 

0 00178 

0 56202835 

2.871887.58 

2.51290164 

27 Chandigarh 

0.tK)603 

1.90394998 

0.14227040 

0 1 l‘J()4258 

2H Dadra and N Haveli 

0(H) 178 

0.56202835 

0 7.3927103 

0 10142437 

29 Daman and Diu 

0.00178 

0 56202835 

129..578775 

87.3167788 

.30 Delhi 

0.(M)6()3 

1.90394998 

0 84384929 

0.74746945 

.31 L.akshadweep 

0.00178 

0.56202835 

1.78065657 

0.60361239 

32 Pondicherry 

0.IX)I78 

0.56202835 

167.502134 

121 39,3981 

Aveiage 

0 <K)3167I8 


12.8262125 

8 71998340 

Std Dev 

0.00.3.36481 


,30 02.52161 

19 0.3.59944 

C V 

1.06239766 


2 34092614 

2 1830310.3 

Table 5 2. Monthi y Rurai Whkai- Demanu ano PDS 

- ALLO'ATION/LlFnNfi 

S Stale/UT 

Ruliu Ilf 

Ratio of 

Ratu' of 

Ruliu of 

No 

(3) to Average 

(4) lo Average 

(5) lo (2) 

(6) to (2) 


(5) 

(6) 

(7) 

(8) 

1 Andhra Pradesh 

0 I2I798I5 

0.08952141 - 

1 836X9010 

1.35011076 

2 Arunachal Pradesh 

2.38350305 

.3 45.388442 

.32.8208369 

47 5599885 

3 Assam 

0.19.5235.34 

0 2.31.32.578 

1.10416046 

1 30827126 

4 Bihar 

0,IK)551774 

0 007.36018 

0 00.31.3738 

0 00418.5(H) 

5 Goa 

0 84168278 

0 9,3459212 

1.49758064 

1.66289142 

6 Gujaral 

0 01671022 

0 02041575 

0.(K)914040 

0.01116731 

7 lijryanu 

0.00764616 

0 (8)747204 

0.00244360 

0 f)02 38796 

X Hiiiiachai Pradesh 

0 03453697 

0.0.3118056 

0.0181,3964 

0.01637677 

9 Juiiiinu and KiLshmir 

0 03705621 

().l).37K()708 

0 01946280 

0 0198.5718 

10 Kainataka 

0 0581,3184 

0 081.56985 

0 20923676 

0.29356804 

11 Kerala 

0.12166.3,50 

0 15180821 

0 44804708 

0.5.5906021 

12 Madhya Pradesh 

0,01 I7376S 

0 015461.34 

0.(K)620606 

().(K)817489 

1.3 Mahaiushtra 

0 02876707 

0 04136566 

0.03615404 

0 05198778 

14 Manipur 

0.4912.5022 

0,63553046 

6.76451566 

8.7512.5446 

15 Meghalaya 

0.37421976 

0.51583475 

5.15300612 

7 10304459 

16 Mizoram 

1 44610585 

1.97584462 

19.9128775 

27.2073804 

17 Nagaland 

.3 10414544 

3.99971801 

42.7440827 

55,0761170 

IX Orissa 

0.05965271 

0.07459295 

0.25530553 

0.31924176 

19 Punjab 

0.01102626 

0,01016710 

0.00310687 

0.00286478 

20 Kuja.sthan 

0 0104548.3 

0.013.598.36 

0.00343480 

0.00446757 

21 Sikkim 

8 674883S0 

6.52.540316 

119,453145 

89.8548015 

22 Tamil Nadu 

0.07922508 

0 07413642 

0 76034471 

0.71150747 

2.3 Tripura 

2 234.55129 

1.517.52147 

.30.7697713 

20.8962707 

24 Uttar Prade i 

0.00422788 

0 tK)538896 

0 (K)140948 

0.00179656 

25 West Bengal 

0.05623924 

0.06664784 

0.14842941 

0.17590031 

26 Andaman and Nicobar 

0.22401619 

028817679 

0 39858521 

0.51274422 

27 Chandigarh 

0.0110975.3 

0.01.365167 

0.00582869 

0.00717018 

28 Dadra and N Haveli 

0.05766544 

0 01163123 • 

0.10260238 

0.02069510 

29 Damon and Diu 

10 1075488 

10.0133920 

17.9840549 

17.8165247 

.30 Delhi 

0.06582287 

0.08.571897 

0.03457174 

0.04.502165 

31 Lakshadweep 

0.13889676 

0 06922160 

0.2471.3480 

0.12316390 

32 Pondicherry 





Average 



9.12108.529 

9.07993549 

Std Dev 



22.9595139 

20.0341627 

C V 



2.51719101 

2.20642126 
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ubsidy intnon^ tenOKcannot adequately 
erve tk» purpose if Uie outcome of PDS 
ioes not complement these baste con- 
iumption patterns. The tnchces mentioned 
above seek to delve into the crucial ques¬ 
tion of whether allocation and lifting from 
PDS serve this purpose. In this sense, any 
deviation from the patterns of consump¬ 
tion and demand are distortions and need 
corrections (Tables 3 and 4). 

Urban Rice 

The third and fourth indices simply 
provide an insight into the extent of 
dependence of tlie consumer on the PDS. 
'n»e second index is a measure of the 
deviation from the iivcrage pattern of 
consumption. For instance, this index 
varies from a low of 33 per cent to a high 
of 180 per cent in the case of urban rice 
demand. The proportion of allocation is 
extremely low in the case of Bihar (only 
2.2 per cent of the consumption level), 
although its consumption is very near to 
the average. In terms of lifting the ratio 
is around 1.1 per cent. On the other hand, 
Jammu and Kashmir receives 87 per cent 
in excess of the average consumption, 
while the lifting is almost equal to its per 
capita consumption. This deviation is 
further exacerbated when the percentage 
of allocation and lilting are seen as a ratio 
to theii own average. In tenns of alloca¬ 
tion, then. Jammu and Kashmir receives 
four times the average and the lifting is 
three times the average. Many other states 
also display .such proportions. The situ¬ 
ation of Bihar does not change signifi¬ 
cantly even if such a measure is adopted. 
The average per capita consumption is 
4.28 kg. The average ratios of allocation 
and lifting are 40 per cent and 29 per cent 
respectively. There is a remarkable equiva¬ 
lence if the coefficients of variation of 
these two ratios are observed. Yet, the CV 
of per capita .xinsumption is lower. This, 
in itself, implies that PDS quantities deviate 
to a greater extent. The equivalence how¬ 
ever breaks down when the seventh and 
eighth indices are observed. Allocation 
has a coefficient of variation of 1.38 while 
that of lifting is only 1.22. which is still 
greater than twice that of per capita con¬ 
sumption (Tables 8.1 and 8.2). 

Urban Wheat 

The average wheat consumption is 4.25 
kg. In spite of excluding Pondicherry, 
which is an outlier, the average ratio of 
allocation is 5.86. This is mostly on account 
of small states and union territories. Here 
again, Bihar receives only 6.3 per cent and 
lifts only 5.3 per cent of its per capita 
consumption. Once again, the coefficients 


Tabu 6.1; Monthly Urban Wheat Demand and TOS - Allocatkm/Liftino 


s Slate/UT 

No 

Pot Capita 
Consumption 

On TonnesJ 
tVj 

Ratio of 
ft) to 
Averagg 

Ratio of 
Mlocntion 
toO) 

(33 

Ratio of f 
Lifting 
to(\j 
(4) 

t Andhra Pradesh 

0.00096 

0.22561692 , 

0.34156768 

0.17076209 

2 Arunuchal Pradesh 

0.0008 

0188UI410 

8.78499636 

8.65888825 

3 As.sani 

0.00138 

0.32432432 

1.01567651 

0.81855804 

4 Bihar 

0.00619 

1.4547.5910 

0.0636.5232 

0.05775239 

5 Goa 

0.00182 

0.42773207 

10.5532222 

7.97053031 

6 Gujarat 

0.00547 

1.28.554641 

0.22675745 

018844004 

7 Haryana 

0 00874 

2.0.5405405 

0.1 II14602 

0.07387856 

8 Himachal Pradesh 

0.00696 

1.63572267 

0.38360162 

0.23556381 

9 Jammu and Kashmir 

0.00696 

1.63572267 

0.41158275 

0 28.562601 

to Karnataka 

0 0017 

0.39952996 

0.38581638 

0.36819671 

11 Kerala 

0.00106 

0.24911868 

1.2654.3821 

1.074(H)012 

12 Madhya Prade.sh 

0.00719 

1.68977673 

0.12536241 

0II232I2I 

13 Maharasliira 

0.00457 

1.07403055 

0.20336118 

019890278 

14 Manipur 

0.(«)08 

0 18801410 

1.810625.53 

1.59327486 

15 Meghalaya 

0.0008 

0 I88UI4IO 

1.37928048 

1.29319773 

16 Mizoram 

0.0008 

0 I880I4I0 

5 32998464 

4 95344247 

17 Nagaland 

0.0008 

0 18801410 

11.4411040 

10.0272930 

IK Orissa 

0.00243 

0..57109283 

0.23288614 

0.19807959 

19 Punjab 

0.00825 

1.93889541 

019258784 

0.12078864 

20 Rajasthan 

0.01003 

2.35722679 

0 12881943 

0.11396703 

21 Sikkim 

0.008 

I.88014I0I 

3.19734518 

1.63.591857 

22 Tamil Nadu 

0.008 

I.880I4I0I 

0.04189620 

0.02666687 

23 Tripura 

0.008 

L880I4IOI 

0.82359974 

0.3804426.3 

24 Uttar Pradesh 

0.00851 

2 

006050690 

0.0.5245851 

25 West Bengal 

0.00292 

0.68625146 

0.29629606 

0.23883664 

26 Andaman and Nicobar 

0.(H)IK2 

0.42773207 

2 80876918 

2.45767303 

27 Chandigarh 

0.00696 

1.63.572267 

0.12326013 

0.10.31.1603 

28 Dadra and N Haveli 

0.00182 

0.42773207 

. 0.72302331 

009919.527 

29 Daman and Diu 

0(X)I82 

0.42773207 

126.730890 

85 3977287 

30 Delhi 

0.00696 

1.63572267 

0.73109357 

0.64759207 

31 Lakshadweep 

0.00182 

0 42773207 

1.741.52126 

0.590.34619 

32 Pondicherry 

0.00182 

0.42773207 

163.820768 

118.72.5981 

Average. 

0 004255 


5 86018295 

4.19817607 

.Std tX‘v 

0 (8)310765 


.15 1.547.504 

24.8325197 

CV 

0.730352% 


5.99891688 

5.91.507343 

T ABLI. 6.2 

Urban WtitAi Demand and PDS - 

Al.l.lX ATION/l.iniNli 


S State/UT 

Ratio of (3) 

Ratio of (4) 

Ratio of (5) 

Ratio of (6 

No 

10 Average 

lu Average 

10 (2) 

to (2) 


(5) 

(6) 

(7) 

<8J 

1 Andhra Pradesh 

0.05828618 

0.04067535 

0.258.341.35 

0.18028.504 

2 Arunachal Pradesh 

1.49909934 

2.06253844 

7 9733.3465 

10.9701263 

3 Assam 

0.17331822 

0.19497969 

0.53439786 

0.60118740 

4 Bihar 

0.01086183 

0.01375656 

0.00746641 

0.00945624 

5 Goa 

1.80083495 

1.89857227 

4 21019381 

4.43869.507 

6 Gujarat 

0.03869460 

004488622 

0.03(K)997.3 

0.03491606 

7 Haryana 

0 01896630 

0.01759779 

().(M)923359 

0.00856734 

8 Himachal Pradesh 

0.06545898 

0 05611106 

0.04001838 

0 0.3430353 

9 Jammu and Kashmir 

0.07023377 

0.06803582 

0 04293745 

0.04159374 

10 Karnataka 

0.06.583691 

0.08770408 

0.16478593 

0.21951816 

II Kerala 

0.21593834 

0.25582574 

0.86680912 

1 02692315 

12 Madhya Pradesh 

0.02139223 

0 02675481' 

0.0126.598 

0.01583333 

13 Maharashtra 

0 03470219 

0.04737844 

0 03231024 

0.04411275 

14 Manipur 

0.30897082 

0.37951646 

1.643338.56 

2.01855320 

15 Meghalaya 

0 23536475 

0.308038.39 

1.25184626 

1.63837921 

16 Mizoram 

0.90952530 

1.17990499 

4.83753772 

6 27.561970 

1? Nagaland 

18 Orissa 

1 95234590 

2..38849I08 

to 3840397 

12.7037869 

0 03974042 

0.04718235 

0.06958662 

0 08261767 

19 Punjab 

0.03286379 

0.02877173 

0 01694975 

0.01483924 

20 Rajasthan 

0.02198215 

0.02714683 

0.00932542 

001151642 

21 Sikkim 

0.54560501 

0.38967415 

0 29019166 

0 20725794 

22 Tamil Nadu 

0 00714929 

0.00635202 

0.()()18()253 

0 rH).337K48 

23 Tripura 

0.14054164 

0.09062105 

0 07475058 

004819907 

24 Uttar Pradesh 

0 01032508 

0.012495.56 

0 <K)5162.54 

0 00624778 

25 West Bengal 

0.05056088 

0.05689064 

0 07.367691 

0 08290058 

26 Andaman and Nicobar 

0.47929718 

0..58.54152.3 

1 12055468 

1.36864935 

27 Cbrndigarh 

0.02103349 

0 02456689 

0 01285884 

0.01501898 

28 Dadra and N Haveli 

0.12337896 

0 02362821 

0 28844918 

0.05.524068 

29 Daman and Diu 

2L6257568 

20..3416528 

50,.5.S91181 

47,5.569959 

30 Delhi 

0.12475610 

0 15425.577 

0.07626971 

0.09430435 

31 Lakshadweep 

0.29717865 

U 14061986 

0 69477756 

0.3287S6R8 

32 Pondicherry 
.Average 

Std Dev 

CV 

NA 

NA 

2 76112.145 
9.05137426 
1.27814906 

2.90767034 
8 70799976 
2.99483735 


Crrkffinmir nnH PnlStiml WA^alrKf 


ArM'ii in inno 



Table 7.t: Rural KtCE Demand and PDS - ALLOCATioN/LmiNCi 


of variation are similar for both the allo¬ 
cation and lifting ratios and are much 
higher than I he CV of per capita consump¬ 
tion. Bihar gets low levels when its allo¬ 
cation and lifting ate considered with 
respect to the average. Nagaland and Goa 
rccievc almost twice the average, even if 
Daman and Diu, which arc outliers, arc 
ignored. Surpri.singiy. lifting in Goa even 
exceeds this high ratio and so is the ca,se 
with Nagaland. The CV of the distortion 
index of allocation exceeds that of the 
index of lifting (Tables ft 1 and 6.2). 

Rural Rice 

The average per cajiita consumption is 

4.5 kg., while the average allocation and 
lifting ratios are .11 per cent and 2.‘> per 
cent respectively. The deviation between the 
eVs of allocation and lifting as compared 
to per capita consumption is less than that 
in the case of urban rice and wheat. The 
CV of the allocation ratio is less than that of 
the lifting ratio, but when they arc con¬ 
sidered with respect to the consumption 
pattern, the converse is tiw. I Jnilonnly, Bihar 
appears at the lowest end. Lakshadweep 
and Jammu and Kashmirrccei vc more than 
the per capita consumption and the lifting 
is much less. With respect to the average. 
Jammu and Kashmir. Goa, Nagaland 
Daman and Diu, Delhi and Meghalaya 
receive a higher allocation. Rajasthan 
receives allocation equal to the average, 
but in terms of the distortion indices, the 
two indices arc 41 and 25 respectively. A 
similar switching of CVs as in the previous 
case, is noticeable as between the ordinary 
ratios and the distortion indices of alloca¬ 
tion and lifting (Tables 7.1 and 7.2). 

Rural Wheal 

The average consumption is .L3 kg. The 
CV of the allocation ratio is higher than 
that of lilting and the same pattern is seen 
as for the distortion indices. In spite of 
eliminating outliers, the average alloca¬ 
tion and lifting ratios are abnormally high 
This is due to the small .states. Bihar 
continues to trail behind the others with 

5.5 and 7.3 per cent all(x:ution and lifting, 
compared to the average. The VM of 
allocation and lifting is more than two 
times that of the per capita consumption 
(Tables 5.1 and .5.2). 

VII 

Policy ImplicatioiK 

The following varieties of mismatches 
are illustrative of the irrationalities in the 
PDS system. 

(I) Allocation in many cases is in excess 
of the absolute level of per capita real 
consumption per month (IKL'C). 


S State/DT 

No 

Per Capita 
Consumption 
(In Tonnes) 
(It 

Ratio of 
(1) to 
Average 
(2) 

Ratio of 
Allocation 
to(l) 

(3) 

Ratio of 

Lifting 

to<l) 

(4) 

1 Andhra Pradesh 

0.01237 

1,471.58.54.3 

0.185.57514 

0.166.32506 

2 Arunachal Prade.sh 

O.OI.3.S7 

1.614342.30 

0.731.37721 

0.63690667 

.1 Assam 

0.01248 

1.48467148 

0.1.3478636 

0.12801993 

4 Bihar 

0 00877 

1.04331481 

0.01815391 

0.00883750 

.5 Goa 

0.00861 

1.024280.56 

0.44480109 

0.40293551 

r> Gujarat 

0.0021 

0.249824.52 

0.31.520929 

0.27709182 

7 Haryana 

0.00091 

0 1082.5729 

0.20543280 

0.0991.5470 

8 Himachal Pradesh 

0.{K)4.S8 

0 544855.39 

0.277512.50 

0.2.36468.56 

V Jammu and Kashmir 

0.{K)458 

0.544855.39 

1.01927518 

0.537771.59 

10 Karnataka 

0.00495 

0.58887210 

0.24441863 

0.22562597 

11 Kerala 

0.(K)918 

1.09209007 

0.73880442 

0 72659909 

12 Madhya Pradesh 

0(X)6I5 

0.73162897' 

0.06984741 

0.05063295 

l.'J Mahara.shtra 

0 00284 

0 3378.5793 

0.23784040 

0.23242564 

14 Manipur 

0 01357 

1.61434230 

0..30439538 

0.222622.34 

I.S Meghalaya 

0.01357 

1,61434230 

0 42721313 

0.40253073 

ID Mi/.oram 

0.013.57 

1.61434230 

0.89031444 

0 81730865 

17 Nagaland 

0 01357 

I.614.J42-30 

0.60163745 

0 56322066 

18 ejnssa 

().()l.5(.4 

1,860.59791 

0 05653355 

0 03938134 

19 Punjab 

0 00085 

010111945 

0.08926438 

0 02433018 

20 Rajasthan 

0,0002 

0.02379281 

0 4(K) 19804 

0.1770.5922 

21 Sikkim 

0 013S7 

1 614.342.30 

0.83600934 

0.52.577937 

22 Tami' Nudu 

0 01001 

1,19083025 

0 12469814 

0,12070943 

2.t Tripuia 

0 01357 

1 614.342.30 

0.429,30330 

0.33000487 

24 Ullar Pradesh 

0.00395 

0.46990804 

0 05964128 

0.04833238 

2.1 West Bengal 

0 01,362 

1 62029051 

0 07807252 

0.05145298 

26 Andaman and Nicohar 

000861 

1.02428056 

0 87.357764 

0 73906214 

27 Chandigarh 

O.IKMIK 

0 ,54485539 

0 07584238 

0 04625468 

28 Dadrn and N Haveli 

0.(KIK6I 

1 02428056 

0 46.362812 

0 08620221 

29 Daman and Diu 

0.00861 

1 02428056 

0.60182427 

0 15879268 

30 Delhi 

0 00458 

0 544855.39 

0,47898770 

0.33162172 

31 Lakshadweep 

0 (H)861 

1 02428056 

1,12933706 

086104151 

32 Pondicheiry 

0 (K)H61 

1 02428056 

0..30193979 

0 05990868 

Average 

0 00840593 


040142018 

0 29170034 

Std Dev 

0.00457488 


0 3I08.).304 

0 2.5222510 

CV 

0 54424448 


0 77433297 

086467194 


Table 7 2; Rural Rkr Demand and FD.S • An iK-ATioN/LiFriw. 


S .Stale/UT 

No 

Ratio of (3) 
to Average 
(5) 

Ratio of (4) 
to Average 
(6) 

Ratio of (5) 
to (2) 

(7) 

Ratio uf (6i 
10(2) 

(8) 

1 Andhra Pradesh 

046229617 

0..S70I9I62 

0 31414850 

n 38746756 

2 Arunachal Pradesh 

1 82197.366 

2 18.342823 

1 12861668 

1 35251874 

3 A.vsam 

0 33577365 

0 43887488 

0.22616024 

().29S60403 

4 Bihar 

0 04522421 

0 03029651 

0 04334666 

O.02903S71 

5 Cioa 

1.1080682.5 

1 38133389 

1 081801.50 

1.348.58938 

6 Guajrnt 

0 78523505 

0.94991958 

1 14314634 

3 80234717 

7 Haryana 

0 511764.H6 

0 33991977 

4 72730138 

3.1.1992492 

8 Himachal Pradesh 

0 691.32652 

0 81065589 

1.26882.569 

1 48783676 

9 Jammu and Kashmir 

2 53917200 

1 843.57574 

4.66026766 

3.38360552 

ID Karnataka 

0 60888458 

0 77.348556 

1.03398443 

1.31350.3.50 

11 Kerala 

1.84047600 

2 49090966 

1 68527856 

2.28086.366 

12 Madhya Pradesh 

().I74(KK)70 

0.17.3.57870 

0.23782642 

0.23724962 

13 Maharashtra 

0 59249719 

0.79679604 

1.75368738 

2.35837600 

14 Manipur 

0 75829.595 

0,76318860 

0 46972438 

0.47275513 

15 Meghalaya 

1.06425.392 

1.'►7994623 

0.65924923 

0.85480398 

16 Mir:ordm 

2 21791086 

2.80187802 

1 37.187891 

I 73561,580 

17 Nagaland 

1 49877187 

1.93081962 

0.92841020 

1 I96(KI02 

18 Ori-ssa 

0,14083381 

0.13.5(8)619 

0 07.569277 

0.07256065 

19 Puniab 

0,222371.38 

0 08.340815 

2.19909.598 

(1.82484780 

20 Rajastban 

099695517 

0 6()<)99021 

41.901.527.3 

25.51149.54 

21 .Sikkim 

2 08262847 

1.80246428 

1.29007860 

1.11653165 

22 Tamil Nadu 

0 31064233 

0.41.381319 

0.26086198 

0.34749973 

23 Tnpura 

1 06946088 

I.I3I3I483 

0.66247466 

0.70078993 

24 Uttar Pradesh 

0.14857565 

0.16.569192 

0.31618027 

0.35260501 

25 West Bengal 

0 19449072 

0.17638989 

0.12003448 

0108863I2 

26 Andaman and Nicobar 2.17621690 

2.53.363520 

2 12462969 

2.473575.19 

27 Chandigarh 

0 18893510 

0 1.5856919 

0.34676191 

0.29102986 

28 Dadra and N Haveli 

1.15496931 

0 295516.17 

1.127.59077 

0.28851116 

29 Daman and Dia 

1.49923727 

0.54436928 

1.46369786 

0.53146501 

30 Delhi 

1.19.123238 

1 13685768 

2.18999828 

2.0865.3101 

.31 Lakshadweep 

2 81335314 

2.95180196 

2.74666262 

2.88182951 

32 Pondicherry 

0.75217869 

0.20537753 

0.73434830 

0.200.50906 

Average 



2.57172780 

1.98327459 

.Std Dev 



7.160.54402 

4.354326.32 

CV 



2.78433199 

2.19552367 



TMUi>l Urban Rice Demand AND PDS - Ai.ux'AiinN/LiPnNa 


S StatcAiT 

No 

Per Capita 
Consumption 
(In Tonnes) 

(I) 

Ratio ot 
(I) to 
Average 
(2) 

Ratio ot 
Allocation 

10 1 1) 

(1) 

Ratio of 
Lifting 
to (1) 

(4) 

1 Andhra Pradesh 

0 01076 

1 41702272 

0 22177979 

019879469 

2 Arunacha) Pradesh 

001724 

I 80787212 

0 74960640 

0 67278127 

C. Assam 

0 01079 

1 47167174 

0 I77S9748 

0 14807127 

4 Bihar 

0 00706 

0 96292861 

0 02277097 

0 01097807 

S Goa 

0 007S9 

1 07721647 

0 70477677 

0 47708494 

6 Gujarat 

0 00218 

0 29777489 

0 70164197 

0 26692772 

7 Haryana 

0 00098 

0 17166471 

0 19077907 

0 09207222 

8 Himachal Pradesh 

0 (K)249 

0 77961641. 

0 71044468 

0 47497021 

9 Jammu and Kashmir 

0 00249 

0 17961646 

1 87481178 

(19X917418 

10 Kamaiaka 

000611 

0 87777606 

019801709 

0 18279027 

11 Kerala 

0 00877 

1 19070771 

0 77687717 

0 76407267 

12 Madhya Pradesh 

0 00777 

0 71419842 

0 11194206 

0 08279777 

17 Maharashtra 

0(M)776 

0 47827767 

020101176 

0 19647700 

14 Manipur 

0 01724 

1 80787213 

011198228 

0 2281710*) 

IS Meghalaya 

0 01124 

1 80787212 

041/86119 

041276779 

16 Miixiram 

0 01724 

1 80787212 

()9l'>S()7()fi 

0 8776/964 

17 Nagaland 

0 01724 

1 80781212 

061661297 

0 77727864 

18 Orissa 

001121 

1 72897607 

0 07887464 

0 07494418 

19 Puniab 

0 00098 

011166411 

0()7T42)I9 

0 02110271 

20 Rajasthan 

0 000S6 

0 07617960 

0 14''92787 

0 06727747 

21 Sikkim 

0 01724 

1 70781212 

0 87f,84641 

0 77888414 

22 Tamil Nadu 

0 00911 

1 24271272 

0 1 /OI718 

017267462 

27 Tiipura 

0 01724 

1 80781212 

0 44(MH)146 

0 71827007 

24 till 11 Pradesh 

0 (K)2S8 

0 17189177 

009111126 

0 07709727 

2S West Bengal 

0 00866 

1 18111607 

0 12''78841 

0 08092279 

26 Andaman and Nicobar 

0 (K)7->9 

1 01721647 

0 99097742 

0 87878277 

27 Chmdigarh 

0 00249 

0 77961646 

0 11970127 

0 08707889 

28 Dadra and N Havtli 

0(8)7 S9 

1 07721647 

OS2791188 

0 09778670 

29 Damon and Dm 

0 (8)7 S9 

1 0)721647 

0 68'>/()l84 

0 1X01 1241 

70 IXlhi 

0 (8)249 

(’ 119f.l646 

( 8810>979 

0 609970X9 

71 Lakshidwccp 

0 007S9 

1 01721617 

1 ■>8110768 

0 97677460 

72 Pondicherry 

0 007S9 

1 01721647 

01427I66K 

1) 06797966 

Avenge 

0 0077718/ 


04671>779 

0 71411110 

Std Dev 

0 (8)428791 


0 40778877 

0 2‘)667877 

CV 0S842S9I0 


0 S7787784 

0 X8779149 


Tabif 8 

' Urban Rio Dfmand anu PDS 

Aikx At ion/I imw 


S Stitc/UI 

Ratio of (7) 

R tlio of (4) 

R iln. ot (7) 

Ratio <>( (6) 

No 

to Avertge 

to Average 

to (2) 

(0(2) 


(SI 

(6) 

(7) 

(8) 

1 Andhra Pndesh 

0 47787708 

0 79416161 

011677666 

0 17067111 

2 Arunuhal Pradesh 

1 60988470 

1 97166798 

0 89149167 

1 0818677S 

< Assam 

0 77481178 

0 44117117 

0 22770471 

070112216 

4 Bihar 

0 04847177 

0 07287746 

0 07029789 

0 07412017 

S Goa 

1 08764890 

1 16798087 

1 04678487 

1 12144427 

6 Guiarat 

0 67211749 

0 79887807 

2 I91i9728 

2 68672821 

7 Harv ina 

0 40968162 

0 27777717 

7 ()67(K)784 

2 06176174 

8 Himachal Pradesh 

1 09627117 

1 10171720 

(22790971 

) 8129S670 

9 Jammu and Kashinit 

4 02641894 

2 96017747 

11 8777824 

8 71682772 

10 Karnataka 

0 42726707 

0 747()f)l71 

0 71070412 

0 67647791 

II Kerala 

1 66847747 

2 28668727 

I 40127017 

1 ‘)2() 44890 

12 Madhya PradesI 

0 24470648 

0 2472<X)97 

0 47789897 

0 18077016 

17 Maharashtra 

0 47174776 

0 78797786 

()942l(«)86 

1 28297706 

14 Manipur 

0 67002746 

0 68287897 

0 771(17419 

0 778171‘)4 

IS Meghalaya 

094076798 

1 27477769 

0 77077942 

0 687748X8 

16 Mizoram 

1 97977189 

2 70707884 

1 (I8S72777 

1 78870116 

17 Nagaland 

1 72470727 

1 72764117 

0 7)174904 

0 9767(8)86 

18 Orissa 

016979479 

016447899 

011079082 

010774984 

19 Puniab 

J16627710 

0 06717698 

1 2419902'’ 

0 47270447 

20 Rajasthan 

0 70697774 

0 18927777 

40I884I6I 

4 4777*2987 

21 Sikkim 

1 84019727 

1 61279271 

1 01901(H)6 

0 89710217 

22 Tamil Nadu 

0 29426)94 

0 19(i97184 

0 21682797 

0 71947179 

27 Tnpura 

0 94496881 

1 1)1226776 

0 72128/18 

0 760SS467 

24 Uttar Pradesh 

0 19610768 

022146174 

0 77728410 

0 62914621 

2S West Bengal 

0 26770728 

024218814 

0 22126012 

0 20704771 

26 Andaman and Nicob.ir 

2 12827797 

2 70914712 

2 07787792 

2 42778797 

27 Chandigarh 

0 29979840 

0 27462727 

0 88216690 

0 74974949 

28 Dadra and N Havcii 

1 12971677 

0 29267968 

1 09109198 

0 28270787 

29 Daman and Diu 

1 46619747 

0 77910699 

1 41611967 

0 72076741 

30 Delhi 

1 89217792 

1 82774779 

7 S7I784S7 

5 77770947 

71 Loikshadwecp 

2 7717S7I7 

2 92726776 

2 07777677 

2 82782274 

72 Pondicherry 

0 77560277 

0 20779220 

0 71077870 

019647111 

Average 



1 (0167971 

1 4470X678 

Std Dev 



2 21404294 

1 76488707 

CV 



1 78274290 

1 22129917 


(2) Allocdlion as d ratio of the PCC, in 
certain states goes down to 2 2 per cent 

(1) Similar mcongrucncics exist in re¬ 
spect ot lifting 

(4) The gap between allocation and lift¬ 
ing IS glaring in many cases Ihis aliio 
points out towards inisallocation 

(5) There are differences between the 
al location to consumption i atio as betw. een 
urban and ruial areas 

There is no doubt that the quantitative 
interventions in the real consumption and 
demand patterns caused due to allocation 
and lifting are significant To sa> the least 
a thorough look into the pattern ot allo¬ 
cation IS a must Even though there may 
be instances where lifting appears to be 
a greater source of distortion it should be 
remembered that lifting is circumscribed 
by allocation A correction in the policy 
of allocation is imperative and lilting would 
follow suu A study towaidsthisend would 
be worthwhile and is capable of yielding 
concrete criteria tor overhauling the alio 
cation pattern so as to make PD*» rational 
and viable complement ot maiket demand 
while retaining the vanations in tastes and 
socio cultural patterns in consumption 

The tollowing formula can form the 
basis foi allocation 

F = hiod stiipius (less emergency stock 
wastage and open sale stock) 

' N 

bj =Total fixxJ demand over N stales 

Pj” = Pop(s) * per (s)= Food demand in 
s th state Pop(s) = Population ot s th state 
PCC (s) = Pei capita real consumption of 
s th stale in physical units 
FJ / Fj' = ARAR = Adjustable Rationing 
Allocation Ratio 

Allocation to each state =• ARAR* Fj' 

T he ARAR can be adjusted according to 
the liKid surplus every cnipping season 
The sub-allocation can be done at the state 
level on a pro rata basis 

VIII 

Conclusions 

In this paper we have examined the 
rationale lor the current allocation pattcin 
ot rice and wheat through the PDS in India 
and found it to be wanting in al least one 
impoilant respect - the allocatiiui pattcin 
appears to ignore the structure of con- 
sumptiondcmand in the country An alter¬ 
native formulation is therefore suggested 
in the paper 
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DISCUSSION 


Interpreting Amartya Sen’s Work 

Ashima Goyal 


THE EPW (November 7 and December 
5 and 12, 1998) has carried a lively series 
of articles interpreting the huge corpus of 
Sen’s work. An economist writing about 
another reveals more about his own 
priorities, but taken together all the 
perspectives flesh out a fuller picture. Even 
so, the clear logical progression evident 
in the work has not been remarked upon. 
In spite of its large size, it is almost as 
if Sen had followed a plan laid down in 
the beginning. But more probably, 
outcomes were the logical consequence of 
initial choices. 

For Abhijit Banerjee Sen’s major 
contribution is in applying rigorous micro- 
economic tools to the analysis of 
development and therefore bringing 
development into the fold, as it were, and 
opening the way for others to follow. But 
after his initial work on choice of 
techniques and growth. Sen began to 
explore the relationship between social 
welfare and individual preferences. He 
concluded that the way through a thicket 
of impossibility theorems that led to 
inconsistencies in aggregation was to 
abandon standard micro-economic 
maximisation. Therefore after pointing a 
particular direction to others, he himself 
withdrew from it. He wrote extensively on 
the necessity of using non-utility infor¬ 
mation, on changing preferences by the 
development of human capabilities. In the 
period of his inien.se involvement with 
social welfare and philo.sophy, he had 
continued to write on development - major 
spin-offs were on the analysisof inequality 
and development indices. But with the 
concept of capability the circle was 
complete and led him back full-time to 
development: education, gender, nutrition 
and public action as means of enhancing 
human capabilities. 

Has Sen indeed betrayed Abhijit 
Baneijee? Modem economic theory is 
firmly based on individual decisions, and 
his careful foray into the dilemmas that 
arise in trying to derive social welfare 
from the individual has lefi Sen firmly on 
the side of the individual. In that sense he 
is .still very much in the modern economic 
tradition. In returning to the theme after 
the debate that followed his paper on the 
impossibility of the Paretan Liberal’, he 
concludes that >he way to resolve the 


impossibility is to weaken the requirement 
of the Pareto principle ratherthan disregard 
individual preferences. He had di.scovered 
that a liberal who wanted both to guarantee' 
freedom of choice in personal matteis and 
ensure that if every individual preferred 
an alternative stKiety should prefer that 
one would be led intocontradictions. Most 
commentators had felt that since the 
unanimity of preferences was such a basic 
requircmentlor social welfare, a way must 
be found to salvage the Pareto axiom. But 
Sen wants to go beyond preferences to 
developing individual capabilities; and in 
this way he both deeply respects the 
individual and betrays Abhijit Banerjee, 
becau.se modern micm-cconomics takes 
prcfeienccs and technology as a datum 
that must be respected. 

Sen made a revealing remark in his 
speech at the UN in memory o( Mahhub 
ul Haq. Recollecting their days as students 
and the .seeming irrelevance of the analysis 
they learnt to the burning issues of poverty 
that concerned them, he remembers telling 
Haq that we have to master the pricing of 
toothpa.ste. otherwise no one will listen to 
us. Sen has indeed mastered the art of 
“precisely conveying the impreci.se science 
of economics”, and pushing his own very 
diflercnt agenda in a language modern and 
logical enough to command respect. Only 
when the emotional heart of the reformer 
combines with a hard analytical brain is 
it possible to build a bridge between the 
ea.st and west. It will not be irreverent to 
draw an analogy with the success of Shekar 
Kapoor. The emotional heart of Indian 
films combined with the skills and 
packaging of the west has made an 
unbeatable combination. This is not the 
same as saying that the east is emotional 
and the west rational; the east has an 


ancient very rigorous intellectual tradition 
that can easily don the mantle of modem 
sicentific language or standards. But the 
universality or staying power comes fiV| ^ 
the human concerns. 

Kaushik Basu {EPW, December 12, 
1998) makes the point that Sen’s position 
is often ambiguous, precisely to make it 
possible for readers to find whatever they 
were looking for. But such a position need 
not please ail - it can also displease all. 
One can fall between two stools. Although 
a good communicator is always sensitive 
to the concerns of his audience, in a 
fundamental way a middle of the road 
position is a very Indian and a very intel¬ 
lectual way of analysing the world. It can 
come closest to the truth bccau.se it can 
recognise shades of grey. Nehm was 
attacked for sitting on the fence, and called 
an intellectual because he could see two 
sides of a coin. India’s policy of ndn- 
alignment displeased many. Indians have 
always been good at forging their own^ 
creative synthesis, and it is works if it 
anticipates trends of the time. Both the left 
and right have claimed Sen - hut he says 
that he had read the writings of both and 
agrees with neither. To find a new path 
between fashionable extremes is a risky 
strategy, but the deep respect for intellectual 
traditions and for the individual are what 
have given it re.sonance and made it so 
succe.s.sful. Concern for the flowering of 
individual capabilities isapersi.slent theme 
in Indian philo.sophy. 

Bagchi {EPW, December .S, 1998) 
remarks that in his career Sen has often 
returned to themes he has touched upon 
at one stage. The one topic with which he 
has not done so ishiscarly work on growth. * 
There is a complete returning to early roots 
in the overall pattern of his work, but one 
strand remains for completion. There is 
time for Sen to work out the links between 
the development of human capabilities 
and growth. The whole of India cannot 
afford to be a Kerala. 
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Gender Inequities: Focus on Tamil Nadu 

Policies lo increase women’s wage employment often lake the easy way out 
by fecilitating the setting of industries that arc seen to be compatible with 
women’s household responsibilities rather than address the constraints that 
force women to engage in so-called women's work. The interplay of patriarchal 
structures and capitalist relations of production in Ambattur in Chennai, 
one of Tamil Nadu’s oldest industrial belts. WS-2 The construction of 
home-workers as housewives and home-work as a practice that allows a 
woman lo care for children and perform her household tasks while earning 
much-needed income conceals the reality that women not only put in long 
hours of work to fulfil production targets set by employers, but have little idea 
how their wage levels are arrived at. The bcedi industry in Tirunelveli 
district. WS-12 Employment generation does not necessarily uanslate into 
a better deal for women. Leather tanning industry in Dindigul. WS-21 
Wife-battering is shrouded in patriarchal myths and stereotypes which need 
to be cut through to understand domestic violence. Rising curve of violence 
against women in Chennai city. WS-28 The rapid fertility decline in 
Tamil Nadu in the 1980.s is often attributed to female autonomy and 
‘agency’. Study in five districts of Tamil Nadu of the extent of female 
autonomy and gender power dynamics within married couples. WS-34 

Fiscal Deficits: Expected and Actual 

Fiscal deficits tiiat are expected to be reversed at some unknown date in 
the future cause a real appreciation of the exchange rate along with an 
expectation ol depreciation, a trade deficit and high domestic interest 
rates. Tlic expectation of depreciation will have a positive impact on 
investment provided a time-frame within which the deficit can credibly 
be reduced is charted and acted on. 963 

Patent Lies and Latent Danger 

What .should India’s position be on the TRIPs review in 1999? It is 
possible to take a mini-max approach, striving to undo as much of the 
damage as possible, while keeping an eye on the minimum that can be 
achieved even within the WTO framework should a drastic revision of 
the Marakesh agreement become politically feasible. 979 

New Patterns of Urban Growth 

Examination of the .size and type of invesunent in the iaiger cities indicate.s that 
there are emerging urban cures of high investment even as other cities 
and the regions surrounding them arc being virtually bypassed. 969 


Beyond Lahore 

As the US and USSR did decades ago, 
India and Pakistan have stalled to turn to 
‘transparency’ measures as a way 
lo reassure themselves, and the 
international community, about the 
nuclear dangers t hey have created.93g 

Attacks on Tribals 

Through the Narmada dam agitation 
the tribals have rediscovered their 
identity and found a new strcngth. Tlte 
attacks on Christians in Gujarat 
which have targeted the tribals are the 
response of the business class to this 
ch ^lenge from the downtrodden. 949 

Dissent on Tire’ 

Most of the defenders of the film ‘Fife’ 
have followed the lead of the 
protesters and pitied tlieir own version 
of Hindu culture against that of their 
adversaries. Hardly any considered 
the issue as a human condition. 955 


Enterprise and Tradition 

Two contradictory forces - a 
spirit of enterprise and a 
tradition-bound status- 
consciousness - led the Pate:s 
of central Gujarat first to Africa 
and then to the UK where they 
are today successful businessmen 
and professionals. 953 

Double Standards 

One of the measures that the 
US justice department is 
contemplating, in its anti-trust 
ca.se against Micro.sofl. is 
compulsorily licensing Microsoft 
products lo others to break 
its monopoly. This is in sharp 
contrast to the strenuous US 
opposition to compulsory 
licensing under the WTO 
framework. 946 









LETTERS TO EDITOR 


Urdu and Its Future in India 

I HAVE just read Syed Shahabuddin’s 
response (March 6-13.1999) to my article 
on Urdu in India since Independence 
(January 2-9, 1999). I was gratified that 
he responded so fuUy but there are things 
in his letter about which 1 need to give 
clarification. There are points on which 
we are clearly in disagreement and I shall 
return to these below, but there are others 
on which he is mistaken in thinking that 
he and I disagree and yet others on which 
it is not clear whether we disagree or not. 

The most important point of the first 
kind is that about ‘immigrant communi¬ 
ties'. 1 never said that the Urdu-speaking 
community is an immigrant community. 
Of course it isn’t, and it would never have 
entered my head to suggest that it was. I 
merely drew a parallel between the 
problems of language maintenance faced 
both by immigrant communities in Britain 
and the Urdu community in India. I drew 
attention to the measures which the former 
have taken to meet this problem and said 
that the Urdu community should take 
similar measures but has not done so. I 
do not for a moment accept Shahabuddin's 
assertion that the Urdu community is too 
poor to undertake this. The problem is not 
money but the absence of the will to act. 1 
nowhm suggest that the Urdu community 
.sets up a parallel sy.stem of schooling to 
replace the state system and the teaching 
that goes on in the madrassas. With regard 
to the state system, the Urdu-speating 
community should not only continue to 
take advantage of such provision as already 
exists, but press for a great deal more. Nor 
do I suggest that Urdu should be “expelled 
from the madrassa milieu”; ail that my 
article .suggested was that Urdu speakers 
should not demand more of the madrassas 
than they are ever likely to be willing to 
give. It is not clear whether Shahabuddin 
thinks that 1 am advocating the abandon¬ 
ment of the Urdu script and the adoption 
of the Devanagari script instead. 1 was 
simply saying that Urdu speakers should 
welcome and actively support those who 
arc presenting Urdu literature in £>eva- 
nagari. Every community is entitled to 
write its language in the script of its choice, 
and this is the fundamental fact that should 
be recogni.sed by all who are interested in 
this question of scripts. It would be 
perfectly ea.sy to prove on purely linguistic 
grounds that the Roman-based script 
proposed many years ago by J B Firth is 
more suited to the accurate representation 
of Urdu sounds than any other. But I have 
never advocated, and never will advocate, 
that the Urdu-speaking community should 
adopt this script. The Progressive Writers’ 
Association very quickly realised that the 
proposal for the adoption of the Roman 
script, which it had made in its Erst 
manifesto, must be dropped. It is quite 


pointless to suggest the adoption of the 
Roman script to a community when ytni 
know perfectly well that 99 per cent of 
the members of that community will reject 
it. So my stand is that Urdu speakers 
should continue to use their traditional 
script but they should also welcome the 
initiatives of others who wish to use the 
Devanagari and the Roman scripts toenable 
readers who do not know the Urdu script 
to gain access to Urdu literature. 

There are a couple of minor mistakes 
which you made in publishing my article. 
You say that I am a lecturer in Urdu at 
the School of Oriental and African Studies. 
In fact I was made a Reader in 1964 and 
retired from SOAS in 1981. Later on you 
speak of my conespondence “with the 
Chancellor of Jamia Millia”. You should 
have said “the former Chancellor”. 

Ralph Russell 


London 


Documenting People’s 
Projects 

FOR decades we have lived in a state, 
where the government maintained a 
paternalistic attitude and took respon¬ 
sibility for everything from providing basic 
needs like water, roads, health services, 
education, public parks, protection and 
rejuvenation of natural resources, etc. in 
exchange for the taxes it collected. At the 
same time, it looked at ail kinds of private 
and community initiatives in these areas 
with scant respect or even suspicion. Over 
the past couple of years there has been a 
gradual shift in its thinking. It has almost 
accepted that it is ill-equipped and in¬ 
adequate to the task that it had assumed 
for itself. So, while the government will 
continue to collect more and more taxes, 
it has mercifully accepted the fact that 
people them.selves have a right to create 


and mainbdn community assets and tak 
measures Uiat would make their Uvea les 
difficult and little more pleasant 

Fortunately, despite its sincere efforti 
the state hasb^ umd)le to kill commuhit 
initiative across the country, specially h 
rural and tribal areas. There are hundred 
of instances where people, residents asso 
ciations, gram panchayiUs, youth club! 
mahila mandals (women’s organisations] 
community organisations, timers' asso 
ciations (the civil society in short) go 
together to raise resources, use loc^l; 
available skills and contributed voluntar 
labour to achieve die desired goals be I 
in the area of protection of enviionnren) 
creation or rejuvenation of water bodies 
protection of historical sites, setting up o 
educational institutions, provision fo 
health services, construction of link road 
and bridges, creation and maintenance o 
public parks, etc. At the same time, th^si 
very people’s organisations raised thei 
voices in protest, when they found th> 
policies, projects or decisions Of thi 
government anti-people or contrary to thi 
local ethos. Many such ideas and exam[^ 
can not only inspire but would be worti 
emulating and replicating. 

We are in the process of researching ani 
documenting such instances to stimulati 
and induce similar activities in other area 
and would welcome the help and suppoi 
of readers of your publication. We an 
particularly interested in independen 
initiatives that have been launcted aru 
sustained without any financial suppoi 
cither from the government or other dono 
agencies. Since the very idea behind thi 
exercise is to promote voluntary action 
while it may not be possible tocompensati 
contributors Enancially, their conuibution 
will be appropriately and gratefull; 
acknowledged. 

Beena and Arun Shaj 

New Delhi - 17 
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Structural Reform of Money Market 


T he Reserve Bankof India’s monetary policy statement 
for the current fiscal year is a dovra-to-earth, no- 
nonsense document. Except for the 0.5 per cent cut (from 
10.5 to 10 percent) in the cash reserve ratio (CRR), which 
a purist may find hard to accept, especially at a time when 
the rate of growth of money supply (Mj) has consistently 
been well above the rate of growth of the real economy, 
there is little attempt to play to the gallery. The document 
makes a frank admission of the dilemmas of a central bank 
. in trying to reconcile multiple and often conflicting goals. 
And then gets down to the nitty-gritty of much-needed 
structural reform in the money market, which is critical to 
improving the efficacy of the central bank’s signalling 
mechanism. 

The policy stance continues to be easy, driven by the 
desire to ensure adequate liquidity along with stable 
medium- and long-term interest rates, with a “preference 
for softening to the extent circumstances permit”. In an 
uncertain macro-economic scenario, there is always the 
danger that adjustments in liquidity, either to dampen 
demand or to spur growth, could overshoot. At the same 
time, given the lagged impact of any change in money 
supply, corrective action may often prove to be a case of 
too little, too late. Consequently, monetaiy authorities 
^ust constantly be on guard - ready to reverse their policy 
stance in case the actual outcome is very different from that 
anticipated. The policy makes it quite clear, therefore, that 
while the RBI is going along with its easy money ptilicy for 
the moment, it will not hesitate to alter its stance, should the 
situation so warrant. 

Beyond that, the macro-economic projections made by 
the RBI are more or less in tandem with those made by the 
finance minister at the time of the budget. GDP growth for 
1999-2000 has been pegged at 6-7 per cent, inflation at 5 
per cent and M, growth 0.5 per cent higher, at 15.5-16 per 
cent as against last fiscal year’s target range of 15-15.5 per 
cent. This target has. of course, not been of much more than 
academic interest, since actual growth has been well 
above the target in the past three years. No doubt, the fact 
that despite this higber-than-projected rate of growth of 
M 3 , the annual rate of inflation has been within bounds has 
^ lent courage to the RBI to continue with its easy money 
stance for the present. 

Ideally, as the policy points out, M 3 growth should have 
been pegged in the range of 15-15.5 per cent, as in the 


past. But this may jeopardise the government’s ambitious 
borrowing programme for the year. With gross borrowing 
in 1999-20(X) pegged at Rs 84,000 crore, according to the 
budget estimates, a more restrictive policy could lead to 
private investment being crowded out by government 
borrowing. Clearly, the experience of the last fiscal year 
when government borrowing overshot the target by almost 
Rs 15,000 crore (gross borrowing was Rs 94,(X)0 crore as 
against a target of Rs 79,300crore) has played no small part 
in shaping the bank’s final stance. But with every rupee of 
fresh government bt>rrowing now bringing just 67 paise 
inui the government’s coffers, down from 89 paise in 
1991-92, the position is clearly not sustainable over the 
long n«n. Ultimately, as the policy warns (not for the 
first time) a stable interest rate regime can only be ensured 
if government borrowing is kept “within reasonable limits”. 

A considerable part of the policy statement is devoted to 
structural reform of the money market. The aim, as the RBI 
has set it out, is to improve the mechanism for transmission 
of signals from the central bank to the rest of the .system. 
The underlying rationale is simple. While liberalisation 
has made it impossible for the RBI to directly influence 
either credit or interest rates, it has not proceeded far 
enough to allow the RBI’s monetary signals to be transmitted 
effectively to the rest of the system. The result is that the 
central hank’s signals are often like water off a duck’s 
back. Witness the way the bulk of the banking sector, 
barring the public sector banks, shrugged off the RBI’s 
post-budget package. 

In the pre-reform period, things were different. The RBI 
was firmly in the driver's seat. It could, and did, dictate 
interest rales. But today interest rates have been all but 
completely deregulated. Theonly way the RBIcan influence 
rates is by giving signals - signals that the market should, 
ideally speaking, then pick up and transmit. In other words, 
the RBI, like other central banks, now has to influence 
monetary conditions by influencing the level of liquidity in 
the system through indirect, market-based instruments like 
open-market operations and repo/discount windows. 

However, the success of these market-based instruments 
depends on the cxi.stcnce of vibrant, liquid and efficient 
money markets, well-integrated with other .segments of the 
market. Unfortunately, our markets are narrow and 
fragmented. Tlie RBI on its part is willing to absorb 
liquidity through its repo window but is not so willing to 
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inject liquidity through reverse repos. This 
is because, despite the shift from the earlier 
system of automatic monetisation through 
ad hoc Treasury Bills(adhocs)to ways and 
means advances, the bank has very little 
control over a key component of reserve 
money - net RBI credit to government. 
Consequently, it is always apprehensive 
of injecting liquidity into the system. To 
that extent, its ability to influence interest 
rates is limited - it can push rates up buf 
cannot pu.sh them down as easily. 

It is this vacuum that the RBI’s latest 
policy .seeks to fill, both by widening and 
deepening the repo market and by introduc¬ 
ing an interim liquidity adjustment facility 
(ILAF). Repos focilitate riskless deploy¬ 
ment and raising of short-term liquidity. 
An efficient repo market is, therefore, criti¬ 
cal to the development of a vibrant money 
maricct. Repos have now been permitted in 
PSU bonds and in other bondsof corporates 
and all-India financial institutions held in 
demat form in depositories and transac¬ 
tions done in authorised stock exchanges. 

Further, the number of participants has 
been increased by allowing non-bank 
entities which are currently permitted to 
undertake reverse-repos to also borrow 
through repos. Here the RBI seems to have 
suddenly got cold feet-thcrelaxationis only 
for such non-bank entities as are already 
permitted to lend through reverse repos, 
not for new entities that may wish to do so. 
Nonetheless, it is a good beginning and 
should go a long way to i mpm ve the efficacy 
of the transmission mechanism so that 
monetary signals are promptly picked up 
and transmitted throughout the system. That 
itself will be more than half the battle won. 

POLITICS 

Sham Contest 

A correspondent writes: 

TO fill the vacuum of their valueless 
politics, national leaders are offering 
commutialism as the must important issue 
today. But whichever parly forms the next 
government, it will have no effect on the 
problem of communalism. For the com¬ 
munal problem is not about the power the 
B JP holds but about the rea.sons why people 
vote for the B JP. This is why even another 
election will not take us any nearer a 
solution to the problem. 

The parties that present them.selvcs as 
secular are not necessarily seen as secular 
by the voters. At election time, commu- 
nali.sm is rarely the deciding factor be¬ 
cause it would only be a case of choosing 
the lesser evil. Other issues then decide 
the voter’s choice. This means that the 


representatives of the people make the 
issue of secularism the deciding factor 
without the voter’s say-so. 

Why do some people vote for the BJP? 
Of all BJP voters, there must be some that 
believe in the hindutva ideology. Some 
others may not be in favour of hindutva but 
may also consider it not important enough 
a factor to be the sole basis of rejecting 
the BJP. There must also be some that pay 
no attention to any issue but vote for the 
candidate with the biggest banners and the 
loudest speakers. BJP’s rathyatras would 
certainly impress such voters. Those who 
believe in secularism as a value will 
certainly not vote fortteBJP. but then .some 
of them may not vote at all so that their 
vote does not count against the BJP. They 
may not find the other parties good enough 
to vole for solely inordertooppose the BJP. 

Religion is important to a large majority 
of Indians in their private lives. The re¬ 
lation between the state and religion has 
not been clearly defined. Secularism is a 
separation between the private and the 
public. In this .sense, secularism is a 
negative value: it is the absence of govern¬ 
ment interference in affairs that arc best 
left in the private domain. But political 
and social leaders have equated seculai- 
ism and gexxi communal relations making 
the latter something that the, government 
would provide for the greater good of the 
people. This is a contradiction in terms. 
A secular state cannot provide good com¬ 
munal relations. 

The idea of the government staying out 
of anything it could possibly meddle in 
is anathema to some. Voters have been 
encouraged to believe that the govern¬ 
ment is a limitless bank account from 
which the largest, most vocal group can 
draw the most, no matter at whose cost. 
The numbers game inherent in a democ¬ 
racy has made the welfare .state an auction 
house where the largest group can bid the 
highest. Unless the government interferes 
in every conceivable activity, there will 
be less to bid for and less to appropriate. 
Having learnt this lesson well, the voter 
will not attach great value to secularism 
defined as governmental non-interference 
in religious matters. The same holds for 
economic reforms. Many Indiansdo not like 
the recent economic policy changes. Those 
who accept them do so for the obvious 
practical benefltsof these reforms. No such 
practical value attaches to secularism. 

Politicians and social thinkers have pro¬ 
moted secularism as ‘love thy neighbour’ 
for a long time. Can we now go back to 
the dictionary definition of secularism as 
governmental non-intcrfere’KC in religious 
matters? It goes without saying that physi¬ 


cal violence is alwayain the pubKc domain 
and must be dealt withbythegovemmmit 
But can we leave dw choice of loving 
one’s neighbour to the citizen? Tliis will 
not immediately solve the problem of 
conununal hatred. But this narrower ddi- 
nition will leave a smaller gray area t;;:* 
force someofthe undecided votersto make 
up their minds. This will separate the hard¬ 
core hindutva believers from the secular 
.citizenry. That will be no small gain. 

PHARMACEUTICALS 

Ignoring Institutions 

IT is of course commendable that the 
National Human Rights Commission 
(NHRC) has been investigating a com¬ 
plaint by the Himachal Pradesh State 
Human Rights Commission about the 
supply of fungally contaminated largc- 
sizc intravenous fluid packs to the Indus 
Hospital in Shimla. It is even more satis¬ 
factory that the commission set up an 
expert panel to go into the matter which 
undertook its job seriously and submitt? 
its report within the allotted time. On the 
basis of this report the NHRC has last 
month recommended that the central 
government revamp the entire system of 
licensing new product approvals, certifi¬ 
cation and quality control checks, etc. No 
doubt the authority of the NHRC is such 
that its directive will be taken seriously. 
The point, however, is why, given the 
numerous authorities involved with drug 
licensing and quality control, it was thought 
ncce.ssary to move the NHR(!. 

Over the decades the drug <. ontroller’s 
office has come under severe criticism, a 
case in point being the J J Hospital tragedy 
in Mumbai, involving contaminated' 
parenterals which was so ably and 
thoroughly investigated by Justice Lentin. 
While wide-ranging recommendations 
were made, few, including those of an 
uigent nature such as the tcansfer/removal 
of the officials involved, were accepted 
or carried out. The commission has also 
pointed to the inadequacy of personnel 
and laboratory facilities. It had made 
specific recommendations regarding the 
indenting and purchase of such material 
in public hospitals and the mannerin which 
they were distributed and the records 
maintained. Given this it is rather suipri-s- 
ing that the NHRC has not sought to ^aw 
attention to the report and ask why its 
recommendations have been ignored. 

Moreover, at various points the drug^ 
coasumer movement has raised questiq-** 
about the functioning of the drug control J 
authority in regard to the licensing of 
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onigs. ror insuuKe, me case wiui wmcn 
dtugs «fe licensed has been called into 
(^lestion, also, die ftict that the licensing 
authority appears to be lax on on-site 
requiiements at the manufacturers’ end, 
particularly for small firms, has been 

S 'nted out often enough. If little has been 
le on this count, it is because the drug 
control is really nobody’s business. Within 
the chemicals sector, under which falls 
pharmaceuticals, quality control is the 
busin»s of the individual industry. Apart 
from the banning of hazardous chemicals, 
the ministry has no special machinery to 
inspect the industry other than what ap¬ 
plies to all industries as a whole. The drug 
control authority is a special ca.se - in that 
it exists because the prrxlucts, pharmaceu¬ 
ticals, affect the health of people. Thus the 
health ministry has jurisdiction over the 
authority which deals with products which 
come under the chemicals ministry. This 
dual authority structure allows for a great 
deal of laxity and the shifting of respon¬ 
sibility. Thus the drug authority has never 
had adequate funds for carrying out the 
'asks it is suppo.sed to. This fact plus the 
'^extraordinary degree of corruption, as 
brought out by the Lcntin investigations, 
make for one of the most loosely con¬ 
trolled drug control regimes among coun¬ 
tries which manufacture such a range of 
pharmaceuticals as India docs. 

There is also something a little disturb¬ 
ing about the fact that the NHRC should 
have been approached on this count. Most 
ccrtiunly, it is a human rights issue, but 
then this is one sector where there exists 
numerous authorities set up precisely to 
process such matters. Overlooking and 
ignoring such institutions in the very first 
instance only allows the state to .sideline 
them - as in fact has been happening. The 
^ newly constituted National Pharmaceuti¬ 
cal Pricing Authority, which came under 
heavy critici.sm from the industry lobby 
when it was set up two years ago, is now 
facing a challenge with the .state issuing 
guidelines that the price-fixing undertaken 
by the authority will be subject to the 
approval of the ministry. This trend should 
be resisted, if democratically constituted 
institutions, which after all have come 
about as a result of popular demand, are 
to $urvive. It is imperative that the tasks 
of control and monitoring are given a 
base independent of the political author¬ 
ity, with adequate safeguards. By not 
moving existing institutions and not seek¬ 
ing out the trajectories of earlier recom¬ 
mendations, however inadequate they may 
he. people’s movements are allowing for 
a reversal of the hard won gains of the drug 
and health movements. It is after ail in 


meir usage mat oemocraac insniunons 
come into their own and become stronger. 

BIHAR 

Populist Slogans and 
Manipulative Politics 

THE political shenanigans in Delhi have 
effectively overshadowed the le.ss eye¬ 
catching rogueries that are taking place in 
another part of the country, Bihar, which 
attracts national attention only when 
massacres happen there. But under the rule 
of Rabri Devi, there are other less obtru- 
sivedevelopmcnts taking place there which 
are draggingduwn the state intoa sickening 
political, economic and social morass. 

Apart from the Rs 950 crore fodder 
.scam, in which the chief minister’s hus¬ 
band Laloo Yadav (who is the effective 
ruler of Bihar) has been already charge- 
sheeted, he is facing yet another probe in 
connection with the bitumen .scam. A .senior 
minister of the Bihar government is re¬ 
ported to have told the CBI that Laloo 
Yadav had been the main beneilciary of 
that scam. But while one after another, 
these allegations against him keep on 
accumulating. LaKm Yadav continues to 
rule the roost in Bihar by virtue of his 
manipulative powers. The latest instance 
is his success in swinging a Rs SOO crorc 
package for rural development from the 
centre and he is doing his best to publicise 
it to boost his image as the saviour of the 
state's poor. He can get away with any¬ 
thing because very few among the poor 
who are supposed to be the would-be 
beneficiaries of this package would ask 
him about the fate of similar central funds 
that he had received in the past. They do 
not know that while Laloo Yadav was 
bragging about his achievement in getting 
all that money from the centre for rural 
development, his government was at (he 
same time surrendering to the centre 
Rs 450 crorc of central funds that it had 
received la.st year for the same purpose of 
rural development. His government was 
returning the money since it did not spend 
it on the programmes tor the rural poor 


as It naa promtsea to (k?. me aaministra- 
tion under Laloo Yadav has been noto¬ 
rious for the non-utilisation of central 
funds. The noises that Laloo Yadav is 
making now about utili.sing the latest 
central allocation of Rs 500 crore for 
Bihar’s rural poor are quite likely to 
evaporate into thin air as have so many 
promises of his in the past. Yet the people 
of Bihar seem to have an endless appetite 
for promises handed out by Laloo Yadav, 
and an equally undying faith in their 
fulfilment in some di.stant future. 

Another typical instance of how Laloo 
Yadav can make his false promises sound 
true is his latest visit to Jehapabad. in the 
wake of the recent massacre of dalit labour¬ 
ers, where to the applause of his support¬ 
ers gathered there, he announced the distri¬ 
bution of 393 acres among the landle.ss. 
Yet, according to the di.strict administra¬ 
tion, inJehanabadLakxiYadavwas already 
supposed to have di.stributcd 451 acres (out 
of the 605 acres vested with the govern¬ 
ment as surplus land) in 1991. which left the 
government with only 154 acres. Where is 
the rc.st of the land to come from?But since 
no one asks him the question, LalcKi Yadav 
can get away with any populist gimmick. 

Both the Bihar chief minister and her 
husband (for whom she rules a,s a proxy) 
have had the privilege of treating Bihar 
as theii* nefdom for more than a decade 
now. They seem to be. lucky enough to 
continue in that role. Soon after having 
got a reprieve following the centre’s fail¬ 
ure to ratify president’s rule, Rabri Devi 
has had another stroke of giKxl luck when 
the Supreme Court recently extended by 
another three months the bail to her hus¬ 
band Lahxj Yadav in the fodder scam 
case. Laloo Yadav will thus be free to 
continue to rule Bihar by the .same old 
cunning mixture of populi.st slogans to 
woo the rural pixir daiits on the one hand 
and manipulative mea.sures to maintain 
the loyalty of hi.s own OBC middle class 
farmers and win the support of the 
hhumiharand rajpui /.andlordson the other. 
It is, the maintenance of ihit precarious 
balance of socio-cconom,*c fortes in Bihar 
which is necessary for L.'iloo Yadav to 
survive and continue to rule- 


[ For the Attention of Subscribers and 
j Subscription Agencies Outeide India 

I It has come Co uur notice that a large number of subiicriptiuns to the EPW from outside 
! the country together with the subscription payments sent lo supposed subscription agents , 
I in India have not been forwarded lo us. 

I We wish to point out to subscriticrs and suhscriplion agencies outside India that all foreign 
1 iutuKiriptions. together with the appropnate rcmiitanccs, must be forwarded to us a.>id ma 
to unauthorised third parties in India. 

We take II'j respuasibility whatsixivei ii; respect of subscriptions not iegi.sterc<t with u.s 
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CURRENT STATISTICS £Pfl^Resc«reliFoiiiiil»tioii 


BoP data for nine nuniths April-Decenriter 1999 ahow a trade deficit of $11.30 bilUon. With net invisible receipts of $7.3 biUton, the cutieni account deficit 
stood at $4.2 billion. Imports of gold and silver tdso aggregated $4.2 billion during the period. The year has ended with a reserve btuld-up of S3.S6 bitUm.' 
But for RIBs woitJi $4.2 billion reserves would have fallen by $6.30 million. The latest OGCl and S data for April-Febtuaiy place the trade deficit at $8.1 
billion against $6.8 bilbon for the whole of 1997-98. 

Macroeconomic Indicators 


_ Variation (Per Cent): Point-to-Point _, 

Index Nuoibcn of Wholesale Weights April 3. Over Over 12 Months Fiscal Year So For 1998-99 1997-98 1996-97 1995-96 
Prices (1981-82 100) 1999 Month Ulest Previous 1999-2000 1998-99 


All Commodities 

KKiOO 354.7 


0.2 

4.6 

5.3 

0.2 

0.6 

5.0 

5.3 

6.9 

5.0 

Prunary Arucles 

32 30 381.8 


0.3 

8.3 

5.9 

0.5 

1.4 

9.3 

5.5 

7.0 

5,4 

Food Articles 

17 39 443.0 


0.9 

10.6 

4.7 

0.9 

1.9 

11.7 

4.0 

9.6 

9.8 

Non-Food Amcles 

10.08 382.2 


-I.O 

6.6 

8.3 

-0.2 

0.6 

7.5 

8.5 

.3.5 

-1.9 

Fuel. Power, Light and Lubricants 

10.66 379.5 


* 

-0.9 

9.7 

* 

-0.3 

-1.2 

11.4 

16.9 

3.7 

Manufactured IVoduct.s 

57.04 334.7 


0.1 

3.5 

4.1 

* 

0.3 

3.8 

4.0 

4.9 

5.0 

Food Products 

10.14 340.6 


-Oil 

4.3 

7.1 

-0.4 

0.2 

4.9 

5.5 

14.1 

-0.7 

Fond Index (computed) 

All Ominodmes (Average Basis) 

27 5.3 405 3 


0.3 

8.6 

5 5 

0.5 

1.3 

9.5 

4.5 

11.1 

6.3 

(April 3. 1999) 

100.00 354.7 


- 

69 

4.8 

4.6 

0.1 

6.9 

4.8 

6.4 

7.8 


Latest 




Variation (Per Cent): Point-to-Poim 




Cost of Living Indices 

Month 

Over Over 12 Months 

Fiscal Year So Far 

1997-98 1996-97 

1995-96 

1994-95 


Month 

Latest 

Previous 


1998-99 1997-98 





Industrial Workers (t982si00> 




9.1 


92 

8.8 




9.7 

Urban Non-Man Emp (1984-8.5=100) 




76 


9.0 

7.6 


llilH 


9.9 

Agri I-ab (1986-87=100) (lank factor 5 89) 297.0-’ 








■tm.M 


11.1 


Money and Banking (Rs crore) March 26, Variations_ Fiscal Year Variations 



1999 

Over Month 

1998-99 

(997-98 

1996-97 

1995-96 

1994-95 

1993-94 

Moia-y .Supply (MO 

975200*’ 

29694(3.1) 

147991(17 9) 

125361(17 9) 

97841(16.2) 

72581(13.7) 

97019(22.3) 

67582(18 4) 

Currency with Public 

170659 

2640(1.6) 

2465.5(16.9) 

13917(10 5) 

1.3829(11,7) 

17577(17.5) 

18380(22.3) 

14028(20.5) 

Ueposil with Banks 

80(n97*' 

26136(3 4) 

122732(18.1) 

111099(19.6) 

84I62(I7..5) 

.5.5042(12.9) 

77781(22.2) 

.52342(17.6) 

Net Bonk Credit lo (kivl 

384085 

-2735(-4).7) 

5349.3(16.2) 

4197.3(14.5) 

30840(12.0) 

35360(15.9) 

18501(9.1) 

27680(15.7) 

Bank Credit in Comml Sector 

483201 

18072(3 9) 

.5046.3(11.7) 

56431(15,0) 

31659(9 2) 

5192.5(17 7) 

.54949(23.1) 

17639(8.0) 

Net Foreign Fjtchange As!.eLs 

144402 

3060(2.2) 

178.33(14.1) 

21072(20.0) 

233.56(28 4) 

3109(3.9) 

24420(44.7) 

30169(12.3.4) 

Reserve Money (Apnl 2l 

258126 

5726(2 3) 

.32818(14.5) 

26417(13 2) 

.5527(2.8) 

25176(14.9) 

30610(22.1) 

27893(.5.2) 

Net RBI Ciedil to Centre 

150245 

-4289(-2 8) 

14176(10.6) 

12915(10.7) 

19.34(1,6) 

1985.5(20.1) 

2130(2.2) 

260(0.3) 

RBI Credit lo Bks/Comm Sector 

23692 

-1321(-S.3) 

10205(66.8) 

2('29(I5.3) 

-l5557(-54.0) 

8747(43 6) 

8067(67.2) 

-4109(-25-5) 

Scheduled Commercial Banks (March 26) 









Deposits 

717271*- 

22064(3.2) 

111861(18.5) 

99811(19.7) 

71780(16.5) 

46960(12.1) 

71726(22.8) 

46560(17.3) 

Advances 

366003 

139.56(4.0) 

41925(12.9) 

45677(16 4) 

24386(9.6) 

424.5.5(20.1) 

47144(28 7) 

12436(8.2) 

Non-Food Advances 

349187 

14476(4.3) 

37.594(12.1) 

40790(15.1) 

25580(10,9) 

44938(22.5) 

45776(29.8) 

8272(5.7) 

Investinenis (for SLR purposes) 

254119 

1.5.50(06) 

3.5414(16.2) 

28192(14.8) 

2.5731(15.6) 

15529(10.4) 

16731(12.6) 

26866(25.4) 

Clommetctal Invcslinents 

48059 

611(1.3) 

16147(50.6) 

13428(72.6) 

4412(29.4) 

925(6.6) 

na 

na 


Includes R.s 17.945 crore on account of proceeds from RIBs, since August 28, 1998; excluding them the 1998-99 fiscal yair growth of money supply would be 
15.7 per cent- Likewise, hank deposils wnhout RIBs grew by 15 5 per cent against 19.7 per cent in 1997-98 


Index Numbers of Induslrial 


February 

Fiscal Year So Far 


Full Fcscal Year Averages 


Production (1.99.3-94=100) 

Weighls 

1998 

1998-99 

1997-98 

1997-98 

1996-97 

1995-96 

1994-95 

(ieneial Index 

100 00 

149.2 

141.6(3.9) 

136.3(6.9) 

137.6(6.6) 

129.0(.5.5) 

122.3(12.8) 

108.4(8 4) 

Minuig 01x1 (Juairying 

10.47 

1170 

1I8 7(-1.7) 

120.8(6.2) 

122.4(5.9) 

ll5.6(-2.0) 

117,9(9 6) 

107.6(7.6) 

Manufacturing 

79..36 

1.55.3 

I4.5..3(4.3> 

139.3(7.0) 

140.5(6.7) 

131.8(6.7) 

123.5(13.8) 

108.5(8 5) 

Eleciricity 

10.17 

1.34.6 

137 1(6.4) 

128 8(6.5) 

1.300(6.7) 

121.9(3.9) 

117.3(8.1) 

108.5(8.5' 


April 16, 

Month 

Year 1999-2000 So Far 1998-99 

Fjid of Fiscal Year 


Capital Market 

1999 

Ago 

Ago Tnaigh 

Peak Trough Peak 

1998-99 

1997-98 

1996-97 


BSF. Sensiiive Index (1978-79=100) 

3.573(-13.6) 

3744 

4134(13.4) 

3357 

3686 

2783 

4281 

3740(-3.9) 

3893(15.8) 

336l(-0.2) 

BSE-IOO (1983-84=100) 

1.547(-14.8) 

1650 

1817(15.7) 

14.59 

16.34 

1242 

1890 

l651(-2.7) 

1697(15.9) 

14641-5.5) 

BSF>200 (1989-90=100) 

3.S4(-I4.2) 

.378 

412(17.7) 

334 

376 

289 

429 

380(0.8) 

377(14.9) 

328(-5.0) 

S and P CNX-50 (Nov 3. 1995=1000) 

1()44(-12.7) 

1053 

1197(17.9) 

969 

1063 

812 

1213 

1078(-3.5) 

1117(1.5.4) 

968 

Skmdia GDR Index (Jan >, 1995=1000) 

669(.3I.7) 

631 

979 

.581 

655 

515 

1015 

653(-30.5) 

940(1 1) 

9.30(-4.4) 


Foreign Traile Februaiy _ Fi.vcal Year ,St> Far Fiscal Year Averaces 



1999 

1998-99 

1997-98 

1997-98 

1996-97 

1995-96 

1994-95 

Expons; Rs crore 

11969 

126084(10.5) 

114100(7.3) 

126286(6 3) 

118817(11 7) 

I06.»53(28.6) 

82674(18.5) 

US $ tnn 

2819 

299.501-2.9) 

.308.59(2.8) 

33980(2 6) 

3.3470(5.3) 

31797(20.8) 

263.30(18.4) 

Imports. Rs crore 

13405 

160283(16 4) 

137651(10.6) 

151.5.54(9.1) 

138920(13.2) 

122678(36.3) 

89971(23.1) 

US $ mil 

3157 

38073(2.3) 

37228(6.1) 

40779(5.8) 

39132(6.7) 

36678(28.0) 

28654(22.9) 

Noii-POl,; US $ mn 

2779 

3279.1(8 8) 

30136(14 4) 

32562(11.9) 

29096(-0.2) 

29(52(28.3) 

22727(29.5) 

Balance of Trade; Rs crore 

-14.36 

-.34199 

-23.552 

-25268 

-20102 

-16.325 

-7297 

US $ mn 

-338 

-8123 

-6370 

-6799 

-5663 

-4881 

-2324 


April 9. April 10, March .31. Variation Over 

Foreign Exchange 1999 1998 1999 HonOi Year Fiscii Year ^ Far iW8-99 199748 1996:67 l69.C'(>6"l6h4:i95 

Reserves (excluding gold) Ago Ago 1999-2000 1998-99 


Rs crore 126705 104391 12.5446 81.56 22314 1259 1880 229.35 22137 21649 -7302 18402 

USSmn 29687 26262 295.30 1738 3425 157 286 3554 3607 5243 -3690 5640 


Nniet (i) Superscript numeral denotes month to which figure telaics, e g, superscript 2 siamis for February: (u) Hgures in brackets are perceniagc vanahons over the specified 
or over the comparable period of the previous year ns. nol available, neg: negligible * ui^anged. 
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Balance of Payments (inus$mauon> 



1998-99 

(Apr-Dee) 

1997-98 

I9%-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

1 Expotts 

24875 

34849 

34133 

32311 

268S5 

22683 

18869 

18266 

18477 

16955 

Imports 

36205 

51126 

48948 

43670 

35904 

26739 

24316 

21064 

27915 

24411 

of which: POL 

9103 

8217 

10036 

7526 

5928 

5753 

6100 

5364 

6028 

3768 

Gold and Silver (inci baggage) 4210* 

5737 

3710 

2810 

2813 

1670 

1076 




3 Trade balance 

-11330 

-16277 

-14815 

-11359 

-9049 

4056 

-5447 

-2798 

-9438 

-74.56 

4 Invisibles (net) 

7152 

9804 

10321 

5460 

5680 

2898 

1921 

1620 

-242 

619 

S Current account balance 

-4178 

-6473 

-4494 

-5899 

-3369 

-1158 

•3526 

-1178 

-9438 

-6837 

(as per cent of OOP) 


(-1.6) 

(-1.1) 

(-1.6) 

(-1.0) 

(-0.4) 

(-1.8) 

(-0.4) 

(-3.2) 

(-2 5) 

6 Eternal assistance (net) 

161 

899 

1109 

883 

1.526 

1901 

1859 

3037 

2210 

1856 

7 Comineicial borrowings (net) 

4562 

3999 

2848 

1275 

1030 

607 

-358 

14.56 

2248 

1777 

8 IMF (net) 

-290 

-618 

-975 

-1715 

-1143 

187 

1288 

786 

1214 

-877 

9 NRi deposits (net) 

372 

1125 

3350 

1103 

172 

1205 

2001 

290 

1.536 

2403 

10 Rupee debt service 

-646 

-767 

-727 

-952 

-983 

-ias3 

-878 

-1240 

-1193 


11 Foreign investment (net) 

841 

4993 

5838 

4604 

4807 

4235 

557 

133 

103 


12 Other flows (net)* 

-168 

735 

-1131 

-2235 

2604 

2800 

-245 

101 

2284 

1370 

13 Capital account total (net) 

4832 

10366 

10312 

2963 

8013 

9882 

4224 

4563 

8402 

6.529 

14 Reserve use (• increa.se) 

-654 

-3893 

-5818 

2936 

-4644 

-8724 

-698 

-3385 

1278 

308 

Foreign investment flows by different 
categories 

1998-99 

(Apr-Dee) 

1997-98 

1996-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

A Direct invesuncnt 

1562 

3197 

2696 

2133 

1314 

586 

315 

129 



a RBI automatic route 

131 

202 

1.35 

169 

171 

89 

42 




b SIA/FIPB route 

1380 

2754 

1922 

1249 

701 

280 

222 

66 



c NRIs (40% and 100%) 

51 

241 

639 

715 

442 

217 

51 

63 



B Portfolio investment 

-682 

1828 

3312 

2748 

3824 

3567 

244 

4 



a Fils 

-752 

979 

1926 

2009 

1503 

1665 

1 




b Euro equities 

15 

645 

1.366 

683 

2082 

1.520 

240 




c Offshore funds and others 
total (A+B) 

55 

204 

20 

56 

239 

382 

3 

4 



880 

5025 

6008 

4881 

5138 

41.53 

559 

133 



Net flows under non-resident deposits 

1998-99 

(Apr-Ian) 

1997-98 

1996-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

Foreign currency non-resident (accounts) 

(FCNR(A)) 

Foreign currency non-resident (banJes) 

-1 

-2305 

-1949 

-2796 

-2249 

-1317 

825 

-311 



(FCNR(B)) 

Non-resident externid rupee accounts 

-770 

971 

1776 

2657 

1955 

nog 





(NR(E)RA) 

373 

654 

1067 

-640 

1033 

783 

-285 

-593 



Non-resident (non-repartiable) rupee 
depoists(NR(NR)RO) 

268 

658 

2062 

1056 

732 

11.33 

621 




Total 

-130 

-22 

2956 

277 

1471 

1707 

1161 

-904 



Invisibles on current account 

1998-99 

(Apr-Dee) 

1997-98 

19%-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

I Foreign travel (net) 

1025 

1477 

2020 

1546 

1547 

1725 

1713 

1512 

10f>4 

1031 

Receipts 

1930 

2914 

2878 

2713 

2365 

2222 

2098 

1977 

1456 

1433 

Payments 

905 

1437 

858 

1167 

818 

497 

385 

465 

192 

403 

2 Transportation (net) 

-763 

-726 

-441 

-158 

-167 

-.332 

-503 

-.350 

-no 

-208 

Receipts 

1313 

1796 

1953 

2011 

1696 

143.3 

982 

939 

983 

907 

Payments 

2076 

2.522 

2394 

2169 

1863 

1765 

1485 

1289 

1093 

ins 

3 Insurance (net) 

80 

51 

64 

36 

-29 

-71 

12 

-18 

23 

35 

Receipts 

162 

2.34 

217 

179 

152 

124 

158 

108 

in 

119 

Payments 

82 

183 

153 

143 

181 

195 

146 

126 

88 

84 

4 Investment income (net) 

-1992 

-3520 

-3307 

-.3205 

-3431 

-3270 

-3423 

-3840 

•3752 

-2928 

of which interest and service payments (-) 

on foreign loans and credits 

(2792) 

(2201) 

(2312) 

(2690) 

(2f.05) 

(2412) 

(2590) 

(2763) 

(3060) 

Receipts 


1561 

1073 

1429 

886 

.395 

376 

221 

368 

413 

Paymmts 


5081 

4380 

4634 

4317 

3665 

3799 

4061 

4120 

3341 

5 Government (nie) (net) 

214 

116 

-106 

-205 

-155 

-123 

-25 

-102 

■1.58 

-96 

Receipts 

513 

276 

72 

13 

10 

30 

75 

17 

15 

31 

Payments 

299 

160 

178 

218 

165 

153 

100 

119 

173 

127 

6 Miscellaneous (net) 

703 

225 

-686 

-1405 

-594 

-664 

-68 

165 

161 

-.18 

Receipts 

5046 

4033 

2479 

2441 

1912 

1455 

1417 

insi 

19Kf> 

17.56 

Payments 

4343 

3808 

.3165 

3846 

2506 

2119 

1485 

1816 

182*; 

1794 

7 Transfer payments (net): a) ofTtcial 

223 

351 

410 

345 

416 

368 

36.3 

460 

461 

5.19 

Receipts 

223 

351 

423 

351 

421 

373 

364 

461 

462 

542 

Payments 



13 

6 

5 

5 

1 

1 

1 

3 

Transfer payments (net): b) private 

7678 

11830 

12367 

8506 

8093 

5265 

36S2 

3783 

2069 

2281 

Receipts 

7731 

11875 

12435 

8539 

8112 

5287 

3664 

3798 

2083 

2297 

(i) imports of gold and silver (baggage) 402* 

2818 

2718 

1943 

2100 

1670 

1076 

0 

0 

0 

Payments 

53 

45 

68 

33 

19 

22 

12 

15 

14 

16 

Total receipts 

43213 

2304C 

21.530 

17676 

15.554 

11.319 

9334 

9.502 

7464 

7498 

Total payments 

47391 

13X36 

11209 

12216 

9874 

8421 

7413 

7882 

7706 

6883 

Net receipts 

-4178 

9804 

10321 

5460 

5680 

2898 

1921 

1620 

-242 

615 


* Includes emxs and omissions .. not available. * EsdmateiJ. Stmrce: Ectmimii- Suvey 
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COMPANIES 


£!PW Research Foundathm 




DABUR INDIA 

Rising Sales 

DABUR INDIA is one of ihe country’s 
oldest health and personal care companies. 
The company markets ayurvedic and herbal 
products. Established in 1884, Dahur is 
a household name for such well known 
products as Hajmola, Chyawanprash. 
Dahur Amla and L.al Dant Manjan. The 
company today boasts of nine brands that 
command6S pcrccntormoreof the market 
share in their respective product catego¬ 
ries, a strong product base, a distribution 
network and retail reach that could give 
any health and personal care company a 
mn for its money. 

The year 1997-98 saw the company 
increase its net sales by 14.9 per cent 
over the previous year. However, a steep 
increase In operating cxpen.ses diluted 
the rate of growth in profitability. Con¬ 
sequently, operating profit rose by a lower 
5.2 percent over the same period, 'fhough 
interest expen.ses fell by 11.1 per cent, 
a sharp increase in depreciation (up 43 
per cent) more than offset the advantage. 
The company’s bottomline increa.scd 
by 4.8 per cent during the year under 
review. 

With earnings per share rising from 
Rs 14.9 to Rs 15.6, the company decided 
to raise the dividend rate from 30 per cent 
last year to 35 per cent. Book value, 
meanwhile, edged up from Rs 68.3 per 
share to Rs 79.7 per share. The company’s 
stuck presently quotes at around Rs 603 
on the bourses, discounting its 1997-98 
earnings by 38.7 times, reflecting the high 
investor fancy it enjoys. 

During the year, the company’s new, 
highly automated manufacturing unit to 
produce brands such as Chyawanprash. 
Janma Ghunti, Ayurvedic oils and Asav- 
Arishtas, came into operation at Baddi 
(Himachal Pradesh). The company claims 
that this, apart from up.derwriting tlie 
quality of the products, substantially re¬ 
duced per unit energy consumption and 
improved yields. In order to complete the 
expansion plans at Baddi for its branded 
products, a new modem unit has abo been 
constructed to produce a range of softgel 
products. The company’s bulk pharma¬ 
ceutical compounds manufacturing facili¬ 
ties at Kalyani (West Bengal) also became 
fully operational during the year under 
review for producing oncology and non¬ 
oncology products for both the national 
and international markets. 


Meanwhile, for the first nine months of 
1998-99, the company notched up a 9 per 
cent increase in net profit over the cor¬ 
responding period last year. Net sales 
during the same period rose by 17 per cent 
and operating profit improved by 11 per 
cent. Encouraged by its performance, the 
company declared an interim dividend of 
20 per cent for 1998-99. 

Dabur India has set up a 50:50 joint 
vi^iture with Bongrain International SAS 
ot France for the Tnanufacture and mar¬ 
keting of world class processed cheese. 
I’hc joint venture company, christened 
Dahon International, has set up manu¬ 
facturing facilities near Delhi at a cost of 
Rs 20 crore. Dahon has already launched 
French processed cheese LeBon which is 
100 per cent vegetarian. 

While setting up one joint venture, Dabur 
India has sold its entire stake in another 
joint venture - its 49 percent joint venture 
with Spanish confectionery major, 
Agrolimen group. The joint venture com¬ 
pany, General De Conlitena India is being 
handed over to the Agrolimen group for 
a consideration of Rs 35.25 crore. 

.lAGATJlT INDUSTRIES 

Sell-Off Rumours 

Jagat jit Industries, which is engaged in the 
manufacture of liquor, is the owner of such 
well-entrenched brands as Aristocrat, 
Aristocrat Premium. Binnies and Bonny 
Scot. Its milkfood division is abo engaged 
in manuiacturing such well known brands 
as Maltova and Viva. The company has 
.some 250 distributors in the country with 
a strong prc.sencc in the north. It has the 
large.st.state-of-the-artdislillcryatHamira 
in Punjab with a capacity of 48.5 million 
litres per annum. The company has been 
in the news repeatedly hecau.se of rumours 
of it being taken over by multinationals 
- first it was Hiram Walker (now Allied 
Domccq), then came the much talked- 
about deal with Bacardi, and later the 
alleged sell-off deal with Brown Forman 
Corporation, a Fortune 500 company. 
However, the company’s chairman and 
managing director, Ladli Pershad Jaiswal, 
has denied all such rumours. 

For the year 1997-98, Jagatjit Industries 
witnessed a mixed performance. While net 
sales rose by 18.6 per cent over 1997-98, 
operating profit fell by 1.5 per cent over 
the same period. Despite steep increases 
in interest (up 16.8 per cent) and depre¬ 
ciation (higher by 54.9 per cent), the 


company managed to post a S.9 per cent 
increase in its bottomline, aided largely 
by an increase in non-operating profit (up 
191 per cent) and a fail in taxation (down. 

34.1 per cent). 

Despite its poor perfonnance on the 
operating profit front, Jagatjit Industries 
was till recently one of the most profitable 
companies in the liquor industry. In fact, 
while leaders like Shaw Wallace and 
United Breweries, with market shares of 
17 per cent and 29 per cent, respectively, 
posted negative profit margins In 1996-97, 
Jagatjit Industries, which has a 6 per cent 
market share, notched up a relatively high 
profit margin during the .same year. 

Jagatjit greate.st advantage is that it has 
a cure consumer .segment committed to 
some of its brands, in particular. Aristo¬ 
crat. In fact, the repeated rumours of being 
taken over by multinational is understand¬ 
able since the company would give an 
MNC a head start of 7-8 years over its 
competitors straight away, especially 
considering Jagatjit’s marketing network."’^ 
Furt her, the company ’ s di sti I lery at Hamira 
is one of the Finest in the country. Further, 
while all other distilleries are restricted in 
the raw materials that they can use to 
manufacture alcohol, the company’s unit 
is the only one allowed to make spirit from 
mola.sscs and grain. 

The company’s share price currently 
rules at around Rs 85 on the bourses, 
discounting its 1997-98 earnings by 18.9 
times. 

DCL POLYESTERS 

Excess Capacity 

Hyderabad-based DCL Polyesters is en¬ 
gaged in the manufacture of polyester 
filament yam (PFY), polyester chips and 
draw texturised/twisled yarn. The 
company’s perfonnance during the year 
1997-98 was far from satisfactory. How¬ 
ever, there was a marginal improvement 
over the previous year. Though net sales 
remained virtually stagnant as compared 
to 1996-97, operating profit increas^ by 
8.7 per cent over the same period. Interest 
charges declined by 2.1 per cent and 
depreciation increased by 2.9 per cent. As 
compared to a net I 0 .SS of Rs 12.9 crore 
in 1996-97, the company posted a lower 
net loss of Rs 9.9 crore in 1997-98. 

Production of PFY increased from 
29,024 tonnes during the previous year to ^ 

31.1 )7tonnes, representing an increase of 
7 per cent. The company also manu- 


936 


Economic and Political Weekly April 17-24,. 1999 



Week’s Cmapmtkt 


(Rs IMi) 


Dabur India 


JagalJU 

Industrie! 


Financial Indkaton 


March 

1998 


March 

1997 


March 

1998 


March 

1997 


DCL 

Polyesters 
March March 
1998 1997 


%coaie/approprlallaM 

1 Net sales 7814S 

2 Value of production 79192 

3 Other Income 1226 

4 Total income 80418 

5 Row materials/stotes and 

spares consumed 15274 

6 Other manafactuting expenses 32919 

7 Remuneration to employees 4069 

8 Other expenses 19459 

9 Operatit^t profit 8697 

10 Interest 2597 

11 Gross profit 6095 

12 Depreciation 1623 

M Profit before tax 4472 

14 Tax provision 33 

15 Profit after tax 4439 

16 Dividends 1184 

17 Retained profit 3255 

Llabilltles/assets 

18 Paid'Up capital 2851 

19 Reserves and surplus 19875 

20 Long-term loans 15360 

'^1 Short-term loans 11653 

22 Of which bank borrowings 8079 

23 Gross fixed assets 28605 

24 Accumulated depreciation 8006 

25 Inventories 11803 

26 Total assets/liabilities 58437 

Miscellaneous Items 

27 Excise duty 2991 

28 Gross value added 12560 

29 Total foreign exchange income 4972 

30 Total foieign exchange outgo 3323 

Key flnandal and performance ratios 

31 Turnover ratio 

(soles to total assets) (%) 133.73 

32 Sales to total net assets (%) 157.11 

33 Gross value added to 

gross fixed assets (%) 43.91 

34 Return on investment 

(gross profit to total as.sets) (%) 10.43 

35 Gross profit to sales 

(gross margin) (%) 7.80 

36 Operating profit to sales (%) 11.13 

37 Profit before tax to sales (%) 5 72 

38 Tax provUion to 

profit before tax [%) 0.74 

39 Profit after tax to net worth 

(return on equity) (%) 19.53 

40 Dividend (%) 35.00 

41 Earning per share (Rs) 15.57 

42 Book value per share (Rs) 79.71 

43 P/E ratio 38.73 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 67.59 

45 Short-term bank borrowings 

to inventories (%) 68.45 

46 Sundry creditois to 

sundry debtors (%) 45.49 

47 Total remuneration to employees 

to value added (%) 32.40 

48 Total remuneration to employees 

to value of production (%) 5.14 

49 Gross fixed assets formation (%) 27.03 

50 Growth in inventories (%) 22.25 


67985 

35140 

29620 

22561 

22564 

67317 

36022 

29788 

22144 

22442 

1413 

817 

455 

422 

625 

68730 

36839 

30243 

22566 

23067 

12876 

14310 

11381 

14150 

14975 

30194 

6421 

4161 

2613 

2635 

2990 

2212 

1888 

753 

667 

14403 

9442 

8292 

1895 

1888 

8267 

4454 

4521 

3155 

2902 

2922 

1326 

11.35 

2597 

2652 

5484 

3847 

3633 

579 

237 

1135 

1069 

690 

1573 

1529 

4349 

2778 

2943 

-994 

-1292 

115 

557 

845 

NA 

NA 

4234 

2221 

2098 

-994 

-1292 

855 

1631 

1462 

NA 

NA 

3379 

.590 

636 

-994 

-1292 

2851 

4944 

4944 

6469 

6469 

16634 

30434 

25760 

7941 

8936 

15-398 

4266 

3998 

14010 

14321 

6792 

3635 

3510 

3262 

3215 

6442 

3635 

3510 

3262 

3215 

22519 

43687 

38536 

34203 

33135 

64.54 

9601 

8384 

11324 

9766 

9655 

6293 

5381 

4738 

5083 

48758 

52851 

46072 

34753 

3.5911 

2696 

2792 

2762 

7374 

9678 

10748 

7498 

6622 

3615 

3014 

6429 

2689 

2308 

1330 

938 

1953 

.377 

792 

2068 

3666 


139.43 

66.49 

64.29 

64.92 

62.83 

163.13 

81.19 

77.51 

71.21 

68.50 

47.73 

17.16 

17.18 

10.57 

9.10 

11.25 

7.28 

7.89 

1.67 

0.66 

8.07 

10.95 

12.27 

2..57 

1.05 

12.16 

12.68 

15.26 

13.98 

12.86 

6 40 

7.91 

9.94 

-4.41 

-5.73 

2.64 

20.05 

28.71 

NA 

NA 

21.73 

6.28 

6.83 

-6.90 

-8.39 

30.00 

30.00 

30.00 

NA 

NA 

14.85 

4.49 

4.24 

-1.54 

-2.00 

68.34 

25.57 

24.38 

22.28 

23.81 

NA 

18.92 

NA 

-2.28 

NA 

79.02 

33.75 

33.18 

97.22 

92.96 

66.72 

57.76 

65.23 

68.85 

63.25 

.33.16 

58.29 

103 55 

65.92 

64.78 

27.82 

29.50 

28.51 

20.83 

22.13 

4.44 

6.14 

6.34 

3.40 

2.97 

41.34 

13.37 

53.43 

3.22 

2.81 


factured 4,625 tonnes of draw texturiseci 
twisted yam as compared to 2,383 tonnes 
produced in the previous year, which is 
an increase of 94 per cent However, prO' 
ductionofpolyestcrchips fell from IS.fiSI 
tonnes to 17,276 tonnes (including quan¬ 
tity utilised for PFV promotion). Ssde ol 
P]^ too increased by 9 per cent in volume 
terms from 28,S 19 tonnes to 31.173 tonnes, 
while that of draw texturised/twisted yam 
was higher by 97 per cent at 4,612 tonnes. 

The company’s main raw material are 
purified terephthalic acid (PTA), monc 
ethylene glycol (MEG), polyester chip! 
and partially oriented yam - 25 per cem 
of which are imported. Theextent of impor 
content in raw material has come dowr 
frDm30perCentin 1996-97. Consequently 
imports during the year fell by 43 per cent 
Exports, on the other hand, improved b) 
41.8 per cent with the company export! 
goods worth Rs 13.3 crore as comparec 
to exports of Rs 9.4 crore made in th< 
previous year. 

Despite the company’s somewhat'im¬ 
proved performance, the recessionary 
conditions and imbalances in demand aiK 
supply in the polyester industry continuer 
unabated during the year under review 
The additional capacity created during the 
last couple of years has resulted in ar 
oversupply situation and this was fiirthei 
compounded by the threat of cheapei 
imports from south-east Asian countries 
Ihe crashing prices put tremendous pres¬ 
sure on margins and realisations were fai 
from remunerati ve.D(XPolyestets claim! 
that the slight improvement in its perfor¬ 
mance (if it can be called that) was due 
to the fadt that it employed the lates 
continuous polycondensation technology 
to manufacture PFY at a lower cost ant 
with minimum wa.stage. Further, ar 
asiiured supply of PTA and MEG, the twe 
major raw material for PFY, and a stronf 
marketing and distribution network wen 
added advantages. 

During the yeai, the company under¬ 
took modification and expansion scheme! 
for optimising its operations. The modi 
fication scheme envisaged converting thm 
of the six extruder lines to direct spinninj 
lines at a cost of Rs 3.87 crore, resultinj 
in saving in operational costs. The expan 
sion scheme was to enhance the texturisinj 
capacity from 5,000 tpa to 7,5{X) tpa by 
adding three more texturing machines » 
an estimated co.st of Rs 10.6 crore. Thii 
was being done to take advantage of thr 
increa.sed margins for texturised yam. 

The company’s share price has taken i 
beating in the stock market with its stoc) 
quoting below par at a mere Rs 3.5, reflect 
ing the low investor fancy for the scrip 


-10.16 


16.95 


13.36 -6.79 -22.42 


NA; meaiu not available. 
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COMMENTARY 


Beyond Lahore: From TVansparency 
to Arms Control 

Zia Mian 
M V Ramana 


As the US and USSR did decades ago, India and Pakistan have 
started to turn to ‘transparency ’ measures as a way to reassure 
themselves, and the international community, about the nuclear 
dangers they have created. These measures, however, do not confront 
the central fact that the two countries now have acquired the means 
to fight a nuclear war. The recent tests of Agni-II and Ghauri-ll and 
references to Agni-llf, Ghauri-lU and Shaheen-l and If demonstrate 
ju,st how little restraint the Ixihore agreements impose on the two 
states continuing to develop their nuclear arsenals. 


FOLLOWING the examples set over the 
last 50 years by the US and the other 
nuclear weapon states, the governments 
oi India and Pakistan have now clearly 
chosen to rely on weapons of mass de¬ 
struction and terror as the basis for their 
relationship with each other and the rest 
qI the world. The nuclear tests they con¬ 
ducted in May 1998 and the accompany¬ 
ing political and military crisis raise genu¬ 
ine fears for the future of the people of 
south Asia. In the same way as the US and 
USSR did decades ago. India and Paki.stan 
have started to turn to ‘transparency’ 
measures as a way to reassure them.scl ves, 
and the international community, about 
the dangers that they have created. The.se 
measures, however, do not confront the 
centra] fact that the two countries now 
have acquired the means to fight a nuclear 
war. Nothing in the Lahore agreements 
changes this or even imposes any restric¬ 
tions on it. 'fhe recent tests of Agni-Il and 
Ghauri-II and references to Agni-III, 
Ghauri-III and Shahcen-I and II demon¬ 
strate just how little restraint the I.^hore 
agreements impose on the two states 
continuing to develop their nuclear 
arsenals. 

Thf. Laiiori-; Aorcemfnts 

The agreements sketched out at Lahore 
are designed only to offer limited trans¬ 
parency and thus, it is felt, some kind of 
early warning that could prevent dispro¬ 
portionate responses Irom events a.ssoci- 
ated with die nuclear, missile and military 
programmes. The two sides agreed to 
consult on their nuclear strategies and 
thinking and to notify each other about 
planned missile tests as well as accidental. 


unauthorised or unexplained incidents that 
could create the ri,sk of nuclear war. There 
were also agreements to prevent untoward 
incidents at .^ca and to review existing 
communication links. 

Many of south Asia's hawks, who 
championed the acquisition of these 
weapons in the first place, have welcomed 
the transparency measures. They have 
followed the American example, step by 
step, first in believing in deterrence and 
now transparency measures. They have 
even adopted the same turn of phrase u,sed, 
over a decade ago, by .Strobe Talbott who 
described such measures as “mutually 
agreeable rules of the road in the arms race 
- rules that will make the competition 
somewhat more predictable”. Like Talbott, 
the hawks see no end to the competition. 

Each one of the agreements put up for 
negotiation at Lahore draws directly on 
agreements between the U.S and the USSR 
during the early seventies.' The original 
agreements were little more than means 
to thin the fog of crisis that characterised 
superpower relations. The more signifi¬ 
cant arms control treaties, actually restrict¬ 
ing the testing and deployment of weap¬ 
ons, such as the ABM Treaty, the Thre.sh- 
oldTest BanTrcaty, Interm^iate Nuclear 
Forces Treaty, and the Strategic Arms 
Reduction Treaties came later. 

Moreover, the borrowing from super¬ 
power experience is partial and danger¬ 
ous. As transparency measures, the Lahore 
agreements are limited in their scope. They 
do not address crucial details such as 
deployment patterns, command and con¬ 
trol arrangements or early warning sys¬ 
tems. Ihe superpowers tried to compen¬ 
sate for these omis.sions by investing 


billions of dollars in .spies and satellites 
and even more in their own early warning 
systems. India and Pakistan cannot resort 
to such expensive technological solutions 
both due to the lack of technological ana 
financial resources and the fact that the 
geographical proximity of the two coun¬ 
tries rules out any possibility of early 
warning under any circumstances. 

These constraints create an additional 
imperative to push beyond the trans¬ 
parency measures that are on the table. It 
is here that the hawks are likely to resist. 
They want to see their respective states 
further develop and deploy their nuclear 
arsenals. Their response to even moderate 
anns control mea.suFes is likely to be similar 
to their superpower counterparts and 
characterised by suspicion and hostility. 
These attitudes are what has led them to 
support the weapons in the first place and 
leads them to an oKsession with the pos 
sibility of cheating and thus the need for 
verification of any agreement. 

Buying Time with Arms Control 

As a way of getting to grips with the 
weapons themselves and recogni.sing that 
the hawks have by and large hijacked the 
decision-making process in both coun¬ 
tries, we suggest some small concrete 
verifiable arms control measures that can 
go beyond the transparency agreements. 
Like the transparency agreements, some 
of these steps draw upon superpo werefforts 
during the cold war. It is difficult tojustify 
making proposals that are .so derivative 
and so restricted, especially given the sorry 
hi.story of the cold war and superpower 
army control.^ For decades, arms control 
failed to restrict the size or sophistication 
of superpower arsenals and showed that 
it takes political change to achieve real 
results. However, in the interim it is vital 
to engage in measures that could help slow 
the momentum that has been created by 
the nuclear weapons tests and set the .stage 
for. a real disarmament process. We have 
no doubt that the fundamental problem is 
a political one and the long-term solu¬ 
tions, therefore, would lie in the political 
realm. Our aim is to help create time for 
the mobilisation of a peace movement that 
can challenge the elite and its way of 
thinking that has led the two countries to 
the edge of the nuclear abyss. 

In trying to assess ways of dealing with 
nuclear weapons, it is important to be 
sensitive to the constraints created by the 
technology as well as the la^er comext 
into which the weapons as well as the 
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ptoposed forms of constraint are to work. 
Thm is no getting away from the fact that 
the material character of these weapons 
demands technical solutions of certain 
kinds. Just as treating these weapons as 
purely technical artefacts is inadequate - 
are after ail part of a larger social, 
political, scientific and military system, 
that creates them, maintains them and 
justifies them^ - ignoring their specific 
technological and material nature misses 
out on a key way in which, as with other 
technological artefacts, they influence the 
societies into which they emerge.^ 

We divide our proposals into two - 
measures Uiat would limit the potential 
size and destructiveness of the arsenals 
and measures that reduce the immediate 
danger to the people of the region from 
the existing weapons. 

The Test Ban 

One place where the awkward and 
difficult character of positioning oneself 
on arms control has been the tortured 
debate on the Comprehensive Test Ban 
'.■Veaty (CTBT). Recognising the limited 
nature of the treaty,® and the fact that it 
allows nuclear weapon states to keep their 
existingcapahilities while excluding other 
nations from acquiring the same, there are 
nevertheless genuine benefits that follow 
from a CTBT in constraining the further 
development of nuclear weapons.* It is for 
this reason that we, like the peace move¬ 
ment elsewhere, support the treaty and 
argue for a more serious engagement with 
the aspirations that guided the struggles 
for the treaty over the past four decades. 

The coming into force of the CTBT 
should be supported and built on by 
committing to help force the nuclear 


weapons establishments the world over to 
stop further development of nuclear weap¬ 
ons. This would involve closing down the 
test sites, stopping subcritical and hydro- 
dynamic tests, and research into a new 
generation of nuclear weapoas. Closing 
the loopholes in the CTBT would put to 
rest the options that Indian and Pakistani 
nuclear weapons scientists and their inter¬ 
national peers are trying to create for 
themselves to keep conducting weapons 
related research and development in the 
hope that there would he another "day the 
sun rose twice”.^ 

Fissile Material Treaty 

The other multilateral arms control 
measure that is under consideration is the 
Fissile Material Treaty (FMT).* This has 
been a priority for the nuclear weapon 
states, especially the US, ever since they, 
stopped producing fissile materials them¬ 
selves. Fully aware of the effects of the 
cutoff on its ‘nuclear option’, India, for 
a while, blocked progress on the FMT 
claiming that the treaty should be firmly 
linked to a time-bound programme for 
nuclear disarmament. However, in the 
aftermath of the May 1998 nuclear tests, 
as part of its efforts to case international 
pressure, India relaxed its objections and 
has started participating in the negotia¬ 
tions at Geneva and has taken a .similar 
po.sition as the othernuclear weapon states. 
As negotiations develop, hard-liners in 

Tabu: 3; Pakistani Nuclear Paolities 
Aitected By a Fissile Material Moratorium 


Facility Choracterisiics 
Khushab Research Reactor 
Kahuta Uranium Enrichment Centrifuge Plant 
New Lobs Reprocessing plant 


Table I: Eshmaied Stockphes of Directly Weapons-ilsabu! Fisshe Materials^ 


Nuclear Weapon 

State 

Weapon-Grade 
Uranium (tonnes) 

Weapon-Grade 
Plutonism (tonnes) 

Reactor-Grade 
Plutonium (tonnes)'” 

US 

580 

99.5 

0 

Russia 

10.50 

131 

33 

Britain 

21.9 

7.6 

51.3 

France 

25 

5 

35 

China 

20 

4 

0 

Israel 


0.5 

0 

India 

- 

0.33 

0.45 

Pakistan 

0.2 

0 

0 

Table 2; Indian Nuhear Facbjties Affected by a Fissile Material Mcwatorium 

Facility 

Characteristics 



CIRUS, Mumbai 

Research Reactor 



Dhiuva, Mumbai 

Research Reactor 



FBTR, Kalpakkam 

Research (fast breeder) Reactor 


PFBR, Kalpakkam 

Fast Bleeder Reactor, planned 


Ratnahaili 

Uranium enrichment centrifuge plant 


I^Trombay. Mumbai 

Plutonium leprocessing plant 


PREPRE, Tarapur 

Plutonium reprocessing plant 


KARP, Kalpaldcam 

Plutonium leprocessing plant 



India may force renewed objections, as 
with the CTBT, because of the relatively 
small size of India’s fissi le material stocks. 

Currently, the main dispute is over the 
question of the enormous existing stock¬ 
piles of fissile material possessed by the 
nuclear weapon states (Table 1). The 
nuclear weapon states, led by the US, 
categorically refuse to discuss these stock¬ 
piles. Earlier this year, the director of the 
United States Arms Control and Disarma¬ 
ment Agency, John Holum, declared “we 
will not agree to any restrictions on ex¬ 
isting .stocks’’.* * It should be obvious that 
leaving stockpiles untouched and banning 
only future production would serve no 
disarmament purpose at all. The non¬ 
nuclear weapon states and the non-aligned 
movement have recognised this; in the 
words of the Indonesian CO ambassador: 
"brushing aside the issue of .stockpiles, 
would, once again, render the cutoff treaty 
a mere non-proliferation mea.sure...[with] 
no added value to date”. India, reflecting 
its new found status, ha.s opposed any 
di.scu$sion of stockpiles while Pakistan 
insists on talking about stockpiles, point¬ 
ing to asymmetries in the stockpiles within 
south Asia as well as conventional weap¬ 
ons levels.*® It is vital that pressure 
brought to bear on the nuclear weapon 
states to iiiclude stocks in the negotiations 
and make the FMT into a disarmament 
treaty. 

An Interim Production Freeze 

Whatever be the scope of tlic treaty, 
negotiations arc likely to take a long time. 
Pakistan and India may well use this time 
to pursue their ongoing arms race by 
building up their stocks of weapons useable 
fissile material with the attendant environ¬ 
mental and economic consequences. To 
avoid this, the two countries .should de¬ 
clare, as with te.sting, a moratorium on the 
production of fissile material for weapons 
purptLses. In parallel, they could call on 
the nuclear weapon states to publicly 
formalise their existing moratoiia on fis- 
.sile material production.*^ 

The easiest way to ensure that India and 
Pakistan are complying with the morato¬ 
rium would be for them to .shut down their 
research reactors,*® reprocessing and 
enrichment plants (Tables 2 and 3). 
Without reactors to make the plutonium, 
and reprocessing plants toextract it for use 
in nuclear weapons, and enrichment plants 
to make highly enriched uranium 
weapons, the two countries would )I0 
longer be able to increase their stockpiles 
of the raw materials for *)ombs. It would 
be relatively easy to verifji that all known 
facilities are not being u.sed by n^itoring 
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them using commercial satellites or aoiat 
observatioas.'* 

In a bid to keep their facilities open, the 
nuclear establishments in both countries 
are likely to claim that these facilities 
serve other purposes. Pakistan, for ex¬ 
ample, will say that Kahuta is meant to 
supply low enriched uranium for the new 
Chashma reactor. However. China has 
signed a contract to supply this reactor 
with fuel; there is therefore no need for 
Pakistan to produce its own fuel. Like¬ 
wise, it has been clai med that the Ratnahal li 
plant in India is not capable of enriching 
uranium to the extent necessary for use 
in weapons and is actually intended to 
produce fuel for India's nuclear sub¬ 
marine. An enrichment plant can be easily 
modiHed to produce weapon-grade ura¬ 
nium. Further, the nuclear submarine is a 
colossal waste of money, and suggests 
only that India, like the other nuclear 
weapon states, intends deploy nuclear 
missiles at sea - ample reasons to oppose 
the project in any case. 

India also operates three reprocessing 
plants, including the recently built one at 
Kalpakkam, purportedly to produce plu¬ 
tonium for its fast breeder reactors. Quite 
apart Irom the possibility of making 
weapon-grade plutonium at fast breeder 
reactors, thercarcgnodccunomicand environ¬ 
mental rea.sons to stop the programme.'^ 
Despite these reasons, if India were to go 
ahead with its fast breeder programme, 
then It could well do so by putting them 
under inspections. After all the Japanese 
and (lerman programmes were lully sub¬ 
ject to international monitoring.'* 

Alongside this, they should agree not 
to manufacture, or otherwise acquire, 
tritium for u.sc in nuclear weapons.'^ 
Tritium is used in order to ‘boost’ or 
increase the yield of nuclear weapons. A 
ban on the production of tritium would, 
therefore, limit the number of thermo¬ 
nuclear weapons that could be produced, 
each of which would have a destructive 
yield many times that of ordinary Fission 
weapons. Such a ban would also reduce 
the incenti ve for Pakistani nuclear weapon 
scientists to continue pursuing a thermo¬ 
nuclear weapon of their own and so impede 
the potential for larger and more destruc¬ 
tive we.ipons.^® 

A Ban on Missile Tests 

As the recent teists of Agni-II and 
Ghauri-Il show, the ballistic missile race 
is on and in danger of accelerating in the 
near future. Just as a ban on nuclear tests 
inhibits the development of new weapons 
designs, a ban on flight testing of missiles 
would inhibit the development of new 
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missiles. India has conducted one flight 
test and continues to work on a new version 
of the Agni, an intermediate range ballistic 
missile. It is believed to be developing the 
Sagarika, a sea-launched missile. Paki¬ 
stan, for its part, has tested a new version 
of the intermediate range Ghauri and is 
working on a new missile called Shaheen. 
The limited number of tests of missiles 
that have been conducted so far by India 
and Pakistan amount to experiments with 
missile technology; without many mote 
tests it is not possible to deploy them with 
the level of confidence that military sys¬ 
tems usually require. More tests are going 
to lead to growing confidence in the 
mis.siies and thus demands to deploy these 
missiles with the attendant increases in 
tension and danger. 

There should be no illusion about the 
suggestions made above. These agree¬ 
ments in themselves do little to reduce the 
immediate danger to the people of the two 
countries from the current weapons. The 
most such measures could do is to restrict 
the potential devastation that could be 
wreaked upon them. They would also 
forestall an arms race between the two 
countries. Since leaders in both countries 
have stated repeatedly that they do not 
wish to participate in such a race, imple¬ 
menting the.se steps would be a way for 
the governments to demonstrate the sin¬ 
cerity of these statements. 

Making Space with No-Deployment 
Zones 

To address the immediate dangers an¬ 
other set of measures should be pursued 
in parallel that relate to the weapons 
lhem.sclvcs. These follow along the lines 
of the recent Indian resolution at the United 
Nations entitled ‘Reducing Nuclear Dan¬ 
gers’ that seeks to have the nuclear weapon 
states dealert their nuclear arsenals. What 
follows herein are, in a sense, an appli¬ 
cation of analogous steps in the south 
Asian context. 


The peatest dangerof nuclear war arise! 
when missiles are def^yed with nucleai 
warheads. It is believed that India and 
Pakistan have not yd placed their nucleai 
weapons on missiles orotherwise deployed 
them. This arrangement should be 
formalised as part of a verifiable treat} 
This could be done by storing warhead 
at sites away from missiles and airbases. 
An additional benefit is that fears about 
the primitive and inadequate command 
and control systems that the two state! 
may possess can be put to rest. 

It is relatively straightforward to verify 
that a missile does not have -a nucleai 
warhead without divulging any details oi 
its construction by just looking for charac¬ 
teristic radiation pattems.^^ Since both 
India and Pakistan could deliver theii 
nuclear weapons by aircraft, any arrange¬ 
ment would have to cover not just missile 
development and deployment, but alsc 
airbases. Airbases would have to be upenec 
to inspectors, periodically and when chal¬ 
lenged, who could look for storage site! 
for nuclear gravity bombs as well a! 
observe aircrafts to ensure that their bonil 
bays have not been altered to allow load¬ 
ing of nuclear bombs. Such inspection! 
have been conducted as part of the ST ART 1 
treaty by Russia and the US.^‘' 

The very short flight time of missile! 
allows no time for any response other thar 
immediiitely launching one’s own mi.s- 
siics in the event of a warning. Thus it is 
important to increa.se the time for tlie twr 

Table 5: Number of Prithvi Mlssiles Required 
TO Damaqe a Sinole Airbase. Command 
Centre, or Radar Using Conventional 
Warheads as a Function of A xuracy 


Accuracy 

(M) 

Airbase 

Command 

Centns 

Radar 

50 

96 

t6 

2 

too 

168 

63 

3 

150 

256 

140 

6 

250 

512 

393 

13 

300 

672 

558 

18 


Table 4' Ballistic Missile .Systems under Development or Production 


Name ol Missile 

Range 

Warhead Size 

Oeveiopment Stage 

Indian Missiles 
Pnthvi-I 

150 km 

1000 kg 

Deployed 

Prilhvi-ll 

250 km 

500 kg 

Developed 

Pri.hvi-lll 

350 km 

250 kg?*' 

Under development 

Agni-i 

1.500 km? 

1000 kg? 

Technology demonstrated 

Agni-ll 

2500 km 

1000 kg? 

Technology demonstrated 

.Sagarika 

300 km'' 

500 kg? 

Under development 

Pakistani Missiles 
Half-I 

80 km 

500 kg 

Technology demonstrated 

Half-II 

300 km 

.500 kg 

Technology demonstrated 

Halt-Ill 

up to HtX) km 

.500 kg 

Technology demonstrated 

M-11^- 

290 km 

1000 kg? 

In storage? 

Ghauri 

1500 km'' 

700 kg 

Technology demonstrated 

Shaheen 

700 km? 

1000 kg? 

Displayed 
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difficult by the missiles already inducted 
in to the araied services, namely, the ISO- 
250 km range Prithvi and possibly the 290 
km rangeM-11 missiles. Due to their short 
ranges, if they are to be deployed, there 
^no alternative but to put them close to 
the border. 

Despite the claims made about them, 
there is little military value of relatively 
inaccurate mi.ssiles. Prithvi, which is said 
to have an accuracy^* of 150 m when fired 
up to a distance of ISO km. would need 
to be used in extraordinarily large num¬ 
bers if armed with conventional, non¬ 
nuclear warheads and used to attack the 
kinds of targets it is .said to be intended 
for.^* 

There are two consequences that follow 
from the characteristics of these missiles. 
If they are deployed in small numbers, as 
they are currently, Uiey are likely to be 
seen as carrying nuclear warheads and so 
elicit a similar response. If they arc de¬ 
ployed in large numbers, even with con¬ 
ventional warheads, they are likely to be 
, yen as a first .strike weapon, and capable 
of launching a surprise attack. This may 
well elicit a greater determination to use 
nuclear weapons very early in a war, before 
they are destroyed - tlte classic ‘use them 
or lo.se them’ problem. In view of these 
dangers, Pakistan and India should agree 
u> move t heir missiles away from the bordci 
to a distance greater than their respective 
ranges. 

The control by hawks over the policy¬ 
making process in the two states makes 
it likely that any agreement will confront 
accusations that the other side is likely to 
cheat and the means available to detect 
such cheating are limited, if not absent. 
However, there are many ways by which 
compliance may be overseen. There are 
several technologies based on experiences 
with the verification of treaties like the 
START, INF and Open Skies treaties. One 
possibility would be for a single co-opera¬ 
tive monitoring centre, or two co-located 
ones, with international commercial .satel¬ 
lites^^ providing Indians and Pakistanis 
identic^ high resolution imaging data from 
a several hundred km wide swath on both 
sides of the border. The exact width of the 
swath could be such as to ensure that 
neither Prithvi nor the M-ll could be 
deployed close enough to the border to be 
able to threaten significant areas of the 
other state without being detected. An 
alternative to using satellites is to rely on 
joint aerial observation flights.^** 

A second more robust and economical 
possibility is moving all missiles to des¬ 
ignated, monitored storage sites that are 
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zone. Sensor systems can be deployed 
around these sites to detect any movement 
of the missi les outside the restricted area.^^ 
These can be combined with a system of 
electronic tags associated with each mis¬ 
sile. The tags would send out regularsignaks 
that would allow the other party to know 
when one of the missiles has biren moved 
beyond the storage site. These technolo¬ 
gies can be complemented with a .system 
that allows challenge iaspections of these 
designated sites, especially if there is 
evidence of prohibited activities.^® 

Asking the international community for 
help with setting up such monitoring 
mechani.sms would be a u.seful contribu¬ 
tion to peace.-’* In contrast, attempts to 
obtain dual-u.se technologies in the case 
of India or purchasing expensive arms in 
the case of Pakistan are only likely to fuel 
suspicion and further the arms race at the 
level of research and development if not 
weapon systems. 

Conclusion 

At a time when the search is on for the 
rules of the nuclear road, it is important 
to appreciate that it is the hawks who have 
theirfooton the accelerator and their hands 
on the steering wheel. What is needed arc 
initiatives from the peace movement rather 
than hand-wringing after every nuclear 
and missile te.st. These initiatives must 
recognise that at the present moment the 
peace movement is not in any position to 
try to take control the car and bring it to 
a stop (and put the people on a bus that 
goes far beyond I^ihore). 

Political parties, in the current climate, 
have little experience or technical knowl¬ 
edge and are surrounded by advisors and 
so-called experts from the nuclcar-scicn- 
tific-military-industrial complex who are 
setting the limits of the debate. Not .sur¬ 
prisingly, they arc then able to pass of the 
most limited suggestions as proof of their 
commitment to peace. It is the responsi¬ 
bility of the peace movement to provide 
more rohu.st and reliable measures that can 
gauge the reality of these commitments. 
The agreements suggc.stcd here also offer 
ways of testing the sincerity of Imtia's 
offer of a No-First Use Treaty” and 
Pakistan's offer of a Non-Aggression 
Treaty.-” 

We recognise the limitations of the 
proposals listed here and intend them only 
as ways of buying time. Even this time 
will not be without risk. The only certain 
way to prevent the possibility of nucleai 
war in south Asia as elsewhere is the 
absolute and unconditional abolition of 
nuclear weapons. The urgent task is to 


engage 111 me puiiucai worx mat wiu put 
peace at the top of the agenda. 
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agcndasctbeforeourforetitiy research insti¬ 
tutions has been half-hearted and aimle.ss. 
The attitudes of colonial times persist. 

Historical Background 

Organised forestry activity began in 
1864, when imperial forest department 
was established in India. Brandis was 
brought from Germany to look into the 
priKcss of forest resource management in 
India. He was required to help commercial 
exploitation of forest resources rather than 
resource management. As Gadgi I and Guha 
(1992) point out: “Walking a tightrope 
between the imperatives of colonial ad¬ 
ministration and the claims of social ju.>- 
tice, Brandis, quite remarkably for his time 


and milieu placed considerabie trust in the 
ability of village communities to manage 
their own affairs. Displaying an early 
‘ethnobotanical’ interestinindigenoussys- 
tem of tree and plant classification, he 
circulated a list of local names, urging the 
younger officers, with more leisure and 
more extensive opportunities, to take dp 
the study of the names of the trees and 
shrubs used by the tribes of central India.” 

In 1901 a small research laboratory was 
established in Dehradun to study certain 
soil properties of forests. It took no less 
than 37 years since the publishment ol 
the forest department to feel that the sutus 
of forests has to be studied scientifically 
alongwiththecxtractionofresources. After 
another five years, i e, in 1906, the Im¬ 
perial Forest Research Institute (IFRI) was 
establi.shed in Dehradun adding some new 
branches to the soil laboratory established 
in 1901. The present building of Forest 
Research Institute (FRI) was completed in 
1929 where the then IFRI was housed. 

After independence, IFRI was renamed 
IfRI. Thi.s was the only national institute 
engaged in foresty research in India at (he 
time of independence. Research in naturav 
resources needs a database of depletion 
and distribution of resources. For this, two 
other national level institutions were es¬ 
tablished: Botanical Survey of India in 
1890 and Zxxiiogical Survey of India in 
1916. Subsequently, some important na¬ 
tional organisations such as Forest Survey 
of India (FSI), Wildlife Institute of India 
(WII), National Botanical Research Insti¬ 
tute (NBRI), National Bureau of Plant 
Genetic Resources (NBPGR) and .some 
ojhcr regional and ecosystem level 
organisations were established for 
biodiversity research. In spite of all these 
efforts, resource inventory is a major need 
in forestry research of India. Only some 
commercially important re.sourccs have 
been documented. It has been rightly 
pointed out by many workers that an 
indepth study of biodiversity of India is 
urgently needed. There is no functional 
co-ordination between the national insti¬ 
tutes for biodiversity research. Basically 
biodiversity research has not been of 
political interest in India, and does not 
draw attention of policy-makers. Up to 
1985 forests were under the jurisdiction 
of agriculture ministry, government of 
India. The inevitable consequence of this 
overlapping was, in the First Five-Year 
Plan only l/34th of agricultural allocation 
was earmarked for forestry. After the 
mini.stry of forestry and environment was 
separated from agriculture ministry in 
1985, the allocation increased marginally. 
In the Eighth Five-Year Plan forestry 


Forestry Research in India 

Tapan Kumar Mlshra 

In colonial times, forest management in India meant only commercial 
exploitation of forest resources. After independence, conservation did 
become a goal. But forest management remains bureaucratised. 
Forestry re,search receives only a .small part of plan allocations. 
Funding is often decided on purely technical criteria with no 
reference to local community needs. Production potential, limits to 
sustainable extraction and impact of the market mu,st be considered 
when prioritising forest research activitie.s. 
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aHocation was one-tenth of agriculture 
allocation. The share of forestry research 
was only 2 per cent of die total allocation 
for the ministry prior to Eighth Five-Year 
Plan period. In the Eighth Plan this allo- 
^tion was increased to 6 per cent. These 
flgures indicate the importance given to 
forestry research and management inindia. 

In the 1988 Indian Forest Policy, em¬ 
phasis of forestry research was on increas¬ 
ing forest productivity on theone hand and 
community forestry on theother. The policy 
lays stress on better database preparation 
and clearly states “Priority needs to be 
accorded to completing survey of forest re¬ 
sources in the country on scicnti fic lines and 
to updating information.” The policy also 
points out that wifoout the investment of fin¬ 
ancial and other re.<iources on a substantial 
scale, these objectives cannot be achieved. 

After independence some other insti¬ 
tutes of forestry research were established. 
In 1956 a regional research centre was 
established in Bangalore. Afterwards three 
regional centres were established; at 
Coimbaloor in 1958, at Jabalpur in 1972 
^and at Jorhat in 1976. During the early 
1970s not less than 17 small centres of 
Forest Vegetation Survey were e.stablisbcd 
throughout the country. A considerable 
amount of finance was made available by 
the World Bank to develop the capabili¬ 
ties of forestry rc.search in India. Indian 
Council of Forestry Research and Educa¬ 
tion (TCFRE) was establi.shed with its 
headquarters at Dchradun in 1991. Under 
this national body nine institutes and one 
advanced centre for forestry research were 
established in various regions of India. 
Thus, a meaningful, though still inadequate 
advancement was made in forestry re¬ 
search in India. 

Causes oi- CoNci-atN 

Never has fore.stry been an area of prionty 
in India. The priority was sometimes 
industry and sometimes agriculture. There 
is no doubt that forests contain more 
biixiiversity, so far as macro flora and 
fauna is concerned, in comparison to any 
other ecosystem. India is a megadiversc 
country and houses not less than 45,000 
plant species and 75,000 animal species. 
At Ica.st 7,000 of these plant species are 
indigenous. The flora of India is greatly 
influenced by Indo-Malaysian, Eurasian 
and Tropical-African vegetation. We have 
65 national parks and 426 research forests 
constituting in 25.45 million hectares (4.1 
percent) of total land area fully dedicated 
for preserving biodiversity. Besides the.se 
the country has 14 biosphere re.serves with 
their unique ecosystems and covering 
about ! per cent of the total land area of 


the coiuitiy. In spite of all these efforts 
every year we are losing not less than 
25,000 hectares of forests, of which 3,000 
to 4,000 hectares arc being lost due to 
mineral exploitation alone. After indepen¬ 
dence we had two forest policies in 1952 
and in 1988 to cope with the national 
needs. After 1927 Forest Act, we had 
Wildlife (Protection) Act of 1972 and 
Forest (Conservation) Act of 1980tocheck 
depletion of forest resources. 

Search for CoNstiNANCE 

Consonance is matching research capa¬ 
bility of a researcher with the research 
needs of an area. Tlic increasing range of 
fore.stty re.seatcii and the equally diverse 
worldwide demand on the elements of 
biodiversity arc the ma|orcauses why such 
consonance is needed. The present trend 
is to fund research judging merit without 
reference to kval needs. ICFRE is not the 
only organisation which is conducting or 
funding forestry research in India. Several 
other organisations cotitinue to fund re¬ 
search. So it is necessary to keep a record 
of all research aciiviiies in progre.ss. 

Participatory mode of fixing research 
priorities is not a usual practice in our 
country. This participation refers to par¬ 
ticipation of the community. ICFRE is 
trying to fix research priorities involving 
state forest departments and a few scien¬ 
tists who work outside the institute. Here, 
questionnaires are ciicuiatcd in a work¬ 
shop, and from these individual sheets 
selected areas of research are ranked as 
per the individual scores obtained. How¬ 
ever this exercise docs not involve field 
level working .scientists in decision¬ 
making process of framing forestry re- 
.scarch policy in India. In West Bengal, 
when such as exercise was going on, though 
.some handful of scicnti.sts were invited to 
take part, organisation.s like Botanical 
Survey of India, Zoological Survey of 
India were not involved for some reason 
or other. These institutes have their head¬ 
quarters at Calcutta and no doubt are the 
most important organisations in identify¬ 
ing biodiver.sity re.sources of our country. 
Thus, such discussions are generally 
dominated by forest department officials, 
who can better be called as f orest bureau¬ 
crats, and who since the inception of 
forestry activity in India are engaged in 
determining pnoritics of forestry research 
in India. It will be pertinent to mention 
here that forc.stry research in India has 
attracted only about 500 researchers. 

The need of forestry research at present 
is a much broader approach, where the 
community around forests has to he in¬ 
volved in framing research prioritic.s. Since 


1988, 21 states of India have taken ini¬ 
tiatives to launch joint forest management 
involving communities around forests. 
Though performances of different states 
vary, not less than 20,000 forest protcc>- 
tion committees now exist managing about 
30.00.0(K) hectares of degraded forest land 
of our country. The experiences of people 
regarding forest management, which may 
be termed as ‘indigenous knowledge', has 
found a place in the day-to-day manage¬ 
ment of our forests. Any priority setting 
exercise of forestry research has to give 
due importance to these micro-level 
management decisions, which are mostly 
based on the resources existing already 
within our ecosystems. 

Rt;.si-;ARCit Needs 

Essentially forestry research in India 
has to be cnnducte.d at two different levels; 
(i) conservation level and (ii) day-to-day 
management level. At the conservation 
level, human intervention in the forest 
ecosystem is unwanted, whereas, at the 
management level human intervention is 
a must. The two levels may be contra¬ 
dictory but the policy-making national 
level rc.search organisations have to find 
a balance between the two. Neither of the 
two levels can be ignored. Conservation 
being a management strategy, is often 
confu.scd with prc.servation. The prevail¬ 
ing idea in the forest bureaucracy is that 
conservation is the sf)le. prerogative of the 
state. Being influenced by this notion, 
policing capability of the forest depart¬ 
ment has liecn regularly geared up. Thus 
the concern of ecosystem (leoplc regard¬ 
ing thcii own natural rcsourccr is under¬ 
mined. It is a utopian idea that ficople 
would prefer to preserve their ecosystem 
even it they go hungry. A meaningful 
conservation can be expected only when 
a community is given some rights on 
extraction from the ecosystem they con¬ 
serve Here comes ihc need of sharing 
benefits. This will certainly vary from 
ecosystem to ecosystem but not neces¬ 
sarily from state to state. The i.ssues cover¬ 
ing bilateral matching of institutions, 
sharing of benefits, specific sharing of 
management responsibilities and capa¬ 
city building of institutions aic to be 
standardised by the researchers. 

In day -to-day management affairs many 
intricate questions arc to be addres.sed by 
the researchers as these will influence the 
ecosystem directly. These include water 
management, biomas.s management, etc. 
Thesequcslionsaretechnical in nature and 
apopolistic demand for be.slowing rc.sponsi- 
biliticsmay cause permanent damage to the 
ecosystem. While considering this aspect, 
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one should be careful that in no situa^ 
would any management decision be res¬ 
ponsible for divorcing culture of the forest 
hinge community from the nature surround¬ 
ing them. The civilisation of India, nur¬ 
tured by nature, is mostly biomass based. 
There cannot be a general prescription for 
exploiting much needed biomass as eco¬ 
systems vary from place to place and even 
from time to time. If joint forest manage¬ 
ment is a strategy for conserving forests of 
India, maximum emphasis on non-timber 
. forest produce is to be given. Studies on 


production potential {Mishra 1998], sus¬ 
tainable limits toextraetionand interventian 
in the present maiketsystemof suchresouroes 
are essential. All then are to be considered 
while prioritising research activities. 
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UP Finances: Budgetary Illusion 
and Reality 


Ajit Kumar Singh 


The Uttar Pradesh state budget for 1999-2000 presents a rosy picture 
of the state's financial situation by manipulating figures of budgetary 
receipts and expenditure. In reality, all major fiscal indicators show a 
sharp deterioration in state’s finances. 

FOR quite .sometime the financial poitt- on the ‘public account' amounted to a 
lion of the Uttar Pradesh government has hefty Rs 3,474.16 crore in 1997-98 and 
been in the doldrums, as in many other Rs 3,743.77 crore in 1998-99. 
states. The fiscal proligacy of successive The precarious situation of the state 
governments, facing short and uncertain finances is reflected in the fact that the 

tenures, combined with a singular lack of government had to depend heavily on 
political will to tax the rural and the urban the ways and means advances from the 
. rich has landed the state into an unmanage- Reserve Bank ofindia (RBI) which touched 
able fiscal crisis. This is reflected in un- the level of Rs 8,000 crore in 1998-99. 
sustainable and high levels of revenue and This amounts to42.S per cent of the revenue 
fiscal deficits, mounting debts and interest receipts of the government and 28.6 per 
burden, and increasing resort to withdraw- cent of its total receipts from all other 
als from the ‘public account’ including sources. In other words, the RBI had to 
reserves and employees* provident funds, bale out time and again the cash strapped 
Nearly all the major fiscal indicators UP government throughout the year, 
show a continuous worsening of the situ- The central government, headed by the same 
ation (Table 1). Total expenditure as a party which is ruling the state, also lent a 
proportion of SDP has steadily increased helping hand by raising the level of central 
from 19.82 per cent in 1996-97 to 26.96 assistance from Rs 2,166.53 crore in 
per cent in 1998-99. On the other hand, 1997-98 to Rs 3,120.15 crore in 1998-99. 
revenue receipts have stagnated at around Alarmed by the fast deteriorating fiscal 
13.5percentofSDP, whiletax-SDPratio situation, the state government took the 


unusual step of issuing a wlute paper on 
the fiscal situation in the state along widi 
the budget of 1998-99, admitting that 
the state is almost in the grip of a debt 
tr^. It would be ^)|»opiiate to examine 
the budget for 1 999-2000 presented by die 
chief minister Kalyan Singh, who als()' 
holds the finance portfolio, to the sttte 
assembly on February 19, 1999 in the 
above context. 

The chief minister acknowledged in bis 
budget speech that the state is presently 
in a state of financial crisis but put the 
blame on the previous governments for die 
lack of fiscal discipline and their inability 
to raise additional resources which have 
led to the crumbling of the fiscal structure 
of the state. The chief minister expressed 
his determination to reverse the unhappy 
past trends to give a right direction to the 
state, finances by bringing down the pro¬ 
portion of the fiscal deficit from 7.9 per 
cent of SDP in 1998-99 to 6.3 per cent 
of SDP in 1999-2000. A close scrutiny of 
the budget proposals in the light of the past 
trends would belie these claims. 

The budget projects a total expenditure 
of Rs 40,754.04 crore for 1999-2000 
including Rs 29,761.88 crore on revenue 
account and Rs 10,992.16 crore on capital 
account (Table 3). Receipts for 1999-2000 
have been projected at Rs 37,294.78 crore 
- Rs 22,831.06 crore on revenue account 
and Rs 14,463.72 crore on capital account. 
In spite of the claims to restraint expen¬ 
diture, revenue expenditure is likely ‘o go 
up by Rs 2,295.99 crore over the previous 
year out of which Rs 1,530.66 crore would 
be only on salary head. On the other hand, 
capital account expenditure is projected 
to go down by Rs 2,664 crore over the pre¬ 
vious year on account of lower projected 
reliance on RBI ways and means advances 
which is placed at Rs 5,000 crore. 

Revenue receipts are projected to go up 
by Rs 4,031.04 crore. but capital receipts 
are likely to go down by Rs 2,387.70 crore 
due to lower projected drawing on ways 


has remained at the low level of 5.5 per 
cent. The state government has been forced 
to borrow increasing amounts even to meet 
its revenue expenditure. Total indebted¬ 
ness of the state government is now nearly 
two-fifths of state income. Fiscal deficit 
is likely to touch the figure of 7.9 per cent 
of SDP in 1998-99, while revenue deficit 
is estimated to be 5.7 per cent of SDP. 
The.sc figures are much above the average 
figures for all the states. 

To meet its mounting expenditure the 
state government is resorting to the un¬ 
wise policy of withdrawals from the public 
account which represents reserves and 
employees’ provident fund. The drawing 


Table 1; Maior Indicators of Fiscal Situation in UP, 1996-2000 

(Per cent of SDP) 


Item 

1996-97 

Actual 

1997-98 

Actual 

1998-99 

BE 

1998-99 

RE 

1999-2000 

BE 

Tax revenue 

5.38 

5.38 

6.14 

5.30 

6.02 

Rc' -nue receipts 

13.68 

13.52 

13.43 

12.33 

13.14 

Revenue expenditure 

16.39 

17.08 

18.08 

18.01 

17.12 

Revenue deficit 

2.71 

3.56 

4.65 

5.68 

3.99 

Capital receipts 

4.49 

5.39 

6.18 

11.29 

8.32 

Capital expenditure 

3.43 

4.42 

4.61 

8.95 

6.32 

Total expenditure 

19.82 

21.49 

22.69 

26.96 

23.45 

Fiscal deficit 

4.60 

5.83 

7.02 

7.93 

6.30 

Primary deficit 

1.20 

1.95 

3.57 

4.03 

2.33 

Interest payment 

3.50 

3.88 

3.45 

3.90 

3.97 

Total indebtedness 

35.63 

37.21 

38.70 

38.25 

39.10 


Source: UP govetnmenl. Annual Financial Statement for 1999-2000 and Brief Review of Financial 
Siiuaiim, Budget Papers, Vol II, Part I. 
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•ndtneois advanc^sfram theRBI. In spite 
of an optimistically higher receipts, the 
government expenditure will exceed its 
receipts by as much as Rs 3.4S9.26 crore, 
requiring a withdrawal of Rs 3,080.28 
crore from the ‘public account’. Even then 
government will be left with a deficit 
of Rs 772.63 crore, after taking into ac- 
couiU the opening negative balance of 
Rs 393.65 crore. 


ILet us examine how realistic are the 
budget figures. Of late, both state and 
c'entral governments are resorting to the 
practice of showing a rosier picture than 
warranted by facts through a process of 
what has been aptly deiscribed as ‘creative 
arithmetic’. Budgetary receipts are delib¬ 
erately overestimated while anticipated 
expenditure is underestimated. Thus, total 
expenditure, which had shown a run away 


Table 2; Trends >n Revenue and Fiscal DEncrr in UF, 1991-97 


Year 

Revenue Deficit 

Fiscal Deficit 


Rs Crore 

As Percentage Rs (Vorc As Percentage 



of SDP 

of SDP 

1991-92 

. 724.59 

l.l 

2,816 .50 

4.4 

1992-93 

1.014.56 

1.4 

3.710 93 

5.2 

1993-94 

1.148.72 

1.4 

3.165.77 

4.0 

1994-9.'! 

2.000 74 

2.2 

4,766.50 

7.3 

1995-96 

2.340,65 

2.3 

5,507 70 

5.3 

1996-97 

4,646.10 

3 9 

6.602 (1 

5.6 

1997-98 

4,623.91 

3.6 

11.023,98 

5.8 

1998-99 (RE) 

8.665.87 

5.7 

I2.0<>I 42 

7.9 

Sourre.UP government. White Paper on Budget 1998-99. Part 11 and Budget Papers 1999-2000. 

Tabu 3 

Totai. Bi'doetary Recfcim and ExpFNDiruRC in UP 






(R,t crore) 

j^ltrin 

199,5-96 

1996-97 

1997-98 1998-99 

1999-2000 


Actual 

Actual 

Actual RE 

BE 

Total receipts 

19,628 48 

21,287 33 

24,574 85 1(i,020.10 

37.294 78 



(8 5) 

(l.'!4) <46.6) 

(15) 

Revenue receipts 

15,215.21 

16.028.57 

17,571 12 18,800.02 

22,831 06 



(5.3) 

(9.6) (7 0) 

(21.4) 

Capital receipts 

4,413.27 

5,258.76 

7,003.73 17,220.08 

14,463.72 



(19.2) 

(33.2) (145.9) 

(-16.0) 

Total expenditure 

21,183.08 

23.226.47 

27.933.74 41.122.05 

40.754.04 



(9 6) 

(20.2) (47.2) 

(-0.9) 

Revenue expenditure 

17,555.86 

19,207.70 

22,195.03 27.465,89 

29,761 88 



(9 4) 

(15.6) (23.7) 

(8.4) 

Capital expenditure 

3.627.21 

4,018.77 

5,738.71 13,656.16'‘ 

10.992.16* 



(10.8) 

(42.8) (138.0) 

(-19,5) 

Total consolidated fund 

-I..544 60 

-1.939.14 

-.3,3.58.89 -.5,101.95 

-3.459.26 



(25.5) 

(73.2) (51.9) 

(-30.2) 

Contingency fund (net) 

-43.85 

-56.92 

-135.73 45.00 


Public account (net) 

1,830,78 

1,878,95 

3,494.16 3,743.77 

3,080.28 



(2.6) 

(86,0) (7.1) 

(-17.7) 

Budgetary surplus/deficit 

2.32.33 

-3.28 

-046 -1.313.18 

-378 98 

Closing balance 



35.62 -393 65 

-772.98 

Notes: * includes ways and means advances from the RBI amounting to Rs K.OOO crore for 

1998-99 and Rs 5,000 crore for 1999-2000. 



Figures in brackets show percentage increase over the previous year. 


Source; Revenue department, UP government, Outline of VP Budget 1999-2000. 


Tabie 4: Estimates ot- State Tax Rfvfnui- in UP 






(1ft crore) 

Item 


1998-99 

1999-2000 


BE 

RE 

Difference BE 

Difference 





over RE 





1998-99 

Land revenue 

46.75 

46.75 

46 75 

- 

Sump and registration fees 

1,350.00 

1,051.60 

-298.40 1.450.00 

398.40 

State excise duties 

1,697.42 

1,697.42 

2,260.00 

.562.58 

Sales/trade tax 

5,341.83 

4,620.00 

-721.83 5.760.00 

1,140.00 

Vehicles tax 

212.40 

178.67 

-33.73 212.40 

.33.73 

Goods and passenger lax 

4.37.60 

220.00 

-217.60 437.60 

217.60 

Electricity duty. 

136 00 

136.00 

-, 142.80 

6 80 

Other taxes on goods and services 140.76 

133.00 

-7.74 140,19 

7 17 

^ Other tax revenue 

6.73 

6.73 

7.06 

0 33 

Total tax revenue 

9,369,49 

8,090.19 

-1.279.30 10.4.56.80 

2,366.61 


Source: UP goveninent. Annual Financial Staiemeni for 1999-2000 and Brtef Revenue of Financial 
Siluali:in, Budget Papers, Vol II, Pan I. 


growth of 20.2 per cent in 1997-98 and 
47.2 per cent in 1998-99 is projected to 
decline by 1 per cent in 1999-2000. Simi¬ 
larly, revenue expenditure which had 
increased by 15.6 per cent and 23.7 per 
cent in 1997-98 and 1998-99 respectively 
is estimated to go up by only 8.4 per cent 
next year. Capita! expenditure which had 
shown an abnormal jump of 138 per cent 
in 1998-99 is actually expected to go down 
by 19.5 percent in 1999-2000due to lower 
recourse to ways and mean.s advances 
from the RBI assumed for next year, a 
questionable assumption given the pre¬ 
carious state of the state finances. 

Equally unrealistic arc the projected re¬ 
ceipts for the next year. Revenue receipts, 
which had shown a modest increase of 9.6 
per cent and 7 per cent in 1997-98 and 
1998-99, have been projected to suddenly 
jump by 21.4 per cent in 1999-2(XX) even 
when no additional resource mobilisation 
mca.surcs have been proposed in the budget. 

The casual way to budget formulation 
is reflected in the way targets for revenue 
from slate taxes are fixed. Thus, revenue 
from stale taxes is expected to go up by 
as much as 29.3 percent next year, against 
an actual increase of 11 per cent in 1997- 
98 and expected increase of 15.6 per cent 
during 1998-99. The unrealistic nature of 
revenue targets in the budget estimates 
will be clear from a look at the gap bet¬ 
ween the projected increase in tax revenue 
and the actual receipts in the previous year. 
Thus, the revised estimate for state tax 
revenue during 1998-99 was 8,090,19crore 
against the proposed target of Rs 9,369.49 
crore, i e, a shortfall of Rs 1,279.30 crore 
(Table 4). The shoitfall in receipts over 
budget estimates was Rs 721 83 crore in 
case of salcsArade lax, Rs 298.40 crore in 
stamp and registration fcc.s and Rs 217.60 
crore in goods and passenger taxes. 
Unmindful of its own performance in the 
current year, the stale government has 
again fixed unattainable targets for the 
nextyear. For instance, stateexL'i.scdudes are 
expected to fetch an additional Rs 562.58 
crore when the industrial output in the state 
has been nearly stagnant for several years. 

In spite of the ro.sy picture presented in 
the budget, the situation still presents a 
deterioration in nearly all the inqjor fi.scal 
indicators when compared with the year 
1997-98 (Table 1). The slippages in fiscal 
targets observed during 1998-99 are not 
likely lo be reversed next year. In all proba¬ 
bility the fi.scal crisis in the slate would 
further deepen during 1999-2000, casting 
.serious doubts on the claims of the chief 
minister that the revenue and fiscal deficits 
as per cent of SDP would go down and 
the undesirable financial trend-s observed 
in the last decade would be reversed. 
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Bill Gates in the Dock 
Anti-lVust Case against Microsoft 

Prabir Purkayastha 

One of the measures that the US justice department is contemplating, 
in its anti-trust case against Microsoft, is compulsorily licensing 
Microsoft products to others to break its monopoly. This is in sharp 
contrast to the .strenuous US opposition to compulsory licensing under 
the WTO framework. 


THE Microsoft anti-trust case filed by the 
US justice department has drawn very 
little interest in India. Yet it is a landmark 
case, involving as it docs nut only the 
largest company in terms of market 
capitalisation in the world but also a number 
of vital issues. Interestingly, one of the 
measures that the US Justice department 
is contemplating is compulsorily licens¬ 
ing Microsoft Inducts to others in order 
to break its monopoly. This may he con¬ 
trasted with the US strenuously opposing 
compulsory licensing under the WTO 
framework. 

The use of compulsory licensing is to 
prevent companies who have monopoly 
from fleecing consumers. In the phanna- 
ccutical industry, the needs of the con¬ 
sumer for life-saving drugs can be used 
by the drug companies who hold patents 
to increase prices to very high levels. Thus 
AZT, a drug used for slowing down the 
effect of AIDS, was priced initially above 
$ 50 a dose before AIDS victims launched 
an agitation to bring down the price. When 
a monopoly producer sets prohibitive 
prices for its patented drug, the state has 
the right to licen.se its product to anotlicr 
company and ask the company to pay a 
reasonable royalty to the patent holder. 
This is to ensure that public good can be 
ensured even under a patent regime. 
However, this is precisely the provision 
that has come under attack in the new 
Intellectual Property Rights regime under 
WTO and countries such as India are being 
asked to drop such provisions from their 
patem laws. Faced with monopoly of the 
Microsoft variety, the US justice depart¬ 
ment is finding now a lot of merit to 
compulsory licensing. 

Microsoft is currently the world’s larg¬ 
est business. Its si/e alone makes it of 
global importance. Even more important, 
as computers enter all fields -- writing, 
games, calculations, complex sy.stems 
running plants and business, communi¬ 
cations, etc - whoever owns the software 
that drives all machines on the Internet 
will virtually rule the world. Internet is not 
only a gateway to information and games; 
tomorrow it can be the medium through 
which we get TV and films and tran.sact 
business. Already, electronic commerce 
has become the hottest property in the 


market with companies such as 
Amazon.com - the electronic booksellers 
- reaching market capitalisation of tens of 
billions in only a few years. Thus we are 
talking about a structure of the world that 
merges all fonns of communication and 
commerce. In this, Microsoft has not only 
set alarm bells ringing in the computer 
industry but all across the world. Whoever 
dominates the software market, could pry 
open other markets through this domi¬ 
nance. That is why the current trial is not 
only important for the computer world but 
for future of American business, and along 
with it for international business. 

This specific anti-trust case arose out of 
Microsoft’s attempt to capture the Internet 
brow.scr market by bundling Microsoft’s 
Internet Explorer with Windows 98, there¬ 
fore shutting out Netscape Navigator, its 
competitor's product. The case has gone 
badly for Microsoft. It has brought out 
how Microsoft used its market power to 
destroy competition and arm-twist PC 
manufacturers to carry only its products. 
Its experts have been caught lying; two 
videos pre.scnted by Micro.soft to prove its 
case have been found to be doctored, and 
senior Micro.soft officials have admitted 
that if the Internet Explorer was presented 
side by side with the Netscape Navigator, 
most people would choose the Navigator. 
The ca.se has also brought out the ob.ses- 
sion of Bill Gates, the founder of 
Micro.solil, to own every facet of .software 
including the Internet. 

Perhaps the defining moment of the 
courtroom drama was when James 
Allichin, a senior vice-president of Micro¬ 
soft, admitted that the video he was using 
to show that the Explorer cannot be taken 
out from Windows 98 without problems 
was rigged. Professor Felton of Princeton 
University had developed a software 
programme for the Department of Justice 
(DOJi and had testified that the Explorer 
could be removed from Windows 98 
without disturbing its integrity or perfor¬ 
mance. Microsoft in turn presented a video 
showing how this software degraded the 
performance of the grating system. 
Unfcminaicly for Microsoft, David Boise, 
the Justice Department’s star prosecutor, 
played the video frame-by-frame and 
showed where a title bar suddenly changed 


in the middle of the test, proving that the 
video was doctored. This blew a big hole 
in the Microsoft case that the Explorer was 
an integral part of the operating system 
and therefore needed to te bundled with 
the operating system. 

WhenIBMhad launched its PC, itask^ 
Microsoft to write a new opmting syster.. 
to drive these machines. The MS-DOS 
was the result. IBM, as it was entering the 
PC market well after companies such as 
Apple and Sinclair, had to use all off-the- 
shelf components for its PC line. There¬ 
fore, it was an open architecture - any¬ 
body could copy it. Bill Gates gambit 
that others would and sold IBM the rights 
to MS-DOS at a very low prige. He, how¬ 
ever, retained the right to sell it to others. 
IBM found this to be attractive and made 
MS-DOS their .standard PC operating 
.system. IBM PC was able to power its way 
to make itself the industry standard. 
However, this did not help IBM much as 
IBM clones soon flooded the market. As 
these clones - IBM compatibles - grew 
in numbers, MS-DOS became a hot sell¬ 
ing product. And while IBM took a beat¬ 
ing, Microsoft grew in strength. 

However, the MS-DOS story wa.s only 
the beginning. Microsoft developcu 
OS/2 for IBM and soon after entered the 
market on their own with Windows in 
1991. Both were very similar. Not surpris¬ 
ingly, IBM accused Microsoft of bad faith 
and broke it.< long partnership with it. 
However, after having ridden piggyback 
on IBM, Bill Gates was willing to take 
them on. OS/2 was a dismal failure as all 
IBM’s competitors flocked to Windows. 
After al I, IBM was the big bad monopolist 
to fear and had all along used its market 
power to keep competitors out. What the 
PC makers did not realise was that they 
were creating an even bigger monopoly 
by backing Microsoft. Today, with its 
enormous market power, it is Microsoft 
that is dictating terms to all the hardware 
manufacturers. 

The operating .system is the software 
layer that lies tetween any software that 
you run and the machine. 'Ilius, if you are 
doing word processing or using a spread 
sheet, the access to the machine is pro¬ 
vided by the operating system. Obviously, 
Microsoft would have a head start over 
all others as it was the one who had 
developed the operating system. How¬ 
ever, this was only one u.se Microsoft 
made of its ownership of the operating 
.system. There were two other strategies 
that Microsoft followed. One was to bundle 
applications with the operating system; 
the other was to force the PC vendors to 
pay a licence fee to Microsoft for each PC 
sold by the vendor, inrespccti ve of whether 
eachrccairied its operating system or not 

The anti-trust wing of the DOJ had been 
receiving numerous complaints about 
Microsoft’s monopoly and restrictive prac¬ 
tices. However, they were loath to move 
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•gainst Microsoft as it brings in enormous 
revenues from across the globe. More than 
50 per cent of its revenue is from outside 
the US. DOJ filed a aiit against Microsoft 
in 1994 vrhich they immediately settled 
through an agreement. The main conten¬ 
tion of the suit was that Microsoft was 
forcing PC manufacturers to license as 
many c(^ies of Windows as they sold 
processors. Thus if the customer did not 
want his PC to carry Windows, he would 
still have to pay for the cost of Windows. 
Though the settlement prohibited proces¬ 
sor-based licence, the loopholes in the 
agreement has meant that even three years 
after the settlement, no one in the US can 
buy any standard branded PC without 
buying Windows. The second part of the 
settlement was that Microsoft would not 
bundle other software in a way that 
competitor's products would get squeezed 
out. This is the i.ssue right now before the 
court. 

Microsoft had earlier used devices such 
as bundling (word-processing, spread 
sheet, databa.se being bundled together as 
a suite, the Microsoft Office) and killing 
competitive lines of software. However, 
■Aihere was one area that Miemsoft neither 
anticipated nor had any strength. This was 
Internet, where an explosive growth left 
Microsoft with the realisation that a whole 
new technology, of which it had no part, 
was being bom. As more and more net 
applications sprung up, Micru.soft realised 
that it was missing the Internet bus. 
Microsoft not only threw in its resources 
to create its web browser - the Internet 
Explorer - but also did two other things. 
After an initial period of competition that 
.saw the Explorer come off as a poor second, 
it decided to give away the Explorer free. 
Not satisfied with this, it also decided to 
bundle it with Windows 98 - something 
that the agreement of 1995 was supposed 
to prevent. They also threatened ail PC 
^ manufacturers that they would discon¬ 
tinue all Windows sales to them or raise 
their Windows prices if they took out the 
Explorer icon or ported a competitor's 
prc^uct. The explicit target was Netscape, 
which had the major browser market share. 
Irrespective of the result of the court case, 
Netscape has thrown in the towel and has 
now been acquired by America On Line, 
which itself is becoming a monopoly 
Internet Service Provider in the US. 

The informed guess is that the district 
court judge hearing the case, Thomas 
Penfield Jackson, is going to rule against 
Microsoft. Ifhe does so, and assuming that 
his judgment stands in the appeals that 
Microsoft is likely to file, what are the 
likely courses of action for the justice 
department? There are three options that 
are open. The first is to break up Microsoft 
> into three or more companies - a set of 
‘baby Bills’ - compulsorily licensing all 
existing Microsoft software to these ‘baby 
Bills’. The second is to break up the 


operating system business from the rest 
of the software business. The third is to 
impose regulatory checks on Microsoft: 
a course of action that the justice depart¬ 
ment had tried earlier and failed. Thus, if 
Microsoft loses the legal battle, we are 
more likely to see the first or second option 
being tried. Instead of one Microso^ we 
might have two or more Microsofts. 

While two Micro.softs may be better 
than one, the very size that Microsoft has 
now reached would mean that no competi¬ 
tor would be even close in size to the new 
‘baby Bills‘, ensuring an oligopoly. This 


WITH the passing away of Baleshwardayal 
Dikshit popularly known a-s Mamaji at the 
ripe age of 91 at hisBhil Ashram in Bamnia 
village in Jhabua district of Madhya 
Pradesh on December 26, 1998, the last 
surviving and mo.st unique of the stalwarts 
of the first generation of socialists in India 
is no more. Mamaji, who had earlier 
declined a freedom fighter's pension 
considering it to be absurd to accept 
monetary compensation for patriotic deeds, 
refused to be treated in elite medical 
institutes of the country during the last two 
years of his life, when some of his organs 
had been severely affected by repeated 
attacks of malaria, saying that he would 
not avail of any facilities that a common 
bhil tribal could not get. 

Mamaji was bom in Niwari village of 
Etawah district of Uttar Pradesh in 1907. 
While in .school lie was influenced by the 
non-cooperation movement in 1921 and 
beat up a British teacher who spoke ill of 
Gandhi and was rusticated from school. 
His father Pandit Shi vshankar Dikshit was 
a martinet and school-teacher himself, 
and so fearing his wrath, the teenaged 
Baleshwardayal fled to his maternal uncle’s 
place in Khachrod nearUjjain in Madhya 
Pradesh. His uncle who was an inspector 
of co-operatives began training him in the 
working of co-operatives as a prelude to 
getting him a job in the co-operative 
inspectorate. Things were progressing 
sedately when Mamaji read in the news¬ 
papers that Gandhi had gone on a fast to 
get admission for untouchables into the 
Guruvayur temple in Madras. 

Immediately Mamaji hatched apian with 
some of his friends to organise the recital 


is the limitation of the so-called anti- 
monopoly legislation where oligopolies 
are assumed to be adequate for competi¬ 
tion. In practice, this rarely works in the 
consumers’ favour as simple ‘arrange¬ 
ments' between the large players easily 
bypass all anti-monopoly restrictions. 
Nevertheless, the Microsoft case brings 
out the real face of monopoly. It is not 
innovation and quality of its software 
that has made Microsoft the only soft¬ 
ware player for the PC market: it is its 
predatory practice and sheer blackmailing 
power. 


of a Satyanarain Katha at the end of which 
prasad would be distributed by untouch¬ 
ables. The katha was held and as planned 
pra.sad ,was distributed by untouchables. 
The upper caste devotees could not pos¬ 
sibly refuse the divine prasad and so had 
to accept it. There was a furore afterwards, 
however, and once again Mamaji had to 
seek fresh pa.sturcs. He went to Bhabra in 
Jhabua district in 1931 on having invited 
by Chandrashekhar Azad’s mother. He 
assumed the principalship of a local 
school inThandIa when the post fell vacant 
in 1932. 

At that lime mo.st of the bhil homelands 
in western Madhya Pradesh, eastern 
Gujarat and southern Rajasthan were under 
the rule ofjagirdars orsmall princes. I'here 
were only some pockets of British ruled 
territory like Panchmahals. The bhils had 
to bear the dual oppression of these feudal 
rulers and the sahukars or moneylenders. 
Mamaji started off by giving admission 
to bhil students in his .school. He soon 
found that just providing education was 
not enough and more basic socio-eco¬ 
nomic reforms were necessary. So he got 
like-minded people together to form a 
‘praja mandal’ or citizen's council. There 
was a severe drought in 1933 rc.suiting in 
wide.sprcad crop failure. An appeal for 
providing relief drafted by Mamaji was 
published and circulated by the praja 
mandal in which the bhil farmer was 
referred to as 'annadata' or giver of the 
daily bread. This angered the ruler of 
Jhabua who contended that as the ruler 
only he could be the annadata and he had 
the signatory of the appeal Seth 
Soubhagmal arrested and parked hand- 


Grand Old Man of the Socialist Fringe 

Mama Baleshwardayal 

Rahul 


Unlike other intellectual stalwarts of the Indian socialist movement, 
Baleshwardayal Dikshit, popularly known as Mamaji, remained 
rooted to the bhil homeland and continued to give leadership to one 
of the most sustained but least publicised of peasant movements till 
the ripe age of 91. 
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cuffed through the streets of Hiandls. 
Mamaji ted tte praja mandat in a massiVh 
agitation against the prince which led to 
his removal by the British in 1934. This 
started off the movement against the 
despotic rule of the princes all over the 
region. The bhils under Mamaji *s leader¬ 
ship surted a long-drawn struggle against 
the practiceof doing ‘bcgaar’ orftee labour 
on the land of the princes. 

Simultaneously, a movement was .started 
against the usurious practices of the 
sahukars in 1934 which went on till 1937 
gaining substantial succe.ss On the occa¬ 
sion of the 25th anniversary of the ascent 
of King George V to the throne of Britain 
in 1936, the British had ordered that all 
schools should celebrate the event. The 
Thandia school .students and the praja 
mandal instead passed resolutions against 
the oppressive rule of the British, lliis led 
to a crackdown and widetipread arre.sts 
under the Defence of India Rules. Mamaji 
who had gone to Etawah to be married to 
Savitri had to rush back cutting short his 
honeymoon and had to cool his heels in 
Jhabua jail instead. After his release he .set 
up the Bhil Ashram in Bamniya village 
on theDelhi-Bombay rail route. This place 
was chosen strategically as it was on the 
border between the princely state of Jhabua 
and the British-ruled territory of Panch- 
mahals. He was immediately involved in 
the derailment of a train and so used to 
move across the border frequently to avoid 
arrest. 

The second pha.se ot the anli-hcgaar 
movement was launched from Bamnia in 
an extremely quaint manner in 1941. 
Mamaji found that there was a rule in the 
princely states that kshatriyas and brahmins 
could not be made to do bcgaar. Agitations 
alone were not being effective enough in 
abolishing begaar. So Mamaji wrote to 
and got the sanction of the Shaiikaracharya 
of l^ri to hold a mas.sive religious con¬ 
gregation in Bamniya in which the bhils 
performed ‘shuddhi’ in large numbers and 
wore the ‘janeyu’ or sacred thread to 
become kshatriyas. This proved very ef- 
fecti vc as the hold of religion on the princes 
was very deep and they could not possibly 
defy the Shankarachary a and not recognise 
the bhils as kshatriyas. Vast numbers of 
bhils were freed from serfdom and the 
movement assumed massive proportions. 
The Hrst time I met Mamaji in 1987, the 
Tirst thing he did was to relate this story 
amidst guffaws of laughter. The princes 
began to go back to their dirty ways after 
some time, however, and so the struggle 
continued. Even after independence 
‘jagirdari' was not abolished and the 
movement was intensified with renewed 
vigour. Mamaji dashed off a stem letter 
to Nehru castigating him for reneging 
on his promises. Nehru had him incarcer¬ 
ated to Tonk jail for his pains in 1948. 
He was released after eight months 
following the intervention of the then 


govemor-generai Rajogopaiachari. The 
ja^rdari system was finally abolishedoniy 
with the adoption of the new C(mstituti(»i 
in 1951. 

From the late thirties onwards Mamaji 
came into contact with the towering lead¬ 
ers of the Indian socialist movement like 
RammanoharLohia and Acharya Narendra 
Dev. He became a socialist too. Unlike 
these intellectual stalwarts, however, he 
remained rooted to the bhil homeland and 
continued to give leadership to one of the 
most sustained and unique but little 
publicised of peasant movements that this 
country has witnessed. The influence of 
this movement can be gauged from the 
fact that the Socialist Party swept all the 
seats of the region in the first election of 
1951. Following independence, to 
emphaiiise the socialist character of the 
movement symbolically, the practice of 
wearing lal topis (red caps) by members 
was introduced. Ihe subsequent move¬ 
ment, which came to be known as the Lal 
Topi Andolan as a consequence, concen¬ 
trated on .securing for the bhils the right 
of access to forest lands which had been 
denied them by the new independent 
government’s extension of the Indian 
Forest Act 1927 to the region. This 
movement continued till the late fifties 
before beginning to wane. 

The subsequent demise of the Lal Topi 
Andolan and the marginali.sation of Mamaji 
from the mainstream political arena has 
a lot of lessons for those engaged in grass 
roots battles for the emancipation of the 
oppressed. Bowing to the wishes of the 
national leaders of the Socialist Party, 
Mamaji began to devote more time to 
electoral politics than in building up a 
formal, ideologically committed and cadre- 
based structure for the Lal Topi Andolan 
that could sustain it over a long period. 
The Congress Party and the bureaucracy 
soon began wooing the elected tribal 
leaders of the Socialist Party with various 
bribes. It was not long before some of 
these leaders went ovci to the Congress 
and took with them substantial members 
of the movement. Once this split was 
engendered, tremendous police repression 
was unleashed on those members who 
remained loyal to the movement. The 
movement lost its momentum almost 
totally in Jhabua. So terrifying was the 
memory of this repression that even two 
decades later when a process of urns 
organisation was again being started by 
us 111 Jhabua in the mid-eighties, we had 
tremendous difficulty in convincing people 
that fighting fortheirrights in an organised 
manner was a feasible project. 

Centralised electoral politics and grass 
roots mobilisation around livelihood issues 
just do not mix. The marginalisation of 
the socialist challenge in Indian politics 
amply proves (his. Erstwhile sociaHsts have 
either mutated to practising mainstream 
politics of the Congress or the Bharatiya 


Jantta IHuty variety or been lelegaled to 
the political ftinge poimlated today mostly 
by environmentalist mass movements. 
Mami^i consistently refused to be drawn 
into national politics. He reluctantly ac¬ 
cepted the presidentship of the Ail India 
Socialist Party in 1962 for a year after 
being pressurised by Lohia. Again after 
the 19-month incarceration in the emer¬ 
gency period, he was pressurised by 
Jayaprakash Narayan into becoming a 
member of the Rajya Sabha in 1978. He 
used to term the proceedings of the 
Rajya Sabha a farce. Yet inexplicably, 
despite bis commitment to grass roots 
organisation and his scepticism about the 
effectiveness of the legislatures and 
parliament in bringing about radical 
change, he used to throw himself with 
vigour into election campaigns for candi¬ 
dates, who he must have known were 
going to lose, even when he was well past 
the age of eighty. 

He was particularly peeved that the right 
to work had not been made a fundamental 
right in the Constitution. He once related 
to me in hilarious detail how he had tried 
his level best during his six years in 
parliament to try and get this done and 
how members of his own party had not 
responded. Just after this the 1989 elec¬ 
tions fur the Lok Sabha wen; announced 
and in the course of canvassing for the 
Janata Dal candidate, he came toour central 
office in a remote village in Jhabua and 
began exhorting us to spare no effort 
whatsoever. I was tempted to remind him 
of his recent diatribes against parliament¬ 
arians but at the sight of his intense, sweat 
streaked and venerable visage, suddenly 
the two famous lines from the Bhagvad 
Gita exhorting one to work diligently 
without hankering for any reward flashed 
across my mind, electrifying me from head 
to toe. I just took a deep breath and kept 
respectfully quiet. 

When I first came to Jhabua in 1985 
lhad many rosy dreams about how an 
independent homelandinwhichUrilscould 
hold their heads high without any fear in 
their minds would soon materialise. After 
a decade and a half of participation in mass 
.struggles, in the course of which the various 
mass organisations in the region have been 
put through the repressive treadmill by the 
state, I have become today a considerably 
more realistic person. At times it becomes 
extremely difficult to sustain one's idealism 
in an ambience of all round decay. News 
of Mamaji’s death at this depressing junc¬ 
ture, initially only served to deepen the 
gloom. Later, however, I recalled his 
ever smiling face, his incessant jokes and 
his untiring campaigns right up to the time 
he was bedridden from about two years 
ago. Mamaji's lifelong struggles in soli¬ 
darity with the oppressed a^ in the face 
of overwhelming odds, will forever re- 
main an inspiration for those fighting for 
lost causes. 
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GUJARAT 

Attacks on Christians 

Looking Beyond Conununalism 

ilomen Chakraborty 


The attacks on Christians in Gujarat have targeted the tribals who 
were either ignored or taken for granted by the current development 
model. Through the Narmada dam agitation the tribals have 
rediscovered their identity and found a new strength. The communal 
attacks are the response of the business class to this challenge from 
the downtrodden. 


ATTACKS on Christian communities and 
their institutions in Gujarat during the last 
few months have become a major concern 
for the secular polity of India. The prime 
minister visited the violence-ridden areas 
of the state and proposed a national debate 
on the issue of conversion. The objective 
of such attacks seems to be to minorities 
and to mould the multi-religious Gujarati 
■* society into a hindutva framework. 

There are a few important things to 
notice in these attacks. Even though attacks 
on minorities arc evident ail through the 
state, they arc sporadic, of low intensity 
and damages arc minimal. Secondly, 
among Christian institution.s, those situa¬ 
ted in rural areas have become the main 
targets. There arc for fewer incidents of 
atrocities on the Christian communities in 
urban areas. A recent study by Nishant 
Naty a Manch and Organi.sation of Women 
Studies found that major targets of these 
attacks have been missionary .schoc'ls in 
adivasi (tribal) areas. It may be pertinent 
to note the demographic position of the 
j adi va.si population in the state. According 
to 1991 Census, out of the total popu lation 
of 4,13,09,5R2, the adi vasis accounted for 
61,61,775 and the scheduled ca.ste.s 
30,60,358. The five districts of south 
Gujarat, viz, Surat (12,25,080), Bharuch 
(7,03.956), Dang (1,35,386), Valsad 
(11,81,404) and Vadodara (8,21,697) 
together have more than 65 per cent of the 
total adivasi population and more than 80 
per cent of them live in rural areas [Census 
1991}. 

'Let us examine some recent attacks in 
south Gujarat. On October 29 the hindutva 
forces attacked the National Christian 
Conference at Vadodara. Police failed to 
act. Similarincidentsof attacks are reported 
from Vy ara of V adodara district, Zanckov 
and Navsaiy of Surat district, a number 
* of places in Dang district, Dharampur of 
Valsad district and also from Ahmcdabad 
district in central Gujarat. Incidentally, 


except in tlie last lew months, the attacks 
by hindutva forces arc not directed against 
any specific minority community. Rather, 
this vandalism has been directed against 
the minorities of the state in general. At 
Bardoli, 35 kin Irom Surat, tentiion 
mounted because of marriage between a 
Muslim boy and a Jain girl. In Radhikapur 
and Sanjeli, Muslims were attacked 
because one of their boys fell in love with 
and got married to a Hindu girl.' 

The adi vasis among the Christians have 
suffered the most. The majority of the 
victims among the Muslims arc unorga¬ 
nised casual lahouiers, either self- 
employed or working in small manulac- 
turing units. I'he Christians have been 
attacked on the pretext of alleged con¬ 
version of adivasis. The vandalism on 
Muslims are justified on two grounds - 
marriage of Hindu girls to Muslim boys, 
and selling of Hindu women to Arab 
countries. Ironically, poor people among 
minorities are the worst sufferers. 

These incidents of violence have more 
than one dimension. Why are the attacks 
taking place mo.stly in the rural areas? 
Why are the adivasi communities the 
primary targets of attacks? And, why do 
they concentrate primarily in the districts 
of south Gujarat? An analysis of various 
factors would show that this communal 
frenzy is deeply linked with the economic 
crisis of the stale on the one hand and the 
emphatic challenge by the adivasi 
communities to the present growth n.odel 
of Gujarat on the other. 

LopsiDi'O Di:vei.opmrnt 

An assessment of the economy of Gujarat 
reveals tliat it has grown faster than the 
national economy si nee independence with 
an average annual compound growth rate 
of SDP of 3.32 per cent in the 1960s and 
4.69 per cent in the 1970s. This growth 
rate was equally felt in the industrial and 
agricultural sectors. The number of 


factories increased by around 234 per cent 
between 1961-88. These factories are 
concenualed in central and north Gujarat 
which have railway connections with other 
cities [Hirway 1995]. South Gujarat was 
proud of its textiles industries since the 
days of the British. While these industries 
continue flourish in Gujarat after 
independence, there ha.s been acontinuous 
decline of pnxluctivity. Especially, after 
nationalisation, profitability of the textile 
sector has suffered given the growth of 
powcrlooms.^ 

The annual growth rate of agriculture 
in 1960s was 2.27 per cent and in 1970s 
it was 4.22 per cent. The major factor for 
agriculural growth in 1960s was extension 
of cultivated land. In 1970s agricultural 
growth rate continued to he higher due to 
introduction of new fertilisers. There has 
been a major expansion of urban .settle¬ 
ments. Tliere was less than 100 towns/ 
cities in the state (estimated on the basis 
of the pre.sent jurisdiction of Gujarat) at 
the time of independence and by 1990 the 
total number of town.s/citics has incrca.sed 
to 260 along with a high urban population 
in the state compared to the all-India level 
[Bhatt 1997). 

The benefits of this growth have not 
reached the poorest ot scxriety. Rather, it 
has caused large-scale pauperisation, 
especially of the SC and ST population. 
Economic growth has eaten into the natural 
rcijources which are a major source of 
li velihiKid for the tribal. l.,arge patches of 
forc.st and fertile agricultural land in nver 
basins have bexn deslruyetl. Expansion of 
urban areas has converted their agricultural 
land to residential plots and commercial 
centres. The water bodic.s have been used 
indiscriminately without considering the 
future .sustenance of scK-iciy .Since the 
early I980.S, the adversaries ol this growth 
design became prominent in every sector 
of economy of Gujarat and by the end of 
the decade the overall growth rale came 
down from 4.69 to 4.37. Due to limited 
irrigational facilities and lack of ncces.saiy 
means to check the colossal wastage of 
rain water, the .state experienced recurring 
droughts.^ Agricultural yields declined so 
that by the end of the 198()s the stale had 
a negative growth rate of -3.9 per cent 
(Hirway ibid) 

The organised industrial sector per¬ 
formance was similarly dismal. The em¬ 
ployment opportunities increased by only 
81 per cent from 1961-88 which was far 
below the overall growth of the laclories 
during the same period. Indiscriminate 
mechanisation ha.s led to lower ah.sorption 
of manpower resources m the state. 
Whatever employment opportunities did 
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come up, went to people from centPH, 
south and north Gujarat. The huge con¬ 
tingent of labour force, whether unskilled 
or skilled, whether insiders or outsiders, 
had small and tiny manufacturing units as 
the last resort for employment. A large 
number of this unorganis^ labour force 
are Muslims, who have migrated from far- 
off rural hinterlands of India. Under .such 
pressure this sector soon had a large excess 
supply of labourcausing an unprecedented 
increase in the casualisation of labour in 
the state. In the process a small business 
class, represented by the ca.stc Hindus, 
emerged to dominate every sphere of life 
- economic, political and .social. 

Rapid indu.strial and agricultural growth, 
however, have neither enabled the people 
to become .self-reliant nor have they been 
of any help to achieve development in its 
true meaning. According to the 1991 
Censusabout 6K per cent of the SC popula¬ 
tion and 92.68 per cent of the ST population 
of the state still live in rural areas. The 
ST population resides mainly in theea.stem 
hilly belt, while the SC population is spread 
over all the districts with some con¬ 
centration in Saurashtra and north Gujarat. 
Incidence of landlessness in Gujarat is one 
of the highest (71.5 per cent in 1983) in 
India. The land is concentrated primarily 
in the hands of a few big landlords and 
the average size of landholding is more 
than 3.5 hectares [Fisher 1997]. 

Incidence of poverty is much higher 
among the SC's and STs. More than 60 per 
cent of the adivasi population, about 50 
per cent of the SCs and less than 30 per 
cent of other communities are poor. The 
lack of concern of the government of 
Gujarat about these communities has been 
evident in its failure to improve the 
economy of the adivasi and other margin¬ 
alised people in spite of various promises 
and commitments. Various poverty eradic¬ 
ation programmes, meant for the SCs and 
STs, in fact, have benefited mainly the 
middlemen, bureaucrats and the 
politicians. 

The recent communal frenzy has been 
mainly directed at the.se poor sections of 
the society. The purpo.se is to rip apart 
society into new economic, political and 
social identities. Therefore, the emergence 
of hindutva and the recent incidents of 
attacks on minorities need to be understood 
inthccontextofthe overall socio-economic 
situation of the state. 

The development process of such colo¬ 
nial design neither allowed the common 
people, nor the adivasi communities to 
participate in it, nor to improve their life 
system. Like the colonial ma.sters, the 
politicians and the development planners 


of Gujarat have treated adivasi communi¬ 
ties as cheap labour force and their habita¬ 
tion as a potential source of natural resour¬ 
ces. Since the colonial days the forest 
resources in the eastern part of Gujarat, 
starting from extreme north to the Satpura 
mountains had been plundered indiscrimi¬ 
nately. As the forests were decimated in 
the noith-ea.st of Gujarat, its inhabitants 
migrated to the .south in search of forest 
land for agriculture. The adivasi population 
was pushed further into the hilly terrains 
of southern districts of Gujarat. They had 
one asset in this inaccessible mountainous 
regions - the river Narmada, a 1,312 km 
long river with unending flow of water. 
The river guarantees the tribals* right to 
life. 

Exploitation of fore.st resources was not 
the only attempt of the Indian masters to 
destroy the adivasi polity. They were faced 
an identity crisis after the parliament 
evolved State Reorganisation Policy 
(1956). This policy not only sh? ttered their 
self-sufficient life system, it split up their 
ancestral places into new states like 
Madhya Pradesh, Gujarat, etc, and thus 
the policy of reorganisation of .states 
divided them into various artificial lingua- 
cultural identities. In fact, adivasi com¬ 
munities living in hilly terrains of the 
mountainous areas in the south-eastern 
Gujarat on the Satpura range have never 
accepted this new identity. These adi va.sis 
are not necessarily Chri.stians. They are 
multicultural, multilingual and multi¬ 
religious society. There arc bhils, bhillalas, 
chaudhri, kunhi, gonds, baigas and others. 
There are Hindus, Christians, Muslims 
and a large number of them profess their 
distinct adivasi religion. 

linfortunatcly, in the process of nation¬ 
building, the adivasis have been reduced 
from a community to labour force. The 
adivasi life system has been facing 
challenges to survival due to rapid com¬ 
mercialisation of forest Fesource.s, penetra¬ 
tion of the capitalist market economy and 
the bureaucratic stranglehold of the state. 

Narmada Project 

A politically andeconomically dominant 
group take up a new development project, 
the Narmada River Valley Project. The 
aim was to ensure power supply to the 
factories and water supply to the residential 
settlements and townships of the business 
class. The justification of the project is 
based on wanton manipulation of facts 
and figures. The politicians and business 
classes of India, in nexus with the MNCs, 
the TNCs and the international financial 
institutions, led the world to believe that 
incidence of drought and flcKKl over a 


large area of the state was dub to shoitage 
of rainfall. They related unemployment 
problems to the low growth rateof factories 
and then low productivity in factories to 
inadequate power supply. 

The facts arc that the factories usurped 
ail the river water without allowing any 
provision for their future sustenance. Th£ 
wa.stes and effluents discharged by their 
factories polluted river waters, silted them, 
reduced their flow and water storage 
capacity, and invited drought and flood.^ 
The truth that the planners had never 
worked out a project to preserve run-off 
rain water was never di sclosed. They never 
admitted that water shortage was the re.sult 
of massivcdcstruction of natural resources. 
Instead, they spread a myth of water-crisis 
and made the world believe that Narmada 
has excess water. They worked out the 
biggest water harvesting project on 
Nannada. The adivasi communities and 
their needs never entered the calculations. 

In fact, no region can be declared 
drought-affected unless annual rainfall is 
less than 40 cm. Except in Kutch, nowhere 
in Gujarat is rainfall ever less than 50-70 
cm annually. About 60 per cent of the 
drought-prune areas of Gujarat are in the 
north-west which is proximate to the desert 
area. South of Gujarat sometimes even 
gets more than 80 cm rainfall annually 
caused by the extension of the south- west 
monsoon. The state, by any calculation, 
gets rainfall almost equivalent to the 
average rainfall in India [Fisher ihid; P^tcl 
1994]. 

Ironically, the Narmada project has never 
had the capacity to solve the problems of 
water and electricity shortage in the state. 
The present irrigation potential ot the state 
without Narmada is estinuted to cover a 
maximum of 40 per cent of the cultivated 
area. The Narmada project on completion 
will being a maximum of another 10 per 
cent of the cultivated area under irrigation. 
Open canals will not be able to make water 
flow up to the desert area in the western 
Gujarat. Therefore, the Kutch area which 
suffers most from acute water crisis and 
drought, cannot benefit from the project. 
The Narmada River Valley Project is, 
therefore, aimed at serving the already rich 
big landlords and industries of south and 
north Gujarat. 

This dominating class of the state of 
Gujarat was able to persuade the Indian 
state for the Narmada project and got the 
approval to construct the Sardar Sarovar 
Dam on the Satpura mountains purpotediy 
to solve the water crisis of the state. The 
adivasi communities of the area were not 
made aware of what was going to happen 
to their life and li velihorxl. The foundation 
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stone oi me project was laia in ivou. it 
was approv^ by the Narmada Water 
Dispute Authority in 1979. Today the 
project has not b^n completed. Among 
the factors which have delayed this project 
people’s movements, bureaucratic 
ecisiveness and financial constraints. 

The adivasi communities living in the 
area were initially unc tear about the effect 
of the project on their lives. But steadily 
and resolutely they put up resistance against 
the project. They have rejected the 
rehabilitation and resettlement packages 
offered by the state. Ultimately, the 
resistance by the adivasi communities, 
through their own local and regional 
organisations made the completion of the 
project almost uncertain. This uncertainly 
and delay came as a blow to the business 
community of the state. New projects had 
to be shelved. Pmfits have stagnated. Their 
ongoing commercial activities have low 
growth rates due to diversion of money, 
inadequate power supply and the demands 
by the displaced [Parasuraman I997|. 

,* Tribals and Pouocs 

Through the anti-Narmada movement 
the adivasi communities have rediscovered 
the rich heritage of their tradition, the 
strength of their collective identity and 
community power. The process of self- 
identification has enabled them to draw 
a new adivasi map as against the state- 
imposed political boundaries. They further 
consolidated themselves as adivasis, 
irrespective of their creed, language, clan 
or religion. This new adivasi solidarity by 
itself, is a negation of the proselytisation 
of these communities by the missionaries 
of different religious faiths. Tliey have 
refiKsed to be alienated from theircoliccti ve 
life, language and lifestyle. They have 
rcfu.scd to move away from their ancestral 
habitation. New place of habitation means 
new psyche new behaviour, changed 
occupations and altogether a different 
culture. This can be achieved if their 
existing life system is destroyed. Instead, 
they strengthened themsclevcs through 
new collectivity, renewed consciousness 
and well-knit organisations. 

This unprecedented unity among the 
downtrodden and the oppressed, and those 
who are exploited, has always been 
considered a threat to the oppressors. 
Through this unity the adivasi communities 
of south Gujarat have resisted the Indian 
state and national and foreign interests on 
the Narmada i.ssue. The project is one 
more mechanism of exploitation. Anti- 
Narmada movement has become 
instnimental in helping people express 
their preference for a new way of nation- 


Duiioing. inenusmess communities, txitn 
of national and foreign varieties in nexus 
with the Indian state have used the ideology 
of development to continue their oppres¬ 
sion. They have denied these people their 
fundamental rights enshrined in the 
Constitution of India. The business class 
and their political system have never felt 
comfoitable seeing this eoKsrging people’s 
power. Their attempts to neutralise 
people’s power have led people to chal¬ 
lenging (he ideological domain of the state. 
In nexus with the MNCs and the TNCs 
the dominant clas.ses have tried to fru.stratc 
people in theirattempts to form an ideology 
of development outside the ambit of the 
state and the global economic power. 

The elite tried to dcpoliticise the people. 
They did not .succeed. They offered them 
bribes. The people refused. They tried to 
call them ‘misguided’ or ‘naxalites’ 
[Baviskar 19971. ITie communities were 
not shaken up. They tried to harass, torture 
and scare the adivasi communities. The 
communities .stirod lirm. They circulated 
lakhs of pamphlets in south Gujarat 
defaming the protesters and their leaders. 
The people ignored them. I'hey otfered 
money in exchange lor land. Ibc adivasis 
firm on their demand for an appnipriatc 
rehabilitation and resettlement package 
and land rights. .Slate actions and repres¬ 
sions notwithstanding, the movement ol 
the adivasi communities continued to 
gather strength and widen its membership 
base.-*' The adivasi society is rejecting the 
dictates of the .so-called mainstream slate. 
A .shift of paradigm ol decision-making 
has been evident in the adivasi-con- 
centraled rural areas of the south Gujarat. 

The anti-Narmada movements for the 
last one and a half <iecadcs have enlivened 
the adiva.si society and rejuvenated their 
rich traditions of resistance lo lorcign 
invaders. The movement has enabled the 
adiva.si communities to reinforce their l< ical 
identities and to rcdi.scovei specific 
histories, languages and regional speci- 
Hcations. The movement has thus rattled 
the state of Gujarat as well as the Indian 
slate. The elite have now brought out their 
mo.st lethal weapon - religion. The business 
classes wanted religious unity bcl\ eon 
them and the adivasi communities whom 
they had earlier proselytised. They used 
the ideology of hinduiva to divide the 
struggling subalterns. The attacks on 
adivasi communities are an indication of 
this nexus between the. hindutva forces 
and the business classes.^ 

This is why the recent attacks have 
targeted the adivasi communities. Ibe 
business clas.ses and the Indian ^atc want 
to protect their own economic interests at 


tne cost ot UK depnvatioD ot the right to 
life of the adivasi communities. Hence, 
the big landlords and the business classes 
have u.sed the hindutva ideology and the 
bogey of ‘convention’ as a countervailing 
mechanism to keep the secular polity of 
our society divided and silent. In the guise 
of hindutva ideology they intend to 
suppress people’s challenges to the 
economic policie.s of the Indian state. 

A communal reaction to these attacks 
will help the gameplan of these vested 
interests. Therefore, what seems to be 
es.sential is the .solidarity and coiiesion 
among the secular and the pluralist masses, 
irrespective of caste, creed, religion and 
language against these new forms of state 
terrorism. Democratic forces from different 
sixrial and ethnic groups need to come 
togeiher for the common good of the 
.struggling adivasi communities in the 
Narmada basin. Attempt to communalisc 
(he adivasi communities and thus to weaken 
theit .struggle against the present capitali.st 
gniwth model can be combated if such a 
unity can be established on a minimum 
common programme. In (his buttle, cither 
the profit-making of business community 
wi II continue at the cost ol Narmada water 
or the life system of the adivasi 
communities will be protected by stopping 
any diversion ol water from this river. 

Notfis 

1 'Gujural (An Indian .Slate) Muum(ie<i m the 
Skirin of Cunimunal Attacks - A Report hom 
the Religious Cleansing loibonMnry of Knshlriya 
Swuyum Sewak Sangh (RSS)’, jointly 
coiiiimssiuncd by Nishant Nalya Mancli and 
Organisation of Women’.s Study during August 
23-30, IWK 

2 4,628 in 1942 to around (4),(881 al pre.srn( m 
Sm'jA<x\or»{Tht Hindu Survevoftiiivironment, 
1995, Chcunai. Ttie Hindu Rublicalion.s, p 97), 

3 I )ui ing ihe frequent drought yeais ihe available 
qii aniily of waier was 20M Al-for the population 
of 40 million The potential |>lt capita use of 
walei per dav comes to 450 gallons during a 
drought year This pci eoptla potential water 
use is about twice the per capita ii.se of water 
in Israel and more than the per capita use of 
water in India, China and the IjK However, 
because the present wulei use is iioi equilidilc. 
during a drought year people in large areas of 
the slate do not even get 25 gallons per (leisons 
per day fFishcr 1997 333-34! 

The reasoit is not siicecssive droughts, as 
pohlieians and the proponcnl.s of tlie Siudar 
Sarovar Project often claim, but iSic exces.sivc 
groundwater withdrawal through the mech¬ 
anised pumps by lariiatrs who swiiclied to 
wiiier-micnsive agriculture due to loans and 
credit provided by llte government (ibid 3.3.5). 

4 Among the rivers in Gujural, Sabarmaii has 
.several tributaries like Hathinati. Valrak, 
Meshwo, Mahi has Bhadar, Amis, Panain and 
Meshni, Tapi's tributanes are Puma, Mochchu, 
Hrahinani. Hirni, Kapila, Ojhat, the Kanul: 
.Surckh in .Saurashtra and Kulcb and Dhadhar 
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ami Kim in south Gujarat. But most of ^ra 
depend on the rain and fm the rest of the time 
they remain dry IBhatt I997:92J. 

5 In exposing the undemocratic nature of sUttist 
development, the Narmada movement is 
contributing to the democratisation process 
nationally and facilitating the creation of a 
network that transcends national boundaries. 
Yet, the creation of this countervailing power 
yield greater repression and manipulation of 
those involved inresistance [Fisher 1997:441 ] 

6 “TwoprayerhailsoftheChrislianswerealtacked 
in Doswada village in the tribal belt of eastern 
Surat district late on Thursday (January 21, 
1999) night. In a retaliatory move two holly 
pillars, worshipped by tribal Hindus were 
attacked in Dandakwan village". The Times of 
India. New Delhi, January 24, 1999 
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I lindus of Gujarat, the patels, also known 
as patidars, ol central Gujarat or Charotar 
ha veemigrated in large numbers. Charotar, 
the major part of central Gujarat, the area 
which lies between the Mahi river to the 
south-east and Vatrak river to the north¬ 
west, is the heartland of Gujarat. It was 
also formerly known a.s Khcda district and 
only recently divided into Kheda and 
Anand districts. There may not be a single 
village from about one thousand villages 
of Charotar from which at least one patcl 
family has not migrated. There are .some 
villages from which more than half of the 
patcl families have emigrated. These patels, 
a middle-ranking peasant community, are 
upwardly mobile and highly status-con¬ 
scious, With about 15 to 20 per cent of 
the ,4>pu]ation, the patels form a substantial 
minority who have been able to acquire 
economic, social, and political dominance 
in the region and the state since the early 
2()th century. During the Briti.sh regime 
in India the patels of Charotar were highly 
rc.spectcd for their industrious nature and 
sense of loyalty. 

T’he emigration of patels began in the 
late 19th and the early 20th century, first 


to east Africa and then to tiie rest of the 
world. In east Africa, initiaBy most of 
them took up jobs in railways and other 
civil services. There were so many patel 
employees in the east African railways, 
that it was also known as patel railways. 
Some of the patels, however, also startc:! 
doing business there. 

There is an element of truth in the 
argument made by some scholars like 
David Pocock that factors like famine and 
plague forced some members of this 
agricultural community to go to the east 
Africa in search of a livelihood. However, 
the role played by other social factors in 
pushing them out of their homeland cannot 
be ignored. In this connection some 
important social customs of this proud and 
upwardly mobile community need to be 
mentioned. One is the custom of inher¬ 
itance. By this custom the property, mainly 
agricultural land, of a patel is equally 
divided among all his sons. As a result, 
the land, which was quite fertile, was 
increasingly divided fn>m one generation 
to anothergcnci ation to suchanextentthat 
at a particular point of time it became 
uneconomical for reasonable sustenance 
of many families. This naturally forced 
some such families to look for other 
alternative economic activitie.s either 
within the country or outside. In addition, 
other .social cu$tom.s related to marriage, 
namelycaste-endogarny, village-exogamy, 
hypergamy. and dowry also gave an 
impetus to emigration. Casle-endogamy 
implied marriage within the caste. Village- 
exogamy implied marriage outside the 
village. Hypergamy means a girl of a 
patel lamily must marry either into an 
equal status family or preferably a 
higher status family. In other words, a boy 
can marry a girl of the lower status patel 
family, but marriage of a girl with a lower 
status patel family is forbidden by 
custom. 

Further, all patel families living within 
a village and all villages of the area are 
not socially equal. Therefore, most of the 
villages of the region arc organised into 
marriage circles or 'gols' like: six villages 
(‘chha gaam’). five villages (‘paanch 
gaam'), 27 villages (‘satiavis gaam’), 22 
villages (‘bavis gaam’) and so forth. All 
these marriage circles are hierarchically 
organised in terms of their social status which 
largely depends on the size of the village, 
fertility of the land, and relative wealth of 
the village. For example, the six villages 
(chha gaam; Bhadran, Dharmaj, Karamsad. 
Nadiad, Sojitra and Vaso) are commonly 
accepted as big villages (’mota gaam’). 
They are not only large in size but also 
relatively wealthy and urbanised and. 


pp 19.37-6.*). 

Patels of Central Gujarat 
in Greater London 

Parvin J Patel 
Mario Rutten 


Two contradictory forces - a spirit of cnterprhe and a tradition- 
bound status-consciousness - ted the patels of central Gujarat first to 
Africa and then to the UK. Today they are .lucces.fut shopkeepers, 
husines.smen and profes.sionals in the UK. But they also worry about 
keeping their language, culture and links to India alive. 
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therefore, commonly accepted as higlwst 
status villages. The patels of these villages 
are relatively more educated and sophi¬ 
sticated. Marriages generally are allowed 
within the circle. However, due to hyper- 
gamy a boy of six villages can marry a girl 
^tn any village but a girl of six villages 
must marry within the six villages. This 
also means that a girl of lower status 
village circle can many a boy of a higher 
status marriage circle, which implies 
upward social mobility of the girl’s family, 
but not the downward social mobility of 
the boy’s family. This custom generated 
a competition in this highly status¬ 
conscious community to get their daughters 
married into the higher status families/ 
village circles and encouraged a related 
custom of dowry. 

The dowry, which was originally a 
custom to give the share of a patel’s 
property indirectly to his daughter (since 
by the custom of inheritance only sons 
inherited their father’s property), over a 
period got vulgari.sed due to the customs 
of hypergamy and consequent status- 
seeking competition among the parents of 
girls. However, an unintended con- 
.sequence of dowry was that it encouraged 
the members of this proud community to 
earn more money and save as much as 
possible to display their status at the time 
of a daughter’s or sister’s marriage by 
spending lavishly not only in the form of 
dowry but also in other forms of con¬ 
spicuous consumption such as marriage 
feasts and related fanfare accompanied by 
elaborate decoration and music. 

However, due to famines and increasing 
division of land, agriculture, which was 
the main source of livelihood, had become 
unproductive and economically unviabie 
for the sustenance of many families by the 
late 19th and the early 20th century. 
Therefore, some of them decided to migrate 
in search of greener pa.siures so that they 
can earn enough to sec that theirdaughters 
and sisters marry with well-bom boys. 
Coincidentally, around the same time 
plenty of economic opportunities were 
available in east Africa. As a result, many 
patels started going to east Africa. But, 
when these east African countries became 
independent and initiated the process of 
Africanisation they were again forced to 
leave these countries. Most of them cho.se 
to settle downin the UK though the climate 
was not suitable to them. Social cu.stoms 
forced them to search for belter economic 
opportunities, which they did not see in 
their homeland. Therefore, today we find 
sizeable numberof patels in the UK. Thus, 
the .social customs playedamore important 
role than the economic factors in pu.shing 


them out of their coundy which explain 
their social life in the UK today. 

Most of the patels. settled in the UK 
in the 1960$ and the 1970s, are twice- 
migrants. First they went to theea.st African 
countries and then they migrated to the 
UK. They came in the UK in two major 
waves: (i) in the mid-1960s ftom Kenya, 
and (ii) in the early 1970s from Uganda. 
There is a slight difference between those 
who came to the U K from Kenya and those 
whocame from Uganda. One of the reasons 
for this difference seems to be in the pattern 
of migration. It appears that due to higher 
education, greater urbanisation, and grater 
exposure to the outside world the patels 
of the big villages started emigrating earlier 
from the highest .status six villages. For 
example, in the village directory of 
Karamsad. one of the six villages, it is 
stated that the first pate! to arrive in east 
Africa was Maganbhai Patel of Karamsad. 
He reached Kenya in 1896 facing many 
odds. He also encouraged and helped many 
of his kinsmen loemigrate and settle down 
in Kenya. Feai of losing status by their 
inability to marry theirdaughters and sisters 
i n the equal status or higher status fami lies 
within their own marriage circle of six 
villages may also have compelled them to 
look for better opportunities earlier. 

Most of the patels who emigrated early 
went from these six villages and settled 
down comfortably in Kenya, since 
Mombassa was the first poit to land. Later 
they started encouraging their relatives 
who were interested in migrating to join 
them. Now, due to hypergamy some of 
their relatives, particularly the in-laws 
(marriage/afflnal relatives), were also from 
other marriage circles. Therefore, slowly 
patels from small villages also started 
emigrating. Later as they found oppor¬ 
tunities in Uganda gradually they started 
moving to Uganda also. Thus, it seems, 
the majority of patels who settled down 
in Kenya were from big villages and among 
those who settled down in Uganda the 
proportion of the patels from relatively 
smaller villages is higher. This rcflecis a 
relatively invisible but nevertheless signi¬ 
ficant status difference within the ca.ste, 
as the patels of big villages are of higher 
status than those of small villages. 
Therefore, most of those who came from 
Kenya to the UK were relatively better- 
off and higher status patels than many of 
those who came from Uganda. Moreover, 
the patels of big villages who had migra¬ 
ted earlier to Kenya also had a stronger 
tradition of retaining linkages back home 
than those who came later and settled in 
Uganda due to various socio-historical 
reasons. This different tradition of 


maintaining linkages back home in India 
seems to be reflected in these two groups 
even in the UK. 

Another reason for the difference 
between those who came from Kenya and 
those who came from Uganda to the UK 
is in the manner in which they came. Those 
patels who came from Kenya could plan 
their migration as they could anticipate 
well in time the consequences of 
Africanisation. llicrcfore, they could also 
transfer their wealth to the UK relatively 
easily. On the other hand, most of those 
who came from Uganda were expelled 
and. therefore, came as political refugees. 
What was. however, more shocking to 
many of them than the sudden and 
unexpected expulsion from Uganda hy Idi 
Amin was the lukewarm response to them 
by the Indian government. In those days 
the Indian government did not realise the 
importance of the so-called non-resident 
Indians (NRIs). Therefore, many of tho.se 
who have settled down in the UK, after 
being expelled from Uganda, ironically 
interpret the term ‘NRl’. much trumpeted 
by the Indian government of late, as ’non- 
required Indians', and their bitterness is 
also reflected in their lack of enthusia.sm 
in maintaining linkages back home in the 
form of investments in India. 

Ho wp ver. whether they have come from 
Kenya or Uganda, the patels have carved 
out their niche in the UK. They are 
respected for their hard work, honesty, 
loyalty, enterprising nature, and business 
acumen. They are also often envied for 
their extraordinary success in trade and 
other economic activities in a very short 
time, where they had to compete and 
survive not only with the white community 
but also with the other business com¬ 
munities of India such as vanias, lohanas, 
ismailis, and Sikhs, among others. 

According to a study by Michael Lyon 
and Bcrnicc West, about 90 per cent of 
the businessmen belonging to the patel 
community of London are involved in 
independent retail business, such as comer 
shops. Nearly 70 per cent of patel firms 
in London sell newspapers, confectionary 
and tobacco. About 20 per cent of patel 
shops sell drinks, grocery, etc. About 10 
per cent patel businessmen arc profes¬ 
sionals like pharmacists. accounlant.s, 
opticians, dentists, etc. The patel shops are 
spread all over London. Nearly 50 per cent 
of the patel firms in London are located 
at their place of residence, having the shop 
on the ground floor and the family living 
above it. 

It is observed that in many cases both 
husband and wife run the shop in rotation. 
.Some of them are not very fluent inEnglish 
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language though their clients are moittiy 
whites, blacks, and non-Gujaratis. 
However, they manage to communicate 
with their customers pleasantly with 
limited command over English language. 
When their children grow up they also 
start helping their parents, particularly 
the sons. 

It seems that most of the first generation 
patel migrants, who could not get respect¬ 
able jobs, for one reason or the other, 
turned to business like comer shops selling 
confectionary, tobacco, newspapers, 
grocery, etc, sometimes also a sub-post- 
office. However, the children of the Erst 
generation migrants who are bom and/or 
brought up in the UK have started entering 
professional businesses. 

One of the secrets of the success of patel 
shops was their willingness and ability to 
work hard from dawn to dusk. Their 
pleasant and cheerful manners added a 
personal touch to the business. Now, 
however, since the 80s the comer shops 
and post-offices have started losing 
business very fast. Tlie comer shops are 
losing business due to the so-callcd super 
market revolution. Not only have the super 
markets come up in large numbers but they 
also remain open for longer hours. Besides, 
since they buy their goods in bulk, they 
can sell them at cheaper prices as compared 
to small shops. In addition, the advantage 
of the super markets is that they sell all 
necessary items required by an average 
customer at a single place. For all these 
reasons the super markets have gradually 
pushed the small shops i n the background. 
As a result, many owners of thc.se small 
shops have to work very hard to survive. 
The post-offices are also losing business 
because now they do not have monopoly 
over selling stamps, nor do they retain 
monopoly over disbursing the social 
security money. Moreover, the revolution 
in modem media of mass communication 
has marginalised the utility of post-offices. 
For all these changes the small shops of 
patels are not as economically viable as 
they were in the 60s and the early 70s. Yet, 
they have some advantage in ethnic 
business like saari shops or Indian spice 
shops which are likely to survive for quite 
.some time due to personalised customer- 
oriented relations and also due to the 
Indians’ desire to retain their ethnic 
identity. But in this business also they 
have to face competition from other Indian 
communities. 

The patels, however, are known for their 
independent entrepreneurship, powerful 
family loyalties, pragmatic nature, 
achievement-orientation, and strong 
instinct of survival against any adverse 


situation. This gives them rest lienee against 
the changing circumstances. Not sur¬ 
prisingly, therefore, some of them, who 
think that there are better opportunities in 
the US, have started moving from the UK. 
However, due to better social security in 
the UK, as compared to the US, this kind 
of movement is very limited. 

The most remarkable peculiarity of the 
patel community, however, is that though 
they are ever willing to adapt to the 
constantly changing external economic 
environment, they maintain strong internal 
integration with reference to their social 
life. Therefore, they have retained their 
identity by organising themsel ves in terms 
of their ancestral villages of origin and 
marriage circles. They have formed the 
associations ba.sed on their villages like 
Bhadran Bandhu Samaj, Karamsad 
Bhandu Samaj, etc. And some of them 
have also formed associations based on 
theirmarriagccircles ('gols' )such as Shree 
Sattavis Gam Patidar Samaj. The village 
life in India had a profound effect on the 
first generation migrants. Their formative 
years were spent in their villages, where 
they studied. Moreover, they grew up at 
a time when the national independence 
movement awakened the pride of ancient 
Indian culture and its heritage. Therefore, 
the social identity of the patels is deeply 
embedded in village life which was highly 
intimate, co-operative, intense, and 
amicable. The religious and cultural bonds 
further cemented those tics with village 
people which they remember with 
nostalgia. Therefore, for the first generation 
migrants the ties with their relatives, 
villages, and country have romantic value 
and hence are quite powerful They con¬ 
sider themselves British citizens and yet 
they think they are the self-appointed 
ambasisadors of India to the UK. 

However, the same is not true with their 
children and grandchildren. They identify 
themselves relatively more with the British 
society and western culture. As a result, 
the biggest anxiety of the patels in the UK 
is how to reclaim the second and third 
generation. They encourage them to learn 
the Gujarati language. This problem, of 
course, is not only of patel community. 
The entire Gujarati community of the UK 
is no w becoming con.sciuus about teaching 
their children Gujarati. The children are 
mostly able to understand functional 
Gujarati. But they find it difficult to speak, 
read, and write the Gujarati language. 
Therefore, now the community has .started 
mak ing organi sed efforts to teach Gujarati. 
There are about 500 clas.ses teaching 
Gujarati language allovcrthe UK, teaching 
it two hours a week on Saturdays and 


Sundays, About 1,000 to 1,S00 students 
appear in Gujarati language examinations 
each year. Secondly, to retain Indian cuthne 
and their religion the parents are also 
anxious to orient their children to the 
religion. They participate with family in 
all important religious activities. 

However, the most important probie}i, 
of the patel community in the UK is the 
marriage of their children. Village-based 
associations and organisations of village- 
circles are very important to them. Many 
of them bring out directories giving details 
of all family members which are mostly 
used to arrange marriages. These associa¬ 
tions also organise marriage-melas, in 
which young boys and girls publicly 
introduce themselves and try to find 
suitable life-partners. This kind of anange- 
ment, ho we ver, is too formal and awkward 
for the younger generation. Therefore, 
dinner-and-dance parties are becoming 
more popular. However, parents become 
anxious about such parties thinking that 
the children will take undue liberties. But, 
on the other hand parents arc worried 
about becoming too conservati ve and strict 
with their children. Instances of inter 
religious, inter-racial marriages are in¬ 
creasing. The problem, however, seems to 
be rooted in their concept of traditional 
Indian culture and Indian family life. They 
want their children to be loyal, obedient, 
and caring for their parents. The elders 
want to he respected and looked after by 
theirchildren in theirold age and, therefore, 
they want to inculcate traditional family 
values .such as being loyal to one’s parents 
and siblings, helping their relatives back 
home, loyalty to the village in general, and 
patel community in particular. Keeping 
these goals in mind the village associations 
aiid marriage circle associations organise 
several functions celebrating Navratri. 
Di wall and other important festivals. They 
also have dinner-and-dance parties, where 
they eat, drink, and dance to the tunes of 
Hindi songs. In some cases they have 
youth committees in which youngsters are 
involved and encouraged to organise and 
participate in various activities. 

Thus, on the threshold of the 21 st century 
the patel community of the UK seems to 
be at the cross-roads in every sphere of 
life. On one hand, it is becoming trans¬ 
national and extending its links in different 
countries of the world from India to the 
US. On the other hand, it is struggling 
to maintain its traditional culture by 
reclaiming the younger generation. It is 
difficult to predict the outcome. But 
considering at its enterprising nature and 
resi lienee, the community is likely to throwr- 
up innovative adaptation strategies. 
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PERSPECTIVES 


A Dissent on Tire’ 

^MNaint 

Once the film 'Fire' was attacked, it became a liberal cause and 
defending artistic freedom and countering the hindutva forces claimed 
all the energies of progressive commentators. Most of the defenders 
of the film followed the lead of the protesters and pitted their own 
version of Hindu culture against that of their adversaries. Hardly any 
considered the issue as a human condition. It is now time to present 
a dissent on the film itself. 


THE video copies of Deepa Mehta’s ‘Fire’ 
available for rental in video stores in the 
US since January prominently announce 
on the back; ‘Banned in India’. The fact 
is it was never banned. Except for Delhi 
and Mumbai, where its screenings stopped 
after two violent demonstrations, ‘Fire’ 
continued to be shown in several major 
towns in India, including Lucknow, the 
^capital of Uttar Pradesh where the 
Bharatiya Janata Party has ruled since 
December 1997.1 saw it there in a packed 
hall two weeks after the trouble in Delhi 
on December 4, 1998. In fact, it ran in 
Lucknow for many more weeks, four shows 
daily, with an average of 80 per cent 
attendance much of the time. But tlie 
American distributor knows what will sell 
the film locally, and so does his Indian 
counterpart. According to the The Times 
of India of February 24, 1999, the Indian 
distributor, J Sughand, carried out the 
changes ‘suggested by Mr Thackeray’, 
and the film was to be screened again 
‘fromFriday onward’. (Unfortunately, the 
report did not indicate what changes were 
‘suggested’ by the Shiv Sena leader.) 
Another report in India Abroad (March 
19) indicates that the Censor Board, after 
reviewing the film, again did not ask for 
any cuts. Nothwithstanding all this, 1 have 
no doubt that the film’s videotapes will 
soon be available for purchase at a dis¬ 
count here in the US, still proclaiming: 
‘Banned in India’. 

Mehta’s film was much written about 
in December and January, mainly with 
reference to the two protests against it in 
Delhi and Mumbai by people who de¬ 
scribed themselves as defenders of Hindu/ 
Indian religion and morality, and who 
condemned the film for showing two Hindu 
women become lesbian lovers. 'The press 
identified the protesters, mostly women, 
mainly as membe.rs of Shiv Sena, a right- 
wing group politically allied with the ruling 
Bharatiya Janata Party but also engaged 
-atthetiimoftheprotests-inatussle with 
it for power and bounty in Mupibai and 


Delhi. (Bajrang Dal, a sister organisation 
to BJP and the other group mentioned in 
the news in connection with the protests, 
likewise felt itself being marginalised by 
prime minister Atal Behari Vajpayee and 
his particular supporters within the Hindu 
nationali.st political family generally re¬ 
ferred to as the Sangh parivar.) Before 
the protests, there had been the usual re¬ 
views and notices, all, to my knowledge, 
laudatory. They particularly praised the 
film for presenting female homoerotic 
feelings on the Indian screen for the first 
time. None found anything wrong even in 
the manner tho.se feelings had been pack¬ 
aged. Than the two protests three weeks 
later turned the film into a liberal cause. 
The dual projects of defending artistic 
freedom and countering the self-appointed 
protectors of Hindu family values and 
cultureclaimed all the energies of progres¬ 
sive commentators and activists in India 
and the diasporic Indian media in the US. 

Now that some time has passed and the 
film is back on Indian screen -that is what 
counted then and also counts now - a 
dissent on the film itself, 1 hope, might 
not be unwelcome. My comments below 
are arranged under three headings; (I) the 
audience of the film and its reactions to it 
during the viewing I attended at Lucknow; 
(2) the film, and its alleged main concern, 
lesbianism; and (3) the protc.sts against the 
film, and the reactions to the protests. 

The Audience 

As will become clear in my subsequent 
comments on the film itself, it is important 
to bring quite explicitly into any discus¬ 
sion of ‘Fire’ the Indian audiences of the 
film and their actual or possible reactions 
toit.Isaw ‘Fire’ inDecemberinLucknow. 
It was in its sixth week of release in a large 
movie house in the best part of the city, 
with four daily shows. I went to the first 
show, at 1 pm. The cheapest ticket cost 
Rs 15, the most expensive Rs 40. Never¬ 
theless. all sections of the hall were almost 
entirely full. 


1 sat in the balcony, the ‘best’ seats. 
There were quite a few women there, all 
seemingly accompanied by men. A few 
couples as tlicy came in were loaded with 
bags and bundles of purchases. One couple 
in their thirties came in carrying suitcases, 
as if they had broken their journey just to 
see the film. No woman was dressed in 
jeans, though many men were. I could not 
be sure if there were as many women 
downstairs too. From where I sat 1 could 
see only the cheapest, front section below, 
and that seemed to be an all male crowd. 

Once the movie started it soon became 
clear that there were many in the audience, 
particularly on the main floor, who had 
comeasecondtime. Ascommonly happens 
in India, or at least in north Indian movie 
hou.ses, the audience frequently antici¬ 
pated the narrative by making loud com¬ 
ments and by noisily jeering or cheering 
some still unfolding scene. (These loud 
vocal responses were by no means res¬ 
tricted to the ‘lower’, i e, cheaper, .sections.) 
As I jotted down soon after, the jeers were 
mainly aimed at the pastoral memory bits 
and two ‘unmanly’ hu.sbands who could 
not ‘control’ and ‘.satisfy’ their respective 
wives - mure particularly at the older 
brother when he discovered the two women 
in bed but did not physically assault them, 
as the audience noisily urged him to do, 
or when he visited his swami mentor and 
massaged his leg. at which time some in 
the audience Imidly expres.sed their desire to 
do unmentionable things to both men. The 
cheers, equally loud, came forthc servant’s 
masturbation scenes and the a.ssault by the 
younger brother on his wife, and also 
when the two women separately denied 
intimacy to their respective husbands. 

Clearly a great many men in the audi¬ 
ence found much sexual excitement and 
voycuri.stic plea.sure in the film, which they 
expre.ssed with exuberance. At the same 
time, I heard no comment, either during 
the screening or while coming out of the 
theatre, that could be called a denuncia¬ 
tion of the film itself. It was clear that a 
good time was had by all, that everyone’s 
expectations had been well met. 

No doubt one should not draw too many 
inferences from what happened at one 
screening, but an awareness of what tran¬ 
spired at that (Kcasion would help the 
reader understand iny respon.sc to the film. 
Secondly, it is also important to put on 
record iny impressions of that one audi¬ 
ence bccau.se .several defenders of the film 
made a point to report that, at Delhi 
showings, no catcalls and voyeuristic 
giggles, ‘even fn>m the frontbenchers’, 
were to be heard. Obviously, the matter 
of audience rcspon.se is of some signifi- 
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cance. To my mind, it directly relates to a 
number of critical issues. How can one be 
explicit in representing sexuality without 
the representation being seen as porno¬ 
graphy? What is the social context in India 
of a film that tries to do that for lesbian¬ 
ism? Equally importantly, for my particu- 
larpuiposehere. whatisthe 'filmic' context 
of such a film there? How will such a film 
be 'read' by an audience accustomed by 
years of Bollywood Hindi films to having 
its expectations met in certain ways? 

The Film 

1 must begin by slating that the film 
grabbed my interest from the beginning 
and held it all the way through, primarily 
due to the superb performances of Shabana 
Azmi and Kulbhushan Kharbanda. Azmi, 
with her amazingly expressive eyes, again 
uses silences to delineate more subtleties 
of feelings than any dialogue ever can - 
I kept thinking of her role in ‘Ankur’ 
Kharbanda, whose task is the more dif¬ 
ficult because he must work against the 
sympathies of the audience, is equally 
riveting as he communicates through 
speech and body language a tragically 
faulted but complex personality. The 
younger actors in the ensemble also hold 
their own in such demanding company. 
Deepa Mehta, the director, must be con¬ 
gratulated for getting these performances. 

The film’s story deals with a middle 
class Hindu family in Delhi, living per¬ 
haps in Karol Bagh or Lajpat Nagar. The 
family consisLsoftwobrothers.their mother, 
their wives, and one male servant. The 
brothers own a fast IikkI place, above which 
they live. The younger brother also runs a 
video rental business on the side. In other 
words, the folks have both properly and 
money, but they are not the ‘modem’ kind 
who would have moved to a fancier hous¬ 
ing colony. Their Iive.s revolve around the 
business - though the men do have outside 
interests, the wives work in the food store, 
as does the scrvant/cook, and do not venture 
away from home on their own. 

All is not well, however. The older 
brother, Ashok (Kharbanda), has been 
married to Radha (Azmi) for several years, 
but they do not have a child because Radha 
has ‘no eggs in her ovary’. As a result, 
Ashok has submerged himself entirely in 
a kind of personal-devotional religion. He 
is being ‘good’ in his own way - he has 
not sent Radha back to her parents, nor 
has he taken another wife, but the couple 
no longer have sex. The brothers’ mother 
lives with them, but she is an invalid - 
though alert to the world around her, she 
can neither move nor talk. The servant, 
who lives with the family and who is not 
allowed any time away from it, is often 
asked to take care of the motiicr by him¬ 
self, at which times he w ^lc!ics pomo~ 


graphic videos-the younger brotherkeeps 
them in his collection to rem to school 
boys-andeven masturbates inthe mother’s 
full view. As the film opens, the younger 
brother, Jatin (Jaaved Jaffrey), who is 
infatuated with a Chinese-Indian girl, has 
just married Sita (Nandita Das) - she is 
named Neeta only in the Hindi version - 
but he utterly neglects his lovely wife on 
theirhoneymoonin Agra.Theirmarriage is 
consummated - it is more like rape - only 
later in Delhi. Thus, what appears as a ‘res¬ 
pectable’ and ‘normal’ middleclass family 
is in fact seething with sexual frustration. 

The focus on Sita continues in the second 
sequence, when the honeymooners return 
to the family home in Delhi. After the men 
leave, Sita goes into her and Jatin’s bed¬ 
room. There she puts on Jatin’s jeans and 
dances wildly to western music until Radha 
knockson the door and gently rebukes her. 
I'hus by the end of this sequence we have 
rather forcibly been told that Sita speaks 
English, can wear jeans and dance to rock 
music, and knows about sex though still 
a virgin. 

Here it may be important to remember 
that Mehta, a resident of Canada, origi¬ 
nally made the film in English, and only 
subsequently dubbed it into Hindi. There 
is a certain problem inherent in such a 
process. When the language of a film set 
in India in English, watching the various 
characters interact solely in English re¬ 
quires from the audience, a suspension of 
certain expectations of ‘ realism’. In which 
case, the odd Hindi word or phrase thrown 
into the English acts only to create a 
semblance of linguistic realism, without 
any reference to social categories. In other 
words, the Hindi mixing with English 
enhances realism in terms of the Indianness 
of its characters, and not in terms of their 
class origins, education, or cultural orien¬ 
tation and values. On the other hand, given 
the status and prevalence of Engli.sh in 
India, a radically different effect is pro¬ 
duced when English words, phrases, or 
short sentences are thrown in with realistic 
Hindi dialogue. Now the English tidbits 
indicate status, ‘modernity’ and ‘we.stem- 
ness’ - another well known convention in 
Hindi films. Consequently, the case with 
which Sita u.scs English only adds to her 
being perceived by an Indian audience as 
a ‘modem’ girl. 

Phis impression is enhanced by what 
happens in the most explicitly sexual scene 
in the film, the very first physical contact 
between the two women. Radha comes to 
a distraught Sita, and tries to be consoling 
by assuring Sita that things would soon 
work out between her and Jatin. Sita replies, 
‘No, it’s not that’. Then she leans forward 
and kisses Radha full on the lips. What are 
we to conclude? Evidently Sita has already 
been attracted to Radha. She understands 


herownhomoerotic feelingsand is not sur¬ 
prised by them. In other words, she knows 
about lesbian love. That, in the EngU^ 
version of the film, would imply to its 
audience in the west that she was married 
against her wishes, in fact against her 
sexual orientation, while to the audience, 
of the Hindi version she would only appeal 
more negatively ‘modem’ - she iuiows 
about ‘these things’ too. These twin images 
of her are furth^ confirmed when she 
alone repeatedly initiates physical con¬ 
tact, eventually bringing about the final 
crisis. In another scene, Shaputson western 
male clothing to dance with Radha, which 
not only affirms this perspective but also 
underscores her ‘manly ’ role in the relation¬ 
ship as perceived by the writer-director. 

'Thus in terms of the established maikers 
in Hindi cinema, Sita is no innocent soul; 
she, in fact, is a ‘nuxlcm’ or ‘westernised’ 
girl, who, according to the convention, 
can be at best a misguided person and at 
worst an evil vamp. Further, in terms of 
the rules of expectations in popular Hindi 
films, she comes into a ‘decent’ family 
and, true to her screen image, destroys its 
precariously held balance once her own 
sexuality is denied by her husband. 

To my mind, therefore, (he Hindi film 
‘Fire’ - the Hindi version retains the 
English title - projects two, and only two, 
conclusions a^ut lesbianism: 

One, female homocroticism is ‘caused’ 
by a denial of women’s natural hetero¬ 
sexual desires, i e, a sexually denied hetero¬ 
sexual female becomes a lesbian. That 
was also the curious message in the Urdu 
story, ‘The (Juilt’, by Lsmat Chughtai,'which 
has been much translated and uncritically 
anthologised as perhaps the first modem 
Indian story on this subject, and which 
was quite ignorantly mentioned by at least 
one mcwsmagazinc writer as the film's 
smtee (Outlook, December 14,1998). Two, 
lesbian love is a ‘western’ thing - girls 
who speak English, wear jeans and dance 
to rock music are more likely to be so 
inclined than a girl who is ‘truly Indian’. 

In other words, on the issue of causality, 
the film simply reinforces the general belief 
that homosexuality is not natural, that it 
has social, not biological, cau.ses, and that 
given proper education and environment, 
it can be ‘cured’ by any worthy member 
of the opposite sex. The latter was exactly 
the sentiment expressed by several mem¬ 
bers of the audience in Lucknow when the 
two wives refused to have sex with their 
husbands; the hecklers denounced the 
husbands as ‘weaklings’, and loudly pro¬ 
claimed their own sexual prowess and 
physical endowment. This, of course, is 
one of the favourite themes in porno¬ 
graphic writings in Hindi, where often a' 
‘well-endowed’ heterosexual hero ‘cures' 
coeds and neighbourhood girls of this 


956 


Economic and Political Weekly April 17-24, 1999 



‘unnahm]’ habit. It has a long history too. 
In Urdu, Sa’adat Yar Khan Rangin had 
his hero do the same in a late 18th centuiy 
poem. 

My second problem with this Him is in 
regard to its reinforcement of some of the 
^cvailing and not so pleasant concepts of 
‘manliness’ and ‘Indianness’. 

Jatin neglects his dusky Indian wife 
because he is infatuated with a fair-skinned 
Chinese girl, who has no desire to marry 
him - she hates joint families, and she 
wants to work in Hong Kong films. She 
also has a brother who hates India. In a 
scene in a Chinese restaurant, the brother 
makes several denigrating statements about 
India and Indians. Jatin listens silently and 
does nothing. To an Indian audience, he 
thus proves himself once again to be ‘im¬ 
potent’ or ‘unmanly’. (His refusal/inabi- 
iity to make love to Sita on their honey¬ 
moon: the eventual, quite embarrassing 
consummation of their marriage; his fail¬ 
ure to control the Chinese girl - these are 
the other .several ‘unmanly’ things that 
Jatin does.) The ‘we.stemised’ Chinese 
girl, who practices ‘free love’, thus bc- 
1 comes a .second negative female in the 
film, reinforcing all the existing preju¬ 
dices. One fails to understand why Dccpa 
Mehta chose to introduce thc.se Chine.se- 
Indians in her film. Was she unable to 
conceive of a ‘regular* Indian girl having 
an affair with another Indian? Bear in 
mind that strong anti-Chinese sentiments 
have existed in India since 1962. when 
Indian army lo.st to the Chinc.se in the 
Himalayas and much hann was done to the 
local Chinese in Calcutta and elsewhere. 

And what is one to make of the servant? 
His life is very lonely and very hard. He 
works in the shop and in the house, just 
like the two wives. And like them, he too 
does not get any chance to get out into 
the larger world. In fact, he is more hou.se- 
bound than the wives; he must take care 
of the invalid mother when they go on 
shopping t rips and such. So he passes time 
watching sexy videos and masturbating in 
Maji’s presence. Is he just another despi¬ 
cable male, or is he an exploited human 
being? Oris there a parallel .suggested here 
between him and the two women: they are 
all exploited and rendered sexually frus¬ 
trated by the two brothers. 

Perhaps the idea is to suggest a 
(frofounder parallelism, that between class- 
based and gender-based oppressioas, and 
the sadly frequent inability of the victims 
of the one to stand in solidarity with the 
victims of the other. Perhaps. Such easy 
profundity is also attempted at (1) by 
bringingin several disparatecultural ‘texts’ 
in the form of ‘Ram lila’, ‘kaiha’ and 
‘qawwali’, which are supposed to be 
metaphoric adjuncts to the film's main 
narrative in an attempt to raise it beyond 


the story of two contemporary women; (2) 
by naming the two wives Sita and Radha, 
and by Urging the elder brother's religi¬ 
osity with his denial of Radha’s .sexual 
feelings - he starts on his devotional path 
when he leanus that Radha cannot bear him 
a child; (3) by naming the film ‘Fire’ and 
making repeated references to the ordcal- 
by-fire that the Sita of Ramayana had to 
undergo due to the societal concerns of 
her divine hu.sband, Rama; and (4) by 
situating the union of the two women at 
the end of the film at a brightly lit but empty 
shrine of the great 13th-14th century sufi 
saint, Harrat Ni/amuddin Auliya. 

The last, I must confess, refused to reveal 
its purpose to me until I read Shohini 
Ghosh’s ‘From the Frying Pan to the Fire’ 
i n Communal ism Combat of January 1999. 
Ghosh teaches video and television pro¬ 
duction at the distinguished Mass Com¬ 
munications Rc.search Centre, Jamia Millia 
Islamia, New Delhi, and her article origi¬ 
nally appeared in iheJounutl of the Indian 
Institute of Advanced Studies, Simla. 
According to her: “Radha and Sita arc 
reunited at the shrine of Hazrat Nizamuddin 
famed forhisintenseand homoerotic bond 
with the legendary poet Amir Khusro. Tlie 
film ends with the women in embrace 
within this symbolic space.” (And here 1 
had thought that the Chishti saint was 
actually famous for his piety, and that 
people, Muslim and non-Muslim alike, 
went to his shrine in the hope that he 
would work a miracle for them.) 

This la.st ‘profundity’, however, is the 
more egregious; it not only terribly dis¬ 
torts Sufism, it sets up a totally false and 
possibly dangerous dichotomy between 
Hinduism and Sufism/Islam. The former 
becomes all cold, unfeeling and hypocriti¬ 
cal; the latter all warm and caring. Per¬ 
haps. as another Shohini Ghosh might 
declare, Deepa Mehta meant the initial 
visit to the Muslim sufl shrine and the final 
meeting in it to be a secular ‘intervention’, 
an anti-communal gc.sturc. In that ca.se. 
I’m afraid. Mehta seems to have ended up 
merely communalising her own otherwise 
valid critique of Indian ma.sculinilv - and 
for nothing. As everyone knows, Islamic 
patriarchy is no less oppressive of women 
than the Hindu version. Mehta’s need to 
find an allemativc ‘symbolic spat z' for 
the two lovers could have been more 
properly served if she had looked into 
some of the ‘bhakti’ and other devotional 
traditions available within the umbrella of 
Hinduism. 


The Protists 

When the film was presented to the 
Censor Board of India, they made only one 
suggestion: change the name of the younger 
woman in the Hindi version, from .Sita to 
Neeta. That the English version, however. 


was allowed to be shown in India without 
any alteration is clear from the review by 
Nikhat Kazmi which appeared in the The 
Times of India of November 15, 1998, in 
which she repeatedly referred to thecharac- 
tcr played by Nandita Das as ‘Sita’. 'The 
two attacks by the Shiv Sena men and 
women occurred on December 4, three 
weeks later. The screenings in Delhi and 
Mumbai immediately stopped, but contin¬ 
ued elsewhere - even when the film was 
.sent back to the Censor Board for a second 
look. The movie, no doubt, was released 
in a limited manner, as is the case with 
off-beat movies in India, but more exten¬ 
sively than had been the ca.se, say, with 
the movies of the New Indian Cinema 
earlier. It was simultaneously released in 
many major cities all over India and was 
screened four times each day of week - 
those earlier ‘new’ movies were mostly 
shown once a day, in special morning 
screenings, and haidly ever in several cities 
at the same time. 

The charge against the film came down 
to two counts: (1) its alleged promotion 
of lesbian love, and (2) its alleged attack 
on Hindu faith by naming the two women 
Sita and Radha. Bal Thackeray, the Shiv 
Sena supremo, while denying that he 
instigated the dcmonstratiun.s. thundered: 
‘Lesbianism is not Indian’. Hethena.sked: 
why tvere the women named Radha and 
Sita, and not Saira and Shabana? (The 
reference being to Shabana Azmi and to 
Saira Bano, the actress wifeof Dilip Kumar 
(Yusuf Khan) - Kumar had demanded 
judicial action against the violent protest¬ 
ers - both belonging to the Muslim com¬ 
munity.) To my bc.st understanding, the 
Shiv Sena-lcd attacks in Mumbai and in 
Delhi, where they were supported by 
Bajrang Dal, were primarily political 
moves - a way to flex their mu.scles - 
aimed against the BJP. with which both 
were having problems at the time. It was 
their way to appear ‘holier’ than the BJP 
and be openly threatening at the same time. 

Mo.st of the defenders of the film, 
however, followed the lead set by the 
prote.stcrs and pitted their own version of 
Hindu culture against Shiv Sena’s and 
Bajrang Dal’s. According to the defend¬ 
ers, lesbian love was as ‘Indian’ as Kama 
Sutra. Khajuraho, and Sanskrit court 
poetry. Hardly any considered the issue 
in terms of the human condition, that 
homosexuals, male and female, could be 
as helpless and normal in their desire and 
orientation as any .so-called ‘normal’ 
heterosexual. Perhaps that is why at least 
one lesbian activist group in Delhi called 
‘Ekungi’ is reported to have stayed away 
from taking a public position on the Elm. 

[I wish to thank Koinala Viswesanm and Sheldon 
Pollock for their helpful comments.] 
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REVIEWS 


Tnbals and Dryland Development 

M V Nadkarni 

India’s Drylands: Tribal Societies and Development through Environmental 
Regeneration by Mihir Shah, Debashis Bancrji, P S Vijayshankar and Pramathesh 
Ambasta; Oxford University Press, Delhi, 1998; pp xi + 322, Rs 525. 


THIS is an ambitious book, which tries 
to bring together and integrate the follow- 
ihg points (not necessarily chapterwisc): 

(i) India’s drylands which constitute a 
major part of the country, face the twin 
problems of environmental degradation 
and poverty. Green revolution has not 
Solved these pnrblems and has in fact 
aggravated the crisis on account of over* 
exploitation of groundwater. 

(ii) The tribais living in the.se drylands are 
the worst hit by ecological degradation 
and by the failure to integrate them into 
economic and social mainstream of the 
country. 

(iii) Theory as well as policies based on 
neoclassical economics and market-ori¬ 
ented strategies cannot solve these prob¬ 
lems. 

(iv) ‘What market forces, cannot do, what 
the private .sector will not do, the state 
must’. The book argues in favour of a 
‘massive state intervention, albeit in a 
completely redefined form and context’ to 
solve the problems of unemployment and 
poverty. 

(v) The ad hoc or piecemeal programmes 
of employment generation cannot achieve 
much. On the other hand, a programme 
of environmental rehabi litation of dry lands 
and ‘a biomass-optimising growth strat¬ 
egy ba.sed on total watershed plannings 
(TWPs)’ is more suitable. ‘TWP recovers 
the crucial link between economy and 
environment’. 

Thus, the focus is on the inter-connected 
problems of drylands regeneration, uplift 
of the tribais, and solving the problems 
of unemployment and poverty, through an 
ecologically sound growth strategy. The 
arguments are made in a forceful and 
refreshing manner, and are intended nut 
only for cold academic analysis but also 
mainly for policy formulation. In the 
process, a lot of useful information is aiso 
presented. 

The author’s special concern is with the 
tribais of drylands. A little over half of 
India’s tribal population live in dry re¬ 
gions, including hills and dry forests. It 


is noteworthy that the authors have lived 
with the tribais, participating in their de¬ 
velopment and know their problems first 
hand. They have observed how the irri¬ 
gation-intensive strategy of green revolu¬ 
tion has bypassed the dryland tribais al¬ 
most completely. It led to neglect of the 
problem of soil erosion and of dryland 
development. The authors describe a ‘menu 
of technologies’ which can take care of 
these problems. These technologies are of 
two types; one addressed to soil and water 
coaservation, water harvesting, erosion 
control and soil enrichment; and the other 
addressed to dryland cropping system - 
involving both annual arable crops and 
perennial fermenialcrops including agro- 
fore.stry. The authors argue that these 
technologies provide a key to dryland 
development, employment generation and 
removal of poverty in dry regions. 

Though the authors have advocated .state 
intervention, they emphasise that dryland 
development through the above technolo¬ 
gies can be achieved only through people’s 
institutions. They observe that unfortu¬ 
nately the pre-existing power structures of 
rural India have stymied the initiative of 
the panchay at raj institutions (PRIs). These 
institutions, according to them, need both 
(a) ‘a powerful grass roots initiative to¬ 
wards a pro-poor alliance, deeply sensi¬ 
tive to the women’s question’; and (b) ‘a 
strong thrust towards technical capability 
enhancement...’ The authors believe the 
NGOs can play a useful role in providing 
both these inputs (pp 292-93). 

The book is a very useful contribution 
to understanding the problems of dryland 
areas. However, it has a few limitations, 
lliough the study makes a strong case for 


state intervention, it does not clarify how, 
in what form and who what extent it has 
to be provided. 'This is particularly impor¬ 
tant because the authors also discuss the 
limitations of PRIs and emphasise the role 
of NGOs. Moreover, what about the limi¬ 
tations of NGOs themselves and the prob¬ 
lem of making them accountable? 

Secondly, the problem of poverty and 
unemployment in dryland areas is sought 
to be solved within the framework of 
agriculture alone, including agro-forestry. 
Admittedly, agriculture will have a major 
role in this. Afterall, it is important to 
make dryland agriculture absorb more 
manpower and also make it less vulner¬ 
able to droughts. But drylands also need 
diversification of their economy and re¬ 
duction in the pressure of population on 
agriculture and agro-forestry for liveli¬ 
hood. Diversification can make- their 
economy less vulnerable to uncertainties 
of weather, by providing alternative 
sources of employment. Dryland villages 
and regions which have succeeded in 
developing rural industry and the service 
.sector inc luding education and health, have 
been able to reduce their poverty levels 
much betier than other regions which 
continue to depend on agriculture alone. 
It should be conceded, however, that tribais 
will benefit mainly from sustainable de¬ 
velopment of dry land agriculture and agro- 
forestry. But by dissuading non-tribals 
from competing with tribais in agriculture 
and forest sector, this sector can be in¬ 
creasingly reserved for tribais, and employ¬ 
ment opportunities outside agriculture be 
increa.sed both for tribais and non-tribals. 

The book is written at a general and 
impensonal level. It does not refer to 
personal experiences of the authors about 
the tribais with whom they had lived and 
the problems they faced and solved. There 
arc no case .studies or illustrations to bring 
out the point why the technologies and 
strategies advocated by the authors are 
better suited than other strategies. 

In spite of these limitations, the book 
makes a rewarding reading. 
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Waves in Fashion: Macro-Economics 
and Development 

Asiuma Goyal 

Macro-Economic Challenges and Development Issues (Essays to Commemo¬ 
rate the Birth Centenary of C N Vakil) edited by Dilip M Nachane and M J Manohar 
Rao; Himalaya Publishing House, Mumbai. 1997; pp 457, Rs 750. 


THIS volume is a tribute to C N Vakil in 
more ways than one. Apart from being 
motivated by his centenary celebrations, 
it demonstrates the ways in which his 
vision and interests have influenced the 
development of the ‘Bombay School', and 
continue to direct current research inter¬ 
ests in the department of economics in 
Mumbai University. Tlicexplo.sionof work 
in the department on macro-economics, 
finance and political economy has deep- 
roots. As the editors emphasise, Vakil was 
a natural liberaliser whose ideas were 
neglected until such ideas became inter- 
hationally fashionable. But the aspects of 
his ideas that were rooted in Indian struc¬ 
ture, suph as the theory of wage goods, 
are .still not fully appreciated. As the heavy 
cost of the first neglect Is rcali.sed, perhaps 
the second will also be remedied. 

C N Vakil also feared the effects of 
unrestrained monetary expansion, and 
worried about the tendency of govern¬ 
ments to overspend. While the .second 
may have been a feature of the 1980s. the 
first has never happened in India. Vakil’s 
own ideas about the relation between 
monetary expansion and inflation were 
subtle. Only monetary expansion in ex¬ 
cess of the supply of wage goods was 
certain to cause inflation. But he thought 
that, .such an outcome was very likely in 
India in the context of planning. The 
Bombay .school has followed him in 
worrying about the link between the 
government's fiscal deficit, money supply 
and inflation. But it has been neglecting 
that rider - the supply of wage goods. 
Meghnad Desai poses the question pro¬ 
vocatively in his C N Vakil Memorial 
Lecture titled. 'Why Is India a Low In¬ 
flation Country?’ Indian inflation is 
minuscule compared to Latin America’s, 
and in spite of a consensus on political 
economy that sees the Indian government 
as accommodating interest groups at the 
expense of the fiscal deficit. Desai says 
that the answer lies in the large .stocks of 
foodgrains available after the green revo¬ 
lution. The.se prevented the rising fiscal 
deficit from translating into inflation since 


food price inflation was moderated. Desai 
ends by worrying about achieving low 
global norms of inflation in the context 
of mobile global capital. There is a wage 
goods argument for an open economy 
[Goyal I998J. The elements of this are: 
adjusting the nominal exchange rate to 
equate domestic to international prices of 
food at average Indian purchasing power 
or wage rates; liberalising agriculture 
gradually (along with policies to raise its 
productivity); and using monetaiy policy 
to equate real domestic to international 
interest rates to create conditions for high 
growth stable real exchange rates and 
optimal transition to fiscal health. 

The paper by Desai kicks off the first 
section on political economy. In an em¬ 
pirical study of the links between interest 
groups, government size and growth, Ajit 
Kamik and Mala Laivani find that al¬ 
though activities ol interest gmups are 
positively asscKiatcd with larger govern¬ 
ment expenditures, the extent of mis- 
allocation of resources is not large enough 
to lower rates of growth. Political economy 
can be analy.sed from many different 
a.spects. Abhay Pethe tries to initiate a 
dialectic exchange between Marxian 
political economy and mainstream eco¬ 
nomics. But although Marxian ideas of 
class conflict may not have had much 
impact on mainstream economics, they 
have certainly influenced labour laws, 
institutions and conflict in India. In the 
face of global competition, it is more 
important to go back to an older tradition 
of co-operation; labour leaders today 
recogni.se that. The enemy now is not the 
capitalist as much as the competitor. E ven 
in Kerala the number of strikes have fallen 
from 37 in 1992 to 25 in 1997, 

The next section turns to planning. L M 
Bhole decries both the state and market 
based systems and makes a passionate 
plea for a more humane via media. D M 
Nachane argues that wherever there are 
problems of co-ordination and feedback 
between multiple levels, hierarchical 
control systems theory is a powerful tool. 
He demonstrates its application to the 


Amjw-Hurwicz model of decentralisatio. 
and to a simple macro-economic stabili¬ 
sation model. K N Prasad et al in a 
manpower-planning model discover mis¬ 
matches between availability and require¬ 
ment of critical skills. They warn that this 
is dangerous when modem development 
is information and knowledge intensive. 

Planning is the flavour of yesterday, 
regulation the flavour of today. Part four 
takes this up. Regulation must be more 
severe if excessive profits are due to 
restrictive practices; it can be more lenient 
if economies of scale stimulate profits and 
growth. Sandesara in a business-like re¬ 
view of theories and evidence suggests 
that the prevalent first view has to be 
tempered by the .second; the issue can only 
be re.solved by industry specific studies. 
Daivi surveys theories and types of regu¬ 
lation. He suggests that the British regu¬ 
latory system that relies more upon nego¬ 
tiation and co-operation, “regulation with 
a loose rein”, may be better suited to 
developing countries. There is more dis¬ 
cretion and lc.s.s transparency but a subtler 
balancing of conflicting interests is prrs- 
sible. The American .system, in contra.st, 
is legalistic and confrontationist. Katrak 
explores regulatory requirements thrown 
up by tlie expansion in international joint 
ventures. 

There have been so many studies of 
poverty in India that we tend to be proprictal 
about them and about poverty. Indian 
researchers have refined measurement 
concepts and implemented them on a large 
scale. .Section five is unusual in that it has 
UK-based researchers applying the con¬ 
cepts to poverty and migration in the UK. 

Parts six to 10 turn to macro-economics 
and explore issues in ti.scal, trade and 
monetary policy, domc.stic and external 
libcrali.sation, growth and business cycles. 
Writing on such issues is risky in a period 
of rapid change. The work can rapidly 
become dated, or turn out to have been 
mistaken. The future often judges the 
present harshly. Only deep understanding 
of institutions, theory and trends will 
remain relevant. The papers range from 
tightly focused cnipincal or theoretical 
pieces, to perspectives of policy-makers 
and musings on change. What are some 
gleanings from them that arc .still inter¬ 
esting? 

Kothari makes the valid point that it is 
not government consumption expenditures 
so much a.s interest payments on public 
debt and subsidies that arc responsible for 
the growth of current public.expenditure. 
Why did the public debt grow?Borrowing 
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to finance current expenditure commenced 
in the early 1980s; in addition, throughout 
that decade borrowing to provide budget¬ 
ary support to public sector enterprises 
remained at 6.3 per cent of GDP, and was 
brought down only in the 1990s. There 
is little .systematic writing in the vital area 
of infnLstructure. Sriraman offers a useful 
analysis in the Indian context. Tarapore 
argues strongly for the prestige, profitabil¬ 
ity and autonomy of the Reserve Bank. 
Vasudevan, while also arguing for au¬ 
tonomy of the Reserve Bank, points to the 
need for adapting reform to iastitutional 
structure. For example, regulations that 
impede integration among financial mar¬ 
kets have to be removed before monetary 
policy can work effectively through the 
market. Mujumdar warns that Indian 
conditions and requirements of employ¬ 
ment expansion must be kept in mind in 
designing financial reforms. 

Civcir and Parikh use a multivariate co- 
integration approach to determine long- 
run nominal money balances in the Turk¬ 
ish economy. They initially assume do¬ 
mestic credit is exogenous and under the 
control of the monetary authorities. This 
key a.s$umption of the monetary approach 
is questionable in the presence of 
sterilisation, lliere is an identification 
problem with single stage estimation, and 
the coefficient with respect to bank credit 
does not turn out to he significantly dif¬ 
ferent from zero. Correcting for 
endogeneity, using two-.stagc estimation, 
they find that an increase in domestic 
credit leads to a decline in re.servcs as in 
the monetary approach. But it is real income 
that brings reserves into equilibrium. 

Boki I gi ves a good overview of the rapid 
developments in international finance since 
the sixties and shows the close links of 
crises to America’s macro-economic poli¬ 
cies bccau.se of the status of the dollar as 
a re.serve currency. The rapid develop¬ 
ment of private capital markets and inter¬ 
national liquidity have meant a fundamen¬ 
tal change in the determination of the 
exchange rates; it is now an asset price, 
subject to high volatility. But foreign 
currency markets do not satisfy the effi¬ 
cient market hypothesis. Are controls the 
answer? But the historical and technologi¬ 
cal changes that have led to this mobile 
global capital are difficult to reverse. Can 
we harness this technology for our good 
or is it going to destroy us? Developing 
new global norms is a pre-condition for 
harnessing it. Romar addresses this ques¬ 
tion but his solutions are the old Keynesian 
ones of capital controls, fixed exchange 


rates and variable domestic interest rates 
in an environment of global co-operation. 
If Key nes were ali ve today he would surely 
have been more innovative and found a 
way of taming new developments rather 
than shutting the door on them. Nayak 
emphasises the impact of capital flows on 
exchange rates in the Indian context, and 
points to the necessity of lowering interest 
and inflation rates to stabilise exchange 
rates. It is plea.sing to find echoes. Goyal 
(1997) shares a similar concern. 

Chatteiji has a neat paper playing around 
with the effect of the choice of functional 
form on growth-convergence results. 
Manohar Rao demonstrates the power of 
non-linear mixlcls combined with indirect 
inference of parameters, compared to 
standard estimation, in the explanation of 
business cycles. There is the advantage of 
producing the observed random behaviour 
of macro-economic time series from a 
simple deterministic system with tight 
theoretical links, breaking the dependence 
on exogenous shocks and ad hoc lags, and 
allowing a new approach to policy and to 
the predictability of macro-economic 
variables. 

In economics there is a tension between 
theory and realism. The first makes for 
understanding and the .second for rel¬ 
evance. But by itself the first leads to 
aridity and the second to clutter. Bertrand 
Russell's remark that while it is difficult 


to do good work, it is possible, applies 
with great force in economics. In India the 
urgent task is to develop frameworics by 
which to understard and therefore change 
our realities. We have to be ‘up to date’ 
without a blind application of western 
theoretical frameworks. This book is ^ 
attempt in this direction. 

The editors are to be congratulated for 
their labour of love for the tradition to 
which they belong and that has nurtured 
them. One theme running through the book 
and emerging at different places is the idea 
of co-operation. Partly this comes from 
the macro-economic perspective that sees 
the co-ordination that can remove the 
obvious waste in any system, but it also 
has nrots in Indian thought. It says much 
for Vakil’s foresight that the issues he 
thought important are still inspiring re¬ 
search; they have been thrown up again 
by time. ITie contributors have by and 
large followed his maxim: “economi.st$ 
must get into the spirit of Indian economic 
conditions and give appropriate advice”. 
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Can We Survive without Gandhian Values? 

Romesh Diwan 

Gandhi’s Visionand Values: The Moral Questfor Change in Indian Agriculture 
^ Vivek Pinto; Sage Publications, New Delhi, 1998; pp 176. 


ALGORE (1992) makes a strong case that 
the western civilisation and earth’s 
biological system are on a collision course 
Ijecause of four strategic threats: (i) gbbal 
warming, (ii) stratospheric ozone 
depletion, (iii) lossof living species- both 
af animals and plants, and (iv) deforest¬ 
ation. These threats have been caused by 
[i) population explosion, (ii) scientific and 
technological revolution, and (iii) ideology 

- our way of thinking; Jaques Ellul (1996) 
:all$ it propaganda. The ideology promoted 
by this consumerist culture is the market 
ideology; “Tlie market is eternal, the market 
Isunchanging, the market is all-seeing, the 
market is everywhere. The market is botli 
the natural condition of mankind and the 
rnique blessing of the American Eden, 
ji'he market is also synonymous with 
jemocracy; since it gives the People what 
;hc People want, the market is, by 
Jennition, the incarnation of the People’s 
will...buying and selling are holy acts, the 
iourccoi'human meaning; all else isemply 
iophistry...This, then, is the the new 
:onsensus woiked by the Cultural Miracle; 
The market is natural, normal and 
irrc.si.stiblc. Efforts to control its vagaries, 
towever, are artificial, dictatorial, arrogant 

- and undemocratic” [Frank and Weiland 
1997: 260-61], 

Ifie major source of this problem lies 
:n greed and over-con.sumption promoted 
lymarkctideology [Diwan 1997b, 1998b |. 
In tact, consumption pressures from 
increasing material afllucnce has doubled 
:n the past 25 years and have destroyed 
more than 30 percent of the natural world 
iince 1970 with serious depletion of the 
forest, freshwater and marine systems on 
which life depends. According to World 
Watch studies and a ground-breaking 
report from the Worldwide Fund for 
Mature, the New Economics Foundation 
ind the World Conservation Monitoring 
Z!cntre at Cambridge, overconsumption is 
iccelerating unabated. 

The technological revolution and the 
market ideology have spawned global¬ 
isation, a buzz word for the rapid gmwth 
)f finance and trade spurred on by advances 
n computer and satellite technology 
Piwan 1995], However, globalisation is 
lot working. It has affected even 
Americans profoundly; driving down 
wages and creating job in.security. With 


the meltdown of cast Asian economies, 
serious depression in Rus.sia, and growing 
debt crisis, globalisation has io.st its lu.stre. 
Even UN secretary general Kofi Annan 
told Harvard University audience that 
globalisation is seen as an ideology of 
predatory capitalism. ITie perception is un¬ 
mistakable: millions are .suffering: savings 
have been decimated; hard-won progress 
in the fight agaiast poverty is imperilled. 

The world ecoilomy is in stress. In Gore’s 
language: "The more deeply I search for 
the roots of the global environmental cri.sis, 
the more I am convinced that it is an outer 
manife.statiun oi an inner crisis that is. for 
want of a better word, spiritual” [Gore 
1992:12]. One observes the rise and fall 
of economic orthodoxy [Diwan 1998c]. It 
is now recognised that American Indians 
are sages and not savages. There is now 
a space for alternative ideas, specially for 
Gandhian vision and values. That makes 
Vivek Pinto’s book under review both 
important and highly relevant. 

The basic question this book asks is; 
Can the ethical and moral principles with 
which Gandhi experimented initially in 
Hind Swaraj and then in his agricultural 
communities serve as the basis for 
recoastructing a harmonious, poverty free, 
non-violent and self-reliant society? The 
answer is, of course, yes and consistent 
with earlier analyses [Diwan 1985]. In 
Pinto’s own words, “It is my contention... 
as it was Gandhi's, that the malaise 
affecting the Indian nation is primarily 
moral and only secondarily economic and 
political” (p 67). 

Based on Pinto’s PhD thesis, it is a short 
book divided in four chapters. Gandhi 
described his struggle as a war between 
truth and falsehood. This is derived from 
Gandhi’s religious heritage and two 
personal experiences: (i) June 1893, when 
he was physically ejected from a railway 
compartment at Maritzburg railway .station, 
so well depicted in the film ‘Gandhi’, and 
(ii) during mid-1906 whence he volun¬ 
teered in the military’s ambulance service 
both for Europeans and Zulus during the 
Zulu war where he witne.s.sed first hand 
British atrocities through ferocious use of 
machine guns, floggings and hanging of 
Zulus. This made him question intensely 
about Britain asanatiunof civilised people. 
He realised that the truth is on the .side 


of the Indian community. Hence it must 
win. This idea is discussed at length in 
chapter I, entitled, ‘Hind Swar^: Context 
andText for Gandhi’s Religiously Shaped 
Views on Agricultural Development’. 
Gandhi had a great faith in the common 
man, .specially a peasant. A peasant earns 
his bread hone.stly. He has an ordinary 
knowledge of the world. He knows fairly 
well how he should behave towards his 
parents, his wife, his children and his 
fellow villagers. He understands and 
observes the rules of morality. The self- 
reliance on theirown hands and feet builds 
their character and makes them true votaries 
of Swaraj, practitioners of ahimsa, and 
fearless, thereby inculcating in them the 
conduct most suitable for .satyagrahis. 
Therefore, the village is the epicentre of 
civilisation. Civilisation is the creation of 
institutions and structures in which not 
only basic material needs of human beings 
arc met, but also, and more importantly, 
where individuals are Hlled with a sense 
of their spiritual and scKial obligation to 
one another and .society. The civili.sation 
success lies in this conduct ba.scd on 
character, ethics and morality derived from 
religious values. 

Chapter 2, ‘Relation of Gandhi's 
Religious Perspectives to Agricultural 
Lssues: An Exploration of Theory and 
Practice, 1909-1948' de.scribes Gandhi’s 
practices in four ashrams; (i) Phoenix settle¬ 
ment, a farm near Durban, Natal 1904-14; 
well discussed In Indian Opinion - 
1903-14, (ii) Tolstoy Farm made up of 
l.lOO acres near Johannesburg, May 30, 
1910-January 1913. (iii) Satyagrah | Sabar- 
matij Ashram, Kochrab to Ahmedabad, 
May 20, 1915-1933, and (ivj Sevagram 
Ashram, Segaon, Wardha, April 1936. 
The ashrams were run on high moral 
principles; brahmacharya. truthfulness, 
manual labour, duty to strengthen 
character, fearlessness in opposing injus¬ 
tice, and vow of poverty. From these 
principles followed the daily conduct of; 
simple life, seeking right education, 
vegetarianism, maintaining good health, 
self-sufficiency, belief in nature cure and 
industry. The objecti ve of the ashrams was 
not only to develop persons of character 
but also viable communities. The goafs of 
the community were communal harmony, 
simple sustenance, respect for the dignity 
of labour, values that enhance spiritual 
well-being, pursuit of socio-political aims. 
The relevant concepts then are: duty, 
equality, brotherhood, service, simplicity, 
manual labour, ahim.sa, frugality and no 
private ownership of land. For analytical 
purpo.scs, it uses six concepts of Gandhian 
economics: swadeshi, aparigraha, bread 
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labour, trusteeship, non-exploitatioiuand 
equality develop^ in [Diwan and L4itz 
1985j. Gandhian economic policy is now 
summarised in a forthcoming Encyclo¬ 
paedia of Political Economy. 

Chapter 3 is ‘A Review of Planned 
Agricultural Development in India and a 
Gandhian Critique, 1951-1974’. It des- 
cribe.s historically, Nehru's Macaulyite 
idca.s that defined agricultural policies, 
'rhe discussion is in terms of plan mve-st- 
ments, price policy and sectoral terms of 
trade, bias in agricultural planning, green 
revolution and land reforms. These are 
looked at from the objectives to promote 
equity and .social justice. It asks such 
questions as: to whom did the proportional 
bcnefitsof this strategy accrue, specifically, 
which .strataof farmers, regions and crops? 
What was the price of modernisation? 
Were prices used for manipulative pur- 
po.se.s? Did it polarise the countryside? etc. 

Like many other .scholars before, the 
author concludes: “there docs exist a bias 
not only in inve.stments, hut also with 
respect to price policies, terms of trade, 
and the rule of the state. Agricultural 
development has been geared to the big 
farmers with urban ties, irrigated land and 
a marketable surplus” (p I (K)). The analysis 
is taken forward by subjecting it from the 
lens of Gandhian economics outlined in 
the earlier chapter. TTie crisis that affects 
Indian agriculture is only symptomatic of 
the economy and politics of agriculture, 
“at lu heart the predicament is moral”. The 
path proposed for recreating Indian 
agriculture is formulated on Gandhi’s 
moral and ethical principles. 

The last chapter discusses, ‘Develop¬ 
ment with a Human Face: Gandhi’s Con¬ 
structive Programme and Current Alter¬ 
natives'. It .summari.ses Gandhi's con¬ 
structive programme whose key elements 
have been to establish communal unity, 
removal of untouchability, promote adult 
education, develop non-violent unions and 
abolition of social evils. SarvaSevaSanghs 
provide the operational and organisational 
structure for a constructive programme. 
Contrary to public perception, many 
principles of constructive programmes 
have taken roots in India and Vivek Pinto 
provides examples of three contemporary 
institutions: Self-employed Women’s 
A.ssociation (Sewa), Ahmedahad, Gujarat; 
Anna Hazare’s experiment at Rclegaon 
Siddhi, Ahmed nagardistrict, Maharashtra; 
and Self-imposed tand-u.se plan in Seed, 
near Udaipur, Rajasthan. There are other 
such activities currently taking place in 
India [Diwan t997aj. 

The conclusion follows, namely, that 
development is possible only if moral 
values arc directly integrated. The market 


economic system defines wealth in material 
terms only. Therdiy it distorts the pro¬ 
duction process destroying family and 
community. Scholars now contend that in 
addition to material wealth there is also 
natural wealth; estimates suggest that 
natural wealth is much laiger than material 
wealth. There is also wealth of the third 
kind; namely, relational wealth [Diwan 
1998b I. A proper “test of every policy is 
not profit, employment or growth, but 
how it strengthens family and community, 
individual character and sensitivity” 
(Hinduism Today 1998). Relational wealth 
adds to natural wealth and requires conduct 
based on erhical and moral values. It is 
now reco^ ised that our world cannot 
survive without Gandhi’s vision and 
values. Inheritors of the old Mayan and 
earlier civilisation are asserting the values 
of their heritage. Hinduism is in renaissance 
and Pranakrishnan Adhikari and Frank 
Morales estimate 1-2 million “Hidden 
Hindus”-while practLsingHindus in North 
America alone. Even in US, the land of 
the brave and corporation sacred cows, 
corporate welfare is being documented 
(Time, November 9,1998). Vivek Pinto’s 
book is thus very timely. 

No doubt, one can find disagreements 
with certain arguments and statements - 
e g, the suggestion that late Sukhamoy 
Chakravarty’s views on planning, ba.sed 
as these were on leftist coiivenlional 
wi.sdom of the day, are consi-stent with 
those of Gandhi. Overall, this book brings 
common sense and wisdom to every day 
problems in agriculture. Like Dennis 
Dalton’s book on Gandhi, it is full of 
quotes from original .sources and provides 
a wealth of information. Unlike that book 
where Gandhian ideas of Hind Swaraj arc 
neither understood or appreciated [Diwan 
I996J; Vivek Pinto shows a clear grasp 
of such ideas and concepts. His treatment 
on swadeshi is a gwid one, and all the more 
important in view of its e$.sentiality for our 


cttirent malaise [Diwan 1998a]. It i« a 
hi^ly readable and pnsuasive book. It 
deserves to be and will undoubtedly, widely 
read. 
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Resilience of Gender Inequities 

Women and Employment in Chennai 

J Jeyanuuan 
Padmini Swaminatfian 

Policies to increase women's wage employment often choose to take the easy way out by facilitating the 
setting up of industries that are seen to he compatible with women's household responsibilities rather than 
address the constraints that force women to, in fact, work in so-called women's work. This paper attempts 
to map the diffused manner in which wage earning women workers experience oppression which is the outcome 
of the interplay of both patriarchal structures and capitalist relations of production. The location of the 
study is Ambattur in Chennai, one of the oldest industrial belts in Tamil Nadu. 


I 

Introduction 

THE last decade has seen a turning away, 
particularly by feminists, fn>m attempts to 
construct overarching sy.stems or logics of 
oppression to explain the persistence and 
resilience of gender inequities in sitciety. 
The explanatory value of monolithic 
structures like capitalism and patriarchy, 
and the hegemonic characteristics attri¬ 
buted to these structures have increasingly 
been questioned, since, more often than 
not. the way these have been theorised and 
applied, tend to impri.son societies and 
women in a permanent nd-win situation. 
We agree with Pringle's suggestion that, 
“rather than imposing on 'women' the 
identities of potential overthrowers of the 
patriarchal order, it is better to start with 
practical questions about empowerment 
anddisempowerment.Thckindsof genera¬ 
lisations that are appnipriatc do not begin 
with questions such as ‘where do women 
fit into the system of patriarchy?’ but with 
practical questions geared to finding out 
how women are disempowered in 
particular .situations” IPringle I99S;2I0). 

In a modc.st way this paper attempts to 
map out as concretely as possible the 
diffused manner in which wage earning 
women workers experience oppre.ssion 
which is the outcome (in this case) of the 
interplay of both patriarchal structures and 
capitalist relations of production. This 
interplay simultaneously results in both 
empowering and disempowering situations 
for women at a point in lime; over lime, 
however, while “significant destabi lisation 
of patriarchal categories and residues” 
[ibid] is possible and sometimes dis¬ 
cernible. gender inequities not only persist 
but also exhibit a measure of resilience. 

The focus of our study is the conditions 
of employment of labour (particularly 
women labour) in the changing indus¬ 
trial scenario of Ambattur. It is a micro 
effort to address what in effect is a macro 
concern, namely, the nature and quality of 


employment being generated in the 
economy. At the macro level, the post¬ 
reform period has been associated with 
growing employment opportunities for 
women especially in the export-oriented 
indu.stries. However, these claims of 
increased employment generation arc not 
generally supplemented with information 
on the nature of employment and/or the 
terms and conditions under which labour 
is employed in these emerging industries 
(Custers 1997]. Simultaneously, by addres¬ 
sing women labour in particular we hope 
tocapture the gendered nature of the labour 
market as well. 

Ambattur in Chennai is one of the oldest 
industrial belts in Tamil Nadu. It has a 
long history of state induced industrial 
activity which in turn has spawned the 
growth of private formal and informal 
i ndustrial activity. Over the years and parti¬ 
cularly since the nineties the character of 
indastrial activity in Ambattur has under¬ 
gone a sea-change: a predominantly engi¬ 
neering industry-based area has now seen 
the proliferation of readymade garment 
and leather finishing units catering to the 
export market. These newer units now 
employ relatively large numbers of women. 

According to data provided by the 
Ambatturindustrial Estate Manufacturers' 
Association, the Ambattur industrial 
estate is one of the largest in Asia co vei ing 
almost six sq km. area. It was established 
in 1963 and currently (that is, in 1998) 
has 2,000 small to medium enterprises. 
The combined turnover of thc.se units 
is approximately Rs 2.000 crore, while 
they employ about 2.00,000people. About 
30 per cent of lhc.se workers are women. 

The Ambattur estate is dotted with 
.several different industries. We cho.se to 


focus on garment, leather and to some 
extent the engineering industry. This does 
not in any way reflect the composition of 
units either in Ambatturorin the Ambattur 
industrial estate. In terms of scale of 
investment and number of workers, 
enginceringis the dominant industry. Since 
our primary focus is on the conditions of 
employment of women labourers, we 
deliberately chose those industries where 
the concentration of female labourers is 
quite high and hence the choice of garment 
and leather industries. The engineering 
industry which has a long hi.story in 
Ambattur has been chosen for comparison 
purposes only. Moreover, garment and 
leather industries have boomed in the 
I990.S. While the importance of garments 
in the export basket of the country needs 
no elaboration what also needs to be 
highlighted is the fact that the growth of 
the textile products industry inTamilNadu 
has been spectacular (particularly since 
1 99 1 -92) whatever be the indicators used 
- fixed capital, value of output, value 
added or employment growth. One 
important factor that hasenabled the Indian 
exporters in gaining ground in the 
international market, albeit at the lower 
end of the product spectrum, is the 
availability of relatively cheap labour. More 
specifically, women labour is available to 
the industry in large numbers and at an 
even lower wage. 

Our survey covers 466 labourers 
comprising both males and females and 
they arc distributed across the three selected 
industries (Table I). The fieldwork w as 
conducted in 1997. 

We need to introduce a caveat at this 
juncture. 'The discussion that follows does 
not emphasise two aspects, namely, (a)the 
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ronii of the enterpnse where labour is 
employed; and (b) the organisation of 
production within an enterprise, hi our 
reading of the literature on this subject we 
found that both these aspects have been 
fairly well covered. Besides, in an earlier 
study on conditions of labour in Ambattur, 
Kalpagam (1981) has dealt in some detail 
with both these questions. Ourpreliminary 
enquiries revealed no significant change 
in both these aspects despite the lapse of 

18 years. Rather than repeat what has 
already been fairly well-documented we 
have chosen to study .such aspects, the 
interplay among which, gives us an idea 
of the logic of the functioning of the labour 
market (particularly the women labour 
market) in Ambattur. 

The plan of the paper is as follows: 
Section n provides a general profile of the 
wage workers in Ambattur in terms of age, 
education, experience, marital status, wages 
earned, contribution to fami ly income, etc. 
In Section III we have attempted to capture 
the complex interconnection between these 
different variables. Section IV draws out 
the broad conclusions of the study. 

II 

Profile of Wage Workers 

The labour force in Ambattur is relatively 
young though the industrial estate has 
been in existence for a long time. About 
37 per cent of the sample labour force is 
in the age group of 25-29 years and about 
70 per cent of the labourers are below 
29 years (Table 2). Importantly, lc.ss than 

10 per cent are more than 35 years' old. If 
we presume that labour enters the 
market at the age of 20, we find only 10 
per cent of the labour force has stayed on 
for 15 years and emss the age of 35. 
Another notable feature is that about 

11 per cent of the labour force is below 
the age of 19. 

When we disaggregate the data by .sex, 
we find the broad patterns to be similar, 
viz, a majority of both male and female 
labourers are in the age group of 25-29 
years and very few of them arc in the 
higher age groups. However, one can 
discern certain important variations within 
this broad pattern. While only 2 per cent 
of the sample male workforce is below 

19 years of age. about 15 per cent of the 
female workforce is from this age group. 
At the other end, while about 32 per cent 
of male workers are drawn from the age 
group of 30-35 years, the share of female 
workers from this age group is around 19 
per cent. This indicates that the female 
labourersentcrthe labourmarket relatively 
young and also quit early when they cross 
the age of 30. This peculiar feature of 
women entering the labour force early and 


quitting It shortly as comptued to male 
labourers is not unique to Ambattur alone 
{Elson and Pearson 19811- The census 
data vouch for such a pattern in different 
parts of the country as well as for the 
country as a whole as far as women’s non¬ 
farm employment is concerned. 

Levels of Education 

Though most of the labourers have 
entered high .school (about 69 per cent), 
only about 36 per cent have completed it 
whereas about 33 per cent have dropped 
out before completion of high .school. 
Hardly 10 per cent of the sample labour 
force has continued its education up to 
higher secondary or beyond. Importantly, 
about 17 per cent of the sample labour 


force had never been to .school and remalni 
formally illiterate. Differentiating the data 
sex-wise does indicate that males are better 
educated with about41 percent completing 
their .secondary education as compared to 
only about 36 per cent of the sample women 


Tablf 5 IwriapLAv or Litkrai'y. Bxpiimence 

AND Aiiw 


Item 

Her Cent to 

Per Cent to 


the Total 

the Total 


Male 

Eeiiiale 


Workers 

Workers 

Illiterates and educated 



up to 8th standard 
Experience between 

49 6 

56.7 

.1 to 10 years 

28.7 

12.1 

Age between 20-24 yean, 20 

21.8 


Soun-K: Compiled trom ThWca 2,.1 and 4. 


Table I. DLSUtiBirnoN of Workers acros-s In»o.stries 


Industry 

Total 

Per Cent 

No of 

Per Cent 

No ol 

Per Cent 


.No of 


Male 


Female 



Workers 


Workers 


Workers 


Hngineenng 

70 

IS I 

— 


70 

•21 1 

Garment 

284 

60.9 

63 

46.7 

221 

66 8 

Leather 

112 

240 

72 

52.3 

40 

12 1 

Total 

466 

100 0 

1.15 

100.0 

3.11 

100.0 

Sourt e Survey data. 







Tabi-I-. 2, 

Distribution oe Sampi.e Workers aoro-ss Difetrent Aoe Groups 


Age Croup 

Total 

Per Cent to 

No of 

Per Cent to 

No of 

Per Cent to 


No of 

Total 

Maid 

Total 

Female 

Total 


Workeis 

Workers 

Workers 

Male 

Workers 

Rinale 





Workers 


Worker! 

< 19 years 

51 

10 9 

3 

2.2 

48 

14.5 

20 - 24 years 

99 

21.2 

27 

20.0 

72 

21 8 

25 - 29 years 

170 

36 5 

SO 

37 0 

120 

36.3 

30 - 34 years 

107 

22.9 

43 

31 9 

64 

19.1 

35 - 39 years 

29 

6.2 

9 

6.7 

20 

6 0 

39 + years 

10 

2 1 

3 

22 

7 

2.1 

Total 

466 

100.0 

135 

100.0 

311 

100 0 

Source- Survey data 








Tabli 3 

Li ve.l of Education amonc, Wobki rs 



Educational 

No of 

Per Cent to 

No of 

Pet Cent 

No of 

Per Cent 

Level 

Workers 

Total 

Mule 


Female 


Illileraic 

79 

16.9 

28 

20.7 

51 

15.4 

(1-5) Elementary 

24 

5.2 

2 

1 5 

22 

6.6 

(6-8) Middle 

152 

32 6 

.17 

27.4 

IIS 

,34.7 

(9-10) .Secondary 

167 

3.5.8 

56 

41 5 

III 

33.5 

(11-12) Higher 







Secondary 

38 

8 1 

9 

6.7 

29 

88 

Po.st + 2 

6 

1.3 

3 

2.2 

3 

1 

Total 

466 

'00.0 

135 

100 0 

131 

100 

Source: Survey diita. 







Table. 4; DimiBirnoN or Worker-s by Yiars oi- Expiriijsi e 


Years of 

No of 

Per Cent 

No of 

Per Cent 

No of 

Per Cent 

Expeiience 

Workers 


Male 


Female 





Workers 


Workers 


< 1 year 

124 

26.6 

22 

16.3 

102 

30.8 

1 - 5 vears 

260 

55 7 

75 

55.6 

185 

55.9 

6- 10 years 

72 

15.5 

32 

23 7 

40 

12.1 

Above 10 years 

10 

22 

6 

4 4 

4 

1.2 

Total 

466 

1000 

13.5 

KHIO 

331 

100.0 


Source- Survey data 
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workers. It is not that women labourers 
have not entered high school We find that 
the combined percentage share of middle 
and secondary level education is the same 
lor the male and female labourers at about 
68 per cent. However, there is a greater 
incidence of drop out among female 
labourers as compared to males. This is 
evident trom the fact that while only 27 
per cent of the males have quit the educa¬ 
tional stream before completing eighth 
standard nearly 35 per cent of the female 
labourers who haveenrolled in high .school 
have quit schooling before completing 
eighth standard. 

Another notable feature is that the 
incidence of illiteracy is higher for male 
labourers when compared to female 
labourers. 

To sum up, educational attainment 
among male labourers seems to be 
polarised, with their share in both illiteracy 
and higher levels of education being greater 
as compared to female labourers. Thus, 
while the literary base among the male is 
smaller, their proportion in the higher 
education levels is greater than that for 
female labourers. On the other hand, a 
large proportion of female workers enter 
the educat tonal .system but quit quite early 
thus having a negligible presence at the 
higher levels. 

Have thc.se dropouts and/or illiterate 
workers started working at a very early age 
or immediately after quitting the educa¬ 
tional stream ? The years of experience 
gained by these labourers could probably 
indicate whether they have entered the 
labour market as soon as their school life 
ended. 

Majority of the workers (about 58 per 
cent) have an experience ranging fmm 
two to five years. 

The general pattern of a greater pro¬ 
portion of labourers having work experi¬ 
ence between two to five years does not 
vary between male and female labourers. 
However, male labourers .seem to have 
.stayed on and gained more experience as 
compared to the female workers. While 
about 28 per cent of the sample male 
labourers have more than five years of 
experience only about 13 per cent of the 
female labourers have reported such a 
level of experience. We find that about 
one-third of the sample female labourers 
have an experience of less than a year. On 
the contnuy. hardly unc-.sixth of the sample 
male labourers have such a low level of 
experience. Thus, we find that only asmali 
proportion of the women workers have 
stayed on to gain more experience. It i.s 
quite unclear as to why the majority have 
quit the labour market fairly early 


WS-4 


To comeback to the earlier question as 
to why .so many women labourers have 
quit the educational stream, data on the 
level of experience along with age profile 
suggests that discontiiHiation of schooling 
was not immediately followed by entry 
into the labour market. 

To elaborate, nearly 56 per cent of the 
women woriters surveyed in Ambattur 
are either illiterate or have discontinued 
schooling after the eighth standard 
(Table 5). If we assume that those who 
entertheeducationalstreamdosoatthe age 
of five, then they must have been 13-15 
years old when they discontinued after 
eighth standard. If, after discontinuation 
of school, they had entered the labour 
market at the age of IS, they would have 
clocked an experience ranging from five 
to nine years by the time they reached the 
age of 20 or 24 years. We do not find such 
a pattern in Ambattur. While almo.st 57 
per cent of the .sample women workers are 
cither illiterate or educated up to eighth 
standard, only around 12 per cent of the 
women workers have an experience of 5 
to 10 years. Another associated feature is 
that only about 22 per cent of the sample 
women workers are in the age group of 
20 to 24 years (Table 5). 

We find a similar pattern among male 
labourers as well. But the phenomenon 
is not as acute as it is in the case of women 
workers. While about 50 per cent of the 
male workers were either out of school or 
had never been to schtxrl, nearly one-fourth 
of male workers had work experience of 
more than five years but less than 10 years. 
Thus, the available data suggests that 
discontinuation of schooling has not been 


followed immediately by employment. 
There could be other reasons why woikers 
had been forced to give up schooling. 

Mmutal Status 

So far, we have noted that the sample 
women wotkeis in Ambattur are young, 
less educated than their male counteipaits 
and arc also relatively less experienced. 
One probable reason for this scenariocould 
be the debilitating role of patriarchal 
relations and structures. At one level, 
woridng women have to constantly stmggle 
to overcome the sti^a attached to working 
outside the home. Simultaneously there 
are compelling material requirements that 
force many women into the labour maiket. 
Marriage, for women, imposes an added 
dimension in their battle against inimical 
patriarchal forces. The delicate balance 
that needs to be maintained between the 
material status of tiie household into which 
a working woman marries and the (per¬ 
ceived) social status of the marital house¬ 
hold, decides for the most part whether 
a woman will continue to work outside the 
home or not. During die course of our 
interviews most of the unmarried women 
labourers responded that their continued 
participation in the workforce would 
depend entirely on the decision of their 
future spouse. If their husbands decide 
that they shall not go to work, they would 
definitely quit and stay back at home. 
Since we have not interviewed labourers 
who had discontinued work after marriage, 
we are unable to map out the process of 
such decisions. But what emerges clearly 
is that the decision to work in the factory 
- when, how long, and at what stage in 


Tarls 6: UisruBiTioN of Workers by Marital .Status 


Marital 

Status 

No of 
Workers 

Per Cent 

No of 
Male 
Workers 

Per Cent 

No of 
Female 
Workers 

Per Cent 

Married 

240 

51.5 

71 

52.6 

169 

51.1 

Unmarried 

224 

28.0 

64 

47.4 

160 

48.3 

Widowed 

2 

0.5 

— 


2 

0.6 

Total 

466 

100.0 

135 

100.0 

331 

100.0 

Source: Survey data. 







Table 7: DisnuBunoN of Workers by Monthly Wages 


Wage Slab 

Total 

Per Cent 

No of 

Per Cent 

No of 

Per Cent 

(Rs) 

No of 


Male 


Fbmale 



Workers 


Workers 


Workers 


Up to .SOO 

62 

13.3 

41 

30.4 

21 

6.3 

.SOI - KKK) 

169 

,36.2 

10 

7.4 

159 

48.0 

1001-1500 

144 

30.9 

35 

25.9 

109 

32.9 

l.SOI-2000 

42 

9.0 

27 

20.0 

15 

4.5 

2001-2.500 

9 

1.9 

8 

5.9 

1 

0.3 

2.501-3000 

6 

1.2 

3 

2.2 

3 

0.9 

Above 3000 

25 

5.3 

4 

3.0 

21 

6.3 

Not available 

9 

1.9 

7 

5.2 

2 

0.6 

Total 

466 

100.0 

1.35 

100.0 

331 

lOO.O 


Source: .Survey data. 
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tneir lives ^ is cieariy not merely u inaner 
of personal choice forthe women workers. 
These are some of the reasons why 
many of our respondents opined that their 
current employment could be a passing 
^ase. 

How many of these women are in such 
a ‘temporary’ phase? When we look into 
the marital status of the sample workers 
we find that nearly half of the female 
labourers are unmarried. Similar is the 
case for male labourers as well. The fact 
that about SO per cent of the women 
workers are yet to marry, indirectly 
indicates the extent of volatility and the 
level of turnover in the female labour 
market of Ambattur. 

A similar marital status pattern among 
male labourers in Ambattur could be due 
to the fact that the labour force (in the 
industries we have chosen to analyse) in 
Ambattur is young. But unlike the women 
workers, male workers stay longer in the 
market as indicated by their longer years 
of experience suggesting a relatively low 
^turnover among them. The patriarchal 
Ideology pressuri.scs the male to get to 
work and earn. Men are stigmatised if they 
remain unemployed for long or if they are 
perceived to be earning less than the women 
in the family. This same ideology however 
mounts countervailing pressures on the 
male and female, dictating to aconsidcrabic 
extent, the nature, composition and the 
functioning of the labour markets. It, at 
the same time, stigmatises unemployment 
among male and employment among 
female. However, a monocausal account 
in terms of patriarchy alone cannot explain 
why one halt of the sample female labour 
force is married and/or why some women 
continue working even after marriage. It 
jiis clear that there arc other forces at work 
and need to be reckoned with. 

It is possible that the material conditions 
as revealed bv the financial flows oi the 
individual labourers together with that of 
their households could have an overriding 
influence at least momentarily over patri¬ 
archal dictums. Simultaneous operations 
of patriarchal forces and material con¬ 
siderations with varying intensities does 
render fluid the decision-making process 
which either compels women to stay at 
home or find a job. It also signifies the 
impure form of the labour market while 
negating the exclusive influence of cither 
patriarchal ideology or material conditions 
on the labour maiitet. That is the reason 
why, while many women claim that they 
would decide about their continuation in 
^the labour market after their marriage, 
anotherhalf of the labour force participates 
in the labour market even after marriage. 


However, wc need to exercise some 
caution while interpreting the participation 
of married women in the labour market. 
Such workers may not continue to work 
for long and may quit the market as soon 
as they are asked to do so by their husbands/ 
marital homes. This could be a teason why 
the experience level among women is 
relatively low despite the fact that half of 
the sampled women workers arc married. 
The fact that only 28 percent of the female 
workers are above 29 years old as compared 
to about 40 per cent of the male workers 
in the same age group, to some extent, 
supports our contention that (keeping 
employers’ decision on the marital status 
of their women workers constant), while 
the force of patriarchal structures would 
work towards women withdrawing from 
the labour market after marriage, the 
material conditions of the hou.sehold would 
require that many married women continue 
working at least lor some time. 

Monthly wages received by the indi¬ 
vidual labourer is the mo.st crucial material 


aspect that decides their overall location 
in the material matrix of stKicty. We find 
from Table 7 that about 80 per cent of the 
sample workers in Ambattureani a monthly 
wage of less than Rs 1 ,500. nic largest 
numberof labourers fall inihc wage slab of 
Rs 501 -1 .(XX) (about 36 per cent). A signi- 
ficarit number earn less than Rs 5(X) p m. 
The distribution pattern suddenly turns 
sticky when we move to higher wage slabs. 

We also find interesting variations in the 
levels of pay across gender. Similar to 
educational qualifications, the pattern is 
pi>larised for male labourers and chistercd 
for female labourers. About 30 per cent 
ol the male workers earn a monthly wage 
of just Rs 500; another 46 per cent get a 
monthly wage in the range of Rs 1 ,(XX) 
to Rs 2,(KX). In conira.st, more than 80 per 
cent of temale workers arc concentrated 
in the income slabof Rs501 - Rs 1,5(K) p m. 
Just around 6 per cent of the female 
labourers earn less than Rs 500 per month, 
'fhe difference in wages earned is less 
sharp among male labourers than among 


TaiulH OisriiiBimoN oi Lauoiir Across Fa.mio Incomf Ran(iI. 


Incoitie Group 
(in Rs) 

No of 
Workers 

Per Cent 

No of 
Mules 

Per Cent 

No of 
Females 

Per Cent 

Uplo MXK) 

5.1 

11 .17 

4 

1 

49 

14 8 

1(W)I-20(K) 

97 

20 8 

24 

17 8 

7.1 

22 1 

2 (Kll-.t(Kin 

110 

24 8 

10 

22.2 

86 

26 0 

.100) ^(HK) 

71 

15.2 

25 

185 

46 

13.9 

4001-.1000 

46 

9.87 

ti 

8 1 

15 

10.6 

.KMIl-7-500 

.14 

7 2*> 

11 

R 1 

21 

69 

7500-10.000 

9 

1 9 

fi 

4 4 

\ 

0 9 

Not available 

40 

5 1 

24 

17.8 

16 

48 

Total 

466 

100 0 

1.15 

100 0 

1.11 

100 0 


Source. .Survey data 


TABl.fc V DiSTRIHITION 01 l.ABIH'R ACROSS l.hVM.OI C'ONTRIRmoN ro FaMIIY ImOMI 


Range of Share in 
Family (ncome 

Total 

No of 
Workers 

Per Cent to 
I'otul 

No ol 
Male 
Workers 

Per Cent 

No ol 
Fcmulc 
Workers 

Per Cent 

Below 25 per cent 

7.1 

15 6 

21 

15.6 

^2 

15 7 

26 - 50 per cent 

172 

16.9 

42 

11 1 

1 10 

.19 3 

51 - 75 per cent 

55 

li.8 

19 

14 1 

16 

10.9 

76- 100 per cent 

118 

25.1 

2.1 

17 0 

95 

28 7 

Not available 

48 

10.1 

.10 

22 2 

18 

5.4 

Total 

4fj6 

100 0 

115 

100.0 

3.11 

KHIO 

Sour< e Survey data. 








TaRLL 10. DlSTHIBUriON ot 

WuRKfJts BV Occupation 



Occupation 

No of 

Per Cliu 

No of 

Per CenI 

No ol 

Per Ccnl 


Total 


Male 


Female 



Workers 


Workers 


Workers 


As.seniblcr 

20 

4.29 

3 

0 7 

19 

5 7 

Helper 

78 

16.7 

16 

II 9 

62 

18.7 

Inspector 

42 

901 

1.1 

9 6 

29 

88 

Cutter 

22 

4.72 

14 

10 4 

8 

2 ^ 

iron 

67 

14.1 

14 

25 2 

31 

10 n 

Tailor 

206 

44.2 

S7 

42 2 

149 

45 0 

Fitter 

14 

.1.0 


-- 

14 

4 2 

Operator 

17 

.1.6 

~ 

... 

17 

S 1 

Total 

466 

100.0 

1 IS 

100.0 

HI 

100.0 


Source- Survey data. 
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female labourers when wc move to higher 
income slabs. Another interesting feature 
to be noted is that while hardly 3 per cent 
of the male labourers earn more than 
Rs 3,000 p m. about 6 per cent of the 
sample female labourers account for this 
income slab. 

To sum up.distributionof male labourers 
across various wage slabs constitute a wider 
spectrum as compared to female labourers. 
Moreover, their distribution is polarised 
whereas for the female labourers the distri¬ 
bution is clustered. .Surprisingly, about 
one-third of the male labourers are earning 
less than Rs 500 per month. The obvious 
query that emerges from this pattern is tljc 
quantum oi family income of each worker 
and the contribution of each worker to the 
family income. 

Family Incoml of WokkivRs 

An examination ot the total family 
income of the workers can indirectly 
indicate the material background of these 
workers. We find that, for both male and 
female workers, the distribution is con¬ 
centrated at the tower end of the income 
range (Table 8). For more than 70 per cent 
of the workers, the total family income is 
below Rs 4,000 p m; for about one-tenth 
of the .sample lalwurers, family income is 
less than Rs I .(XK) p m. Mo.st of the sample 
workers arc in the family income raflge 
of Rs 2,0(X) to Rs 3.000 p m. The next 
large group has a family income between 
Rs 1,000 and Rs 2.(KK) p m. 

When wc consider the distribution 
pattern across gender, we find that, while 
only 3 per cent of the male labourers’ 
family income is below Rs 1,000 per 
month, about 15 per cent of the female 
labourers' family gels a monthly income 
of just Rs 1.0(X) p m. More importantly, 
must of the female labourers bail from 
poorer families whose monthly income is 
comparatively lower. While nearly 63 per 
cent of the female workers reported their 
family income to be below Rs 3,(XK) p ro, 
only 42 per cent ol the sample male workers 
reported this level of family income. At 
the other end. while about 38 per cent of 
the male labourers’ family receive a 
monthly income of more than Rs 3,000 
only 31 percent of the female workers hail 
from families whose monthly income is 
in that range. 

Tlie fact that most of the women workers 
are from relatively poorer households 
indicates the tremendous economic 
pressure that overrides, at least temporari ly, 
conventional patriarchal norms and 
’forces’ women into the labour market 
[Joekes 1985|. This overriding (probably 
temporary) importance of material 
condition should manifest itself in the 


significant contribution of women woikers 
to their family income. Let us analyse the 
share of individual labourers’ income in 
total family income. 

The .share of the individual worker could 
he 100 per cent if that worker happens to 
be the sole brcadwimierof the family. This 
share would decline with every additional 
earning member in the family. Given the 
fact that the total family income of a large 
number of workers is within Rs 3.000 p m 
there is a possibility that very few families 
have more than two earning members. 

Wc find from Table 9 that, for about 37 
percent of the labourers, their contribution 
ranges from one-fourth to one half of the 
total family income. About three-fourths 
of the family income is earned by another 
25 per cent of the labourers. 

The general impression, given the 
prevailing patriarchal ideology, is that the 
male would be the sole breadwinner for 
the household or, at the most, the wage 
income of the women would supplement 
the male wage income. Surprisingly, only 
about 17 per cent of the sample male 
workers of Ambattur fall in the category 
of dominant wage earners with their 
contribution accounting for more than 75 
per cent of the total family income. In 
contrast, about 30 percent of sample female 
workers are the primary wage earners of 
their households contributing more than 
75 per cent of the family income or the 
entire income.Thus, wc find, an overriding 
influence of material conditions in at least 
about one-third of the sample women 


workers' households. It is also evident that 
the pressure on such female workers to 
continue in the labour market could be 
very high as their wage is absolutely 
essential to sustain the fiunily. 

Table lOgivesan idea ofthc occupational 
segregation among male and fem&L 
labourers studied in Ambattur. There are 
two features to be noted inthisdistribution. 
While we do not find any difference in 
the percentage share of tailors among males 
and females, a greater proportionof women 
labourers are helpers as compared to males. 
At the other end, physically taxing work 
like ironing is also undertaken pre¬ 
dominantly by male labourers. 

Waoi; Discrimination in Labour Market 

A general observation across labour 
maikets (organised and unorganised) is 
that women are discriminated in fixingthe 
wages. For the same kind of work, men 
are generally paid more. Does Ambattur 
labour market reveal such discrimination 
based on gender? 

To throw some light on this aspect ot 
the labour market, we consider the enlij 
sample population and group them by 
their occupational status and gender 
location (Table 11). The gro;,s wages foi 
each occupational group is calculated to 
arrive at the average wage per month per 
person. We find that there is discrimination 
against women in certain occupations and 
in certain others females arc paid more 
than males on an average. But a closer look 
indicates that women are discriminated 


Table 11 • Avlrac.f. Wage Across Ocoipation and Gender 


Uccupation 


Male 



Female 


Avciage Deviation 
• Wage of from 

5 Women as 100 
a Per Cent 
of Men’s •“ 

Wage 

No ot 
Workers 

Total 

Wages 

Hamed 

(Rs) 

Average 

Wages 

(Rs) 

No of 
Workers 

Total 

Wages 

Earned 

(Rs) 

Averagi 

Wage 

(Rs) 

Assembler 

1 

NA 

— 

19 

15260 

803 

— 

— 

Helper 

16 

23970 

1498 

65 

51800 

796 

53 

(•)47 

ln.spcclur 

1.1 

178(H) 

1369 

29 

25500 

879 

64 

(-) 36 

Culler 

12 

14900 

1233 

7 

5300 

757 

61 

(-)39 

Iron 

29 

31490 

1085 

27 

.34350 

. 1272 

117 

(+)I7 

Tailor 

57 

7I8(K) 

1261 

149 

238315 

1579 

126 

(+)26 

Fitter 




14 

22800 

1628 



Operator 




19 

23100 

1215 



Source: Survey data. 









Table 12; Distribution of Labour by Status of Emfloymestt 


Contract 


Total 

Per Cent 

No of 

Per Cent 

No of 

Per Ceni 

Condition 


No of 


Male 



Female 




Workers- 


Workers 

Workers 


Casual 


143 

30.6 

43 

31.8 

100 

30 2 

Contract 


6 

1.2 

6 


4.4 


— 

Permanent 


1.54 

33.04 

21 

15.5 

133 

40.18 

Temporary 


125 

26 8 

65 

48.1 

60 

18 1 „ 

Not available 


38 

8.15 

— 


— 

38 

114 

Total 


466 

l(H).0 

135 

lOO.O 

331 

100 0 


Source Survey data 
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against as they are paid only marginally 
higher than men wherever this pheno¬ 
menon occurs. 

Women helpers, inspectors, and cutters, 
are paid onlv S3. 64 and 61 per cent 
respectively of the average wages that men 
labourers draw in these occupations. On 
the other hand, women are paid 117 and 
126 per cent of average wages that men 
labourers draw in the occupations of 
ironing and tailoring. 

In other words the deviation in favour 
of women is only to the tune of 17 and 
26 per cent in some occupations whereas 
the deviation against the women ranges 
from 36 to 47 per cent. 

Given the high level of turnover and 
consequently a low level of experience 
among the sample workers, we tried to 
ascertain the status ol' employment. This 
was recorded cs.sentially by eliciting the 
perception of the individual sample 
labourers. ITie distinctions among the 
categories of permanent and temporary 
were blurred to a significant extent in the 
perception of the workers. We have not 
rc.sorted to any legal definition nor have 
we checked any legal papers like appoint¬ 
ment order of individual labourers as they 
rarely exist 

If a labourer is provided continuous 
employment in a firm, then the labourer 
perceives that .s/he is permanently em¬ 
ployed in the unit despite the fact s/he docs 
not have any legal document. A .semblance 
of permanency is also introduced in the 
wage structure with bonus and meager 
annual increments in the salary. However, 
there is hardly any legal protection for the 
labourers. It is also important to note that 
these categories arc so loo.scly used with 
no fixed meaning, many labtiurers were 
unable to perceive their position within 
the available categories. 

Overall about 33 percent of the labourers 
perceived that they arc permanently 
employed (Table 12). However, about 51 
per cent of the labourers were clear that 
they arc not permanently employed and 
they perceived their .status to be either 
casual or temporary. 

Surprisingly, the perception about 
permanency in iheiremployment is widely 
prevalent among female labourers (about 
40 per cent) as compared to male labourers 
(about 16 per cent). On the other hand, 
while about 80 per cent of the male 
labourers perceived their status to be cither 
casual or temporary, only about 48 per 
cent of the female labourers thought so. 
However, about 11 per cent of the sample 
female labourers, found these categories 
inadequate to express any perception of 
their status of employment. 


It is our contention that the complex 
interplay of poor materia] conditions and 
patriarchal forces, both at home and in the 
labour market, is an important reason why 
capital is not only assured of a continuous 
supply of women labour but is also able 
to get this supply relatively cheap. This 
contention is based on what the data has 
revealed to us thus far. namely, women's 
low level of work experience, gender selec¬ 
tivity in occupation and contractual con¬ 
ditions. gender di.scriminatiun in wages 
earned - all the.se. despite the fact that a 
significant proportion of the women 
workers are almost the sole breadwinners 
of iheirhouscholds and/orcontribute more 
than 15 per cent of the total family income. 

Ill 

Features of Ambattur Labour Market 

So far we have focused on the general 
profile of the wage workers in Ambattur 
and discussed each aspect separately. 
However, the functioning of the labour 
market is more complex and is the product 
of the interplay of these disparate aspects 
that wc have di.scus.scd independently. Our 
concern in this section is to map out the 
interconnection between the.se variables 
and understand the functioning ul the 
labour market. 

Condition or Hmi'Loymbnt and Waoi-s 

Wc have noted in an earlier section that 
many respondents, particularly women 
workers have perceived their job to be 
permanent. Given the fact that the em¬ 
ployers introduce a semblance of per¬ 
manency among workers by notional 
annual increments in their wages, there 
should generally be clear differences in 


the wages received by casual, contract, 
temporary and permanent workers. 

Wc find that among males none of those 
who perceived themselves to be casually 
employed, earned more than Rs 2,000 
p m. On the other hand, while about 50 
per cent of the male labourers who claim 
to be permanently employed cam more 
than Rs 2.000 p m only one labourer who 
claims to be pemtanent earns more than 
Rs 3,000 p m. About 90 per cent of the 
temporary male labourers earn less than 
Rs 2,000 p m (Table 13). 

Among the female labourers, that the 
wages paid are generally lower than that 


Table 1.5; DisTRiRi/noN of Mau. Workers 
ACROSS Experience and Employment Status 


Employment 


Experience in Years 


Condition 

Less 

2.1 

5.1 

Above 

Total 


than 

to 5 

10 to 

10 


2 Years Years 

Year.s 

Years 


Casual 

1 

37 

5 

- 

43 

Contract 

2 

3 

1 


6 

Peniianeni 


4 

9 

5 

21 

Temporary 

16 

.t| 

17 

1 

65 

Tola! 

22 

75 

32 

6 

135 


Source Survey dala 


Table (6- Distkibuiion oi Fe-malf Workers 
ACROSS Expirience AND EMPu>YMi;Nr Status 

limplof'ineni Expenenee in Years _ 


Condition 

less 
than 2 
Yeans 

2.1 
to 5 
Years 

5 1 
to 10 
Years 

Above 

10 

Years 

Total 

Civsual 

27 

69 

3 

1 

100 

Contract 

- 

- 


- 

- 

Pennanenl 

35 

6H 

27 

3 

133 

Temporary 

27 

30 

3 

- 

60 

Not available - 

- 

- 

- 

38 

Total 

102 

185 

40 

4 

.331 


Source- Survey dala 


Table IT Distribi'hon oe Male Worker.s across Hmpioymcnt Status and Monthly Wage 


Einployiiient ___ Moiilhly Wages 


Status 

Up to 
.500 

501- 

KHK) 

1001- 

l5fK» 

1501- 

2000 

2001 

25(K) 

2.501- 

30(KI 

Above 

30(M) 

Total 

Casual 

20 

3 

10 

10 

- 


- 

43 

C'.oniract 


1 


- 

- 

- 


1 

Permanent 

4 

- 

6 

2 

6 

2 

1 

1 

Temporary 

17 

6 

19 

15 

2 

1 

3 

63 

Total 

41 

10 

35 

27 

8 

3 

4 

128 


Source - Survey dala 

Table' M.Distribution or Female Workf.r.s across Employment Siat..'.s and Monehly Waoe 
Employment_ Monthly Wages _ 


Status 

Up to 
500 

.501- 

1000 

1001- 

1500 

1501- 

2000 

2(«)1- 

2500 

2.501- 

:.<K)o 

Above 

30(K) 

Total 

Casual 

II 

71 

18 

- 

- 


- 

100 

Contract 

- 

- 

- 

- 



- 


Permanent 


41 

57 

10 

I 

3 

21 

133 

Temporary 

5 

20 

29 

4 


- 

- 

58 

Not available 

- 

- 



- 



38 

Total 

16 

132 

104 

14 

1 

3 

21 

329 


Source: Survey dota. 
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paid to males is clearly evident. Irrespective 
of their status, very few women workers 
earn more than Rs 1.5()0 p in. Though 
about 40 per cent of the female labourers 
perceived ihem.sclves to be permanent, 
nearly 73 per cent these workers are no 
di ffercnl 1 roni other categories of labourers 
vi7, casual and temporary in terms of 
wages earned. Tltey earn between Rs 500 
-Rs 1.500 p m. However, noni- of the.se 
perceived permanent lemalc labourers 
earned less than Rs 500 p ni as opposed to 
the casual and temporary women workers 
(Table 14). 

One .significant point to be noted is that 
about 16 per cent ol those who claimed 
to be permanent among women workers 
arc in the top income bracket earning more 
than Rs 3.000 p m. 

Hence, we conclude that the notion of 
permanency among the workers is not 
without any basts as the wage level, at least 
tor some, do rellcct the ditlcrence. 
Simultaneously, the perceived perma¬ 
nency has not endowed any extra income 
as a significant number earn only as much 
as their counterparts who classify 
themselves as casual or temporary. Could 
this perceived permanency by many 
women labourers be due to more experi¬ 
ence’^ This question emerges as many of 
our respondents staled that they can work 
m the same unit as long as they wish 
unless the unit is closed down. Hence we 
attempt to relate the condition ol em¬ 
ployment and the ycais of .service of the 
labourers. 

We find from Table 15 that though 21 
male labouiers claim to be permanent, 
only live among them have an expeiicnee 
of more than 10 yciirs while for nine ol 
them, then ex|>crienc»“ is between five and 
10 years. These t wo groups const itute about 
60 percent of those who perceived them¬ 
selves to he permanent among male 
workers Though we do have such experi¬ 
enced woikers among the casual and 
temporary workers, only 11 per cent ol the 
casual male workers ,ind 28 per cent of 
the lemporarv workeis have more than 
five ycaisi of expeiicnee. 

The as.sociation between perceived 
pcrniaiiencyandycarsol experience among 
Icmale workers t Table 16) is not found 
to bo a.s strong as it is among males W'hile 
about 66 per cent of the male woikers ol 
permanent nature had more than live years 
o( expel icnee, only about 23 percent among 
the |>erinaneni female labourers have that 
level of experience Turthcr, among the 
female workers, only about 4 per cent ol 
casual workers and 5 percent of temporary 
Icmale workers have more than 5 years 
of expcr cnce. 


Aoi: OF WORKF-R S AND LEVEL OF EXPERIENCE 

We have argued in an earlier section that 
an important reason for the high level of 
turnover of labour in Ambattur could be 
the operation of patriarchal forces, both 
at the household and at the workplace. 
Turnover of labour here is measured 
indirectly through the level of experience. 
It is true that experience would at best 
capture only those workers who have stayed 
on in the market. But for our puipose of 
understanding whether age is any 
indication of experience, we need not be 
constrained by this limitation of turnover 
as an indicator. 

Another question that we had attempted 
earlier is the level of education of the 
labour force. We found many women enter 
high .school and quit before completing 
eighth standard. Have they entered the 
liihisui market immediately after school? 
To answer this question, we relate the age 
ol the workers and their level of experience. 

We find that relatively few male workers 
join the lalmur force before they arc 19 
years old (Table 17). This is borne out by 
the fact that nearly 60 percent ol the male 
workers whose work experience is less 
than two years belong to the age group 
20-24 years. This should have been the 
fcaiurc even in the past as indicated by 
the tact that about 50 per cent of the male 
labourers with an experience ol 2-5 years 
are in the age group ol 25-29 years. Simi¬ 
larly, about 60 per cent of the male workers 
w'ith 5-10 years of experience are from the 
next higher ago group of 30-34 years. 

Another notable feature is that since 
most of the male workers enter the labour 


market after they had cros.sed 20, we find 
every possibility of them completing their 
schooling. 

Among the women woikers, about 40 
per cent of those with less than two years 
ol experience are not even 19 years old. 
A few of them .seem to have entered the 
labour market even earlier - they have 
clocked 2-5 years of experience and are 
not even 19 yea« old. About one-fourUi 
of the sample women workers have entered 
the labour market when they were in the 
age group of 20-24 years and another 
one-fourth in the age group ol 25-29 
years. This could have been the ca.se even 
earlier. If we consider those with 2-5 years' 
experience, about 47 per cent are in the 
age group of 25-29 years. Simultaneously, 
lho.se who have entered the labour market 
much younger constitute about 22 per cent 
while another 22 per cent account for the 
older age groups. 

This indicates the volatile nature of the 
female labour market in Ambattur. These 
workers enter the labour market.any time 
but before they are 34 years old. But they 
do not stay for long. There are only eight 
labourers in the age group of .^4-39 years 
with 5-10 years expcricnee and there is 
only one labourer Iroin that age group with 
more than 10 years experience. 

From the ab<ivc discussion we can 
surmise the following, while the palnarchal 
organisation of hou.scholds enable males 
to complete schooling, the same sliucture 
docs not seem to allow the labour market 
to crystallise in the case of women. The 
girl children are withdrawn from (he school 
and sent i nto the labour market even bi-forc 
they are 19 years old. While some others 
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enter the labour maricei immediately later 
when they are 20 -24 years did, an equal 
number enter the labour market much later 
even when they are more than 25 years 
old. Such decisions at a later age to go 
jto work could be due to sheer eco¬ 
nomic pressure. Probably because of 
entry into the labour market at various 
time points, and ages, and also because 
of being in the job for a short span of time, 
women workers’ wage is clastered at the 
low end. 

Let us now move on to discuss the 
importance of these wages for the labourers 
and their households. As wc have discus.scd 
earlier, patriarchal pulls and immediate 
material conditions could be working in 
opposite directions and con.sequcntly will 
have varied meanings for the male and the 
female labourers. 

Marriage is an important medium 
through which the ideology of patriarchy 
is operationali.sed. As we have noted earlier, 
nK).st of the unmarried women workers felt 
that thcircontinuation inlhe labourmarket 
would depend on the decision of their 
marital household. We also noted that 
about half of our sample women workers 
are married. This, together with the lact 
that women workers enter the labour market 
at various points in their life but .stay only 
briefly, indicates complex processes at 
work. It is not that the decision to work 
IS made immediately after marriage in all 
cases. Similarly, it is also clear from our 
data that the decision to quit is not forever. 
These are some of the possible reasons for 
the flux in the female labour market. 

Similarly, the material conditions could 
also vary across households and between 
natal and marital houses. Besides, the 
location of the hou.sehold both, spatially 
and in terms of resources, is crucial tor 
women’s labour. The level of poverty and 
its mten.sity in rural as well as urban India 
needs no elaboration. Added to this misery 
arc the social and cultural practices like 
marriage and dowry that wreck havoc with 
the household economies of the workers. 
While asizeable numberof women workers 
earn the entire li velihood of their families, 
there arc others who work towards their 
marriage. Substantial portion of their 
meager wage is saved to be spent on their 
marriage. The following section attempts 
to map the importance of wage income 
across workers by their marital status. 

Family Income and Marital Stai i's 

Docs the level of family income of the 
labourers (male and female) vary by their 
marital status? That may help us to under¬ 
stand the varying levels of contribution of 
workers to their respective households. 


We find that a substantial number of 
married men and women workers hail 
from families whose monthly income is 
less than Rs 4,000 p m (Table 18). This 
group accounts for about 74 per cent of 
the married male labourers and 83 per cent 
of the married female labourers. In contrast, 
not many unmarried male and female 
labourers arc drawn from such low income 


families. 

It needs to be noted that about 23 per 
cent of unmarried women labourers are 
from such families who.se monthly income 
is less than Rs l.(K)0 and another 21 per 
cent are from families with a monthly 
income between from Rs 1,(K)I to 2,000. 
This could be the reason why wc noted 
earlier that about 55 per cent of unmarried 


Tabu, 17. DisTHiBimoN of Workers across Aok anii Years of Exff.riffi('F 


Years of ExDerience 

Age 



Male 




Female 




<2 

2-5 

5-10 

More than 

Total < 2 

: 2-5 

.5-10 

More than 

Total 

Years 

Years 

Years 

10 Years 

Years Years 

Years 

10 Ycais 


Below Id 

.3 

„ 

— 

— 

3 40 

7 

— 

1 

48 

20-24 

13 

12 

2 


27 27 

42 

3 


72 

2.S - 29 

4 

38 

7 

1 

50 23 

87 

9 

1 

120 

.10 34 

2 

21 

19 

1 

43 7 

40 

16 

1 

64 

34-39 


4 

3 

2 

9 5 

6 

8 

1 

20 

Above 39 

- 


1 

2 

3 

3 

4 


7 


22 

75 

32 

6 

115 102 185 

40 

4 

331 

Soun-e ■ .Survey tiala 








Tabli is 

DisiKiBimuN OF Workers across Famii s Incomf and Marhai Siatos ' 


Family 



Male 



Female 


Income Kangu 

Married 

Unmarried 

Mamed 

(Ininarned 

(Rs) 


No 

Per Cent No 

Pei (’em 

No Per Cent 

No Per Cent 

lA^ss than 1000 

1 

1.4 

3 

4 6 

13 

7.6 

36 

22 5 

Kh) 1-2000 


17 

23.9 

7 

10 9 

38 

22 4 

34 

21.2 

2(H)1-30(H) 


17 

23.9 

13 

20.3 

6.5 

18 4 

21 

13.1 

3001-4000 


18 

25 3 

7 

10.9 

25 

14.7 

20 

125 

4001-5000 


3 

42 

8 

12.5 ' 

9 

5 3 

26 

16.2 

5001-7.S00 


2 

2.8 

9 

14 1 

1(1 

5.9 

13 

8 1 

7.’i0l-l00(H) 


1 

1 4 

5 

7.8 

— 


3 

1.8 

Nut available 

12 

1691 

12 

18.7 

9 

5 3 

7 

43 

T ntal 


71 

100 0 

()4 

1(K)0 

169 

100 0 

160 

100 0 


Snurce Survey datu 


Taw e m Disiribhiion of Male Workers across Famils Iniome ani> Li vel of Contrihi'iion 


Family Income 
(Rs) 


Conlribuliun in Perccntaiie 

’ NA 

< 25 Per Cent 

26 ,50 Per Ceni 

51-75 Per Cent 

76 100f>er(_Vm 

Less than 1 OfX) 

1001 - 2000 

2001 - .3(KK) 

3001 - 4(M)0 

4001 - 5(KK) 

5001 -75(«) 

7501 - l(K)()0 

Nut available 

Total 

4 

2 

2 

6 

3 

4 

21 

1 

II 

9 

II 

4 

(> 

42 

13 

0 

19 

1 

9 

6 

4 

1 

23 

2 

1 

1 

2 

24 

10 

Sourer: .Survey data 






Tabij: 20 DisTviBi'iioMa Fes4ai>'W 11 RKFK.S A('Ros.s Famii \ Incomi anuLevei oe CosmtiRiinoN 

Family fncuinc 


Contribution in Pcreenlaec 


(in R.s) 

< 25 Pta- (2enl 

26-50 Per (Ymt 

51-75 Percent 

76-100Per(i:m 

NA 

Less than 1000 

— 

... 


49 


1(8)1 -2000 

— 

36 

II 

26 


2001 - 3000 

3 

63 

18 

2 

- 

3001 -4(KX) 

17 

22 

5 

1 

1 

4001 - 5000 

21 

6 

I 

6 

1 

.5001 - 75(8) 

8 

.1 

1 

II 

- 

7501 - 1(8)00 

3 


— 


-- 

Not available 

— 

— 



16 

Total 

52 

no 

.36 

95 

18 


Sourer - .Survey data. 
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female labourers are contributing to the 
extent of either three tourths or mtwe of 
their family income. 

Famii.y Income .and Level of 
C oNiitiBunoN 

The family income could be the im¬ 
portant factor that decides the level of 
contribution of individual labourers. In 
the case of male.s, about 61 per cent who 
contribute less than one-fourth ot their 
family income arc fn^m families whose 
monthly income exceeds Rs 4,{XK) p m. 
On the other hand, about three-fourths of 
those who contribute between 25 to 50 per 
cent of the family income arc from poorer 
households with a monthly income ranging 
from Rs l,tK)l to Rs 4,(MK) p m. Almost 
all others in higher contribution brackets 
(that is, who.se share in family income is 
50 per cent and above) are also from 
poorer households. 

In the case of female workers, about 60 
per cent of low contributing women 
workers (that is those whose contribution 


i.s less than 25 per cent of total family 
inarnie) hai I trom better off families whose 
income is more than Rs 4.000 per month. 
In contrast, about 95 per cent of women 
workers whose contribution constitute.s 
25 to 50 per cent of the family income are 
from such families whose income i.s below 
Rs 4.000 p m. 

The smaller the total family income the 
higher the contribution of the female 
workers About 67 per cent of the female 
labourers contributing between 50 and 75 
t>er cent of the family income are from 
families with a monthly income of less 
than Rs 4.000. Those contributing more 
than three-fourths to the total family 
income are from still poorer households. 
About 79 per cent of such women labourers 
arc t rom families whose monthly income 
IS even le.ss, that is, less than Rs 2,(K)0 p 
m. In fact half the women labourers in this 
category are from families with a monthly 
income of Rs 1,000 p m. 

Thus, we lind a close correspondence 
between the level ot family income and 


contribution level, h also suggests that a 
substantial section of the labour force is 
from the poorer households and accounts 
for nearly half of the family income. 

That material conditions do often over¬ 
ride patriarchal forces is clearly evident 
from ouranalysis. However, for the women 
labourers, this could be a passing phase 
in their lives and they may well withdraw 
(be withdrawn) from the labour market. 
This is a continuous proces.s. Those whe 
withdraw from the labour market might 
get back into the patriarchal fold ol 
the household while new ones enter the 
labour market not necessarily by liberating 
thcm.sclves from these forces, but only tc 
get back into it at a latter date - a deci¬ 
sion that in turn would be decided by the 
same forces. 

Such an interplay of material conditions 
and patriarchal ideology is a boon tc 
employers assuring them of a steady supply 
ol cheap labour. More important, i( 
.subsidises considerably the cost ol 
prixluction for employers in scvcfal ways 
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py enaoiing einpioyerii lu nire woneers on 
temporary basis without entering into 
contractual arrangement that are legally 
tenable, thereby also enabling the evasion 
of payment of any benefits (statutory or 
jptherwise) to workers like maternity leave 
with pay, ESI, PF etc. From the women’s 
point of view, this arrangement inhibits 
the accumulation of ex pericncc apart from 
exploiting them in every way. 

Conclusion 

Our analysis has brought out the complex 
interplay of different factors which in turn 
renders the job market very volatile, 
particularly for women {Leach I993j. 
Women's labour market seems to be in 
a constant state of flux. In our view there 
are several underlying factors and forces 
that hinder the crystallisation of (he labour 
market for women. 

In the first place we find that a good 
proportion of women labour come from 
relatively poor households, that is, 
households whose monthly income is less 
^ Ilian Ks .sot) p m and/or less than Rs 1,000 
p m. Hence or otherwise, the income of 
ihcse women workers constitutes almost 
thrcc-lourths or the entire income ol their 
respective lamilies. The gender question 
comes out very sliarply in the matter of 
contnbutions to hou.sehold income; a larger 
proportion ol women rather than men 
(particularly in poorer households) contri¬ 
bute more than .“iO per cent (even 10{) per 
cenOof thcirhousehold income. Incontrasi 
the male share of household income 
exceeds.SO percent only in relatively better 
off households. 

Secondly, the fact that women lahoaieis 
belong to relatively poor hou.scholds ami/ 
or the fact that their contribution to family 
income is crucial, however does not 
automatically guarantee the continued 
participation ol these women in the labour 
market. How long and which women 
remain in the labour market at any point 
of time depends on the outcome of the 
interplay between material conditions 
and patriarchal forces in operation both 
at the workplace and in (he particular 
household. 

As observed by many others, v.'c also 
find a high turnover of women labour in 
Ambattur. But the concept of turnover 
needs to be problematised since it is nut 
necc.ssarily related to the conventional 
notion of women leaving the labour market 
on account of marriage or childbirth. Our 
study has revealed that the aspect of 
turnover for women is across age and 
marital status. 

An added dimension to the above prob¬ 
lem of rapid turnover of women in the 


laoour marxei is mat it ninaers tne accumu¬ 
lation of job experience as far as women 
arc concerned {Tam 1996]. It is evident 
from the study that women have a com¬ 
paratively poor work experience across 
age and marital .status as compared to men. 
Thirdly another striking feature thrown up 
by ourstudy is the inabilityof larger number 
of women workers (relative to male 
workers) to complete schooling. The 
literacy base lor women workers is larger 
than that lor men; but more number of 
men arc able to proceed for higher edu¬ 
cation whereas larger number of women 
workers seem to drop out before complet¬ 
ing school. 

The complex interplay of these (iiegat i vc) 
factors manifests itscK in several ways; 
one, we find very clearly that the wages 
for women workers arc clustered at (he 
lower ends ol the wage slab. Two. the 
les.ser years ol schooling, the. inability to 
accumulate work experience because of 
being pressurised to quit and/or join wage 
work at the diciaie ol (patriarchal) house¬ 
holds. limns considerably the type of 
industries, and jobs within these industries, 
that women can enter. In our larger report 
on this study (on which this paper is based) 
we lound that, of the three industries 
studied, the flexible organisation ol the 
gannciit industry seems to accommodate 
women with all theii constraints. That is, 
ol the three indu.stries, the women in the 
garment industry are less educated, have 
less work experience and also come Irom 
families that arc relatively poor. In our 
interviews with these women, we reali.sed 
that quite a lew women consciously opted 
to enter uniis that did not demand stringent 
quality control, preci.sely because they 
could not cope with stress both at home 
and at the workplace. On the othci hand, 
women in (heengmcei ing industry showed 
a distinct pattern; they were more educated, 
had longer work experience and also came 
from households whose income levels weie 
higher. 

And here I ics t he gender trap. Very • iften, 
policies to increase women’s wage em¬ 
ployment choose to take the easy way out 
by tacilitating, the selling up of industries 
that arc, in oflicial parlance, ‘compatible 
withwornen's household responsibiiitic.s” 
rather than addressing the constraints that 
force ‘women to work in women’s work’. 
Given this scenario it is difficult to come 
out unequivocally with a clear set of 
policies that will simultaneously address 
material conditions and mimical patriarchal 
forces. 

Provision of facilities for completion of 
.schooling, vocational training for skill 
acquisition, implementation of even 


existing legislation relating to hiring 
practices and conditions of work at the 
workplace, etc, may go a long way towards 
benefiting labour in general including 
women labour. But it is important to bear 
in mind that these provisions will meet 
only (what in feminist parlance is called) 
the ‘practical gender needs’ of women 
[Moser 1981 ]. They do not entail astrategic 
goal such as women’s emancipation or 
gender equality: nor do they challenge the 
prevailing forms of subordination even 
though these may arise directly out of 
them. Having said this howe ver, we do not 
deny the importance ol interventions 
designed to alleviate (he sped fic problems 
of women workers. But the limitations of 
such an agenda needs to be recognised if 
not at Ica.st recorded. 

i'l'his paper IS basutl on data collected foi a .study 
on ‘Women and kniployment' for the department 
ot women and child development, ministry of 
human resource development We are grateful to 
the ministry for their sponsorship of the 'study 
We are indebted to V laililha and P Ra)cswuri 
for ihcir painstaking efforts in collection of data 
at the field, to A Raman for .analysts ot data; to 
T Maheswan for producing several drafts of the 
paper, and to K I)harinu|)eruinal foi the ptadiiction 
of the linal (laper | 
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Disempowered despite Wage Work 

Women Workers in Beedi Industry 

Meena Gopal 

By employing a system of production using contractors and home-based workers, the beedi industry is 
able to gain tremendous profit with little inputs in infrastructure and comprehensive benefits to labour. 
The construction of home workers us housewives and homework as a practice that allows a woman to care 
for children and perform her household tasks while earning much needed income completely detracts from 
the fact that not only do women put in long hours to fulfil production targets set by employers but have 
no idea as to how they arrive at the wage levels they set. Women’s subordinate status as workers is built 
into the production process. 


THE beedi industry in Tamil Nadu re¬ 
mains largely concentrated in the districts 
of Chennai, Chcngalpattu, North Arcot, 
Tiruchirapalli and Tinmeivcii and in re¬ 
latively small numbers in Dharmapuri, 
Chidambaranar and Kany akumari districts 
In Tiruncl veil district, Mclappalayam area 
of Tirunelveli town and Mukkudal in the 
rural Ambasamudram taluk arc the oldest 
centres of the beedi industry. In the district 
today, the system of making beedis in the 
factories or workshops is totally non¬ 
existent; instead, the system of manufa¬ 
cturing beedis through contractors and 
subcontractors employing home-based 
workers is the one prevalent. Unlike many 
other .states such as Kerala oreven Madhya 
Pradesh and Maharashtra, in Tirunelveli 
there is no coexistence of the workshop 
system and the system of subcontracting 
out to home-ba.sed workers.' Apart from 
this. Tirunelveli was coasidered condu¬ 
cive by entrepreneurs from neighbouring 
states and even from states like Gujaiai 
and Maharashtra, due to the abundance of 
cheap female labour and favourable cli 
inatic conditions, lire heedi manufactur¬ 
ing companies possess the trade mark to 
manufacture and sell beedis. They in turn 
carry out their pnxluction through con¬ 
tractors and subcontractors. At prc.sent. 
there arc more than 40 .such trade mark 
holding companies and around l.lOO 
contractors and subcontractors operating 
in Tirunelveli. 

There is a consensus among employers 
about decentralisation being the most 
efficient organisational form for manufac¬ 
turing beedis. The chief admini.stratnr and 
proprietor ol one of the prominent manu¬ 
facturers in tnc district of the brand Kajah 
Beedi, says, “the contract'system became 
prevalent because of the stringent labour 
laws. Prosecution took place if the reg¬ 
isters pertaining to the various welfare 
measures were not maintained. If a person 
owned five branches, then five different 
prosecutions were conducted. A second 


offence meant imprisonment. So we put 
the responsibility on the contractor. He 
deals directly with Uie worker as regards 
remuneration and alfother bcnefiLs” {per¬ 
sonal communication, Nazrullah, propri¬ 
etor, Kajah Beedi Company, 1993). By 
employing a .system of production using 
contractors, the beedi companies are able 
to gain tremendous profits with very little 
inputs in terms of infrastructure and com¬ 
prehensive benefits to labour. These profit 
making features of the beedi manufactur¬ 
ers are hardly evident in the interface 
between the contractors and subcontrac¬ 
tors, and the workers. It is at this latter 
level that manipulation by the employers 
becomes visible. 

In the system of contracting out the 
production, there are essentially two 
.strains. One, where the trade mark hold¬ 
ing company provides raw material to con¬ 
tractors. who in turn issue the tobacco and 
tendu leaves to the workers at the village 
level and colled the finished product and 
deliver it to the company. Companies of 
brands such as Kajah Beedi. Seyadu Beedi 
and King Beedi belong to this category. 
For instance, Kajah Bcedi’s trade mark 
holding company is called Rajavcily and 
Company. It has 47 contractors managing 
its pnsduction in Tirunelveli. The shops 
managed by the contractors at the village 
arc known as ‘company shops'. In the 
second lorm, the company provides the 
raw material to a main contractor, who in 
turn hands over the raw material to the 
numerous subcontractors who maintain 
links with the workers is.suing them raw 
n.atcrial and collecting the finished pro¬ 
duct from them. In this form the trade mark 
holding company is also called the prin¬ 
cipal manufacturing company, while the 
subcontractors are akso referred to as 
commission agents. One of the largest 
beedi manufacturers, the Mangalore 
Ganesh Beedi Company has as its main 
contractor, the Muruga Home Industries. 
The units or the shops managed by the 


main contractors are called the branches. 
The Muruga Home Industries has 10 such 
branches The 30 Number Photo Beedi 
Company known by its trademark name, 
Bharat Beedi, another large producer in 
the di.strict has as its main contractor, the 
Damodara Home Industries. They engage 
69 subcontractors for production in the 
district. The shops managed by fhe sub¬ 
contractors (also known as ‘commission 
agents’) at the village level arc known to 
the workers as ‘commission shops’. All 
the trade mark holding companies have 
their headquarters for the district at 
Tirunelveli, Melapalayam, or Mukkudal. 
The contractors and subcontractors for the 
various companies are those who manage 
the actual manufacture of beedis. 

Raw material, both tendu leaves and 
tobacco, have to be obtained from states 
such as Andhra Pradesh, Madhya Pradesh, 
Orissa, Gujarat and Kaniataka. Large 
companies priKure raw material through 
their own agents, who participate in the 
tender bid of the tendu leaves every year 
at their places of pniduction in Ori.ssa and 
Madhya Pradesh. Others procure the raw 
material from suppliers and agents who 
travel to and fro and ensure supply. 
Companies slock the beedi leaves and 
tobacco in godowns at their headquarters 
and despatch the necessary amounts to 
their contractors as and when requited. 
With respect to the payment of wages and 
benefits to the workers, the maintenance 
of registers of service, and the accounts 
of production, it is the contractors and sub¬ 
contractors who have the responsibility of 
dealing with the workers. 

On an average, nearly 250 crore beedis 
are manufactured per month in Tirunelveli 
district by the home-based workers em¬ 
ployed by the various companies. Official 
records indicate that there are 1.8 lakh 
home-based beedi workers employed by 
the various manufacturers in the district, 
as revealed by the number of Provideni 
Fund subscribers registered at the 
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Regional Provident Commissioner’s Of- 
tice at Madurai. However, a recent survey 
by a commi$.sion appointed by the Su¬ 
preme Court in 1989 to enquire into the 
conditions of those employed in the bcedi 
indusuy in Tiraneiveli district, showed 
that workers including those having to roll 
jointly with passbook holders, as well as 
the unofficial ’chinai’ (little notebook), 
when estimated, reveal that the total 
number of workers is anmnd 5.5 lakh.^ 

The main contractors such as Muruga 
Home Industries for Mangalore Ganesh 
Becdi and Damodara Home Industries for 
Bharat Bcedi Company u.sually have their 
offices or branches at taluk headquarters. 
Each of the branches of the main contrac¬ 
tor will usually have about 15 to 20 sub- 
conuactors who will run the shops in the 
villages. The main contractor disburses 
the raw material to the subcontractor who 
in turn will deposit the finished beedis at 
the taluk office at least once a week. Here 
the beedis arc bundled and packed and 
despatched to the sale points after pay¬ 
ment of excise duty. In the case of com¬ 
panies of .such brands as Kajah Beedi, 
.Scyadu Bcedi, and King Bcedi, who 
operate with just contractors, the latter 
have their shops at the village level. Each 
of the contractors, and subcontractors in 
the former case, may maintain more than 
one outlet at the village level. i me of which 
will be called the main branch and the 
others, the .sub-branches. Tlie.se outlets arc 
spread amongitt adjoining villages within 
a block. While the raw material that the. 
contractor gets from the headquarters is 
kept at the main branch in the village and 
distributed to the sub-branches m the other 
villages, the beedis that arc produced are 
bundled and packed at the godowns called 
packaging centres from where it is dcs- 
patchcdlothesalcpoinlsaflcrpaying excise 
duty. Kajah Bcedi has three such packag¬ 
ing centres tor the whole di.strict, at Tirunct- 
veli town. Melapalayam and Pavoor- 
chatram. The indu.stry thus has a pyrami¬ 
dal structure with its ha.se at the village 
level and its highest point being the district. 

In Keelapavoor block there arc more 
shops in the southern villages than in the 
villages in the northern part. Due to the 
predominance of agricultural activity beedi 
work slackens in the muthern parts during 
the agricultural season. Regular bcedi work 
only begins once the agricultural season 
is over. Consequently there arc fewer 
company shops in the villages <»l the 
northern part of the block, and a predomi¬ 
nance of both company and commission 
shops in the southern part. The oldest 
e.stab]ishcd .shops in the bl<x;k are the 
T P Sokkalal Ram Sait Beedi Company’s 


shop set up in 1944 in Melakrishnaperi 
and those set up in Poolankulam in 1954 
and 1956, Then the Mangalore Ganesh 
Beedi Company's commission shops 
began to be set up from 1969 to the mid- 
1970s in Pavtiorchatram and the nearby 
areas and continued thereafter to expand. 
Among the company shops, Kajah Beedi 
and King Bcedi brands from Kerala, and 
Tirunelvcli’s Scyadu Beedi were c.siab- 
lishcd in the laic 1970s. The beedi .shops 
expanded further through the 1980s and 
continued to grow into the 1990.S. In the 
1970s there was thus an increa.se in, and 
consolidation of (he commission shops 
with many new entrants such as the Khiladi 
beedi, Desai bcedi, 5 number beedi. es¬ 
tablishing themselves. 

The 1990.S saw the entrance of many 
more of the commission shops belonging 
to Khiladi and Desai, and also the cxpnn- 
.sion of established conrpanies of brands 
like Kajah and newer ones like Arasan 
Bcedi. Between 1992 and 1994. 6 com- 
mi.ssion .shops and 3 company shops of 
brands such as Kajah, Ar.i.san and Scyadu 
had established themselves in the block. 
This meant that the beedi business was 
proving to bo quite profitable. There was 
u con.scnsus amongst the managers, that 
the shops and their companies were dmrig 
good business. Some of them also said that 
their companies were expanding by estab¬ 
lishing new outlets in the di.striet. While 
(his expansion wa' going on, many shops 
ot the ']' P .Sokkalal Rani Suit Beedi 
Company were closing down. This was 
because most of their workers were older 
women. Younger workerswhnwercskilled 
in rolling the ncwci company ‘nrjol' 
tthread) beedis which used a thread to lie 
the beedis. preferred not to roll Sokkalal’s 
‘thumbu’ (coconut fibre) beedis which 
used coconul fibre to bind the beedis and 
was more conical in shape. Thus compe- 
tiinrn from other brands and companies, 
and lack of labour with requisite skill were 
compelling the Sokkalal Ram Sail Beedi 
Company to close down their .shops in 
many arras of the district. 

lNn.KI /U'l' BM WI-.I Si WoRKtiRS ANO 
(iHi Snot'S 

To begin running ashop, the contractors 
and subcontractors have to possess a 
Central Excise licence which provides 
them with the authority to obtain and 
disburse tobacco to the women workers, 
and account for the beedis produced and 
transported. Of the two types of shops, in 
the company shops the contractors for the 
trade mark holding company operate by 
issuing passbooks to the home-based 
women workers in theirname. giving them 


raw material and collecting the beedis .'. 
after paying them the wage.s for the beedis 
roiled. They alsodepo.sited provident fund j 
amounts in their names, and 8 per cent of ‘ 
their total wages obtained in a month as 
leave wages. This provision exists in the ' 
Bcedi and Cigar Workers' Act 1966. The : 
leave wage.s as well as bonus, given to the 
workers under the Bonus Act, are distri¬ 
buted twice a year during the festivals of 
Pongal and Dcepavali. Despite the fact 
that the Maternity Benefit Act covered the 
women beedi workers, it has become 
effective only since 1988, with the efforts 
of the women inspector ot labour of 
Tiruneivcii district. Even here only com¬ 
pany shops have shown a willingness to 
give women their maternity benefit dues. 

In addition to pas.sbook holders, there are 
workers who rolled in 'joint' .status worked 
along or jointly with passbook holders. 
They received the wages only forthe beedis 
rolled. The shopowners claim that once 
these workers’ skill and proficiency are 
established, they too would be ‘issued 
pa.s.sbooks. But whether this claim was 
true became clear, as we .shall see later, 
Irom the t-vidciice ol the women workers 
in the shops. The company shops arc .strict 
about the quality of their beedis. the re¬ 
porting time for delivery of beedis, and 
insisignce that the workers present them¬ 
selves in a neat manner. 

In the commission shops, the subcon¬ 
tractors operate with the brand name of 
(hr' principal manuiacturing company. 
These subcontractors, also called com¬ 
mission agents, obtain a commission of 
80 to 90 parse to Re I or even Rs L20 
pel l.tMX) beedis collected and sold, de¬ 
pending on the brand of the beedi from 
the main contractor, 'llrcy exercised arbi¬ 
trary powers because of their weakened 
links with their principal companies, and 
the informality governing their relations 
with workers lire commission shopman 
col Ic'cls a bund Ic ex t ra for c very 10 bund les 
rollcxl, called ‘poclu vandal' and thus took, 
from the worker UK) beedis lor every 
I.IK)0 beedis as his ‘own commi.ssion’ 
from the worker. Wh'lc passbooks were 
issued to women, and a lew workers also 
retained as joint rollers in these commi.s¬ 
sion shops, (he subeonirac'lons of .some of 
the manufacturers, such as Mangalore 
Ganesh Beedi Company tat the lime of the 
study), did not issue the passbooks in the 
names ol the women, but in the name of 
a male member ol the family or even a 
neighbour to avoid giving maternity bene¬ 
fit. Another dominant practice m these 
commission shops was the issue of raw 
material to workers on a liille notebook 
called the ‘chillai’. Young girls who are 
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just beginning to leam to roll beedis or 
older women whose bcedi quality may not 
match the best quality are given the raw 
material, but without recognition of a 
passb(x)k. The workers might not be paid 
their provident fund amcnint, bonus and 
leave wages and maternity benefit, or if 
so, infrequently. However, in an atmo¬ 
sphere of informality, the shops are also 
not strict about the quality of the beedis 
submitted, the time at which one reports 
at the shop, oreven the regularity of rolling. 

Sometimes .subcontractors of smaller 
brands will also provide raw material to 
women in any one of the villages they 
have shops in. for a non-tecognised brand, 
apart from the regular brand they sell. 
Women identify (his practice a.s a constant 
changing of thread of the beedis they roll 
for. The shopowncr may be a resident of 
a neighbouring village and thus familiar 
to them, a,s the shopowners indulge in such 
practices only after they have e.stablished 
sufficient rapport in a village. One such 
subcontractor had shops in Pa voorchatram 
andTippanampatti, with his main contrac¬ 
tor the Malabar Beedi Company head¬ 
quartered in Tenkasi He would some¬ 
times give the workere green thread and 
sometimes pink thread to bundle the beedis. 
The beedis of these non-rccognised brands 
would then be sold to other contractors 
or to retail outlets. One of the.se was an 
imitation of Seyadu beedi, which the 
women called ’short Seyadu’, quite pun¬ 
gent in flavour and very popular in the hill 
districts of Kerala. 

Apart fnim these two types of shops, 
there are also traders who .set up shops 
without pos.scssing a brand name. They 
operate on a small .scale with a declaration 
of annual production less than 20,000 for 
which there is exemption from the Central 
Exci.se licence. Characteristic ally these 
shops issue law material and collect the 
beedis at an appointed hour during the day 
or night. They may or may not be regular 
in paying the wages, but will suddenly 
remove their shop from its place and vanish 
with the beedis, raw material, money et 
al, leaving the workers in the lurch. They 
too indulge in the practice of ’podu van¬ 
dal’, of taking from the worker 100 ad¬ 
ditional beedis for every 1,000 beedis 
rolled. They sell their beedis to contractors 
or bigger merchants who sell it to retail 
outlets. While they operate they may pay 
good wages without the passbook and 
hence no other benefits, and even i.ssue 
good raw material which was appreciated 
by the women who rolled for these shops, 
and they will sell their beedis in an 
unauthorised manner across the border in 
the hill di.stricls of Kerala. The shops run 


by these traders and the smaller subcon¬ 
tractors who sell the non-recognised and 
imitation brands are ptqiuiarly known as 
fly-by-night shops. 

WORKINO OF THE ShOPS 

llie beedi shops in Keelapavoor block 
employ only women as bec^i rollers. In 
partsof the neighbouring Alangulam block, 
men also work as beedi rollers. A well- 
established company shop usually has 
more than 200 workers working for the 
shop. In Keelapavoor block, both Seyadu 
and Kajah Beedi company shops, have the 
highest number of 388 and 362 woricers 
with passbooks, in two of their shops, on 
their rolls. TTte distribution of workers in 
the two types of shops tells us that out of 
the 50 shops surveyed in the block 19 
commission shops have less than 50 
workers, while there are none amongst 
company shops. Eight commission shops 
have between 50-100 workers, while it is 
so only in one company shop. There are 
six shops in both the company and com¬ 
mission shops having between 100-200 
workers. And while nine company shops 
have more than 200 workers, it is only so 
in one commission shop. Thus commi.s- 
sion shops extract the maximum from 
workers by keeping small and numerous 
establishments indulging in a variety of 
arbitrary practices. 

Not all workers are issued passbtxtks. 
Besides pas.sbook holders, there would be 
at least half as many ’joint’ workers. 
Incidentally, this practice is more in com¬ 
pany shops. A ’joint’ worker docs not 
possess a .separate passbook but is issued 
raw material on another worker’s pass¬ 
book with whom she submits her beedis 
jointly, ’fhe joint worker’s dues such as 
wages, provident fund amount, bonus, and 
leave wages are paid to the pa.ssbookowner. 
The passbotiko wncr deducts her own share 
and hands over to the joint worker the rest. 
According to the managers, the joint 
workers arc on test for their skill and 
proficiency and would .soon be issued pass¬ 
books. However, many workers claimed 
that they had remained joint rollers for 
many years. 

The shops .ilso employ men generally 
as beedi checkers. Company shops have 
two or more checkers, apart from the 
dtsburser of the raw material, called the 
‘landoor’ who weighs and gives the req¬ 
uisite amount of the leaves and dust to 
each worker. There are also one or two 
men who work as stackers of beedis. 
Seyadu Beedi Company dispensed with 
this worker and they arbitrarily make the 
women themselves stack the beedis onto 
the trays and place them in the sun for 


curing. Besides, some bigeompanies have 
packers and labellers in their premises, 
who w(Hi( on a piece rate basis. 

All the company shops have regular 
timings from 9 am to 1 pm and 2.30 to 
6.30 pm. The commission shops generally 
open for collection and disbursement for 
two to three hours, any time of the day 
between 9 am and 7 pm. This was because 
one subcontractor would be managing two 
or three outlets and would have to adjust 
his time and presence between them by 
staggering his timings at each outlet. A 
worker hardly spends 15 to 30 minutes in 
the shop everyday, given the fact that she 
produces the beedis in her home. Nor¬ 
mally in the company shops where there 
are set timings to report for giving in the 
beedis, there may be about 20 to 30 women 
at a lime in the shop. In about half an hour 
they are sent off and the next lot comes 
in. In commission shops almoiit all the 
women report at the same time. 

The company shops insist that women 
come well-dressed to the shops, with hair 
oiled. The shopmen draw a parallel saying 
that ju.st as women in towns go drcs.scd 
well to offices so also the beedi rollers 
should come to the .shop dres.scd neatly. 
This, however, is for the brief 15-30 
minutes spent in the premises of tne shops 
to deliver the beedis. Their dealings re¬ 
main al a personal level, as there is no 
opportunity for any collective work at the 
shop. 

In payment of wages, arbitrariness was 
evident. Thirty of the fifty shops paid the 
wages on Saturday on a regular basis. 
Nine of the .shops paid it on a Thursday 
or Friday, while five of them paid it on 
a Sunday. The shopowners had control 
over the workers by making them come 
on a holiday to receive their wages or in 
arbitrarily shifting the date of payment. 

An insight was obtained into the 
shopowners' perception of women ’ s beedi 
work when 28 of the 42 shopowners in¬ 
terviewed responded by saying that beedi 
work was spare time work for women. 
Some of them even qualified it by saying 
it was work that women did in their free 
lime. Eleven of them said that if it were 
made a full time work with regular hours 
of work in a shop or factory, women would 
not agree to come. They claimed that the 
women would then not gain the advan¬ 
tages they now bad, combining it with 
their household work and care of children, 
seeking the help of assi.stanLs, which would 
be lost with supervisors in the workshops 
hovering over them. Three of the shop- 
owners however admitted that making 
beedi work into a full time activity meant 
a greater risk for them, as they would need 
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aplace to house the workers and more staff 
to supervise and check their wrak. 

The Production Process 

The acnial iabour process of producing 
the beedis takes place in the homes of the 
I' women workers. To understand the details 
of these mechanisms we chose to look at 
the village dynamics in Kalloorani. The 
process of rolling beedis is broken up into 
various steps and often split among vari¬ 
ous persons. On return from the shop, the 
leaves have to be soaked. Once the water 
drains off, the leaves are cut into rectan¬ 
gular pieces using an ‘ace’, a rectangular 
metal strip, for measurement. Each brand 
had slight variations in their ‘aces’. Then 
the pieces of leaves are folded in a piece 
of sack cloth or plastic sheet to retain the 
moisture till they are rolled. Cutting the 
leaves is a very skillful job and is done 
by the beedi worker herself. The respon¬ 
sibility of cutting leaves is sh^ed with 
younger girls only after the latter have 
attained sufficient skill. Thebcedi worker 
herself docs the main work ot actually 
rolling the leaves placing the tobacco dust 
inside and binding it with a thread. The 
final action consists ot folding the top end 
of the beedi using a metal slick. This 
action is often the first piece of work that 
is handed over to younger girls, when they 
arc initiated into beedi work. Often older 
women or handicapped women and girls 
are ‘paid’ fur folding the ends of the beedis 
and bundling them, at the rale of 60 to 70 
paise for every 10 bundles of 14 or 15 
beedis. Women sublet this part of the work 
so that these older and handicapped women 
cam a few rupees as their livelihood. 

Beedi work thus involves women who 
integrate their lives with their work. These 
include women and girls folding beedis 
and assisting other workers, alone or with 
other labour, or rolling beedis for others 
all of which constitute the informal beedi 
work outside the shop sector (Table 1). 
Young girls from poorer households as 
well as women who are socially and 


physically handicapped would be, as we 
have noted above, among those folding 
beedis. It is here that the extremes in ages 
ate evident. In Kalloorani, while there are 

66.7 per cent and SO per cent girls below 
15 years from the SlIPP and SURV rep¬ 
resenting the poorer (support and survival)-^ 
households respectively, girls from the 
(well-off) ACCl and ACC2 households 
are comparatively lesser with 33.3 per 
cent and 31.2 per cent respectively. Dur¬ 
ing agricultural off-season or when there 
is no work within the householdSrelderty 
women from well-off households, help 
the younger women by folding beedis. 
More women than girls combine assis¬ 
tance-in folding with other labour such as 
agricultural work. Older women from well- 
off households, with 23.4 per cent and 

18.8 per cent m ACCl and ACC2 house¬ 
holds respectively, help their daughters or 
daughters-in-law, while women from the 
poorer households with 15.7 per cent and 
50 per cent in .SUPP and SUR'V house¬ 
holds, supplement their incomes in other 
labour, along with beedi work. Women 
who could afford to spare a little time but 
who also wished to stay out of the com- 
[tetitiveness of the shops, rolled beedis for 
other women and were paid by them. Thu.s, 
the burden of assistance by which the 
shops gained, was passed onto the younger 
girls and the older women of the poorest 
sections, as well as the women of the well- 
off households. 'fhe women of the poorest 
households had less choice but the women 
of the well-off households could afford to 
take this burden. 

Girls gradually try and make their way 
into the shops while the older and indigent 
women remain out of the competitive 
circuit of the shops. Within the commis¬ 
sion and company shops, pa.ssbook hold¬ 
ers. joint rollers and ‘chittai’ holders 
worked side by side (Table 2). This dis¬ 
parity in .status between the workers even 
within a single shop is often a reflection 
of their families’ position in the social 
.structure, as well as their own status within 


the hoaseholds. In both the company and 
commission shops, women from the richer 
households are in greater number as pass¬ 
book holders. In the company shops, 50 
per cent women of the ACCl households 
have passbooks, while the SUPP and 
SURV households have 44.5 per cent and 
45.2 per cent women with passbooks. In 
the commission shops too, 20 per cent 
women of ACC I households have pass¬ 
books, while 18.6 per cent and 16 per cent 
women have pa.ssbooks in the SUPP and 
SURV households, respectively. The 
ACC2 households have a slightly 
smaller proportion of women possessing 
passbooks. Thus the well- off households 
had an edge over other households in 
having the most secure status, which was 
en.sured to them with pa.ssbooks in the 
shops. 

Ifie joint rollers are women from the 
less advantaged groups. This is particu¬ 
larly so in the case of younger girls who 
are eager to prove themselves and obtain 
a passbook soon. The proportion oT joint 
workers are seen more in the company 
shops and amongst the older women as 
seen in the 22.8 percent women in ACC2 
households, 13.9 per cent in the SUPP 
households and 9.7 per cent in the SURV 
households. Here, the ACCl households 
were s^n in smaller proportion and hence 
less manipulated. 

Issuing raw material on chittai isevident 
only in the commission shops. Here, 
interestingly, women from the richer 
households and tho.se who survived only 
on beedi work arc found in greater num¬ 
bers, seen in the 19 per cent women of 
ACCl and 19.4 per cent of the SURV 
households (Tabic 2). It meant that those 
who needed extra money and those who 
had no choice for survival worked shoul¬ 
der to shoulder on chittai in the commis¬ 
sion shops. Thus, women's disparate 
presence in the production proce.ss pre¬ 
sented a fertile area for their further ma¬ 
nipulation and exploitation in the working 
of the industry. 


Tabu. I. Infokmai Women Beedi WoRia;ii>! Oirrsior. Shop Sector in Househoid Cateoories (Kaijaxirani) 


Activities of Informal Beedi 

Work Outside Shop Sector 

Age 




Household Categories* 





ACCl 

_ACC2 

SUPP 


Toml 

N 

Pet Cent 

N 

Per Cent 

N 

Per Cent 

N 

Per Cent 

N 

Per Cent 

Folding beedies 

<I.S 

It) 

33 .5 

5 

31.2 

34 

66 7 

2 

50 0 

51 

50.5 


>I.S 

II 

36 7 

7 

43.7 

8 

1.5.7 

* 


26 

25.7 

Folding beedies with other work 

<I.S 

I 

.3 3 







1 

1,0 


>15 

7 

23.4 

3 

18.8 

8 

15 7 

2 

50.0 

20 

19.0 

Rolling beedies with or without other woik 

<15 





1 

1 9 



1 

1.0 


>15 

1 

3.3 

I 

6 3 





2 

2.0 

Total 


30 

100 

16 

too 

51 

100 

4 

too 

lot 

too 


Nmr. * See end note 3. 

Source: Gopal Meena. ‘Labour Process and Iw Impact on the Lives of Women Workers: A Study of tlic Beedi Industry in Keelapavoor Block of 
Ttninelveli oistnet', unpublished PhD thesis. Centre of Social Medicine and Community Health, JNU, New ftelhi. 1997. 
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Arbitrariness in ierms of Work ami 
RE1.ATIONS OF Labour 

In the working of the industry, at the 
level of the shops, different shops had 
different degrees of attraction for the 
workers. And even within a single shop 
workers had different types of relation¬ 
ships with the shop managers. Very often 
these personal rclation.ships became cen¬ 
tral in getting them jobs and privileges. 
Arbitrariness is reflected in the different 
dimensions of work. 

In the nature of formal controls, it is only 
in company shops that a pa.ssbook holder 
feels secure. Though she realises that her 
labour is strictly controlled, she feels 
assured of a proper i.ssue of raw material, 
wages, benefits like provident fund de¬ 
posits, bonus and leave wages. If the w'orker 
is ignorant of her right to maternity benefit 
she .stands to forfeit it, as usually the 
company shop does not initiate the pay 
inent to the worker. Some companies like 
Kajah Beedi usually do not deprive the 
worker of her due. The joint roller does 
not pos.sess a worker status as she does 
not have a passbook at all, and receives 
her wages due for the beedis produced. 
The company shops lake in younger 
women as joint rollers. The shop owners 
claim that a joint status is retained till the 
worker is sufficiently skilled for the pe¬ 
riod of a few months after which she 
would be issued the passhixik but often 
this continues for years and in many 
company shops the ratio ol main to joint 
workers is 2:1 or even moic. So if a shop 
claimed 300 workers on its rolls, the actual 
number on rolls would be 1 Vi or twice that 
number. .Sivanammal,'' who has been 
rolling 'joint' with her husband's second 
wife, who also lives in the same house¬ 
hold. feels resentful that she is not given 


a separate passtiook but has been torced 
to continue for many years now as a joint 
roller, because theshopmen ask why should 
one household require two passbooks. 
Often if there were two girls in a family, 
the passbook was issued to the younger 
sibling taking the older girl as a joint roller, 
for if the latter was married then the pass¬ 
book would have to be altered sooner. 

Most other workers are issued raw 
material with entries made in a tittle 
notebook called chittai. The chittai hold¬ 
ers are like the joint rollers of the company 
shops, the only difference being that here, 
the worker is in a more vulnerable situ¬ 
ation and may never graduate to a pass¬ 
book at all. Such workers rccuvc no 
benefits and could never hope like the 
joint workers, ol one day obtaining a pass¬ 
book in their own name. 

Child labour is a common practice and 
operates chielly at the level of the com¬ 
mission shops. The commission shops 
absorb young girls of 11 or! 2 giving them 
raw material on the chittai. Chittai work¬ 
ers do not receive any of the benefits given 
to passbook holders such as provident 
fund amount, bonus and leave wages. The 
workers on chittai in the commission shop 
arc paid less wages. The benefit of this 
unrecorded workers’ labour produce goes 
into the contractors' pocket. In each of the 
household categories in Kaltoorani (sec 
Table 2) 1 to 3 per cent of workers arc 
below 1.5 years on both joint and chittai. 
Keeping women and girls as joint rollers 
and chittai enables the shopowncr to 
maintain his control over them. 

Informal relations extend to utilising 
ca.sle identity for recruiting. Thenkani. 12, 
who belongs to a support household and 
is a daughter ol a washerman, was .sent 
off to roll on a chittai, for the Desai beedi 
commission shop in Tippanampatti, 


m km away, winch was nth by a man 
from their caste. "1 roll for a shop run by 
our people”, says Thenkani proudly show¬ 
ing off her awkward looking beedis as her 
own contribution to the commission shop. 
When the youngsters attain sufficient skill, 
older women take them to the company, 
shops and recommend them to the shop- 
owner, who, if satisfied and depending 
upon his relation with the woman recom¬ 
mending, takes on the girl as a joint roller. 
Women and girls’ access and entry into 
either the commission shops or company 
shops thus depend upon the contacts they 
have with older women. If mothers, sis¬ 
ters, or aunts rolled for commission shops, 
girls could also soon earn a passbook, as 
informal relations play a far greater role 
in a commission shop then in the company 
shop. 

Apart from recruitment and the issue of 
passbooks, where the informality and 
hence arbitrariness between shopmen and 
workers exist, it is even more evident in 
the ensuing relations between them. From 
the moment the women arc inducted into 
the shop.s, though legally they cannot be 
harassed except for some gross mis¬ 
demeanour, their actual working relation¬ 
ship with the managers depends on the 
personal relationship they have established 
and often are subject to the whims of the 
managers. The informal relations with the 
shopowner gives him licence to behave 
in an arbitrary manner. Those who cannot 
really strike a good rapport keep a low 
profile, fhough there have been .some 
efforts at unionisation it has not had any 
effect on the commission shopowners, who 
receive the support of the bigwigs of the 
village. 

Indulging in favouritism and partiality 
towards some of the workers is a practice 
less commonly seen in the company shops 


T'KBIF, 2' WoMbN WoRKFRS' .StaII'S WllHIM SilOP SbCTOK CaTEOOWF.S (KaLLOORANI) 



Status of Worker 

Age 




Household Categories* 







ATC2 


WP 

.SUftV 


Total 

N 

Per Cent 

N 

Per Cent 

N 

Per Cens 

N 

Per Cent 

N 

Per Cent 

Cominissicii Shops** 

Passbook holder 

<1.‘5 







1 

32 

I 

0.1 



>LS 

55 

20.2 

20 

L5.4 

68 

18.6 

5 

16.1 

128 

17.8 


Joint worker 

<15 

2 

1.2 

1 

0 7 

8 

2.2 



11 

1.6 



>15 

2 

1.2 

9 

6 1 

8 

22 

1 

3.2 

20 

2.8 


Chittai worker 

<15 

2 

1 2 

5 

20 

8 

2.2 



13 

1 8 



>15 

5.5 

19 0 

17 

11.4 

55 

15.0 

6 

194 

III 

15.4 

Company shops** 

Passbook lioldei 

^15 













>15 

X7 

50 5 

65 

42 .5 

163 

44 5 

14 

45.2 

327 

45.5 


Joint worker 

<15 

2 

1.2 

2 

1 5 

5 

1.4 

1 

3.2 

10 

1.4 



->15 

10 

5.7 

.54 

22.8 

51 

15.9 

3 

9.7 

98 

1.3.6 

Total 



175 

100 

149 

100 

566 

100 

31 

100 

719 

lot) 


Notfx. * See end note t 

** In the cuinpunv shops, apart Iroin passbook holders, there were the joint workers who roiled along with the passbook holders, having no legal 
recognition This system was also evident in the coinniission shops In addition, another practice, seen only in commission whops was issuing 
raw materiaLs maintaining the account informally m a link note book called 'chittai'. 

Source: Gopul Meenu. 'Labour tVoccss and Its Impact on llic Lives of Women Workers. A Study of the Beedi Industry in Keclapavuor Block ol 
Tirunelveli Oistrict'. unpublished PhD thesis. Centre of Social Medicine and Community Health. JNU. New Delhi. 
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and more in the commission shops. £te> 
cause a higher degree of biformality pre¬ 
vails along with women's almost non¬ 
existent bargaining power. Women who 
belong to the well-off households assume 
for themselves a special status within the 
shops. They receive favourable treatment 
from the shopowncr, cither because their 
husbands are prominent persons in the 
village, or due to the degree of informality 
with the shopowncr being greater. With 
such of his favourite.s the shopovmer is 
lenient, he even enjoys the vulgar talk of 
some. Ranjitha related an incident where 
a women of her own barber caste who, 
when asked by the shopowncr why she 
was late to the shop. said, “perhaps if I 
only wore underwear, I could run and 
reach the shop. It is this saree which has 
delayed me.” Such talk amused the 
shopmen. With others, if he is annoyed, 
he is ruthless and breaks their bcedis. 

Apart from manipulating women 
through a system of hiring of workers on 
the basis of personal preference, shops 
sometimes indulged in arbitrary practices 
under various pretexts and rationale. Under 
exploitative practiceof'podu vandal', that 
is. of taking a certain number of beedis 
from the worker in the commission shop 
as his own commission as the raw material 
IS issued and the bccdis are collected, the 
shop managers insist that the worker does 
not keep back left-over raw material. Then 
only are they is.sued fresh raw material. 
It is in the case of raw material that this 
arbitrariness is mostly seen. Some of the 
commission shopownens and even com¬ 
pany shops at times issue poor quality raw 
material. In such cases, women workers 
are unable to produce I,(XX) beedis with 
the given raiv material and end up pro¬ 
ducing 8(K) beedis or so. The worker 
remains fearful that if she argues, the 
shopowner would withhold further issue 
of raw material to her. If he did so, it would 
cat into her wages, as she would have to 
supplement with raw material from the 
market; or she would lose wages if he did 
not give her raw material. He could use 
reasons such as her irregularity on account 
of her illness, or her lack of sufficient skill 
to withhold issuing raw material. 

Company shops practise the quota 
system where they reduce the quantity of 
raw material issued to half, for two to thi ce 
days per week telling the workers that 
sales are less due to monsoons or that 
beedis are not drying. In the rainy season, 
tobacco will clot on absorbing moisture 
and will not smoke sufficiently. Sun-cured 
beedis are kept forabout 16hoursat 104" F 
temperature in the sun. They have a life 
of six months. During the rainy months 


when (he beedis are furnace-baked for 
about six hours at I lO-l IS" F, they have 
a life of only two months. In such cases, 
beedis cannot be stored for long periods 
of time, neither can they be transported 
efficiently. Therefore the employers pass 
on the burden to the workers by reducing 
the tobacco issued to them, saying it would 
also instil in them a fear of penalty for 
wastage. Women, being unaware of these 
detailed processes of storage and trans¬ 
portation and markets, accept the rationale 
of the employers. With their weak bar¬ 
gaining power they arc not able to resist 
or protest, and claim their due of raw 
material and wages. In the commission 
shops, the shopowners refuse to is.sue raw 
material on Thursday if the workers have 
left-over raw material from that given them 
during the week. The employer makes the 
workers believe that this is to wind up the 
account the following day and complete 
the account for the week. I’hcre are also 
sudden closures affecting work and pay¬ 
ment of wages. Delayed payment of wages 
and reducing or withholding benefits like 
leave wages or bonus are other practices. 
Workers who are consistent in rolling, 
face hardships at such times, having 
committed payment of chit money or 
settling weekly debts. 

The absence of strong unionisation 
further adds to their inability. In day-to- 
day work dynamics, the shop managers 
have the upper hand. They control timing.s 
for reporting at the shop, the quality of 
the heedis that are brought in and the 
manner of appearance and presentation ol 
the worker. In the tace of the arbitrariness 
that prevails women arc in no position to 
assert themselves and invoke the laws on 
payment ol minimum wages, bonus and 
even maternity benefit. 

Women’s own limitations are the basic 
lack of knowledge ol the outside world, 
their illiteracy, their feeling of lack of 
control of their worker status and their 
relationships at the shop. Practices at the 
level of the shops such as arbitrariness in 
raw material delivery and beedi collec¬ 
tion, the quota, and sudden closures fur- 
thei add to their difficulties. Burdened by 
the mechanisms ol the .shop Icve' func¬ 
tioning and their own perceptions of their 
po.siiion as workers, women are kept out 
of bounds of the larger and higher levels 
of the working of the industry. They remain 
ignorant of the markets their beedis go to, 
the relations at the level of the district 
between their .shop and the headquarters 
and the dynamics there, as well as other 
aspects of the beedi industry of which they 
arc workers. There are those women who 
understood to some extent what was 


happening but felt constrained to do :1 
anything for lack of support. One of tbent’,'' 
said. "These women are fools, and ttey ■ 
do a.sk questions in the shops. For them 
the owner is big brother, and their retort 
is why should we do him harm? They. ' 
don’t know that he is eating from their 
labour”. Various matters keep the women 
and girls away from the knowledge of the 
goings on in the shop. Their interest is kept 
occupied by the clothes they wear, the 
jewellery or the flowers they don. This of 
course occupies a prominent place be¬ 
cause of the shop's insi,stence that women 
come dressed neat and clean to the shops. 
While one girl’s desire to earn is spurred 
on by her observation in the shops of bow 
others of her class come to work, another 
says, why should we know what goes on 
inside the shops as long as we get the raw 
material and wages. 

Womrn’.s Oitions and Choices of 

SimvivAi 

The opportunities for women in beedi 
roiling exist in both the company and 
commission shops. In the company shops 
women have to demonstrate their .skill in 
rolling beedis as required by (heir shop. 
Only when the managers are satisfied, the 
women are taken on the rolls. However, 
many of the women choose to roll for the 
commission shops, despite realising that 
they lose nut on beneftts like provident 
fund deposits, bonus and leave wages. 
They are even prepared to give extra 
bundles as podu vandal and often they 
may themselves have to make up lor the 
shortage of the raw material supplied by 
(he shops. There are two sets of reasons 
which can be identified to explain the 
choices women make. The first set of 
explanations lies in the women’s place 
within the families and their .social roles. 
The second set of explanations is in the 
socio-economic positions of these 
women's taniilics and the centrality of 
beedi work for their economic survival. 
The combination of both these factors 
constitutes the rationale behind thc.se 
choices. 

Women preferred to roll for these com- 
mi.ssion shops because of certain advan¬ 
tages they gained compared to the com¬ 
pany shops such as. (a) flcxihility: women 
can submit less bcedis leaving the balance 
of law material for longer periods, unlike 
other shops. Also regularity here is not a 
stricture. The shopwowncral.so issues more 
than 2(X)gm of tobacco per person, if she 
is capable of rolling, (b) Timings are not 
strict and women can go late, but within 
the reporting hour which is a big conces¬ 
sion. (c) They can loan beedis from others 
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in plenty which may compromise on 
quality, which is tolerated less in company 
shops. 

Old women in tamilies or those who live 
on their own roll for these shops, being 
unfit for hard strenuous labour or unable 
to satisfy the quality rolling for the com¬ 
pany shops. Apart from them, in the 
commission shops are those who are still 
in the transitional .stages of learning and 
.stabilising within theirfamilics. First, there 
are those who are unskilled, having begun 
to roll late in life and who are still .sharp¬ 
ening their skills in heedi rolling. Then, 
there arc those who were recently married 
and have to change their place of resi¬ 
dence. In the .stop-gap period of obtaining 
a new company passbook, they choo.se to 
roll for the commi.ssion shop. Finally, those 
with young children to look after, who 
have to breast-feed along with managing 
household chores, prefer commission 
shops. 

Table 2 shows the distribution of beedi 
workers, women as well as girls in 
Kalloorani, rolling for the company and 
commission shops. All the women and 
girls either have passbooks, or are rolling 
jointly, or on a chittai in both types of 
shops. The women from the ACC 1 house¬ 
holds have an edge over the women Irom 
other economic categories in holding 
passbooks in company and commission 
shops, reflecting the benefits they gam in 
both their formal and informal relations 
with the shopowners. While 20.2 per cent 
of the ACC 1 women arc in the commis¬ 
sion shops, the proportions arc 18.6 per 
cent in SUPP, 16 per cent in SURV 
hoaseholds, respectively. Thus, perhaps 
.social contacts and personal relations have 
more to do with getting a passbook than 
economic power or need. Apart from 
holding passbooks in both the company 
and commission .shop.s many women from 
the ACC 1 and ACC2 households even roll 
on chittai to augment their incomes, seen 
in the 19 per cent and 11.4 per cent of 
women, respectively from these house¬ 
holds. On the other hand, it is the need 
for economic survival that prompted 
women from support and survival house¬ 
holds to roll on chittai, indicated by 15 
per cent and 19.4 per cent women from 
these households, respectively. The 
struggle for survival also compels them 
to accept the arbitrariness of joint rolling 
in company shops, seen in the 14 per cent 
and 9.7 per cent women from SUPP and 
SURV households, respectively. In ACC2 
houscholds.a considerable proportion, 
i e. 22.8 per cent women roll jointly in 
company shops, and 11.4 per cent women 
roll on chiliai in the commission shops. 


They compromise by rolling for these 
shops in these statuses because the 
women's priorities lie in helping their 
families in hou.sehold trades and busi¬ 
nesses. while also earning and accumu¬ 
lating from beedi work. 

Changes and CoNTiNumFS 

Given that women enter the labour 
process as young girls and continue as 
long as they can, sometimes ending up as 
a.s.sistanis to their daughters and daugh¬ 
ters-in-law when their capacities for beedi 
work have reduced, they spend almost a 
lifetime in the beedi industry. Continuities 
and changes, therefore, arc not difficult to 
ob.serve. The major continuities are the 
con.stant pressures in their lives from the 
shops, their own families and the .social 
situation in which they find themselves. 

Pressures are kept up by the shops about 
timings of delivery, the quota and quality 
of beedi rolled. These tend to get reflected 
in the day-to-day activities of the women 
workers which form a tension-filled rou¬ 
tine. These pressures at the shop level arc 
important because they influence women 
workers’ relationships at two levels, be¬ 
tween women workers themselves and 
within the household. Selvamuthu who is 
widowed, rolls for the Kajah beedi com¬ 
pany shop at Kalloorani and is a passbook 
holder lor the past six years. However, 
she also works as a child nutrition worker 
(CNW) at the niwn meal centre. She has 
good informal relations with the shopmen 
who allow her to give and submit the 
beedis either through her sister or the 
ayah, both of whom also as.sisl her in beedi 
work, when she has to go for duty to 
another village. She herself is akso a 
t on.scientious worker. On the day of the. 
village festival, she sal up till 2 am to finish 
37 bundles, but still fell short ot 13 bundles 
for the morning, since she also had to go 
for work to Ramachandrapatnam the next 
day. She says, “1 cannot also give up the 
passbook because of the provident fund 
amount.” Being widowed with two young 
sons, she needs every rupee she earns. On 
this count as wc shall .see later, 
Scivamuthu's as well as other's lives, are 
governed by the clock where every minute 
counts to roll, deliver and give account of 
the *'cedis. In other instances, girls wake 
up in the middle of the night to finish their 
hccdi work which was halted on account 
of powei cut, just so that they could settle 
the account the next day and not leave any 
pending submission. 

While the shops exert their pressure on 
women, families have their own demands. 
The richer families direct their girls and 
younger women to save for the dowry. 


while in the less advantaged households 
the family demands that the money the 
girls earn is usually given to the ^ily 
kilty. From that they can take and buy if 
necessary, soap, oil, hair clips, ear drops, 
powder, bindi, etc, but they were not to 
waste it and the girls complied. Added to 
this, relations and loyalties which evolve 
within the social circle exert their own 
constraints. If a commission shop has 
sufficiently established itself in an area, 
workers from within its catchment area 
find it’difficuit, having spent sufficient 
time and skills in this shop, to move out 
of it to a company shop, especially due 
to informal relations and loyalties built up 
over the years. 

However, various discontinuities or 
breaks also mark women's beedi roiling 
trajectories. Many women arc forced by 
.social and economic circumstances to opt 
for beedi work and away from occupa¬ 
tions such as agricultural labour. They 
find beedi work a hard compromise and 
do not gain as much as those who begin 
rolling when young. As Maniammai a 
former agricultural labourer who has had 
to do beedi work after her marriage says, 
“Before marriage 1 did not know beedi 
rolling, only for the past 19 years after 
marriage I have learnt it”. Not being as 
skilled as the other women to progress to 
the company shop she continues in the 
commission shop. “Earlier, I used to do 
agricultural labour, where one works from 
10 to 3 in the day and gels Rs 20-25.1 
prefer that, where one works hard, comes 
home to sleep well and won’t fall ill. Beedi 
work makes one fall i II; one is often tempted 
to fall asleep, feeling dull and lethargic 
and don’t want to go to the shop. When 
at the end of the week, we get our salary 
wc feel ashamed as others gel in lOOs 
while wc get in lOs.” 

Marriage marks the break with the beedi 
shop, if women have to move out into 
another village. Then she either opts for 
a commission shop or .seeks a passbook 
in the company shop depending on her 
circumstances. Once in a company shop, 
she continues for many years till she wants 
to gi ve up roiling 6t .shifts to another shop, 
until which time her provident fund amount 
gets deposited and depending upon the 
level of arbitrariness, she gets her bonus 
and leave wages. 

The next shift occurs at childbirth when 
women’s energies are chiefly directed 
towardsthccareofyoungchildren. Women 
are forced toroll Icssifthey haveacompany 
passbook or give it up and opt for a 
commission shop passiwok. In survival 
and support households, where they 
might not even have a.ssistance they are 
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torced to give up. Women who are well 
into their middle age and have teenage 
daughters to assist, roll for a multiplicity 
of shops. They will pos-sess a passbook 
with one of the younger girls rolling 
jointly with them, while another daughter 
will possess another passbook in another 
shop. Such women are well on their way 
to accumulation through beedi work. 

Interaction wmi Other Women 
Workers 

We have seen earlier that the industry 
indulges in various arbitrary practices that 
not only maintains control over the work¬ 
ers but also heightens their exploitation. 
What is significant is how women with 
the ingenuity use several coping strategies 
to retain their new found advantage of 
having a job. At one level arc the choices 
women make for themselves to consoli¬ 
date their position in the labour force. 
Another means of survival within this 
stre.ssful situation was by evolving differ¬ 
ing working relations with the other women 
workers. Efforts at unionisation al.so form 
part of these coping strategics. As becdi 
workers, women’s interaction with other 
women form a vital part of their relations 
of production. 

An important feature of daily beedi work 
is that most women cannot roll all ol the 
1,000 beedis in varying bundled forms 
them.seivcs. F.vcry woman borrows at least 
half of the beedis from three to four other 
women. Women pick up the beedis cn 
route to the shop themselves or send 
children to retrieve the lent beedis. The 
woman rolling for the morning account 
borrows from the afternoon account per¬ 
son. and after returning from the shop has 
to sit down immediately to mil for the 
afternoon person. This takes place across 
socio-economic categories: Besides this 
mandatory loan and receipt of beedis, there 
are many other phases of beedi production 
where women inU^ract between themselves. 
While some fcatuies bring women together, 
most others divide them apart. In some, 
women thcm.selve.s take on an exploitative 
role. 

Within the community itself women 
sublet the various tasks of the beedi pro¬ 
duction amongst their own family mem¬ 
bers oreven to nutsiders.sucha5old women 
or handicapped women who have a need 
to have some earnings to survive. Workers 
juggle around their submkssion of beedis 
for the various shops depending on their 
experience and skill in rolling for a 
multiplicity of shops. Pappa. who is 
widowed and has two daughters, aged 13 
and 11 has three passbooks. She rolls for 
King Beedi corApany shop, with her sister 


R^amani as a joint worker along with her 
daughters. Pappa has also been smart 
enough to own anotlur pass book at the 
newly-opened Kajah beedi company shop 
at Malayaramapuram where she rolls for 
200 gms, without the knowledge of the 
shopowners. since one pannot roll for two 
company shops simultaneously. Further 
she also make.s her younger daughter roll 
for a commission shop and chips her own 
bit for the girl to submit. Not all women 
however are able to do this and this keeps 
women divided in a way. 

The quantities women produce or the 
number ot shops they work for depends 
on each person’s situation within the 
household. Thus, womcn-headed house¬ 
holds which al.so are able to get help from 
younger girls, are sometimes able to ac¬ 
cumulate unlike other households. Others 
'who are not able to roll for a multiplicity 
of shops due io the prcs.surc household 
work, feel remorseful or envious of those 
who can manage this. Their personal 
constraints become the source of division 
between them and not the wages or con¬ 
ditions of work. Ill their borrowing and 
lending interaction withothei women their 
relations are not always smooth. The 
strictures put on ihcm at the beedi shop 
as to the size and quality of the beedis. 
and its freshness are also the criteria used 
by them for each other, as quality will be 
forfeited when work is split between 
dillercnlially .skilled persons. So women's 
choice of two or more ficoplc Irom whom 
they can borrow is settled only alter much 
trial and error, and risk of rebuke from the 
shopmen. 

Another fcatuie evolving out ol this 
borrowing and lending interaction which 
IS quite detrimental to the women is a 
phenomenon called ‘vatti’ (interest) beedi. 
Certain women who olicn belong to the 
wcll-olf households are able lo produce 
and circulate excess beedis and they loan 
beedis lo those who need them on interest 
When sudden emergencies occur or work 
pressure at home incrca.sc.s, or when women 
are unable to fulfil their quota of beedi 
rolling for the day, they are compelled to 
borrow beedis on interest. Irregular beedi 
rollers are frequent liorrowers of beedis 
on interest. If 10 bundles arc borrowed 
they have to be returned with an interest 
of I to 2 or even 10 bundles with each 
passing day. A woman takes a tremendous 
risk by bonowing beedis thus, as the 
inicre.st on the loaned beedis keep accu 
mulaling. Extreme examples abound where 
girls have sold off their ornaments to pay 
off the accumulated interest, with some 
even committing suicide being unable to 
repay the interest. 


As amatterof fact, almost every woman 
has had to borrow ‘vatti’ beedi at onetime 
or another, but Sclvamuthu spoke of how 
her neighbour, Ponnammal, being an ir¬ 
regular roller and quite iiresponsible too, 
often look ‘vatti’ beedi and was forced to 
sell her jewels. I’his phenomenon of in- 
tere.st beedi is looked upon by the women 
especially those at the receiving end, with 
distaste and fear. Distaste, because it works 
to the advantage of those women who can 
roll in excess and at the expense of the 
vulnerable and most pressured women in 
other less advantaged groups. And fear 
because they never know the moment when 
they would be compelled to loan tlie vatti 
(interest) beedis for themselves. Some of 
those who deal in vatti beedis also keep 
small amounts of loose beedi leaves and 
dust to sell, taking advantage of women’s 
need to substitute the poor quality of raw 
material given at the shop and their inabil¬ 
ity to rush to the main hamlet to buy leaves 
and dust. They arc many little shops in 
the main hamlet ol Pavoorchairam, where 
retailers sell beedi leaves and tobacco dust 
of various llavours or degrees. These shops 
cxi.st and flourish because the beedi shops, 
mainly the commission shops, indulge in 
the practice of supplying poor quality raw 
material Another innovative practice 
evolved by the women to meet impending 
crisis vtds the bcedi-chii. Ciroups of ten 
or more women, usually iieighboiirs, most 
often those rolling (or a similar type of 
shop, which means having the ability to 
roll similar lyjK‘ of becdis.comc together. 
Each rolling a bundle extra and picking 
lots as lo whom the sct.s of bundles pooled 
that day would go to, was the method by 
wliich the chit fund worked. It rc.semhles 
a co-operalive clfort it all women rolled 
conscientiously, in a manner similar lo 
that of pooling money saved and offering 
ii to ihc members of the group on a lottery 
basis. 

Despite the bccdi work being home- 
based and women separated from one 
another due lo the individual responsibili¬ 
ties ot their homes, they do it and work 
in small groups within or outside the homes. 
This seating arrangcmenl ol course de¬ 
pends on the seasons l<x>. During the windy 
season in March and the rainy months of 
Juiie-July and Octoher-No vember women 
have to keep indoors, as Ihc tobacco flies 
oft their trays due to the wind outdoors. 
During summers women usually sit out¬ 
side Iheir homes under the shade of the 
iiccni trees Not only do women sit and 
work together because it is natural for 
them lo conic together and work in a rural 
milieu, but as most of them admitted they 
Icel lethargic and arc often tempted to go 


Economic and Political Weekly April 17-24, 1999 


WS-19 



to sleep when lett to themselves. Many 
women, however keep away from group 
work and the risks of quarrels and prefer 
to stay within the threshold of their homes 
and work on their own. 

Even though women may work in small 
groups the cohesiveness that exi.sts 
amongst them is very fragile. While 
working they are always exchanging views 
with one another and their conversation 
more often than not becomes abusive or 
quarrelsome. Familial strife or disputes 
interfere with their work camaraderie and 
theexchange sometimes becoineextremely 
abusive and divisive. Where cohesiveness 
persists amongst the women, they ex¬ 
change information about them.sclves, 
events in the village and its people. Often, 
some women spice the.se with raunchy 
jokes and gossip that keep them enter¬ 
tained. Children, especially young girls 
and even boys at times, if they havedropped 
out of school, arc an important component 
of these groups. Intermingling with this 
fragile cohesiveness is a palpable rivalry 
among.si the women. A majority of the 
women said that heedi work did not create 
any unity amongst them, only jealousy. 
Their refrain was; “in this village, women 
due to their jealousy will not allow the 
other to prosper". As we have seen earlier, 
many of them work hard to earn and often 
force their teenage daughters to roll as 
well. The degree of their strictness or 
leniency vanes. Many of them served as 
models or ideals of accumulation whom 
others tried to emulate while also feeling 
envious about their abilities. The adjust¬ 
ment and adaptive processes created by 
the women deprive them of bargaining 
power and unity again.st the employer, 
instead, their tensions and pressures of 
work get transformed into anger again.st 
each other or envy and re.scntment. Only 
a few retain friendly iclations while con¬ 
tinuing to loan and buy beedis and raw 
material. 

Briefly then, as the workplace enters the 
homes, where each woman is literally on 
her own managing the work of her house¬ 
hold as well as her beedi work, it generates 
a situation where women arc isolated in 
their stmggle tor survival. The resent¬ 
ment. the jealousy and the unsympathetic 
attitudes that these atomised conditions 
generate get reflected in the shop-level 
relations which work against the women 
them.selve.s. Our .study demonstrates that 
in the beedi industry, where women are 
denied a common workplace and a knowl¬ 
edge of the totality of the production 
process, marketing and sales, they are at 
a definite disadvantage. Not aware of the 
real rea-sons for which certain terms and 


conditions ate imposed on them, they try 
to compete with each other while they are 
perpetually depending on each other as 
well. The result is that tlwir own labour 
process exercises divisiveness. The inter¬ 
actions between women evolve out of the 
requirements of an atomised home-ba.sed 
production process which undermines the 
possibility of women understanding their 
own exploitation. Thus, the wrath that 
should he directed against their exploiters 
gets dissipated and distributed over the 
ma.s,s of fellow workers. ITie range of 
survival mechanisms that women evolve 
within the labour process consists of 
choices in opting for the different shops 
within their social contexts and familial 
roles, and handling the varying pressures 
from the industry, their household circum¬ 
stances and their social milieu. It also 
includes the interaction women evolve 
with other women workers and the con¬ 
tradictory results it produces. 

Women, on account oftheir gender have 
an isolated position in the industry despite 
their larger numbers. This inability to be 
visible and assertive as workers is an 
extension of their .status within the hou.se- 
hold and community. The community’s 
perception of women’s labour is no dif- 
Icrerit from that of the shopowners. Women 
iuc alieady in a subordinate relationship 
with their men within the household, 
and men’s opinion of women’s labour 
reflect the beedi industry’s. Men place the 
onus of any trouble that takes place in the 
shops on women. Their support is to the 
shop.s, since the shopowners provide their 
women with work and a lever to survive 
or improve their living without upsetting 
the cultural matrix - a matrix that hardly 
gives women any power or voice, or a 
sense ol being valued - nor dtics it let 
institutions like the union come up and 
assert itself. In such conditions industries 
like the beedi industry, that are home- 
ba.sed reap the advantages that accrue 
from divisiveness among women work¬ 
ers, the social perceptions of women’s 
work and their prevailing low status in the 
community. 

Notes 

l I'n^ad, Rshwara K V and Anuradha Prasad. 
BiJi Workers of Central India' A Study <»/ 
Produi lion I’toces.'s and Working ond Livoig 
Conditions. Naliiinal Labour Institute. New 
Delhi, IISS; Kcnana Jhobwala. Dhavan Reva. 
and Mah.iian Knshan. Women Who Roll Bidis' 
Two Siudie.s of Gujarat, Self-einpinycd 
Women’s Association. Ahinedahad. 198.S, 
Mohandas. 'Beedi workers in Kerala 
Conditions of Life and Work'. Economic and 
PolilicalWeekly.Vol IS.No36,1980.pp 1517- 


23; SUCU Tnist. Kepart iff me commiuion 
an the Survey of Beedi Manufacturing in 
Tirunelveli District, Tamil Nadu. Commission 
appointed by the Supreme Couit, MaduniL 
1990. 

2 SOCO Trust, Report iff the Commission on the 
Survey of Beedi Manufacturtng m Tirunelveli 
District, Tamil Nadu, Commission iqipointed 
by the Supreme Court, Madurai, 1990. 

3 ‘The households in the community were 
categorised into ACC I, ACC2, SUPP and 
SURV on the basis of the relationship of the 
beedi work of women in the household to the 
occupations of the other members of the 
household. Tlie occupation in the village were 
grouped as those doing (1) agriculture and big 
businesses (2) small trades and petty businesses 
(3) general and agricultural labour. 

In households with group (I) occupations, 
which were termed ACCI, the beedi work ol 
women helped accumulate incomes. In 
households with group (2) occupations, which 
were termed ACC2. the beedi work of women 
also accumulated incomes, while in households 
with group (3) occupations, called ,SUPP. the 
bccdi work of women supported the olhers' 
incomes Apart from these three c.'Uegoncs, a 
4lh category called SURV had only women 
bccdi workers as the sole earning nMimbers in 
the household, on whn.se incomes the 
households survived Those households which 
had no beedi workers were leiined as NOBD 

4 The women workers mentioned (here and 
henceforth m the text) repre.scm extensive case 
reports of women workers amongst various 
hoasehold categones in Kalloorani village 


^ BACKWARD ^ 
COMMUNITIES 1 

Bhagwan Singh Biiht Prof. V. K. Pant : 
(Dept, of Sociology, Government 
M.B.P.G. College, HaUwani) 

Tbs book contains a number of pains¬ 
taking articles by eminent authors 
and specialists which mirror the 
cultural identity, development and 
transformation of the backward com¬ 
munities in India. This book consists 
of a vivid, descriptive analysis of the 
Indian Statute and its provisions for 
Scheduled Castes and Scheduled 
Tribes. Various important topics dis¬ 
cussed are: The role of glob^ access 
through media. Planned development 
projects. Constitutional provisions 
and Liberalization of Indian economy 
for the change. 

81-212-0625-J 1999 200pp 23cm. 
Index, H.B Tables. Rs. 300 


(Ct>' I >i\^! ihiii. 

(.3 VS HOOKS 1>\ (. Ml). 
/’//.' I’lililisliiii;; IIoiim' 

^ \li' 11 1 1, \. v, I ). !! 1 I i I. III r 

I'll ;.’(>!Ii(>iI, 1 .'IiM' I ,. i.iS'i'i] I 

I, M.ii I I' \ ,);il 1,11 'k 1'' v! '1.' \ -111 IK'I 111 


WS-20 


Economic and Political Weekly April 17-24, 199* 



Mai^jnalisation of Women Workers 

Leather Ihnning Industry in Tamil Nadu 

MUlieNihUa 

While liberalisation may have increased employment, it has worsened the quality of employment, especially 
for women. The article studies macro-level data to analyse employment of men and women. Data collection 
by official agencies uses faulty processes and much of women's work remains invisible. A macro-level field 
study of the leather tanning industry in Tamil Nadu shows that gender subordination is built into the .system. 
Employment generation does not necessarily translate into a better deal for labour, especially women. 


THE poor visibility of women’s work 
(waged and non-waged) is well known 
and by now fairly well documented. Des- 
pite the problems and biases associated 
with the colleetion of data by the national 
level data collecting agencies, namely, the 
Census and the National Sample Survey, 
the work participation rate for women 
workers has been increasing both at the 
all-India and regional levels, in this case 
in Tamil Nadu. The modest aim of this 
article is twofold: one, using the data on 
employment collected by the macro-level 
datacoliccting agencies, we hope to analyse 
the nature and quality of the increasing 
employment oppoitunities that arc sup- 
pcKsed to result from economic and trade 
iiherali.sation in India, particularly since 
1991. Two. we hope to (concictely) high¬ 
light how gender inc(|ualily i.s built into 
the very structure of the organisation of 
the economy, using the insights gained 
from a ficld-ba.sed study of leather tanning 
industry in Tamil Nadu. The central argu¬ 
ment of the article is that, given the 
existing structural nature of employment 
in the economy, increases in employment 
generation does not necessarily translate 
into a better deal for labour, especially for 
women. 

In Section I we give a brief overview 
of the employment of men and women 
using secondary sources. Section II is ba.sed 
on our Held .study ; it not only unravels the 
faulty process of data recorded by official 
agencies, but goes beyond to show how 
this ‘officially sanctioned’ faulty process 
has become a weapon or tool in the hands 
of employers and trade unions to ‘legiti¬ 
mately’ subordinate women workers. 
.Section III concludes. 

I 

Macro View of Employment 

The study of women’s work is and 
continues to be of crucial importance, for 
it helps to identify the processes and struc¬ 
tures which generate gender inequalities, 
gender segregation and gender subordi na¬ 
tion. Making visible these processes would 


also help us to dcvi.se policies to combat 
to some extent the adverse conditions and 
situations in which women work.' 

Since independence the work participa¬ 
tion rate (WPR) for women workers has 
been increasing both at the all-India and 
Tamil Nadu level.’ The WPR for females 
in Tamil Nadu i.s much higher than that 
for India (Table 1). Within Tamil Nadu 
as revealed in Table 2 the percentage of 
male workers in rural areas has been falling 
over time; at the same li me the percentages 
of female workers has been increasing 
both in rural and urban areas. 

Much of what women do is not entirely 
covered in the existing definitions and 
methods used to measure WPR [Swami- 
nathan 1997|. The first level of marginali- 
satiori/making invisible women’s work 
begins with the manner in which workers 
arc classified into principal/subsidiary 
categories by the NSS and main/marginal 
workers by theCensus. Table. 3rcveals that, 
for female workers in rural areas, there is 
6 per cent increase in work participation 
rate tor women when marginal or subsid¬ 
iary workers aie taken into account along 
with main workers, in both Census and 
NS.S reports. On the contrary when mam 
and marginal workers arc included 
for calculating WPR for males there is 
hanlly 1 |)cr cent incrca.se. This reveals 
that more systematic and careful ilata 
collection and more inclusive definition 
of economic activity might result in giving 
a much higher female work participation 
rale.’ 

We arc aware that the way ‘worker’ is 
defined varies between NSS and Census 
Report.s."' However ixir concern in tins aiucle 


is not with definitional problems per .se but 
more with the implications for gender of 
the continued usage of the.se definitions. 

An almost unchanging feature of the 
structure of employment in the Indian 
economy is that more than 90 per cent of 
workers (male and female) are in the 
unorganised sector. While agriculture is 
almost unorganised, of the total employ¬ 
ment in the non-agricultural sector, only 
.10 per cent of workers are in the organised 
sector. Even in the urban areas, over three- 
fourths of employment is in the informal 
•sector |Dev 1997). Available data )CMIE 
1994) show that only 10 per cent of the 


TAIIIi= 2, PEROiKnAtiC OF WoRKfcR TO POWLATION 
IN Tamil Naiw 


Year 


Persons 

Males 

Females 

1961 

Total 

45 7 

59 8 

31.6 


Rural 

49 8 

62 6 

37 1 


Urb.'in 

34.4 

52 2 

15.1 

1971 

Total 

35.9 

.56 3 

15.2 


Rural 

38.9 

59 0 

17.5 


Urban 

30.4 

.50 0 

9.8 

1981 

Total 

.39.3 

55.9 

22.4 


Rural 

43 2 

58.3 

28.0 


Urban 

31 3 

51.0 

no 

1991 

Total 

41.3 

.55.8 

26.3 


Rural 

45 1 

SI 8 

32.9 


Urban 

33 9 

S3 3 

13.5 


Noif Workers inctude both mam and 


marginal workers. 

Sourcfs.ii) For 1961,1971,1981,‘flevclopment 
Indicators for Tamil Nadu since 
1950-51Government of Tamil 
Nadu (undated). 

(li) For 1991. ‘Provisional Papulation 
Total, Per C’cni of Workers and 
Their Distnbiilion . Census. 1991. 


Tabu, I; Work PARrinpAiioN Rao 




Princiiial Slaliis_ 

.SuKsidiarv Status 

1993-94 

1987-88 

1993-94 

1987-88 

Rural 

Tamil Nadu 

405 

400 

478 

461 


India 

234 

245 

328 

323 

Urban 

Tamil Nadu 

201 

191 

230 

227 


India 

121 

118 

155 

152 


Source: NS.S Rounds 50lh (199.3-94) and 4.Vd (1987-88) 
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total working population is engaged in tht 
organised sector. The rate of growth of 
employment in the organised sector has 
been 1.8. 1.5 and 1.2 respectively for the 
years 1990, 1991 and 1992 implying 
therefore that the increase in the rate of 
growth of employment officially claimed 
has taken place in the informal sector 
[Nihila and Swaminathan 199S|. 

The vexed questions of what constitutes 
and/or how to define organi.scd/unorga- 
nised .sectors, formal/informal sectors, have 
been with us for quite some time. For the 
pjtrposc of this article, the terms have been 
used as follows; organised/unorgani.sed 
refer to the status of the units of production. 
Thus organised would broadly be coter¬ 
minous with 'legally' constituted units 
while unorganised would be units set up 
‘illegally’ in the sense of not being offi¬ 
cially recorded and/or covered by any of 
the officially sanctioned bodies of the state. 
We have used the terms formai/informal 
to refer to the status of workers. Formal 
workers would be those officially recog¬ 
nised and recorded as workers and eligible 
for such benefits as their official recog¬ 
nition confers upon them. Informal work¬ 
ers on the other hand, have no legal rec¬ 
ognition as workers; not being officially 
recorded as workers they have no of ficial 
claim to the protective measures available 
to formal workers. 

The purpose behind using different 
terminologies tor units of prixliiclion and 
workers is to highlight the fact that a 
legally constituted unit (organised accord¬ 
ing to out definition) does not necessarily 
employ only formal workers. While 
unorganised units (illegal units in our 
parlance) by definition work with only 
informal workers, what needs emphasis 
is that a large chunk of informal workers 
arc employed by organised (legal) units. 
Of total women workers, the proportion 
working as informal workers in the 
organi.sed and unorganised .sectors is 
quite high. 

The National Sample Survey has clas¬ 
sified workers according to the mode ot 
payment as self-employed and wage- 
employed. Waged work is further catego¬ 
rised into (i) regular/wagc salaried and 
(ii) casual wage employment. (In the ab¬ 
sence of any further information it is not 
possible to decipher what proportion of 
workers under the category [regular/wagc 
salaried] are informal workers. Workers 
in the other two categories, namely, ‘self- 
employed' and ‘casual wageemployment' 
generally belong to the informal sector). 
Self-employed are those for whom 
household work forms the major source 
of income. 


What Table 4 highlights is the fact that 
in Tamil Nadu a greater proportion of the 
workforce (around 95 per cent in rural 
areas and around 70-75 per cent in urban 
areas) is either self-employed or casual. 
The regular salaried/wage labourer form 
only a small proportion of total workforce 
particularly in rural areas and more so in 
the case of rural females. Overall fall in 
the self-employed category and increase 
in casual wage employment also means 
increase in the concentration of workers 
in informal sector. Increase in casual wage 
employment labour category could be due 
to the expansion of the modern sector, 
particularly, export-oriented units which 
depend mostly on casual labour j Kalpagam 
1994]. 

As Kundu (1997) says “It can be argued 
that the current sy.stem of subcontracting 
of work in the urban economy is such that 
the female workers are no longer reported 
in the self-employed category. They are 
getting work - whatever may be the wage 
rate or working conditions - on a more 
regular basis. This reficcts a significant 
change in the organisation of work and 
emergence of a new subcontracting system 
in the urban informal sector.’’ 

The sex distribution of workers reveals 
that the proportion of women workers in 
casual wage employment is more than that 
of males. 


Table 5 out dte sectoral concen¬ 
tration of workers by sex .and area of 
residence. The {mmaiy sector comprises of 
agriculture and allied activities; secondary 
sector comprises manufacturing, mining 
and quarrying, electricity, construction, 
etc; and tertiary sector compri.ses trade, 
transport and services. Primary sector is 
largely unorganised, whereas, secondary 
and tertiary sectors arc partially organised 
and comprise non-farm activities. 

In rural areas a majority of men and 
women work in the primary sector (that 
is. agriculture and allied activities). The 
primary .sector in India is almost totally 
informal by nature of organisation. Even 
here, while there is a distinct declining 
trend for mules over time, for females 
the proportion has remained almost the 
same, around 77 per cent. In secondary 
sector there is a marginal increase in the 
proportion of female workers, whereas 
in the case of rural tertiary workers there 
is a marginal fall. Over time it can be .seen 
from Table 5 that more than 70 per cent 
ot women arc in the primary sector, vvhich 
IS informal by nature of organisation. 

Within the secondary sector, manulac- 
luring contributes more than 70 per cent 
of the employment. The other set of in¬ 
formation (Economic Survey, Economic 
Appraised of Tamil Nadu) available to us 
on employment shows the extent of con- 


Tabll .) Mau= ani> FFMAii Wl’R By Data .Souro and Definition 


Source 

Rural 


Urban 



Mule 

Female 

Male 

Female 

Mum workers 

C'eiLsus, 1991 

57 16 

32.88 

53 33 

13 45 

N.SS 1993-94 

.57 0 

40.0 

.54.8 

19 1 

Main and Marginal Workers 

CeiLsus, 1991 

58 71 

39 23 

53.79 

14 55 

N.SS 1993-94 

58 7 

46 1 

55 8 

22.7 


Note' Marginal workers are those wlio are engaged in productive economic activity fur less than 
I K.l day.s in a year. 

Siiurres.'ii) Tamil Nadu Economic Appraisal 1995-96 
(ill NSSO 50th Round Report No 409. 

Ta»i.b 4: PhKi'ENrAtiL Distribution of Workers by Usuai. STATii>i into Sioj -Employed and Wage 

EMPt.ciYF.i> IN Tamil Nadu 


Males Females 


1972- 

1977- 

1983 1987- 

1993- 

1972- 

1977- 

1983 1987- 

1993 

73 

78 

88 

94 

73 

78 

88 

94 


Rural 

.Self -mployed 

.57.9 

46.9 

44 1 

- 

41.4 

51 1 

48 8 

46.2 

- 

41.9 

Regular wagc/saloried 

11.8 

17 9 

15.9 

_ 

12.5 

46 

2.7 

4.2 

_ 

5.2 

Casual wage employment 

30.3 

35.2 

40.9 


46 1 

44.3 

48.4 

49.6 


52.9 

Total wage employment 

42 1 

53.1 

.55.9 


58.6 

48.9 

51.2 

53.8 


58.1 

llrhan 

Sell employed 

39.7 

.37 6 

33.7 

.33,7 

.34.5 

51.2 

53.7 

40.5 

45.4 

39 7 

Regular wage/salaried 

50.0 

4.3.7 

40.3 

47-4 

40.3 

23 4 

20.2 

22.2 

30.0 

.30.1 

Casual wage employment 10.3 

18 6 

25 1 

18,9 

25.2 

25.4 

26.1 

37.2 

24 6 

30.2 

Tola) wage cinploymcni 

60 3 

62.4 

65.4 

66 3 

65.5 

48.8 

46.3 

59.4 

54.6 

60 3 


Source: N.S.SD 3.1, 38, 43 and 50th Rounds. 
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centration of woricers in various manufac* 
turing activities. Whatever data we have 
reveal an increase in the percentage of 
informal workers in the organised com¬ 
ponent of the manufacturing sector since 
liberalisation. 

With Indian liberalisation package came 
the drive to increase export earnings 
through increases in both the quantum of 
exports and value addition of the goods 
exported. Studies [Nihila 1995] show that 
50 to 60 per cent of total export earnings 
are made up of commodities manufac¬ 
tured generally by small enterprises using 
informal labour. The items that dominate 
the Indian export basket include leather 
and leather gorxis, gems and jewellery, 
handicrafts and readymade garments. 

A distinct feature of these export items 
is that they employ relatively large num¬ 
ber of women workers. Our surmise there¬ 
fore is that a part of the increase in 
employment officially claimed [quoted in 
Swaminathan 1995] would have taken 
place in the informal labour-intensive 
export industries, a direct consequence of 
which could be an increase in the employ¬ 
ment of women. 

Leather industry is one of the major 
export earning ii;dustrics of India. It is the 
fourth largest item contributing 7 to K per 
cent of total exports (till 1995); it ranks 
firs,' from the angle of foreign exchange 
earnings. In Tamil Nadu leather industry 
plays a pivotal role. Tamil Nadu exports 
55 per cent of total leather exported Irom 
India while 70 per cent of hides and skins 
produced in the country are tanned and 
finished in Tamil Nadu (Nihila 1993). 
This is one industry where women are not 
supposed to be technically employed, but 
official claims notwithstanding, large 
numbers of women are visibly employed, 
albeit as informal workers both in the 
organised and unorgani.scd segments of 
this indu.stry. 

II 

Micro Study of Employment 

The macro picture of increa.sing but low 
statusemployment and of women is supple¬ 
mented (in this section I with insights from 
a micro level study' of an export - ori¬ 
ented industry, namely, leather tanning 
industry of Tamil Nadu. Neither the in¬ 
crease in the quantum of export earnings 
from leather products nor the increasingly 
sophisticated techniques used in the pro¬ 
duction process have alleviated the ap¬ 
palling nature and conditions of employ¬ 
ment in the tanning part of the leather 
industry. Further, through an assessment 
of the nature and quality of employment 
in the tanning industry, we hope to show 


how gender subordination. s(^regation and 
inequality is built into and maintained in 
this otherwise booming industry. 

The quality of leather products is criti¬ 
cally dependent on the quality of tanning, 
which part of the industry is the most pollut¬ 
ing, the most hazardous, but tiu most labour- 
intensive component of the leather indus¬ 
try. Leather industry as such can be divi¬ 
ded into three segments: leather tanning 
(raw to semi-finished stage); leather finish¬ 
ing (semi-finished to finished stage) and 
leather products industries. Each of these 
components has .six to eight processes. 
Tanning is basically converting animal 
hides or skins into leather. The basic raw 
materials used in tanning arc skins (outer 
covering of .sheep and goat) and hides 
(outer covering of cow, buffaloes and 
calf). The methods of tanning generally 
followed arc vegetable tanning (this is 
called as El or East India tanning) and 
chrome tanning. 

The leather tanning industry has been 
designated as ‘hazardous industry' under 
the Factories Act, 1948. Among the dif¬ 
ferent operations, liming and tanning 
of raw hides and skins and processes in¬ 
cidental thereto have been notified as 
dangerous operations by Tamil Nadu 
Factories Rules, 1950. Schedule 9 of 
Chapter IX. Section 84-A of the Act 
(Tamil Nadu Factories Rules) deals with 
matters relating to exemption of women 
workers from certain operations. Under 


this provision, women workers are ex¬ 
empted from working in country (El) and 
chrome tanning excluding finishing units.^ 
This is a high-risk industiy as far as 
workers are concerned. 

Our survey and interviews with experts 
in the leather indu.stry revealed that nearly 
225 chemicals are used in the various 
processes from tanning to finished leather. 
Of these 225, quite a few chemicals are 
toxic. Studies (Rutheiiord 1948;ILO 1974; 
NJOSH 1976; Proctor and Hughes 1978; 
Decounc 1979; Roberts 1983; Gol 1984; 
Subramaniam 1988; Rajan 1990; 
Nandkumar and Backiyavathi 1990; Sunil 
1991 PRIA: lARC and WHO 1981] have 
disclosed that prolonged contact with 


Taiile 6: .Shares in Vaix/f or Exiorts 

(.Pet cent] 


Year 

Manu¬ 
facturing 
to Total 
Exports 

Leather and Leather 
Products. Gems and 
Jewellery, Handicralts and 
Readymade Garments 

Total 

Manu- 

facluirng 

Total 

Exports 

1990-91 

72.91 

,5;t 37 

75 94 

1991-92 

74 2.1 

53 7(1 

72.34 

•1992-93 

76.(K) 

56 78 

74.65 

1993-94 

75 56 

.56.88 

75.29 

1994-95 

78 1 

.39 6 

.50.6 

199506 

75 4 

.37 01 

49.2 


Soun e. Compiled fmm Ecunoinic Survey, 1994-95 
and l9%-97 


Tabu S' .Seitorai, IlcsiRiBiinoN oh Usuai Status Wokklks - Tamil Nadu 

(Per cent) 


Sector 

Year 

Rural 



Urban 

Male 

Female 

Male 

Female 

Primary 

1951 

77 7 

77.8 

IS 3 

159 


1961 

70 1 

75 6 

9.8 

19.1 


1971 

76 1 

86 9 

14.1 

29.6 


1977-78 

7.1 9 

83.6 

12.6 

29.8 


198.3 

66 3 

79 9 

II 4 

30.1 


1987-88 

t>4 7 

74.9 

7.2 

15.7 


199.3-94 

63 7 

77 5 

8 0 

19.1 

.Secondary 

1951 

10 3 

9 6 

26.5 

25.6 


1961 

34 

10.5 

37 3 

42.1 


1971 

9 6 

72 

33.4 

31.5 


1977-78 

II 0 

9.2 

34.2 

41.2 


1983 

14.1 

107 

33 7 

34.2 


1987-88 

IK.O 

20.2 

39.5 

46.4 


1993-94 

17 3 

147 

.37 7 

40.8 

Tertiary 

1951 

ILK 

12 0 

.50 2 

58.2 


I96J 

157 

13.6 

52 9 

38.7 


1971 

11.3 

5 6 

.52 0 

38.9 


1977-78 

15 II 

7.2 

53 2 

29 0 


1983 

196 

9 4 

.54 9 

35.7 


1987-88 

17 3 

9 4 

53.3 

37.9 


1993-94 

18 9 

7.8 

54 1 

40 0 


Siiurccs 1951- Compiled from Tabic ' E General Population Tables and Sumnvu'y figures ol 


Recognised States. Census of India, 1951. 

1961 - Tamil Nadu Economic Appnus,d 1971-72, Table 1.7 

1971 - Census Report; and NS.SO tlrd Round (1977-78); .58rd Round (1983); 43rd Round 
(1987-88) and 50lh Round (I991-94i. 
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chemicals used in leather industry leads' 
to dermatitis, conjunctivitis, nervous dis> 
order, itching of skin, throat, mucous 
membrane, chest pain, ulcer, breathing 
problem, asthma, bronchitis, fissure in 
fingers, toes, mouth and nose; frequent 
fever, headache, stomach upset, etc. Some 
of these chemicals if inhaled can become 
fatal. National Institute of Occupational 
Safety and Health, US (1976). has noted 
that the accident and illness rate is five 
times higher in tanneries than the average 
for all other industries 

It has also been esiimaied that on an 
average each year, one in five tannery 
workers is a victim of work-related injury. 
Hazards have increa.scd with the increase 
in the intensity ot chemicals used, and 
despite the improvements in the technolo¬ 
gies used in the production processes. The 
brunt of these hazards is borne by workers, 
more often by women workers. .Specific 
gynaeco logical problems faced by women 
workers are: menstrual disorders, prema¬ 
ture deatlis. still births, prolapse ol uterus, 
etc. This is one indiisliy where increasing 
(exports) production is accompanied by 
increasing risk to workers. 

A briel idea of the manner in which the 
leather industry is structured • organi¬ 
sationally and in terms of the labour that 
it employs - is necessary to bring out why 
the subordinate status ol the tannery 
workers (particularly women) is systemic 
and not just a problem that can be resolved 
by implementation of existing factory a.id/ 
or .social wellare legislation We licgin 
with the manner in which units are set up 
in the indu.ary. 

The setting up of any unit or process ol 
production in leather tanning industry 
requires lormal approval, for tanning has 
been designated as a particularly ha/.ard- 
oiis industry In practice, however, there 
arc any number of units in Dindigul that 
have commenced production without 
formal sanction; apart from this, existing 
(legal) units have added on additional 
proce.s.ses without formal approval. These 
illegal units and/or illegally expanded 
parts/processes ot legal units employ large 
numbers of labour particularly women. 
Strictly, as per the Factories Act, 1948. 
women and children are prohibited from 
being employed in the leather lanning 
industry. But the indu.stry ha.s not only 
managed to circumvent the provisions of 
Factories Act, 1948, but also has, over the 
years developed and expanded without 
fonnal sanction and without expending 
much on its labour. Much of the expansion 
ot the industry being illegal, there is no 
way in which the workers recruited in 
this system - an claim legal protection. 


The bulk of these illegal workers are 
women and of the dalit caste. From our 
vi.sit to various tanning pockets of Tamil 
Nadu, we have estimated that almost 
.30 per cent of the total tannery workforce 
is female. And ail of these women are 
informal workers. Despite the stringent 
requirement of a formal licence, the in¬ 
dustry has managed to expand illegally 
both in terms of production and labour 
employed. 

Our stress on legality is because of the 
severe adverse implications it has for labour 
in these units. The non-legal status of most 
of the units coupled with the non-legal 
status of the workers employed in them 
has led to a situation where there is no 
authentic record of the existence of these 
workers. This in turn means that it be¬ 
comes extremely difficult to claim any 
benefit under any of the welfare schemes 
- local, .state or central - thal may have 
been instituted to help such workers. 

An added dimension to this problem of 
non-recognition as workers is the manner 
in which women labour in particular arc 
recruited. Almost all women workers are 
brought into the indu.stry through contrac¬ 
tors. Technically, Ihcrclore, the employer 
IS not answerable to these women work¬ 
ers. Worse, it IS very often the contractors 
who are on the payrolls of the employers 
rather than the workers, actually working 
for the unit. An important implication of 
this mode of recruitment into the industry 
is that even in the case ot legal units, the 
women workers could lie rendered iion- 
exi.stent il they are recruited through 
contractors Hither way. whether in legally 
constituted or in illegally .set up units, 
large number of women, who have been 
working m this industry lor years, have 
been doing so without the most basic ol 
a worker's right, namely, being recorded 
as a legitimate worker. Our field survey 
revealed that all women in Dindigul arc 
recruiled through contractors. 

Further, when women workers are re¬ 
cruited through contractors, the status of 
their employment (that i.s, temporary or 
casual), conditions of employment, wages, 
etc. are negotiated by die contractors on 
behall ot the women workers. A fallout 
ol this mode ol employment through 
contr :tors is that: 

(1) The employer is not under any obli¬ 
gation to contribute to measures such 
as H.SI.S, Provident Fund, etc. Nor 
dtx!S the contractor negotiate for any 
of these benefits on the womens' 
behall. 

(2) Tlte women cannot demand any kind 
of personal protection. They u.se dis- 
caixlcd car tyres as boots; plastic sheets 


are used to cover waist gloves dis¬ 
carded by male tannery workers are 
pa.ssed on to women after being over¬ 
used. which is the same as to not 
wearing a glove. There is no separ^ 
toilet or restroom for women woricers 
in any of the tanneries visited by us. 

(3) Their working hours are neither 
regular nor do employers follow the 
eight hours work-day schedule. 

(4) Women workers are paid only con¬ 
solidated amount as wages. When they 
do extra work or overtime, the wage 
for the same arc calculated only on the 
basis of regular work, which means 
no additional wage is paid for them. 
But, overtime work is compulsory; 
and the women workers arc not al¬ 
ways informed in advance about 
overtime work. 

(5) As tar as the physical work area is 
concerned, women workers are some¬ 
times made to work under the direct 
heat of the sun. 

The recruitment of women workers 
through contractors and the con.seqiienl 
invisibility presence of these workers ip 
the units in which they are employed, 
ticcs (he owners ot units from a whole 
host of obligations while gaining several 
benefits. 

.Since most women are employed in 
'illegal' operations, they and thcii activi¬ 
ties arc nut officially recorded. But unles.s 
these initial tanning operations are per¬ 
formed, the laicr processes of tanning 
cannot even begin. If al all women get 
recorded it is only as helpers or coolies. 
Not only do these terms not capture the 
entire range ol activities performed by 
women workers, but what is wor.se, the 
designation as ‘helper’ or 'crH'lic' enables 
the olficials, employers and trade unions 
to label these tasks as unskilled and the 
workers as casual labourers. All these 
lead not only to an official undercount 
of the actual number of women em¬ 
ployed in tanneries; but worse official 
recognition of the hazardous conditions 
in which the workers especially women 
operate is also to that extent denied. 
Based on our field survey we gi vc below 
an idea of the .several different task.s 
(physically strenuous and mechanically 
debilitating) performed by women work¬ 
ers otherwise termed as helpers or 
coolies. 

{A) Skin tanning units: In the .skin tanning 
units, women are employed in the initial 
process of opening the (raw) curried skin 
which is followed by trimming and .sorting 
of the same. These operations are mostly 
done by chuckliyar women - the caste 
traditionally as.sociated with leather work- 


WS-24 


Economic and Political Weekly April 17-24, 1999 



CHART i: BMfUnMfcNl ORKAK-liP ()F lANNEKY l*EKSONNEL 


Non-Workers 


Technologists 


~1 

Workers 


(a) Management 
staff 


(h) Administrative 
staff 


(c> Degrec/diploina holdeis 
in leather technology (i c, 
skilled workers) 

(d) A very small percentage 
of workers without formal 
degree but with years of 
experience have been 
recognised and designated 
as technologists 
(i e, skilled workers). 


(e) Skilled workers 
(machine operator^) 

(f) Semi-skilled 
(labourers who 
work with simple 
tools and manual 
workers in prc- 
tanmng operations) 

(g) Unskilled workers 
tall other workers) 


Chart 1(a)' EMreoYMENT SrAiii.s or Tannfrv OjRSONNia. 


Permanent workers 
(up to retirement) 
(a+b-l-c of Chan 1 1 


Permanent workers 
for .1-.^ years (also 
termed as permanent 
in local parlance) 
(D+E of Chart I) 


Temporary Labourers 


Soune .Survey Data 


Regular wager 
(Those who aie by 
contractors and/or |ob 
workers) (f+g of Chart I) 


Daily wager 
(Those employed by 
those tanners who do own 
work' (f+g of Chat 1) 


er& uinie wonGersempioyeu in uns piuccss 
60 per cent are women. 

In tfw pre-tanning stage (beam house) 
women are engaged in operations like 
cleaning the lime pit (that is, cleaning of 
sludge, and pickling of waste, flesh, etc. 
^ withlimesludge),cleaningthebeamhou$e, 
and other processes related to hair. Apart 
from these above mentioned operations 
women workers also do other miscella¬ 
neous jobs like carrying pelt^ from one 
place of process to another, pailing it up. 
etc. Of the women interviewed 38 percent 
were engaged in this process. 

In the tanning stage, e.specially in North 
Arcot andTiruchirapalli tanning pockets, 
women help machine operators by hold¬ 
ing the pelt while it is being fed into 
machine. Holding, carrying to and fro 
these huge heavy pelts is strenuous and 
back breaking. Around 30 per cent of 
women workers wc interviewed arc in the 
tanning processes. 

Both in tanning and post-tanning stages, 
women workers are involved in drying 
process. These operution.s po.se severe 
hazards to women workers especially 
during winter and rainy .seasons. During 
thc.se seasons, skins arc dried in dark 
chambers with heal being generalcd 
through charcoal fires. Women workers 
have to walk across burning charcoal to 
hcxik and unhook skins. It is not only 
suffocating, but the incidence of women 
workers getting their feet and clothes burnt 
is quite high. The other operation, dyeing, 
is (jonc by women workers with the help 
of hand sprays. Most oi (he chemicals 
used in dyeing are toxic but which the 
workers have nccc.ssurily to inhale and 
endure. Though only 12 percent of workers 
were involved in this process, ol the total 
workers employed in this process women 
constitute 65-70 per cent and rest arc 
adolescent males. 

In the finishing stage, women workers 
are involved in drying and dyeing of skins 
(both of these pn)cc.s.scs arc extremely 
hazardous) and also in sorting, measuring 
and packing. Women from all communi¬ 
ties work here. Of the women wc inter¬ 
viewed 5 per cent were in this process. 
(B) Hide tanning units: In the hide tanning 
processes women arc recruited for clean¬ 
ing bark-pits, carrying water: breaking 
nuts and crushing bark.s. drying the used 
nuts and barks: to fold hides and are also 
made to assist semi-skilled (knifemen) 
workers. While folding they have to wring 
the hides to make the hides wrinkic-frec. 
In North Arcot tanning pockets, women 
are recruited for wringing and folding 
huge hides. This is done by women in a 
group of four. This is a tedious and labo¬ 


rious Job. The large size and heaviness of 
the hides makes it strenuous. 

In addition to the tasks in the above 
pnxies.scs women workers are also em¬ 
ployed as sweepers, scavengers and 
cleaners. Hach ut ihcse tasks involves an 
enormous amount of work, much than 
terms like cleaning, helping, assisting can 
convey. Practically all operations in which 
women arc engaged are noi only time 
consuming and hack-hreaking hut also 
ones which cannot be mechanised. 

The tenure and status ofemployment of 
workers is another tool in the hands of 
employers, contractors and (male) trade 
unionists to relegate women workers to a 
subordinate position. Wc give an idea of 
the oveiall employment structure in the 
tanning indu.slry in order lo make our 
argument ot the subordinate status of 
women workers clear. 

Staff in any tannery can be divided into 
three categories, namely, non-workers, 
technologists and wnrkers (Flow Chart 1). 
Noi all persons employed in any tannery 
arc made permanent. Permanent till retire¬ 
ment in tanneries applies only lo non¬ 
workers (that IS, management and ad¬ 
ministrative staff). W'orkers arc made 
permanent, but not till rctircmcnl. This 
privilege of (temporary) permanency, 
is available only (or male workers. Here 
too they are made permanent only when 
they work for 240 days without break.** 
Once made permanent, they are entitled 
to all allowances and benefits, like HSI, 
periodical medical check-up. etc. But 
within five years they could be thrown 
out of the job. The firm in which Mie.se 


workers arc employed may close the 
unit and retrench (hem, reasons usually 
given for closure arc change in manage¬ 
ment. declaring false bankruptcy, labour 
problem, non-availability ot raw mate* 
(tals and/or inputs, etc. The third cat- 
egory of temporary labourers are those 
who always remain in the temporary 
category. There are (wo categories of 
temporary labourers, regular and daily. 
The dillerencc between regular and daily 
lies in the fact that regular (temporary) 
workers are assured of jobs and salary 
while daily (temporary) workers have 
no such guarantee. (Chart I and 1(a) give 
an idea of the stuffing of tanneries with 
the respective employment .status). The 
temporary (regular and daily) labourers 
arc not entitled to any allowance and/ 
or .social benefits. Of the women inter¬ 
viewed by us, none was in the permanent 
category - either lifetime or the five- 
year permanent category. Nearly 90 per 
cent of the women workers belonged to 
the temporary - daily category. 

Only those workers designated as 
skilled can become permanent (thrcc-five 
years assured employment). The industry, 
as it IS prc.sciilly orgaiii.scd. precludes 
women woikers from being designated 
as ‘skilled’ or even ‘semi-SKillcd’. This 
bring IIS to the manner in which ‘skill’ as 
a term is used and operationalised in 
Dindigul. 

.Skill as defined by tanners is ba.sed on 
the processes in which workers are in¬ 
volved. Mo.sily, those who operate ma¬ 
chines (only males) arc called skilled 
workers. Semi-.skilled workers are those 
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fJHAKT 2 W: tiMnartman staivs of wokker CAtsooMES m umouiA. 


CHART 2: WORKER CATEOORIES IN DlNtHaUIL 

(Per cent) 


” Technologists Workers 

me 2, 22 

prt 

fin (C>20 (e) 32 

te^ (d) 8 (f) 5 

of (8) 35 

tal 
Sa 


thi who use simple hand tools for work, e g, 
tin knifeman who does unhairing and/or 
fo defleshing. All other categories of work¬ 
ers are unskilled workers, 
av Based on the informations gathered 
wt during our field work, and using Charts 
H; 1 and I (a) the following Charts 2 and 2(a) 
in have been worked out. These charts depict 
dc the categories of tannery workers (in 
gi percentages) by their respective skill and 
br employment status, 
m Machine work is given exclusively to 
g\ male workers and never to women workers, 
w The reasons given for not employing 
tu women on machines include: (a) Women 
ct are considered to be less capable of using 
(c machine despite the fact that it is merely 
in feeding skin to the machine.** (b) The 
Factories Act, 1948, does not allow women 


Permanent workers Pemumenl workers 

(up to retirement) for 3-5 years 

(c)20 (d)and(e)40 


Note: Categories (c) (d) (c) (f) (g) are the same 
Source: Survey Data. 

Ill 

Concluaioii 

We began with an analysis of the picture 
presented by macro-level data on the nature 
of women's work. That data revealed an 
increasing trend over time in tenns of 
numbers of women employed particularly 
in the .secondary sector. However, it also 
simultaneously revealed the fact that much 
of the increase has been in the categories 
of‘self-employed’ and 'ca.sual temporary’. 
There has also been an official hype about 
increasing employment having been gene¬ 
rated in the post-reform period (that is, 
after 1991). Whatever data we have been 
able to collect show that the quality of the 
employment generated has deteriorated. 
Our micro level study based on an analysis 


(Per cent) 


Temporary Labourers 

a 

I ' I 

Regular wage Doily wage 

(t) 10 * (g) 30 

as used in Chart I and 1(a). 

of data collected in the leather tanning 
industry has revealed how gender subor¬ 
dination is built into the system such that 
merely tinkering with the Factories Act or 
labour related social welfare legislation 
will in no way change the macro picture 
of abysmal quality employment. Funda¬ 
ment^ changes at the micro level are 
needed. 

Notes 

[This Is a revised version of (hr article presented 
at the workshop on ’Women's Occupational and 
Reproductive Health: Re.search Evidences and 
Methodologies', held at the Tata institute of 
Social Sciences, Mumbai, February 23-2'5,199K ] 

I Kalpagain (1994) in her study has explomd 
and vividly brought out how the market 
persistently works against women. 


Ic to work in or near any moving machine. 
.Si The Factories Act, 1948, however has not 
il come in the way of recruiting larger 
t) numbersofwomeninotherpollutingtasks 
VI associated with tanning compared with 
a, the relatively tes.s arduous tasks associ- 
b ated with machine operations. The women 
o themselves realise that the employers in 
v collusion with the male trade unions arc 
ii keeping them out of the mechanised and 
high paying jobs by invoking the Faclo- 
p lies Act, 1948. The contract nature of 
ri women’s recniitment does not give them 
h any leverage to bargain for a belter status 
c and therefore better conditions of cmploy- 
a menl. 

|- The procetis of recruitment (through 
f contractors), the nature ot employment 
( (temporary or casual), designation of 
[ women workers as helpers, coolie, assis- 
i tants, etc, combine to disempower wonten 
I even when in wage work. After years of 
I working in different tasks associated with 
! the tanning industry, women find them- 
< selves moving only horizontally. Men, on 
I the other hand, whatever be their mode 
i of recruitment, are able to move up ver- 
I tically and in the process change their 
status from unskilled to semi-skilled ttt 
skilled over time. Il is nobody's conten¬ 
tion that men workers in the leather 
industry have it easy. The point being 
stressed however is the stark discrimi¬ 
nation by .sex actively practised in 
Dindigul. 


A US based International Agency sponsoring development and emer¬ 
gency assistance projects in many countries and supporting a large rural 
development program targeted to scheduled castes and tribal commu¬ 
nities in India, is seeking qualified professional staff for its Mumbai Office. 
The office, which administers the agency’s programs in north and central 
India, is expanding and is recruiting Managers. These positions are being 
advertised to fili in sectoral expansion. 

MANAGER - (Education) for the Human Capacity Development (HCD) 
Program 

Essential Qualifications: A good post-graduate degree in Education/ 
Educational Psychology/Human Development. 

MANAGER - (Health) for the Safe Motherhood & Child Survival (SMCS) 
Program 

Essential Qualifications. A good first degree in social sciences with post¬ 
graduation in health care/hospital administration/mariagement. 
Essential Experience for both positions 

At least 5 years as team leader in relevant field with good oral and written 
communication skills. 

Broad Job Activities will involve planning and implementation, monitoring 
and evaluation and providing support to Partners in the programs and 
leading a dynamic team of professionals. Both positions require extensive 
travel in rural areas. 

If you are interested in any of the vacant posts, please send your detailed 
curriculum vitae, including present and expected saiary to: 

Catholic Relief ServIces-USCC 

St. Mary’s-3rd Floor 
Nesbit Road 
Mazagaon 
Mumbai 400 010 
Fax No.: 3738139 

Email address: crsbomObom2.vsnl.net.ln 
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2 Though initially nw wen: aiming to bring out 
the tiend of woik poiticipation rate ofWmen 
workers since independence, we could not 
succeed in our endeavour due to non- 
availability of infomiation on WPR of women. 
However, we have put together information 
ftora Census of Mia Kepori of 1961, 1971, 
19X1 and 1991 and various rounds of MiriVuui/ 
Sample Survey. Quinquennial Survey on 
Employment and l/nemploymeni in India - 
27th round (1972-73); J2nd round (1977-78); 
,d8th round (1983); 43nl round (1987-88); and 
SOth round (199.3-94). 

3 The workforce participation rale refers to the 
number of persons/person days employed per 
thousand persons/person days. NS.S clas.sifies 
workers based on status; initially it ctas.stries 
a person either as ‘worker or employed' or 
‘sceking/avatlable for work or unemployed ' 
Later the time spent criterion is used to 
categorise a person as ‘principal status worker’ 
or ‘subsidiary status worker' If a person is 
engaged in economic activities for relatively 
longer period ol lime in the preceding 365 
days from the date of survey, s/he is considered 
a 'principal sialus worker' A person catc- 
gori.sed as a non-worker who pursued sonic 
economic activity in a subsidiary capacity is 
cidled a ‘subsidiary status worker' These two 
groups VIZ, principal and .subsidiary status 
workers together constitute the category of ‘all 
workers' 

Census classifie.s workers into mam and 
marginal workers. Those who had work for 
major pan of the year arc termed main workers, 
by major part of the year is meant six months 
(18.3 days) or iiioie. Those who hod not worked 
tor the major part of the year, that is. tlieir work 
is less than six months (183 days) in ihe year 
are termed marginal workers. 

4 The recording of women as workers m the 
Census Reports as well as the N.S.S suffers from 
senous enumeration and reporting drawbacks. 
According to Mitra (Mitia. Ashok (19X1). 
quoted in Shramshakli. p 27). '. the under 
reporting ol female work participation rate 
in census varies from 30 to 40 per cent. He 
estimates that the participation ot females 
m the informal sectoi is as high us 49 per 
cent as against 1.5 to 17 per cent in case 
of males' 

Jam and Chand (Jam. Oevoki and Malini 
Chond (1982). quoted in Shramshakli. p 27) 
find that ‘.. the measurement of female labour 
force participation and analysis suffer from 
gross undcrenumeratioii - inadequate attention 
to unpaid family labour, own production and 
household wont and relationship between 
them.... These are poor conceptualisations of 
female work style, mistaken perception of 
female economic roles by respondents and 
interviewers'. Whatever has been reported by 
published information on work participation 
would help one to know the trend and intensity 
of work participation of women, which would 
serve as a base for further discussion. 

5 Our paper is based on the survey conducted in 
leotlier tanning pockets ofTamil Nadu, namely. 


Dindigttl. Tricbirapalli. Vanniy ambadi, Ambur 
and Pematnpet. We did a census survey of all 
leather tanning units' in Dindigul. A second 
round ol survey was conducted for leather 
tannery workers in Dindigul, Trichirapalli and 
North Arcoi (Vanniyambadi Ambur and 
Pernampet) Our survey was conducted 
between 1991 and 1993. 


Details of workers interviewed; 



Moles 

Females 

Total 

Dindigul 

41 

65 

106 

Trichirapalli 

18 

41 

59 

North 

0 

33 

33 

Total 

139 

59 

198 


6 Dangerous occupations according to See 87 
IS where Ihe (stale) government is of the opinion 
that any nianulactuiing process or operation 
earned on in a factory, exposes any person 
employed in it to a ri.sk of bodily injury, 
poisoning or disease. The slate may make rules 
applicable in any factory orclas.s ordescnption 
of facloncs in which manufacturing process 
or operation is earned on. Sec 87 (b) prohibits 
or restricts the employment of women, 
adoic.sccni? or children in the manufacturing 
proce.ss or operations. According lo the Annual 
Report of (he Factories Act of Tamil Nadu, 
1979. It was (ound that 92 per cent of workers 
are employed in dangerous operations in the 
leather indu.stry 

7 Once the hair and flesh ore removed from 
skm/hide. the remaining subslance is called 
pell 

8 Though it IS a necessary condmoi, to woik (or 
240 days without break to become pennanent, 
continuous working becomes iiiipos.sihle in 
ca.se of many workers because (i) job is nut 
aviulable continuously and (ii) available jobs 
are so strenuous that workers fall sick very 
often leading lo a break in service. 

9 All machines u.scd in the process ol tanning 
arc built on a simple model, like two rollers 
which needs to be operated with a paddle 
What needs to be emphasised here is that 
there i.s nolhiiig so cuiiiplicated about lhe.se 
machines which will be difficult for women 
to operate. 
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Violence against Women 

Wife Battering in Chennai 

Subadra 

Domestic violence, more often than not, is rooted in patriarchal notions of ownership over women’s bodies 
sexuality, labour reproductive rights, mobility and levels of autonomy. The phenomenon of wife battering 
is shrouded in myths and stereotypes that need to be debunked. A study in Chennai located in the context 
of the rising curve of crimes against women in the city. 


DEVELOPMENT is about protection of 
human rights of the concerned populations. 
It pre-supposcs active participation of the 
populace in the decision-making processes 
while social justice remains one of the 
most important and cherished goals of 
development. However, contradictions do 
remain as a Fe.sult of various processes not 
only among nations at a global level, but 
also significantly within sections of 
population within a country. Pcopl.; 
continue to be marginali.scJ on the basis 
of class, religion, ethnicity, colour, sex 
and in India specially, on the basis of caste. 
Di.scriminalion and exploitation on the 
basis of gender constitutes a .serious i.ssuc 
which effectively means that half the 
human race is unable to rcali.se its potential 
and condemned to sub-optimal standards 
of cxi.stcncc. This problem has received 
worldwide attention and several efforts 
have been made to bridge the seemingly 
ever-widening gap. Yet; even alter years 
of efforts to integrate women into the 
mainstream development processes, the 
cffcctivily of the same remains to be 
questioned owing to a multitude of factors 
which aid the continued marginalisation 
of women. Women’s access to education, 
health, employment and political spacc.4 
still remain distant goals in many nations 
of the world. One ol the most serious 
impediments to women’s development is 
the phenomenon ot continuing and 
increasing violence against them. Needlc.ss 
to .say, this constitutes a serious violation 
of women’s human rights. Violence against 
women is one of the most signiHcant, yet 
little understood and acknowledged factor 
instrumental in the phenomenon of 
marginalisation of women in the develop¬ 
ment proces.ses. Gender violence mani¬ 
fests itself in various forms - female 
f(x:ticidc and infanticide, sexual abuse, 
incest, molestation, sexual harassment at 
work and on the streets, marital rape, 
domestic violence in the form of wife 
assault and woman battering. In .some 
places, there exist culiurc-speciflc forms 
of violence against women like female 
genital mutilation in some African 
countries and harassmcnl/murder/bcating 


for dowry in India. Of all the forms of 
violence that women face, domestic 
violence remains the least reported and 
largely suppressed. 

For women, violence is a phenomenon 
which starts at conception and carries on 
through theirentirc life span. In India, prc- 
birth selection and consequent infanticide 
is a common occurrence and the preference 
for a male offspring widespread. Discri¬ 
mination continues by way of access to 
adequate food, prompt medical facilities, 
burden of hou.se work, care of siblings and 
so on leading to lack of education and 
consequent lack of awareness and em¬ 
powerment and imparting of skills. 
Adolescence brings with it the complete 
withdrawal of the little freedom of mobility, 
fear of and occurrence of sexual assaults; 
both within and outside of the family. 
Vulnerability is further compounded by 
early marriages and early child bearing 
and the disastrous consequences of the 
same on the health of women. In India 
specifically, child marriages further 
accentuate the girl’s vulnerability. The 
reproductive age is. for a lot of women, 
punctuated with physical, mental and 
emotional abu.se by their husbands. 
Millions of Indian women face severe 
harassment due to unfulfilled dowry 
demands and many are victims of homicide 
and are even driven to suicide. All the.se 
foster a deep and inescapable sense of 
dependency in women who are left with 
no alternative but to continue to live with/ 
depend on abusive partners for want of 
any other choice. Additionally, women 
constantly need to negotiate their .space 
and contend with abuse at the workplace 
Ux>. An important fact is that a woman may 
experience violence either once in one of 
he*^ life-cycic phases or be continually 
exposed to multiple instances of violence 
at various points in time. It has, however 
been established beyond doubt that wife- 
battering is probably one of the most 
endemic formsof violence again.st women 
throughout the Wvirld. 

Domestic violence arises from patriar¬ 
chal notions of ownership over women’s 
bodies, sexuality, labour, reproductive 


rights, mobility, and level of autonomy. 
Deep rooted ideas about male superiority 
enable men to freely exercise unlimited 
powerover women’s lives and effectively 
legitimises it too'. Violence is thus a tool 
that men use constantly to control women 
as a result of highly internalised patriarchal 
conditioning which accords men the right 
to heat their wives and thus ostensibly 
perform the duty of chastising them. The 
unequal and hierarchical gender relations 
manifest itself clearly in the familial 
set-up and is accentuated by clear demarc¬ 
ation of sex roles and sexual division of 
labour. Violence within the home con¬ 
stitutes, more often than not, a ‘private’ 
affair because of the high value attached 
to family as an indisputably sacrosanct 
.social institution. In fact, this belief disables 
rightful cognisance of the fact that more 
often than not, the family, in reality, is the 
site of and the root of unequal gender 
relations and oppression of women. This 
in fact, puts violence (which is systema¬ 
tically meted out to women within the 
family) above public scrutiny, thereby 
creating a public/privatc dichotomy with 
respect to violence again.st women. Not 
surprisingly, thus, marital violence, 
especially woman battering goes largely 
unnoticed or more importantly, hushed. It 
has also been quite app.irent for a long 
time now that violence against women 
within the family does not constitute an 
occasional, rare incident, but is a regular 
systemic and structural manifestation of 
social control. One of the main cau.se.s for 
the non-recognition of wife battering as 
a serious social crime has been the fact 
that the phenomenon has been shrouded 
in myths and stereotypes which need to 
be debunked to enable an understanding 
of family violence. These range from view¬ 
ing battered women as mentally disturbed 
or sick individuals, batterers as products 
of an abusive environment; and violence 
as a re.sult of abuse of drug and alcohol. 

CoNi'EPnJAL Framework 

In the past few decades, with increasing 
evidence regarding the phenomenon, 
marital violence has drawn the attention 
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of several concerned feminists, human 
rights groups, social scientists and social 
woric practitioners. Also, many scientists 
have since attempted to study the 
phenomenon and have proposed several 
theories to explain the same. An overview 
of the various theories that have been put 
forward follows. 

According to Anjali Maydco of Nari 
Samanta Manch. a Pune-based women's 
group, theories related lodomcslic violence 
can be grouped into three categories; 
psycho-analytical theories, social learning 
thmries and the socio-political critique. 
Psycho-analytical theories are those that 
focus on the emolions/feelings instilled 
during child rearing which make women 
and men behave in a particular fashion. 
The .stKial learning theories view violence 
as a direct con.scquence of socialisation 
processes and the family environments 
from which the women and men learn to 
be 'helpless' and ‘aggressive’ respectively. 
The socio-political critique highlight the 
role of patriarchy in the manifestations of 
violence which forces women into sub¬ 
ordinate positions. 

Two of the most often discussed 
theories on battered women are Lenore 
Walker’s ‘The Cycle Theory of Violence’ 
and ‘Psychosocial Theory' of Learned 
Helplessness'. 

The cycle theory of violence comprises 
three distinct phases in the cycle of 
violence - the tension building stage, the 
acute battering incident and kindness and 
contrite loving behaviour. In the first .stage, 
when minor battering incidents occur, the 
woman adapts, rationalises and ex¬ 
ternalises the problem. Tension mounts in 
the second phase leading to the acute 
battering incident leading to .severe 
repercussions on the woman - physically, 
emotionally and psychologically. Phase 
three is welcomed by both the partners 
which is marked by uncontrolled love, 
affection and promises by the husband 
never to repeat the incidents again. This 
cycle keeps repeating itself in the lives of 
almost all battered women.The psycho¬ 
social theory of learned helple.ssness focu¬ 
ses on the factors which reinforce battered 
women’s victimisation. According to this 
theory, battered women operate from a 
premise of ‘hclplessne.ss’ which further 
serves to only aid passivity and a fatal 
acceptance of the exploitative situation. 

As opposed to the cycle theory, E W 
Gondolf and E R Fisher proposed the 
survivor theory in 1988 which views 
women not merely as passive victims but 
proactive help-seekers and survivors. The 
assumptions of the survivor theory are in 
sharp contrast to the abovetheory of learned 


heiple.ssncss. The survivor theory credits 
women with the capacity toinnovate newer 
strategies of coping and acknowledges the 
efforts of the survivors in seeking help 
from formal and informal sources. In 
addition, the survivor thertry stresses the 
need for accessible and effective com¬ 
munity resources for the woman to escape 
from the batterer. As mentioned earlier, 
the survivor theory takes cognisance of the 
multiple help-seeking behaviour of women 
in the face of increased violence. Further, 
it also lauds the ‘female survivor instinct’ 
which focuses on nurturing rather than 
destruction, the willingness to adapt and 
the efforts directed at furthering of self- 
growth. 

Despite violencebcingthc primary issue 
which brought the new women’s move¬ 
ment in India in the early seventies, there 
have only been sporadic efforts at a 
theoretical understanding of the i.ssucs 
which confront women in India. Field 
level action and protests have, more often 
than not, occurred in the absence of a 
theoretical framework. However, signi¬ 
ficant theoretical initiatives have been put 
forward by .Sharad Patil. Sharad Joshi and 
Vandana .Shiva, pioneer intellectuals and 
activists associated with women's move¬ 
ments in the spheres of the anti-ca.ste, the 
pea.sant and the ecology movements in 
India respectively .Gender relations, .sexual 
domination, matriliny, etc. form an essen¬ 
tial part of Patil’s analyses of caste/class 
oppression. Traditional Marxist I ramework 
forms the basis of the analyses where 
patriarchal attitudes towards women’s 
sexual freedom, power of sexuality seek 
to bind women culturally. In Joshi’s view, 
patriarchal oppression is seen as arising 
out o( accumulation of material and 
economic surplus and the concentration 
of the same in a few hands. When the 
imbalance is sought to be corrected, the 
proccs.ses result in the suppression, rape 
and slavery of women, western science 
and technology and the imperialist west 


are seen as the primary causes of women^«| 
exploitation in Shiva's view. This theoty^'l 
asserts women’s positive relationship wiA^ 
nature (evidem in the Chipko movemeitijtl 
.similar to the Gandhian philosphy. Alspq 
this approach views women not as mewf^] 
victims but as powerful agents with Ihtf.i 
power to change the cour.se of their lives, i 

Women’s groups all over the world have | 
continuously campaigned to draw public j 
attention to the issue of gender violence, | 
Unfortunately, an accurate estimate of the ' 
dimensions of the problem lia.s been 1 
difficult to obtain becau.se of the gross 
under-reporting ol the phenomenon. 

According to recent victimisation; 
surveys in the US. only 2 per cent of' 
intrafamilial child .sexual abuse, 6 per! 
cent of extrafamilial sexual abuse, and S ; 
to 8 per cent of adult sexual assault cases j 
are Fcpoitedtothcpolice. By comparison, i 
61.5 per cent of robberies and 82.5 per ‘ 
cent of burglaries arc reported (Koss' 
1990]. According to I i.se Lachance in 
1994. the following estimates emerged 
about thccxtentol violence against women 
in Canada: 

- One-half of all Canadian women have ! 
experienced at least one incident of physical 
or sexual violence since the age of sixteen. 

- One-in-four Canadian women can 
expect to be sexually as.saulted in her life, ’ 
half ol them before the age of seventeen.: 

- From 1969 to 1987. the number of deci- ' 
ared rapes increased by 125 per cent. Half 
of them were committed in the victim’s. 
houses. 

- A study on women with disabilities 
found that almost half had been sexually , 
abused as children, and one-in-lour had , 
been sexually assaulted as an adult. ' 

- 80 percent <it women in federal pri.sons i 

hud previously suffered physical or sexusd - 
abuse. ! 

- Six-in-ten Canadian women who walk i 
alone in their own area after dark 
feel “very" or "somewhat’’ worried ' 
doing so. 


Ta8I.£ I: Crimu aqainst Women - Naiunal Trcni>$ 
(Aciuai Fuiiirks) 


Cnme Head 

1990 

1991 

1992 

1995 

1994 

Rape 

951« 

979,5 

IIII2 

11242 

12.551 

Kidnapping und ahducnnn 

11699 

12.500 

12077 

118.57 

12998 

Dowry dcadit 

4856 

5157 

4962 

5817 

493.5 

Torture 

l.(4.50 

I.S949 

197.50 

22064 

25946 

Molest.tlion 

20194 

20611 

20585 

20985 

24117 

Sexual hara.%tnicnl 

8620 

10285 

10751 

I2(X)9 

10496 

Importation of girls 

.. 

- 

- 

- 

167 

Sati Prevention Art 


- 

- 

- 

2 

Immoral Traftir (Prevention) Ad 

- 

- 

- 


7457 

lndec.:nl Representation of Women 

- 


- 

- 

389 

Total 

68.517 

74095 

79057 

859.54 

98948 


Sourer: National Crime Rrcordb Bureau. CriiiH; m India-1994, Governmeni of India 
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cl - ine world Bank estimates mat rape 
tc and domestic violence account for 
Q 5 per cent of life lost to women of repro- 
^ ductive age in demographically develop- 
p ing countries. In developing countries such 
fj as China, where maternal mortality and 
poverty-related diseases are relatively 
Q under control, the healthy years of life lost 
f. due to rape and domestic violence again 
3 account for a larger share (16 per cent) of 
the total burden. In established market 
tj economies gender-based victimisation 
f, accounts for nearly one in five healthy 
years of life lo.st to women of age I.S to 
a 44 [Heise 1994). 

y In India, there has been very little 
research done on the subject of domestic 

i, violence despite the fact that the women’s 
(j movement in India came to the fore 
g campaigning again.st the issue. This is 
|, largely bccau.se, like in the rest of the 
r world, in India too there is a tendency to 
g overlook the incidence of the phenomenon 
^ with only the few heinous cases attracting 
t media and public attention. According to 
£ Mahajan (1990), we have limited know- 
( ledge on family violence. Not much 
i research has been done, he .says, and for 

a variety of reasons. Firstly, the semi- 
I .sacred nature of the family in our society 

j, makes research into family violence a 
i taboo. Secondly. re.search into the family 
t has been largely devoted to the study of 
, the joint family which diverted attention 
j from family conflicts in general and 
I physical violence in particular. Thirdly, 
( paucity of research on fami ly violence can 
. be attributed to the apathetic attitude of 
j society which has relegated intra-family 

violence to a form of individual pathology 
I and has led members of the family to 
I believe that physical conflicts in the family 
I do not con.stitutc violence. Srinun and 
, Bak.shi (1988) in theirstudy of 617 battered 
women found that in the percentage 
distribution of causes of violence against 
married women, dowry demands, extra¬ 
marital affairs and bigamy, alcohol and 
gambling were the highe.st. Their analysis 
revealed that for more than 50 per cent 
of the ca.ses, regular beating was a fact of 
life. Besides manual heating, 10 per cent 
of the women were assaulted with 
instruments. Ranjana Kumari’s study 
(1989) of dowry victims shows that one 
in every four was murdered or driven to 
commit suicide and more than half (61.3 
per cent) were thrown out of their 
husband’s house after a long drawn out 
period of hara.sKmcni and torture. Gautam 
and Trivedi (1987) found that the victims 
were mo.stly young (18-30 years), less 
educated than their spouses, dependent on 
husbands or in-laws for their living and 


mostly died from bum injuries (Action 

Aid 1994). 

Over the pastfewyears,the phenomenon 
of women burning and rapes has registered 
a sharp increase throughout India. In Delhi 
on an average in 1983, two women died 
of bums everyday. In Bombay, a survey 
from two police stations indicated that in 
a period of eight months in 1984, one 
woman was burnt to death every five days. 
In Bangalore, suicides and ‘dowry deaths’ 
nearly doubled in 1984 as compared to the 
previous years. According to police reports, 
on an average two women committed 
suicides every day in 1984. In Madhya 
Pradc.sh, records from the biggest hospital 
showed that one woman died of burn 
injuries every five days. According to 
various women’s organisations an equal 
number of buming/suicide cases go un¬ 
reported. Mostly this is on account of the 
refusal of the police to register the cases 
or when they do register, they tend to 
minimise the offence. 

Crimes against Women in Chennai 

As a background to a field study, an 
attempt was made to focus on the 
phenomenon of crimes/violence against 
women in Chennai city in the period 1986- 
1996. Also juxtaposed with the said data 
is the national level data to highlight trends 
and focus on police action with respect 
to the same. 

According to the National Crime 
Records Bureau dataof 1994. the following 
patterns were observed at the national 
level (Table I). 

As IS evident from the table, the over¬ 
all trends in crimes against women 
from 1990 to 1994 registered a gradual, 
steady increase of 45 per cent. A closer 
look at the data revealed that the highest 
increa.se was in the area of ‘torture’ of 
women; i e, harassment for dowry 
under Sec 498-A of the IPC. Also, at a 
national level, the incidence of crimes 
showed a consistent pattern of increase 
from 1990 to 1994. So al.so, the propor¬ 


tion or cnine agatnst women went up to 
S.6 per cent in 1994 from 4.3 per cent in 
1990. 

The National Crime Records Bureau 
has classified all the states and union 
territories on the basis of high crime 
prone and less crime prone. Tamil 
Nadu ranks eighth among the list of 10 
high crime prone states. With specific 
reference to Chennai, the trends in the 
crime against women from 1990 to 1996 
November as per the Chennai Crime 
Records Bureau are as shown in Table 2. 

The incidence of crime against women 
has not followed any particular pattern as 
is evident from Table 2. While remaining 
more or less constant from 1990 to 1992, 
the incidence of crime shot up by nearly 
55 per cent in 1993. The incidence came 
down significantly in the two years that 
followed, but shot up by 121..5 per cent 
in 1996 as compart to the figures in 
1995. A possible explanation-to this could 
be that the reporting went up in 1993 
following the establishment of three all- 
women police stations in Chennai; first 
at Creams Road in 1992 and then at Adyar 
and Kothwalchawdi in 1993. The pheno¬ 
menal increase in 1996 could be attri¬ 
buted to a ri.se in the actual incidence 
compounded with increased reporting 
owing to the knowledge of and the access 
to a woman-dominated set-up like the 
ail-women police station. As has been 
mentioned above, the above data does 
not include cases of sexual harassment 
since these are registered under the 75 
Madras City Police Act to enable speedy 
disposal. Only the offences which are 
considered to be of a ’serious’ nature are 
rcgi.stered under the IPC. 

Table 3 depicts the progression of crime 
against women in Chennai in the period 
1986 to 1996 November as per the data 
available with the Chennai Crime Records 
Bureau. 

From Table 3 it is evident that over the 
year.s, there has been a distinct upward 
climb in the incidences of dowry deaths 


Table 2: Prokwtion of Crimes against Women in Chennai against 
Total IPC Crimes 1990- 19% 


Year 

Total 

IPC 

Crimes 

Crime against 
Women 
(IPC Cases)* 

Per Cent 
lncrea.se over 
Previous Year 

Per Cent to 
Total IPC 
Crimes 

1990 

12.372 

66 

- 

0.5 , 

1991 

12.6.13 

74 

* 12.1 

0.6 

1992 

1.1,174 

77 

-F 4.0 

0.6 

199.T 

6,9.10 

119 

+ 54.5 

1.7 

1994 

.1,987 

86 

-27.7 

1.4 

199.*! 

5.642 

51 

+ 40.6 

0.9 

I996** 

5,63.1 

- 113 

+121.5 

2.0 


* Oucs not include coses of sexual harassment (eve-teasing) and kidnapping. 
** Data available only till November 1996. 

Sourve: Natimuii Crime Records Bureau. Crime in India-1994, Government of India 
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and harassnient for dowry, while in the 
other crimes, the trend is mixed. 

The police set-up is an important law 
enforcement machinery which is resorted 
toby the masses as natural redressal forums. 
Tables 4,5 and 6 provide an overview of 
the action taken by the Chennai police 
department with respect to crimes against 
women specifically in the cases of dowry 
death, harassment tor dowry, rape, 
molestation and sexual harassment as per 
the data available with the Chennai Crime 
Records Bureau. In Table 4, the police 
action is depicted in terms of the number 
of cases reported (Rep); convicted (Con); 
acquitted (Acq); pending investigation 
(Fn; under investigation (UI); action 
dropped or facts misrepresented (AD/MF). 

The law enforcing machineries have an 
important role to play in the checking of 
the phenomenon of violence against 
women. As is apparent from the above 
table, the number of persons convicted of 
as serious a crime as dowry death is only 
3.7 per cent while the number of persons 
acquitted is as high as 36 per cent. As 
mentioned earlier, more often than not. 
this is owing to lack of ‘adequate' evidence. 
It is common for a woman’s death to be 
construed as 'accident' or ‘suicide’ 
resulting from a loss of status owing to 
the suspicious moral character of the 
woman. The guilty manage to suppress all 
evidence and emerge victorious. In the 
case of harassment for dowry, 55 per cent 
of the ca.ses arc still pending trial while 
another 31.4 per cent of the castes are still 
under investigation. It would come as no 
surpri.se if the rate ol convictions in ihe.se 
ca.ses would also follow a similar pattern. 
Such matters are normally viewed as 
private domestic disputes where evidence 
i.s fairly difficult to collect. Also, dowry 
is considered so much an integral part of 
a marriage by all sections of populations 
and is seeped in so widely in the Indian 
cultural norms, that viewing dowry demand 
as a crime is still to meet with appropriate 
righteous indignation. 20 per cent of the 
molestation cases could not meet with any 
concrete action owing to cither ‘misrepre¬ 
sentation of facts’ or the concerned parties 
taking back the ca.ses. This is not in the 
least surprising owing to the phenomenal 
pressure that is experienced by the parties 
who decide to act against injustice. 

The conviction of the husband may not 
be the best solution to the problems of a 
battered wife. The various alternatives that 
she has to choose from, each one in itself 
a compromise, may make it impossible for 
her to follow up the criminal case. Since 
the law docs not protect a woman's right 
to the matnmonial home, or offer her 


shelter during the proceedings she may 
have no other choice but to work out a 
reconciliation. At this point, she would be 
forced to withdraw the complaint as the 
husband would make it a pre-condition for 
any negotiations. Secondly, if she has 
decided to opt for adivorce and the husband 
is willing for a settlement and a mutual- 
consent divorce, again withdrawing the 
complaint would be a pre-condition for 
such a settlement. Thirdly, if she wants to 
separate or divorce on the cruelty, she 
would have to follow two cases, one in 
a civil court and the other in a criminal 
court. This would exert tremendous 
pressure, especially when she is at the 
stageof rebuilding her life, finding shelter, 
employment and child care facility. If 
compelled to choose between the two 
prcKccdings, most women would opt for 
the civil ca.se where they would be entitled 
to maintenance, child custody, in junction 
against harassment and finally a divorce 
which would set them free from their 
violent husbands IUNR.SCO 19931. 
Needless to say, the process causes 
tremendous amount of emotional trauma. 
Moreover, the struggle involved in wading 
through the various layers of the infinitely 
slo w mo vi ng bureaucracy i s al.so enormous. 
Hence, very often, parties are forced to 
abandon their struggle midway or arc 
compelled to resort to some kind of out- 
of-court .settlement. 

Undoubtedly, the incidence of violence 
against women within the family has been 
on the increase too in the past decade as 
is revealed by Table 5. 


The trends evident in Table S are quite ^ 
disturbing. Familial violence in the first 
half cf the decade formed 27.66 per cent, 
of the total number of crimes reported. 
However, the incidence jumped to an 
alarming high of 66.34 per cent in Uie 
latter half. One possible explanation could 
also he that the reporting went up during 
1991-1996. This could be due to the 
heightened levels of awareness created by 
widespread media coverage and attention 
on the issue; setting up of all-women police 
staiion.s, family courts; awareness about 
the legal amendments like 498A and the 
innumerable campaigns waged by various 
activist groups throughout the country. 

In Tamil Nadu, the Tamil Nadu State 
Legal Aid Board plays a fairly significant 
role in the ca.ses of battered women, dowry- 
related problems and such other matri¬ 
monial disputes. Table 6 gives a brief 
analysis of the cases handled by the Board 
in Chennai from 1993 to 1996. 

C'ases arc considered settled when the 
parties either reconcile to live together or 
go in fora mutuai-con.scnldivorce. When 
cither parties are unable to reach a workable 
solution or arc unclear about their 
expectation or seek the assistance of some 
other forum, cases are clo.scd or disposed 
of. Family court is the destination for 
womi^n seeking maintenance, divorce, 
custody ot children or restitution of 
conjugal rights. However, it needs to be 
borne in mind that in cases of prosecution 
lor dowry harassment or dowry death, 
legal action is entirely dependent on the 
police investigation. More often than not. 


TABi.r 4' PoLH’i- ArrioN auai.nst Womiin in Chinnai (Acihai. Fiiium-.s) 


Years 

Crime 

Rep Con 

Acq 

FT 

UI 

AD/MF 

198610 

Dowry [Icath 

81 1 

29 

23 

24 

2 

1996 

Dowry Hurussmenl 

r.14 5 

14 

183 

105 

27 

November Rape 

I8t 12 

54 

57 

21 

19 


Molestation 

175 58 

30 

44 

8 

35 


Sexual harassmeni 

68(K) 6170 

198 

198 

91 

14.3 

• Not recislercd under IPC but under 7fi MCP Act 





Source' 

Crime Records Hurcaii. Chennai 






TaBII; 5. CrIMI-S AtiAINST WOMCS' IN Cnia^NAl, 1986-1996 



Year 

Dowry Death 

ITowry 

Rape 

Molestation 

Sexual 



tiara.ssineni 




ttorassmcnl 

1986 

1 

5 

9 

22 


550 

1987 

2 

4 

21 

13 


692 

1988 

4 

5 

26 

17 


868 

1989 

6 

18 

IK 

18 


611 

1990 

8 

19 

18 

21 


706 

1991 

14 

20 

21 

19 


667 

'992 

l.t 

37 

17 

to 


578 

I99.t 

in 

79 

17 

13 


571 

1994 

12 

44 

14 

16 


.5.34 

1995 


23 

II 

14 


639 

1996* 

8 

82 

II 

12 


384 


• I>aia included only nil November 1996 
Sourer: Crime Records Bureau. Chennai 
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cl cases get hushed up at the investigatwn 
K level itself owing to the cumbersome, 
o laborious and lengthy process of evidence 

tr gathering which is wrought with unwilling 

p witnesses, corruption and so on. 
ft It is important to bear in mind that both 
ft at the national and at the local levels, 
o statistics specincally on wife-battering as 
fi a crime is con.spicuous by its absence. 
S Indisputably, battering would he an intrin- 
tl sic component of the rampant incidences 
ti of harassment for dowry and dowry death, 
ft Whether a rightful cognisance of the pro¬ 
blem at an early stage would save women 
a from disastrous consequences is a matter 

V which docs noi need too much thought. 

.Sl'MMARY or Finoinos 

d A .sample of 90 battered women for an 
g in-depth study was purposively drawn 

b from the Tamil Nadu State Legal Aid 

r Board's Counselling Centre for Women, 

g the All-Women Police Stations (Creams 

V Roadand KothwaIchawdi)andcounselling 

t ccnircs-cum-sheltcrs for victims of 

e domesi ic violence run by voluntary organ! - 

( sations and women’s groups in Chennai, 

i The study primarily focused on obtaining 

an in-depth understanding of the pheno- 
I mcnon of wife-buttering and gam insights 

.*■ into the situations that battered women 

i face on a daily basis and the nature of 

t violence - physical, mental and p.sycho- 

' logical - endured by them for prolonged 

t periods. In addition lo focusing on the 

I respon.scs of women, the study al.so high- 

( lighted the structural and other eon.straints 

’ under which decisions about help seeking, 

i leaving or reconciling to the situation have 

to be taken. 

I It is obvious that wife battering cuts 
I acr(>.vs all religions, castes, andeducational 

I level barriers. While Hindus fonned a 

< majonty of the sample, the proportion of 

: Christian women was far higher than that 

I in the population which could be due to 

higher reporting. Muslim women formed 
a mere 3..1 per cent of the sample. A 
combination of factors ranging fntni greater 
community level support sy.stems lo low 
literacy to lack of awarcnc.ss of options 
could he possible explanations of this 
phenomenon. Also, the phenomenon is 
prevalent in all castes ranging from most 
backward caste/olher backward ca.stc, 
scheduled caste and scheduled tribes and 
forward castes. This was amply evident 
from the tact that wtiincn from all the.se 
groups were seeking help from the three 
referral points. Significantly the majority 
of the respondents were aged below thirty 
years highlighting the high incidence and/ 
or reporting of the pioblem and thereby 
the vulnerability of young women loahusc. 


The sample showed respondents with fairly 
high educational levels with a mere 10 per 
cent of thembeing illiterate. Seventy-nine 
per cent of the women had received formal 
education ranging from primary to the 
higher sccondaiy level and 11 per cent 
were graduates/po.slgraduates. While it is 
evident that irrespective of educational 
levels all women arc victims of wife¬ 
battering, it is also evident that with a 
significant level of education, women are 
unwilling to put up with exploitative 
situations. 

Most of the respondents were largely 
homemakers and their economic depen¬ 
dency heightened their vulnerability to 
abusetoo. Nearly 7()pcrccnt of llie women 
who had been employed prior to marriage 
had been forced to quit work by their 
husbands. However, a significant propor¬ 
tion of the respondents took up employ¬ 
ment as a direct consequence of abu.se and 
donned the role of the consistent bread¬ 
winner for the family. However, owing to 
the lack of skills, most respondents were 
engaged in semi-skilled labour in the 
various export units in and around Cliennai 
city. Most of the respondents' husbands 
had the opportunity to acquire ski lls which 
enabled them to negotiate better in the 
labour market and al.so earn incomes that 
were significantly higher than those of the 
respondents. The families of both the 
respondents and Ihcir husbands were 
mainly engaged in blue-collar jobs. 
Overall, the respondents in the .sample 
hailed from middle and lower-middle 
siKio-cconomic strata. While most respon¬ 
dents had gone in for arranged marriages. 


a significant propotfion (3S.S per cent) 
had opted for seif-arranged marriages 
which ranged from inter-caste to inter- 
religious marriages. With marriage seen 
as an ultimate goal in a woman's life.over 
60 per cent of the respondents had been 
married before they had turned 20 high¬ 
lighting the trend of early marriages preva¬ 
lent in Indian society. Not too surprisingly, 
the on.set of abuse, therefore, in the majority 
of the ca.scs (nearly 70 per cent) was well 
within a year of marriage. This was 
irrespective of the type of marriage; either 
arranged or choice. In as many as 44 per 
cent of the cases, the onset of violence was 
withinamonthof marriage. All the women, 
irrespective of education or class backg¬ 
rounds, experienced various forms of 
violence ranging from severe physical 
battering to psychological and sexual 
abuse. Physical violence constituted 50 
per cent of the total number of abuse while 
psychological violence formed48 percent 
including economiedeprivation. desertion, 
restrictions on mobility and so on. On an 
average, every woman experienced twelve 
ditferent forms of abuse with varying 
frequencies. Almost ail the women reported 
being .slapped/bcaten, kicked and insulted 
in the presence of others. Seventy-nine per 
cent of the women experienced violence 
on an everyday basis. Almost always, the 
causes for battering were multiple. Sus¬ 
picion oi infidelity, alcoholism.dowry and 
instigation by tn-laws formed the main 
causes of violence in the case of most res¬ 
pondents. Verbal retaliation and indepen¬ 
dence and confidence of some women 
po.scd a real threat to men and heightened 


Taw f. 6. Casks t-lANUi.fO by Tamu Nauu .Statk Li;oal Aid BoaW) 


Year 

Total 

Settled 

Failed/ 

Disposed 

Family Court 

Transfer 

1993* 

485 

51 

15 

248 

II 

1994** 

492 

47 

42 

214 

7 

1995*** 

498 

40 

14 

198 

4 

1996 

493 

.39 

20 

225 

5 

Total 

1968 

177 

91 

885 

27 


Dale unavailable for January and Scpiembcr 1993. 
Data unavailable for June 1994. 

Dala unavailable for November 1995. 


**** Transfer of cases takes place to branches of the Tamil Nadu Stale Legal Aid Board in the 
various disincis of the sate by the Chennai Counselling Centre in the ca.scs which am out of 
Ihcir geographical jurisdiction This is normally done to facilitate greater speed in 
invesligaiion and redrc.ssal of the ca.ses. 

Tamil Nadu Slate Legal Aid Board. Chennai. 


Table 5: Trends in Famiual Vioience in Chennai, 1986-1996 


Years 

Dowry Death + 
Dowry Harassment 

Rape + 
Molestation 

Total Crimes 
Reported 

Percent to 
Total Cnmes 

1986 to 1990 

70 

183 

253 

27.66 

1991 lo Nnvcmberl996 

345 

175 

520 

66.34 

Total 

415 

3.58 

773 

100.00 


Siiurt e: Crime Records Bureau, Chennai. 
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meir vuineraoiiny lo increasea violence. 
Significantly. the type of marriage that the 
respondents had opted for had no bearing 
on either the onset, frequency, or causes 
of violence. 

The phenomenon of continued violence 
on the respondents had adverse multiple 
consequences on the women ranging from 
injuria to acute tension and anxiety, lower¬ 
ing in self-esteem and nervous breakdown 
to internalisation of shame and guilt. This 
affected women's responses (o the clearly 
exploitative situation: they took a long 
while to actively respond to the situation. 
Complaints to natal family was the most 
common form of response. Gradually, 
many women also retaliated verbally. Over 
a period of time, women’s efforts at help 
seeking became fairly evident and multi¬ 
pronged; they started seeking help from 
various informal and formal sources which 
included parents, siblings, in-laws, friends/ 
neighbours, community leaders, emplo¬ 
yers, police, counselling centres, lawyers 
and doctors. Significantly, in an over 
whelming92.2percciHofthe cases, parents 
of the re.spondent had been the most con- 
si.stent primary source of support. Among 
the formal help sources, police and counsel¬ 
ling centres were mo.st prominent. How¬ 
ever, as mentioned earlier, help was sought 
actively only after a prolonged periial of 
abuse. Sixty per cent of the women h.ad 
sought help only after six months from the 
on.sct of abuse. In mo.st ca.scs, this was due 
to an irrational hope that things would 
change for the better. Educational level, 
type of marriage and time of onset of abuse 
had no impact on propelling women 
towards early help seeking. 

In keeping with the earlier observation, 
despite all the dilemmas, complications 
and compulsions finked with parental 
support, an overwhelming majority found 
their support to he a turning point in their 
lives. Similar sentiments were exprcs.scd 
regarding the intervention ol the 
counsellingcentreat theTNSLA and those 
run by voluntary organisations. However, 
over 65 per cent of the respondents found 
interventions at the all-womcn police 
stations to be less useful or totally uscle.ss. 
It was amply clear from the patterns in the 
respondents' help seeking that their 
expectations of formal bodies was respect 
for their decisions and a tangible outcome 
in keeping with their personal choices. 
Most respondents found the authority of 
the police stations, intimidating, while by 
contrast, the atmosphere of the counsel ling 
centres especially tho.se run by voluntary 
urgani.sations extremely reassuring. 

When women’s effort at help seeking 
met with repeated hurdles, a majority of 


inem o j..) percent )resoited to an extreme 
step of attempting suicide. This pheno¬ 
menon was specifically observed 
alarmingly among younger women, who, 
undoubtedly experienced a heightened 
sense of vulnerability driving them towards 
desperation. Of the women who had 
attempted suicide, as many as 76 percent 
had done .so more than once. 

At a certain point, some violent incident 
served as the precipitating factor and 
prompted many women to leave the marital 
home. Over 60 percent of the respondents 
had Iclt their matrimonial homes due to 
reasons ranging from increa.sed violence, 
incurable alcoholism, intolerable levels of 
.su.spicion and .so on. A significant pru- 
portionof women had subsequently .sought 
refuge in their parental homes whi le others 
had found a safe haven in .shelter homes 
fun by voluntary organi.sation.s. 42 percent 
of the women who had left their marital 
home continued to be harassed by their 
violent husbands who attempted repeatedly 
to persuade them lo return, beat them up 
for money, claimed access to children and 
so on. Also, while an overwhelming 69 
per cent of the women were clear about 
their decision not to return, the others were 
ambivalent but were willing to return if 
their conditions were met. 

On the other hand, the sample also 
comprised of women who had at an earlier 
date reconciled with their husbands owing 
lo interventions of the officials at the three 
referral points. The icasons lor the .same 
included advice given by the coun.scliors, 
economic dependency, concern for 
children’s future and .so on. However, of 
the women who had reconciled, a signi¬ 
ficant 44 percent had not experienced any 
change in their situations while another 
41 percent perpetually feared the outbreak 
of violence or were unhappy about only 
partial resolution of their problems. 

Irrespective of whether they were 
.separated or .still living wiihtheirhusbands, 
mo.st respondents felt trapped, helpless 
and confused abtiiil their uncertain future. 
.Significantly most women in the shelter 
homes were distinct by the clarity they 
exhibited about not wanting lo return to 
the violent relationship and were well on 
their way to carve out an independent 
existence tor themselves and thcirchildren. 

The need of the hour is the conscious 
classification of wife-battering as an 
intrinsic and integral part of violation of 
human tights. It is imperative to recognise 
woman-battering as a serious .social crime 
and accord it the same status us other 
crimes. It is also vital to recogni.se the lole 
of the media in shaping societal attitudes, 
values and public opinion. Responsible 


media portrayal ot women’s lives aitai-'* 
minimising negative, stereotypic imageQfl 
are cs.sentiai steps in achieving the said;.' 
goal. Public .services need to be made>« 
more accessible especially to women iri:; 
crisis situations. Also, while it is nccessaiy - 
to review as well as initiate .services for 
battered women, it is far more importairt' 
to consciously move away from the image 
of battered women as victims. Ratlicr, it 
is imperative to view them as survivors 
negotiating spaces with several informal 
and formal set-ups which, in fact, need to 
be revamped to cmpowci women in a 
positive fashion. One of the biggest hurdles 
in the recognition of wile-battering as an 
i.s.suc of importance is the failure lo 
transcend the public/privatc dichotomy 
R'garding the issue. The challenge remains; 
in terms of formulation and implementation 
of strategies, legislations and sensitising 
of machineries lo effccliveiy deal with the 
multifarious manifestations of violence 
against women. Above all, there is an 
urgent need for drastic changes in societal 
attitudes towards battered women and also 
those of professionals involved in dealing 
wiih/hclping them. 
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j Female Autonomy in Tamil Nadu 

r Unravelling the Complexities 

f T K Sundari Ravindrao 

c 

f Commentators on Tamil Nadu's rapid fertility decline during the eighties often cite female autonomy and 
' 'agency ’ as important contributing Juctors. This paper examines the extent of female autonomy Tamil women 
‘ enjoy in their personal lives and within their households and the gender power dynamics between married 


j couples, on the basis of a study i 

STUDIES on women’s status anti au- 
® tonomy in India have observed that women 
' in the southern states i )f India enjoy greater 
I autonomy than their north Indian countcr- 
t parts. For example, analysing the demo- 
t graphic dillcrenccs between the north and 
E south Indian states. Dyson and Moore 
^ (1983) have held that marriage and kin- 
t ship patterns in south India permit women 
E to have more freedom and dceision-mak- 
' ing authority. Women are more likely to 

* marry a close kin. or within their village 
t of birth, and have, greater social support 
f from their natal family. Their physical 
' mobility was also less restricted. A more 

recent stutly | Murthi. Guio and Drc/.c 199.5) 

I on the same question confirms that the 

* diflerenccs cannot be explained except 
' with respect to social and cultural advan- 
t tages enjoyed by women in south India 
' as pointed out by Dy.son and Moore and 

* others. 

* More recently, conuiientaiors on Tamil 

< Nadu’s rapid lertility decline during the 
) eighties have tended to cite female au- 

> tonomy and agency as important contri¬ 
buting factors, based on the relatively 

I higher rates of female literacy and labour 
' force participation in Tainil Nadu. A Sen 
' (199.5) has. lorcxample, argued that Tamil 
‘ women s agency, through its impact on 

> their ability to make reasoned decisions 
I about fertility' isanimportant factorin the 

* state's fertility decline.. Jejeebhoy (1997) 

< examines the dimensions and determinants 
j of women’s autonomy in Tami INadu and 
' Uttar Pradesh. It concludes that Tamil 
1 women enjoy far greater autonomy than 
' their north Indian counterparts in terms ot 

almost every index of autonomy consid¬ 
ered: dcci.sion-making authority, niobi- 
' lity, access to and control over re.sourccs. 
and to a lesser extent, freedom from threat 
by hu.sbands. 

This relative perspective may obscure 
the nature and extent of gender bias ex¬ 
perienced byTaniil women. Karin Kapadia 
(1997) who examines dimensions of 
gender inequalities across social classes 
andca.sles inTamil villages concludes that 
gender ine(|ualiiy cuts across all classes 
and castes, and that women’s status is 


five districts of the state. 

steadily falling especially m the ‘middle 
castes’ which are economically bettering 
themselves. 

Empirical evidence on some of the more 
commonly used indicators of women's 
.status IS however, mixed. Tamil Nadu has 
the second highc.st female literacy rate in 
India - 52.3 per cent, but this is far below 
that for Kerala (86.9 per cent) which ranks 
first. Female work participation rate, at 
30.88 per cent in 1991. ranked fourth 
highest in the country (1991 cen.sus). But 
this was accompanied by a decline in the 
proportion of rural women working as 
cultivators, and a significant increase in 
the proportion working as agricultural 
labouiers, and more importantly, as work¬ 
ers III the non-farm sector.' 

Fun her, during the decade 1981-91, there 
was a steeper decline m sex ratio (female 
per 1,000male)than intheprcviousdccadc; 
the female infant mortality rates, which 
were till then generally lower than male 
IMR, became consistently higher.' Data 
Irom a sample survey conducted in 1996 
showed exceptionally high female IMR in 
three districts; Dharmapuri, Madurai and 
Salem, with the ratio of female to male 
IMR ol 1.9, 1.4 and l.l respectively. 
Female infanticide has been reported from 
several parts of the state, and recent data 
show that ‘social causes’ (read infanti¬ 
cide) accounted for 8 per cent of infant 
deaths in 1995 (Athrcya and Chunkat 
1997). 

The present paper examines the extent 
of autonomy Tamil women enjoy in their 
personal lives and within their households 
and the gender power dynamics between 
married couples, based on in-depth inter¬ 
views carried out in five districts ol Tamil 
Nacj, with 141 women and men belong¬ 
ing to different age and caste groups. For 
inlomiation on perceptions on women’s 
status, we have used information gathered 
in focus group discussions. 

The paper is divided into four sections. 
'I’he first section examines the concepts of 
status and autonomy and outlines the deTi- 
nitions used in the present instance. The 
.second section describes the study metho¬ 
dology and characteristics of the respon¬ 


dents. The third section pre.sents findings 
fromthequalitativestudy.andisfollowed by 
the section with concluding ob.servations. 

I 

Women’s .status is a multidimensional 
entity, and different studies tend to focus 
on different aspects of status. Education 
and employment - the two indicators of 
women’s .status often u.sed. have a pro¬ 
blematic relationship to status. Better edu- 
catiiMi or engagement in paid economic 
activity may not necessarily be indicative 
of/lead to greater autonomy or better status. 
In fact, women’s entry into the paid labour 
force as a con.scqucnce of impoverishment 
is a well-documented phenomenon. 

The various components of status may 
move in diflerent directions in a given 
time period, so that defining what consti¬ 
tutes ‘impnivemcnt’ orotherwise. is a diffi¬ 
cult task. For example, as Swaminathan 
(1997) points out, women’s entry into the 
labourforce may have very negative conse¬ 
quences for their health. Again, women’s 
status can b<'. coriceptuali.sed at aggregate 
and individual levels; there may be dil- 
ferences in how a variable Iv;havcs when 
considered at the different levels. Dixon 
(1978) defines women’s status as their 
overall position in society, and distin¬ 
guishes this from ‘power’ which identifies 
with women’s ability to influence and 
control at the interpersonal level. In other 
words, like children, women could also 
be highly valued and at the same time, 
controlled and dominated. 

In a further elaboration of the concept 
of female power, Safilios-Rothschild 
(1982) identifies two types of power- that 
which IS derived from men. and power 
which is derived independently of men. 
The former consists of the power that 
women may enjoy because of who their 
fathers and husbands are. The latter in¬ 
cludes women’s ability to control deci¬ 
sions about their productive and economic 
activities, including freedom of movement 
and control over the resulting wage or 
income; and ability to have an important 
say in decisions which affect their lives. 
It must be clarified that female power in 
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this instance is not used in terms of ‘power 
over* bulinthescnseof‘powcrto’: “powcr- 
to is the ability to perform or produce, and 
implies also the freedom and resources to 
do so. Power-over refers to domination 
and control” {Goodrich 1991]. Viewed in 
these terms, female power is very similar 
to the concept of female autonomy used 
in many studies. Autonomy has been 
defined as “the ability...to obtain informa¬ 
tion and u.se it as the basis for making 
decisions about ones private concerns and 
those of one’s intimates” [Dyson and 
Moore 1983]. 

Jejeebhoy (1995) identifies five sepa¬ 
rate but interdependent aspects of female 
autonomy as important in the education- 
fertility relationship, (i) Knowledge au¬ 
tonomy - knowledge of, and exposure to, 
outside world; (ii) Decision-making au¬ 
tonomy; having a say in decisions con¬ 
cerning their own lives and well-being; 
(iii) Physical autonomy in interacting 
with the outside world; greater mobility; 
(i V) Emotional autonomy: less .sclf-denia! 
among women; greater bonding between 
couples and between parents and children 
than with the extended kin; and (v) Eco¬ 
nomic and .social autonomy and self re¬ 
liance; access to and control over eco¬ 
nomic resources, increase in sell-rcliance 
for social acceptance and status. In a more 
recent paper j Jejeebhoy 1997] .she has 
added on an additional dimension; free¬ 
dom from threat of violence from hus¬ 
bands. Literature on women’s reproduc¬ 
tive rights identifies women’s security in 
and control over their bodies as the core 
of Icmale autonomy. This includes control 
over decisions related to sexuality and 
fertility, and freedom from violence.* 

In this paper, female autonomy is u.sed 
in the sense of having control over sig¬ 
nificant decisions affecting their lives, and 
having access to the resources that would 
enable them to do so. While the paper 
examines access to resources and women’s 
control over decision-making within their 
households, it focuses centrally on 
women’s ability to make choices regard¬ 
ing their marriage, .sexual lives and 
childbearing, and freedom from threat of 
violence. This is a deliberate choice, re¬ 
flecting this author's conviction that 
.women’s control over their bodies is 
fundamental to their autonomy. 

II 

This paper u.ses data collected as part 
of a larger qualitative study on fertility 
transition in Tamil Nadu.-^ Fifteen villages 
from six districts were purposively .se¬ 
lected to cover a broad spectrum of ferti¬ 
lity levels and levels of female literacy (as 


an indicator of social development), to be 
able to capture experiences from varying 
contexts. The districts from which vil¬ 
lages were selected were; Chidambaranar, 
Tiruchy and Periyar (four villages each), 
Tiruneiveli, North Arcot and Tiruvanna- 
malai (one village each). 

Field work was carried out between 
November 1994 and July 1995. The team 
of researchers consisted principally of 
young men and women with experience 
working in development projects and with 
considerable ’people’ skills, but also in¬ 
cluded two recently graduated masters and 
doctoral students with specialisation in 
demography and sociology, respectively 
The research team spent two months in 
preparatory work, visiting all the 15 vil¬ 
lages once, meeting key informants and 
carrying out hou.sc-listing. A second visit 
was made to each village to carry out focus 
group discussions for the fertility transi¬ 
tion study mentioned above and the in- 
depth interviews on which this papei is 
based. In each village, the research team 
stayed with one of the families throughout 
the period of data collection. 

Some of the respondents for in-depth 
interviews were identified from the locus 
group discussions. Others were identified 
based on the information we had from the 
house-listing. In each village we aimed at 
including women and men from different 
age and caste groups. We also recruited 
those who were not likely to participate 
in focus groups because the topic of dis¬ 
cussion was childbearing and family plan¬ 
ning; widows and separated women, 
childless women and men. Interviews were 
conducted at a venue chosen by the rcs- 
pondenis. and often twk place in the room 
wheie ilie research team stayed, becau.se 
of the privacy it offered. Interviews were 
conducted by research team members of 
the same sex as the respondents. 

The interviews were not one time events 
but took place over two or three sittings. 
These were not taped but detailed notes 
were taken verbatim, and the report wnt- 
len up immediately after. In fact, it may 
be a misnomer to call tliese ‘interviews’, 
because the conversation did not take a 
‘question and answer’ tonnat. We started 
with an open ended question about their 
lives. The flow of the respondent’s nar¬ 
rative was not interrupted as far as possible 
and there were only gentle probes occa¬ 
sionally to get more details on specific 
is.sues of interest to us. information from 
interviews was often supplemented with 
data and insights gathered in the course ol 
day-to-day interaction with thercspon(k'nt.s. 

A crucial factor influencing the whole 
data gathering process was the way the 


research team members merged into thp; 
village community because they were ali^ 
from a similar socio-cultural background.^ 
The women helped with carrying wateril 
cooking and minding children for thtt' 
families they stayed with; and the meiii 
hung around with the youth, went foi!'> 
walks and played card games. There WM 
one instance when one of our women field 
workers, on request from one of the 
respondents whu.se husband was away for 
the night, .spent the night m her house for 
‘thunai’ (to provide company because it 
was not appropriate for women to spend 
the night alone) and carried out the inter¬ 
view during thi.s time. 

The population of the villages varied 
from 596 to 12,571. Seven villages had 
an SC population of below 10 percent, and 
in four of these, it was less than 2 percent. 
In six villages they constituted between 
a tenth and a quarter of the population and 
in only two villages did they form as high 
as 44 per cent of the population. 

Agriculture was the main sdurce of 
income in all but two villages. Agricul¬ 
tural income, however, was perceived to 
be dwindling, and the failure of rains and 
water shortage are repeatedly mentioned. 
Entire lamtiies of those dependent on wage 
labour migrated in .search of work during 
the pff-sca.son in nine of the 15 villages. 
Work opportunities for women were 
mostly in agriculture, and their wages were 
often half that oi their male counterparts, 
varying between Rs 5 and Rs 25 per day. 

It isdifficulttodcscribe. the study villages 
eithcras ‘developed’ or ‘underdeveloped’. 
A great deal of investment has gone into 
inlrastruclural development, but basic 
livelihood is.sues have not received ade¬ 
quate attention One gets a scn.se of there 
being inlrastruclural development with¬ 
out human development. For example, all 
but one village was connected by buses 
to the nearby town. The Tamil Nadu 
Integrated Nutrition Programme was 
operational in all, and the ICDS operated 
balwadis in 10 of the village.s. The bigger 
villages had post olfices, markets, bank-s 
and credit co-operatives. and eight of the 
15 villages have a telephone within the 
village. In 12 villages there is a commu¬ 
nity television provided by the govern¬ 
ment for public viewing. The presence of 
‘dish antennas’ accessing satellite TV 
channels was a feature of all the villages. 

Twelve of the 15 villages had aprimary 
school, and the remaining three, within 
three km walking distance. Government 
health facilities were present in eight 
villages and were dysfunctional in all but 
one. There were laps and borcwelKs in 13 
villages but water shortage was still very 
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t( such as drainage and loilets were absent 
0 ia all villages, roads criss-crossed with 
n channels o( dirly water attracting mosqui- 
p toes a common sight 
fi The situation of the scheduled castes 
fi and of the scheduled tribes (in the one 
o village where there was ST population) 
fj was vastly different from that of their 
S counterparts from other castes. In one 
,tl village scheduled caste children were 
ti unable to attend the local middle school 
f because the Moopaiiar community won t 
let them. In another, there had been a 
a recent incident ol rape of a 16-year old 
V SCagricultural labourerbythelarmowner. 
I Another SC hamlet was a crowded, low- 
i lying settlement with no infrastructural 
t facilities including water and were not 
j permitted to fetch water from the upper 
f ca.stc section ot the village. The .ST popu- 
t lation eked out a miserable existence, 
j finding employment .is migrant workers 
\ in neighbouring clislricis for only part ol 
( the year, and living on roots and coarse 
( cereals grown in small patches ot land. 
( The table summarises the characicri.slics 
j of the lespondoms. 


. Perceptions about changes in womtai's 
I siluativin in the family and society were 
I discussed at length in the focus groups and 
spontaneously expressed in some of the 
interviews. There wits agreement overall, 
among young and older men and women, 
that women were bctlei olf now than they 
were before. More ot tliem were cducalecl. 
more of them were employed, and their 
prospects were bright Further probing 
however tevealed tlial reference to belter 
employment and upward mobility was in 
general terms- of w'hal they now saw as 
happe-ning around them in the world at 
large, anti did not represent the situation 
in their villages or in their own lives. 

'I’he most gr.iphic example of this was 
cneounicred in a focus group discussion 
with young women, when a 16-year old 
who ha.s been married lor a year said that 
women were now doing well for them 
selves: they were now collectors and police 
officers, judges and miiii.slers. When asked 
about her own life, she responded saying, 
■‘what if this is not true in my case? It still 
shows that women are capable of doing 
everything men do " There was one ex¬ 
ception to this general perception, where 
the women s group fell that women’s lot 
may have improved among those who are 
well-off. but among the poor, nothing had 
been gained. 

Besides the general feeling that women 
were doing better, some definite changes 


and men. women today dressed better, 
were modem ('naagarigam’) and knew 
how to speak to strangers and conduct 
themselves in public. The men were proud 
ot these features in their wive.s. The older 
women said that younger women were 
more confident these days even if they had 
only a few years of schooling. They knew 
more about the world (‘vcvarum’). ITiey 
brought up their children belter. 

There is a positive attitude to educating 
girls especially among the women. I’hey 
would like their daughters to study and 
gel Jobs, and earn a ‘sircar’ salary. Those 
who are not educated and are at home have 
to be under the man’s thumb; those who 
go out and work in offices can be equal 
to men; in tact, they arc equal. 

Practically no one (barring isolated ex¬ 
ceptions) male or female, was again.st 
women's employment cither. Women’s 
employ mcnl was seen as necessary to 
be able to meet the increasing expenses 
towards the children’s upbringing. 
Sonic of the women's groups stressed on 
the relative financial independence that 
came with 'having live rupees in one's 
hands ’ 

Perhaps becau.se of their awareness of 
what IS possible lor women il given the 
opportunity, there is a great deal of dis¬ 
satisfaction with not having received much 
help from (he government to further their 
status There are no development pro¬ 
grammes for women in most of the study 
villages. The 'Arivoli iyakkam' has been 
a positive (literacy programme) experi¬ 
ence in one village, and an NGO pro¬ 
gramme helps .some women supplement 
their income in another village. Women 
want jobs and the possibility of canting 
a livelihood, and not ‘income generating 
programmes’ to supplement their (non- 
cxi.stcnt) income. 

Again.st the backdrop of these percep¬ 
tion, we now examine actual life experi¬ 
ences of the women and men. 

Acchss TO Rt.SOURCI-S IN CHILDHOOD 

Son preference and discrimination 
against girl children in India with respect 
to investment in their health and well¬ 
being, and on their education, is a well 
docu .lentcd phenomenon. The macrodata 
lorTair.il Nadu - the falling .sex ratio, the 
tcmalc excess mortality in infancy and 
childhood and the gender gap in educa¬ 
tional attainment - also indicate the pres¬ 
ence of dificrential treatment, if not dis¬ 
crimination. In the present study, only 
three women reported very severe ill-treat¬ 
ment in their infancy and childhood be- 
cau.se they were girls. Two others were 


not bear any sons. 

Because both of us (my older sister and 
me) were girls, my father ill-treated my 
mother and us. We got no treatment when 
we were sick. He would not lift us up even 
if we cried. I believe 1 was three months 
old, sleeping in my cloth cradle and my 
mother had gone out to fetch water. 1 woke 
up and cried. Irritated, my father held me 
in one hand and beat me like a monster. 
An old lady from next doors came running 
and shouted at him, ‘do you have no 
.sense?’ And he said. “I wish these were 
dead, they don't seem to die, cursed ones.” 
(30 year old non SC woman, no schooling, 
cultivator.) 

He curses the baby girl ail the time, if she 
cries he says, ‘i.s she going to earn me a 


TaBILL CHARACTERISnrS OH Rrsponoents 


Characteristics Women (n=70) 

Men (n=7l| 

Caste 

Non-SC* 

53 

54 

SC/ST 

17 

17 

Religion 



Hindu 

63 

64 

Clirislian 

7 

7 


IS.19 

3 

0 

20-24 

8 

4 

2.5-14 

29 

21 

.1.5-44 

17 

25 

45.59 

13 " 

16 

60+ 

0 

• 5 

Type of Family 


- 

Joint 

19 

12 

Nuclear 

51 

59 

Na ol Uvm^ Children 

0@ 

to 

9 

1 

14 

18 

2 

16 

17 

3 

16 

17 

4+- 

14 

to 

Years of Schooling 

0 

30 

17 

1-4 

6 

7 

5-7 

12 

16 

8-10 

17 

16 

11-12 

5 

9 

Above 12 

0 

6 

Oci upalion 

Cultivator 

5 

20 

Housework 

21 

0 

Agncultural wage 

labourer 

23 

18 

Non agricultural 

wage labourer 

II 

16 

Salaried worker 

5 

7 

Other 

5 

to 


Notes.* Casles included are: Moopanar, 
Thevar, Vanniyar, Pillai, .Sengunda 
Mudaliar Ahaniuday Mudaliar, 
Nadar, Chettiar, Padayatchi, Gounder, 
Achari and Barber. 

@ This includes five women and four 
men who are recently married, and 
four women, six men who have no 
living children after several years of 
marriage. 
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erty, destitution), go throw her out some¬ 
where. He wants a son. I really, fervently 
hope that this baby (pregnant now) is a 
boy. If not, I have to keep hoping and 
trying. (19-year old SC woman. 10 years 
of schooling, home-based; tlrst child i.s a 
girl.) 

One of the men mentioned that his mother 
had advised him to ‘do away with’ (kill) 
his second and third daughters. Interest¬ 
ingly, he did not belong to any of the castes 
in which the practice of female infanticide 
has been reported in recent years, but a 
puor.scheduied caste agricultural labourer. 
Differential feeding in later childhood was 
mentioned by .several women who talked 
of their brothers receiving eggs and meat 
while they were not. Girls were expected to 
control their desire for fcKid. and a popular 
Tamil saying was often cited in this con¬ 
nection: 'undir surunffuda! pendit- 
l.ka:hagu': to restrict one’s food intake is 
becoming ol a woman. 

They 'd give my brothers egg try. but not to 
me or my sisters 1 used to ask my niolhei, 
are we not born ol the same mollicr’,' And 
she would reply, "you girls go away to 
anoihcr man’s lunise aUcr all The boys 
will lake care ofns.'’ (4.^-year old woman. 
non-SC, eight viMrs ol .schooling, score 
lary ol local AlADMK party unit ) 
Thcic d(x;s not appeal to tiave been 
overtly di.scriminaloiy attitudes lo gills' 
education even 20 lo .^0 years ago. More 
often than not, non-enrolment was a fea¬ 
ture ot one’s caste and economic status, 
and common to both boys and girls. On 
the other hand, when resources were scarce 
Ol when there was a need for child care 
support, the decision regarding who would 
continue schooling was directly related to 
gender role expectations. The girls slaved 
back at home lo carry out housework and 
care for their younger siblings and some¬ 
times combined this with wage work in 
agriculluie. The boys remained in school 
in preparation lor their roles as future 
bread winners. 

I studied only up to class .*!. They could 
not aflord to educate inc further. All 
household tasks became my responsibi¬ 
lity. Bccauscofihc belicflhat boys should 
not work (at home). I was retained .u home 
• to cook, clean, wash vessels, etc. Mother 
u.sed to work as agricultural labourer. (Mf 
year old woman, non-.SC, five years of 
schooling, home based.) 

Both my lather and my older brother made 
me do all their work: keep their plates, 
wash after them, keep hot water ready 
when they come from work.. All this even 
rhough I was myself working outside the 
hou!ie.(30-year old woman, non ,SC, five 
years of schooling, home-based.) 


‘coming of age’ was a major turning point 
in the lives of girls. Perceived as the marker 
of a girl's readine.s.s for marriage and 
motherhotxl, it brought with it restrictions 
over her interaction with men and boys 
and on her physical mobility. There is an 
implication that the adole.scen( girls' 
unbridled sexuality needs to be controlled 
‘for their own good’, so that they do noi 
'get into trouble’. A code of conduct was 
impo.sed on them, appropriate for a ‘good’ 
(.sexually moral) woman who would up¬ 
hold her lamily’s honour. Despite more 
girls than hclore getting educated and 
finding employment outside the village, 
the essence ol this code of conduct has 
remained unchanged. 

Restrictions included not being allowed 
to go out ol the house alone, or visit 
neighbours wiihoui being accompanied 
by older relatives. They could no longer 
linger on Ihcir dtior steps in the evenings, 
amusing themselves with watching 
passers- by, or get together with other girls 
and have fun. F.ven laughing aloud was 
not permitted in .some hoiischoltls. The 
purpose ol these restrictions was lo pre¬ 
vent the girls Irom getting involved with 
boys. This was conveyed lo the girls in 
explicit terms in most instances. 

If I lalkeil to any boy. he would ilirasli me. 
There had been insianees ot girls gelling 
pregnant betore marriage, in my village. 
That IS why tie did that.! IK-year old 
woman, SC. no schtxiling. agneuliural 
wage labourer.) 

For girls who were still in school, 
menarche usually meant discontinuing 
thcii education, 'riie ”cry few women in 
our study who continued .schooling alter 
rnenarchc did so because there was a high 
schiKiI in the village where they lived. 
However, lo be |x;rniitled lo continue their 
schooling, tiiey had to e.slablisli the tru.st- 
woithincssof Iheii conduct, going losehoo! 
with Ibcir “eyes locuscd o<i their big toes 
and never slopping to talk lo anyone”. 

What of the many girls who went out 
to work in their own fields, or as wage 
labourers ' They were usually permitted lo 
work only witliin the village; but when 
economic necessity made work outside 
the village unavoidable, they were sent 
out in groups, accompanied by older 
women known to the lamiiics concerned, 
or by their older brothers. They were 
watched over by their mothers, brothers 
or kinsmen, and were not allowed to talk 
lo men who were not related as brothers 
( annan inuraf). Girls seldom quc.siioned 
these restrictions; 

I don’t dunk 1 minded these rcstiiclions. 
It is parents re.sponsibilily (to impose 
these) (4()-year old woman. non-SC, no 


Fear of ‘losing all respect’ and ‘getting 
themselves a bad name’ was a powerful 
motivation for abiding by these codes of, 
conduct expected of ‘good’ girls. 

Even if 1 spoke u> the boy next door (leople 
used to say I was not behaving modestly. 
So i became more careful (.30-ycar old 
woman, non-SC, It) years of schooling, 
ciillivalor.) 

My mother used lo say, "behave in a way 
that no one can say anything wrong about 
you”. I took it as a challenge, decided 1 
will prove that 1 c;in live like, that. (.33-ycar 
old woman, non-.SC, eight years of school¬ 
ing, homc-ba.scd.) 

There were only a few expressions of 
disapproval or prote,st: 

I used to be very hurl and insulted, for his 
lack of iriiM in me I have often cried about 
It ( 1 8-ycar old woman, SC', m) schooling, 
agricultural wage labourer, cited above.) 

1 hated It. I still think this is very bad, it 
destroys women’s scll confidenec. What 
;s the point in caging Iheni at home’.' Who 
henefils? f.t7-ye:ir old woman. n(in-SC, 
eight yeats ol sehnoling. becdi worker and 
convener ot the local mahila inandul.) 

riioici OF Mahriaci; Parini-.r 

The freedom lo ticcide whether, who 
and when to marry, among the most fun- 
daineptul aspects of a person’s sexual auto¬ 
nomy. was not available to most women. 
Sixty-five of the 70 women in this study 
had their mairiages arranged by their 
parents and relalivc.s, and of these, only 
six were even asked if they appnived of 
the grtxmi chosen for them. 

In those days, it didn't mutter whether or 
rioi you liked the groom It was as the 
pareiils ilecidcd. (37-yeat old woman. 
non-SC. no .schooling, agricultural wage 
labotiici. cited above.) 

Roughly just over hail the women had 
married Ihcir ‘niurai payyan’ ormurriage- 
ablekin -themolher’sbrothcr.oilhe father’s 
si.stcr’s .son - and were therefore acquain¬ 
ted with the person they were to marry. 
Of the six whose consent to a maiTiagc 
alliance was ascertained privu to the wed¬ 
ding, only one woman rejected I hrec offers, 
and agreed only lo the ftHirlh In other ins¬ 
tances, they merely acceded to their par¬ 
ents’ wishes. Foi the most pan, this wa.s 
because they lx;licved that their parents 
knew what wa.s be.si lor them. Bui they 
soniclinK’sctmseiued even when they were 
not quite happy with then parents’ choice: 
Failicr fixed niarrugc, llien asked me if 
it was okay. I said it was as he wiiihed. 
Thai's what I was expected lo say. My 
husband was not very gootl ((Hiking, not 
educated. But that wa.s my fate. 146-ycar 
old woman, non-.SC. 11 years of school¬ 
ing. TINP staf’l; widow). 
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In some instances, parents did not pay 
heed even when the women explicitly 
expressed their unwillingness or dissatis¬ 
faction with the husband chosen for them. 
One ol the respondents was married to a 
much older uncle (mother’s brother) so 
that his property would remain within the 
family, even though the parents knew that 
she was in love with a neighbour’s son. 
Another woman had to marry a relative 
because her mother could not afford a 
dowry. A third was told by her father that 
he would not keep her at home any longer, 
and that .she had to marry the man her 
father chose. Three women were married 
as second wives, and one as a third wife, 
to married men. .Several years after their 
marriage, they still regret having been 
forced against their wishes- “Marrying me 
to him was like giving a garland to a 
monkey” (AIADMK secretary cited above) 
Expectatioas from a potential hu.shand 
were basic ~ ’he should not drink, not beat 
me, and support me and the family’ was 
the de.scriptioii most frequently heard. 
Some of the younger women had a few 
additional requirements - that the hus¬ 
band be educated and have a ’job’, that 
is, be employed in non-agricullural work. 
There is a jierception that younger women 
are more outspoken aboui their preler- 
cnces and no longer just accede to their 
parents’ wishes: 

... girls these clays . say ‘I like him, I want 
to many him', even when pareritf. don't 
approve. Or the other way around. These 
days girls specify ’’he should be salaried, 
educated, modem", (.tb-ycar old woman. 
non-SC, five years ol' schooling, home- 
hased.) 

The few (fi vc) women who married men 
of theirown choice had known their future 
husbands foi a very brief period. They met 
them in their places of work, or were 
related to them. Given the slricl sex seg¬ 
regation and reslriciions even against 
talking to men. the couple had to snatch 
ilceting moments of interaction with each 
other. Mamage became an inevitable 
outcome of ‘people bc'ginning lo talk' ot 
their attachment, and the men were com¬ 
pelled to marry the women in order that 
the women’s ‘honour’ may be upheld. 
None of the women succeeded in getting 
parental .support for their wedding, and 
had eloped and married in a temple. 

All bui one of the five women now 
regret their decision. The oppo.sition from 
husbands’ parents has made their lives 
miserable. Their husliands have not been 
able to break away from their parents 
becau.se of financial constraints, and the 
women having come ‘empty handed’ (with 
no gold or cash as is usual in a traditional 


wedding), and not having any support 
from her natal family, has only exacer¬ 
bated matters. 

He doe.s not give me money, docs not care 
about the child. But no one supports me, 
my brother says I have to face up to my 
decisions. Even yesterday my husband 
picked a quarrel and beat me badly. Today 
I went out with the baby in search of .some 
poison to buy. I don’t know what to do 
with my life, why I have landed my.sclf 
in this hell. (25-year old woman. non-SC, 
no schooling, home-based.) 

In contrast to the women, men were 
definitely asked for their consent even 
when they married the ‘murai pennu’ 
(marriageable kin - sister’s daughter or 
mother’s brother's daughter]. The few who 
mentioned being ‘told’ who to marry (6 
of 71) were men aged 45 or more whose 
marriages arc at least 20 years old. In a 
more recent development, men ‘view’ 
.several ’suitable’ girls before they make 
a final choice. And they were clear about 
a basic requirement of a prospective wife: 
olicdicncc. 

I had .seen seven girls before this Didn’t 
approve of any. Either the girl was too 
talkative or much belter off than me. These 
kind of matches don’t work. They won’t 
respect you With this girl, she was suited 
for my status, and more importantly, she 
liked me. So I knew she would be obe¬ 
dient. (2.''-year old electrician. non-SC, 
seven years of schooling.) 

I didn’t want a girl from a well-to-do 
family. Then she would start demanding 
that she needs tiffin, not rice: that she 
wants silk sarees not ordinary ones, need 
a bathroom at home, want sandals for her 
feet. (29-year old school teacher, non-SC, 
secondary grade training.) 

There were two men who had married 
’lor love’, and once again, these turned 
out to be marriages entered into because 
■people were talking' and the woman’s 
'honour was at slake’ Both marriages 
were on the rocks. 

Remarriage was rare among women, 
and those who had been widowed or 
separated had no choice but to remain 
single. There was only one exception to 
this, a woman whose husband was im¬ 
potent who remarried. Even .so, the deci¬ 
sion to annul the first marriage and to 
remarry her to another man was taken by 
her father and brothers, and not by her. 

While ntarriage was a once in a life-time 
event lor a woman, a completely different 
.set of rules applied in the case of men. 
Three men in this .study had two wives. 
In one instance, the man had remarried 
because the first wife had not borne any 
children. The other two had married again 
because they fell in love, but had not 


annulled the first marriage. One man had 
remarried three months after his first wife 
had committed suicide following a quarrel 
with him. And a widower who had under¬ 
gone vasectomy was able to find a young 
women to marry him. 

Dowry and Choice of Partner 

A majority of the women (55) did not 
mention dowry as-a factor affecting their 
choice of a marriage partner. A few gold 
ornaments: usually earrings and no.se stud; 
silver anklets, household utensils and 
bedding were the most common gifts given 
to daughters at the time of marriage. Those 
who were better-off gave more gold, and 
sometimes, land and cash. But none of 
the.se were demanded, they were gifts or 
‘.seedanam’ (tamil version of streedhan or 
bride wealth). What appears to have been 
more important are regular gifts of new 
clothes and ornaments given during fes¬ 
tivals. at the birth of each child and when 
the grand daughter or niece ‘came of age'. 

Those who reported that their in-laws 
had demanded a dowry were all middle 
ca.ste women from the Tiruchy, Chidam- 
baranarandTirunelveii villages. They had 
paid dowries in cash and gold, and in fairly 
large amounts; varying from Rs 3{)(K) and 
three .sovereigns of gold up lo Rs 2(),0(X) 
and 20 sovereigns of gold. 

In the scheduled caste groups, dowry 
had not been a practice even up to 15 years 
ago. and the men said they had paid a bride 
price when they married. The women 
concurred, saying (hat even the gold was 
often given by the groom’s parents. But 
this was no longer the case. 

It is striking that dowry appears lo have 
become an essential component of all 
prc.sent day marriage transactions, across 
castes. Women who have recently given 
their daughters in marriage report having 
paid dowries well beyond their means. 
One woman who had not given any dowry 
said that by the time her younger sister 
was married, her fatiicr had to sell his 
hou.se and pay Rs 20,000. Others report 
of the anger and frustration of their hus¬ 
bands who feci cheated that they did not 
get dowry like the younger men now do: 
Every now and then he comes back after 
seeing someone etsc's house, and beats 
me up saying I did not bring any dowry. 
1 once asked him, ‘why did you marry me? 
You knew wc could not give dowry,’ He 
says, “I did not know then. When 1 see 
how chaps far less deserving get fat 
dowries, it makes me really angry.” 
(25- year old woman, non-SC, no school¬ 
ing. petty vendor.) 

The focus group discussions also indi¬ 
cated that demanding dowry has become 
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a pervasive practice, including in those in 
which it was never the case earlier. 

It has seeped ineverywhere like poison.... 
Even a cowherd asks tor dowry and wants 
the wedding expense.s taken care of by the 
bride’s parents... In earlier tiine.s the girl 
was enough, they needed the girl to help 
in the house, to light the lamp in their 
house, so they even gave gold... The 
groom's parents would come seeking an 
alliance. ..they would walk a hundred times 
up and down to our house. 

However, no one dared to challenge this 
practice, because it would affect the lives 
of theirdaughters. “If we don’t give dowry 
our daughters would suffer, if we give 
they will live well. Don’t we hear stories 
about stoves bursting and girls burning?’* 
Or, “If we don’t give dowry, the daughter 
will remain at home’’. Most young men 
admitted to having received a dowry, and 
said that they had not insisted on it, but 
did not see it necessary to refuse either. 
As one young man neatly summed up, it 
was ‘the need of the times and obligation 
of parents”. 

As nagarigam dcvelop.s. dowry has be¬ 
come widespread. In earlier times, the 
boys were uneducated, .so they were not 
given a dowry. We arc educated, modem, 
we deserve it (dowry) (25-year old tractor 
drivei, SC. seven years of schooling.) 
My father never rccei ved <iny dowry - my 
mother was one of six daughters. I re¬ 
ceived 5.(KX)cashanil lO'pavun' as dowry. 
They say it is wrong to take dowry; but 
It is necessary. Because she brought cash, 
it was possible for me to invest in business 
and improve my earnings. (29-ycar old 
man. non-SC, cultivator, 11 years of 
schooling.) 

A very poor scheduled caste father 
dc.scribcd how he aspired for dowry for 
his son - this was part of his aspirations 
for a belter hiture for his children - because 
the son had 'completed class nine'. He 
himself was illiterate and had never been 
offered dowry, but the son’s bride brought 
‘1 .sovereign of gold, a goat and a cow’. 
Men who married for love and did not ask 
for a dowry could be influenced to believe 
that they have been denied their dues- 
1 sometimes regret having married some¬ 
one who came empty-handed. I would 
have got some gold, vessels and all that. 
Even after the birth of two children they 
have given nothing at all. (32-ycar old 
man, non-SC, cultivator, 10 years of 
.schooling.) 

Some men even thought it flt to complain 
that while they had received sizeable 
dowries, they had received no gifts fol¬ 
lowing the birth of their daughters/sons. 

Unfortunately, the practice of demand¬ 
ing is likely to intensify discriminatory 


attitudes towards girls, and also seriously 
affect girls’ perception of self worth. And 
given that it is young men themselves who 
favour and promote the practice of de¬ 
manding dowry, it leaves women with 
very limited options in the 'marriage 
market’ but to concede to arranged mar¬ 
riages. 

The many restrictions on young girls’ 
freedom to move around, and to asstx;iate 
with members of the opposite sex are 
aimed at ensuring that they remain 
‘unspoilt’ virgins at the time of marriage. 
What is the extent of sexual autonomy 
women enjoy within marriage ? More men 
than women talked about sex within 
marriage, and we have attempted to piece 
together a picture based on these limited 
accounts. 

The men spoke of the importance of .sex 
in a married relationship, and felt that if 
women understood men’s sexual needs 
and were ‘consenting’ partners, there 
would be (ewer problems within marriage. 
To put it plainly, happine.ss (pleasure) in 
life is only at night. The woman should 
co-operate in these matters. 

Women's refusal ordisintercst in sex could 
lead to conflicts. 

Sometimes, when I am m a 'mood' (for 
.sex) and she gives excuses and refuses, 

1 have beaten her. Then I'd lake my bed 
and go to steep outside the house. And she 
would follow meout. and beg me to forgive 
her. and lake me hack in. (37-ycar old SC 
agricultural labourer, three years of school¬ 
ing) 

One man also mentioned that sexual satis¬ 
faction was what kept a woman happy and 
satisfied in marriage. 

There appears to be a great deal ol 
insecurity among men about their ability 
to keep their wives s:itisfied in marriage 
and lailhfui tothem. They sought toensure 
that their wives did not have the oppor¬ 
tunity to a.ssociate with other men and ‘get 
lured’ away. 

Cinema has corrupted the women. It gives 
them ideas, and they decide they don't like 
their men and leave them for someone el.se 
[in 92] 

She shouldn't talk to men other than me; 
even to my brothers and relatives, only in 
my presence. If she violates this, she should 
be given .soodu’ (given a small bum with 
a hot metal - a fomi of punishment; but 
itisnotclcai it he uses this metaphorically, 
meaning punish her in a way it hurts, or 
literally). I’d do it because otherwise I’d 
become the laughing slock among other 
men. (35-year old man, SC, four years of 
schwiling. agricultural wage labourer, has 
wt.rked as construction worker in Delhi 
for many years before his marriage.) 

G. a young man, whose wile had gone 


away to her parents* after a showdosi^ 
with him saw this as an affront to his 
manhood, and wanted to 'drag her ba^ 
by her hair', because -i 

If you leave such women alone, to do.l^ 
they wish, she will start grazing’ as 
pleases (term used to indicate having sextu^ 
relationships with anyone she desires). I’fi' 
bnng her around to obey me. The wlwli 
village will laugh at me if they know whati 
I am going through. (21 -year old man. SC;1 
six years of schooling, cultivator ana lailor.I 
also has a small cloth shop.) \ 

The women had a very different story> 
to tell. A young mother said her husbandi 
wa.s not ‘understanding’, and always got’, 
very angry if she said no to .sex, evenj 
though the baby was very small and she! 
wa.s so tired. A older woman in poor health] 
said that if she refused, her husband hit| 
her, saying who was she planning to sleep] 
with, if not with him. In the extreme, seXj 
within marriage could be very abusive, an* 
expression ot control and domination. ' 
No gruel to drink. I would lay my children 
beside me and lull them to sleep Then he 
would come drunk and compel me to slcep^ 
with him. I would olteii be very hungry.; 
Even if 1 plead he would not listen. One 
day after sex I almost fainted. That’s how 
I bore my children. My youngest died for 
want of milk, I had no milk and could not 
even buy her any. he never gave me any 
money for that. Even now he is like that.' 
I am nearly 50.1 still have to sleep with 
him. I think I have sinned terribly in an' 
earlier life, to live like this. I have never 
enjoyed sex. (50-year old woman, non*, 
.SC, eight years of schooling, home-based.)' 
Not all women who pas.sivcly complied 
with men’s wishes. .Some used sex as a, 
bargaining chip to get what they wanted^ 
or, as one women put it, “the only skill' 
wc can use’*. 

The.se men want us for only one thing... 
Don’t we have rights for other things?. 
When I get angry 1 get stubborn at night.! 
And then he comes down hi.s high horse 
and gives in. (22-year old woman; non*) 
SC. 11 yearsof .schooling, TINP teacher.;' 
Double standards in forms of sexual 
behaviour are well established. While the 
woman's physical mobility and associa¬ 
tion with other men is clo.sely monitored 
and controlled, several men spoke about, 
their sexual exploits if not after marriage, 
then “when they were bachelors”. Women 
themselves said that the men had a right 
to reprimand them “if they went here and 
there” without their hu.shands knowledge 
or consent. And that while it was ‘wrong*, 
of men to have extramarital relationships, 
a clever woman would know how to keep 
her husband satisfied. “When the food at 
home is good, no man wt 11 want to cat out.” 
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Decisions Reuated to Childbearing 

These include decisions around whether, 
when and how many children to have; and 
decisions related to the methods or strat¬ 
egies they would adopt to regulate their 
fertility. For women in this study, there 
was no question of choosing ‘whether’ to 
have a child. Women were under tremen¬ 
dous pressure to bear a child soon after 
marriage. 

When 1 got married . 1 never thought in 
terms of controlling the number of chil¬ 
dren I had. I would pray that I had at least 
two children growing to adulthoixl. (30- 
year old woman. non-SC, five years of 
schooling, home-based ) 

If they had not conceived by the end tif 
two years, the women were abused by 
their parents-in-law and often, husbands 
as well. It became the responsibility of the 
women's parents to take their daughters 
for medical ‘check-up’. 

My mother-in-law began to say. “Every¬ 
one who mamed alter her has a baby, my 
poor son is ill-fated. My parents took me 
to the hospital. 1 took expensive tonics. 
Even then I did not become pregnant. 
Then we turned to traditional medicine, 
and after one year I conceived. (35-ycar 
old woman. SC. no .schooling, agncultuiai 
wage labourer.) 

The men confirmed that it was impor¬ 
tant to have a baby soon after marriage. 
According to some, their friends would 
start doubting their virility if this did not 
happen. G is a 32-ycarold culti vator (male), 
who has been married for 10 years but 
does not have any children. He is totally 
preoccupied with this. Ho kept returning 
to this issue again and again during the 
interview. 

For the women, the risk associated with 
any decision to postpone or terminate a 
pregnancy, or to .stopchildhearing through 
u.se of a permanent method of contracep¬ 
tion was extremely high. This was a 
consequence of relatively high levels of 
pregnancy wastage and infant and child 
mortality combined with the high value 
placed on fertility. Of the 70 women in 
this study, only 31 had all their pregnan¬ 
cies ending in live births and surviving 
past childhood. Three women were child¬ 
less, and the remaining 36 had experi¬ 
enced either miscarriages or stillbirths or 
tost their children in infancy or childhood. 
In order to have a few living children, 
these women had to go through frequent 
pregnancies at a great cost to their health. 

Choosing the timing of their pregnan¬ 
cies was not seen by most women as an 
option open to them. While the NFHS has 
shown that there is widespread knowledge 
inTamil Nadu of spacing methods, smaller 


scale studies have indicated that there is 
f deep distrust of many of these methods. 
Poor screening and follow-up by the fam¬ 
ily planning service providers has only 
confirmed the widespread belief that 
methods such as the oral pill and the lUD 
arc a health hazard for women.'* 

This was found to be true in this study 
as well. All but three of the women had 
chosen not to use a modem method of 
contraception for spacing, because both 
oral pills (tablet) and Copper T were con¬ 
sidered to be harmful to their health. A 
number of local examples of women who 
had suffered from using .spacing methods 
were cited to explain why they thought 
so. For women whose hu.sbands co-oper¬ 
ated - less than a tenth of the women 
interviewed - ‘self-control’ was the usual 
strategy to space pregnancies. This in¬ 
cluded prolonged periods of abstinence 
following a delivery, and avoiding sexual 
intercour.se ‘during some periods in the 
menstrual cycle’. For the rest, abortion 
was the only recourse. Almost a quarter 
of all women who had ever been pregnant 
had attempted to terminate a pregnancy. 
Eight women had had an abortion, two of 
them more than once. 

The decision to adopt a permanent 
method of birth control cannot be an easy 
one for women like A, a 30-year old 
agricultural labourer who had six preg¬ 
nancies but has only three surviving 
children. 

I wanted to have the operation after my 
second son (of the fifth pregnancy) was 
born. Rut 1 had lost 2 children before. So 
did not. Now I have a small baby, and no 
one to help even hold the baby. 1 am 
thinking seriously about the operation, but 
am not sure. (30-year old woman. non- 
SC!, no schooling, agricultural wage 
labourer.) 

There arc others whose request to have a 
sterilisation has been turned down be¬ 
cause they are in poor health. Clearly, not 
all women arc able to choo.se to .stop 
childbearing. 

About half the women interviewed by 
us had undergone sterilisation. In the case 
ol four women, the decision was made by 
their husbands, and the women had no say 
in the matter. However, the vast majoritv i ii 
them had taken the initiative themselves. 
Economic necessity and lack of childcare 
support are strong motivating factors. 
Three months after my third child I had 
the operation. We were in financial dif¬ 
ficulties, my husband docs not have regu¬ 
lar income and with my first son’s poor 
health 1 cannot leave him and go out to 
work. His hospital expenses are also heavy. 
(28-year old woman, non-SC, eight years 
of .schooling, home-based.) 


Who is to help me if 1 have too many 
children ? After this delivery, may be for 
2 or 3 days someone in the neighbourhood 
will bring in food. But after that, I have 
to sit up and slowly, moving on my seat, 
begin to do the cooking and houseworic. 
For draining the cooked rice, I would call 
the girl next door for help because 1 cannot 
carry heavy weights. I wi II somehow carry 
on, from one day to another. What else 
can I do? (19-year old woman, SC, 10 
years of schooling, home-based, pregnant 
with her second child; cited above.) 
The women express a clear sense of 
entitlement to birth control, but not be¬ 
cause they see it as their right to control 
their fertility but as their prerogative as 
mothers interested in the well-being of 
their children. 

What do men know about birth control? 
They think it is okay to have as many 
children as arc bom. It is we women who 
have to go through the hard times. I think 
this has to be the woman's decision. 
(23- year old woman, non-SC, eight years 
of schooling, home-based.) 

This is not to say that husbands, and 
mothers-in-law do not play an important 
role in the women’s birth control deci¬ 
sions. The men actively discourage their 
wive,s’ use of spacing methods, but don't 
U.SC the condom themselve.s either. They 
often intervene to postpone women's 
decision to terminate a pregnancy of to 
have a sterilisation operation. However, 
we find that barring a few exceptions, the 
women give in only up to a point, and th“n 
go ahead despite opposition. 

M, a 2.‘i-year old woman with high 
school education, was not allowed to have 
an operation after her second delivery. 
When she became pregnant soon after. ,she 
decided to have an abortion, but her mother- 
in-law and husband were once again, 
opposed to it. She went ahead with the 
abortion and sterilisation all the same. 

I thought, we have two chldren, what 
have we done to take good care of them? 
Why another one? I had abortion and then 
had operation. They (husband and molhcr- 
in-law) settled down after some fights. 
It is not only educated and young women 
who feel so. S is a 35-year old SC agri¬ 
cultural wage labourer. After her third 
child, .she wanted to have the operation 
but her husband felt that they should have 
one more son. 

I told him - we are unable to support the.se 
three children, wc cannot even give them 
decent food. And you want me to have 
the fourth? 1 really gave him a piece of 
my mind. Then I went ahead on my own. 
Never asked me anything about it later. 
He has ail these notions - that we need 
at least two male children, even though we 
haven’t the capability to raise them decently. 
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Women whose husbands have been ill- 
treating them and not supported the family 
financially also feel that it is their right 
to decide when to stop childbearing. This 
was the case with P. and L, both agricul¬ 
tural wage labourers, who after four and 
tu ve pregnancies respectively, deci^ they 
had had enough. Accusation by the hus¬ 
band that she was canying on an affair 
with another man, made up another 
woman’s mind to go ahead with the op¬ 
eration against her husband's wishes. 

Overall, the men we interviewed were 
in favour of birth control. There were 
however, differences of opinion between 
them and their wives on whether to con¬ 
tinue a pregnancy and when to stop 
childbearing. We got a glimpse of the kind 
of opposition women had to face for ‘ going 
ahead anyway’ when we spoke to a 30- 
year old SC agricultural labourer. Alter 
lour pregnancies and two surviving chil¬ 
dren - one male and one female, the man's 
wife had undergone a tubcctomy against 
his wishes. It was her ‘thimuru’ (arro¬ 
gance). he said, that made her do this. To 
leach her a lesson, he had decided to 
remarry, and the wedding had been fixed. 

GLNUER PoWLR EqI .'ATIONS BETWLfcN 

Married Couples 

Divergent views cxpre!{.sed by women 
and men on the issue of power equations 
between married couples revealed consid¬ 
erable dissonance and tensions. Women’s 
narratives betray the conflict between 
pre.scribed gender mlcs and changing 
realities and expectations. Many women 
.saw it fit to enunciate a number of quali¬ 
fications for a good wife . or a ‘good’ 
woman, not necessarily in relation to 
themselves. She was one who took good 
care of the hou.se and children. She had 
to be thrifty; she did not buy thing.s for 
herself unless her husband asked her to. 
She did not argue when her husband lost 
his temper This would maintain the 
family’s peace becau.se “ two hands are 
needed to make a clapping sound” (it takes 
two to have a quarrel) . 

A,who married a man she didn’t like, 
told us how she set out to prove that she 
was a ‘good’ woman, and how everyone 
who thought she would walk out on her 
husband becau.se she was so beautiful and 
much younger ” were full of praises” that 
she turned out to be a devoted wife. When 
we hear what the men have to say on the 
same subject, it becomes clear that women 
are echoing male expectations. 
Gossiping with other women, going out 
with them, all this brings ruin to the fam¬ 
ily. Wife should save money and make 
sure nothing escapes outside the four walls 


: of the house. (49-year old man, non-SC, 
eight yean of schooling, water tank op¬ 
erator and mechanic.) 

I wanted my wife to be cultured 
(nagarigam);know how to enteitain people 
when they come home - speak to them 
decently, give them .something to cat. And 
. she shouldn’t answer back when the 
husband insists on something. (25-year 
old man, non-SC. seven years of school¬ 
ing, cultivator and petty-trader.) 

The woman should not spend her time 
watching movies, dres,sing up glamour¬ 
ously glittering ’minukkikittu’. and carry 
on with other men. (47-yearold man, non- 
SC, no schooling, cultivator and small¬ 
time building contractor.) 

Despite women’s idealised portrayal of 
the wife’s role, dissatisfaction with the 
status quo becomes evident as their nar¬ 
ratives progressed. 

One area of dissatisfaction was men’s 
unwillingness to share housework and 
childcare. Changing objective realities 
have made it dt fficu It for women to manage 
these tasks without help from their hus¬ 
bands. Where there were several women 
in the household earlier - the mother-in- 
law, the sister-in-law or co-sister, most 
women arc now by themselves in nuclear 
families. They do not keep their daughters 
back at home to help them, like their 
mothers used to do, hut instead, .send them 
to school. There are also greater time 
pressures: water supply thniugh taps is at 
particular hours; children have to be ready 
for school at a particular time; and hus¬ 
bands and they themselves may have to 
take a bus at a particular time to go out 
for work 

Even when the baby cries, he does not help 
me with fetching water. I think men can 
fetch water, cut vegetables and help manage 
the children. If the wife is not well, they 
can do all the hou.schold tasks. But he docs 
not do. He says people will say that like 
a woman he is fetching water (22- year old 
woman, non-SC, five years of sclionling, 
home-based). 

Some women believe that men may be 
more willing to help at liomc if the women 
were also engaged in work outside the 
home. 

If I also worked alongside him, weeding 
or transplanting, there will be no fights. 
But since 1 am at home, when he comes 
back from work and i ask for any help with 
household tasks, he shouts “1 work hard 
and come back, what do you mean, asking 
me to do this and that?” (35-ycar old 
woman, non-SC. five years of schooling, 
home-based.) 

However, discus.sions with men show 
that this need not necessarily be true. Men 
believed that women’s agricultural work 
was not really ‘hard work’. Not only older 


men, but many men in their early twenties 
took pride in saying that they do nothing 
around the house, not even clean a ’chatti' 
(cooking pot) or lift a broom. 

The men who ’helped’ were few and far 
between. Their share of domestic work is 
limited to holding the baby when the wife 
cooked or fetching water when the wife 
was unwell. The men we spoke to made 
it clear that while they may ‘help’ when 
the wife could not cope, household work 
was not and could not be their responsi¬ 
bility. 

Men may not change nappies just as yet, 
but many men do spend more time with 
older children - getting them ready to 
school, dropping them off at school, tak¬ 
ing them to the doctor, being with (hem 
in the evenings. They were al.so more 
involved with their children’s education. 
Several young fathers spoke of spending 
all theirfree timeat home with thcirchildren 
rather than with male friends or in the 
arrack shops as their fathers used to do. 
Another area of conflict between married 
couples is women's freedom to spend 
money as they wished. 

In my household everything is as my 
husband wishes. He thinks that if I have 
money in hand. I will go away to iny 
mother's house if he shouLs or .something. 
So lie wants to control. Anything I want 
to buy, I have to ask him lor money or 
to buy it for me. (22-ycar old woman. non- 
SC, 11 years schooling. TINP teacher, 
cited above.) 

If I ask money for household expen.ses. 
a huge battle cnsucs.(40-year old woman, 
SC, no schooling, works as ‘dhobi’ along 
with her husband.) 

The men, on their part, believe that women 
cannot be Iru.stcd to handle money respon¬ 
sibly. 

The woman wants sarccs, imitation jewels 
~ how can you let her take decisions about 
money '! The household will be in debts. 
(63-ycar old man. non-SC, four years of 
schooling, large landowner.) 

My wife gels annoyed when I advise her 
to cut down on unnecessary ‘luxury’ 
expenses on herself. Doesn’t worry about 
how I would find the money to manage 
the expenses, just makes demands. (29- 
year old school teacher cited above.) 
This 23-ycar old, high .school educated 
cultivator is all prai.se for hi.s wife's total 
financial dependency. 

She never does anything without asking 
me. Even when she has to buy tooth powder 
(euphemism for absolute essentials) she 
will wait for me to buy it for her. 
Financial freedom can .still be restricted 
when women are given access to their 
husband’s income - a typical example of 
access without control. 


Bconomic and Political Weekly April 17-24, 1999 


WS-41 



He gives me att his income. But I c»inot 
buy anything for myself unless he asks me 
to. He would not like it. and there will be 
quarrels. (4()-yearoId woman, non>SC, no 
schtKiling, agricultural wage labourer.cited 
above.) 

Men have a well-defined notion of what 
wives may be allowed to do, and the range 
ofctecisions they may be permitted to make. 
Women could be given certain responsi¬ 
bilities, and rights ‘up to a point. ’ It appears 
that men discussed issues related to the 
children's upbringing with their wives, 
and consulted them on matters related to 
the well-being and interest of ‘the family’. 
Women could also go o"t in place of the 
man, to attend weddings or to the market, 
‘because the man cannot do everything’. 
Here’s a man's very precise definition of 
what his wife may and may not do. 

She may buy things for cooking. As for 
number ot children, .she may .suggest 
having fewer, but not more; because it is 
me who has to provide for the child. Even 
if I consult her about investments. 1 need 
not listen to her opinion. I don't mind if 
she buy.s her own sarecs, but it must be 
within the budget I specify, and with my 
permission. What personal expenses does 
she have without my knowledge'.’ She 
should ask me for whatever she wants. But 
I won't let her go to her natal family, or 
lend money to her people. 1 take ho- there 
when It is appropriate. No financial trans¬ 
actions with them is allowed. (29-year old 
school teacher cited above.) 

One of most contentious issues seems 
to be women’s freedom to go out on their 
own, and especially freedom to visit their 
natal homes. Becau.se women gather sup¬ 
port from their parents and brothers in the 
face of marital conflicts, men prefer te. 
restrict their wives' visits to their natal 
home. 

They say women and men are equal, but 
that is only in offices. At home men still 
dominate. Even to visit my mother m the 
next street. 1 have to ask his permission 
(25-ycar old woman, non-SC, no school¬ 
ing. home-based.) 

Whenever she wants to go out, 1 go with 
her. She never goes out with her relatives 
or women in the neighbourhood, that’s the 
way it should be. (35-year old man, SC. four 
yearsot schooling, agncultural age lahouaT. 
has worked as construed on worker m Del h i 
for many years before his marriage.) 
One day. she got word that her uncle had 
died, and she had to go. I was not at home. 
She waited at home, crying, till I returned 
in the evening. Then I took her. (23-year 
old man, non-SC. nine years of schooling, 
cultivator.) 

Women from some traditionally labouring 
but now upwardly mobile castes are finding 


their entry into workforce restricted by 
their husbands. 

He says, why do you have to go to work? 
I am earning. We don't need your money 
for eating two meals a day. I say, isn’t it 
good if both of us earn ? Even if you don’t 
find work, I could still bring in money. 
He gets angry when I say this. If we have 
conflicts, they centre mainly around this. 
{29-year old woman, SC-Christian, seven 
years of .schooling, agricultural wage 
labourer.) 

In yet another instance, the newly 
married wife who wa.s working in a ho¬ 
siery factory in the local town found herself 
playing housewife after a marrying into 
a village-based family. There was a tug- 
of-war going on, with her insisting on their 
moving to the town and woricing together 
in the factory, and his refusing to leave 
the village. 

Men m this study felt that when com¬ 
pared to their own fathers, they were 
treating their wives very well, and permit¬ 
ting them a great deal of 'rights’ (‘urimai ’). 
Gi ving in to women’ $ demands for a greater 
say in the affairs of the home was per¬ 
ceived as loss of conltxrl. .Several young 
men lamented that "the world was turning 
upside down”; that these days, ‘women 
commanded and men obeyed' and that 
women ruled the roost. Women, on the 


other hand, are acutely aware of their lack 
of decision-making power within the 
household. 

If I tell him, go for this job, don’t go for 
that, he says, who are you to tell me what 
1 should and shouldn't do 7 A man who 
listens to a woman will never prosper. (29- 
yearold SC-Christian woman cited above.) 
All decisions in the family he alone takes, 
my role is restricted to cooking, kitchen 
(30-year old woman, non-SC, 10 years of 
schooling, home-based.) 

We have no decision-making power in the 
household; they will consult us but do as 
they please. If what we say is at contrary 
to what they think, they will never take 
it (into account). “Is it my will and plea¬ 
sure, or yours? Should 1 listen to a 
‘pottachi’ ”? (they would say) (38-ycar 
old woman, non-SC, five years of school¬ 
ing, home-based.) 

Mechanisms of Controi, Over Women 

Non-adhcrcnce to prescribed codes of 
behaviour wa.s almost alway.s reprimanded, 
often with physical force (hitting and slap¬ 
ping). Even those women who perceived 
their relationships to be generally problem 
free spoke of being shouted at or beaten 
because the food was not cooked on time 
or was not tasty; the cow had wandered 
off; she had stayed for too long at the well 
chatting with neighbours; the child was 
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In the wake of Freedom 
India’s Tryst with 
Cooperatives 
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The impulses of the freedom movement gave birth to many initiatives and institutions in 
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crying unattended, etc. Thenten’s accounts 
confinn this; 

Once when I came back from work, she 
had not fetched water and kept it boiling 
and ready for my bath. So I was angry and 
•. hit her. She retoned, saying she had also 
' just come back from work. {27-year old 
man, SC, five years of schooling, agricul¬ 
tural wage labourer.) 

I have beaten her many times. When she 
gue.s out without my permission; when .she 
does not lake care of my parents properly; 
if the food is not ready when I come back 
from work; when the water is not kept 
ready and boiling (for my bath) when 1 
return; if the children are not kept clean 
and “decently” dressed. (.S5-ycar old^man. 
nun-SC, no schooling, agricultural wage 
labourer.) 

Once when I asked her to Iteat water lor 
my bath, she was sitting in the neighbour’s 
house watching TV and gossiping. I had 
to hit her. (25-year old man, non-SC, .seven 
years of schooling, cultivator and busi¬ 
ness.) 

Some statcment.s make one wonder if it 
was not more than an issue of irritation 
and annoyance with a job not well done. 
For example, this man from the Pallar 
(SC) community believed in hitting his 
working wife as a means ot keeping her 
subdued and under conintl: 

Because she comes to work alongside me, 
and comes back with me, there won’t hr 
much re.spect. She will not bow lo my 
wi.shes. ,So one has to beat, to make her 
tow the line. 

Another, much more powerful weapon 
used by men lo keep women in low is lo 
throw aspersiun.s on their morality. 
‘Sandeham’ - doubts about the woman’s 
sexual loyalty on the part of the hicsband. 
if mnimmediately quelled, can mean sixial 
osiraci.sation. In fact, while there would 
usually be support from parents and broth¬ 
ers in case of ill-treatment from husband.s, 
once it hastodo with a woman’.s morality, 
the woman loses all sympathy becau.se she 
has brought dishonour to her natal family. 
Two women in this study had been 
victimised thus by their husbands and tiad 
been ostracised by their natal families. 

While practically all the women had 
been beaten at one tunc or another, a third 
of .the women were victims of violence 
perpetrated regularly and .sy.stcmalically 
by their hu.sbands. This was not restricted 
to any particular social group and was 
found both among the educated and 
uneducated women, and among those who 
were gainfully employed as well as tho.se 
who were housewives. 

He tortures me bit by bit. I should not 
answer back for anything. Should never 


leave the house, do ail the work. If he sees 
me silting even for a moment, he would 
say. “why are your sitting on your ass like 
this and ^tting fat?" So I have to get up 
and go away as soon as I see him entering 
the house, and keep standing or working. 
If not, I will be beaten. Even now I haven’t 
got any guts. I have a son and daughter 
married, and still. (50-year old woman. 
non-SC, eight years of schooling, j}ome- 
based, wife of a rich landowner.) 

Most battered women stay on because 
they have no place lo go. 

Every day passes in fear. If 1 dare talk back 
I will get beaten more. I have now learnt 

10 keep my mouth shut. Where will I go 
if he throws me out ? Over the past lew 
months I have gone close to taking poison 
three or lour limes Then ( think ol the 
children. Who will take care of them if 
1 die? (25-ycar old woman, non-SC, no 
.schooling, petty vendor, cited above.) 

And others hold on in the hope that when 
their children grow up, their lives will be 
belter. 

He was much worse before, but slowly I 
have begun to retort. I will bring him in 
tow someday. When my children grow up 
and begin to earn, then he will know his 
place. (.15-year old woman, non-SC, no 
schooling, agricultural wage labourer.) 
From women's descriptions of ihcir child¬ 
hood, it appears that male violence was 
probably more widespread in their moth¬ 
ers’ generation. Women who had had 
violent lathers or had witnessed violence 
in marital relationships had a strong .sen.se 
of the injustice ol the situation. It is 
important to note that women in the pre.scnl 
study did not accept systematic male 
violence as their fate. They s|K;ak out 
against it, and have in tiicir daily lives 
fought back in a number of way.s, walking 
out on the marriage if they possibly could. 

It a husband treats you badly, I think we 
ate not obliged to put up with it. A woman 
can manage on her own. The only problem 
IS, women aie afraid of what pcoiile will 
say Only women who arc bold have good 

1 1 ves, good husbands. Those who are ,.al m, 
patient, they suffer mosi. (22-year old 
woman, non-,SC, five years of schooling, 
home based.) 

If we behave like cowards they will treat 
us worse; we will lo.se all self-resp«:t. Wc 
.should .stay put and fight back (28-ycar 
old woman, SC, five years of schooling, 
agricultural wage labourer.) 

Mo man should beat a woman, these day.s 
women don't allow this. For 25 years I 
have beer separated, I have stood on my 
own ard proved that I can survive, my 
daughiei is happily married. (45-year old 
woman, non-SC. C.'hristian, no schooling, 
cultivator.) 


WoMtsN’s Public Faces 

More women in Tamil Nadu today have 
the opportunity for public participation, 
as teacliers and helpers in the Tamil Nadu 
Integrated Nutrition Programme (TINP), 
as leaders and participants in local women’s 
associations, and as members of political 
parties. Five of the women in this study 
worked in the TINP, seven were partici¬ 
pants in local women's groups, and three 
were leaders of local women’s wings of 
political parties - AlADMK, Coiigres.s 
and CPI(M). respectively. 

Two of the women politicians had 
married men not chosen by their parents 
'to uphold their honour’; disappointed in 
marriage; abused and accused of sexual 
immorality by their hu.sbands. While they 
continued to remain married “so as not to 
confirm these accusations”, they appear 
to have been freed from the yoke of prov¬ 
ing to be a ‘good' woman. 

There were powerful accounts from 
women of incidents where they chal ienged 
their exclusion from the public space; and 
of feeling empowered through their par¬ 
ticipation in wonicn'.s group.s. It is perhaps 
the inspiration and strength drawn from 
lhc.se experience.s that echo within Jhe 
confines of their homes. 

The caitc panchayat met to settle (ca.se of 
a young woman who cc'mplaincd of ill- 
trcalmenl from her husband) the issue. 
The man’s people came with a lawyer 
I rom the town. Ulsual ly there are no women 
allowed to attend the caste panchayat. But 
I gathered a group of women and went to 
the meeting, riie lawyer said, “who al¬ 
lowed the women to come to this meet¬ 
ing''" And I retorted that when women 
were allowed to appear in the court of 
law, and even act as lawyers and judges, 
what prevented u.s from attending this 
hearing’' All the women supported me. 
Now more women arc daring (AlADMK 
secretary). 

IV 

The picture which emerges from the 
experiences of women and men in this 
•Study is quite complex. On I he one hand, 
women are aware of their right lo be trcate.d 
as individuals in then own right. Altitudes 
lo women’s education and employment 
arc positive, and women arc consulted in 
family matters mori: than before. On the 
other, negative forces such as dowry 
demands arc on the ri.sc, even among castes 
that traditionally paid bride prices. Yet 
again, while women have decision-mak¬ 
ing powers in .some areas, they are denied 
fundamental autonomy, especially in the 
pcnsonal, or ‘private’ sphere. 


Economic and Political Weekly April 17-24, 1999 


WS-4.^ 



Women can play significant roles iq the 
community and yet not have a say in 
matters related to control over their sexu¬ 
ality and reproduction. They could be 
managing household finances without 
having the freedom to spend money on 
themselves or on their natal family. And 
while their physical mobility is not usu¬ 
ally restricted in terms of not being able 
to step outside the house, they rarely have 
the freedom to move around without their 
husbands’ knowledge and consent, even 
if it is in the company of other women. 

Women are ‘allowed’ to move forward 
in areas that would help them become 
better mothers, wives and housekeepers. 
Women's education and supplementary 
income is in fact crucial to the modem day 
young men’s aspirations for upward 
mobility through better investment in the 
children. However, nothing that would 
dislodge the male authority and cause 
imbalance in the current gender powei 
equation, is tolerated. Any transgression 
of these ■male-determined' codes of con¬ 
duct runs the risk of retaliation with 
physical violence and battering. A woman 
respondent aptly summed up the improved 
status of women without fundamental 
autonomy, in the following words; “The 
circle (in which women are enclosed) has 
grown bigger. But is .still the men who 
draw it and decide how big it should be”. 

Although women are dissatisfied with 
their situation, they arc still far away from 
challenging gender ideology which sup¬ 
ports male authority and control. Their 
demands are more modest; they want a say 
in who they will mairy, and how many 
children they will have and when. They 
would like greater personal freedom, and 
to be consulted i n hou.schold matters. They 
expt^ct greater consideration and benevo¬ 
lence frtim the men. For many, even this 
is a lot to ask for. and their expectations 
remain limited to freedom from violence 
and abuse, and financial .support to the 
family. To conclude with the words of 
Thiruchandran (1*)‘>7), 

Despite the fact that there were elements 
of protc.st by women which betrayed their 
deeply felt emotional and physical dep¬ 
rivation. a total rejection of the patriarchal 
culture manifested itself only among a 
very few women. 


AH the same, the fact that voices of protest 
are being heard from older and middle 
aged women is significant, because they 
may be expected to socialise their daugh¬ 
ters to challenge the status quo. As more 
women begin to reject patriarchal culture, 
tensions and conflicts between the sexes 
are likely to get further accentuated. 

Notes 

IData used in this paper were collected as part 
of the study on fertility transition in Tamil Nadu 
earned out under the aegis of the 'Project on 
.Strategies and Financing for Human 
Development', Tiruvanonthopuram, and funded 
by UNDP I owe a great deal to the women and 
men who shared their life stories with us. and 
to the commitment of the research team.] 

1 Change.^ in the distribution of rural main 
workers in Tamil Nadu, by occupational 
categories, 19X1 and 1991 in Table A 
(perccniagc increa.<ie). 

2 Infant monality rates in Tamil Nadu by .Sex: 


Year 

(Per l,(XX) Live Births) 

Ratio 

F/M 

Male 

Female 

1979 

106 

93 

0.88 

1980 

94 

91 

0 97 

1981 

93 

89 

0 9t. 

1982 

82 

83 

I.OI 

1983 

88 

87 

0.99 

1984 

79 

77 

0.97 

1985 

80 

83 

1,04 

1986 

74 

86 

1 16 

1987 

70 

82 

1 17 

1988 

73 

75 

(.03 


Sourer: SRS. 


For example, see Petchesky. Ros and Correa, 
Sonial 1994). ‘Reproductive and Sexual Rights' 
A Feminist Perspective' in Gita Sen, Adrienne 
Germain and Lincoln C Chen (cds),Population 
Pohiies Reamsulered: Health. Empowerment 
and Rinhi\, Harvard Centre for Population and 
IX-velopmcnt Studies, Boston. 

Tlie data used in this paper were collected os 
part of the ‘Tamil Nadu - Fertility Transition 
Study' under the aegis of the ‘Project on 
Strategies and Financing for Human Develop¬ 
ment'. Tiruvananth.apuram supported by the 
UNDP 

4 This has been discussed, for example, in 
Ravtndran. Sundari T K (199.^). 'Users’ 
Perspeciive.s on Fertility Regulation Methods', 
Eronomit and Political Weekly, November 
1.1-20, and in Ravindran. Sundan T K and Rao, 
Sumathy S.( 1997) ‘ Is tfic Diaphragm a Suitable 
Method of Contraception for Low-Income 
Women’ tn Ravindran, Sundari TK . Berer, 
f 'orge and Cottinghom Jane (cds). Beyond 


Acceptability: Users' Perspectives tm Contra- 
ception, prepared for the Worid Health Oigani- 
sation, Lon^n, Reproductive Health Matters. 
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Tabir a 



Total 

Cultivators 

Agricultural 

Labourers 

Household 

Industry 

Other 

Workers 

Persons 

15.14 

1.73 

23.23 

19 86 

1858 

Mule 

9 70 

0 05 

22 13 

6.38 

35,69 

Female 

24 74 

19,01 

24 40 

35.69 

34.83 


Source- Computed from census figure'' for 1981 and 1991 
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SPECIAL articles! 

- 

Fiscal Deficits, Expectations and Exchange Rates T 

• }>l 

Errol D’Souza t' 

, \ 

Fiscal deficits that are expected to be reversed at some unknown date in the future cause a real appreciation • 
of the exchange rate along with an expectation of depreciation, a trade deficit, and high domestic interest '■ 
rates. The expectation of depreciation will have a positive impact on investment provided a time-frame within . 
which the deficit can he credibly reduced is charted and acted on. 


STARTING with the Economic Survey 
1998-99 there has been much mention 
made of the second generation of reforms 
required to avert a possible fiscal and 
external sector crisis in the medium term. 
The Economic Survey had called for a 
sharp reduction in the Fiscal defleit, con¬ 
taining subsidies, cuts in interest rales, and 
the liberalisation of trade in agriculture 
amongst other niea.sures. The Survey had 
also called for a pragmatic and flexible 
exchange rate policy to ensure exports 
remain competitive and had generated 
uncertainty about a depreciation in the 
external value of the rupee. The Survey 
had .stated that the "fiscal deficit is the key 
parameterof macro-economic policy, which 
has profound implications for inflation, 
interest rates, investment, growth, the 
financial system, balance of payments and 
last, but by no means least, overall credi¬ 
bility of government’s macro-economic 
policy...It is therefore es.sential to put the 
fiscal deficit on an irreversible and unam¬ 
biguously declining trend.” This was 
followed up in the budget speech with the 
finance minister placing the procc.ss of 
revenue and fiscal deficit reduction as the 
top priority in his six-point strategic 
agenda. The subsequent monetary policy 
announcement by the Reserve Bank of 
India also factored in a possible fiscal 
improvement. The sla.shing of the repur¬ 
chase rate, the trimming of the cash re.serve 
ratio, and the cutting of the bank rate all 
signalled interest rate reductions in line 
with a projected reduction in the fiscal 
deficit. 

Subsequently, there has been some 
questioning as to whether the reduced 
fiscal deficit that has been budgeted is 
due to the GDP base year having been 
forwarded to !993-‘'4 and/or due to small 
savings collections accruing to the states 
being excluded from the centre's fiscal 
deficit. It is true that the changed base year 
of GDP has given a facelift to the state 
of the economy and a full I per cent point 
of the revised growth of 1997-98 is atfi- 
buted to the pay increases to the bureau¬ 


cracy. It is also true, however, that if three- 
fourths of small savings go to the stales 
as long-term loans, then, these are boirow- 
ings by the states and should not be 
reflected in the centre’s fiscal deficit. Sub¬ 
tracting out the states' share of small 
savings from the receipts and expenditure 
side of the capital accounts in the budget 
whilst showing the centre’s share of small 
savings as a capital receipt will definitely 
reduce the fiscal deficit of the centre though 
it will keep the combined deficit of the 
centre and states unchanged. However, 
for completeness interest receipts on 
account of small savings loans given to 
stale governments should also be removed 
from the revenue account of the budget 
under the‘intere.st receipts, dividends, and 
profits’ head of non-tax revenue receipts. 
From a peru.sal ol the receipts budget it 
turns out that this has nut licen done and 
so the total receipts of the centre have 
been inflated which has consequences 
for the true value of the centre’s fiscal 
deficit. 

The fKscal accounts of the central govern¬ 
ment for the decade of the nineties have 
been worked out in the table by excluding 
the slates' share of small savings loans 
from capital receipts and expenditures and 
all relevant ratios of variables to GDP are 
with reference to the revi sed 1993-94 GDP 
series. The fi.scal deficit which was a high 
6.-3 percent of GDP in 1993-94, gradually 
reduced till 4 per cent in 1996-97 before 
going up again to 4.7 per cent of GDP in 
1997-98. In the year 1999-2000 it is 
budgeted to be 4 per cent of GDP again. 
This is sought to be achieved mainly 
through a slight reduction in the central 
government’s expenditure programme 
from 14.5 per cent of GDP in 1998-99 
to 14.2 per cent of GDP in 1999-2000, 
and an increase in direct and indirect 
taxes (as a result of rationalisations of 
union excises and the surcharges on direct 
and indirect taxes) from 6.2 per cent of 
GDP in 1998-99 to 6.6 per cent of GDP 
in 1999-2000. The increased revenues 
have been estimated on the assumption 


that the economy will grow by 7 per cent 
this fiscal year. This step up of the growth I 
rate arc expected to occur due to agricul-; 
tural growth and a housing boom which! 
will lead to industrial recovery. AlsoJ 
additional savings arc expected to bd’ 
mobilised through the tax incenti ves givra; 
to equity mutual funds and the reduction. 
in long-term capital-gains tax which is i 
expected to revive the stock market and 
give a fillip to investment. 

There is much uncertainty ns to the 
efficacy of these measuros. As part of the . 
new policy in agriculture, in order to' 
minimise leakages, funds will flow directly 
from the centre to the gram panchayat^ 
grants will be conditional on states imple- 
menjing reforms (for example, funds 
earmarked for the accelerated irrigation ; 
benefit programme will only be provided 
if .states rationalise their water rates), and 
there arc a number of initiatives to im¬ 
prove hank credit deployment to the 
agricultural sector (Rural Infrastructure 
Development Fund, Kisan Credit Cards, 
promotion of Self Help Groups, etc). Many 
of these have long-term impacts which are 
favourable but the immediate impact on 
agricultural growth is marginal. However,. 
the real constraint to agricultural growth 
lies in non-price lactors such as technol¬ 
ogy and infrastructure-led government ^ 
investment [Desai and D’Souza 1998], 
The constraints on agricultuial growth lie 
in improving total factor productivity ; 
which is a function of agricultural re¬ 
search and investments in agricultural 
infrastructure. Hence, the measures out¬ 
lined in the budget for agriculture though 
important, will not have the growth im¬ 
pact that is visiiali.scd. 

In the hou.sing sector, the interest on 
loans for .self-occupied property has been 
made lax exempt up to Rs 75,000, up from 
Rs 3(),(XK) earlier, housing projects under 
Section 801A of the Income T'ax Act have 
been given a tax holiday, and business 
investment in new housing for employees 
cun he treated to 40 per cent depreciation 
unlike 20 per cent earlier. The demand fur 
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housing is usually sensitive to interest 
rates. Conceptually, the rental price of 
housing would equal the interest rate plus 
a rate of depreciation times the price of 
a house. As houses depreciate very slowly 
unlike business investments, the interest 
rale is a large fraction of the rental cost 
of housing and the demand for housing 
investment is therefore sensitive to inter¬ 
est rates. Also, as with deregulation the 
price of housing is expected to decline, 
any investment now can be expected to 
earn a capital loss for which compensation 
in the form of higher rentals on housing 
will be necessary for investments in hous¬ 
ing to break even. Hence, housing invest¬ 
ment will depend more on interest rate 
reductions on housing loans and expected 
capital lo.s.ses associated with deregula¬ 
tion of the real estate market rather than 
on tax exemptions. Investment in housing 
also usually follows an accelerator type 
principle and is related to the change in 
real income. The pick up in housing sector 
projects will thus be sensitive to actual 
income growth in the economy, expected 
declines in the pricing of accommodation, 
and the interest rates prevailing and it is 
unknown whether housing investments 
will firm up or not. 

In the capital market the two tax initia¬ 
tives of exempting from income tax ail 
income from mutual funds received in the 
hands of investors and exemption from 
dividend taxes for mutual funds with more 
than SO per cent investment in equity it 
is hoped will revive the capital markets. 
This doe.s not address the major problem 
in reviving the capital markets, namely, 
lack of investor confidence. The initial 
euphoria of 1991-94 about stock markets 
has subsided as a large number of the 
companies floated then are no longer in 
existence and cannot be traced [Gupta 
1998]. Also, as noted by the Shankar 
Achary a Committee on the Pri mary Market 
most corporates enjoy little credibility with 
investors which is a reason for pair de¬ 
mand for corporate securities. As Indian 
stock markets perform the role of moni¬ 
toring corporate management very inef¬ 
ficiently. it is subjecting corporate man¬ 
agements to shareholder discipline that is 
the priority capital market reform. Ensur¬ 
ing good corporate governance is .some¬ 
thing that docs not bother the regulatory 
authorities such as SEBI or (he stock 
exchanges and so unic.ss some other body 
such as the CII takes this up on a priority 
basis investors are not going to be drawn 
back to the capital market. 'Fhe finance 
minister recognised in his budget speech 
that companies should "put their houses 
in order by following internationally 


Accepted practices of corporate gover- 
Aance” but all that he has done to help this 
happen is to institute a national award for 
excellence in corporate governance. Capi¬ 
tal market revival may not take place 
accordingly and that implies that this third 
strategic policy component may also not 
be successful in reviving growth in the 
economy. 

The growth stimulants envisaged by the 
budget of revival of the rural sector, a 
package to boost housing sector activity, 
and getting the stock market moving 
through tax benefits for savings in equity 
will thus have a limited impact on reviving 
(he economy. If growth does not take 
place as envisaged, then, the revenue 
receipts of the government will be affected 
and the fiscal deficit will balloon. From 
tlic table we can see that tax revenues are 
scheduled to finance 46.6 percent of central 
government expenditure, up from 42.4 per 
cent la.st year. This increased revenue is 
going to come from union excise duties, 
customs, and personal income taxes. Even 
though the reduction in the number of 
excise slabs will reduce transactions costs 
and improve efficiency, the accompany¬ 
ing surcharges will dilute some of the 
short-run gains. Also, even when indus¬ 
trial growth was at its peak, as in 1995-96, 
union exci.se revenues accruing to the 
central government grew by just 5.1 per 
cent and in the previous year. 1994-95, 
when industrial growth was good, union 
excise revenues to the central government 
grew by 20.1 per cent. This year when 
there are doubts about good industrial 
performance they have been budgeted to 
grow by 24.2 per cent which is an over¬ 
estimate. Also, higher direct taxes on 


assessees will affect the demand (^nera- 
tioR process adversely and with wortd 
trade growth declining as well as the 
prospects of good domestic growth being 
uncertain, it is unlikely that customs rev¬ 
enues will grow 16.6 per cent as envis¬ 
aged. The last two major spikes in customs 
revenue collections came in 1995-96(28.9 
per cent growth) and 1996-97 (18.1 per 
cent growth), mainly due to the high 
imports that accompanied industrial 
growth as well as the depreciating external 
value of the rupee. The tax-GDP ratio of 
the centre from 1990-91 to 1998-99 works 
out to an average 6.6 per cent as against 
the 8.3 per cent in the eighties. As the table 
reveals the tax-GDP ratio has been declin¬ 
ing in the nineties. All this points to the 
fiscal deficit being under pressure in the 
current year. 

Thus, even though a reduction in the 
fiscal deficit has received top priority in 
this budget there is a lot of uncertainty as 
to whether and when it will materialise. 
It is widely known that continuing fiscal 
expansion cannot continue indefinitely due 
to the consequences of large debt accu¬ 
mulation and so an expectation has been 
generated in the economy of a fiscal 
correction. The uncertainty is as to when 
it will occur. Accordingly , to understand 
the impact of fiscal deficits on the economy, 
we need to discuss the role of expectations 
and how expectations of future fiscal policy 
have effects on aggregate demand. Expec¬ 
tations about the future course of fiscal 
policy affect demand today through ad¬ 
justments in asset markets as portfolio 
decisions factor in the news about 
tomorrow's changes today. There are thus 
two aspects of fiscal deficits which are 
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ignored whendiscussions as to their impact 
effects take place and these two aspects 
are crucial to understanding the current 
trajectory of the economy. One is expec> 
tations generated by the uncertainty re¬ 
garding when the fiscal deficit will be 
reduced. The second is that the speed of 
adjustment in asset markets is typically 
faster than the speed of adjustment in 
goods markets and thus fiscal actions which 
are anticipated to occur in the future will 
affect the current state of asset markets and 
hence affect aggregate demand even 
before the fiscal changes are actually imple¬ 
mented. The Dombusch (1976) model is 
ideally juited to address these sorts of 
issues and we first set out the basics of this 
model before adapting it to the case where 
there is uncertainty as to when a fiscal 
expansion programme will be corrected. 

Sticky Prict-s, Deficits and 
Exchangi Rates 

The Dombusch (1976) model is the work¬ 
horse of open economy macro-economics 
where there is rapid asset market or 
interest rate and exchange rate adjustment 
due to perfect fore.sight in asset market.s 


aind sluggi.sh price adjustment in the goods 
market. Since it is an open economy model, 
in addition to the standard factors deter¬ 
mining domestic demand such as interest 
rates and income, external demand or the 
demand for net exports is influenced by 
the competitiveness of domestic relative 
to foreign output. Relative competitive¬ 
ness can be measured by the real exchange 
rate, Q = where, P (P*) is the price 

of domestic (foreign) goods and E is the 
price of a unit of foreign currency, mea¬ 
sured in units of the domestic currency 
(the rupee/dollar exchange rate). The 
greater is Q, the more competitive will be 
domestic output and so higher levels of 
Q would make the trade deficit smaller 
than would lower levels. Taking into 
account the competitiveness of domestic 
output, the goods market equilibrium 
condition - the IS curve - will be given 
by the following equation where the for¬ 
eign price P* has been .set at unity and all 
variables except the interest rate are in 
logarithms and so the lower cases of the 
corresponding higher case letters 

y = h(e - p) + a(r - p) + g -.(1) 


In (1). y is aggregate demand, rthe interest 
rate on bonds, g is an index of the 
government's fiscal deficit, and p is die 
rate of inflation. The parameter h is post- . 
tive whilst a is negative. The equilibrium 
relationship has been solved for income 
so that the effect of consumption expen¬ 
diture has been implicitly included in the 
equation. Financial markets are treated as 
adjusting instantaneously with inve.stors 
being risk neutral so that uncovered in¬ 
terest rate parity holds at all times. ‘ This 
implies that expected depreciation is just 
great enough to offset any interest rate 
di fferential between the domestic economy 
and the rest of the world and the asset 
market equilibrium condition is: 

r = r* + Ae' ...(2) 

where, r* is the exogenously given interest 
rate abroad and Ae*^ is the expected 
depreciation in the value of the rupee 
relative to the dollar. 

Following Dombusch (1976) model the 
exchange rate is assumed to be at its equi¬ 
librium level only in the long-run and in 
the short-run it will deviate from its equi¬ 
librium level as a result ol the sluggishness 


Table: Trlnus in Revenues and Exh;nditure.s of Ceniral Governmen-.* 


(Kf crore) 



1990 91 

1991-92 

1992-93 

1993-94 

1994-95 

1995 96 

1996-97. 

1997-98 

1998-99 

(RE) 

1999-2000 

(BE) 

Corporation tax 

.53 35 

7853 

8899 

!(K)60 

13822 

16487 

18.567 

2(K)16 

27050 

30850 


(-5.43) 

(741) 

(7 52) 

(7.35) 

(9 15) 

(9 80) 

(9.75) 

(9 22) 

(10.48) 

(10.87) 

Income lax 

1250 

1627 

18.31 

1355 

3468 

4318 

4715 

3589 

6182 

9923 


(t.27) 

(I..54) 

(1 .5.5) 

(0,99) 

(2.30) 

(2 57) 

(2.48) 

(1.65) 

(2.39) 

(3..50) 

Customs 

20644 

22257 

23776 

2219.3 

26789 

357.57 

42851 

40193 

42648 

.50369 


(21.01) 

(21 01) 

(20 09) 

(16.22) 

(17 73) 

(21,25) 

(22 51) 

(18..52) 

(16.52) 

(17.74) 

Union excise duties 

14100 

16017 

16367 

17224 

21064 

22176 

2.3463 

25516 

28535 

36357 


(14 35) 

(15,12) 

(13 83) 

(12 59) 

(13 94) 

(13.18) 

(12 33) 

(11 76) 

(11 0.5) 

(12 81) 

Total direct taxes 

6903 

10103 

12075 

12530 

18409 

22289 

25375 

27172 

34606 

42248 


(7 02) 

(9..54) 

(10.20) 

(9 16) 

(12,19) 

(13 24) 

(13.33) 

(12 .52) 

(1341) 

(14.88) 

Diteci lax/GDP 

1 18 

1 51 

1.57 

1,4.3 

1 77 

1 83 

1.80 

1.74 

1.95 

2.11 

Net centre's tax revenue 

42978 

50069 

54044 

53449 

67454 

81939 

93701 

95672 

109537 

132365 


(4.3 73) 

(47.26) 

(45 66) 

(39.06) 

(44 65) 

(48 69) 

(49.23) 

(44 09) 

(42 44) 

(46.63) 

Net centre's tax revenue/GDP 

7.38 

7.46 

7.04 

6.09 

6 50 

6.73 

6.65 

6 12 

6.17 

6.62 

Non-tax revenues 

11976 

1.5962 

20084 

22004 

23679 

28191 

32578 

38229 

48128 

50475 


(12.19) 

(15,07) 

(16 97) 

(16 08) 

(15 M) 

(16.75) 

(17.12) 

(17.62) 

(18.65) 

(17.78) 

Recovery of loans 

.5712 

6021 

63.56 

6191 

6.345 

6.505 

7540 

8318 

11.504 

11087 

Disinvestment 


3038 

1961 

-48 

5078 

362 

380 

912 

9006 

10000 

Fiscal deficit 

37606 

.3084.3 

35909 

.55257 

48.558 

51288 

.56137 

7.1882 

79949 

79955 


138 27) 

(29.12) 

(.30 34) 

(40 38) 

(32.14) 

(30.48) 

(29 49) 

(34.04) 

(30 97) 

(28 16) 

Fiscal deficit/GDP 

6 46 

4 60 

4.68 

6.30 

4.68 

421 

3 98 

4 73 

4 50 

4.00 

Central government expenditure 

98272 

10593.3 

118354 

1.16853 

151064 

168285 

190336 

217013 

2.58124 

283882 

Currenl transfer payments 

37777 

42917 

45847 

51983 

594/5 

69624 

82323 

89875 

110519 

120426 

(38.44) 

(40.51) 

(.38 74) 

(.37.98) 

(39..37) 

(41.37) 

(43.25) 

(41.41) 

(42.82) 

(42 42) 

Capital expenditure 

24757 

23642 

256.52 

28684 

28953 

28433 

.11403 

.36663 

39985 

46896 

(25.19) 

(22.32) 

(21 67) 

(20 96) 

(19.17) 

(16.90) 

(16.50) 

(16 89) 

(15 49) 

(16.52) 

Consumption ex|ieaditurc 

357.38 

39374 

46855 

56186 

626.36 

70228 

76610 

90475 

107620 

116560 

(36..37) 

(.37 17) 

(39.59) 

(41.06) 

(41.46) 

(41 73) 

(40,25) 

(41 69) 

(41,69) 

(41.06) 

Central government expenditure/GDP 

16 87 

15.79 

15 41 

15.61 

14 56 

1.3.82 

1.1..50 

13 88 

14 53 

14.20 

GDP (market prices) 

(1993-94 Series) 

5825.54 

670954 

767898 

876952 

1037842 

1217963 

1409849 

1563552 

1776644 

1998875 


Notts: (1) Figures for GDP from IWO-ttl to 1W2-93 have been derived by using the scaling factor of 1 0878 to the earlier senes 

(2) Figures for GOP for 1998-99 and 1999-2000 have been derived from the fiscal deficil/GOP ratios estimated in the Budget Documents. 

(3) Figures in brackets are percentages to total ceniral government expenditure 


Source: Budget Documents, 1999-26<H). 
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with which gocxls prices react to a distur¬ 
bance. Dombusch argues that when the 
exchange rate is below its long-run equi¬ 
librium level there will be a natural pre¬ 
sumption that its future path will carry it 
upward in the direction of equilibrium, 
rather than downward and away from 
equilibrium and vice versa when it is above 
equilibrium. Formally, this assumption 
implies that the expected depreciation 
relative to the current level of the ex¬ 
change rate, (E® - E)/E, will equal the gap 
between the equilibrium exchange rate 
and its actual levels, (E - E)/E, raised to 
the power of 6, i e, 

E* -E /E - E f 

E ' E~' 

Taking logarithms, Ac® = 0(e - e) ...(3) 

where, 0 reflects the sen.sitivity of market 
expectations to the proportionate under or 
overvaluation of the exchange rate. This 
mechanism is illustrated in Figure I. 

Suppose initially we are in equilibrium 
at point J. with an exchange rate of E, the 
domestic interest rate equal to the foreign 
interest rale r*, and hence with the ex¬ 
change rate expected to remain unchanged. 
If for some reason the domestic interest 
rate were to fall to r,, we know from (2) 
that it could only occur if agents were 
convinced that the rupee would appreciate 
against the dollar over time so as to 
compensate for the lower explicit interest 
paid on domestic securities. Hence, the 
rupee’s value would have to be below its 
long-run level so as to generate the ex¬ 
pectation of a future rupee appreciation as 
it moves back towards equilibrium. The 
system will thus settle in the short-run at 
a point like m where the exchange rate is 


- E 

£ E, 

E|. Conversely, when the domestic inter¬ 
est rate is relatively high, the market will 
be anticipating a fiill in the value of the 
rupee as otherwise domestic assets will be 
attractive relative to those denominated in 
the foreign currency. In the short-run if 
the domestic interest rate were to rise to 
r 2 , the rupee will appreciate to E^ with the 
expectation that over time it will return 
to its equilibrium level at point J. Hence, 
for the given long-run equilibrium ex¬ 
change rate E, there is a line - RP in 
Figure 1 - that slopes downwards from 
left to right which plots the feasible com¬ 
binations of rand E, consistent with short- 
run equilibrium. Along RP, the rupee will 
be appreciating at points below the hori¬ 
zontal line through r'*', or depreciating, at 
points abtjve r*. 

Deviations from the equilibrium ex¬ 
change rate arise because the price level 
is sticky - the aggregate supply curve is 
horizontal in the short run. In ^e short run 
the price level is fixed due to rigidities in 
the gotxls and labour markets such as due 
to long-term contracts and lack of infor¬ 
mation. Thus, .shocks that affect the nomi¬ 
nal exchange rate will result in changes 
in the real exchange rate and will be 
associated with current account deficits or 
surpluses. Suppose the trade balance clears 
at the real exchange rate Q = EP*/P. 
Figure 2(c) plots this relationship for a 
given va;ae of foreign prices, P*. At com¬ 
binations of P and E above the Q line, the 
rupee's real value is higher than Q, so that 
the domestic economy is uncompetitive 
and hence runs a trade deficit, and vice 
versa below the line. 

Money market equilibrium is charac¬ 
terised by the LM curve whose equation 
is: 

m - p * Ky - Xr ...(4) 


Einalty, there is a demand adjustment 
equation which states that the wider the 
gap between demand and capacity output 
y, the higher the rate of inflation. 

p = it(y - y) ...(5) 

If demand deviates from y. there is a 
protracted change in the level of prices in 
the economy. The long-run equilibrium 
will be characterised by an equality of 
aggregate demand and supply so that there 
is no pressure on the price level and an 
equality of domestic and foreign interest 
rates .so that the exchange rate is static with 
noexpectations of appreciation or depreci¬ 
ation. Drawing the IS curve - equation (1) 
- and the I-M curve - equation (4) - in 
Figure 2(b), and the aggregate demand 
and supply curves in Figure 2(d), we can 
see that the initial long-run equilibrium is 
attained at the points J, G, C, and A in 
Figure 2. 

Now, suppose there is an expansionary 
fiscal policy which causes the IS curve to 
shift to rS'. This increased government 
expenditure financed by additional bor¬ 
rowing is only possible at the cost of a 
higher interest rate given a fixed money 
stock and constant price level. The impact 
effect is to raise income to Y 2 and the 
interest rate to r 2 . However, a higher interest 
rate implies an influx of funds which 
means an emerging excess demand for 
rupees and the exchange rate must appre¬ 
ciate. Al.so, as the exchange rate rises 
domestic goods become less attractive to 
foreigners and there will emerge a trade 
deficit. 

As prices respond to excess demand the 
real exchange rate appreciates further, 
causing the trade balance to deteriorate 
further and the I'S' curve shifts back down 
to the left, pushing 'he interest rate some 
of the way back to its pre-expansion level. 
The long-run impact, however, is for a 
return to the original income-interest rate 
combination as given at point A. In terms 
of the money market, with the long-run 
interest rate pegged by external factors 
(r = r*). and the long-run capacity output 
given (Y=?), a fixed money stock implies 
a unique level of prices consistent with 
equilibrium given by P = P. For long-run 
equilibrium the exchange rate must there¬ 
fore have moved so as to keep the IS curve 
unchanged, i e. enough to offset the ex¬ 
pansionary effect on demand of the in¬ 
crease in government spending. The whole 
of the increase in government expenditure 
is neutrali.sed by the consequent equal fall 
in demand from the external sector of the 
economy - crowding out is complete. The 
burden of adjustment thus falls entirely on 
the exchange rate which appreciates by 
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enough so as to generate a trade deficit 
as great as the increase in fiscal spending 
that started the process off - the impact 
of fiscal spending on output is nil. 

Given perfect foresight and that finan¬ 
cial markets clear at all times, agents in 
the economy fonn their view as to where 
the exchange rate is going to end up as 
a result of the il.scal shock. They will judge 
that the long-run equilibrium exchange 
rate is going to be Ej. This appreciation 
of the exchange rate will sustain a trade 
deficit represented by point w in Figure 2(c) 
that exactly offsets the increased govern¬ 
ment spending. The long-run equilibrium 
exchange rate will be E 2 combi¬ 

nation of r and E consi.stcnt with short- 
run equilibrium is given by the downward 
sloping RPfEj) curve through the point 
(r*. Ej). The short-iun equilibrium is the 
long-run equilibrium as well due to the 
price level remaining unchanged in the 
long-run as argued above. Hence, a per¬ 
manent increase in government spending 
causes an immediate once and for all 
appreciation of the exchange rate, and 
complete crowding out of the increased 
government spending through reduced net 
exports. As prices do not change there are 
no dynamics to this system. 

Reversal of Fiscal Deficits 

Given this framework we now analy.se 
the effects of an increase in government 
spending which is expected to be reversed 
at an unknown date in the future. Agents 
realise that large deficits cannot be ex¬ 
pected to continue indefinitely and so 
expect a policy change of fiscal correc¬ 
tion. They arc uncertain, however, as to 
the timing of the fiscal correction. When¬ 



ever the expansionary fiscal policy is 
reversed, the exchange rate will depreci¬ 
ate, and this will result in a capital loss 
on domestic assets. Gi ven equali.sed yields, 
domestic asset holders must be compen¬ 
sated for this prospecli ve capital loss. Ttiis 
requires that the domestic interest rate no 
longer exceeds the foreign interest rate by 
just the expected rate of exchange rate 
depreciation. The domestic-foreign inter¬ 
est rate gap now equals the rate of ex¬ 
change rate depreciation plus the capital 
loss which would occur when fiscal cor¬ 
rection occurs, multiplied by the probabil¬ 
ity of fiscal correction. Let the probability 
of fi.scal correction be 5 Then,^ (2) will 
be replaced by 

r = r* + Ae' + 6 (cJ’ - c,) ...( 6 ) 

where, ej is the exchange rate which would 
be reached instantaneously when fiscal 
correction occurs.’ e, is not a long-run 
exchange rate but rather the rate to which 
thccxchange rate jumps following a policy 
reversal. 

The impact of a fiscal expansion thut is 
expected to be reversed at some unknown 
date in the future can now be spelt out. 
The fiscal expansion causes the apprecia¬ 
tion of the exchange rate and the domestic 
interest rate rises as well. The rise in the 
interest rate requires the price level to rise 
so as to equilibrate the money market. The 
excess demand causes the price to rise and 
as a >esult, furtlier real appreciation occurs. 
Hence, there is persistent exchange rate 
appreciation. However, given the possi¬ 
bility of a fiscal policy reversal at some 
unknown date in the future there is an 
anticipation of a depreciation and .so the 
exchange rate does not appreciate a.s much 


as it would have had there been a perma¬ 
nent increase in spending. With a policy 
reversal the exchange rale must depreciate 
eventually to E. Hence, the relevant short- 
run (r, E) relationship will be the RP(B) 
curve parallel to RPfEj) and passing 
through the point J. This would imply that 
lor r = r,. the relevant short-run exchange 
rate will lie somewhere in between £ and 
£ 3 , i c, the exchange rate appreciation is 
not as pronounced as in the permanent 
governmetil spending case due to the 
uncertainty regarding policy reversal. 

An appreciation of the exchange rate 
and a deterioration of the terms of trade 
as domestic prices rise together ensure a 
trade account deficit in the temporary 
equilibrium where the government deficit 
has been rai.sed. In re.sponse to the fiscal 
expansion output would initially rise but 
as domestic prices rise it would revert 
back to its original level and the trade 
deficit will thus become larger or smaller 
over time as prices adju.st. The uncertainty 
about future fi.scal correction thus results 
in the simultaneous existence of a sus¬ 
tained exchange rate appreciation and an 
expectation of depreciation. It also results 
in high domestic interest rates and a trade 
account deficit. The mechanism outlined 
here is able to explain how it is passible 
to have a phenomenon of exchange rate 
overvaluation and expected depreciation. 
The phenomenon is not due to any ex¬ 
change rate management on the part of the 
central bank but due to uncertainty regard¬ 
ing the time path of reducing a large fiscal 
deficit. 

The expectation that there will be a 
future fiscal contraction as well as depre¬ 
ciation of the exchange rate implies two 
things -net exports will receive a stimulus 
(other things such as the growth of global 
GDP unchanged), and a perception that 
interest rates are going to decline. With 
the anticipation of lower interest rates and 
a decline in the cost of capital in the future 
there is a .spur to private spending on 
investment. Theexpectationseftect brings 
forward the future expected interest rate 
decline to affect investment spending 
today. Even though output will decline in 
response to a decline in government ex¬ 
penditure. aggregate demand will receive 
a stimulus from a dcpicciation of the real 
exchange rate. Tlie incFea.scd net exports 
will get reflected in a rise in profits and 
that in turn will affect investment posi¬ 
tively. Hence, we can expect to sec private 
investment spending increase today due 
to an anticipation of a declining cost of 
capital and an increase in profits earned 
in the external sector. It is quite possible 
that the capital goods .sector which is the 
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only tnaustnai sub-sectorto snow r^pect- 
able growth currently is responding to 
these effects. For a continuation of this 
performance interest rates must fall as 
expected and the fiscal deficit reduced so 
that private corporate investment contin¬ 
ues to expand. 

There has been much discussion as to 
how the rupee has been overvalued and 
that a depreciation would be good for 
exports. It is often pointed out that Ihe 
cumulative depreciation of the rupee 
since the onset of the east Asian crisis in 
July 1997 has been about 15.7 per cent 
by end January, 1999, as again.st a depre¬ 
ciation of 73.4 per cent of the Indonesian 
rupiah, 33.6 pet cent of the Malaysian 
ringgit, 24.4 per cent of the S Korean won. 
and 29.9 per cent of the Thai baht. Such 
large depreciation of these other curren¬ 
cies it is argued has affected the price 
competitiveness of our exports. However, 
tampering with the exchange rate and 
steering a depreciation will be a very wrong 
policy move at this time. When the fiscal 
deficit in India is high compared to that 
in east Asian countries, it is to be expected 
on the basis of the arguments outlined 
above that the Indian exchange rate will 
be overvalued relative to other currencies. 
Instead of calling for a depreciation of the 
exchange rate, a clearly spelt out and 
credibly implemented programme of lls- 
cal correction is the appropriate policy 
change that must be aimed for. As liberali¬ 
sation of the economy has proceeded, 
the interest rate and exchange rate channels 
have become active in the macro-economic 
transmission priKess and policy must be 
sensitive to this emerging scenario. 

Conclusions 

The fiscal deficit has attracted a lot 
attention in economic policy-making. 
Whether small savings loans to state 
governments are included whilst measur¬ 
ing the deficit or not. most analysis arc 
of the view that the deficit is large and 
needs to be reduced. Given the declining 
tax revenuc-GDP ratios, the paucity of 
funds raised through disinve.stmcnt, and 
the growing government expenditures on 
administration, subsidies, and interest 
payments, there is a lot of uncertainty 
about when it will be possible to make the 
borrowings arising from the deficit sus¬ 
tainable. 

A fiscal deficit which will be reduced 
at some unknown date in the future causes 
a real appreciation of the exchange rate 
with an expectation of depreciation, a trade 
account deficit, and high domestic interest 
rates relative to those prevailing abroad. 
As a result of the exchange rate apprecia¬ 


tion net exports decline, it is tneretore 
important and about time that policy clearly 
spells out the method of reducing the fiscal 
deficit and a time-frame within which it 
will be attempted. This obviously calls for 
expenditure management in a big way. 
This obviously calls for expenditure 
management in a big way. The role of the 
Expenditure Reforms Commission that this 
budget proposes to set up is therefore 
central to successful economic policy¬ 
making. Such a commission will face a 
very difficult task as when some expen¬ 
diture is to be reduced some interest that 
is represented in the agenda of a political 
party will be affected and that will lake 
it hard to attain a consensus. With a 
coalition of political parties sharing power 
the veto is a credible blocking strategy 
when some interest is threatened and that 
makes expenditure compression difficult. 
It is much easier to have con.sensus on 
taxation especially when tax rate.s are to 
be reduced as in such a situation everyone 
gains in absolute terms. 

The gams to establishing a course of 
fiscal reduction is that one a course for 
fiscal correction is charted and it is ad¬ 
hered to, it will contribute to the stability 
of expectations in the economy and im¬ 
pinge on interc.st rates and exchange rates 
in a more predictable manner and allow 
a more efficient level of economic growth. 

Notes 

I The model's assumption of perfect capital 
mobility can he swopped for one of imperfect 
cupital mobility such as characten.ses semi- 
open economics [Edwards and Khan I98S| 


I ms oaoea reaiisni sees no oamage to me 
conclusions and so only the simpler case Is 
discussed here of perfect capital mobifity. 

2 Formally, let the instantaneous probability 
of a fiscal correction be fi. tel e,^ denote the 
exchange rate Mlimet'fhifa fiscid collection 
occurs during the interval h. Then, given the 
exogenous luobability 5 of a regime change 
in fiscal policy, the expected rote of change 
of the exchange rate over the interval of 
length h is (e,^ - e,Xl - 6h) + - e,)®!. 

If we make the time interval instantaneous, i e. 
dividing throughout by h and taking the limit 
as h 0. then, this expresision for the interest 
rate differential reduces to that given in 
equation (6). 

.1 The value of ^ is given by the solution for 
the exchange rate that will put the system on 
the saddlepaih for a given pnee level and for 

g = 0. 
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Emergiiig ^tterns of Urban Growtib in India 

Annapurna Shaw 

A study of investment in India’s metropolitan cities (cities with million-plus population) and their 
neighbourhoods during the nineties indicates the emergence of urban cores of high investment and the virtual 
bypassing of the remaining metropolises by liberalisation-fostered growth. As the growth patterns of the 
23 metropolises tend to reflect the state of the economies of their respective regions, this bespeaks the widening 
of interregional economic disparities. 


FORmuch of this century the Indian urban 
system was dominated by four metropoli¬ 
tan cities; Mumbai (Bombay), Delhi, 
Calcutta and Chennai (Madras). Each 
served as a regional capital and acted as 
a central place for a vast rural hinterland. 
Since the sixties, these four cities have 
grown both in population and in the size 
of their metropolitan areas. While their 
regional importance continues unabated, 
they have now to contend with the emer¬ 
gence of other centres of urban growth; 
smaller metropolitan cities such as Ban¬ 
galore, Hyderabad and Pune. The opening 
up of the Indian economy since 1991 has 
stimulated the development of such cities 
and led to the creation of new hubs of 
urban growth centred on the manufacture 
of computer software, electronics and 
related sunrise industries. It has also had 
a differential impact on the four dominant 
cities of the past. 

While Delhi remains important nation¬ 
ally as the seat of administrative power, 
Mumbai, the country’s financial centre, 
has experienced rapid growth and is as¬ 
piring to become a global city. The pro¬ 
cesses of centralisation and concentration 
of finance and related services in Mumbai 
are discernible and they are leading to a 
restructuring of land ases and jobs in its 
business district. Calcutta and Chennai 
continue to remain cities of the first rank 
in their regional contexts, but nationally 
the importance of the former as a centre 
of business and industry is falling. Calcutta 
in fact has experienced a continued indus¬ 
trial decline since the 1960s and the 
movement outwardsof major private sector 
companies continues. 

The changing fonunes of these cities 
make more sense when viewed in a re¬ 
gional context. Each of the four largest 
Indian cities is located in a different region 
of the country. These regions saw differ¬ 
ential rates of growth during the 40 years 
prior to economic liberalisation in 1991, 
but the opening up process since then has 
clearly heightened the pace of differentia¬ 
tion. Liberalisation has affected regions 
directly through the reduced involvement 
of the central government in the economic 


management of the states. The states are 
now freer to pursue their own economic 
goals, and some states are proving to be 
far better at this than others. 

The result is that the distance between 
the states doing well and those doing badly 
has been widening since 1991, and the 
weak states arc being left far behind. 
Metropolitan cities located in weak states/ 
regions have inevitably grown slower than 
those in the more dynamic regions. 
Calcutta's location in the eastern region, 
the poorest part of the country, can explain 
in part its lack of attractiveness to new 
business and investment. 

In this paper, I examine the newly 
emerging patterns of urban growth in India 
by focusing on the major investment 
projects under implementation in the larg¬ 
est metropolitan cities and the regions 
surrounding them. The size and sectoral 
break-up ot these inve.stments. their source 
- central government, state government, 
private Indian companies or foreign com¬ 
panies - and the location of the projects 
are good indicators of the extent of eco¬ 
nomic globalisation. They reveal the types 
of activities gaining a.scendance in India's 
metropolitan economies since liberali¬ 
sation began, the regions of the country 
getting a di.sproportionatc .share of the new 
activities, and the extent of local and 
national control over local economic 
development. 

Existing theory on globali.sation as put 
forward by Sassen (1994) suggests a 
renewed role for some of the world’s major 
cities as sites for finance and as.sociatcd 
producer services. Thc,sc cities have ex¬ 
perienced continued concentration of 
economic ownership and control and have 
become global cities, .servicing the giobe 
rather than their geographical hinterlands 
or the nation slates in which they are 
located. Alongside are vast territories and 
many important manufacturing centres and 
po>l cities that have lost functions and are 
in decline. These developments are lead¬ 
ing to new geographies of centrality and 
marginality common now to both the 
developed and the developing countries. 
The newly emerging patterns of urban 


growth in India seem to confirm Sassen’s 
theory. 

Since these patterns cannot be fully 
understood unless placed in a regiond 
context, in the first part of the paper regional 
development policy and its consequences 
for the regions of India are briefly dis¬ 
cussed. Then I consider some of the 
demographic, economic and social changes 
that are starting to characterise India's 
largest cities. Against this background, 
the investment patterns of some of these 
cities are presented and their implications 
discussed. 

Rhgionai. Development in India 
IN THE 1990s 

India’s experience with regional develop¬ 
ment since independence has been in many 
ways similar to the experience of coun¬ 
tries suuh as Brazil, Japan and South Korea 
[Markusen 1994|. Since second world 
war, in each of the.se countries efforts had 
been made to complement industrial 
policies with regional policies in order to 
belter distribute national income. For this 
purpose, in the sixties and seventies these 
countries invested in .smaller cities and 
underdeveloped regions. 

The compatibility between industrial and 
regional policies, however, has weakened 
considerably in recent decades because of 
the shift to high technology, which strongly 
favours major urban areas and has there¬ 
fore undermined earlier efforts at inter¬ 
regional equity and stability. Markusen 
obscrvc.s; ‘The current commitment to 
high technology, emphasising innovation 
and human capital, is hardly compatible 
with decentralisation” (1994,289). There 
is thus growing tension between indu.striai 
policy and regional policy, and national 
governments are increasingly favouring 
industrial policy, leaving the development 
of regions to local and provincial govern¬ 
ments. 

This pattern holds true for India as well. 
Since the Industrial Policy Resolution of 
1956 until the New Economic Policy of 
1991, the central government actively 
promoted an industrial policy that had a 
strong regional component.Tn fact, the 
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nouRB I: Cheoue Clearaike at Calcutta and Mumbai 
Thousands (Number in *000ySource: RBI 



Series A Series B 

(A and B Number in Calcuda and Mumbai) 


dispersal of industry through the develop¬ 
ment of a small-scale sector was one of 
the four major planks on which post-in¬ 
dependence industrial policy rested 
(Ahluwalia 1991], 

In addition, the central government 
played a major role in balancing regional 
disparities through its public enterprise 
location policy. By locating major steel 
plants, mineral extraction facilities and 
petroleum reHneries in industrially back¬ 
ward regions under the early plans, it 
attempted to raise industrial output from 
these areas. While the location of public 
sector investment was not free from re¬ 
gional political pressure, which often 
resulted in the choice of technically sub- 
optimal locations [Das 1997] or relatively 
developed regions, such a policy did rai.se 
industrial production in states such as 
Madhya Pradesh, Bihar and Orissa, where 
there were very few industries in 1947. 
In fact, interregional disparities in terms of 
industrial employment and output fell up 
till the mid-seventies, particularly in the 
case of the large factory or the ‘census 
sector’ [Mohan ct al 1992]. 

But this commitment to regional develop¬ 
ment became more diluted after the mid¬ 
seventies, when major public sectorchemi- 
cal plants were located in the western 
region, already quite developed industri¬ 
ally. Between 1972-73 and 1983-84, the 
contribution of Gujarat and Maharashtra, 
to the country' s industrial output increased 
from 31.83 per cent to 35.68 per cent. 
These two states, along with the green 
revolution .states of Punjab and Haryana 
and small states such as Delhi and Goa, 
have remained the most developed in the 
country. 

Studies based on more recent data in¬ 
dicate that differences in state incomes 
have widened since the eighties, and India’s 
states are diverging rather than converg¬ 


ing in terms of growth [Ghosh et al 1998; 
Baru and Chowdhury 1998].' Much of 
this increase has been due to the inflow 
of private sector investment in small 
pockets of the country complctnented by 
the location of key public sector infra- 
stnicture in these same areas. 

At the same time, renewed attention has 
been focused on the largest cities as engines 
of economic growth [Shaw 1996]. As in 
the re.st of Asia, there has been a subtle 
shift in uiban policy in the eighties and 
the nineties in favour of the large city 
[Rondenclli 1990]. In 1991 the mcgacities 
project, funded largely by the central 
government, was launched to upgrade the 
infrastructure of Mumbai, Chennai and 
Calcutta [Chakraborty 1996]. Hyderabad 
and Bangalore were later added to the list. 
Delhi, as part of the National Capital 
Region, has had separate urban develop¬ 
ment funds. Moreover, the New Economic 
Policy of 1991 has made it easier to locale 
non-polluting industry in the large city 
and its environs. 

However, all large cities have not been 
equally attractive for investment. How 
these cities have fared or are faring has 
been influenced to a great extent by their 
regional locations. Regional investment 
patterns since the opening-up process 
began have reinforced the existing struc¬ 
ture of regional disparities, which favoured 
the already more developed capital region 
centred on Delhi and the western and 
souUicm parts of the country. 

Growth of India’s Major Cities since 
Independence 

In 1901, India had only one city with 
a population of over a million; Calcutta, 
the administrative capital of the British 
Raj until 1911. By 1921, Mumbai’s popu¬ 
lation had exceeded a million and for the 
next 25 years and more these two port 


citt^unthsirDnguidustrlalbBsesrnnained' 
the only nuilion-plus cities in the country. 
Delhi, which became the administrative 
capital after 1911, joined this league with 
the huge influx of refugees in die wake 
of partition. Its population in 1951 ex¬ 
ceeded a million and Delhi has since then , 
been one of India’s most rapidly growing 
cities. The importance of this ancient ciQi, 
that had served as a capital for many 
earlier empires has continued to revolve 
around its administrative functions. Delhi 
is distinctly different from the old ports, 
which also served as major manufacturing 
centres during colonial times. 

Chennai (Madras), an old city with a 
port, and Hyderabad, had also come to 
have million-plus populations by 1951. 

Since 1951, with the gradual integration 
of the national economy, the locus of rapid 
urban growth has begun to shift to other 
parts of the country, and according to the 
1991 Census the country now has 23 cities 
with a population of over a million. These 
23 cities account for over one-third of the 
country’s urban population and one-twelfth 
of its total population (see Map). Though 
these large cities are scattered among all 
the major regions of the country, they are 
more concentrated in the western and 
southern states. As the focus of economic 
growth has slowly shifted towards these 
regions, their urban populations have risen 
and so has the number of million-plus 
cities. Table 1 gives the details of metro¬ 
politan city growth in the different regions 
of India. 

Table 1 clearly indicates the slow growth 
of the two metropolitan cities of the east¬ 
ern region - Calcutta and Patna - vis-a- 
vix their counterparts in other regions. It 
also indicates that the north-eastern region 
has no very large city. By and large, the 
growth patterns of the 23 metropolitan 
cities, when averaged for the region, re¬ 
flect quite closely the state of the regional 
economies in which they are located. When 
examined individually, they indicate that 

Table 1; Growth op METROPOtrrAM Cities bt 
Region (1981-91) 


Region 

Number of 
Metropolitan 
Cities* 

Av Pop Growth 
Rate Per 

Annum (Per Cent) 

Southern 

7 

4.11 

Western 

Northern 

5 

4.2) 

(inct Delhi) 

3 

5.40 

North-central 

3 

4.01 

Central 

3 

4.69 

Eastern 

2 

1.91 

North eastern 

0 

. 

India Total 

23 



Note:* a city with a population above one million. 
Source: Onsus of India 1991 (Bose 1993). 
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city economies tied to older industries with the global shift from industrial to 
such as cotton textiles, jute manufacturing post-industrial service and information- 

and metal-based industries are unable to based activities as the dominant economic 

remain dynamic unless they have become sectors. While decentralisation refers to 
export-oriented or have diversified into the shift in population and jobs from the 
newer sectors. central areas of the city to the suburbs. 

Taking 1951 as the base (100) and centralisation refers to the increasing 
examining growth up to 1991 indicates concentration ofeertain types of activities 
slower growth over much of the east and already present in the city in wcll-dermed 
parts of the northern region, with cities locales or ‘districts’, 
such as Calcutta, Patna, Kanpur and Post-independence development in 
Varanasi having slowed down. In fact, India has not only led to a proliferation 

Calcutta with a growth rate of 1.8 per cent of large cities but together with the global 

per annum between 1981 and 1991 has economic shift, it has also affected the 

witnessed the slowe.st growth of all the 23 economic structure of the largest cities, 

metropolitan cities. Mumbai overtook it Aggregate data on urban areas as a whole 

as India’s largest city in 1991. While large indicate a gradual decline in the percent- 

cities in the western region have generally age of male workers (usual status) en¬ 


gaged in manufacturing from 27 per cent ■ 
in 1983 to 23.6 per cent in 1993-94. For ■ 
female workers (usual status), the decline; 
was from 26 per cent in 1983 to 23.6 per 
cent in 1993-94 [Deshpande and 
Deshpande 1998]. Over the same period, 
the percentage of male workers (usud 
status) engaged in the services sector has 
increased from 24.8 per cent to 26.4 per 
cent, the increase for women workers (usual 
status) being from 31.4 per cent to 38.8 
per cent. Here ‘services’ has been defined 
to include finance, insurance and business 
services and all other services, including 
community and social services. 

What the aggregate data indicate quite 
clearly are that increase in banking and 
finance activity and the growth of the 
service sector in general has come side by 
side with a decline in manufacturing jobs. 
For some of the largc.st cities this process 
started much earlier: inthecaseofCalcutta, 
the decline in the jute manufacturing 
industry and industrial decline in general 
dates back to the sixties. However, the 
process has become much more pervasive 
since the early eighties, as the data on 
specific cities indicate. Between 1981 and 
1991. the numbers of factory workers in 
Mumbai declined from 6,04,000 to 
4,47,0(X)[d’Monte 1996], and Ahmedabad 
lost S0.0()0 mill jobs between 1983-84 and 
1995 [Itoy Chowdhury 1996). In the West 
Bengal industrial belt, largely made up of 
the Calcutta Metropolitan Area. 46,000 
have lost jobs as 14 jute mills remain closed 
since the early nineties (The Telegraph, 
July 13. 1996). 


grown fast, even here a textile-based city 
such as Ahmedabad has grown relatively 
slowly at 2.8 per cent per annum. Growth 
has b^n much faster in such towns based 
on the manufacture of petroleum products 
and chemicals as Vadodara and Surat, 
which grew at 4.2 per cent and 6.4 per cent 
per annum, respectively during 1981-91 
(Bose 199?]. 

In the south, Chennai and the textile- 
based cities of Coimbatore and Madurai 
grew relatively slowly during that decade 
at 2.5 per cent, 2.3 per cent and 2.0 per 
cent per annum, respectively. In contrast 
Vishakapatnam, with its petroleum-based 
industries, and Hyderabad, with its ad- 
ministrative-cum-service functions and 
now a rising software industry, grew at 
7.4 per cent and 6.7 per cent per annum, 
ie.spectively. 

Decentralisation and Centralisation 
IN India’s Largest Cities 

Thesetwotermsasu.sedinSassen( 1994) 
refer to processes of change cities have 
been experiencing in the last two decades 


Table 2: Investment unueb iMH-EMENrATioN in Urban Core Areas 


UA 1991 Popu¬ 

lation (Millions) 

Investment 
(Rs Crore) 

Adjoining Districts 

Investment Total 
(Rs Crore) (Rs Crore) 

Western Region- Ahmedabad-Mumbai-Pune corridor 



Ahmedabad 

33 

1.386 

- 

- 

1.386 

Surat 

1.5 

2,028 



2.028 

Vadodara 

l.l 

2,835 

- 

- 

2,835 

Mumbai 

i2.6 

4,084 

Thane, Raigad 

16,844 

20.988 

Pune 2.5 

Total 

The Southern Hubs of Growth 

5,314 



5.314 

32,551 

Chennai 

5 4 

2,075 

Chengai-Ana 

I3..505 

15,580 

Bangaloie 

4 1 

.3,019 

Bangaloie R 

1.933 

4.952 

Hyderabad 

3.1 

2,167 

Rangareddy 

200 

2.367 

Vishakapatnam 

1 1 

8.336 

- 

- 

8,336 

Kochi 

1 1 

1,199 

Emakulam 

2.505 

3.704 

Coimbatore 

1.1 

244 


- 

244 

Madurai 

Total 

Tlie Northern Region 


80 



80 

35,263 

Delhi 

84 

7.57 

Gurgaon. Fairdabad, 
Ghaziabad 

8.555 

9.312 

Ludhiana 

1.0 

55 

- 

- 

55 

Jaipur 

Total 

1.5 

657 



657 

10,024 


Note- UA: Urban Agglomeration as per the 1991 Census Population of UAs in millions. 

Sources: Census of India 1991, .Senes I, paper 1 of 1992, Vols 1 and 2, 'Final Population Totals’; 


Centre for Monitoring Indian Economy, Survey of Investment Projects, August 1998. 
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FkHiRE 3: Chboub Amount by Cities 



Senes A - 4 — Series B -4- Series C -fl- Series D 
(A: Mumbai, B: Calcutta, C: Delhi, D: Chennai) 


The decline of bluc-coilar industry in 
the core of the city has been accompanied 
by a decline in population as well, but 
losses in jobs and population by the core 
have been largely offset by an increase in 
both in the metropolitan fringes. Mumbai 
is perhaps the best example of this process 
of decentralisation. In 1961, the core of 
the city (Bombay Island) had a population 
of 2.7 million, or 65.8 per cent of Greater 
Bombay's total population of 4.1 million. 
In 1991. Bombay Island's population of 
3.3 million was only 33 per cent of the 
Greater Bombay total of 9.9 million. 
Similarly, the population of the area within 
Jurisdiction of the Calcutta Municipal 
Corporation (CMC), has been growing 
very slowly in relation to that of theCalcutta 
Urban Agglomeration, which is made up 
of a string of towns extending from the 
city and located on both sides of the Hoogly 
River. In 1921 Calcutta city with 1.05 
million people, accounted for 47 per cent 
of the urban agglomeration's population 
of 2.25 million. In 1991. with 4.4 million 
people the CMC area accounted for 39.9 
per cent of the population of 11.02 million 
of the urban agglomeration (Census 1991). 

In part the decentralisation of popula¬ 
tion has been the outcome of planning: the 
developmenl of industry in the core has 
been di.scouragcd through restrictive legis¬ 
lation dating back to the seventies. At the 
same time, new sites within the greater 
metropolitan area have been selectively 
developed by the government to accom¬ 
modate the shifting of population and 
economic activities and to reduce con¬ 
gestion in the built-up area. Navi Mumbai 
in the Mumbai metropolitan region and 
Bidhan Nagar (Salt Lake) in the Calcutta 
metropolitan region are examples [Shaw 
1995]. The shifting of the wholesale 
vegetable market from Sabzi Mandi in the 
heart of Bombay Island to New Bombay, 


followed by the shifting of othercommod- 
ity markets such as tho.se for onions, fruits 
and steel has relieved congestion and 
created new spaces within the core of the 
old city. 

Since the nineties, several cities have 
used the courts to remove polluting indus¬ 
tries from the cure to other locations, mainly 
the fringes. Witness, forinstance, the Delhi 
High Court's order on hazardous small- 
scale industries within the capital and 
Calcutta's attempts to move its leather 
industry out of the corporation area. To 
some extent, however, decentralisation has 
been market-driven - high land co.sts 
pushing many firms outwards. India’s 
largest metropolitan areas are thus becom¬ 
ing increasingly polynuclear, with land 
values rising at cachemerging centre within 
metropolitan region. 

As far the process of centralisation, the 
aggregate data do indicate a growth in all 
kinds of services within urban areas be¬ 
tween 1983 and 1993-94. But this growth 
is occurring in the core of the metropolitan 
area or its fringes can be discerned only 
from city-level data. 

On the basis of information gleamed 
from secondary sources, I briefly discuss 
some of the emerging trends in centrali¬ 
sation. taking Mumbai as an example. 
This city has been one of India’s most 
studied places and continues to attract 
attention as India’s only emerging global 
city [Harris 1978; Kosambi 1988; Do.ssal 
19S Patel and Thomer 19951. In com¬ 
parison with the pace at which the restruc¬ 
turing of jobs occurred in global capitals 
such as New York and London, Mumbai’s 
pace has been slow nevertheless, changes 
are occurring in the Indian city's eco¬ 
nomic structure and its social geography 
with the shifting of its textile industry 
outwards and the centralisation of other 
activities. 


Two trends mark the centralisation 
process here: the increasing in^rumce of 
finance in Mumbai’s economy and the 
growing specialisatkm in certain types of 
manufacturing and services activities. 
Already by the late sixties, Mumbai had 
emerged as India’s financial capital, hav¬ 
ing located within it die country’s largest 
stock exchange and the headquarters of 
the Reserve Bank of India, the Life Insur¬ 
ance Corporation of India, the IndusUial 
and Commercial Investment Corporation 
of India, the Industrial Development Bank 
of India, the Unit Trust of India, and the 
Industrial Reconstruction Bank of India. 

This core of activities has attracted 
numerous other banks, both national and 
foreign. Almost all major banks have their 
headquarters in Mumbai so much so that 
70 per cent of India’s bank deposits had 
come to be held by banks with headquar¬ 
ters in that city by 1972 [Harris 1978; 17]. 
The volume of banking transactions here 
is thus many times larger than that in any 
other Indian city, andMumbai’ssupremacy 
has increased further in recent decades. 

In 1965-66 Mumbai accounted for 35 
per cent of the value of total cheque clear¬ 
ances in India and for about 32 per cent 
of the total number of such clearances 
[RBI 1975-76:64]. After 1991, Mumbai’s 
share of the value of total cheque clear¬ 
ances has risen to over 50 per cent [RBI 
1995-96:106]. Comparing cheque clear¬ 
ances in Calcutta and Mumbai, we find 
that in 1970-71, the number of cheques 
cleared in Calcutta was only 35 per cent 
of Mumbai’s number and the total amount 
was only 67 per cent of Mumbai’s. By 
1993-94, the number of cheques cleared 
in Calcutta had dropped to 28 per cent of 
Mumbai’s, and the amount had fallen 
sharply to just 7 per cent of Mumbai’s 
[Government of West Bengal 1995- 
96:156]. 

As indicated in Figures 1 and 2, there 
has been a rapid increa.se in the number 
of cheques cleared and the quantity of 
money involved in Mumbai’s banks vis- 
a-vis Calcutta's after 1990-91, mainly due 
to the entry of foreign financial institu¬ 
tions. This is also brought out in Figures 
3 and 4, which show comparative data on 
the value of cheque clearances and the 
value of telegraphic transfers of money 
issued by banks in the four largest Indian 
cities. 

What becomes clear from the above 
figures is that the process of financial 
deregulation, which is still under way in 
India, has strengthened the centralisation 
of financial activities in Mumbai. The 
control function of Mumbai has also been 
strengthened since the nineties with the 
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PuURE 4: TELBCMtAPHlC TRANSFERS (ISSUED) 
Thousands (R* Croie/Source; RBI) 



81 82 83 85 86 87 88 89 90 91 92 93 94 95 96 97 


Senes A —Series B -tif- Series C? -o- Senes D 
(A: Mumbai, B; Calcutta. O Delhi, D Chennai) 

Securities and Exchange Boiuxi of India are being renovated for u.se by banks, 
(SEBI), the autonomous body created to publishing houses, advertising agencies 
regulate (he capital market, being located and telecom scrs-ices fBaria 19981. The 
in that city. During the nineties, moreover, former Shme Ram Mills htmscs the Sakshi 

a second stock exchange (the National Art Gallery and Magna.sound, a producer 
Stock Exchange) has come to be located of video music, has an office in tlie Lak.shmi 

in Mumbai. Mills compound. High rise apartments 

Attempts were made during the seven- with names such as Phoenix Towers and 
ties and eighties to disperse some of (he Falcons Castle are now a part of the sky line 

public sector financial institutions toother along with the chimneys of the old mills, 
parts of the metropolitan region such as Ttendy restaurants are being ofiened for 
Navi Mumbai. However, agglomeration the new class of people entering an area 
economiesconlinuediobe very strong for that for decades had been the home of 
this sector, and financial institutions, millhands. 

headquarter functions remain largely This slow gcnlrillcationpr<x;ess has long 
concentratedinthcsouthcrntipofMumbai been resisted by the wtirker.s. but to no 
Island. Recently, certain departments of avail. The government initially had plans 
banking and finance institutions that need to redevelop an area of approximately 
more space have started to move to central 5.67,718 sq metres, owned by the mills 
Mumbai and suburbs such as Bandra and of the public-sector National Textile 
Santa Cruz. Thus, the early nineties saw Corporation (NTC), in a way that would 
the shifting of three departments of Stan- preserve the hisioric character of the 
dard Chartered Bank from its head office locality, provide for open spaces and 
in south Mumbai to Lower Parel, which minimise the hardships of transition for 


the workers living there. According tqf? 
observers these plans have so far provwit 
to be insincere [d'Monte 1998], The mill ‘ 
lands keep entering the market on a piecer 
meal basis. Their subsequent uses am' 
market-driven. ' 

Changing Social Geography of the * 
Formal Cirv 

The demographic and economic changes 
discussed above have affected primarily 
the ‘formal city’ or the built-up portions 
of the city utilised predominantly for 
formal-sector activities. Such areas would 
include the downtown area, the main 
commercial and shopping areas, upper 
and middle class residential neighbour¬ 
hoods, premises for public-sector activi¬ 
ties and housing, and all the amenities and 
public goods provided by the .state in such 
areas. As the economic reform agenda is 
becoming more firmly rooted and 
globalisation is accepted as an unavoid¬ 
able reality, there is less official toleration 
of the informal .sector in the fonnal city. 

In a typical Indian metropolis the infor¬ 
mal .sector is ail-pcrvasive, uperaliiig side 
by side with the high-rise apartments of 
the rich, and in the downtown area besisde 
pmminent public buildings |Shaw 1985]. 
Since the early ninctic.s, competition 
amongtlndia's regions and cities to attract 
investment, national and international, 
has been leading to actions that aim at 
differentiating between the two sectors 
and creating modernised and saniti.sed 
enclaves within the existing city. These 
enclaves, replete with five-star hoiels and 
fine restaurants and shopping, would be 
suitable fix Indian corporate managers 
and their multinational counterparts. 

In addition, the downtown would need 
to be made dean and efficient. To facili¬ 
tate faster movement of traffic, there have 


is just eight km away from (he downtown 
area and 70 per cent cheaper than the 
.suburbs [baria 1998]. 

The seventies and the eighties witne.s.sed 
gradual decline in Mumbai’s cotton tex¬ 
tile industries and the loss of over 1 ,(K),000 
jobs after the strike of 1982-83 
[Bhattacheijee 1988], The period also saw 
a growth in petrochemical industries and 
in such items as rubber, plastics, oil and 
oil products [Harris 1996:50], In the nine¬ 
ties a more spectacular transformation is 
occurring in ’Girangaon’ in central 
Mumbai. 

For the last hundred years this area of 
about 280 hectares was occupied by the 
cotton mills, their yards and worker tene¬ 
ments or ‘chawls’ [d’Monte 1998J. As the 
land occupied by clo.sed mills is slowly 
entering the market, some of the old milks 


Tabu. .3. iNvisriuRwr undbr iMH-tMEwrATioN in Urban Rkkiphlry 


UA 1991 Popu¬ 

lation (Millions) 

Investment 
(R.s Crorc) 

Adjotning DistncLs 

Investment Total 

(Rs Crorc) Investment 
(Rs Crore) 

The Ea.stern Region 






Calcutta 

II.O 

1.758 

.S 24-Parganas, 

?,77l 

4.529 




N 24-Pargans, Haora, Hugh 


Patna 

1 1 

652 

- 


652 

Total 





5,049 

The Northern-Central Region 





Varana.si 

1 <) 

123 

- 

- 

123 

Lucknow 

1.7 

15 


- 

15 

Kanpur 

2.0 

484 


- 

484 

Total 





622 

Th.^ Central Region 






Bhopal 

1.3 

19 

- 

- 

19 

Indore 

l.l 

119 

- 


119 

Nagpur 

1,7 

1..592 

- 

- 

1,592 

Total 





1,730 


Note- UA: Urban Agglomeration Populaiion of UAs in millioas. 

Census of India I091, .Sene.s l, paper 1 Of 1992. Vols 1 and 2. ‘Final Population Totals’; 


Centre for Moniloring Indian Economy. Survey of Investment Projects, Augu.st 1998. 
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been repeated drives H) rid the streets of 
hawkers, roadside sellers and other occu¬ 
piers of public space in cities such as 
Calcutta and Mumbai. Hyderabad loo has 
recently begun to clean up to make a good 
impression on potential investors. In 
Calcutta, in spite of massive effort.s by the 
civic authorities since December 1996, 
hawkers continue to remain active. The 
government finally struck a compromise 
by allowing them on all streets except 21 
major arteries, the aim being to keep them 
out of the core of the formal city. These 
cleaning drives have been welcomed by 
the upper and middle cla.scs. who have 
seen them as beneficial and as a regaining 
of lost space (Shaw 1997]. 

They arc reminiscent of the attempts 
that several city governments in .south¬ 
east Asia made in the seventies to make 
their cities modern and appealing to 
multinationals [Drakkakis-Smith 1989J. 

There is another type of action. It is 
typified by the closure of 168 'hazardous’ 
factories in Delhi following a Supreme 
Court order passed in July 1996 (Eco- 
nomic and Political Weekly 1997). About 
50,(XX) workers have lo.st their jobs and 
have not been properly compensated. This 


IS only the first phase of closure. Ulti¬ 
mately, 39,000 units employing 7,00,000 
people will be affected. Given the high 
price of real e.state in the Delhi metropoli¬ 
tan area, such closures, mostly of small 
indu.stries, have meant a windfall gain for 
the owners. The owners have not been 
compelled to reopen their factories at 
alternate locations. Selling the factory land 
has enriched them, and yet most of them 
have not paid their workers back wages 
for six years as stipulated in the court 
order. 

Along with the gcnirification that is 
occurring in Mumbai's heartland, such 
actions will ultimately lead to environ¬ 
mentally cleaner and more homogenised 
spaces for formal sector use in the most 
expensive land of the city. The informal 
sector will be pu.shed out to less valuable 
and visible spaces. The formal city is likely 
to become more and more globalised with 
increasing presence of global consumer 
culture in retail shops, banks, services and 
recreational activities. In contrast, the 
poorer parts ol the city, with their older 
housing stock, the declining industrial 
areas with their unemployed, the slums 
and the squatter settlements constitute a 


kind of ‘other city’ linked strongly to a 
local informal sector. 

In economicdly dynamic cities of south 
and south-east Asia, the informal sector 
is connected to the global economy through 
subcontracting work from global fums 
under sweatshop conditions [Seabrook 
19961. As spatial entities, both the formal 
city and the (Hhcr city occupy discon¬ 
nected fragments of metropolitan .space, 
and their politics is locality-specific rather 
than class-based. These trends are already 
ob.scrvahle in Asian cities as diver.se as 
Manila and Bangkok where “iastead of 
mere differentiation between world re¬ 
gions, centre and periphery today indicate 
a differentiation between global .society 
and .segmented localities, both spatially 
anchored in world cities (Berner and Kroff 
1995:2121”. 

EMEROENCn OF NeW CoRrji AND 

PERipiiERir^ IN Urban India 

The focus of this paper is on the changes 
taking place gradually in the urban system 
against the background of these changes 
in the demographic, economic and social 
geography of India’s largest cities and the 
emergence of new cores and peripheries. 
The old hierarchy of four mcgaciiies 
located in different regions of the country 
is giving way to urban corridors and clus¬ 
ters of nev' investment located mostly in 
the southern and western parts of the 
country. 

With the exception of the Delhi region 
and adjacent areas in Haryana. Punjab, 
Rajasthan and Uttar Pradesh much of the 
north, the east and the centre of the country 
have been bypassed. This vast area cover¬ 
ing the eastern half of UP and stretching 
across Bihar, West Bengal, Ori.ssa, Madhya 
Pradesh and the eastern part of Maharashtra 
is emerging as the new urban periphery, 
still locked in old industrial bases, high 
unemployment and adetcriorating resource 
base. 

As one indicator of thi.s ongoing process 
of economic differentiation is the quantity 
and type of new investment coming into 
the different urban regions of the country, 
1 now turn to the pattern of large-scale 
investment in someof India's biggest cities. 
Since the early nineties, the Centre for 
Monitoring Indian Economy (CMIE), an 
autonomous statistical organisation based 
in Mumbai, has been publishing data on 
various aspects of inve.stmcnt in India. 
The data are disaggregated by .state and 
district and since some of the largest cities 
are coexteasive with entire districts, it is 
possible todiscem investment cominginto 
these cities. 

The CMIE records only investment in 
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project thkt cost at least Rs 3 croYe 
(approximately US $ 7,07,000), This 
means that the economic activities of 
registered small-scale industries, which 
have an upper investment limit of Rs 3 
crore and that of the informal economy, 
the largest employer in ail cities, are 
excluded from the data. 

As these activities contribute an esti¬ 
mated 40 per cent of India’s industrial 
production, their exclusion from this 
record-keeping of investment need.s to be 
explained. One reason is the much greater 
difficulty of getting accurate accounts from 
small and micro enterprises. A second 
reason, is the fact that these activities are 
more labour-intensive than capital-inten¬ 
sive and contribute a relatively small 
proportion of total capital investment. The 
large projects, on the other hand, could 
have multiplier effects in terms of job.s and 
income created in the city economy and 
its surroundings, and these could spell 
greater demand for informal-sector ser¬ 
vices and products. 

Urban Cork Arkas 

lire following discussion, based on an 
analysis of the CMIE data, first highlights 
developments in the emerging urban 
core areas and then examines the new 
peripheries.^ Table 2 lists the core cities 
by population and investment in projects 
being implemented. 

It is clear from 7'able 2 that Mumbai, 
Chennai and IJclhi have continued to attract 
considerable investment; in fact, Mumbai 
and Chennai, with adjoining areas, emerge 
as by far the most popular urban destina¬ 
tion for new investment. Secondly, in all 
the largest cities the new investment has 
been directed at arca.s adjoining the city 
rather than in the city itself. Thus Delhi 
has attracted very few large projects but 
Ghaziabad, Faridabad and Gurgaon dis¬ 
tricts are experiencing considerable in- 
vc.stment acti viiy. Thirdly, several smaller 
metropolises are witnessing dynamic 
growth and have contributed to the exten¬ 
sion of the old cores or arc leading to the 
formation of new hubs of growth. 

Ahmedabad-Pdne Corriwjr 

A stretch of western India which in¬ 
cludes the Mumbai-Punc corridor and its 
extension northwards to include Surat, 
Vadodara and Ahmedabad is the country ’ s 
leading core area. Districts falling within 
this north-west and south-east belt include 
Raigad in Maharashtra and Bharuch in 
Gujarat, each of which has seen invest¬ 
ment exceeding that of entire states. The 
belt is highly industrialised along the 
Ahmedabad-Mumbai and Mumbai-Pune 


national highways and has a high percent¬ 
age of urban population. 

Investments within Greater Mumbai 
reflect the city’s preoccupation with im¬ 
proving telecommunication services, ho¬ 
tels and transport. I'hese sectors account 
for 26.7 per cent, 27 per cent and 8.2 per 
cent respectively of the total investment 
in projects under implementation. While 
the hotels arc all private, transport and 
telephones are public-sector-controlled, 
with all investments being made by the 
government. Of note is the state 
government's investment in fly-overs for 
the city. A central government investntent 
of Rs 142 crore in an airport terminal will 
enhance Mumbai’s air transport facilities. 
Two other major infrastructure projects 
are ajoinl-.seciorgas pipeline project and 
a private hospital complex. 

Investment in manufacturing has been 
less than that in inlrastructurc and .services 
and is mainly accounted for by a major 
project owned by the public-sector Bharat 
I’etroieum Corporation to produce high¬ 
speed dic.sel oil. This project, e.stimatcd 
to cost Rs 622 crore, accounts for 1.*! per 
cent of the total investment under imple¬ 
mentation in Greater Mumbai. In contrast 
textiles. Mumbai's traditional indu.stri.'il 
specialisation, has attracted only Rs 102 
crore or 2.5 per cent of the total invc.siment. 

Adjoining Thane dist riel, which the 1091 
Census has considered lo be a part ol the 
Mumbai urban agglomeration, has ugreatcr 
number of projects in manufacturing in¬ 
dustry. for instance in fabrics, paper, 
chemicals, metal-based products and 
computer soliware. Here t<K> investment 
in transportation has been large. It in 
volves the creation of cntical rail and road 
links with Greater Mumbai - for instance 
the Thane-Turbe-Nerul-Vashi railway 
project, which will al.so improve transport 
within Navi Mumbai. 

South of Thane district is Raigad, the 
northern parts of which di.strici clearly fall 
within the urban influence of Greater 
Mumbai. With transportation improving 
inThancdi.strici, Raigad has become moie 
accessible from Mumbai and during the 
nineties has attracted the highest quanlily 
of investment of any district in 
Maharashtra. With Rs 10,92.S crore to be 
invested in projects undei implementa¬ 
tion, it accounts for 16 percent of the total 
investment in the state and 2 per cent of 
India’s. It is Mumbai’s industrial back¬ 
yard, with 57 per cent of its investment 
accounted for by finished sled and steel 
products such as hot-rolled coils, bars and 
rods, castings and railway and ship con¬ 
tainers. Investment by Indian corporal ions 
.such as Mittals in steel and thermal elec¬ 


tricity has been complemented by central 
government investment in chemicals and 
petrochemicals, which account for 10 per 
cent of total investments. Hie port at Nha va 
Sheva has attracted private-sector invest¬ 
ment, including some foreign investment 
in port development, and central govern¬ 
ment investment in storage and ware¬ 
housing services, 

Ba.st of Raigad and adjoining it is Pune 
district - with Pune city at its centre - at 
the junction of the important routes con¬ 
necting Mumbai to Solapur and Nashik 
to Kolapur. In western Mahara-shtra, Pune 
is thus the vital link between the cities/ 
towns of the north and tho.se of .south and 
was historically very important as a 
Maratlia stronghold. After independence 
and up till the early eighties, Pune re¬ 
mained a quiet university town with sev¬ 
eral research institutes. It was ideal for 
retirees bccau.se of its mild climate. But 
over the last 15 years it has been trans¬ 
formed into a bustling city with frenetic 
industrial activity. 

.Since the opening up of the Indian 
economy in 1991, Pune has attracted con¬ 
siderable inve.stment in passenger car 
manufacture, three-wheeler and two- 
wheeler production and automobile 
ancillarics. In fact about 60 per cent of its 
total investment under implementation is 
in such products, with foreign companies 
.such as Mercedcs-Ben/, and Indian com¬ 
panies such as thcTatas and Bajaj making 
coni.ributions. 

Steel and steel products account for 
another 8 per cent of total investment, 
while tractors, diesel engines and other 
heavy equipment account for another 10 
percent. Foreign domestic appliance manu¬ 
factures such as Daewoo and Mai,sushita 
are gradually entering Pune, and their 
investments account foi about 3 per cent 
of the total. A UX) percent export-oriented 
lloricullurc project and the cultivation of 
upmarket horticultural products such as 
mushrooms are also making their pres¬ 
ence felt in Pune district 

Tin- .Southern Hubs of Growth 

Chennai and Coimbatore, together with 
Bangalore represent the new growth that 
south India is experiencing. Chennai city 
itself has not attracted much investment 
other than a private-sector power project 
which accounts for 40 per cent of the total 
investment of R,; 2,075 crore that is under 
implementation in the city, a railway 
project worth another 29 per cent and 
some private hotels worth 15 per cent. 
Foreign consumer electronics and textiles 
represent 5 per cent and 3 per cent of the 
total respectively. 
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It is the greater Chennai region - (he 
district of Chengalpattu MGR or Chengai- 
Ana surrounding Chennai - that has be> 
come an industrial hub for the entire south. 
Of the Rs 13.S0S crore of investment under 
implementation there, 22 per cent is in 
ch^icals (private-sector) 18.6 per cent in 
petroleum products (central government) 
and 41 per cent in passenger cars and car 
ancillaries. Hyundai, Mahindra Ford and 
Hindustan Motors are building new units 
for passenger car production. Foreign 
capital has also entered the field of car 
ancillaries manufactuic. While the bulk of 
the investment in this district has been 
private, the government has invested about 
9 per cent of the total in infrastructure, 
including a port at Ennore, the Cheyyar 
rail bridge and a technology and industrial 
park at Gummidipoondi. 

Bangalore is the second point of the 
southern urban triangle. At the time of 
independence, its industrial base was 
dominated by textile production, home¬ 
made and factory-made, and public sector 
units such as Hi ndustan Aeronautics. Rapid 
growth since independence has greatly 
diversified this base. Tlie fifties and sixties 
saw the establishment of key public-sec¬ 
tor research institutes and production 
facilities in Bangalore, the late sixties and 
seventies, the growth of a state govern¬ 
ment bureaucracy and government-run 
businesses: the eighties the growth of 
private enterprise, particularly in micro¬ 
electronics, and the late eighties the entry 
of multinational corporations and the city ’ s 
emergence as the 'Silicon Valley’ of India 
(Heittzman 1997]. 

Each of the.se phases of growth has left 
its impact on the industrial stracture of the 
metropolitan region. Although textiles, 
silk weaving and the numerous public- 
sector enterprises are still the largest 
employers, they are not the areas of 
dynamic growth. Private-sector enter- 
pnses, in micro-electronics hardware and 
software production with foreign tie-ups 
represent the growth sector in the city. 

Under construction at Whitefield is a 
joint-sector technology park estimated to 
cost Rs 1,650 crore, 55 per cent of the total 
investment under implementation in the 
city. Cigarette manufacture, computer 
software, hotels and aircraft manufacture 
account respectively for about 13.6 per 
cent, 7 per cent. 8 per cent and 3.6 per 
cent of the total investment under imple¬ 
mentation. Snacks, fotn wear and silk yarns 
and textile articles comprise much of the 
balance. Rural Bangalore, on the other 
hand, is the site of a Volvo unit for the 
manufacture of buses and a Toyota- 
Kirloskar plant for utility vehicles. 


The third point of the southern ufban 
triangle is Coimbatore district, S3 per cent 
of whose population lives in urban areas. 
The million-plus city of Coimbatore and 
Tirupur, a town of 3,{>6,(XX), dominate this 
district. Both are textile-based towns but 
there the similarity ends. Coimbatore 
specialises in cotton yam production and 
has numerous large mills, while Tirupur 
is well known for its knitwear, specifically 
cotton T-shirts produced by numerous 
small-scale industries for export [Gulati 
1997]. Coimbatore, though a much larger 
city, has grown less fast over the last two 
decades than Tirupur, whose growth rate 
of 41.55 per cent during 1981-91 has been 
the highest among the 25 Class I towns 
(towns with a population exceeding 
I.OO.OOO) in Tamil Nadu. 

Apait from some new investment in 
cotton yarn, Coimbatore has not attracted 
much investment in the nineties. Tirupur. 
on the other hand, has done well for a town 
of its size, llie dynamic growth of its 
export-earning clu.ster of small-scale in¬ 
dustries has increased its importance. 
Currently under implementation arc a 
number of public-.sector projects to im¬ 
prove road and telecommiinication facili¬ 
ties in that town. 

The Risino Star: Hyderabad 

No other city has been hailed as much 
by the media as Hyderabad as symbolising 
an informaiion-ba.sed economy exporting 
to global markets and drawing on high- 
quality professionals and technology as 
Hyderabad. And no other state has re¬ 
ceived as much media attention in this 
context as Andhra Pradesh. Though Ban¬ 
galore is still ahead in terms of its software 
output. Hyderabad is predicted to over¬ 
take it in the 21 century. The thru.st to¬ 
wards software and information systems 
of Andhra Pradesh and Hyderabad re¬ 
ceived a big boost in the mid-nineties with 
Chandrababu Naidu coming to power in 
the state. 

An important addition to the Hyderabad 
scene since the Naidu government took 
over was the establishment of the Indian 
Institute of Information Management 
(HIM), with major software coiporations 
such as IBM, Oracle and Microsoft par- 
tici( iting in the development of its Vo¬ 
cational resources. Another one was the 
opening in December 1998, of the much- 
publicLsed Hi-Tech (Hyderabad Informa¬ 
tion Technology Engineering Con¬ 
sultancy) City a joint-sector project which 
cost Rs 1,500crore. 'lliis is a unique techno 
park with a wide variety of infrastructure 
facilities for information technology. 
Spread over 158 acres, it is the largest of 


ite kind in Aria tMemm 1998]. Thanks to 
reliable power supply, high-speed global 
connectivity and other support systems, 
two-thirds of its space has already been 
sold. 

Madhapur, the suburban area housing 
this part, has attracted other FT companies, 
for instance Baan Infosystems and Info 
Tech Enterprises. This investment to¬ 
gether with that in Hi-Tech City accounts 
for 72 per (%nt of the total investment 
under implementation in Hyderabad. Of 
the balance, around 8 per cent comprises 
the government’s investment in infra¬ 
structure such as roadways, telephone 
communication services aV airport ex¬ 
pansion. 

Hyderabad’s software exports accounted 
for only Rs 4 crore in 1992. By 1997-98, 
this had increased to Rs 273.3 crore. 
Hyderabad has recorded a growth of 140 
per cent in its information technology 
sector over the past few years. Its earnings 
from software exports and other domestic 
IT services are likely to reach Rs. 2.000 
crore by 2000 and Rs 16.0(X) crore by 
2005 [Menon 1998]. Hyderabad's one 
disadvantage vis-a-vis Bangalore is that 
there is no large city or corridor of smaller 
cities close to it. Synergies from the. 
spillover of inter-urban interaction arc 
limited here, and this could affect its 
growth. 

Delhi Region 

Delhi has exercised a magnetic pu<* on 
new investment, but most of it has gravi¬ 
tated to smaller towns adjoining the capi¬ 
tal rather than to the capital itself. Cheaper 
land and easy access to the capital have 
been among the reasons for this. Other 
than two large private hotels, most of the 
investment in the capital itself has been 
made by the central government - in tele¬ 
phone communication services and a smal 1 
railway bridge project. The’ much- 
publicised metro rail project, which will 
involve an investment of Rs 4,860 crore 
is still under negotiation. 

In adjoining Gurgaon district there has 
been invc.stment of Rs 1,500 crore by the 
central government in the expansion of the 
Maruti Udyog car plant. There has been 
some private investment in auto ancillaries, 
storage batteries and compressors and 
hotels. In Faridabad the central govern¬ 
ment is implementing a Rs 1,163 crore 
gas-based thermal power plant, while 
private capital has been invest^ in a wholly 
export-oriented floriculture project, ice¬ 
cream. cloth and lube oils over the last few 
years. 

Ghaziabad (UP) has drawn the most 
investment of the districts adjoining Delhi. 
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with considerable foreign capital in con¬ 
sumer etoctnmics and the Daewoo Motors 
plant under construction. In fact, about 
77 per cent of the total of Rs 5,549 crore 
invested in projects under implement¬ 
ation in Ghaziabad is foreign capital, 
with the Daewoo Motors plant account¬ 
ing for 62 per cent of ^ total. Auto 
ancillaries, oil-based thermal electricity, 
cement, frozen food and a five-star hotel 
and golf resort, are other areas of private 
investment. 

Growth in the Core Analysed 

The core areas show some common 
features regarding investment patterns. 
First, the complementary role of the public 
sector vis-a-vis the private sector. Invest¬ 
ment by the government has targeted areas 
favoured by the private «ector either 
through outlays on critical infrastructure 
or through investment in key industries 
.such as chemicals and petrochemicals. 
Secondly, in each of the largest cities in 
the core, that is, Mumbai-Pune, Delhi, 
Chennai and Bangalore huge investments 
have been made in the manufacture of 
automobiles and automobile ancillaries. 
Much of this investment has been made 
by foreign car companies. Foreign capital 
has also been entering the area of domestic 
appliances. 

Thirdly, although the economic base of 
the largest cities continues to be diversi¬ 
fied, the dynamic sectors are only a few 
and show aconsidcrable degree of speciali¬ 
sation. This means that their human 
capital requirements will be highly specific 
and their employment effects limited. 
Fourthly, many of the fast-growing sec¬ 
tors produce consumer products and .ser¬ 
vices that reflect the spread and accep- 
lanceof a global material culture by India's 
middle and upper income groups. The 
largest metropolitan cities are the best 
maikets for this culture. 

The Periphery 

This is a broad term that encompasses 
all those regions not experiencing 
growth of the type described above. It is 
a vast area spread over the north-east, 
the east (Bihar, West Bengal, Orissa), 
central India (Madhya Pradesh and the 
eastern parts of Maharashtra and Uttar 
Pradesh) and the northern btirders (Jammu 
and Kashmirand the interior of Raja.sthan). 
The socio-economic differences between 
the economically dynamic regions and 
these slow-growing and economically 
stagnant regioas are getting accentuated 
as liberalisation advances [Dutta and 
Goswami 1997]. The metropoliwn regions 
fallingin the periphery are giveninTable 3. 


As can be seen from the table, only eight 
of the 23 metropolitam cities fall in the 
periphery. As a whole, the periphery 
comprises less urbanised and less 
industrialised .states or portions of states. 
Secondly, it contains regions and cities 
that once saw better times - Calcutta best 
epitoini.se.s this decline. Calcutta today 
ranks fourth - after Mumbai, Delhi and 
Chennai - in many important economic 
functions. Though Calcutta’s decline 
began with its loss of capital-city status 
in 1911, it was hastened further by the 
overall decline in manufacturing industry 
that has be.sct West Bengal since the early 
sixties and which persists. 

In the sixties West Bengal, along with 
Maharashtra, was India's leading indus¬ 
trial state, accounting for 14 per cent of 
India’s industrial output. This had fallen 
to 9.8 per cent by 1980-81 and 5.6 per cent 
by 1992-93 [Government of West Bengal 
1996:110]. Indu.strial decline has affected 
all .spheres of business and commerce and 
is reflected in the slowly declining share 
of Calcutta's port and airport in all-India 
foreign trade. In 1985-86, 10.57 per cent 
of India’s exports and 9.57 per cent of 
India’s imports passed through Calcutta's 
port and airport. By 1995 this had fallen 
to 2.69 per cent and 5.5 per cent respec¬ 
tively [Government of West Bengal 
1996:150}. 

Compared to the other metropolitan 
cities in the periphery, however, the 
Calcutta region ha.s attracted some inve.st- 
ment since 1991, though the scale of 
inve.stment, particularly that undertaken 
by the private sector, has been relatively 
small. The largest project under imple¬ 
mentation in Calcutta city is a Rs 600 crore 
project for waste recycling funded by the 
state government. Cellular mobile phone 
service and hotels have also .seen some 
investment and a private sector leather 
complex is coming up. 

What is interesting to note about invest¬ 
ment in the Calcutta metropolitan region 
is that about 31 per cent of it is in the 
expansion of existing units. Thus, while 
there has been no new investment in the 
manufacture of cars in this region, Birla’s 
old factory is being expanded at a cost of 
Rs 100 crore. Similarly the investment in 
paper, tyre tubes and tubes has been for 
the expansion of existing factories. The 
one major new investment project in the 
metropolitan region is a private coal-based 
electricity plant coming upatBudge-Budge 
at a cost of Rs 1,853 crore. 

Nagpur is another city in the periphery. 
While it has some private investment in 
its steel products, it cannot match the 
dynamism of the cities of the western 


part of Maharashtra. In fact this city has 
seen the closure of many small-scale 
industries due to lack of effective demand 
for the capital goods produced by its large 
ftnns. In the other metropolitan cities of the 
periphery, the amount of investment under 
implementation is quite small, and in the 
case of Patna, Varanasi, Indore and 
Bhopal it is entirely accounted for by the 
central government’s outlay on small infra- 
suucture projects. These cities have not 
attracted any private investment. Kanpur, 
on the other hand, has attracted private 
invc.stment - though only a small amount 
- in the manufacture of two-wheelers. 

Conclusion 

The focus of this paper has been to 
highlight first the unevenness in the dis¬ 
tribution of the new investment made in 
the country since the early nineties and 
second, its impact on the major cities. A 
detailed examination of the size and type 
of investment in the larger cities indicates 
that there are emerging urban cores of high 
investment where growth is based pre¬ 
dominantly on automobile production, 
con.sumer electronics, computer software 
and infonnation technology, chemicals, 
petrochemicals and steel production. 

Tliese cores are geographically confined 
to the i^hmedabad-Pune urban corridor, 
the southern urban triangle of Bangalore- 
Chennai-Coimbatore, the northern region 
centred on the Delhi capital region and 
nearby areas in Rajasthan and Punjab, and 
new hubs of growth in the south such as 
Hyderabad, Vishakapatnam and Kochi. 
The remaining metropolises and the re¬ 
gions surrounding them have been virtu¬ 
ally bypassed by the new growth that has 
followed the liberalisation of the Indian 
economy. Quite clearly, the di.sparity 
between the northern and soutliem halves 
of the country that was beginning toemerge 
has become more entrenched during the 
nineties. 

Notes 

[Based on a paper presented at the intcmottonal 
Conference on ‘City. State and Region: Toward 
the 21st Century’ held in Hiroshima University, 
Hiroshima, Japan from December 19-20, 1998.] 

I This is seen in the case of both tla; per capita 
incomes of the states and the growth rates of 
per capita income. For in.stance. in 1970-71, 
Punjab, the wealthiest state, had a per capita 
Net .Slate Domestic Product (NSDP) that was 
39 per cent above the Indian average. By 
1995-96, its per capita NSDP had risen to 50 
per vent above the Indian average. At the 
bottom end, in 1970-71 the state of Bihar had 
a per capita NSDP that was only 60 per cent 
of the Indian average. By 1995-96, Bihar's per 
capita NSDP hod further declined to only 39 
per cent of the country's average. 
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2 The CMIE data on total investmentii compriie 
invejtment in projects that have just been 
announced, projects that have been fonnaUy 
proposed and those that are actually under 
implementation. Since there is big gap between 
investment in projects being implemented and 
total investments announced, the figures u.sed 
here are based on what is actually being 
implemented. 
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raient ues ana L.atent danger 

A Study of the Political Economy of Patent in India 

Biplab Dasgupta 

The creation, under the TRIPs agreement of 1994, of a uniform, standardised international patent regime, 
unheedful of the differing levels of development, natural and human endowments and history of various 
countries, has become controversial. Firstly, such a regime cla.shes with the 1993 convention on biodiversity 
wherein 170 countries have upheld the need for diversity. Secondly, the increasing patenting of life forms 
in the developing countries by the MNCs under the pretext of bio-prospecting will lead to a patent regime 
overwhelmingly in favour of the developed countries. Moreover the 20-year period of product patent rights 
together with the monopoly marketing rights eliminates the possibility of competing with the MNCs on equal 
footing. In such a scenario, what .should India's position be on this Lssue? 


1 

Introduction 

IN recent nionths/yean> public attention 
has been focused on the issue of patents, 
largely because of the devious manner in 
which attempts have been (and arc being) 
made by both the BJP and the Congress 
governments to stifle public debate on this 
highly important issue having serious 
implications for India's future course of 
economic development. At the same time, 
the very obscure nature of the subject as 
also the jargon deployed - legal, techni¬ 
cal. economic and scienti fic - have erected 
barriers to a proper understanding of the 
issues. This paper is an attempt to present 
the issues in a simplified lorm as a step 
towards a major national debate on these. 

The paper deals with four types of 
propo-sed amendments to the Indian patent 
legislation and their implications for the 
Indian economy and society. First, amend¬ 
ments to the Indian Patent Act of 1970 that 
need to be carried out by 2005 AD in order 
to conform to the international patent 
regime (IPR) prescribed by the World 
Trade Organisation (WTO). .Second, the 
transitional amendments required by the 
Trade Related Intellectual Property Rights 
(TRIPs) agreement pending such over¬ 
haul of the patent system, in particular the 
provisions regarding exclusive marketing 
rights (EMR) and the setting up of a 
mailbox for receiving patent applications, 
that is being debated at the time of writing 
this paper. Third, the proposed bill on 
biodiversity, being prepared by the min¬ 
istry of environment to give effect to the 
international agreement on bio-diversity 
that was signed in 1992, that is nine years 
ago. Lastly, the bill on plant varieties, 
mainly to safeguard the interests of plant 
breeders, to be sponsored by the ministry 
of agriculture. While transitional rules are 
being discussed now and will be placed 


for approval to the parliament in the last 
week of February 1999, those on 
biodiversity and plant breeders' rights are 
also likely to come before the parliament 
during the comming budget session. 

'Fhe paper is divided into five sections. 
In Section 11 we examine concept of 
intellectual property right and arguments 
ju.stifyiiig and opposing patents. In Sec¬ 
tion III this paper examines the main 
features of the international patent regime 
established by the TRIPs agreement at 
Marakesh in 1994, that is being imple¬ 
mented by WTO. the new organisation 
founded on January 1, 1995. to replace 
General Agreement on Tariff and Trade 
(GA'IT). Section IV deals more specifi¬ 
cally with the is.suc of biopiracy and various 
ways of protecting the biological wealth, 
while Section V deals with the political 
economy of patent, in the Indian context, 
in particular the controversy around the 
amendment to the Indian Patent Act of 
1970 in recent weeks and months. 

11 

The Concepts of Intellectual 

Property and Patent 

lNTEit.i-TTUAi. Property 

Intellectual property, as the name im¬ 
plies, has something to do with mental 
work, such as a song, a music, a poem, 
a film, and a computer software package, 
unlike properties such as land, car, or 
machine that are tangible and hav,. a 
physical existence. Intellectual properly 
right (IPR) is a right on such properties, 
and is recognised by laws relating to copy¬ 
right, trademark or patent. Copyrights are 
governed by the Berne convention for the 
protection of literary and artistic works, 
as revised in 1971 in the Paris Convention, 
and are recognised for 40 to 50 years. 
Trademark, another type of intellectual 
property, reflects the goodwill of a com¬ 


pany, eg, the logo of Bata Shoe Company, 
and carries the imprint of quality produc¬ 
tion. Some brand names are so well known 
that people identify those with the prod¬ 
ucts themselves, eg, Mobil, the produc¬ 
tion of Socony Mobil Oil Company, as 
motor oil, and Xerox, a product of the 
Rank Xerox company, as photocopying 
itself. These popular brand names or trade¬ 
marks - here we arc not talking about 
products that carry their logo, but only the 
right to use those names - can fetch very 
high prices if sold in the market. 

To qualify for patent right - another 
type of^inteilcctuai property right relating 
to invention of products, such as machines 
or medicines - three conditions need to 
be fulfilled: the invention has to be novel, 
non-obvious and of practical use. The 
inventor has to produce something that 
did not exist earlier. It has to be something 
that cannot be deduced quite easily, by 
those who know the subject, from what 
is already known. Further, an idea, a theory 
or a mathematical formula cannot be 
patented; it has to he embodied in some¬ 
thing that satisfies some practical needs. 
An inventor fu I fil ling these conditions can 
apply to the patent office, giving descrip¬ 
tion cif his invention, if necessary with 
diagrams or models, and providing evi¬ 
dence in support of his claim. Fhe patent 
right is conferred alter the verification of 
such claim, according to a well laid out 
procedure, by the patent office [Armitage 
and Davis 1994; 5-7; Quick’s Guide 1996:1]. 

The patent right endows its holder a 
time-bound monopoly in the given prod¬ 
uct. The right is more negative than positive 
in its orientation. For example. Article 10 
of the European patent legislation does 
not authorise implementation, but merely 
entitles the patent-holder to prohibit others 
from exploiting it for industrial and 
commercial purpo.sesfManally 1997:4]. 
During this specified time period no one 


Economic and Political Weekly April 17-24. 1999 


979 



else can produce the patented product 
without his permission. The patent-holdo' 
can exercise his right in a number of ways. 
If he so desires and can mobilise enough 
funding on his own, the patent-holder can 
set up a factory producing this, and, thus, 
can make the most of this monopoly right 
by earning a huge profit. As an alternative, 
he can sell his patent right to another 
company at a high price or can lease out 
his right to others to produce it subject to 
certain conditions. He can give his right 
to Company A, only to produce for the 
marlraiinMarketXand for no other market, 
and only for, say, three years, at a fee. In 
other words, like land or car, he can sell, 
transfer, lease, gift or otherwise dispose 
of his intellectual property. Such rights 
continue only during the patent pcricxl; at 
the end of which anyone can produce it 
without his permission. 

The justification usually given for the 
time-bound monopoly allowed to an in¬ 
ventor is that it allows the inventor to 
recoup his cost of developing this product 
and also to compeasate him for the risk 
he undertook. Further, it is also expected 
that such rewarding of innovation would 
encourage others to bring into being new 
things or new ways of doing old things, 
and. thus, help to extend the frontiers of 
scientific and technical knowledge that is 
going to benefit mankind as a whole. 

On the issue, how far and to what extent 
patents provide incentive to invent, no 
clear and unambiguous answer can be 
given. Though several studies show aciose 
relationship between patent and invest¬ 
ment, several others fail to reveal any. 
There is no evidence that Holland and 
Switzerland were harmed during their 
years without patent, in 1869-1912 and 
1850-1907, respectively. One Canadian 
study showed that patents were not 
important in investment decisions. As one 
scholar observed: “Overall there is no 
direct statistical association between the 
existence of patents and private R and D 
investment. Stronger patent laws are 
associated with more patent applications, 
but whether those inventions would be 
forthcoming even in the absence of IP 
protection is not known with certainty." 
Patents never lead to total exclusion of 
others, as the rivals can ‘invent around' 
a patent and make patenting less attractive 
[Lesser 1991:33. 35-36]. All these not to 
deny that patent rights, by establishing 
individual property in their invention, do 
provide incentive for invention in societies 
dominated by individualised values and 
norms, but to put such claims in a proper 
perspective. The history of mankind is 
replete with inventions having deep impact 


on the course of development, such as the 
invention of stone tools and wheel, for 
which the inventors were not commeiri- 
ally rewarded. 

Coming to agriculture, by far' the big¬ 
gest progress in increasing productivity in 
India has taken place umter a no-patent 
regime - the green revolution technology. 
Since the mid-sixties, the green revolution 
technology has led to a tripling of India’s 
food production in three decades. While 
sharing many of the ills associated with 
privatisation of rights and dependence on 
MNCs, it was free from the patent regime. 
What made green revolution possible was 
the purchase of a few kilogrammes of 
‘foundation seed’ of high-yielding wheat, 
rice and maize varieties from CYMMIT 
of Mexico and IRRI of Manila, theircross- 
breeding in agricultural universities, par¬ 
ticularly at Ludhiana, with local varieties 
to produce new varieties that combined 
the high-yielding properties of exotic 
varieties with (he durability and adaptabil¬ 
ity of local varieties to local ecology, and 
then to release those after several years of 
experimentation to seed farmers. The seed 
farmers multiplied those new varieties and 
sold those to actual farmers who planted 
those [Dasgupta 1976]. 

The debate on intellectual property and 
the role of patents in disseminating or 
obstructing information has raised many 
interesting questions that remain un¬ 
resolved. It was Arrow who highlighted 
the fundamental paradox of information, 
a global public good with an innate ca¬ 
pacity for diffusion. Information is not 
maricetable until revealed, as its value is 
not known prior to its revelation, while 
consumer's willingness to pay can be con¬ 
cealed after revelation of the information 
- since transfer has already occurred. 
Further, it is extremely difficult to segre¬ 
gate between infonnation flows, as there 
are a multitude of potential paths leading 
to the same conclusion [Swanson 1997: 
153-55]. 

Ill 

Global Intellectual Property Regime 
under GATT-WTO 

In India, as early as in 1852, under the 
British colonial regime, the first patent 
legislation was passed and a patent office 
was established. Similar patent legislation 
and accompanying offices and procedures 
came into being in other countries too. A 
number of important international con¬ 
ventions on intellectual property rights 
predate the TRIPs agreement at Marakesh 
in April 1994, such as the Stockholm 
Convention of 1967, the Berne convep- 
tion for the property of literary and artistic 


works and iu Pluis Act of 1971, the Rmne 
convention of 1961 for the protection of 
performers, producers ofphooogramsand 
broadcasting organisations and die 1989 
Treaty on Intellectual Pn^rty in Respect 
of Integrated Circuits or IPIC accord 
[Schott 1994: 115-16]. 

Until 1995, the World Intellectual Prop¬ 
erty Otganisalicm (WIPO), based in Geneva 
and established in 1974following a world 
intellectual property convention at 
Stockholm in 1967, was the agency to 
look after such issues. There have been 
several international conventions on patent 
rights, between the Paris (1883) and die 
Stockholm (1967)ones, atBrussels(1900), 
Washington (1911), The Hague (1925), 
London (1934), and Lisbon (1958) and 
nearly all (he issues relating to intellectual 
property examined by the Marakesh agree¬ 
ment had been covered by those [Keyala 
1998:19]. WIPO made a distinction be¬ 
tween four types of patents; product per 
se, product by process, by uses and by 
processes. Aspirin is patented as a product 
per se, but its anticlotting property can 
also be taken as a u.se patent; one cannot 
use the second patent without infringing 
the first. Patents were asually for 14 to 20 
years, but there were wide variations 
among countries in terms of patent period 
specific to various items. Most less-devel¬ 
oped countries and Europe exc luded plants 
and animals or the method of treatment 
of human or animal body from patent law, 
and many also excluded food.stuff and 
medicine (Lesser 1991:10-15, 28]. Gen¬ 
erally speaking, individualisation of rights 
in intellectual property by way of patents 
have accompanied capitalist development 
in industry and agriculture for more than 
one-and-a-half century, along with 
individuali.sation of other property rights. 

The reason why this subject has become 
controversial in recent years is because of 
the creation, under the TRIPs agreement 
of 1994, of a uniform, standardised inter¬ 
national patent regime that applies uni¬ 
formly to all the countries, irre.spective of 
their levels of development, natural and 
human endowments, and history. To jus¬ 
tify GATT takeover in an area hitherto 
reserved for another international agency, 
WIPO, the ‘trade related’ part secrecy is 
usually fostered by the fear of stealing of 
industrial secrets by rivals and their pat¬ 
enting to tho.se ahead of the former. In¬ 
dustrial espionage has become a fact of 
life in the developed countries. The over¬ 
all experience is that patents create mono¬ 
poly and erect barriers to ejissemination 
of knowledge [Corner House 1997:3-5]. 

The TRIPs takeover of WIPO role is not 
first time that international bodies, mostly 
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afnuaiea m umiea naaons. nave oeen 
supplanted to make room fat the world 
economic trinity - holy or unholy accord¬ 
ing to one's point of view - of fund, bank 
and WTO. The United Nations Environ¬ 
ment Programme (UNEP) has been sup¬ 
planted by Global Environment Facility 
led by W<^ Bank, trade issues have been 
taken over from the United Nations Con¬ 
ference on Trade and Development 
(UNCTAD) and given to WTO. invest¬ 
ment measures have been taken away by 
WTO from United Nations Industrial 
Development Organisation (UNIDO) and 
labourslandards from IntemtUional Labour 
Office (ILO). 

Marakesh Agreement 

The recent controversy on patents arises 
from the Marakesh agreement of April 
1994, following seven years of trade 
negotiations under the Uruguay round of 
GATT, from 1987 to 1994. During this 
last round of GATT negotiations a number 
of new items were intrcxluced: intellectual 
property rights (IPR), services, and invest¬ 
ment among others. Further. dra.stic trade 
liberalisation was proposed in ca.ses of 
textiles, agriculture and government pro¬ 
curement. while several trade rules such 
as anti-dumping, subsidies, countervailing 
measures and safeguards came under 
discussion [Dasgupta 1998: Chapter 41. 
Initially, the less developed countries, 
including India, strongly opposed the 
introduction of those new items in GATT 
negotiations,but after the disintegration of 
the Soviet Union in 1991, .such opposition 
withered away. 

The two years of discussion on Dunkel 
draft (1991-93) was an exclusively rich 
country matter. The dispute was mainly 
between western Europe and the United 
States on the question of agricultural 
subsidy, while Japan also played a major 
role [Dasgupta 1998: 163-64). The final 
Marideesh agreement of April 1994 also 
included a number of separate agreements 
on services, investment, intellectual prop¬ 
erty and agriculture among others. In all, 
38 such agreements were signed. 'Ihe 
signatory countries were not given the 
option - as had always been the inter¬ 
national practice, followed even in the 
case of agreement of the European com¬ 
mon market - of opting out of some of the 
provisions, its signature on the one and 
only dotted line signified agreement with 
the entire document, comma, semi-colon, 
period, all. TRIPs, Ihe most important 
amongst those, has led to the establish¬ 
ment of an international patent regime. 
The member countries have been asked 
to amend their own patent laws in con- 


torroity with the latter Within a givon 
timeftiune [Dasgupta 1998; 170-74]. 

C0MH.AINTS ABOUT Piracy 

For several years preceding Uruguay 
round GATT negotiations the western 
countries had been complaining about the 
‘piracy’ of their intellectual property by 
China and east Asian countries. In 1990, 
eight cases were lodged by the US govern¬ 
ment under Super 301, against less devel¬ 
oped countries, on the violation of IPR. 
In 1988 IBM induced the government of 
the US to put Brazil on Super 301 hit list, 
following allegations over a national 
informatics law that was designed to protect 
the national computer industry; the threat 
was withdrawn only after Brazil agreed 
to amend that legislation. In 1987 and 
1988, similar disputes with South Korea 
and Thailand on software protection were 
resolved after the ‘offending* legislation 
were amended [Watkins 1992:81-82). 
China too came under the threat of Super 
301, and was asked to introduce patent 
legislation and to pay royalties, retrospec¬ 
tively, on patent infringement dating back 
to 1986 “ though it was ignored by Ihe 
Chine.se [Watkins 1992:131). 

Thus, a .stning lobby had been operating 
in the US and other western countries from 
the early eighties that felt that their po¬ 
sition at the cutting edge of technological 
progre.ss was being eroded by unauthorised 
copying of their intellectual property. And 
while ‘export-back’ of the ‘pirated pro¬ 
ducts’ to the US could be restricted by the 
US law, they felt that, such piracy restricted 
their markets in the other countries. A 
globalised patent regime was the only way 
to protect themseivc.'! from such ‘piracy’, 
they argued [Dcardorff 1993:435). 

Some estimates were made in the late 
eighties to show that the US firms were 
annually losing around $ 61 bn from such 
piracy of theirintellectual property, around 
$ 3-6 bn of those by the chemical and 
pharmaceutical industry alone [Lesser 
1991:1). The lobbying became more 
intense as the Uruguay round GATf 
negotiations proceeded. The Dunkel draft 
was severely criticised for its failure to 
bring the patenting of all life forms under 
the GATT rules. Similarly, the Marakesh 
agreement was criticised for its failure to 
grant ‘pipeline’ protection for drugs al¬ 
ready invented but not yet on the market. 
A section of that lobby even demanded 
withdrawal of the US from the Uruguay 
round should their demands remain 
unfulfilled (Watkins 1992:130). A large 
component in this coalition in favour of 
globalisation of intellectual property rights 
was agro-chemical conglomerates, such 


as Pfizer, Monsanto and Du Pont. In case 
of grain, Cargill Corporation played a key 
role in advising US government on this 
issue [Watkins 1992:38]. The signing of 
TRIPs signalled the victory of their sus¬ 
tained campaign for years. 

TRIPs agreement provides a compte- 
hensive set of global trade rules for the 
protection of copyrights, patents, trade- 
marics, industrial designs, trade secrets, 
semiconductor layout designs, and geo¬ 
graphical indications, that apply to all the 
member countries irrespective of their 
levels of development, natural and human 
endowments and history (Schott 1994; 
117-18]. Every member country has been 
asked by WTO to amend itsnational patent 
law toconform to that universal, globalised 
format. Under Article 65, the developed 
countries have been asked to change their 
laws within one year, and the less devel¬ 
oped countries within another five years, 
and an additional five years for legislation 
relating to pharmaceuticals, agro-chemi¬ 
cals, food, alloys, etc. The least developed 
countries have been asked to make those 
changes by 2005 AD [Schott 1994:120]. 

Contrast with Rio Barth Summit Call 
FOR Bio-Divkrsity 

Tliis attempt at global standardisation 
and uniformity by way of TRIPs agree¬ 
ment is in conflict with the main thrust 
of the Rio Earth Summit of 1992 that set 
out the conditions for su.stainable devel¬ 
opment. These two reveal two contrasting 
types of international approaches and 
norms. While the 1992 Earth Summit and 
the 1993 convention on bio-diversity 
(CBD) focu.scd on ‘diversity’ as being 
fundamental to .sustain life and develop¬ 
ment. TRIP.S and WTO are pushing for 
‘conformity’ to international standardised 
norms on patents, services, labour, invest¬ 
ment and what not, irrc.spective of their 
history, ecology, level of economic devel¬ 
opment, etc [WCED 1990). But despite 
their diametrically opposed viewpoints, 
170 countnes signed CBD upholding the 
need fordiversity, and 1.50countriessigned 
the TRIPs agreement in 1994 claiming the 
urgency of uniformity, with a very large 
element of common names (130) in both 
[Gaia and GRAIN 1998:1-2). 

The convention on biodiversity (CBD) 
in its Article 16,5 specifically asseris that 
intellectual property rights must not be in 
conflict with coaservation and sustainable 
use of bio-diversity, a provision that has 
been totally ignored by those who com- 
po.scd the TRIPs agreement [Swanson 
1997:1; Gaia and GRAIN 1998:1,3]. 
While in case of agriculture the higher 
yield of patented products induce the 
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production pattern, the resulting narrow¬ 
ing of genetic base makes the economy 
and society more vulnerable to plant dis¬ 
eases and epidemics [Lesser 1991 ;61; Gaia 
and GRAIN 1998], It is true that the move 
towards cultivation of a smaller number 
of higher yielding varieties and the uni¬ 
form spread of the same variety over a 
large space predates the present debate on 
patent, particularly since the introduction 
of the green revolution technology in the 
mid-sixties, but there can be no doubt that 
the latter has brought about a qualitative 
change in the scenario and has created 
possibility of a vast quantitative change 
too in that direction f Dasgupta 1976; Lesser 
1991: 61-631. So far no attempt has been 
made to reconcile the two conflicting 
approaches of CBD and TRIPs. If diver¬ 
sity is so important forsustaining life, how 
can WTO demand conformity to 
standardised global formats? 

Other Issues 

Questions have been raised as to how 
far this new patent regime would allow 
effective competition or di.ssemination of 
information. Some have taken the view 
that it departs from the competitive ideals 
and further restricts the access of the poor 
countries to technology [Stewert 1993: 
20-21]. While the main thrust of GATT 
negotiations in the past had been against 
protection of domestic industries by way 
of tariff or quota restrictions, TRIPs is by 
its very nature a protective arrangement 
[Deardorff 1993; 436J. Its Article 39 
provides fur the protection ot undisclosed 
information, except where necessary for 
public good. 

The moral lone underlying TRIPs, that 
(a) one is entitled to enjoy the fruits of 
his creative activities, and (b) piracy of 
intellectual property is unethical, has also 
been challenged on the ground that this 
is a Buro-ccntiic view of culture, reflect¬ 
ing individualist capitalist western value 
system. What is piracy and what is not is 
a matter of national patent law, governed 
- at any rate until the uni versalised patent 
regime under TRIPs - by the pnnciple of 
territoriality. 

Even in the west where intellectual 
property is jealously guarded against 
piracy, ideas cannot be copyrighted, only 
their expressions in a particular form can 
be; and even in that ca.se the protection 
given is valid only for a given time-period. 
In other words, implicitly, even the we.st 
sees the benefits of protection declining 
over time as the social cost of patents 
exceeds its benefits. Patent rights arc not 
absolute, anrl are to be judged in tenns of 
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mates regarding co,sts and benefits also 
vary over space [Deardorff 1993:438-40]. 

While the US sees patents as a maUer of 
indi vidual right, to some it is one of national 
economic policy [Lesser 1991:1-2], Patent 
rights, while providing incentive to in¬ 
vent, grant a monopoly and give rise to 
monopoly prices, thus reducing consumer 
welfare, as he would now consume less 
than he would have without .such mo¬ 
nopoly [Deardorff 1993:441]. In this sense, 
patent is very much like import control 
and in having a similar social welfare 
impact on consumers as the latter. Thus, 
if import control is bad, by the same rea- 
.soning, patenting is also equally bad - one 
cannot uphold one and decry the other. 

It has also been found that about two- 
thirds of patented products are never 
produced. They are patented to keep rivals 
away from the field, while the firms 
concerned continue to produce similar 
products catering to the same type ot 
consumer need, thus further reducing 
con.sumer welfare [Lesser 1991:5]. Al¬ 
though most national patent laws provide 
for ‘compulsory licensing', that is forcing 
the patent-holder to permit use of patented 
product by others, that is not easy to 
implement [Le.sser 1991: 16, 25]. The 
TRIPs agreement is not keen about com¬ 
pulsory licensing, and provides for de¬ 
tailed conditions regarding notification, 
remuneration, and judicial review, etc, 
before such compulsory licensing can be 
introduced. Compulsory licensing of .semi¬ 
conductor technology is only allowed 'for 
public non-commcrciai use’, or to remedy 
anti competitive practices and must afford 
adequate compensation to the right holder, 
under Article 31C [Schott 1994:119]. On 
the other hand, in patent legislation of 
several countries, such as Argentina, Brazil 
or China, the ‘compulsory licensing’ 
provisions more effectively force the 
patent-holder to desist denying accc.ss to 
the patented product and makes it possible 
for others to apply to the patent authorities 
for permission of such use against a fee 
or royalty [Keyala 1998:75-77]. 

Another aspect of this globali.sed patent 
regime is its differential impact on the 
more or less developed countries. Vaitsos 
estii ated in 1972 that, in case of the less 
developed countries, 80-85 per cent of the 
patents is held by foreign interests, a figure 
confirmed by a subsequent UNCTAD 
study in 1975 [Vaitsos 1972:77]. It is more 
than likely that the proportion remains the 
same now or has actually increased [Lesser 
1991:45]. According to. a more recent 
dcKument of WIPO, the citizens of devel¬ 
oped countries hold 95 per cent of African 
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70 per cent of Asia [Gaia and GRAIN 
1998; 7]. According to another source, the 
vast majority of bio-tech patents are in the 
name of the companies originating in the 
west - in 1990,36 per cent of those were 
in the name of the US companies, 32 pet^ 
cent in the name of the European com¬ 
munity companies, and another 23 per 
cent in the name of their Japanese coun¬ 
terparts - an aggregate of 91 per cent 
[Swanson 1997:104]. 

Given that an overwhelming proportion 
of patents originate in the developed worid, 
patent protection is likely to lead to a 
transfer of income from the less developed 
to the more' developed countries and 
thereby to widen income disparities be¬ 
tween the two [Deardorff 1993:445]. The 
less developed a country is at the ^gin¬ 
ning of the globalisation process initiated 
by WTO the greater would be its difficulty 
in pushing exports and in competing with 
pr^ucts supported by the international 
patent regime. Therefore, for these coun¬ 
tries “although the export market reihains 
an important option, it cannot be the sole 
route’’ [Fishlow and Gwin 1994: 9]. As 
one Fund-Bank document concluded in 
1994; “Countries with less immediate 
.scope for attracting high-technology in¬ 
vestment or exporting intellectual prop¬ 
erty tend to regard TRIPs as a mechanism 
for transferring economic rent.s to techno¬ 
logically advanced countries’' [Develop¬ 
ment Committee 1994: 71]. 

Another consequence would be a shift 
away from the public domain as public 
funding of research and development for 
the overall benefit of citizens would be 
replaced by private companies solely 
concerned with their own profit [Dommen 
1993:10]. Generally speaking, most basic 
scientific research is undertaken with 
public fund, mainly by the universities 
and research institutions patronised by the 
government. With public subsidy, “once 
discovered, an invention can be dissemi¬ 
nated virtually without cost’’, and it can 
be shown that such 'common knowledge’ 
products are efficient to finance publicly 
[Lc.sser 1991: 38-39, 47]. On the other 
hand, MNCs use the fruits of such basic 
research by making further investment on 
adaptive research for their commercial 
use. They cover only a small part of the 
total cost of research but then claim patent 
(that is monopoly) rights in order toexcludc 
others from the fruits of such research. 

Constantine Vaitsos sees in the patents 
a ‘defensive .strategy’ by foreign compa¬ 
nies “. ..to preserve markets that were once 
captured through exports and are subse¬ 
quently threatened by competitors and/or 
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by the import-substituting strategies of the 
host countries. In this context, patents, far 
from providing a stimulus to foreign in¬ 
vestment, appear to be a critical factor in 
blocking investments*' [Vaitsos 1972:71]. 
Nadal sees patents as a “powerful instro- 
ment to achieve control over markets, even 
without direct investment” [Nadal 
1977:229; Lesser 1991:59]. Talking about 
the impact of patents on agriculture, Vellve 
sees possibilities of higher agricultural 
costs and less welfare as a consequence 
of patenting of agricultural technologies 
[Vellve 1989; Lesser 1991: 60]. 

Further, as the experience shows, it is 
not usually the giant conglomerates with 
tentacles spread all over the world that 
make the earth-shaking discoveries, not 
even Bill Gates of Microsoft, the icon of 
the modern computer era. Many of the 
important original inventions and discov¬ 
eries are made by small guys working in 
their tiny workshops, who sell themselves 
and their patented products to the MNCs 
as they cannot afford further co.sts of 
development and sales promotion. 

TRIPs forecloses for the less developed 
countries of today the industrial strategy 
adopted by all the developed countries in 
the course of their development in the 
past. Japan and east Asian countries par¬ 
ticularly in recent years, of liberally using 
foreign technologies or resorting U) re¬ 
verse engineering, for their own techno¬ 
logical and industrial advancement 
[Hoggard 1994: 107). For instance, Tai¬ 
wan had loose or no international patent 
or copyright law, anil followed the tech¬ 
nology curve and prixluct cycle of Japan, 
often purchasing second-hand technology. 
As one leading scholar on east Asia com¬ 
mented: “it is impo-ssible to calculate how 
much of Taiwan’s early growth was 
fuelled by the learning that went on while 
trying to reproduce products protected 
elsewhere in the world". In the early 
eighties US trade representative’s office 
accused Taiwan of Iwing responsible for 
60 percent of counterfeit and pirated items 
in the world market [Brautigam 1995:170). 

That option, good or bad, right orwrong, 
moral or immoral, does not exist any more. 
In case of Japan and other east Asian 
countries ‘reverscengineering’ was nearly 
always the first step towards technologi¬ 
cal self-sufficiency, a path that India can 
no longer take. ‘Local content require¬ 
ment’ was another that the former used 
to protect their na.scent indigenous indus¬ 
tries and to keep foreign predators away ; 
that too is banned under Trade Related 
Investment Measures (TRIMs). In other 
words, India will have todo without the two 
major props these east Asian countries 


used in their journey towards industriali¬ 
sation [Dasgupta 1998:268-70]. While the 
western countries and their companies are 
generally shy about transferring tech¬ 
nology to the poor countries, there is a fear 
that IPR would further reduce such trans¬ 
fer and access to sophisticated western 
techiwlogies [Castro 1994:52]. 

Patents in India 

As we have already noted, patent legis¬ 
lation has a long history in India. Begin¬ 
ning in 1856, the Indian patent law has 
been revised a number of times [Keyala: 
18). The latest, the Indian Patent Act of 
1970, recognises patent rights for a period 
of seven to 14year.s. Article 5 of the Indian 
Patent Act provides that in case of inven¬ 
tions (a) claiming .substances intended for 
use or capable or being used as food or 
medicine or drug, <b) relating to substances 
prepared or produced by chemical pro¬ 
cesses (including alloys, optical glass, 
semiconductors and inter-metallic com¬ 
pounds) no patent shall be granted in 
respect ot claims for the substances them¬ 
selves, but claims for the methods or 
processes of manufacture shall be patent¬ 
able. Even in areas where patent is per¬ 
mitted, the government is empowered to 
ro ject patent application in national intcr- 
e.st. Further, to prevent acquiring patent 
rights solely with the objective of keeping 
the rivals out. tire government retains power 
to reject patent and/or to make patented 
products compulsorily available to users. 

One major change, introduced by the 
TRIPs agreement, has been in relation to 
product and priKCSs patents . In Indian 
patent legislation a distinction is made 
between ‘product’ patent and ‘process’ 
patent. The Indian Patent Law of 1970 
allowed priK’ess patent but not pnxluct 
patent, for loird, medicine, agro-chemi¬ 
cals, etc. ‘Process’ means, say lor a medi¬ 
cine, the combination of various ingredi¬ 
ents - chemicals, medicinal plants, herbs 
and othei biological products and so on 
- in specified proportions, and by using 
a technique or a way of combining those, 
that makes the production of such medi¬ 
cine possible. It was, therefore, possible 
for an Indian pharmaceutical company to 
buy a ‘process’ of making a particular 
medicine, in exchange of royalty paid to 
the patent-holder in a foreign country, but 
then to produce the medicine by using 
cheap, local material. This way life .saving 
drugs can be sold in India at a pnee that 
is one-twentieth ot their price in the 
developed countries. 

Now under Article 28 of the TRIPs 
agreement this distinction between ‘pro- 
ce.s.s’ and ‘product’ patent has been abol¬ 


ished. It is the product that is patented^ 
while the process directly used for makii^ 
that product is also implicitly patented at 
the same time. After 2005 AD, when the 
deadline of TRIPs expires and the Indian 
law is amended accordingly, the ‘product* 
cannot be made locally with cheap mat¬ 
erials, and will have to be purchased from 
the foreign companies at exorbitant prices. 
As Economic Commission for Latin 
America and Caribbean commented; “TTie 
rules on intellectual property area particu¬ 
lar cause of concern, since they may raise 
the prices of medicines and other patented 
products in the short run, but may also 
limit access to new technologies in the 
longer term” [ECLAC 1994: 44). As 
another expert commented: “As for the 
impact ot life patents on the welfare of 
third world farmers, it is evident that 
patented agricultural technologies (seeds, 
biocides, etc) will increa.se production 
costs” [Vellve 1989). 

Another controversial provision of 
TRIPs (in Article 34) is to reverse the 
burden of proof; it is for the defendant to 
prove that an identical product has been 
produced by a process other than the 
patented one. This violates one of the 
cardinal principles of Anglo-Saxon juris¬ 
prudence, that a person is presumed in¬ 
nocent until found guilty, lliirdly, under 
the Indian patent law the maximum period 
for which patent right can he exercised is 
14 years. Now TRIPs has made it uniform 
and universal at 20 years. This change has 
come at a time when there are weighty 
argumcnt.s lor doing just the opposite ~ 
of revising the period of patent rights 
downwards. These day.s, technologies 
change much faster in a matter of three 
or four years. To give an example, while 
radio and gramophone lasted for decades, 
the black and white TV, coloured TV, 
cable TV, VCR, multimedia, have come 
in quick succession, aftei every four or 
five years. In this situation, by the time 
the patent period of 20 years expires, there 
would be no takers for the obsolete tech¬ 
nologies. Even computers do not last 
beyond 4-5 years, while software pack¬ 
ages arc revi.sed every two years or so. To 
revi.se patent jicriod upward to 20 years 
now implies that the MNCs would con¬ 
tinue to control technological advance 
forever. These MNCs have .sufficient 
money power and brain power to invest 
in research and development and to per¬ 
petually maintain their lead over the less 
developed countries, so that long before 
one period of patent would be over an¬ 
other - better and more attractively pack¬ 
aged ~ product would be launched cater¬ 
ing to similar needs. 
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Fourthly, whereas life forms ate not 
patentable under the 1970 law, after it is 
amended in line with the TRIPs agree¬ 
ment, by 200S AD, it would have to 
provide patent protection for the plant and 
animal varieties or to take recourse to a 
sui generis system that would serve more 
or less the same objective [Schott 1994: 
118-19], Sui generis means something 
unique or distinct, but serves the same 
purpose. Among the rich countries nearly 
all, including the US and Japan, opted for 
patent system in case of plant and animal 
varieties. The European parliament was 
the last, as late as May 11. 1998, to adopt 
patents on life when a new law on patents 
on biotechnology was passed. The Indian 
government is also thinking along those 
lines. 

Transitional Rules 

While the amendment of patent legis¬ 
lation for pharmaceutical and agricultural 
chemical products can wait until 200 .'! 
AD, certain transitional changes were 
required to be made by the signatories 
to the Marakesh agreement before they 
joined the new internarional trade 
organisation - World Trade Organisation 
(WTO) that had replaced GATT from 
January 199S. Under transition rules they 
were asked to set out application pro¬ 
cedures as if such protection were already 
available. After the transition period had 
expired, those countries were expected, 
under Article 70.8 of the TRIPs agree¬ 
ment. to grant applications that were filed 
during the transition periixl patent protec¬ 
tion for the remainder of the patent term, 
counted from the filing date. In addition, 
under Article 70.9, such countries were 
required to grant exclusive marketing 
rights (generally for five years) until a 
decision was made on the patent applica¬ 
tion, if a patent application was made 
and granted in another country [Schott 
1994:119], 

The.se transitional rules, which have the 
effect of virtually negating the 5-11 years 
time periods allowed to those countries, 
generally came to be knvtwn as exclusive 
marketing rights (EMR) and mailbox 
(or pipeline protection). Under EMR, it 
would no longer be necessary for a patent- 
holder to apply separately to each country 
for patent rights. Once a product is pat¬ 
ented in any one country, it becomes 
automatically and universally applicable 
to all the member countries of WTO, even 
without any examination of the validity 
of their claims - in terms of their novelty. 
non-obviou.sness and having practical use 
- by the country/government concerned. 
Nor would the couniry/govcrnment be 


permitted to impose conditions that safe¬ 
guard the interests of the domestic industry, 
e g, by way of compulsory licensing rights. 
Every country is bound to give exclitsive 
marketing rights to that patent-holder, who 
has obtained patent anywhere in the world, 
as long as that country is a member of 
WTO. In other words, patent-holder is 
going to have a lethal combination of two 
types of monopoly rights arising from 
patents and EMR. Given that the over¬ 
whelming majority of patents are owned 
by the rich countries, the benefit would 
accrue overwhelmingly to the multi¬ 
national companies of rich countty origin, 
and indigenous products would be driven 
out of the markets of the poor countries 
like India, e g, Indian basmati. 

The mailbox provision - meaning an 
arrangement for receiving patent applica¬ 
tions. mainly from the multinational coun¬ 
tries - as.sumcs that our patent law would 
be amended by the year 2005 AD. and 
under this the government will begin 
receiving ptent applications in order to 
determine the position of a company in 
the queue. This is an extraordinary piece 
of legislation that is based on the prob¬ 
ability of the passing of another legislation 
in .some future date. 

IV 

Issue of Biopiracy 

A major issue concerns patent rights on 
seed varieties. Under the TRIPs agree¬ 
ment, plant varieties arc expected to be 
protected in one of the following three ways 
- by patents, by a sui generis system, or 
by a combination of the two [Dasgupta 
1998:173-74]. 

Ever since the conclusion of the 
Marakesh agreement, prompted by this 
provision, there has been a mad tush from 
the large multinational firms to collect 
germplasms of wild plant varieties located 
in the less developed countries. Hordes of 
such multinational agri-business and 
pharmaceutical firms are descending on 
India and other countries that ate eco¬ 
nomically poor but rich in biological 
wealth, and are scouring the countryside, 
fore.sts and bushes for plant varieties. These 
MNCs are taking selected specimens out 
of the country, by means legal or illegal, 
and .hen, after some tinkering and cross- 
brccditig with other varieties, producing 
new varieties that they are claiming to be 
unique and distinct, and then patenting 
those in their own countries. Once pat¬ 
ented such varieties become the private 
property of the patent-holder unti I the time 
when (he patent right expires. Under EMR, 
if the amendment discussed above is 
passed, the patent-holders of a product 


patented anywhere in the worid would 
drive out indigenous competitors firom rite 
Indian market. 

This process of stealing and plundering 
the biological wealth of the third world 
countries, which accounts for nearly two- 
thirds of the total, by the multinMional , 
firms originating in the west, has come to 
be known as ‘biopiracy*. The countries 
rich in biological wealth and poor in eco¬ 
nomic terms account for top ranks in 
terms of mammal, bird and plant varieties. 
India figures eighth in rank in terms of 
both mammal and bird species, but no 
developed country figures among the first 
eight [Swanson 1997:47]. Countries top¬ 
ping these lists, such as Indonesia. Brazil, 
Peru, Mexico, or Columbia, are also 
ahead of the developed world in terms of 
diversity of plant variety. Since 1971 a 
network of gene banks and international 
centres for the assembly of germplasm 
collection is operating, and by mid¬ 
nineties the number of such centres be¬ 
came 227, spreading over 99 countries 
that account for 90 per cent of landacres 
of such crops as wheat, com, oat and 
potatoes [Swanson 1997:1011. But this 
docs not take away the need lor the con¬ 
servation of plant varieties in situ. Ex situ 
preservation is possible only for a traction 
of the species, and preserve selected spe¬ 
cies not the ecosystem, and thus ri.sks the 
loss of species that are reliant on the 
symbiotic relationship within an ecosys¬ 
tem [Sedgo and Simpson 1995:81]. 

The most talked about case of biopiracy 
has been the patenting of neem tree, which 
is a part of the Indian folk culture and 
whose medicinal and other properties had 
been known to the Indian people from 
time immemorial. Nor is such patenting 
confined to Indian medicinal plants; e g, 
the male sterile variety of Quinon, a high 
protein cereal of Andean countries was 
patented in the US in 1994, though it was 
only a discovery [ECOBP 1998:4]. The 
irony of such patenting is that patented 
products, processed by the foreign com¬ 
panies, would now have to be purcha.scd 
by Indians who are used to getting those 
free in nature [Shiva and Holla-Bhar 1993]. 
Similar patent rights have been claimed 
on other medicinal plants - eg, haldi, 
salal, dudhi, gulmendhi, bagbherenda, 
karela, amla, jar amla, anar (pomegran¬ 
ate), rangoon ki bel, castor, vilayeti sisham, 
chamkura [Shiva 199:7] - whose proper¬ 
ties had been known to Indians, as in the 
case of neem, from time immemorial. 
However, in case of haldi, another highly 
important plant with medicinal properties, 
the US medical school was forced to 
revoke patent on its use for healing 
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wounds, in 1987, after Indian protest 
[ECOBP 1998:4]. 

Recently Ricetec, a Texan seed breed¬ 
ing company, collected some specimens 
af the Basmad rice plants from India and 
Palcistan, then cross-bred those with some 
liigh-yielding varieties, and claimed that 
It had produced a new rice variety. Earlier 
they were selling their products as 
Texmati’ (that is Basmati of Texas) or 
‘Kasmati’ (Basmati of Kashmir), playing 
3 n the word ‘mati’ to attract consumers. 
t<low they have dropped those pretensions 
ind are selling their rice as ‘Basmati’ 
md have patented their product in the 
US. Similarly, patent rights have been 
:laimed on neem and haldi among others. 
Under EMR. they would be able to push 
Indian Basmati out of the Indian madcet 
Itself. 

This company is making two contradic- 
ory claims; first, what they have produced 
s unique, non-obvious and of practical 
jse, and distinct from Indian and Pakistani 
Basmati, which justified their patent ap¬ 
plication, and second, their variety is a 
;xact replica of Ba.smati when it comes 
o taste; one eating their Basmati rice 
ivould not know the difference between 
he two. However, theclaim that the Ricetec 
Basmati is novel can only sustained on the 
ground that it can now be grown outside 
India and Pakistan. While Ricetec claims 
Basmati'867 is an ‘instant invention of a 
lovel rice line', in fact it only made use 
jf conventional breeding methods [Shiva 
1998b:4]. The company’s claim that the 
invention “is based on the surprising 
Jiscovery that certain Basmati plant and 
grain characteristics and aspects of the 
growing environment for traditional 
Basmati rice lines are not critical to per¬ 
ceived Basmati product quality by 
con.sumers’’is equally dubious [Shiva 
1998a:21. 

The developed world doublespeak is 
also revealed in the way they refer to the 
‘common heritage of mankind’ [Lesser 
1991:64]. The developed countries de¬ 
mand that all germplasms be recognised 
as a public resource and a part of the 
heritage of the mankind. That would give 
them the right to collect germplasm in the 
wild or as landrace varieties without com¬ 
pensation on the ground that these belong 
to the ‘common heritage of mankind’. 
But, after improving the variety through 
research and experimentation, they do not 
hesitate to sell these against payment to 
countries including those from which such 
germplasm had been originally collected 
[Lesser 1991:64]. This attitude of devel¬ 
oped countries has led the less developed 
countries to make two specific demands; 


first, that the companies collecting those 
germplasms should pay to the local com¬ 
munities to which they belong, and, sec¬ 
ond, in line with the 1993 convention on 
biodiversity, these should be treated as 
coming under the sovereign right of a 
nation and not as something ‘international’ 
and belonging to nobody in particular 
[Lesser 1991:64], 

One way of countering this type of 
biopiracy is to take resort to the concept 
of ‘prior art’, i e, some evidence that what 
is being claimed as •novel’ in the patent 
application was known already. The major 
difficulty here is that the US courts insist 
on documentary evidences of such ‘prior 
art’ that is difficult to find in a society 
where ‘oral tradition’ dominates. Another 
solution to the problem of biopiracy that 
suggests itself is to patent the Indian plant 
varieties in India itself, before it is done 
by anyone el.se and thus save them from 
poaching, ie, to play the game by the rules 
of these predator firms, but quickly and 
more cfriciently before further damage is 
done. The snag in following such a step 
is that patcntinginvolves individualisation 
of rights, whereas plant varieties like those 
relating to neem, haldi or Basmati were 
evolved by a large number of small com¬ 
munities of fanners, spread over a large 
area, working collectively and sharing their 
discoveries with others, and over a period 
of .several centuries. How would one find 
the ‘owners’ of those plant varieties in 
terms of intellectual property rights, when 
all those who played some role in their 
development - through selection and 
adaptation of plant varieties, but without 
erecting any banier to the flow of infor¬ 
mation within or between these commu¬ 
nities - constituted what could be de¬ 
scribed as, following Vandana Shiva, ‘In¬ 
tellectual common’? 

Many argue that life cannot be patented, 
or otherwi.se subjected to individual 
ownership; companies like Ricetec are not 
‘inventing’ anything, but are merely ‘dis¬ 
covering’ what had been known in India 
or Pakistan from time immemorial. 1 hese 
are not like machines to be invented, but 
life forms that cannot be created. Rights 
on those varieties belong to tltesc commu¬ 
nities. Obviously communities, working 
separately and independently, cannot 
exercise their rights on their own and 
protect varieties against agencies such as 
MNCs, which are out to encroach on them. 
In a sense the government of a country 
is sovereign as the custodian of the inter¬ 
ests of these communities and the indi¬ 
viduals. Several UN resolutions, such as 
the 1975 UN resolution on Towards a 
New International Economic Order’, and 


the 1993 Convention on Bio-Diversity‘I; 
had recognised these rights of the govern*' :f^ 
ments over natural, mineral and biological : 
re.sources. .f, 

One opinion is to work out a balance ’ ^ 
between the right of access by foreign 
firms, for the purpose of what they de- 1 
scribe as ‘bio prospecting’, and the recog- .; 
nition of the right of the community to this i 
biological re.sourcc. About a quarter of the 
pharmaceutical products marketed by the 
US firms are plant-derived, but the com¬ 
munities remain unpaid despite such 
massive use of their rc.source. Some would 
prefer some compensation, or benefit¬ 
sharing or royalty to be paid for this use 
to the community [Swanson 1997:103]. 
Some others are sceptical that adequate 
compensation can be estimated or paid 
given the gross disparity between the two 
sides - the community and the company 
in terms of resources, knowledge and 
influence. 

On the other hand, there are those^who 
feel that, without some form of recogni¬ 
tion of individual rights - in the form of 
patent or some sui generis .system - gi ven 
the international climate, India would lose 
out. The international climate was not that 
unfavourable until recently as, unlike the 
US and Japan, Europe did not recognise 
patent on life form. The European patent 
law under Article 12( 1 a) excluded for ten 
years from joining convention, food and 
pharmaceutical products as such and 
horticultural and agricultural processes 
in general [Armiiage and Davis 194:12J. 
India and other third world countries could 
.seek and possibly obtain the powerful 
support of the European countries during 
TRIPs review in 2000 AD. Patent laws in 
every European country, ba.sed on Euro¬ 
pean Patent Convention (EPC), excluded 
in absolute terms patents on plant and 
animal varieties in order to preserve fi*e, 
access to research and develop a diverse 
range of options [ECOBP 1998:5]. But as 
the following acctmnt would show, India 
made no attempt to take advantage of the 
European position, and now Europe too 
has followed the line of the US and Japan 
by patenting life form. 

Debate in European Parliament 

The climate of opinion changed in 
Europe in 1997, mainly under pres.sure 
from its own pharmaceutical and biotech¬ 
nology industries, that without patent on 
life form Europe was falling behind the 
US and Japan. In August 1997, a directive 
(which is the name of European legisla¬ 
tion) was drafted by the European Com¬ 
mission, accepted by its council of min- 
istei s and then forwarded to the European 
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parliament. As it is the practice in the 
European parliament, this directive was 
subjected to two readings. During the first 
reading, those members of European 
parliament (MEPs) who were in principle 
opposed to patent on life found many 
allies and together moved many amend¬ 
ments. Of these 66 were accepted by the 
European parliament, including one 
(known as Amendment 76) against 
biopiracy [ECOBP 1998:1]. 

Amendment 76 required evidence of 
compliance with legal access and export 
provisions in the country of origin of the 
genetic material, where animal or plant 
genetic material was used in a patent 
application [ECOBP 1998:3j. Though far 
from perfect, this amendment was the best 
that could be achieved under the circum¬ 
stances, according to those opposing 
biopiracy. If the amendment was passed, 
it remained within the rights of the Indian 
government to legislate on export of 
genetic material that could stop biopiracy 
as far as Europe was concerned. 

When this amended directive was sent 
back to the European Commi.ssiun and 
council of ministers, the latter accepted 65 
out of those 66 amendments, but changed 
those beyond recognition while revising. 
The amendment they did not accept was 
the most crucial one from the Indian side, 
i e, Amendment 76 on ‘biopiracy’; the 
Commission's view being that it was 
already incorporated in the recital that the 
directive would comply with CBD and 
that nothing more was needed [ECOBP 
1998:3]. 

Among the countries Italy voted against 
this attempt to legalise biopimey. the Dutch 
and Belgian governments abstained, and 
while the Danish government did not 
oppo.se it in the council of mini.sters though 
its MPs were opposed to biopiracy. Among 
the political formations, the Left-wing 
and Green parties opposed biopiracy, 
while the sociali.sts were divided almost 
right down the middle. To get the amend¬ 
ment through during the .second reading 
315 votes were needed, while those op¬ 
posing patents on life or at least wanted 
biopiracy to be stopped, had about 286 
votes. It was a matter of influencing 30 
odd votes. 

In the last week of April 1998, the author 
and Indira Jaisingh. a prominent lawyer 
of the Indian Supreme Court, went to 
Brussels at the invitation of the Dutch 
coalition against patents on life and Gaia 
foundation of London, and met a large 
number of MEPs. Whi le we could identify 
a core of committed MEPs who were 
strongly opposed to biopiracy, some 
others expressed reservations. Some of 


them were saying, rather ^logeUcally, 
that Europe had to survi vein acompetitive 
world with the US and Japan, and had to 
have something in place to counter the US 
and Japan. Some were sick and tired of 
discussing this issue again and again, did 
not care about what the final outcome of 
the debate was going to be, and were keen 
to get this directive out of the way. Some 
asked why should we, from outside Eu¬ 
rope, be so interested in an European 
legislation, when our first priority should 
be to have good legislation of our own 
against biopiracy. We pointed out that 
even with the best legislation in the world, 
that Indian legislation would only protect 
our interests within the country, while 
what was happening in Europe and the US 
would influence our exports. 

Before going to the European parlia¬ 
ment, the amended directive had to go 
through the subject committee, the com¬ 
mittee on legal affairs, and not by com¬ 
mittees on development (whose chairman 
Rocard, a former prime minister of Prance, 
assured us that in his committee the de¬ 
liberations would have been more sub¬ 
stantive) or agriculture. However, both 
Jaisingh and I were allowed in during 
discussion in that committee. The chair¬ 
man formal ly noted our presence and quite 
a few participants in the meeting referred 
to our presence and to the note we circu¬ 
lated among MEPs. But the discussion 
was purely technical and legal in nature, 
did not touch the substantive issues, and 
at the end all the amendments suggested 
by those wanting to stop biopiracy were 
defeated. Rotley, who piloted this direc¬ 
tive through the committee said that what 
Ricetec had produced was something 
different from Basmati and therefore was 
patentable; what was debatable was 
whether the name Basmati should have 
been given. But then, he added, it was a 
matter of bad luck that India did not protect 
its name and so allowed the name to be 
patented. 

It has been argued that here the issue 
is not only on geographical indicators 
(such as the case with champagne in France 
or Darjeeling tea in India). Geographical 
indicators will only prevent the use of 
name Basmati, but will not prevent pat¬ 
enting ! ised on our Basmati. It cannot be 
done with thou.sands of varieties that are 
grown over a large area [Shiva 1998b:3]. 
According to the US case laws, once a 
patent is granted for a genetic trait (say 
aroma) all occurrences of that trait will be 
considered an infringement irrespective 
of how they came to exist. A 1985 judg¬ 
ment allowed Kenneth Hibberd to exclude 
others from using 260 aspects of tissue 


culture seed and whole plant of a com line 
selected from tissue culture. With this 
judgment, a judicial ffamewotk was set in 
place that allowed the seed industry to 
claim royalties from farmers planting saved 
seed, as patents cover regenerative capac¬ 
ity of the seed to-midce new plants. An¬ 
other 1994 judgment, Imagio Nursery vs 
Daina Greenhouses, ruled that a plant 
patent can be infringed by a plant that 
merely has similar characteristics [Shiva 
1998a:2]. 

It was clear from the responses that most 
of the MEPs had been subjected to intense 
lobbying from MNCs of agri-business and 
pharmaceutical varieties, far exceeding 
what could be doen by the Left and Green 
parties and NGOs concerned with envi¬ 
ronment and the role of MNCs. They even 
organised front groups; such as patients 
of difficult diseases, sitting in wheel chair 
and chanting ‘no patent, no cure', conve¬ 
niently ignoring the fact that for the vast 
majority in the poor countries like India 
patents would imply a 20-fold or 30-fold 
increase in the prices of life saving drugs 
[ECOBP 1998: 1]. One major reason for 
this hightened interest in patents on life 
is the success with biotechnology and 
genetic engineering in recent years, and 
the possibility that the later has created to 
transfer genes between unrelated species. 
We are refraining ourselves from that 
discussion as it would take us away from 
the is.sucs we are frxrusing here. 

European Debate and India’s Inaction 

Our impression was that a .strong inter¬ 
vention from the poor countries led by 
India, preferably jointly by India and 
Pakistan, the two lands of traditional 
Basmati, could have just tilted tlie balance 
in favour of this amendment on biopiracy, 
as the difference between the two sides 
was not large, a matter of around .30 votes. 
However, the Indian embassy at Brussels 
did not seem to have the faintest clue of 
what was going on. The ambassador agreed 
to send my faxes to the prime minister and 
the ministers in charge of agriculture, 
industry, commerce and external affairs, 
urging immediate and .strong intervention, 
as the time was running out. 

When I returned to India on May 9. the 
minister of agriculture Sompal, whom 
I had known for a number of years, in¬ 
formed me that my fax indeed reached the 
government on April 29, but during the 
intervening ten precious days nothing was 
done except that he had circulated my fax 
to all the ministers seeking their opinion. 
The minister of industry, Sikandar Bakht, 
whom 1 hold in high regard despite serious 
difrercnces in political perspective, was 
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somewi»t mote positive mid wrote to me 
saying that instructions on the lines sug¬ 
gested by me had been sent to our embassy 
in Brussels in order to mobilise opinion 
among MEPs. That letter was dated May 
9, too late for any action to have effect 
^on deliberations in the European parlia- 
'ment on May 11, the day the biotech¬ 
nology bill with no safeguards against 
piracy was adopted. As a matter of coin¬ 
cidence, this was also the day when nuclear 
test was conducted at Pokhran. 

Sui Generis, Plant Variety Legislation 
andUPOV 

As things stand now, following the 
TRIPs agreement, India will have to pro¬ 
vide patent protection to plant varieties by 
2000 AD, or choose a sui generis system, 
or a combination of both. Sui generis 
system is something that is uniiiue, that 
a country has adopted on its own. but 
which provides protection to plant varie¬ 
ties. This provision sounds quite gener¬ 
ous, but when it comes to brass tacks, it 
does not make much difference from the 
H patent system. As in the patent systenrL the 
' understanding in fund-bank-WTO circle 
is that sui generis too would allow for 
individualisation of rights on plant varie¬ 
ties. Establishment or private property in 
village common, water, plant and other 
major inputs of agriculture, and even on 
national parks and highways, in place of 
communal ownership, is considered by 
this trinity to be es.senlial for safeguarding 
environment. A combination of privati¬ 
sation of rights, appropriate pricing that 
reflects the scarcity value of a product, and 
an efficiently functioning market, they 
claim, can solve all the environmental ills. 
Since wc have elaborately discussed this 
issue elsewhere, here we arc desisting 
from engaging ourselves in an analysis 
that would show why this view is wrong, 
and is indeed dangenius to our biological 
wealth IDasgupta 1998:215-27]. 

One alternative u.sually suggested in 
India, as a kind of sui generis, is to adopt 
UPOV (International Plant Breeders’ 
Rights Convention), a soft patent regime 
that arose from an international conven¬ 
tion in 1961, supported by 37 countries 
[Lesser 1991:17-19; Gaia 1998: IJ.UPOV 
was twice amended, in 1978 and again in 
1991. and the option to Join the 1978 
option closes in April 1999. The official 
arguments given in support of UPOV arc 
as follows; (a) that it would give the country 
two alternatives - UPOV and WTO-led 
TRIPs - to choose from, (b) that this 
, would encourage investment in plant 
breeding from domestic and international 
•sources, as breeders would get protection 


with minimum formalities and costs, and 
(c) that it would help to avoid numerous 
bilateral agreements, while the need for 
a sui generis in place of patents would be 
satisfied. 

A major criticism of UPOV is that it 
protects the interests of the plant breeders, 
by giving it monopoly rights that arc 
analogous to patents, while ignoring 
those of the farmers and making those 
secondary to the former. Under its 1991 
version, if the fanner fails to pay royalty 
hi.s harvest can be seized by the briber. 
The right of the breeder over the plant 
variety is an individualised one, while the 
community rights have been ignored and 
the right to reuse and exchange seed by 
the farmers has been severely restricted. 
UPOV too is in conflict with CBD, as 
uniformity of seeds is a criterion for the 
recognition of the rights of the breeders 
[Gaia 1998:5-11], A major reason for 
concern is that already 40 per cent of the 
seed market is in the hands of ten com¬ 
panies, and UPOV might reinforce this 
tendency towards concentration. This 
would give MNCs legal ownership of plant 
varieties (hat contain genetic information 
obtained from farmers’ own fields, ob¬ 
tained in many cases without paying any 
fee [Gaia 1998:7]. 

There are complaints that plant breeders 
are charging high prices under UPOV. 
This international agreement has allowed 
plant breeders to claim exclusive market¬ 
ing rights in varieties developed by them 
by cro.ssing the previously existing ones. 
This has revealed a serious dichotomy - 
whereas access to raw gcrmsplasm, 
gathered from the poor countries and 
stored in gene banks is virtually free, the 
improved germplasms patented in (he rich 
ciiuntries by rich country companies arc 
being sold to the less developed countries 
at high prices [Swan.son 1997; 102). Tliis 
controversy led in 1986 to the less devel¬ 
oped countries seeking recognition of 
‘farmers’ rights’, and for an international 
mechanism to give effect to it, though .so 
far nothing concrete has been done to 
achieve this [Swanson 1997:102]. 

Bio-DtvF-RsnY Legislation 

A bio-diversity legislation is expected 
to fulfil two requirements: (a) conforming 
to Convention on Bio-diversity (CBD) of 
1993, and (b) .safeguarding Indian bio¬ 
logical wealth against bio-pi racy. The first 
draft prepared by the ministry of environ¬ 
ment, after wide consultations, was brushed 
aside and a new draft was prepared on the 
basis of the report of an expert committee, 
headed by M S Swaminathan, the famous 
agricultural scientist. The draft gives easy 


access to foreign firms, including those to 
7,500highly valued indigenous medicinal 
plants, in exchange of a fee to be paid to 
the community in the name of ’benefit- 
sharing*. Though it is projected as an 
attempt to balance the rights of the foreign 
firms to have access with those of the 
communities where such plant varieties 
are located, as in most other cases there 
can be no level playing field between the 
two sides. 'The i<tea of benefit-sharing 
would allow the all-knowing and power- 
fill multinationals to pay a small amount 
to the innocent and unknowing commu¬ 
nities having no idea of the economic price 
of their resources, in order to gain the right 
of ‘bio-prospecting’ and thus to arrogate 
to themselves the rights of these commu¬ 
nities. In the long run, this benefit-sharing 
might force India to pay out a great deal 
more in the form of royalties for buying 
those plant varieties, now patented else¬ 
where, than what the country would obtain 
from such paltry ‘compensations’ [Shiva 
19986:2]. One suggestion is to force Ihe 
companies concerned to compensate the 
farmers from a fund created from royalties 
earned from such patents by the compa¬ 
nies [Lesser 1991:64]. 

Further, this draft does not explicitly 
recognise communities, but talks about 
‘persons’^with whom benefits would have 
to be shared by the companies. The amount 
of compensation for access to be paid by 
the foreign companies would be decided 
by a national bio-diversity authority to be 
set up under the bill. It also stands in 
cuntra.st with an article in panchayat (ex¬ 
tension to the .scheduled areas) act of 1996 
that provides that state legislation should 
he in tune, with traditional management 
practices relating to community resources. 
Worse still, it does nut explicitly take into 
account national sovereignty and indige¬ 
nous knowledge, and in the name of 
conservation, might even be used (as in 
the case of forest legislation) to deny access 
to the local communities. 

Rolf, of Min.nNATioNAi. AaRi-Li.;siNF.ss 
Firm-S 

In India most people have no idea about 
how powerful, and how potentially harm¬ 
ful. these multinationals .are. These are 
very large entities, the largest among them 
having annual turnover figures that are 
close to the national income of a country 
as big as India with 96 crore people. They 
offer the highest salaries and, therefore, 
attract the best of brain power in the world: 
engineers, mathematicians, chartered ac¬ 
countants. managers. Because their ten¬ 
tacles are spread to practically all the 
countries of the world, through affiliates 
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and subsidiaries, they aim at profit 
maximisation at the global level, often at 
the cost of the interesUi of the host nations, 
and can effectively hide their illegal trans¬ 
actions in terms of *b<x>lc-keeping’ trans¬ 
fers between affiliates [Dasgupta 1998: 
195-203], 

They also operate vertically - in case 
of an oil company, from searching for oil 
to its marketing through development, 
production, refining and transporting - 
and also horizontally, in collusion with 
other oligopolistic cniporate giants oper¬ 
ating in their fields. Empirical evidence 
amply confirms their shyness in transfer¬ 
ring technology orin bearing risk inentirely 
new areas. The Indian enterprises would 
be no match for them in competition, and 
there could be no level playing field bet¬ 
ween these giants and the Indian dwarfs, 
as observed by Mahatma Gandhi in 
another context [Dasgupta 1998:195-203J. 

The new patent regime would provide 
them with monopoly to .sell their com¬ 
modities in Indian market, and no Indian 
or competing foreign enterprise would be 
able to market those in India. Product 
patent rights together with the monopoly 
marketing rights in the hands of the 
multinational companies would become a 
lethal combination that would destroy 
Indian industries and eliminate any hope 
of achieving self-sufficiency or develop¬ 
ment. The period of patent - 20 years - 
would be loo long and by the time it ended, 
the multinational companies would be 
ready with some new. more fashionable, 
more attractive and more user-friendly 
product to reduce the release of patent 
right to a matter of no consequence. In east 
Asia the governments carefully kept these 
predators out of the way of the nascent 
indigenous enterprises in the same field, 
by invoking ‘local content requirements' 
that made heavy demand on the foreign 
enterprises in terms of deployment of local 
manpower, material and so on, or by high 
tariff, prohibition or quota restrictions. 
Such local content measures cannot be 
implemented now by India, as trade re¬ 
lated investment measures (TRIM) under 
Marakesh agreement rules out these 
measures and demands that the foreign 
companies be accorded ‘national treat¬ 
ment’ and no discrimination be practi.sed 
against them. 

Even during the British colonial rule the 
British economic interests seldom directly 
participated in agricultural production, 
except in plantations located in sparsely 
populated areas. Now the multinationals 
are planning to enter India's countryside 
in a big way, by taking part in wa.steiand 
development and also by linking their 


processing activities (e g, with respect to 
tomato) with direct agricultural produc¬ 
tion. As they have done in other countries, 
they will follow two parallel systems - 
plantation and contract production. In 
plantations they will work with their own 
hired labour, while under the contract 
system they would give inputs and techno¬ 
logy to the contract farmers, would expect 
them to operate under their specification 
and norms, and to deliver their products 
to the company. The prices of both inputs 
and outputs would be determined by them 
and im^rased on the farmers, who would 
lose their independence. 

Si)PPi,Y OF Terminator Seed 
AND Other Inputs 

Apart from production directly linked 
to processing, for the rest of the agricul¬ 
tural economy the multinational agri¬ 
business firms wish to become the main 
supplier of seed and other inputs. Here too 
they would try to make the farmer com¬ 
pletely dependent on their supply. Re¬ 
cently, these agri-business companies have 
developed what is significantly known as 
the ‘terminatortechnolog:/’.Thistechnol¬ 
ogy makes the seeds sterile, i e, incapable 
of being used for the second time for 
germination. The objective behind devel¬ 
oping this technology is not to allow the 
peasants to use the same .seed again and 
again and to force them to go back to the 
multinational companies for new seeds 
every year. While agriculture is synony¬ 
mous with regeneration, renewal and 
reproduction, this technology strikes at 
the base of such predominant features of 
agricultural life making seeds infertile and 
unsuitable for multiple use. More danger¬ 
ous is the fear that, even in cases of those 
who do not use this ‘terminator’ se6d. 
pollens from the latter would spread over 
a very large area and would make even 
other seeds infertile. 

Apart from the terminator technology, 
those relating to fertiliser and chemicals 
are also making the peasants further de¬ 
pendent on MNCs for supply in place of 
self-reliance practised in the past. They 
are developing weedicides that are spe¬ 
cific to a particular seed variety that it 
would not harm. Such weedicides would 
makr it possible for the farmers to spray 
chemicals even when the crop is standing. 
Similarly, fertiliser and pesticides specific 
to a particular seed variety is being pro¬ 
duced. In other words, the farmer would 
be forced to depend exclusively on a 
package of seeds, chemicals and fertilisers 
supplied by a particular MNC. 

Over time, the concerned MNC, by 
investing an enormous amount on R ai^ 


D. wiildoeverythingtomakethepeaKims 
perpetually dependent on U, by fvoducing 
new packages every few years. As we 
have noted, in the background of the spate 
of suicides in Puiyab and Andhra Pr^sh 
many chemicals am spurious and adulter¬ 
ated. Yet, MNCs push the farmers to use 
these chemicals mote than is good for the 
plant itself. In the mid-1980s, 30 farmms 
of two of the most prosperous cotton 
growing districts of Aridhra Pradesh com¬ 
mitted suicide because the pesticideskilled 
off the main target pest, which allowed 
other pests suppressed by the main pest 
grow at an alarming speed and destroy the 
crop. 

V 

Political Economy of Patents: The 
Indum Experience 

Short Term: Transitional Rule.s on 
EMR AND Mailbox 

The patent issue, which has become a 
highly controversial political issue in 
recent years, carries both short-tenft and 
long-term implications. We begin by 
examining the short-term ones relating to 
the transitional rules concerning EMR 
and mailbox. 

These two preconditions for WTO 
membership were fulfilled by India on 
January 1,1995, when it became a found¬ 
ing member of that powerful organisation 
in a way that became highly controversial. 
Though the Indian parliament was in 
session until the early fourth week of 
December 1994, no such legislation was 
proposed. But as soon as the parliament 
was adjourned, the government issued an 
ordinance that incorporated these two 
entry conditions and joined WTO from 
January 1995. Since ordinances are laws 
as long as these are in force, “having 
the same force and effect as an Act of 
Parliament’’, this measure helped India 
to satisfy the WTO entry conditions 
quite legally [Rmna Devi and Gujar 1996: 
33-34]. The question arose whether it was 
ethical to bypass the Indian parliament 
and thus, to avoid national debate on 
such a major issue by taking recourse to 
ordinances. 

In many countries, including the US, 
international agreements are required 
to be placed before its legislature for 
ratification, and there have been cases 
where the US Congress had refused to 
ratify such international agreement. The 
Havana chatter for the formation of the 
International Trade Organisation, prepared 
in the late forties and in the early fifties, 
failed to get the approval of the US 
Congress, and therefore the idea was 
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ditcnea. if was revivea in a grossly modi¬ 
fied form after several decades, with the 
formation of World Trade Organisation. 
The US objection to ITO had something 
to do with the intemidionahrade environ¬ 
ment in the early fifties and the rote the 
Soviet Union was likely to play in it. 
Similarly, the active US sponsoring of 
WTO had .something to do with the fact 
that the Soviet Union was no more. 

The point we are making here i.s that 
while the US government cannot partici¬ 
pate in any international agreement by¬ 
passing its legislative bodies, in India such 
ratification by legislature is not deemed 
necessary. In fact, section 102(a) of the 
US Track Act states categorically that in 
ca.se of any conflict between a provi.sion 
of the Uruguay round agreement and n law 
of the US, tte latter would prevail. Nor 
would the Uruguay round agreements 
“limit any authority conferred under any 
law of the United States, including section 
301 of the Trade Act of 1974, unless 
specifically provided for in this Act”. 
Further, under section 182(4), even when 
a foreign country is working in compli¬ 
ance with the provi.sion.s of the TRIPs 
agreement, action can be taken again,st it, 
under the US trade legislation if the US 
trade representative finds that it has de¬ 
nied adequate and effective protection to 
intellectual property rights (Keyala 
1998:86-87). 

Thus, the US legislation makes it abun¬ 
dantly clear that, in matters of trade, they 
would he principally guided by their own 
perception of self-interest, and no inter¬ 
national agreement can be imposed on 
them without their explicit approval. In 
contrast, the people of India were not a 
party to the fulfilment of these two pre- 
amditions for membership by way of 
ordinance; they were not consulted. Fur¬ 
ther, the Indian legislature is being asked 
to change their domestic laws in line 
with the provisions of an international 
agreement without in-depth examination 
of its provisions to ascertain whether 
these accord with national interest and 
without the benefit of a national debate 
on this. 

Devious Means to Get nm Bii.!. Pa.ssed 

However, any ordinance is.sucd by the 
government when the parliament is not in 
session is required to be approved by the 
parliament within six weeks of the next 
parliamentary session (Rama Devi and 
Gujar 1996:534]. When the government 
attempted this, it faced a serious difficulty. 
While the government had a small but 
working majority in Lok Sabha (the lower 
chamber of the Indian parliament) and got 


me bill validating the ordinance passed, 
in the Rajya Sabha (the upper chamber) 
it had no majority. Unlike Lok Sabha. 
Rajya Sabha is never dissolved, and one- 
third of iLs members retire every two years. 
As a consequence, its composition 
does not radically change with elections. 
In 1995 (and also in 1999. more or less) 
of the three major forces - Congress. BJP 
and the Left and other parties - any two 
together was larger than the third. With 
BJPjoining the Left parties and the Janata 
Dai on this issue, as we have noted al¬ 
ready, there was no way that such a bill 
could be passed. 

Given this, the government engaged 
itself in a series of manoeuvres to secure 
a majority by htaik or by crook. For in¬ 
stance, though (he proposed hill on patents 
was on the list of business of the House 
for weeks, it was not actually brought 
before the House lor discussion and vot¬ 
ing. Then, on March 22, 1995, the item 
was taken off the agenda, giving the 
impression that the government was no 
longer interested in this. 

But, on the same day, immediately after 
a short afternoon break following the 
conclusion of discussion on another bill, 
suddenly this bill was put as an additional 
item on the agenda by a .supplementary 
notice. The government was hoping to 
catch the opposition by surprise and to 
take advantage of the thin attendance of 
(he opposition members, many ol whom 
had assumed that the business of the day 
would be over stwn after brief discussion 
on a less than exciting bill on workmen’s 
compensation. The attendance ol the trea¬ 
sury bench was hoo.sted by a promised 
dinner to be hosted by the prime minister 
that evening [Dasgupta 1995]. 

litis attempt to get the bill passed failed, 
as the opposition members went into the 
well and forced adjoununent. Next nioni- 
ing, a meeting of the party leaders was 
held at the residence of the deputy cliair- 
man. where it was argued from the govern¬ 
ment side that this was an international 
obligation and, therefore, could not be 
reneged, while the oppo.sition argued that 
it was never a party to that agreement 
as It was not consulted and the matter 
was never discussed in the parliament. 
Afterwards, in the parliament, the prime 
minister Narasimha Rao admitted to a 
meeting of party leaders that the bill, if 
presented to the House, would be defeated 
and there was no way that the ordinance 
could be validated within six weeks, and 
sought the co-operation of the opposition 
in ensuring that the government did not 
lose its face in the eyes of the world. The 
formula he proposed was for a leader of 


opposition to state in the House that they 
needed time for considering the bill.. 
Some of the opposition leaders did oblige 
him by saying so in the House, but some 
others refused. If any one thought tliat the 
issue was over, he was proved a fool when 
in the late aftcm(x>n the minister of parlia¬ 
mentary affairs, Vidyacharan Shukla, 
who was in charge of the bill from the 
government side, suggested a special 
.session on Saturday to get the bill passed 
[Dasgupta 1995). 

When this attempt too was frustrated, 
the government agreed to set up a select 
committee; but then, contrary to conven¬ 
tion and an explicit agreement with the 
opposition, loaded the select committee 
with more than proportionate number of 
its supporters. 'Ilic government then got 
the list of select committee members passed 
in the middle of a discussion of a private 
member’s bill on a Friday afternoon, 
again breaking another time-honoured 
convention, in a thinly attended House, 
and taking advantage of the absence of 
opposition leaders, by deliberately lying 
to the member chairing the session at 
that time (in absence of the chairman and 
deputy chairman), that it was the consen¬ 
sus ofthc leaders of all the parties. Furious 
by this dishonest attempt to sneak the 
bill in, .the opposition boycotted the 
select committee. The ordinance lapsed 
and the issue was shelved for the time 
being. Though, later, the .select committee 
was reconstituted in accordance with 
the demand of the opposition, its work 
was stalled because of other dcvclo|Knents 
that overtook Indian ptilitical scene. By 
then, the telecom and hawala scandals 
had stolen the limelight and the election 
was in the horizon The government, 
realising this, did not make any further 
attempt to get the bill passed again 
[Dasgupta 1995). 

From then onwards India was in an 
anomalous position of having attained the 
WTO membership by fulfilling the two 
conditions of EMR and mailbox by way 
of ordinance, any by not fulfilling those 
any more as the o^inance had lapsed. 
Eventually the US government raised the 
issue before the Dispute Settlement Board 
(DSB) of WTO, and after lengthy delibe¬ 
rations, where the Indian ca.se was not well 
presented, DSB gave India 14 months 
(that is up to April 19. 1999) to amend 
the national patent bill and incorporate 
those two conditions of EMR and mailbox 
in it. This is the ‘external compulsion’ that 
the present minister of indu-stry, Sikandar 
Bakht, who is piloting this bill now, has 
been referring to again and again in recent 
months. 
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April 19 Deaoune: Possible 

Consequences of Its Non-Fulfilment 

What are the possible consequences of 
not meeting the April 19 deadline and 
leaving the two pre-conditions on EMR 
and mailbox unfuirdlcd? In the meeting 
at the residence of the deputy chairman 
in 1995, mentioned above, the govern¬ 
ment side warned that the failure to ratify 
the ordinance would lead to India’s ex¬ 
pulsion from WTO. That was untrue, as 
the entry conditions were not linked with 
expulsion for non-fulfilment of such 
obligations at a latter date. One way or 
the other, India is a member of WTO. and 
the procedure for expulsion are to elabo¬ 
rate and cumbersome to be tried against 
India. India cannot be thrown out of WTO 
simply because of non-fulfilment of tran¬ 
sitory rules. Over the last four years no 
country, not even the US, has proposed 
India’s expulsion. 

Secondly, even though economic pen¬ 
alties can be imposed, that too is time 
consuming and is likely to he as ineffec¬ 
tive as the economic sanction by the US 
after the Pokhran nuclear test. Such sanc¬ 
tion is a double-edged sword and is likely 
to hurt the developed countries imposing 
penalty as well, the potential of Indian 
market being assessed highly by the 
multinational corporations. To impose an 
economic penalty, a country suffering 
damage from such non-fulfilment of WTO 
conditions, say the US. has to apply again 
to WTO. Under the WTO agreement, 20 
days are given for rcquc.st for retaliation, 
30 days for authorising such request, and 
60 days for final arbitration, and if all these 
are taken in quick .succession, still it would 
involve about four months [Schott 
1994:127-28). A team of good lawyers 
can easily stretch it to one year, the time 
for the international review of Articles 
27.2 and 27.3 in the TRIPs agreement. 

The fact is that the US is as keen to retain 
its markets in India as some others are to 
take over a part of it, should the US 
withdraw. Italy under a left-led govern¬ 
ment, France. Germany and Holland, are 
among the countries that arc likely to take 
full advantage of US dissociation from the 
Indian market by way of economic sanc¬ 
tion [Mcleland and O’Toole 1987:246). 
This is precisely why in spite of keeping 
India at least thrice on its Super 301 hit 
list for failing to open the insurance market 
to US multinational companies, the US 
did not carry out the threat of economic 
sanction. Further, though India has failed 
to fulfil WTO preconditions for member¬ 
ship since April 1995 for four years, no 
action has been taken so far. 


One can also add that, among all coun¬ 
tries, the US is by all counts the most 
serious violator of GATTAVTO rules. At 
the time of the establishment of WTO 
along with its procedures for multilateral 
sanctions, it was expected that these would 
obviate the need for the US to rectify its 
grievances through unilateral actions. That 
expectation has been belied. We have 
already noted that the US has made it 
abundantly clear that the decisions of WTO 
would not be binding on it, and Super 301 
as also Special 301 (actually Section 1303 
of the US Trade Act that is specific to 
Intel lectual property rights), both of which 
had always bwn in gross violation of 
GATT norms, would continue to operate 
alongside sanctions by WTO. 

Of course, theoretically, countries ad¬ 
versely affected by the US violation of 
WTO norms would have the right to 
retaliate against the US under the WTO 
rules, but such right can never be mean¬ 
ingfully used given the wide disparity in 
their trade powers. As one scholar com¬ 
mented: “mo.st countries simply do not 
pFe.sent the US with a credible threat of 
retaliation; the US market is too important 
for them to risk”. In sum, the WTO can 
reprimand but not severely punish viola¬ 
tions by major trade powers. “When 
they regard it as neccs.saiy. big countries 
can still abuse the system", such inequity 
is built into the trade sy.stem now con¬ 
trolled by WTO (Low 1995:64: Schott 
1994:129-31). 

BJP Government and the Changed 
Political Scenario 

For nearly four years the patent issue 
remained frozen as the Indian political 
system went through a number of experi¬ 
ments, particularly the two-year rule by 


united FitHtt some ot wnose nuyor con¬ 
stituents, the left-wing patties in particu¬ 
lar, were hostile to any idea of amending 
the patent iegisladon to conform to WTO 
requirements. The accession to the govern¬ 
ment by the BJP and its allies in 1998 after 
a genera] election created a new situatimt 
since now the BJP, who opposed the 
transitory rules in 1995, was in the gov¬ 
ernment and therefore, was under strong 
pressure from WTO, World Bank and 
IMF. While in 1995 Atal Behari Vajpayee 
walked out of the Lok Sabba along with 
other non-Congress opposition party 
members in protest against the passing of 
this bill, in 1998 he, as the prime minister, 
was keen about fulfilling what he de¬ 
scribes as the ‘international obligation’. 
Further, while in 1995, with the Congress 
in the government, the main opposition 
party, BJP, opposed the bill, this time, the 
Congress, the main opposition party, was 
supporting bill and appeared to be more 
enthusiastic than the government itself to 
get the bill adopted by the parliament. 
With the support of the government and 
the main opposition party behind it, and 
given the arithmetic of the parliament, 
there can be no question this time of the 
bill being defeated in either hou.se. Yet, 
the questions remain (a) why BJP changed 
its position, and (b) why Congress is so 
keen to see the bill through. 

As for the first question, this confirms 
once again that when it comes to class 
i.ssues as reflected in the economic poli¬ 
cies, there is nothing to choose between 
the two major parties, both reflecting the 
interests of landlord and bourgeois classes. 
Both are united in not allowing the long 
pending agricultural workers’ bill to be 
passed or land reform to be carried out, 
and are .seeking to convert Foreign Ex- 
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chaojge Regulitfion Act (FERA) into in* 
nocuous Foreign Exchange Management 
Act (FEMA) that makes vioiation of 
foreign exchange regulation a mere civil 
offence, and to pass a money laundering 
bill that takes no account of over- and 
.under-invoicing and Hawala or Bofors 
type issues. In recent months the BJP has 
t^en busy completing the tasks of 
globalisation left unfinished by the pre¬ 
vious the Congress government - such as 
the bill to allow privatisation and inter¬ 
nationalisation of the insurance busine.ss. 
to permit Enron and other power compa¬ 
nies’ guaranteed profit, and to reform 
Companies Act and various labour laws. 

Such developments also demonstrate 
that the slogan of ‘swadeshi’ was a gigan¬ 
tic hoax. Immediately after the 1998 elec¬ 
tion. the new finance minister was sent to 
Washington to assure the global super¬ 
power that swadeshi was an election gim¬ 
mick and was not meant to be imple¬ 
mented, that they would continue with 
Fund-Bank 'reform' package, and that they 
would not allow anything to stand in the 
way of globalisation, and indeed would 
expedite globalisation. During the period 
immediately following the Pokhran nuclear 
test - when the full ihmatcd public rheto¬ 
ric of swadeshi, ‘maryada’ and sense of 
national dignity was jarring the ears - the 
BJP government began giving large con- 
cc.ssions to US. Japanese and British 
multinational companies .so that they would 
induce their own governments not to 
implement, and eventually to withdraw, 
economic sanctions against India. 

However. BJP as a party was far from 
united on this issue. Iniere.stitigly, the least 
socially tolerant and RSS-inspired ele¬ 
ment within this party, mainly those as¬ 
sociated with the Swadeshi Jagran Manch, 
articulated their worry about the possible 
harmful impact of globalisation by way 
of patent and insurance bills on the indig¬ 
enous industiv almost in a way the left 
parties were putting forward their views. 
They expressed their opposition to the 
amendment bill - inside the party as also 
by way of their utterances and behaviour 
outside - during December 1998 discus¬ 
sion in Rajya .Sahha. Even after the bill 
was passed in the Rajya Sabha on Decem¬ 
ber 22, 1998, they induced the govern¬ 
ment not to present it before the Lok 
.Sabha, the other chamber of the Indian 
parliament, for approval on the 23rd. the 
last day of the winter .ses.sion, as they 
thought that more time was nece.ssary for 
a careful consideration of the bill. Since 
then, over the next four weeks of so, they 
have been won over, mainly on the ground 
that not supporting the government on this 


bill would make the government lose face 
both within and outside the countiy and 
would expedite the downfall of a govern¬ 
ment already crippled by dissension within 
the coalition. 

Rationale behind Congress Support 

The Congress, though the main oppo¬ 
sition party, has been visibly more keen 
to get the bill through than the government 
itself. At one stage in the last week of 
December 1998, the BJP minister of par¬ 
liamentary affairs, Madanlal Khurana, told 
the press that the bill would be sent to a 
joint select committee for a detailed ex¬ 
amination of its clauses as demanded by 
the Left and Democratic parties, but within 
half hour that decision was revensed. The 
minister explained this volte-face in an¬ 
other hurriedly called press briefing that 
the bill would not be sent to any committee 
but would be passed directly by both, as 
the Congress, its ally in the endeavour to 
get this bill passed, was against sending 
it to any committee. 

The senior leaders of the Congress Party 
feel that BJP’s 180-degrec turn on the bill 
has cxpu.scd its opportunism, and has 
provided them with considerable electoral 
advantage. Further, their leaders .see it as 
their own bill that they could not get 
through in 1995 because of Left-BJP 
opposition. Their own support for the bill 
demonstrates their consistency, as opposed 
to the opportunism of the BJP. Moreover, 
following their g(.x)d .showing in the mini- 
general election in tour slates a lew months 
back, they are sensing victory in the next 
general election. They would now like the 
BJP to do all the ‘dirty work’ for them, 
.such as getting the contniversial hills on 
patent and insurance pas.sed. That would 
enable them if they win, to begin with a 
clean deck, while blame would be put on 
the BJP for .sponsoring these bills and 
getting those passed. 

There is also another Machiavellian 
angle in this. The Congress knows that 
once they are in the goveniment and the 
BJP is pushed to opposition ranks, there 
is every likelihiKid that the BJP would 
again take the side of the other opposition 
parties and defeat this bill. The only way 
this bill can be passed, they feel, is by the 
BJP being in the government (as Sikhandi 
of Mahabharata) and being supported by 
the Congress from the opposition on this 
issue. This consideration has rai.scd .sus¬ 
picion, quite rightly, in a section of the 
BJP. that once the bill is out of the way, 
the Congress would do everything to bring 
down the BJP government, which is not 
a difficult excrci.se. One argument making 
rounds in the BJP circles is that this bill 


is the lifeline of the BJP government. As 
long as the bill remains hanging, the 
Congress would not do anything to bring 
the government down. This was possibly 
one of the reasons why on December 23 
the BJP government did not place it before 
the Lok Sabha for approval and allowed 
the session to come to an end. 

Obviously there was dissension within 
the Congress too. While leaders like 
Manmohan Singh and Pranab Mukherjee 
were pushing hard to give full support to 
the bill, the official spokesman of the 
party, Ajit Jogi, said repeatedly until the 
morning on December 22, that the party 
had taken to decision. Some senior Con¬ 
gress members introduced important 
amendments to the bill, and one of them 
had to be shouted at by the party chief 
whip to dissuade him from formally 
moving an amendment on the floor of the 
Hou.se. At the time of writing this paper, 
the leaders of both of these two major 
parties seem to have succeeded in bring¬ 
ing their hoiLses into order: the BJP lead¬ 
ership .saying that the prestige of the 
goveniment is at stake and the Congress 
leadership saying that (a) it is their bill that 
BJP is moving, and (b) the party is com¬ 
mitted to globalisation in thi.s form. It is 
more than likely that no Bag of revolt 
would be.rai.sed during the budget .session 
inFcbruaiy when it would he placed before 
the parliament for approval. 

Till-. Li i-T- AND Other OrposmoN Parties 

There is no ambiguity about what the 
left and other non-Congress opposition 
parties wanted. First, they demanded that 
this hill should be sent to a .select com¬ 
mittee of Rajya .Sabha, or to a joint select 
committee of the two hou.sc.s of parlia¬ 
ment, or to a standing committee. Efospite 
WIfO pressure, the.se parties argued, there 
was no need to rush the bill through the 
parliament in December 1998. The winter 
session continued until December 23, but 
the parliament would again meet in the last 
week of February, and the interscssion 
penod could be Iruitfully used to consider 
in detail the highly complex issuer, that 
were arising with regard to this bill by 
referring it to a standing committee or a 
.select committee. The committee system 
was introduced in order to enable 
ciausewisc and in-depth examination of 
complex bilks. The committees can invite 
experts and seek their help in their delib¬ 
eration and can give a considered view in 
the form ol a report. 

If there was any bill that fully qualified 
for such examination, they argued, it was 
the patent bill and, for a number of rea¬ 
sons. First, the hill is loaded with legal. 
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technical and economic jargons that only^ 
a few parliamentarians would be able to 
follow by simple reading. Secondly, this 
bill carri^ serious long-term implications, 
and was likely to influence in a massive 
way the course of development in the 
years to come. When so many bills are sent 
to such committees, it vras ironical that 
the government was unwilling to subject 
this bill, perhaps the most important of all, 
to clausewise parliamentary scrutiny by 
any committee before taking the final 
plunge. Not only the government rejected 
such demands from non-Congress oppo¬ 
sition, they were not willing to allow more 
than two hours of discussion on the bill 
on the floor of Rajya Sabha, though 
eventually they were forced to extend it 
to 10 hours. 

The third major point is related to the 
centre-state relationship. While ‘patents, 
inventions, and designs, copyright, trade 
marks and merchandise marics' arc cov¬ 
ered under item 49 in the union list of the 
seventh schedule of the Indian Constitu¬ 
tion, the two subjects most likely to be 
affected by the antendments to the patent 
bill - public health and agriculture - arc 
covered under items 6 and 14 in the state 
list of that schedule (Government of India 
1991). So. the left-led opposition pro- 
po.sed that the states and their chief min¬ 
isters should be consulted on thi.s bill by 
convening the meeting of the inter-state 
council (Article 263) or of the national 
development council, of which they are 
members. Not to do that would amount 
to violating the federal character of the 
government, it argued. Five chief minis¬ 
ters wrote to the central government seek¬ 
ing such consultation, hut evoked no 
re.sponse. 

Though the bill this time (1998) got 
through the Rajya Sabha, the more diffi¬ 
cult of the two houses from the point of 
view of the government, the non-Con- 
gress opposition earned a moral victory 
and further demoralised the BJP ranks, 
who were already badly divided on the 
issue. The BJP government decided not 
to get the bill through l.x)k Sabha next day, 
the last day of the winter session. This 
provided the government with an oppor¬ 
tunity, if they so desired, to use the 
intersession period foraclausewiseexami- 
nation of the bill by the standing commit¬ 
tee on industry, which might be asked to 
give it priority and to produce its report 
by mid February, in time for the budget 
session and long before the April 19 
deadline. The BJP government did not 
make that choice and instead went for an 
ordinance again. That would imply that 
they are seeking to get the ordinance 


ratified, by both the houses, in the budget 
session beginning in the third week of 
February. 

TRIPs Review in 1999 

What should India’s position be on this 
i.s.sue? It is possible to take a mini-max 
approach, striving to undo as much of the 
damage done to us as possible, while 
keeping an eye on the minimum that can 
be achieved even within the WTO frame¬ 
work should a drastic revision of the 
Marake.sh agreement become politically 
unfeasible. Much depends on the political 
will of the government. While conforming 
to the 1994 Marakesh agreement and 
recasting the domestic patent law in line 
with the international patent regime, there 
is some room fur manoeuvre by making 
skilful use of some of the articles of the 
agreement. Virtually alt patent laws ex¬ 
clude mere ideas or theories; patents are 
intended to apply to the embodiment of 
tho.se ideas. The national laws can be so 
drafted that the flow of ideas is not ob- 
.structed [Lesser 1991:28]. 

Further, under Articles 27.2 and 27.3 of 
the Marakesh agreement, the countries 
may deny patent protection for reasons of 
public order, morality or for protecting 
human, animal or plant life or for protect¬ 
ing environment. Protection can be denied 
for certain inventions such as those which 
involve “diagnostic, therapeutic and sur¬ 
gical methods for the treatment of humans 
and animals, and plants and animals (other 
than micro-organisms) and biological 
processes (other than micro-biological 
processes) fortheirproduction” [UNCTAD 
1994; 189; Schott 1994:118]. Reference to 
public order and morality virtually per¬ 
mits the member countries to do what they 
had been doing already, as being accept¬ 
able to public morality. ‘Immorality’ can 
mean things like obscenity, blasphemy, 
breach of peace and immoral activities, 
while the French counterpart of ‘public 
order’, ‘ordrc public' is ckxser to ‘public 
policy’ than to ‘public order’ [Armitage 
and Davis 1994; 16-18]. The UK used this 
provision to refuse a patent on contracep¬ 
tive device twice [Armitage and Davis 
1994:29-30). Until now there has been a 
tendency on the part of the Indian govem- 
mer: to go overboard in their enthusiasm 
in implementing the Marakesh agreement, 
e g, on subsidy withdrawal. This tendency 
has to be reversed. 

Under the Marakesh agreement, article 
27(3Kb) of the TRIPs agreement was to 
come for review in 1999. Now that review 
has been postponed till April 2000. Still 
it is only about a year away. This review 
will give the less developed countries the 


opportunity to rectify at least a part of A 
injustice to them during the Dufd(« 
negotiations of 1991-93 and the MarakesI 
agreement of April 1994, and to create 
momentum for further uid more drastii 
changes in their favour in the future years 
Hie ba^aining power of the pom coun 
tries, following the disintegralion of th 
Soviet Union, was at its lowest when th 
Dunkel negotiations were going on an< 
the third world countries including Indi. 
played virtually no role in pushing thei 
own interests. Whatever negotiation wa 
conducted was between Europe and th 
US, with Japan also playing a vital role 
Among the third world countries only th' 
cast Asian ones - South Korea, Taiwan 
Hong Kong and Singapore - were con 
suited some times, but not India or othe 
countries. The Marakesh agreement wa 
imposed on them as a fait accompli. B; 
now, in 1999, the world environment hai 
changed, and the south-east Asian crisi 
has cxpo.sed the hollowness of the theol 
ogy of the unholy trinity of World Bank 
IMF and WTO. There is now a gteate 
understanding of the harmful implication 
of Marakesh and WTO among the thin 
world countries. 

What can India do to rectify the injustic 
of 1994-95? The answer is that India alon 
can do little. In world trade ncgotiation^ 
more than the number of countries oi 
either side of the argument, what count 
is the share of a country in world trade 
India’s share is between 0.5 per cent an 
0.6 per cent. At the time of independenc 
it was 2.7 per cent, that is five times more 
The long reign of the Congress govern 
ments over the last half-century has sue 
cessfully brought down India's share ti 
this shamefully low figure. But while Indi 
alone can do very littie,it can combin 
with others to do a lot. Rather than bein; 
browbeaten by the US and WTO an 
folding our knees, the time available no\ 
should be used to mobilise opinion amon; 
the third world countries so that the TRIP 
review of 20(X) AD becomes favourabi 
to the poor countries. India has to play 
leadership role, a role that India playei 
under Nehru in the 19S0s, and one ths 
small countries like Sri Lanka o 
Bangladesh cannot play. Pending tha 
review, India should not give in on 
crucial matter like the two WTO pre 
conditions on EMR and Mailbox, tha 
will weaken our resolve and bargainini 
power. 

The very first step should be to form. 
South A.sian Ckrmmon Market or Fre< 
Trade Association (SAFTA). During thi 
United Frontregimc these countries agreei 
to make SAFTA operational by the yea 
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2000AD, and a great deal of progress was* 
achieved in terms of identifying compli¬ 
mentary trade possibilities. A major fall 
out of the mushrooming tmclear cloud of 
Pokhran has been to undermine the efforts 
of the United Front government led by 
' Inder Kumar Gujral, both as foreign 
minister and as prime minister, to build 
bridges with India’s neighbours, leading 
to the establishment of a South Asian 
Common Market by 2000 AD. The trust 
needed for such economic co-operation 
has virtually disappeared since. Still, there 
can be no retreat from such a goal. Such 
customs unions or trade blocks allow, 
even within the framework of WTO, trade 
concessions to block members that are not 
otherwise available. Such advantages ate 
taken by the developed countries that have 
formed their own trade blockt - such as 
European Union or North Atlantic Free 
Trade Association (NAFTA). 

Tbere are also similar trade blocks among 
third world countries, e g, ASEAN of 
south-east Asian countries, Andean Pact 
of some Latin American countries. Cen¬ 
tral American Common Market (CACM), 
Caricom (Caribbean Community), 
Mercosur (Mercado Caomu del Sur), and, 
in Africa, Preferential Trade Area for 
eastern and southern Africa (FfA). Union 
Douaniere et Economique de I’Afriquc 
Centrale (UDEAC), and west African 
states. There is no reason why we should 
not do what others arc doing already, by 
taking the leadership in forming a trade 
block of .south Asian countries. Once such 
a block is formed, it will be easier to 
negotiate with ASEAN, Andean Pact or 
the Organisation of African Unity (OAU) 
for forming a bigger trade alliance. Ne¬ 
gotiations can also be initiated within fora 
like G-15, G-77, and with countries like 
China, Brazil and Russia, as well as the 
European ones such as Italy, Belgium, 
Denmark and Holland, to create a new 
international climate to amend, if not to 
eliminate entirely, injustice done to the 
poor countries by way of 1994, Marakesh 
agreement [Dasgupta 1998:164-65]. 
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DISCUSSION 


Price and Non-Price Determinants 
of Rural Poverty 

V N Misra 


I 

Introduction 

rr is argued here that the impact of relative 
prices on rural poverty became non-signi¬ 
ficant in the recent article by B M Desai 
and N V Namboodiri (hereafter as DN) 
(1998b) probably because it is being 
included in the equation along with the 
consumer price index numbers of agricul¬ 
tural labours (CPIAL) measuring thereby 
the inflation in explaining the changes in 
rural poverty during the period 1961-62 
to 1993-94. Similarly, the explanation for 
signiftcantly negative coefficient for the 
distribution in ownership of landholdings 
is rather misplaced, becau.se it did not 
change during the last two decades. It 
seems to have been influenced by other 
factors included in the equation. Further, 
it is difficult to rely on the ranking among 
variables based on standardised coefft- 
cients due to the non-i nclusion of the most 
important variable like real agricultural 
wages capturing the impact of rural labour 
market on rural poverty in the explanatory 
framework. As a result, the various trade¬ 
offs regarding policy issues based on the 
coefficients arc likely to change if the real 
agricultural wage is included in the equa¬ 
tion. Therefore, for various policy issues, 
the study of DN is much to be desired. 
The rationale for these comments would 
be evident from the following discussions 
on their findings. 

II 

Comments on Some Findings 
(a) Relative Prices and Inflation 

The impact of relative prices on rural 
poverty has been debated quite intensi vely 
due to the variance in the findings of the 
various studies. Ahluwalia (1983) had 
expressed his reservations about the posi¬ 
tive coefficient for the CPIAL in Narain's 
equation as reported by G M Desai (1983) 
as a measure of inflation to explain the 
changes in rural poverty during 1956-57 
to 1970-71 on the ground that it indicates 
the level of prices, whereas it should be 
relative prices. This has been measured by 
Ahluwalia as the ratio of CPIAL (repre¬ 
senting the prices paid by the rural poor) 
with that of tiie national accounts deflator 


of agricultural gross domestic product 
(GDP), indicating thereby the prices re¬ 
ceived by the rural poor. However, the 
impact of relative prices and CPIAL both 
turned out to be non-significant in ex¬ 
plaining the change in rural poverty dur¬ 
ing the period: 19.36-57 to 1977-78 
[Ahluwalia 1985]. 

Following the methodology of 
Ahluwalia, DN have also used the same 
mea.sures of relative prices and inflation 
(i e, CPIAL). In their case too, the co¬ 
efficients for these price variables turned 
out to be non-significant in explaining the 
changes in rural poverty during 1961-62 
to 1993-94 with sign of the coefficients 
contrary to general expectation. The main 
difference between Ahluwalia and DN is 
that Ahluwalia used either relative prices 
or CPIAL in explaining rural poverty in 
dilTerent equations. However, (TPIAL and 
GDP deflator (but not the relative prices) 
have also been taken simultaneously by 
Ahluwalia because they represent alto- 
gelherdiffcrent forces: the former for prices 
paid and the latter for prices received by 
the rural pour. Therefore, including both 
these measures simultaneously in an equa¬ 
tion wasjustified. Wliereas DN have taken 
both CPIAL and relative prices (ratio 
between CPIAL and NDP deflator) simul¬ 
taneously in explaining rural poverty 
without realising that CPIAL in this case 
is entering again in e.stimating relative 
prices in their equation. This .seems to 
have created a problem regarding the sign 
of the coefficients, which turned out to be 
contrary to general expectation. In the 
case of Ahluwalia the sign of the coeffi¬ 
cient wa.s on expected lines probably 
because in his equation CPIAL and GDP 
deflator were representing different forces 
as mentioned earlier. In the case of DN 
it is a wrong sign for the price variables 
rather than-their magnitude and signifi¬ 
cance, which have created the suspicion 
that the inclusion of CPIAL along with 
the relative prices (which have also been 
measured through CPIAL) in the equa¬ 
tion, seem to have become responsible to 
some extent in making the coefficients 
non-significant with the wrong sign. 

It may, however, be noted that with a 
slight change in the mea.sure of relative 
prices, i e, dividing the index of food price 


of CPIAL by state domestic product (SDP) 
and SDPdeflator as index of tnflittiOD, Sen 
(1996) got significantly positive-codfli: 
cients even by including both the vari¬ 
ables simultaneously in the equation, 
although estimated by pooling time series 
and cross-section across states. It is, there¬ 
fore, contended that if DN had slightly 
modified their measures for price vari¬ 
ables or had taken only one price variable 
at a time in the equation (as has been the 
case with Ahluwalia’s equation), they 
would have akso probably got significandy 
positive coefficient for relative prices as 
expected in explaining the changes in rural 
poverty over the period. It is rather well 
known that in empirical re.search, one has 
to try several combinations to get results 
which capture the ground situation and are 
in conformity with general expectation. 

The most interesting aspect, however, 
is that the fmdings/observations of other 
.studies, which are inconvenient to the 
arguments and findings of DN, are com¬ 
pletely ignored. For instance, the positive 
coefficients for terms of trade [Misra and 
Hazell 1996) and relative prices <-nd in¬ 
flation [Bhattacharya ct al 1^91], Datta 
and Ravallion (1996), Sen (1996) for 
explaining changes in rural poverty have 
not even been mentioned by DN, to say 
nothing of making an effort to examine 
why their coefficients turned out to be 
contrary to others. 

(b) Distribution of Landholdings 

Two things may be noted at the outset 
for a proper understanding of the impli¬ 
cations of their findings regarding the 
distribution of holdings in explaining 
changes in rural poverty over the period. 
These arc: (i) the estimates for the distri¬ 
bution of holdings are available only at 
four points of time - 1961-62, 1971-72, 
1981-82 and 1991 -92 and for the remain¬ 
ing years they are interpolated. Such a 
wholesale interpolation has been justified 
on the ground of structural variable; and 
(ii) the real sources for the estimates for 
Gini coefficient for operational holdings 
are not gi ven. The studies of Thorat (1997) 
and Sharma (1907) referred to as sources 
have not examined the changes in opera¬ 
tional holdings. Both the studies have 
examined only the changes in ownership 
holdings. 

Now let us see the trends in the Gini 
coefficients for the distribution of land¬ 
holdings over the period. The inequality 
in the distribution of ownership holdings 
as indicated by the Gini coefficient in- 
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ioeased Grom O.S83 in 1961-62 to 0.709 
^ 1971-72 (see Table). Thereafter, it re¬ 
mained at 0.71 during die 70s and the 80s. 
This indicates that the distribution of 
ownership holdings has not shown any 
change in most of the years of the study. 
Once the Gini coefficients ranging from 
0.709 in 1971-72 to 0.712 in 1991-92 arc 
interpolated for 23 years out of 33 years 
of analysis by DN (due to non-availability 
of degrees of freedom in Table 3, it has 
been presumed that they have interpolated 
the e.stimates of rural poverty too), it 
became almost a constant rather than a 
vari!d>le. In such a situation, can anyone 
draw worthwhile inference/conclusion 
about its role in influencing rural poverty, 
which increased fiom 47 per cent in 1961-62 
to 55 per cent in 1971-72 and thereafter 
decreased to 39 per cent in 1993-94. It 
seems that distribution of ownership has 
not played any role in influencing rural 
poverty. On the basis of such trends, an 
inference about either negative or positive 
impact on the rural poverty is difficult to 
draw. Its role .seems to be at best neutral 
in the process of reducing rural poverty. 

Once these interpolated estimates of the 
Gini coefficient of distribution of owner¬ 
ship holdings are fed in the regression 
equation along with other variables, the 
significantly negative coefficient for dis¬ 
tribution of holdings in explaining rural 
poverty over the period has emerged, 
probably because other variables seem to 
have influenced it. Otherwise, such a 
consistency in the distribution of owncr- 
.ship holdings on its own should not have 
yielded a significantly negative coefficient. 
Now the question is to what extent are DN 
justified in arguing that this negative 
coefficient has been found because the big 
farmers with owned land practise labour 
intensive agriculture with large income 
multipliers that benefit the rural poor. But 
the fact is that in this negative relationship, 
other factors included in the equation seem 
to have played an important role, which 
have not been even mentioned by DN in 
explaining the changes in rural poverty 
over the period. Therefore, the arguments 
regarding inequality in distribution of 
ownership holdings in explaining the 
changes in rural poverty are invalid due 
to its stagnant trend during the period of 
study. 

However, in the case of operational 
holdings, the situation is different in the 
sense that the inequality in its distribution 
remained stagnant as indicated by the Gini 
coefficient at 0.58 each in 1961-62 and 
1971-72. After that, it started rising and 
the coefficient reached 0.64 in 1991-92. 
Despite the rising trend in the inequality 


in operational holdings against deciea.sing 
trend in rural poverty, it resulted in sig¬ 
nificantly positive coefficient, probably 
becauseof other variables. Therefore, their 
explanation that large tenant farmers do 
not provide labour augmenting agricul¬ 
ture and hence, the positive coefficient for 
inequality in operational holdings in ex¬ 
plaining rural poverty is not convincing. 

The main force behind increasing in¬ 
equality in the distribution of operational 
holdings seems to be technology. What 
seems to have happened is that when the 
technolc^y increas^ profitability of agri¬ 
culture big farmers started talcing land on 
lease for cultivation.. Due to increasing 
cost of cultivation, the small farmers have 
also started leasing out their land to big 
farmers (Government of India 1997]. This 
has resulted in increased inequality in the 
distribution of operational holdings over 
this period. On the other hand, technology 
has helped in increasing total factor pro¬ 
ductivity. Since total factor productivity 
and inequality in the distribution of opera¬ 
tional holdings are moving in the same 
direction (multicollinearity problem), the 
effect of the latter seems to have offset by 
the former in explaining rural poverty. 
This is all the more evident in the equation 
ofDN for the period 1961-62 to 1993-94, 
in which the distribution of operational 
holdings turned out to be non-significant 
in explaining rural poverty in the country. 

If the changes in distribution of owner¬ 
ship holdings had not been included in the 
regression equation for the reasons men¬ 
tioned above, the coefficient for opera¬ 
tional holdings along with total factor 
productivity would have captured more 
appropriately the prevailing situation of 
tcnancy/lcase market in the country. This 
would have provided better understand¬ 
ing of policy issues concerning agrarian 
reforms which need to he studied afresh 
in the context of structural adjustment and 
globalisation of the economy. 

(c)Agricultural Growth vis-a-vis Govern¬ 
ment Expenditure 

Despite significant negative coefficient 
for government expenditure on poverty 
programmes in explaining rural povc *.y, 
DN have inierred on the basis of 
.standardised regrc.s.sion coefficients that 
for reducing rural poverty, technology-led 
agricultural growth is far more important 
than government expenditure on poverty 
alleviation programmes. This inference 
requires much more thorough analy.sis, 
free from the multicollinearity problem 
found in their analysis. 

(1) Several variables included in the 
equation like per capita real agricultural 


net domestic product, total factor proditc-' i.- 
tivity, real government expenditure seem v 
to be mutually correlated. As a result, the 
effect of a particular variable might get 
reflected in some other variables. The 
degrees of freedom are also low in their , 
time scries analysis. 

(2) It is because of these rca.sons, that the 
time series and cross-section data across 
the .states are pooled by Sen (1996) for 
estimating an equation in which rural 
poverty was regressed against agricultural 
output per rural person, per capita state 
domestic product, relative food price.s, 
inflation, and per capita real state develop¬ 
ment expenditure. In this exercise, the real 
state development expenditure turned out 
to be the most important variable in ex¬ 
plaining rural poverty over the period 
followed by agricultural output. The 
former, unlike the latter which reduced 
poverty by increasing mean consumption, 
is the most significant because it reduced 
poverty by improving both mean con¬ 
sumption and income distribution. It has, 
however, been concluded by Sen that “the 
importance of state expenditure and of the 
relative prices appear to Ite fairly robust 
as factors explaining poverty both across 
time and space”. 

(3) It tnay also be argued that both agri¬ 
cultural ond non-agricultural outputs are 
influenced to some extent by government 
expenditure on poverty alleviation 
ptugrammes by creating physical infra¬ 
structure and raising the demand for prod¬ 
ucts by the rural poor by providing work 
opportunities and thereby geneiating 
income. 

(4) It has also not been .specified by DN 
whether government expenditure on vari¬ 
ous poverty alleviation programmes in¬ 
cludes expenditure by .stale governments. 
This is important because the stale govem- 
inents are also spending on rural develop¬ 
ment programmes. Its inclusion ingovem- 
menl expenditure may influence the co- 


TahU'.: DisTRiRunoN of Lanuhmluinus and 
Rural PoviaiTY 


Year 

Gini Coefficient 

Incidence 


Ownership 

Holdings 

Operational 

Holdings 

of Rural 
Poverty** 
(Per Cent) 

19.^3-54 

0.7.‘il» 

0 683* 

61.29 

1961-62 

0..'583 

0.583* 

47.20 

1971-72 

0,709 

0 586 

54.84 

(1970-71) 

I9K1-82 

0.712 

0.629 

45.31 

(1983) 

1991-92 

0.710 

0.640 

38.74 

(1993-94) 


Sourrex: GOt (I99S) - Report 399. GOI (1997) 
- Report 407; *Shanna (1994): **Sen 
(1996). 
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efficient in explaining the changes in nxral 
poverty over the period. 

(d) Omission of Rural Labour Market 

It is rather well known that the rural 
labour market transmits the benefits of not 
only technological development in agri¬ 
culture but also of employ ment generated 
by the government lor the rural poor. 
Keeping this in view, the real agricultural 
wages capturing the influence of rural 
labour market arc taken into account in 
explaining the changes in rural poverty in 
most of the studies. This important vari¬ 
able has, however, been ignored by DN, 
probably becau.se they thought that total 
factor productivity in agriculture and 
government expenditure would reflect the 
influence of rural labour market on pov¬ 
erty. What seems to have been mis.sed is 
that both these factors, particularly govern¬ 
ment expenditure, are influencing rural 
poverty by rai.sing employment and 
hence, wages. It is. therefore, contended 
that if DN had included real agricultural 
wages in the explanatory framework, the 
ranking of the variables based on the 
coefficients would have certainly changed 
and .so also their prioiiti.sation of various 
policy issues. 

Ill 

Concluding Observation 

In order to draw inferences about the 
trade-offs between various policy issues, 
analysis must incorporate all the impor¬ 
tant variables interlinkages among vari¬ 
ables and the routes through which they 
influence rural poverty. On this count the 
analysis of DN leaves much to be desired, 
as is evident from the omission of real 
agricultural wage capturing the impact of 
rural market on the rural poverty. 

A structural variable like distribution of 
landholdings in explaining changes in rural 
poverty can he examined more appropri¬ 
ately by pooling time series and corss- 
section data across states. It reduces the 
multicollinearity problem and provides 
enough degrees of freedom. Therefore, 
one may rely more on such estimates than 
on those based on time series analysis with 
limited number of ob.servations as has 
been the case with the analytical frame¬ 
work of DN. 

The Gini coefficient indicating inequal¬ 
ity i n the di stribut ion of landholdings being 
the relative measure ofstnictural variable, 
its impact would have been captured more 
appropriately by estimating its relation¬ 
ships with relative rural poverty, i e, 
inequality in per capita consumption rather 
than absolute rural poverty as has been 

Kt/ DM Thii u/tfuilrl h<'j%;A hAJrkA/if>«i1 


in drawing more sharply polity issues 
regarding agrarian reforms wfaich.have a 
bearing on lurai poverty in the country. 

Even after getting the non-significant 
coefficients for price variables with the 
wrong sign, DN have not bothered to 
identify the factors responsible for it, with 
a view to change their specification of the 
variables, so that it may provide the results 
on expected lines and in broad agreement 
with others’ findings to the extent pos¬ 
sible. Perhaps they want to be consi.stent 
with earlier findings in which the relative 
prices measured in inter-sectoral frame¬ 
work turned out to be significantly nega¬ 
tive in explaining the changes in marketed 
surplus and total factor productivity in 
agriculture [DN 1997a and 1998a]. It has 
now become rather well known that in the 
framework of DN, the relative prices have 
either no role to play, as is the ca.se with 
sural poverty or negative one. as is evident 
from their earlier analysis of marketed 
surplus and total factor productivity in 
agriculture. 

The findings of DN regarding relative 
prices seem to suggest that since there is 
no role of relative prices in rai.sing either 
total factor pixMluctivity or marketed sur¬ 
plus. there is no need of agricultural price 
policies cither. Now, relative prices and 
inflation also do not seem to harm the rural 
poor, if one stretches the findings of DN 
to their logical conclusion. 

[Tlic author is grateful to M S Bhaiia for sug¬ 
gestions on an earlier draft of this critique.The 
views expressed ;ue personal ] 
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